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Independent auditor’s report to the shareholder of AB ORLEN Lietuva

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of AB ORLEN Lietuva and its subsidiaries
(“the Group”), which comprise the consolidated statement of financial position as at 31 December 2014, the
consolidated statements of profit or loss and other comprehensive income, changes in equity and cash flows for the
year then ended, and notes, comprising a summary of significant accounting policies and other explanatory
information, set out on pages 5-92.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements
(hereinafter “the financial statements®) in accordance with International Financial Reporting Standards as adopted by
the European Union, and for such internal control as management determines is necessary to enable the preparation
of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit
in accordance with International Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on our judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, we consider
internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair view of the consolidated financial position of
AB ORLEN Lietuva and its subsidiaries as at 31 December 2014, and of the consolidated financial performance and
consolidated cash flows for the year then ended in accordance with International Financial Reporting Standards as
adopted by the European Union.

Report on Other Legal and Regulatory Requirements

Furthermore, we have read the consolidated annual report of AB ORLEN Lietuva for the year ended 31 December
2014, set out on pages 93 to 96 of the financial statements, and have not identified any material inconsistencies
between the financial information included in the consolidated annual report and the financial statements of AB
ORLEN Lietuva for the year ended 31 December 2014.

On f of KPMG Baltics, UAB )
/ — ,[ ) M(

Rokas Kas Rita Kupiniené

Partner p;) Certified auditor

Certifieg/Auditor

Klaipéda, the Republic of Lithuania

4 March 2015
@2015 KPMG Baltics, UAB, a Lithuanian limited liability company and a Company code: 111616158
member firm of the KPMG network of independent member firms affiliated VAT code: LT11494971986

with KPMG International Cooperative ("KPMG Intemational”), a Swiss entity
All ights reserved
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Consolidated statement of financial position

Note as at 31/12/2014 as at 31/12/2013
USD LTL USD LTL

ASSETS

Non-current assets

Property, plant and equipment 6 152,494 432,884 952,891 2,391,565
Intangible assets 7 1,569 4,455 21,155 53,096
Perpetual usufruct of land 8 - - 106 265
Investments in equity-accounted investees 9 1,858 5,274 1,922 4,825
Deferred tax assets 26 494 1,402 80,364 201,699
Other non-current assets 10 5,765 16,365 6,745 16,928
Total non-current assets 162,180 460,380 ,003, ,008,
Current assets ' B a )

Inventory 12 259,980 738,007 588,805 1,477,781
Trade and other receivables 13 109,775 311,618 228,497 573,483
Other financial assets 14 8,464 24,027 11,449 28,735
Current tax assets 217 616 3,168 7,952
Cash and cash equivalents 15 4,629 13,140 12,602 31,628
Non-current assets classified as held for sale 16 330 937 463 1,161
Total current asset assets o 383, 395 O, 0ss 345’ 844984 2, 120,740
Total assets 545575 1,548,725 m
LIABILITIES AND SHAREHOLDERS EQUITY

EQUITY

Share capital 17 185,562 719,201 181,886 708,821
Share premium 373,814 1,132,264 77,507 295,548
Other reserves 27,530 73,575 27,635 74,002
Foreign exchange differences (803) (314,658) 2,212 (325,008)
Retained earnings (515E336t ( 114095496E 448,082 1,097,160
"Total equity 735 355 f 536 323
LIABILITIES - -

Non-current liabilities

Loans and borrowings 18 - - 331,010 830,769
Provisions 19 4,071 11,557 13,722 34,439
Total non-current hablhtles 4,071 11, 55‘7- 344 732 m
‘Current liabilities o S S

Trade and other liabilities 20 413,958 1,175,102 596,539 1,497,202
Loans and borrowings 18 9,086 25,793 67,531 169,490
Current tax liability - - 74 185
Provisions 19 20,227 57,418 29,472 73,969
Deferred income - - 15 38
Other financial liabilities 21 27,466 77,969 132,482 332,503
"Total current iabilities T3 1336382 836,113 Z073,387
"Total liabilities 474,808 1,347,839 1,170,845 2,938,505
Total equity and liabilities 545575 1,548,725 1,908,167 4,789,118
The notes on pages 10 to 92 are an integral part of these consolidated financial statements.

Consolidated financial statements were approved on 4 March 2015.

Ireneusz Fafara Marek Gol¢b1ewsk1 Genuté Barkuviené

General Director Chief Fmanmal Offiter Chief Accountant
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Consolidated statement of profit or loss and other comprehensive income

for the year  for the year for the year for the year

Note ended ended ended ended
31/12/2014 31/12/2014 31/12/2013 31/12/2013
USD LTL USD LTL
Statement of profit or loss
Sales revenues 22 6,179,305 16,069,900 7,987,598 20,777,338
Cost of sales 23 (6,078,547) (15,807,869 (7,842,088)  (20,398,840)
Gross profit on sales 100,75 s -~ ..145’_5_10 378,
Distribution expenses 23 (160,351) (417,008) (172,772)  (449,412)
Administrative expenses 23 (46,324) (120,471) (64,871) (168,743)
Other operating income 24.1 15,515 40,349 8,237 21,427
Other operating expenses 242 (780,096)  (2,028,717) (12,349) (32,123)
Share in profit from investments in equity- 177 459 (19) 49)
accounted investees - o 9 N o
Profit/(loss) from operations - _ (870,321)  (2,263,357) (9, 6,264) _m
Finance income 251 9,710 25,251 5577 14,506
Finance expenses 252 (26,203 68,144 (24,958) (64,921
Net finance income and expenses (16, ) (19,381) (50,
I;foﬁff(loss;)_i}_e:fbre tax - ) ~ (886,814) (2,306, %50) (115 645) N (m
Income tax expense 26 (81,324)  (211492) 20261 52,703
Net profit/(loss) from continuing ‘operations (968,138) (2,517 742) (95,334) (248,114)
Discountinued operation
Elr;)ﬁt/(loss) from discontinued operation, net of 5 4,675 12,156 1,080 2,809
Net profit/(loss) (963,463)  (2,505,586) (94,304) (245,305)
Items of other comprehensive income:
which will not be reclassified into profit or
loss
Actuarial (gains) and losses (562) (1,485) 492 1,280
Deferred tax 3 8 (74) (192)
Foreign exchange differences 2,516) 10,330 1,272 (68,071
(3,075) 8,853 1,690 (66,583%

Total net comprehensive income/(expenses) (966,538)  (2,496,733) (92.614) (312,288)
Net profit/(loss) attributable to:

equity holders of the parent (963,463)  (2,505,586) (94,304) (245,305)
Total comprehensive income/(expenses)
attributable to:

equity holders of the parent (966,538)  (2,496,733) (92,614) (312,288)

The notes on pages 10 to 92 are an integral part of these consolidated financial statements.
Consolidated financial statements were approved on 4 March 2015.

Ireneusz Fafara Marek Golgbiewski Genuté Barkuviené
General Director Chief Financial Ofﬁ i Chief Accountant
v [ f
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Consolidated statement of cash flows

for the year for the year

for the year for the year

Note ended ended ended ended
- - 31/12/2014 31/12/2014  31/12/2013  31/12/2013
USD LTL USD LTL
Cash flow - operating activities
Net profit/(loss) R _(963,463) _(2,505,586) ___(94,304) _ (245,305)
Adjustments for:
Share in profit from investments in equity-accounted
investees 9 (177) 459) 19 49
Depreciation and amortization 6,7 41,604 108,195 72,328 188,139
Foreign exchange (gain)/loss 2,071 (11,576) 1,033 (12,740)
Interest and guarantees, net 12,251 31,623 12,798 33,290
(Profit)/loss on investing activities 771,582 2,008,017 11,229 28,168
Change in working capital: 248,710 638,045 90,959 267,883
receivables 106,991 230,167 124,436 345,678
inventories 325,743 732,042 (22,020) (751)
liabilities (184,024) (324,164) (11,457) (77,044)
Change in provisions (4,227) (1,366) 11,607 25,931
Disposal of discontinued operation, net of tax 5 (4,675) (12,156) - -
Tax expenses 26 81,324 211,492 (20,261) (52,703)
Income tax (paid)/received 1,380 3,258 (2,352) (6,118)
Other adjustments 425 (6,174) = -
Net cash used in operating activities 182,663 463,313 83,056 226,594
Cash flows from investing activities
Acquisition of property, plant and equipment and
intangible assets (31,252) (83,039) (67,857) (177,276)
Disposal of property, plant and equipment and
intangible assets 26,192 68,116 794 2,065
Disposal of shares - - 127 330
Disposal of discontinued operation, net of cash 5 19,094 49,175 - B
Increase/(decrease) in derivatives (5,872) (15,269) 5,162 13,427
Increase/(decrease) in deposits (8,549) (22,233) 6,027 15,699
Interest received 232 604 79 295
Net cash used in investing activities (155) (2,646) (55,668) (145,460)
Cash flows from financing activities
Repayment of loans and borrowings (387,336) (1,007,305) (6,567) (17,082)
Interest paid (12,660) (32,922) (13,454) (34,990)
(Outflow)/inflow from cash pool (90,485) (219,108) (12,658) (44,063)
Issuance of shares and other capital instruments,
additional payments to capital 300,000 780,180 - -
Net cash used in financing activities (190.481) (479.155) (32.679) (96.135)
Net (decrease)increase in cash and cash (7973) o (1848;) (”5,291) (15,001)
Ca-sh and cash equivalents, beginning of the 15 12,602 31,628 17,893 46,629
period B g o - A
Cash and cash equivalents, end of the period 15 4,629 13,140 12,602 31,628

The notes on pages 10 to 92 are an integral part of these consolidated financial statements.
Consolidated financial statements were approved on 4 March 2015.

Ireneusz Fafara Marek Golgbiewski
General Director Chief Finfngl:ia],_ofﬁcer
W
ol

Genuté Barkuviené

Chief Accountant
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Statement of changes in consolidated equity

_______ Equity attributable to equity holders of the parent

L . Share Revaluation  Other Foreign Retained d
Share capital . exchange . Total equity
premium reserve reserves . earnings
differences
1 January 2014 181,886 71,507 109 27,526 2,212 448,082 737,322
Loss for the year - - - - - (963,463)  (963,463)
Write-off of revaluation reserve (109) - 109 -
Other comprehensive
. . . 3 559 559
income/(expenses) (539) (539)
Foreign currency translation
2 = - 1 499 2,516

differences of foreign operations (3,015) ( )
otalicomprehensive - - (109) - (3,015  (963414)  (966,538)
income/(expenses)
Issue of ordinary shares 3,676 296,307 - - 299,983
Transfer to legal reserve - - - 4 (4) -
Total transactions with owners
of the Group ) ) ) 4 ) “ .
31 December 2014 185,562 373,814 - 27,530 803 - 515,336 70,767
1 January 2013 181,886 77,507 109 27,545 1,083 541,806 829,936
Loss for the year - - - - (94,304) (94,304)
Transfer of cumulative translation
differences after disposal of - - - 21 (21) -
subsidiary
cher comprehensive i i i i 418 418
income/(expenses)
Ff)relgn currency t.ranslatlon . i i i i 1,108 164 1272
differences of foreign operations
tl“otal comprehensive i ; i ) 1,129 (93,743) (92,614)
income/(expenses)
Transferred to legal reserve - - - (19) - 19 -
Total transactions with owners
of the Group ) ) ) (19) ) 19 )
31 December 2013 181,886 77,507 109 27,526 2,212 448,082 737,322

The notes on pages 10 to 92 are an integral part of these consolidated financial statements.

Consolidated financial statements were approved on 4 March 2015.

Ireneusz Fafara
General Director

%

neusz Fafara
Generalinis dircktorius

Marek Golgbiewski
Chief Financial Off_ﬁce
W sk

Genuté Barkuviené
Chief Accountant
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___Equity attributable to equity holders of the parent

LTL ; Share Revaluation  Other Foreign Retained .
Share capital . exchange . Total equity
premium reserve reserves . earnings
differences

1 January 2014 708,821 295,548 437 73,565 (325,008) 1,097,160 1,850,523
Loss for the year - - - (2,505,586) (2,505,586)
Write-off of revaluation reserve - - 437 - 437 -
Other comprehensive
income/(expenses) i i i i (1477) (1477)
Forei .

.orelgn currency tTanslatlon ' i ) i i 10,350 20) 10,330
differences of foreign operations
Total comprehensive
income/(expenses) = - 437) - 10,350 (2,506,646) (2,496,733)
Issue of ordinary shares 10,380 836,716 - - - 847,096
Transfer to legal reserve - B - 10 (10) -
Total transactions with owners
of the Group B ) B 10 B (19) i
31 December 2014 719,201 1,132,264 - 73,575 (314,658) (1,409,496) 200,886
1 January 2013 708,821 295,548 437 73,615 (256,917) 1,341,307 2,162,811
Loss for the year - - - - (245,305)  (245,305)
Transfer of cumulative translation
differences after disposal of - - - - 47 47 -
subsidiary
cher comprehensive i i i i 1,088 1,088
income/(expenses)
F9re1gn currency tTanslatlon . i i ) ) (68,138) 67 (68,071)
differences of foreign operations
Total comprehensive . s . % (68,091)  (244,197)  (312,288)
income/(expenses)
Transferred to legal reserve - - - (50) - 50 -
Total transactions with owners
of the Group - ) ; (50) ) 50 )
31 December 2013 708,821 295,548 437 73,565 (325,008) 1,097,160 1,850,523

The notes on pages 10 to 92 are an integral part of these consolidated financial statements.

Consolidated financial statements were approved on 4 March 2015.

Ireneusz Fafara Marek Golgbiewski
General Director Chief Financia /Off /

G\.mrdhms dlrd\tonus

Genuté Barkuviené
Chief Accountant
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Accounting principles and other explanatory information
1. Reporting entity

Public Company ORLEN Lietuva (hereinafter — the Parent company) is incorporated and domiciled in
Lithuania. Its registered office is located at the address: Mazeikiy St. 75, Juodeikiai village, Mazeikiai
District, Republic of Lithuania. Its legal entity code is 166451720. The Parent company comprises an oil
refinery enterprise in MaZeikiai operating since 1980, the Biitingé terminal operating since 1999, and an oil
products pumping station in BirZai operating since 1970. The sole shareholder of the Parent company is PKN
ORLEN S.A.

The consolidated financial statements as at 31 December 2014 include the Parent company and subsidiary
companies. The Parent company also prepares separate financial statements.

The Consolidated group (hereinafter “the Group”) consists of the Parent company and its five subsidiaries
(six subsidiaries in 2013). The Group has one associate which is accounted for using the equity method. The
subsidiaries and the associate included into the Group’s consolidated financial statements are listed below:

Year of Share of the Group (%)

Subsidiary/associated Established

] it
ST in establl§h.n.1ent/ 1122014 31/12/2013 Nature of activity
acquisition
Subsidiaries
Retail trade in petroleum products. The
AB Ventus nafta Lithuania 2002 0 100 company was sold to PKN ORLEN S A, in
August 2014.
Intermediate  holding entity has two
o - subsidiaries SIA ORLEN Latvija and OU
UAB Majeikiy Naftos ;o) co 2003 100 100 [ORLEN Eesti. Their activity is wholesale
prekybos namai . . .
trading in petroleum products in Latvia and
Estonia.

Wholesale trading in petroleum products in
Latvia. This company is a subsidiary of]
SIA ORLEN Latvija |Latvia 2003 100 100 UAB Mazeikiy Naftos prekybos namai
which holds 100 percent of shares of this

company.
Wholesale trading in petroleum products in

Estonia. This company is a subsidiary of

OU ORLEN Eesti Estonia 2003 100 100 UAB Mazeikiy Naftos prekybos namai
which holds 100 percent of shares of this
company.

UAB Paslaugos tau Lithuania 2008 100 100 In-door and industrial cleaning.

UAB EMAS Lithuania 2009 100 100 Instgllatlon, supervision, repa1r of electrical
equipment and related services.

Associated company

UAB Naftelf Lithuania 1996 34 3 Trading in aviation fuel and construction of]

storage facilities thereof.

2. Accounting policy
2.1. Principles of presentation

The consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS) adopted by the European Union (EU) effective as at 31 December 2014. The
consolidated financial statements cover the period from 1 January to 31 December 2014 and the
corresponding period from 1 January to 31 December 2013.

M
e — e —  —————————/——
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Presented consolidated financial statements are compliant with all requirements of IFRSs adopted by the EU
and present a true and fair view of the Group’s financial position as at 31 December 2014 and comparative
data as at 31 December 2013, results of its operations and cash flows for the year ended 31 December 2014
and comparative data for the year ended 31 December 2013.

The consolidated financial statements have been prepared assuming that the Group will continue to operate
as a going concern in the foreseeable future. As at the date of approval of these consolidated financial
statements, there is no evidence indicating that the Group will not be able to continue its operations as a
going concern.

Duration of the Parent company and the entities comprising the ORLEN Lietuva Group is unlimited.

The financial statements, except for consolidated cash flow statement, have been prepared using the accrual
basis of accounting.

The consolidated financial statements were authorized for issue by the General Director, Chief Financial
Officer and Chief accountant on 4 March 2015.

2.2. Basis of measurement

The consolidated financial statements have been prepared on the historical cost basis except for the following
items in the statement of financial position:
e Derivative financial instruments are measured at fair value;
e Non-derivative financial instruments at fair value through profit or loss are measured at fair
value.

2.3.Impact of IFRS amendments and interpretations on consolidated financial statements of the
Group

2.3.1. Binding amendments and interpretations of IFRSs

The amendments to standards and IFRS interpretations, in force from 1 January 2014 until the date of
publication of these consolidated financial statements had no impact on the foregoing consolidated financial
statements.

2.3.2. IFRSs and their interpretations, announced and adopted by the European Union, not yet

effective

The Group intends to adopt listed below new standards and amendments to the standards and interpretations
to IFRSs that are published by the International Accounting Standards Board, but not effective as at the date
of publication of these financial statements, in accordance with their effective date.

— IFRIC Interpretation 21 - Levies

— Amendments to IAS 19 - Employee Benefits entitled Defined Benefit Plans: Employee Contributions
— Improvements to IFRS (2010-2012)

— Improvements to IFRS (2011-2013)

It is expected that the aforementioned standards and amendments to standards, when initially applied, will
have no material impact on future consolidated financial statements of the Group.

Application according to the effective date
The Group intends to adopt listed below new standards and amendments to the standards and interpretations
to IFRSs that are published by the International Accounting Standards Board, but not effective as at the date

of publication of these financial statements, in accordance with their effective date.

_—————-- e s s s ——e——

11




> Public Company ORLEN Lietuva
] Lietuva Consolidated financial statements for the year 2014
(all tabular amounts are in USD’000 and LTL’000 unless otherwise stated)

2.3.3. Standards and interpretations adopted by International Accounting Standards Board (IASB),
waiting for approval of EU

— New standard IFRS 9 - Financial Instruments

— New standard IFRS 14 - Regulatory Deferral Accounts

— New standard IFRS 15 - Revenue from Contracts with Customers

—  Amendments to IFRS 11 - Joint Arrangements: Accounting for Acquisitions of Interests in Joint
Operations

—  Amendments to IAS 16 - Property, Plant and Equipment and IAS 38 - Intangible Assets: Clarification of
Acceptable Methods of Depreciation and Amortisation

— Amendments to IAS 16 - Property, Plant and Equipment and IAS 41 - Agriculture: Agriculture: Bearer
Plants

—  Amendments to IAS 27 - Separate Financial Statements: Equity Method in Separate Financial
Statements

— Amendments to IFRS 10 - Consolidated Financial Statements and IAS 28 - Investments in Associates:
Sale or Contribution of Assets between an Investor and its Associate or Joint Venture

— Improvements to IFRS (2012-2014)

—  Amendments to IFRS 10 - Consolidated Financial Statements, IFRS 12 - Disclosure of Interests in Other
Entities and TAS 28 - Investments in Associates and Joint Ventures: Investment Entities: Applying the
Consolidation Exception

— Amendments to IAS | - Presentation of Financial Statements: Disclosure initiative

It is expected that the aforementioned amendments and interpretation to standards, when initially applied,
will have no material impact on future consolidated financial statements of the Group, however, when the
new standard IFRS 9 will be initially applied, assets will be assigned to changed financial instruments
categories.

The impact of the initial application, i.e. 1 January 2017, of the new standard IFRS 15 will depend on the
specific facts and circumstances of the contracts with customers to which the Group will be a party.

2.3.4. Presentation changes

The Group changed classification of expenses in the Consolidated statement of profit or loss and other
comprehensive income in 2014. The result of share in profit from investments in equity-accounted investees
was transferred in the Consolidation statement of profit or loss to operating activity.

Services provided by internal units/departments in 2014 were transferred from distribution expenses and

administrative expenses and increased cost of sales. Similar reclassification was done for 2013 figures
presented as comparatives. The summary of presentation adjustments is stated below:

12
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for the year for the year

for the year for the year

ended recla.ssiﬁ- ended ended recla.ssiﬁ- ended
11/12/2013 cation 31/12/2013 31/12/2013 cation 31/12/2013
{restated) (restated)
USD USD USD LTL LTL LTL
Extracts from profit and loss
Sales revenues 7,987,598 - 7,987,598 20,777,338 - 20,777,338
Cost of sales (7,838,142) (3,946)  (7,842,088) (20,388,576)  (10,264)  (20,398,840)
Gross profit on sales 149,456  (3,946) 145,510 388,762 (10,204) 378,498
Distribution expenses (174,834) 2,062 (172,772) (454,776) 5,364 (449,412)
Administrative expenses (66,755) 1,884 (64,871) (173,643) 4,900 (168,743)
Other operating income 8,237 - 8,237 21,427 - 21,427
Other operating expenses (12,349) (12,349) (32,123) (32,123)
Share in profit from investments in
equity-accounted investees i (19) (19) ) (49) (49)
Profit/(loss) from operations (96,245) (19) (96,264) (250,353) 49) (250,402)
Finance income 5,577 5,577 14,506 14,506
Finance expenses (24,958) - (24,958) (64,921) - (64,921)
Net finance income and expenses (19,381) = (19,381) (50,415) = (50,415)
Share in profit from investments in
equity-accounted investees (19) 19 : (49) 49 -
Profit/(loss) before tax (115,695 - (115,645 G00,817) - (0087

2.3.5. Functional and presentation currency of financial statements and methods applied to
translation of data for consolidation purposes

Items included in the financial statements of each of the Group’s entities are measured using the currency of
the primary economic environment in which the entity operates (the ‘functional currency’). The functional
currency of the Parent company is the US dollar (USD) as it mainly influences sales prices for goods and
services and material costs, the funds from financing activities are mainly generated in the USD and the
Parent retains the major part of receipts from its operating activities in the USD. A significant portion of the
Group’s business is conducted in US dollars and management uses the USD to manage business risks and
exposures and to measure performance of the business.

The consolidated financial statements are presented in US dollars, which is the Parent company’s functional
currency, and, due to the requirements of the laws of the Republic of Lithuania, also in Lithuanian Litas
(LTL) being an additional presentation currency. Since 2 February 2002 the exchange rate of the Litas has
been pegged to the euro at a rate of LTL 3.4528 = EUR 1.

Exchange rates used to calculation of financial data

average exchange rate exchange rate
CURRENCIES for the reporting period at the end of the reporting period
31/12/2014 31/12/2013 31/12/2014 31/12/2013
LTL/USD 0.38453 0.38444 0.35230 0.39844
EUR/USD 1.32769 1.32739 1.21633 1.37573
LVL/USD - 1.89251 - 1.95968

The consolidated financial statements of the Group, prepared in US dollars, the functional currency of the
Parent company, are translated to the presentation currency, Lithuanian Litas by using period end exchange
rate for translation of assets and liabilities and average exchange rate for the year for translation of income
and expenses (unless this average is not a reasonable approximation of the cumulative effect of the rates
prevailing on the transaction dates, in which case income and expenses are translated at rates prevailing at
the dates of the transactions). All resulting exchange differences are recognized as cumulative translation
adjustments in other comprehensive income.

————.——_#
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Accounting policies for foreign currency transactions are disclosed in Note 2.4.2.
2.4. Applied accounting policies

2.4.1. Changes in accounting policies and estimates

The Group will change an accounting policy only if the change:
— isrequired by an new or revised IFRS; or
— results in the consolidated financial statements providing reliable and more relevant information
about the effects of transactions, other events or conditions on the Group's financial position,
financial performance or cash flows.

In case of change in accounting policy it is assumed that the new policy had always been applied. The
amount of the resulting adjustment is made to the equity. For comparability, the Group adjusts the
comparative information for the earliest prior period presented as if the new accounting policy had always
been applied, unless it is impracticable to determine either the period-specific effects or the cumulative effect
of the change.

Items of consolidated financial statements based on an estimate may need revision if changes occur in the
circumstances on which the estimate was based or as a result of new information or more experience. The
effects of changes in estimates are accounted prospectively in the statement of comprehensive income in the
period of changes.

The correction of a material prior period error is accounted in equity. When preparing the financial
statements it is assumed that the errors were corrected in the period when they occurred.

2.4.2, Transactions in foreign currencies

A foreign currency transaction is recorded, on initial recognition in the functional currency, by applying to
the foreign currency amount the spot exchange rate between the functional currency and the foreign currency
at the date of the transaction.

At the end of each reporting period:

1. foreign currency monetary items, including units of currency held by the Group and receivables and
liabilities due in a defined or definable units of currency are translated using the closing rate, i.e. the
spot rate at the end of the reporting period,

2. non-monetary items that are measured in terms of historical cost in a foreign currency are translated using
the exchange rate at the date of the transaction; and

3. non-monetary items that are measured at fair value in a foreign currency are translated using the exchange
rates at the date when the fair value was determined.

Exchange differences arising on the settlement of monetary items or on translating monetary items at rates
different from those at which they were translated on initial recognition during the period are recognized by

the Group in consolidated profit or loss in the period in which they arise.

2.4.3. Principles of consolidation

The consolidated financial statements of the Group comprise the financial statements of Public Company
ORLEN Lietuva and its subsidiaries prepared as at the end of the same reporting period using uniform
accounting principles in relation to similar transactions and other events in similar circumstances.
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2.4.3.1. Investments in subsidiaries

Subsidiaries are entities under the Parent’s control. It is assumed that the Parent company controls another

entity if it holds directly or indirectly — through its subsidiaries — more than 50% of the voting rights in an

entity, unless in exceptional circumstances, it can be clearly demonstrated that such ownership does not

constitute control. Control also exists when the Parent company owns half or less of the voting power of an

entity when there is:

— power over more than half of the voting rights by virtue of an agreement with other investors,

— power to govern the financial and operating policies of the entity under a statute or an agreement,

— power to appoint or remove the majority of the members of the board of directors or equivalent
governing body and control of the entity is by that board or body, or

— power to cast the majority of votes at meetings of the board of directors or equivalent governing body
and control of the entity is by that board or body.

Subsidiaries are consolidated from the date control commences to the date control ceases, using the full
consolidation method.

2.4.3.2. Investment in equity accounted investees

Investments in equity accounted investees relate to entities over which the investor has significant influence
and that are neither controlled nor jointly controlled.

It is assumed that the Investor has significant influence over another entity, if it has ability to participate in
financial and operating decisions of the entity. Particularly, the significant influence is evidenced when the
Group holds directly or indirectly more than 20%, and no more than 50% of the voting rights of an entity and
participation in financial and operating decisions is not contractually or actually restrained and is actually
executed.

Investments in equity accounted investees are accounted in the consolidated financial statement using the
equity method, based on financial statements of associates prepared as at the end of same reporting period as
separate financial statements of the Parent company and using uniform accounting principles in relation to
similar transactions and other events in similar circumstances.

2.4.3.3. Consolidation procedures

The consolidated financial statements are prepared using the line by line method and the proportionate
method. When investor has significant influence over another entity, equity method is used to evaluate shares
in entity.

Consolidated financial statements are the financial statements of a Group presented as those of a single
economic entity.

In preparing consolidated financial statements using line by line method, an entity combines the financial

statements of the Parent company and its subsidiaries line by line by adding together like items of assets,

liabilities, equity, income and expenses and then performs adequate consolidation procedures, including

mainly:

— the carrying amounts of the Parent's investment in each subsidiary and the Parent's portion of equity of
each subsidiary are eliminated,

— intra group balances are eliminated,

— unrealized profits or losses from intra group transactions are eliminated,

— intra group revenue and expenses are eliminated.
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Under the equity method, the investment in an associate is initially recognized at cost and the carrying
amount is increased or decreased to recognize the investor's share of the profit or loss of the investee after the
date of acquisition. The investor's share of the profit or loss of the investee is recognized in the investor's
profit or loss. Distributions received from an investee reduce the carrying amount of the investment.
Adjustments to the carrying amount may also be necessary for a change in the investor’s proportionate
interest in the investee arising from changes in the investee’s other comprehensive income. Such changes
include those arising from the revaluation of property, plant and equipment and from foreign exchange
translation differences. The investor's share of those changes is recognized in other comprehensive income of
the investor.

2.4.4. Business combinations

The Group accounts for each business combination by applying the acquisition method. Applying the

acquisition method requires:

— identifying the acquirer,

—  determining the acquisition date,

— recognizing and measuring the identifiable assets acquired, the liabilities assumed and any non-
controlling interest in the acquire, and

— recognizing and measuring goodwill or a gain from a bargain purchase.

The fair value of assets, liabilities and contingent liabilities for the purpose of allocating the acquisition cost
is determined in accordance with principles set in attachment B to IFRS 3.

2.4.5. Operating Segments

An operating segment is a component of the Group:

— that engages in business activities from which it may earn revenue and incur expenses (including
revenues and expenses relating to transactions with other components of the same group),

— whose operating results are regularly reviewed by the Group's governing body to make decisions about
resources to be allocated to the segment and assess its performance, and

— for which discrete financial information is available.

The operations of the Group were divided into following segments:

— the refining segment, which includes refinery products processing and wholesale, oil production and sale
as well as supporting production,

— the retail segment, which includes sales at petrol stations,

—  corporate functions, constitute as agreement position which include activities related to management and
administration, support functions as well as remaining activities not allocated to separate operating
segments.

Segment revenues are revenues from the sale to external customers or from transactions with other operating
segments, which are directly attributable to the segment.

Segment expenses are expenses related to the sale to external customers and expenses from transactions with
other operating segments resulting from the operating activities of a segment that are directly attributable to
the segment and the relevant portion of the Group’s expenses that can be allocated on a reasonable basis to a
segment.

Segment expenses do not include:

— Income tax,

— interest, including interest incurred on advances or loans from other segments, unless the segment’s
operations are primarily of a financial nature,

— losses on sales of investments or losses on extinguishment of debt unless the segment’s operations are
primarily of a financial nature.

Segment result is calculated on the level of operating result.

#
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Segment assets arc those operating assets that are employed by that segment in operating activity and that are
either directly attributable to the segment or can be allocated to the segment on a reasonable basis.
Particularly segment assets do not include assets connected with income tax.

2.4.6. Property, plant and equipment

Property, plant and equipment are assets that:

— are held for use in the production or supply of goods or services, for rental to others, or for
administrative purposes, and

— are expected to be used during more than one period (one year or the operating cycle, if longer than one

year).

Property, plant and equipment include both property, plant and equipment (assets that are in the condition
necessary for them to be capable of operating in the manner intended by management) and construction in
progress (assets that are in the course of construction or development necessary for them to be capable of
operating in the manner intended by management).

Property, plant and equipment are initially stated at cost. The cost of an item of property, plant and
equipment comprises its purchase price, including any costs directly attributable to bringing the asset into
use. The cost of an item of property, plant and equipment includes also the initial estimate of the costs of
dismantling and removing the item and restoring the site on which it is located, the obligation for which is
connected with acquisition or construction of an item of property, plant and equipment.

Property, plant and equipment are stated in the statement of financial position prepared at the end of the
reporting period at the carrying amount. The carrying amount is the amount at which an asset is initially
recognized (cost) after deducting any accumulated depreciation and accumulated impairment losses.

Depreciation of an item of property, plant and equipment begins when it is available for use, i.e. when it is in
the location and condition necessary for it to be capable of operating in the manner intended by management,
over the period reflecting its estimated economic useful life, considering the residual value. Property, plant
and equipment are depreciated with straight-line method and in justified cases units of production method of
depreciation.

The depreciable amount of an asset is determined after deducting its residual value from the initial value.
Each part of an item of property, plant and equipment with a cost that is significant in relation to the total
cost of the item is depreciated separately over the period reflecting its economic useful life. Land is not

depreciated.

The following standard economic useful lives are used for property, plant and equipment:

— buildings and constructions 10-40 years
— machinery and equipment 4-35 years
— Vebhicles and other 2-20 years

The method of depreciation, residual value and useful life of an asset are reviewed at least once a year. When
it is necessary adjustments of depreciation are carried out in subsequent periods (prospectively).

The cost of major inspections and overhaul and replacement of components programs is recognized as
property, plant and equipment and depreciated in accordance with their economic useful lives. The cost of
current maintenance of property, plant and equipment is recognized as an expense in the period in which
they are incurred.

Property, plant and equipment are tested for impairment, when there are indications or events that may imply
that the carrying amount of those assets may not be recoverable.

ﬂ
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2.4.7. Intangible assets

An intangible asset is an identifiable non-monetary asset without physical substance.

An asset is identifiable if it either:

— is separable, i.e. is capable of being separated or divided from the Group and sold, transferred, licensed,
rented or exchanged, either individually or together with a related contract, identifiable asset or liability,
regardless of whether the Group intends to do so; or

— arises from contractual or other legal rights, regardless of whether those rights are transferable or
separable from the Group or from other rights and obligations.

An intangible asset is recognized if, and only if:

— itis probable that the expected future economic benefits that are attributable to the asset will flow to the
Group; and

— the cost of the asset can be measured reliably.

An intangible asset arising from development (or from the development phase of an internal project) is

recognized if, and only if, the Group can demonstrate all of the following:

—  the technical feasibility of completing the intangible asset so that it will be available for use or sale,

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

— its ability to use or sell the intangible asset

—  how the intangible asset will generate probable future economic benefits. Among other things, the Group
can demonstrate the existence of a market for the output of the intangible asset or the intangible asset
itself or, if it is to be used internally, the usefulness of the intangible asset,

— the availability of adequate technical, financial and other resources to complete the development and to
use or sell the intangible asset,

— its ability to measure reliably the expenditure attributable to the intangible asset during its development.

If the definition criteria of an intangible asset are not met, the cost incurred to acquire or self-develop an
asset is recognized in cost when incurred. If an asset was acquired in a business combination it is part of
goodwill as at acquisition date.

An intangible asset is measured initially at cost including grants related to assets. An intangible asset that is
acquired in a business combination is recognized initially at fair value.

After initial recognition, an intangible asset, except goodwill, is presented in the consolidated statement of
financial position at its cost including grants related to assets, less amortization and impairment allowance, if
any.

Intangible assets with finite useful life are amortized using straight-line method. Amortisation begins when
the asset is available for use, i.e. when it is in the location and condition necessary for it to be capable of
operating in the manner intended by management. The asset is amortized over the period reflecting its
estimated useful life.

The amortizable amount of an asset is determined after deducting its residual value. Excluding particular
cases, the residual value of an intangible asset with a finite useful life is assumed to be zero.

The following standard economic useful lives are used for intangible assets:
Licenses, patents and similar assets 2-15 years

Software 2-10 years

The method of amortization and useful life of an asset are reviewed at least once a year. When it is necessary
adjustments of amortization are carried out in subsequent periods (prospectively).
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Intangible assets with an indefinite useful life are not amortized. Their value is decreased by the eventual
impairment allowances. Additionally, in each period the useful life is reviewed to determine whether events
and circumstances continue to support an indefinite useful life assessment for that asset.

24.7.1. Goodwill

Goodwill acquired in a business combination , from the acquisition date, is allocated to each of the acquirer's
cash-generating units, (or groups of cash-generating units), that is expected to benefit from the synergies of
the combination, irrespective of whether other assets or liabilities of the acquiree are assigned to those units
or groups of units.

The acquirer recognizes goodwill as of the acquisition date measured as the excess of a) over b) below:
a) the aggregate of:
—  the consideration transferred, which generally requires acquisition-date fair value;
—  the amount of any non-controlling interest in the acquiree; and
— in a business combination achieved in stages, the acquisition-date fair value of the acquirer's
previously held equity interest in the acquiree.
b) the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities assumed.

Occasionally, an acquirer will make a bargain purchase, which is a business combination in which the
amount in point (b) exceeds the aggregate of the amounts specified in point (a). If that excess remains, after
reassessment of fair value of all acquired assets and liabilities, the acquirer recognizes the resulting gain in
profit or loss on the acquisition date as other operating profit for the period.

The acquirer measures goodwill at the amount recognized at the acquisition date less any accumulated
impairment allowances.

A cash-generating unit to which goodwill has been allocated is tested for impairment annually, and whenever
there is an indication that the unit may be impaired. The annual impairment test may be performed at any
time during an annual period, provided the test is performed at the same time every year.

A cash-generating unit to which no goodwill has been allocated is tested for impairment only when there are
indicators that the cash-generating unit might be impaired.

An impairment loss recognized for goodwill is not reversed in a subsequent period.

If the initial accounting for a business combination is incomplete by the end of the reporting period in which
the combination occurs, the acquirer reports in its consolidated financial statements provisional amounts for
the items for which the accounting is incomplete. During the measurement period, the acquirer
retrospectively adjusts the provisional amounts recognized at the acquisition date to reflect new information
obtained about facts and circumstances that existed as of the acquisition date and, if known, would have
affected the measurement of the amounts recognized as of that date. During the measurement period, the
acquirer also recognizes additional assets or liabilities if new information is obtained about facts and
circumstances that existed as of the acquisition date and, if known, would have resulted in the recognition of
those assets and liabilities as of that date. The measurement period ends as soon as the acquirer receives the
information it was seeking about facts and circumstances that existed as of the acquisition date or learns that
more information is not obtainable. The measurement period does not exceed one year from the acquisition
date.
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2.4.7.2. Rights
Carbon dioxide emission rights (CO,)

By the virtue of The Kyoto Protocol, the countries, which decided to ratify the Protocol, obliged themselves
to reduce emissions of greenhouse gases, i.e. carbon dioxide (CO,). In the European Union countries, the
plants and companies, which reach productivity exceeding 20 MW and some other industrial plants were
obliged to participate in emissions trading system. All mentioned entities are allowed to emit CO, in
specified amount and are obliged to amortize those rights in the amount of the emissions of the given year.

CO, emission rights are initially recognized as intangible assets, which are not amortized, but tested for
impairment.

Granted emission allowances are presented as separate items as intangible assets with corresponding deferred
income at fair value as at the date of registration. Purchased allowances are presented as intangible assets at
purchase price.

If the allowances in a given year were not registered on the account under the date resulting from regulations,
they are presented as receivable at the reporting date in correspondence with deferred income (as separate
items) in the amount of fair value of allowances due at the reporting date. The receivable is settled at the
moment of allowances registration in the subsequent period as intangible assets at fair value (allowances
granted). Deferred income is also be revaluated.

For the estimated CO, emissions during the reporting period, a provision is created in operating activity costs
(taxes and charges).

Grants of CO, emission rights are recognized on a systematic basis to ensure matching with the related costs
for which the grants were intended to compensate. Consequently, the cost of recognition of the provision in
the consolidated statement of profit or loss and other comprehensive income is compensated by a decrease of
deferred income (grants) with taking into consideration the proportion of the estimated quantity of emission
(accumulated) to the quantity of evaluated annual emission. The surplus of grant over the estimated emission
in the reporting period is recognized as other operating income.

Granted/purchased CO, emission allowances are amortized against the book value of provision, as its
settlement. Outgoing of allowances is recognized using FIFO method (first in, first out) based on particular
type of allowances (EUA, ERU, CER).

2.4.8. Perpetual usufruct of land

Perpetual usufruct of land is recognized at acquisition cost and presented in a separate line of the
consolidated statement of financial position.

As at the end of the reporting period perpetual usufruct of land is valued at the net carrying amount, i.e. at
acquisition cost less any accumulated depreciation and impairment losses.

2.4.9. Borrowing costs
Borrowing costs are interests and other costs that Group incurs in connection with the borrowing of funds.

Borrowing costs that are directly attributable to the acquisition, construction or production of a qualifying
asset form part of the cost of that asset. Other borrowing costs are recognized as costs when incurred.

A qualifying asset is an asset that necessarily takes a substantial period of time to get ready for its intended
use or sale.

20



<> Public Company ORLEN Lietuva
[ Lietuva  Consolidated financial statements for the year 2014
(all tabular amounts are in USD’000 and LTL’000 unless otherwise stated)

Borrowing costs may include:

— interest expense calculated using the effective interest,

— finance charges in respect of finance leases, and

— exchange differences arising from foreign currency borrowings to the extent that they are regarded as an
adjustment to interest costs.

Upper limit of the borrowing cost eligible for capitalization is the value of borrowing cost actually borne by
the Group.

The commencement date for capitalization is the date when all of the following three conditions are met:
— expenditures for the asset are incurred,

— borrowing costs are incurred,

— activities necessary to bring the asset into its intended use or sale are undertaken.

Capitalizing of borrowing costs is ceased when substantially all the activities necessary to prepare the
qualifying asset for its intended use or sale are complete. Necessity to perform additional administrative or
decoration works or some adaptation requested by the buyer or user is not the basis for the capitalization of
borrowing costs.

After putting the asset into use, the capitalized borrowing costs are depreciated/ amortized over the period
reflecting useful life of the asset as part of the cost of the asset.

2.4.10. Impairment of assets

At the end of each reporting period Group assess whether there is any indication that an asset or cash
generating unit (CGU) may be impaired. If any such indication exists, the Group estimates the recoverable
amount of the asset (CGU).

The recoverable amount is the higher of the fair value less costs to sell of an asset and its value in use.

Fair value less costs to sell is the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date, less costs to sell.

Value in use is the present value of the estimated future cash flows expected to be derived from an asset or
CGU.

Assets that do not generate the independent cash flows are grouped on the lowest level on which cash flows,
independent from cash flows from other assets, are generated (CGU).

To the cash generating unit following assets are allocated:

—  goodwill, if it may be assumed, that the cash generating unit benefited from the synergies associated to a
business combination with another entity,

—  corporate assets, if they may be allocated on a reasonable and coherent basis.

If there are external or internal indicators that the carrying amount of an asset as at the end of the reporting
period may not be recoverable, the impairment tests are carried out. The tests are carried out also annually
for intangible assets with the indefinite useful life and for goodwill.

When carrying amount of an asset or a cash generating unit exceeds its recoverable amount, the carrying
amount is decreased to the recoverable amount by an adequate impairment allowance charged against cost in
profit or loss. The recoverable amount of an asset or a cash-generating unit is the higher of its value in use
and its fair value less costs to sell.
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The impairment loss is allocated to reduce the carrying amount of the assets of the unit in the following
order:

—  first, to reduce the carrying amount of any goodwill allocated to the cash-generating unit; and

— then, to the other assets of the unit pro rata on the basis of the carrying amount of each asset in the unit.

At the end of reporting period an assessment is made whether an impairment loss recognized in prior periods
for an asset is partly or completely reversed. Indications of a potential decrease in an impairment loss mainly
mirror the indications of a potential impairment loss in prior periods.

A reversal of an impairment loss for an asset other than goodwill is recognized immediately in profit or loss,
unless the asset is carried at revalued amount in accordance with another standard.

2.4.11. Inventories

Inventories are assets:

— held for sale in the ordinary course of business,

— in the process of production for such sale, or

— in the form of materials or supplies to be consumed in the production process or in the rendering of
services,

— other goods in petrol stations.

Inventories comprise products, work in progress, merchandise and materials.

Finished goods and work in progress are measured initially at production cost. Production costs include costs
of materials and costs of conversion for the production period.

Costs of production include also a systematic allocation of fixed and variable production overheads
estimated for normal production level.

The production costs do not include:

— costs incurred as a consequence of low production or production losses,

— general and administrative expenses that are not directly attributable to bringing the inventories to the
condition and location at the moment of measurement,

—  storage costs of finished goods and work in progress, unless these costs are necessary in the production
process,

— distribution expenses.

Finished goods and work in progress are measured at the end of the reporting period at the lower of cost and
net realisable value. Net realisable value is the estimated selling price in the basic course of business less the
estimated costs of completion and the estimated costs necessary to make the sale.

Finished goods and work in progress are evaluated based on the weighted average cost formula, the cost of
each item is determined from the weighted average of the cost of similar items produced during the reporting
period.

Merchandise and raw materials are measured initially at acquisition cost.

As at the end of the reporting period merchandise and raw materials are measured at the lower of cost and
net realizable value, considering any write-downs for obsolescence.

Write down tests for specific items of inventories are carried out on a current basis during an annual
reporting period. Write-down to net realizable value concerns inventories that are damaged or obsolete.
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Raw materials held for use in the production are not written down below acquisition or production cost if the
products in which they will be incorporated are expected to be sold at or above cost. However, when a
decline in the price of materials indicates that the cost of the products exceeds net realizable value, the
materials are written down to net realizable value.

Outgoings of merchandise and raw materials are determined based on the weighted average acquisition cost
or production cost formula.

2.4.12. Receivables

Receivables, including trade receivables, are recognized initially at fair value and are subsequently measured
at amortized cost using the effective interest method less impairment allowances.

2.4.13. Cash and cash equivalents

Cash comprises cash on hand and in a bank account. Cash equivalents are short-term highly liquid
investments (of initial maturity up to three months), that are readily convertible to known amounts of cash
and which are subject to an insignificant risk of change in value. Cash equivalents are rather part of the cash
management process implemented by the Group, nor investment or other. The cash flows balance of cash
and cash equivalents consists of the above defined monetary assets and their equivalents less bank
overdrafts, if they form an integral part of the cash management.

Valuation and outflows of cash and cash equivalents in foreign currencies are based on FIFO (first-in first-
out) method.

2.4.14. Non-current assets held for sale

Non-current assets held for sale are those which comply simultaneously with the following criteria:

— the sales were declared by the appropriate level of management,

— the assets are available for an immediate sale in their present condition,

— an active program to locate a buyer has been initiated,

— the sale transaction is highly probable and can be settled within 12 months following the sales decision,
— the selling price is reasonable in relation to its current fair value,

— itis unlikely that significant changes to the sales plan of these assets will be introduced.

Classification to this category is carried out in the reporting period when the classification criteria are met. If
the criteria for classification of a non-current asset as held for sale are met after the reporting period, the
Group does not classify a non-current asset as held for sale in those financial statements when issued.

While a non-current asset is classified as held for sale it is not depreciated.

A non-current assets held for sale (excluding financial assets) is measured at a lower of: carrying amount or
fair value less costs to sell.

A gain is recognized for any subsequent increase in fair value less costs to sell of an asset, but not in excess
of the cumulative impairment loss that had been previously recognized on reclassification.

2.4.15. Equity

Equity and equity related reserves are presented in accounting books by type, in accordance with legal
regulations and the Parent company’s articles of association.

2.4.15.1. Share capital

The share capital is equity paid in by sharcholders and is stated at nominal value in accordance with the
Parent company’s articles of association and the entry in the Centre of Registers.

e ——————
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2.4.15.2. Share premium

Share premium is created by the surplus of the issuance value in excess of the nominal value of shares
decreased by issuance costs.

2.4.15.3. Revaluation surplus

Revaluation surplus related to a difference between the fair value and the purchase cost, after deducting
deferred tax, of assets held for sale, if there is a market price available from active regulated market, or fair
value may be calculated on other reliable basis.

2.4.15.4. Foreign exchange differences

Foreign exchange differences arise from the translation of the financial statements of foreign operations and
from translation of the consolidated financial statements amounts to the additional presentation currency
Litas (LTL).

2.4.15.5. Other reserves

Additional payments to equity are initially recognized at fair value.

According to Lithuanian legislation an annual transfer of 5% of net profit to the legal reserve is compulsory
until the reserve reaches 10% of the share capital. The legal reserve cannot be distributed as dividends and is
formed to cover future losses.

2.4.15.6. Retained earnings

Movements in retained earmings include:

— the amounts arising from profit distribution/loss cover,

— the undistributed result for prior periods,

— the current period profit/(loss),

— the effects (profit/loss) of prior period errors,

— changes in accounting principles,

— actuarial gains or losses related to post-employment benefits, recognized directly to other comprehensive
income.

2.4.16. Liabilities

Liabilities, including trade liabilities, are initially stated at fair value subsequently amortized cost using the
effective interest method.

2.4.16.1. Accruals

Accruals are liabilities due for goods or services received/provided, but not paid, invoiced or formally agreed
with the seller, together with amounts due to employees.

2.4.17. Provisions
The Group recognizes a provision when it has a present obligation (legal or constructive) as a result of a past
event and it is probable that an outflow of resources embodying economic benefits will be required to settle

the obligation and a reliable estimate can be made of the amount of the obligation.

The amount recognized as a provision is the best estimate of the expenditure required to settle the present
obligation at the end of the reporting period.
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The provisions are reviewed at the end of each reporting period and adjusted to reflect the current best
estimate. If it is no longer probable that an outflow of resources embodying economic benefits will be
required to settle the obligation the provision is reversed. The provision is used only for expenditures for
which the provision was originally recognized.

When the effect of the time value of money is material, the amount of the provision is the present value of
the expenditure expected to be required to settle the obligation. If the discounting method is applied, the
increase of provisions with time is recognized as financial expenses.

Provisions are not recognized for the future operating losses.

The provisions are created, among others, for (if recognition criteria mentioned above are met):
— environmental risk,

— business risk,

— restructuring,

—  CO, emission.

2.4.17.1. Environmental provision

The Group creates provisions for future liabilities due to reclamation of contaminated land or water or
elimination of harmful substances if there is such a legal or constructive obligation. Environmental provision
for reclamation is periodically reviewed based on reports prepared by management. The Group conducts
regular reclamation of contaminated land that decreases the provision by its utilization.

2.4.17.2. Jubilee bonuses and post-employment benefits

Under the Group’s remuneration plans employees are entitled to jubilee bonuses as well as retirement and
pension benefits.

The jubilec bonuses are paid to employees after elapse of a defined number of years in service. The
retirement (pension) benefits are paid once at retirement (pension). The amount of retirement and pension
benefits as well as jubilee bonuses depends on the number of years in service and an employee’s average
salary.

Provisions for jubilee bonuses and post-employment benefits are calculated individually for each entitled
individual. The base for the calculation of provision for an employee is expected benefit which the Group is
obliged to pay in accordance with internal regulation. The present value of these obligations is estimated at
the end of each reporting year by an independent actuary.

A legal obligation is an obligation that derives from: a contract, legislation (including legislation virtually
certain to be enacted) or other operation of law.

The provision for jubilee bonuses, retirement and pension benefits is created in order to allocate costs to
relevant periods.

The amount recognized as a provision is the best estimate of the expenditure required to settle the present
obligation at the end of the reporting period.

Actuarial gains or losses:

—  from post-employment benefits are recognized in other comprehensive income,
—  from other employment benefits, including jubilee bonuses, are recognized in profit and loss.
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2.4.17.3. Business risk

Business risk provision is created after consideration of all available information, including opinions of
independent experts. If on the basis of such information it is more likely that not that a present obligation
exists at the end of the reporting period, the Group recognizes a provision (if the recognition criteria are
met).

If it is more likely that no present obligation exists at the end of the reporting period, the Group discloses a
contingent liability, unless the possibility of an outflow of resources embodying economic benefits is remote.

2.4.17.4. Restructuring
A restructuring provision is created when the Group starts to implement a restructuring plan or has
announced the main features of the restructuring plan to those affected by it in a sufficiently specific manner
to raise a valid expectation that the restructuring will be carried out. A restructuring provision includes only

the direct expenditures arising from the restructuring, i.e. connected with the termination of employment
(paid leave payments and compensations).

2.4.17.5.C0O; emissions

The Group creates provision for the estimated CO, emission during the reporting period in operating activity
costs (taxes and charges).

2.4.18. Government grants

Government grants are transfers of resources to the Group by government, government agencies and similar
bodies whether local, national or international in return for past or future compliance with certain conditions
relating to the operating activities of the Group.

Government grants are not recognized until there is reasonable assurance that the grants will be received and
the Group will comply with the conditions attaching to them.

Grants related to costs are presented as compensation to the given cost at the period they are incurred. The
surplus of the received grant over the value of the given cost is presented as other operating income.

Government grants related to assets are presented separately as deferred income that is amortized over the
useful life of the asset (gross presentation).

2.4.19. Revenues from sale

Revenues from sale (from operating activity) comprise revenues that relate to core activity, i.e. activity for
which the Group was founded, revenues are recurring and are not of incidental character.

2.4.19.1. Revenues from sales of finished goods, merchandise, materials and services

Revenue from sales of finished goods, merchandise, materials and services are recognized when the amount
of revenue can be measured reliably, it is probable that the economic benefits associated with the sale
transaction will flow to the Group and the costs incurred or to be incurred in respect of the transaction can be
measured reliably. Revenues from sale of finished goods, merchandise, raw materials and services are
recognized when the Group has transferred to the buyer the significant risks and rewards of ownership of the
goods and the Group retains neither continuing managerial involvement to the degree usually associated with
ownership nor effective control over the goods sold. Revenues includes received or due payments for
delivered goods or services rendered decreased by the amount of any trade discounts, value added tax
(VAT), excise tax and fuel charges. Revenues are measured at fair value of the received or due payments,
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Revenues and expenses relating to services for which the start and end dates fall within different reporting
periods are recognized based on the percentage of completion method, if the outcome of a transaction can be
measured reliably, i.e. when total contract revenues can be measured reliably, it is probable that the
economic benefits associated with the contract will flow to the Group and the stage of completion can be
measured reliably. If those conditions are not met, revenues are recognized up to the cost incurred, but not
greater than the cost which are expected to be recovered by the Group.

2.4.20. Costs

Costs (relating to operating activity) comprise costs that relate to core activity, i.e. activity for which the
Group was founded, costs are recurring and are not of incidental character. Particularly costs that are
connected to purchase of raw materials, their processing and distribution, those are fully under Group’s
control.

2.4.20.1. Costs of sales

Cost of sales comprises costs of finished goods, merchandise and raw materials sold, including services of
support functions.

2.4.20.2. Distribution expenses

Distribution expenses include selling brokerage expenses, trading expenses, advertising and promotion
expenses as well as distribution expenses.

2.4.20.3. General and administrative expenses

General and administrative expenses include expenses relating to management and administration of the
Group as a whole.

2.4.21. Other operating income and expenses

Other operating income tefer to operating revenues, in particular relating to profit from liquidation and sale
of property, plant and equipment and intangible assets, surplus of assets, return of court fees, penalties
earned by the Group, surplus of grants received to revenues over the value of costs, assets received free of
charge, reversal of receivable impairment allowances and some provisions, compensations earned,
revaluation gains and profit on sale of investment property.

Other operating expenses refer to operating expenses, in particular relating to loss on liquidation and sale of
non-financial non-current assets, shortages of assets, court fees, contractual penalties and fines, penalties for
non-compliance with environmental protection regulations, cash and tangible assets granted free of charge,
impairment allowances (except those that are recognized as financial expenses), compensations paid, write-
off of construction in progress which have not produced the desired economic effect, cost of recovery of
receivables and liabilities, revaluation losses and loss on sale of investment property.

2.4.22. Financial income and expenses

Financial income include in particular profit from the sale of shares and other securities, dividends received,
interest earned on cash in bank accounts, term deposits and loans granted, increase in the value of financial
assets and foreign exchange gains.

Incomes from dividends are recognized when the shareholders’ right to receive payments is established.

Financial expenses include, in particular, the loss on the sale of shares and securities sold and costs
associated with such sale, impairment losses relating to financial assets such as shares, securities and interest
receivables, foreign exchange losses, interest on bonds and other securities issued, interest on finance lease,
commissions on bank loans, borrowings costs and guarantees.

#
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2.4.23. Income tax expense

Income tax expense comprises current tax and deferred tax.

Current tax is determined in accordance with the relevant tax law based on the taxable profit for a given
period for each entity within the group in accordance with the laws of the relevant jurisdiction.

Current tax liabilities for current and prior periods represent the amounts payable at the reporting date. If the
amount of the current and prior periods income tax paid exceeds the amount due the excess is recognized as
a receivable.

Deferred tax assets are recognized for deductible temporary differences, unrealized tax losses and unrealized
tax relieves.

Deferred tax liabilities are recognized for taxable temporary differences.

Deductible temporary differences are temporary differences that will result in reducing taxable amounts of
future periods when the carrying amount of the asset or liability is recovered or settled. Deductible temporary
differences arise when the carrying amount of an asset is lower than its tax base or when the carrying amount
of a liability is higher than its tax base. Deductible temporary differences may also arise in connection with
items not recognized in the accounting records as assets or liabilities.

Taxable temporary differences are temporary differences that will result in increasing taxable amounts of
future periods when the value of the asset or liability is recovered or settled. Taxable temporary differences
arise when the carrying amount of an asset at the end of reporting period is higher than its tax base or when
the carrying amount of a liability is lower than its tax base. Taxable temporary differences may also arise in
connection with items not recognized in the accounting records as assets or liabilities.

The measurement of deferred tax liabilities and deferred tax assets reflect the tax consequences that would
follow from the manner in which the Group expects, to recover or settle the carrying amount of its assets and
liabilities.

If the transaction is not a business combination, and affects neither accounting profit nor taxable profit (loss),
the Group does not recognize the resulting deferred tax liability or asset arising on initial recognition of an
asset or liability. No deferred tax liability is recognized on goodwill, amortisation of which is not a tax
deductible expense.

Deferred tax assets and liabilities are measured at the end of each reporting period at the tax rates that are
expected to apply to the period when the asset is realized or the liability is settled, based on tax rates (and tax
laws) that have been enacted or substantively enacted by the end of the reporting period.

Deferred tax assets are recognized to the extent that it is probable that taxable profit will be available against
which the deductible temporary difference can be utilized.

Deferred tax assets and liabilities are not discounted.

Deferred tax assets and liabilities relating to transactions settled directly in equity are recognized in equity.
Deferred tax assets and liabilities are accounted for as non-current assets or long-term liabilities.

Deferred tax assets and liabilities are offset in the statement of financial position, if the Group has a legally
enforceable right to set off the recognized amounts. It is assumed that a legally enforceable right exists if the
amounts concern the same tax payer (including capital tax group), except for amounts taxed based on lump

sum method or in a similar way, if tax law does not allow offsetting them with tax determined according to
general rules.

H
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2.4.24. Consolidated statement of cash flows

The consolidated statement of cash flows is prepared using indirect method.

Cash and cash equivalents presented in the consolidated statement of cash flows include cash and cash
equivalents.

Non-cash transactions are excluded from statement of cash flows.

Dividends received are presented in consolidated cash flows from investing activities.

Dividends paid are presented in cash flows from financing activities.

Interests received from finance leases, loans granted and short-term securities are presented in cash flows
from investing activities. Other interests received are presented in consolidated cash flows from operating
activities.

Interests paid and provisions on bank loans and borrowings received, debt securities issued and finance
leases are presented in consolidated cash flows from financing activities. Other interests paid are presented in

consolidated cash flows from operating activities.

Cash receipts and payments for items in which the turnover is quick, the amounts are large, and the
maturities are short are reported on a net basis in the consolidated statement of cash flows.

Cash received or paid due to term agreements i.e. futures, forward, options, swap is presented in consolidated
cash flows from investing activities, unless the agreements are held by the Group for trading or cash received

or paid is presented in financing activities.

2.4.25. Financial instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability
or equity instrument of another entity.

2.4.25.1. Recognition and derecognition in the consolidated statement of financial position

The Group recognizes a financial asset or a financial liability in its statement of financial position when, and
only when, the Group becomes a party to the contractual provisions of the instrument.

A regular way purchase or sale of financial assets is recognized by the Group as at trade date.

The Group derecognizes a financial asset from the statement of financial position when and only when:
— the contractual rights to the cash flows from the financial asset expire, or
— it transfers the financial asset to another party.

The Group derecognizes a financial liability (or part of financial liability) from its statement of financial
position when, and only when it is extinguished - that is when the obligation specified in the contract:

— is discharged, or

— s cancelled, or

—  expired.

2.4.25.2. Measurement of financial assets and liabilities

When a financial asset or liability is recognized initially, the Group measures it at its fair value plus, in the
case of a financial asset or a financial liability not at fair value through profit or loss, transaction costs that
are directly attributable to the acquisition or issue of the financial asset or financial liability.

#
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For the purpose of measuring a financial asset at the end of the reporting period or any other date after initial
recognition, the Group classifies financial assets into the following four categories:

— financial assets at fair value through profit or loss,

— held-to-maturity investments,

— loans and receivables,

— available-for-sale financial assets.

Regardless of characteristics and purpose of a purchase transaction, the Group classifies initially selected
financial assets as financial assets at fair value through profit or loss, when doing so results in more relevant
information.

A financial asset at fair value through profit or loss is a financial asset that has been designated by the Group

upon initial recognition as at fair value through profit or loss or classified as held for trading if it is:

— acquired principally for the purpose of selling or repurchasing in the near term, or

—  part of a portfolio of identified financial instruments that are managed together and for which there is
evidence of a recent actual pattern of short-term profit making, or

— aderivative (except for a derivative that is an effective hedging instrument).

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and
fixed maturity that the Group has the positive intention and ability to hold to maturity.

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

Available-for-sale financial assets are those non-derivative financial assets that are designated by the Group
as available for sale or are not classified as loans and receivables, held-to-maturity investments or financial
assets at fair value through profit or loss.

a. Fair value measurement of financial assets

Subsequent to initial recognition the Group measures financial assets at fair value through profit or loss,
including derivative financial assets and available-for-sale financial assets at their fair value, without any
deduction for transaction costs that may be incurred on sale or other disposal.

Fair value of financial assets is determined in accordance with the principles of fair value measurement.

If the fair value of investments in equity instruments (shares) that do not have a quoted market price on an
active market is not reliably measurable, the Group measures them at cost, that is the acquisition price less
any accumulated impairment losses.

A gain or loss on a financial asset classified as at fair value through profit or loss is recognized through profit
or loss.

A gain or loss on an available-for-sale financial asset is recognized in other comprehensive income, except
for impairment losses and foreign exchange gains and losses that are recognized in profit or loss. In case of
debt financial instruments interest calculated using the effective interest method is recognized in profit or
loss.

b. Amortized cost measurement of financial assets

Subsequent to initial recognition the Group measures loans and receivables, including trade receivables, as
well as held-to-maturity investments at amortized cost using the effective interest method. Effective interest
is the rate which precisely discounts estimated future cash flows or payments made in expected periods until
financial instrument expiration, and in grounded situations in shorter period — up to net book value of asset of
financial liability.

ﬂ
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¢. Fair value measurement of financial liabilities

As at the end of the reporting period or other dates after the initial recognition the Group measures financial
liabilities at fair value through profit or loss (including particularly derivatives which are not designated as
hedging instruments) at fair value. Regardless of characteristics and purpose of a purchase transaction, the
Group classifies initially selected financial liabilities as financial liabilities at fair value through profit or
loss, when doing so results in more relevant information. Fair value of incurred financial liability is
measured in accordance with the principles of fair value measurement.

d. Amortized cost measurement of financial liabilities

Subsequent to initial recognition the Group measures other financial liabilities other than those at fair value
through profit and loss at amortized cost using the effective interest rate method.

Financial guarantee contracts, that are contracts that require the Group (issuer) to make specified payments
to reimburse the holder for the loss it incurs because a specified debtor fails to make payment when due in
accordance with the original or modified terms of a debt instrument, not classified as financial liabilities at
fair value through profit or loss are measured at the higher of:

—  the amount determined in accordance with principles relating to valuation of provisions,

— the amount initially recognized less, when appropriate, cumulative amortization.

2.4.25.3. Transfers

The Group:

— does not reclassify a financial instrument out of fair value through profit or loss category if at initial
recognition it has been designated by the Group as measured at fair value through profit and loss; and

— may, if a financial asset is no longer held for the purpose of selling or repurchasing it in the near term
(notwithstanding that the financial asset may have been acquired or incurred principally for the purpose
of selling or repurchasing it in the near term), reclassify that financial asset out of the fair value through
profit or loss category in limited circumstances. In case of loans and receivables (if at initial recognition
financial assets were not classified at held for trading) financial assets can be reclassified from assets
measured at fair value through profit or loss if the Group has intention and possibility to hold a financial
asset in a foreseeable future or to maturity.

2.4.25.4. Impairment of financial assets

The Group assesses at the end of each reporting period whether there is any objective indicator that a
financial asset or group of financial assets is impaired.

If there is objective evidence that an impairment loss on loans and receivables or held-to-maturity
investments carried at amortized cost has been incurred, the Group recognizes an impairment allowance in
the amount measured at the difference between the asset’s carrying amount and the present value of
estimated future cash flows discounted at the financial asset’s original effective interest rate (i.e. effective
interest rate determined at initial recognition). If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event occurring after the impairment was
recognized, the previously recognized impairment loss is reversed and recognized as other income.

If there is objective evidence that an impairment loss has been incurred on an unquoted equity instrument
that is not carried at fair value because its fair value cannot be reliably measured, the amount of the
impairment loss is measured as the difference between the carrying amount of the financial asset and the
present value of estimated future cash flows discounted at the current market rate of return for a similar
financial asset. Such impairment losses are not reversed.

If there is objective evidence that an impairment loss has been incurred on available-for-sale financial asset,
the cumulative loss on decline in value that had been recognized in statement of profit or loss and other
comprehensive income in accordance with measurement rules for financial assets are reclassified from equity
to profit or loss.

ﬂ
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Impairment losses for an investment in an equity instrument classified as available for sale are not reversed
through profit or loss.

If, in a subsequent period, the fair value of a debt instrument classified as available for sale increases and the
increase can be objectively related to an event occurring after the impairment loss was recognized in profit or

loss, the impairment loss is reversed and recognized as other income.

2.4.26. Fair value measurement

At initial recognition, the transaction price of an acquired asset or assumed liability in an exchange
transaction for that asset or liability is the price paid to acquire the asset or received to assume the liability
(an entry price). In contrast, the fair value of the asset or liability is the price that would be received to sell
the asset or paid to transfer the liability (an exit price).

If the Group measures an asset or a liability initially at fair value and the transaction price differs from fair
value, the difference is recognized in profit or loss unless that IFRS specifies otherwise.

A fair value measurement assumes that the transaction to sell the asset or transfer the liability takes place
either:

— in the principal market for the asset or liability; or

— in the absence of a principal market, in the most advantageous market for the asset or liability.

In the absence of any directly observable input, i.e. prices quoted (unadjusted) in active markets for identical
assets or liabilities to which the Group can access at the measurement date, the fair value is determined on
the basis of the corrected directly observable inputs. Adjusted input includes:

— quoted prices for similar assets or liabilities in active markets.

— quoted prices for identical or similar assets or liabilities in markets that are not active.

— inputs other than quoted prices that are observable for the asset or liability, for example:

— market-corroborated inputs.

In the case when the observable (directly or indirectly) inputs are not available, fair value is measured on the
basis of the developed by the Group unobservable input using appropriate valuation techniques.

A fair value measurement of a non-financial asset takes into account a market participant’s ability to
generate economic benefits by using the asset in its highest and best use or by selling it to another market
participant that would use the asset in its highest and best use.

The fair value of a liability reflects the effect of non-performance risk. Non-performance risk includes, but
may not be limited to, the entity’s own credit risk. When measuring the fair value of a liability, an entity
shall take into account the effect of its credit risk (credit standing) and any other factors that might influence
the likelihood that the obligation will or will not be fulfilled.

Group shall maximize the use of relevant observable inputs and minimize the use of unobservable inputs to
meet the objective of a fair value measurement, which is to estimate the price at which an orderly transaction
to transfer the liability or equity instrument would take place between market participants at the
measurement date under current market conditions.

Assets and liabilities that are measured at fair value in the statement of financial position or are not valued at

fair value, but information about them are disclosed, Group classifies according to a hierarchy of fair value at

the three levels of the input depending on the assessment of their availability:

— Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the
entity can access at the measurement date.

~ Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the
asset or liability, either directly or indirectly.

— Level 3 inputs are unobservable inputs for the asset or liability.

—_———-—— e s T, ey
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In the cases, the inputs used to measure the fair value of an asset or a liability might be categorized within
different levels of the fair value hierarchy, the fair value measurement is categorized in its entirety in the
same level of the fair value hierarchy as the lowest level input that is significant to the entire measurement.

2.4.27. Contingent assets and contingent liabilities

A contingent asset is an asset that arises from past events and whose existence will be confirmed only by the
occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the
Group.

Contingent assets are not recognized in the statement of financial position as it may lead to recognition of the
income, which will never be gain. However, if the inflow of economic benefits is probable, the Group
discloses respective information on the contingent asset in the additional information to financial statements
and if practicable, estimates the influence on financial results, as according to accounting principles for
valuation of provisions.

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

A contingent liability is:

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

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

Contingent liabilities are not recognized in the consolidated statement of financial position however the
information on contingent liabilities is disclosed in the consolidated financial statements unless the

probability of outflow of resources embodying to economic benefits is remote.

Contingent liabilities assumed in the business combinations are recognized in the consolidated statement of
financial position as provisions.

2.4.28. Events after the reporting date

Events after the reporting date are those events, favourable and unfavourable, that occur between end of the

reporting period and date of when the financial statements are authorized for issue. Two types of those

events can be identified:

— those, that provide evidence of conditions that existed as the end of the reporting period (adjusting events
after the reporting period), and

— those that are indicative of conditions that arose after the reporting period (non-adjusting events after the
reporting period).

3. The Management estimates and assumptions

The preparation of consolidated financial statements in accordance with IFRSs as adopted by the EU requires
the Management to make judgments, estimates and assumptions that affect the adopted methods and reported
amounts of assets, liabilities and equity, revenue and expenses. The estimates and related assumptions are
based on historical expertise and other factors regarded as reliable in given circumstances and their effects
provide grounds for expert assessment of the carrying amount of assets and liabilities which is not based
directly on any other factors.

e e ]
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In the matters of considerable weight, the Management might base its estimates on opinions of independent
experts.

The estimates and related assumptions are reviewed on regular basis. Changes in accounting estimates are
recognized in the period when they are made only if they refer to that period or in the present and future
periods if they concern both the present and future periods.

Actual results may differ from the estimated values.

Judgments, which have a significant impact on carrying amounts recognized in the consolidated financial

statements, were disclosed in the following notes:

—  Financial instruments classification, methods of fair value measurement concerning financial
instruments, nature and extent of risks related to financial instruments (Note 27). The Management
classifies the financial instruments depending on the purpose of the purchase and nature of the
instrument. The fair value of financial instruments is measured using common practiced valuation
models. Details of the applied estimates and sensitivity analysis have been presented in the above note.

Estimates and assumptions, which have a significant impact on carrying amounts recognized in the

consolidated financial statements, were disclosed in the following notes:

— Impairment of property, plant and equipment and intangible assets (Note 6 and Note 7). The
Management assess, if there is an objective indicator for impairment of assets or CGU. If there is an
indicator for impairment the Group assesses the recoverable amount of an asset or cash generating units
by determining higher of fair value less cost to sell or value in use by applying the proper discount rate.

—  Estimated economic useful lives of property, plant and equipment and intangible assets (Note 6 and Note
7). As described in Note 2.4.6 and 2.4.7 the Group verifies economic useful lives of property, plant and
equipment and intangible assets at least once a year.

— Provisions (Note 19). As described in Note 2.4.17, recognition of provisions requires estimate of the
probable outflow of economic benefits and defining the best estimate of the expenditure required to settle
the present obligation at the end of reporting period. Details of applied estimates and their influence on
the foregoing consolidated financial statements are disclosed in Note 18.

— Contingent liabilities (Note 30). As described in Note 2.4.27, disclosing of contingent liabilities requires
estimate of the probable outflow of economic benefits and defining the best estimate of the expenditure
required to settle the present and possible obligation at the end of reporting period.

— Utilization of deductible temporary differences and recognition of deferred tax assets (Note 26). As
described in Note 2.4.23, deferred tax assets are recognized to the extent that it is probable that taxable
profit will be available against which the deductible temporary differences could be utilized.

—  Measurement of defined benefit obligations (Note 19).

4. Operating segments

Accounting principles used in reportable segments are in line with the Group’s accounting principles,
described in the Note 2.4.5. The segments’ result is the result generated by respective segments without the
allocation of corporate functions, financial revenue and expenses, as well as income tax expenses. This
information is passed on to chief operating decision makers responsible for allocation of resources and
evaluation of segment results.

Revenue from transactions with external parties are arm's length transactions. External segment revenues
presented to the Management are measured in conformity with the method used in the statement of profit or
loss and other comprehensive income.

The Group has two reportable segments: refining and corporate functions. The retail segment was sold in
August 2014 and this segment is presented as discontinued activity in this report.

The segment of refining includes production and trade divisions of the Parent company and its subsidiaries:
UAB Mazeikiy Naftos prekybos namai, SIA ORLEN Latvija, OU ORLEN Eesti, UAB EMAS, UAB
Paslaugos tau.

#

34




Public Company ORLEN Lietuva
Il Lietuva  Consolidated financial statements for the year 2014

(all tabular amounts are in USD’000 and LTL’000 unless otherwise stated)

The segment of corporate functions includes the Parent company‘s divisions of business maintenance and
administration and UAB Medikvita (until August 2013).

4.1. Revenue and financial results by operating segments

For the year ended 31 December 2014

Refining

Corporate

USD Note . Adjustments Total
segment functions

Sales to external customers 22 6,176,315 2,990 - 6,179,305
Transactions with other segments 27,900 887 (28,787) -
Total sales revenue 6,204,215 3,877 (28,787) 6,179,305
Total operating expenses 23 (6,277,055) (36,954) 28,787 (6,285,222)
Other operating income 241 3,666 11,849 - 15,515
Other operating expenses 24.2 (734,035) (46,061) - (780,096)
Share in profit from investments in

fixgai i . 9 177 : . 177
equity-accounted investees
Segments operating profit/(loss) (803,032)  (67,289) = (870,321)
Financial income 25.1 9,710
Financial expenses 25.2 (26,203)
Profit/(loss) before tax 5 - 5 (886.814)
Income tax expense 26 (81.324)
Net pr?ﬁt/(loss)from continuing (968,138)
operation
Depreciation and amortization 6,7 (39,873) (1,731 - (41,604)
Additions to non-current assets 6.7 49,354 668 - 50,022

LTL Note Refining Corp o-rate Adjustments Total
segment functions

Sales to external customers 22 16,062,124 7,776 - 16,069,900
Transactions with other scgments 72,557 2,307 (74,864) =
Total sales revenue 16,134,681 10,083 (74.864) 16,069,900
Total operating expenses 23 (16,324,109) (96,103) 74,864 (16,345,348)
Other operating income 24.1 9,534 30,815 - 40,349
Other operating expenses 24.2 (1,908,931) (119,786) - (2,028,717)
Share in profit from investments in 9
equity-accounted investees 459 - - 459
Segments operating profit/(loss) (2,088,366) _ (174,997) - (2,263,357)
Financial income 25.1 25,251
Financial expenses 25.2 (68,144)
Profit/(loss) before tax (2,306,250)
Income tax expense 26 (211.492)
Net pr?ﬂt/(loss)from continuing (2,517,742)
operation
Depreciation and amortization 6.7 (103,693) (4,502) = (108,195)
Additions to non-current assets 6,7 128,350 1,737 - 130,087
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For the year ended 31 December 2013

USDh Note Refining Corpo.rate Adjustments Total
segment functions

Sales to external customers 22 7,984,149 3,449 - 7,987,598
Transactions with other segments 42,513 1,204 (43,717) s
Total sales revenue 8,026,662 4,653 (43.717) 7,987,598
Total operating expenses 23 (8,070,499)  (52,949) 43,717 (8,079,731)
Other operating income 24.1 1,645 6,592 - 8,237
Other operating expenses 24.2 (8,668) (3,681) - (12,349)
Share in profit from investments in 9

equity-accounted investees (19) B (19)
Segments operating profit/(loss) (50,879)  (45,385) 5 (96,264)
Financial income 25.1 5,577
Financial expenses 25.2 (24,958)
Profit/(loss) before tax (115,645)
Income tax expense 26 20,261
Net prf)fit/(loss)from continuing (95,384)
operation

Depreciation and amortization 6.7 (67,615) (2.809) = (70,424)
Additions to non-current assets 6.7 72,050 3,165 = 75,215

LTL Note LG Corp({rate Adjustments Total
segment functions
Sales to external customers 22 20,768,366 8,972 - 20,777,338
Transactions with other segments 110,585 3,132 (113,717) -
Total sales revenue 20,878,951 12,104 (113,717) 20,777,338
Total operating expenses 23 (20,992,981) (137,731) 113,717 (21,016,995)
Other operating income 24.1 4,281 17,146 - 21,427
Other operating expenses 242 (22,561) (9,562) - (32,123)
Share in profit from investments in
. ; 9 = -

equity-accounted investees (49) 49)
Segments operating profit/(loss) (132,359)  (118,043) 2 (250,402)
Financial income 25.1 14,5060
Financial expenses 25.2 (64,921)
Profit/(loss) before tax (300,877)
Income tax expense 26 52.703
Net pr?ﬁt/(loss)from continuing (248,114)
operation

Depreciation and amortization 6,7 (175,879) (7,307) & (183,186)
Additions to non-current assets 6,7 187,416 8,233 - 195,649

Adjustments in the tables above represent eliminations of inter-segment transactions.

Additions to non-current assets include purchases and other increases, which are widely described in Notes 6

and 7.

CO2 emission rights granted for free are included to Additions to non-current assets amounts.
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4.2. Other segment data

4.2.1. Assets by operating segments

as at as at
L 31/12/2014 31/12/2013
Refining segment 525,959 1,763,833
Retail segment - 21,964
Corporate functions 17,047 40,412
Total segment assets 543,006 1,826,209
Not allocated 2,569 85,454
Adjustments - (3,496)
Total 545,575 1,908,167
as at as at
LAk 31/12/2014 31/12/2013
Refining segment 1,493,042 4,426,865
Retail segment - 55,125
Corporate functions 48,391 101,426
Total segment assets 1,541,433 4,583,416
Not allocated 7,292 214,476
Adjustments - (8,774)
Total 1,548,725 4,789,118
Including:
USD Non-current assets classified as held for Investments in equity-accounted
sale investees
as at as at as at as at
31/12/2014 31/12/2013 31/12/2014 31/12/2013
Refining segment 303 188 1,858 1,922
Corporate functions 27 275 - -
Total 330 463 1.858 1,922

LTL

Non-current assets classified as held for

Investments in equity-accounted

sale investees
as at as at as at as at
31/12/2014 31/12/2013 31/12/2014 31/12/2013
Refining segment 860 471 5,274 4,825
Corporate functions 77 690 . =
Total 937 1,161 5,274 4,825

Adjustments in the tables above represent eliminations of inter-segment transactions.

Operating segments include all assets except for financial assets and tax assets. Assets used jointly by
different operating segments are allocated based on revenues generated by particular operating segments.
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4.2.2. Recognition and reversal of impairment allowances

Recognition Reversal
USD for the year ended for the year ended for the year ended for the year ended
31/12/2014 31/12/2013 31/12/2014 31/12/2013
Refining segment (791,293) (51,853) 1,293 340
Corporate functions (17,195) (40) - 20
Total (808,488) (51,893) 1,293 360
e e (808,488) (51,893) 1,293 360
operating activity
Recognition Reversal
LTL for the year ended for the year ended for the year ended for the year ended
31/12/2014 31/12/2013 31/12/2014 31/12/2013
Refining segment (2,057,839) (134,880) 3,363 884
Corporate functions (44.717) (104) - 52
Total (2,102,556) (134,984) 3,363 936
Impairment allowances in (2,102,556) (134,984) 3,363 936

operating activity

Impairment by segment as disclosed in the consolidated statement of profit or loss and other comprehensive
income include impairment of receivables, the write-down of value of inventories to net realizable value and

impairment of non-current assets.

Recognition and reversal of write-downs were performed in connection with the revaluation of inventory,
occurrence or extinction of indicators in respect of overdue receivables, uncollectible receivables or
receivables in court as well as impairment of property, plant and equipment, intangible assets and shares.

As at 31 December 2014 estimated impairment amounts to USD 769,142 thousand, which was allocated on
pro rata basis to intangible assets and property plant and equipment.

Detailed information on impairment of property, plant and equipment are disclosed in Note 6, on intangible
assets in Note 7, on inventories in Note 12, on trade and other receivables in Note 13, on non-current assets

classified as held for sale in Note 16.

4.2.3. Geographical information

Revenues from sales

for the year for the year for the year for the year
ended ended ended ended
31/12/2014 31/12/2014 31/12/2013 31/12/2013
USD LTL USD LTL
Lithuania 1,559,708 4,056,176 1,617,320 4,206,971
Other baltic countries 1,075,109 2,795,928 1,669,068 4,341,580
Poland 166,868 433,957 130,588 339,686
Other EU countries 319,880 831,880 468,176 1,217,819
Other countries, including: 3,057,740 7,951,959 4,102,446 10,671,282
Switzerland 1,371,905 3,567,776 1,529,167 3,977,669
Ukraine 535,911 1,393,690 717,166 1,865,492
Singapore 1,022,753 2,659,771 1,765,622 4,592,736
Other countries 127,171 330,721 90,491 235,385
Total B = 6,179,305 16,069,900 7,987,598 20,777,338

,,Other countries® entry comprises sales to customers from Moldova, USA, Norway, Panama, Russia, Virgin
Islands and other countries.
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Division of non-current assets

for the year for the year for the year for the year
ended ended ended ended
31/12/2014 31/12/2014 31/12/2013 31/12/2013
USD LTL USD LTL
Lithuania 154,053 437,311 974,127 2,444,863
Other Baltic countries 10 28 25 63
Total 154,063 437,339 974,152 2,444,926

The above non-current assets consist of property, plant and equipment (Note 6), intangible assets (Note 7)
and perpetual usufruct of land (Note 8).

4.3. Revenues from sale of core products and services

for the year for the year for the year for the year
ended ended ended ended
31/12/2014 31/12/2014 31/12/2013 31/12/2013
USD LTL USD LTL
Reﬁing segment 6,176,336 16,062,178 7,984,228 20,768,574
Gasoline 1,956,487 5,088,039 2,680,060 6,971,372
Diesel fuel 3,047,435 7,925,159 3,719,717 9,675,728
Jet A-1 fuel 202,920 527,114 295,019 767,403
Heavy heating oil 674,259 1,753,478 959,264 2,495,238
LPG 154,194 400,997 171,733 446,712
Bitumens 58,690 152,629 91,239 237,331
Light heating oil 8,982 23,359 8,596 22,360
Sulphur 7,576 19,702 4,751 12,358
Other 30,197 78,530 9,406 24,467
Services 35,596 92,571 44,443 115,605
Corporate functions 2,969 7.721 3,370 8,764
Sales of spare parts 1,406 3,656 1,083 2,817
Services 1.563 4,065 2,287 5,947
Total 6,179,305 16,069,900 7,987,598 20,777,338

4.4. Information about major customers

In 2014 there were three major customers in the refining segment, whose revenues from sales amounted to
USD 2,341,041 thousand or LTL 6,088,111 thousand and individually exceeded 10% of total revenues from
sale to external customers, whereas in Corporate segment there was not a customer who individually
exceeded 10% of revenue from sales to external customers.

In 2013 there were two major customers in the refining segment, whose revenues from sales amounted to
USD 2,621,181 thousand or LTL 6,818,476 thousand and individually exceeded 10% of total revenues from
sale to external customers, whereas in Corporate segment there was not a customer who individually
exceeded 10% of revenue from sales to external customers.

5. Discontinued operation

In August 2014, the Group sold its entire Retail segment. This segment was not previously classified as held
for sale or as a discontinued operation. The Consolidated statement of profit or loss and other comprehensive
income has been restated to show the discontinued operation separately from continuing operations.
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5.1. Results of discontinued operation

for the year ended for the year ended for the year ended for the year ended

31/12/2014 31/12/2014 31/12/2013 31/12/2013
USD LTL USD LTL

Statement of profit or loss

Sales revenues 42,290 109,979 66,062 171,840
Cost of sales (35.722) (92,899) (56,269) (146,367)
Gross profit on sales 6,568 17,080 9,793 25,473
Distribution expenses (3,844) (9,997) (6,563) (17,072)
Administrative expenses (1,055) (2,744) (1,762) (4,583)
Other operating income 17 44 102 265
Other opcraling gxpenses (4) %QL (461) (1,199)
Profit/(loss) from operations 1,682 4,373 1,109 2,884
Finance income - - -
Finance expenses - (29 (75)
Income tax expense (72) (187) - -
Results from operating activities, net of tax 1,6