


Who we are

PKN ORLEN is Poland’s and Central Europe’s
largest refiner of crude oil and marketer of world-
class petroleum and related products. It operates a
network of approximately 1,900 petrol stations in
Poland and around 500 outlets in Germany. The
retail network is supported by an efficient logistics
infrastructure, complete with storage depots and a
pipeline network. The integrated refining and
petrochemical production complex in Plock is one
of the most advanced and efficient facilities of its
kind in Europe with a total nameplate throughput
capacity of 17.8 m tonnes.

Our mission

PKN ORLEN'’s mission is to build a strong corpo-
rate presence in central Europe, fully prepared to
take a proactive role in the regional consolidation
process. To meet this objective PKN ORLEN has
resolved to enhance its efficiency and internal
strength, through restructuring the company and
the ORLEN Capital Group. PKN ORLEN has also
invested in its retail operations and introduced
cost saving programmes. At the same time PKN
ORLEN is seeking to take advantage of M&A
opportunities, both domestically and within the
region.

Whenever you need us




Financial highlights

2000-2003

in accordance with IFRS

2000 2001 2002 2003

PLN m PLN m PLN m PLN m

Revenues 18,602 17,038 16,902 24,412
EBITDA 2,335 1,706 1,861 2,474
EBIT 1425 617 731 1,267
Net profit 902 376 421 987
Total assets 14,087 14,383 15,073 17,149
Shareholders' equity 7,596 7,958 8,329 9,510
Net debt 7 2,542 2,549 2,341 2,402
Net cash provided by operating activities 1,073 2,112 1,292 1,707
CAPEX 2 1,459 1,533 967 1,337
2000 2001 2002 2003

PLN PLN PLN PLN

EPS 2.15 0.89 1.00 2.35
CF per share 2.55 5.03 3.07 4.06
Total assets per share 33.53 34.23 35.87 40.10
Book value per share 18.08 18.94 19.82 22.23
2000 2001 2002 2003

in % in % in % in %

Gearing 3 33.5 32.0 28.1 25.3
ROACE 4 10.7 4.3 5.0 8.2
2000 2001 2002 2003

number number number number

Number of employees in PKN ORLEN Group 13,342 17,5825 17,818 15,133

D Net debt = short and long-term interest-bearing debt - (cash and cash equivalents)

2 Purchase of tangible and intagible assets
3 Gearing = net debt / shareholders' equity

4 ROACE = EBIT after actual tax rate / average (shareholder's equity + net debt)

5) Full consolidation of Anwil started in 2Q01



Financial data

by business segments

in accordance with IFRS

Refining  Petrochemical Other
2003 PLN m PLN m PLN m
Revenues V) 24,476 4,545 1,653
Profit of the segment 2 1,251 418 6
Non-attributed revenues and costs -407
Operating profit 1,267
Assets 3) 11,571 2,268 1,968
Capex ¥ 756 534 128

D Including inter-segment sales ( PLN 6,262m)
2 Including eliminations (PLN 1m)

3 Investments in entities accounted for using the equity method, unallocated corporate assets,

eliminations not included (PLN 1,342m)
4 Unallocated Capex not included (PLN 35m)

Net profit

in accordance with IFRS

987
959
421
215
2002 2003
net profit (LIFO)

B e profit (weighted average)
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| etter from
the President
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In 2003, PKN ORLEN expended considerable effort and initiated a number of significant undertakings and
investments, which brought the expected results. The efforts and commitment of our management staff as well
as the leveraging of the favourable market conditions translated into the best financial performance in our histo-
ry. Our net profit for the year amounted to PLN 1,014 m” and, when published, the data boosted PKN ORLEN's

stock price to a record high. We take great pride in this positive assessment of our performance by investors.

Last year was favourable for the refining industry although, despite the war in Iraq, oil prices rose by a mere
15.3% (to USD 28.86/b). The refining margin reached the very satisfactory level of USD 3.06/b (twice as
high as in 2002). The Urals/Brent oil price differential, which is another material factor in our profitability,
increased by 45.5% (to USD 1.76/b).

In 2003, Poland was one of the most rapidly developing countries in Europe. It recorded a 3.7% growth in
GDP which translated into an almost 6% growth in fuel consumption and a 16% increase in new car sales.

The positive macroeconomic data for the first quarter of 2004 offers a further optimistic outlook.

One of the landmark events in 2003 was the launch of the industry consolidation process in the region by
PKN ORLEN. The preliminary agreement with MOL, a Hungarian oil company, opens the way to closer
cooperation, and perhaps later to an equity amalgamation of the two companies. We have also won the pri-
vatisation bidding for the Czech company, Unipetrol. All these steps are being taken in pursuit of our strate-
gic objective — to establish PKN ORLEN with a strong position at the heart of a Central European refining

and petrochemical group.

To create such a strong international player, we must make the most of our potential. That is why we have
taken the pioneering step to prepare and implement the long-term Value Based Management project. This
had led to the formulation of a strategy and its transformation into specific objectives for each management

centre — from the Management Board to the middle management staff. The VBM has already been imple-

" PAS, consolidated, PLN 987m under IFFS



mented in the budget, reporting, investment assessment, management-by-objectives, and shareholder com-
munication systems. In this way, the Management Board has gained an effective tool to define management
objectives, make a correct assessment of subordinate performance and provide them with the appropriate
motivation. The senior and middle management staff may verify which actions will affect shareholder value
and how, so that the most effective solution may be selected. That is why the communications with our share-
holders can be based on the same assessment criteria which have been known and applied in the developed
markets for many years already. Our programme comprises five major elements:
- Employment rightsizing,
— Cost cutting,
- Reorganisation, modernisation and expansion in the retail segment,
- Increased use of the throughput capacities at our refinery (including the development

of petrochemical segment),
- Reorganisation and sale of assets of our non-core businesses.
With a view to achieving the goal of doubling the Company’s value by 2006, through the increased efficiency
of PKN ORLEN and Group companies, in 2003 we consistently implemented individual elements of the pro-
gramme. The implementation of the Comprehensive Cost Cutting Programme, which began in July, brought
measurable financial benefits to the Company in 2003. Moreover, last year saw the creation of an entire imple-
mentation infrastructure and auxiliary programmes. Our cost-cutting programme is ambitious — it provides for
savings of PLN 800m annually. However, with such highly motivated and devoted management staff, we are
definitely closer to fulfilling this objective. The programme conveys a message to the entire team that it is nec-
essary to take up serious challenges and perform the assigned tasks in our daily activities. In 2003, the entire
Company recorded a reduction in costs of PLN 144m, which is in line with the projections made at the begin-
ning of 2003. One of the supporting programmes, namely the Voluntary Retirement Scheme, is also producing
material results (over 400 declarations have so far been received), while the Reorganisation of the Regional
Structures Plan is ready for implementation. The initiatives, pursued in the area of sales, procurement and logis-
tics, confirm that there is further scope for efficiencies. The total headcount in the Group fell by 2,700 in 2003,
including a 1,500 decrease resulting from the disposal of PKN ORLEN’s 25 non-core companies. A further 21
companies are planned to be sold in 2004, which will entail a further reduction of employment at the ORLEN
Group by 1,600 employees and at PKN ORLEN by around 500. We have completed the rebranding of our own

service stations and we are now preparing to re-brand the franchised stations.

In line with my declarations made after | took office two years’ ago and with the plan which | outlined to
you at that time, we have pursued the strategy of the diversification of our business, and expansion in
Poland. We established a joint venture with Basell, a global leader and a major player in the petrochemical
sector. The joint venture is one of the largest investment projects in the Polish economy, with an estimated
value of EUR 500m. Basell ORLEN Polyolefins was awarded the 2003 European Petrochemical Transaction

of the Year title by the Project Finance magazine.

Despite the fact that the tender for the privatisation of the LOTOS Group was postponed, we still believe
that PKN ORLEN is the best partner for this group and we will continue our efforts aimed at implement-

ing this concept.



In 2003, the rationale behind our first major foreign acquisition was confirmed. Almost 500 of our service
stations successfully operated in the German market. Despite not fully continuous operation related to the
rebranding of the stations into ORLEN and STAR, the service stations became profitable already in the first
year of operations, although our conservative plan had assumed less optimistic financial results. Thanks to
the operation of the network of service stations in Germany, we sold an additional 400,000 tonnes of fuel
in Poland as a result of swap transactions with international concerns, which created synergies estimated at

approximately EUR 10m, in line with the promise made last year.

These actions show that, apart from the work aimed at increasing the efficiency of PKN ORLEN, we also

know how to execute and implement international projects. Currently we are working on our next projects.

The year 2003 proved that ORLEN shares are a good investment. The restructuring programmes yielded the
anticipated results and ORLEN has a strong and established position in the market. The execution of the
M&A plans in Central Europe will further boost the market value of our Company. The Warsaw Stock
Exchange enjoys an upward trend in line with the growth of GDP, and Poland’s accession to the European
Union should provide another stimulus for further growth in the economy. As a result of the combination of
these factors — the achieved increase in the efficiency of our operations, growth of the domestic economy
and satisfactory margins — we are steadily pursuing our aim, which is the doubling of the economic value of

PKN ORLEN by 2006.

The record-breaking 2003 results allow me to declare that the Management Board will put a motion to the
General Shareholders Meeting to pay out a dividend amounting to 20% of the net profit, which means a
more than three-fold increase compared with the 2002 dividend. Thus | am convinced that thanks to both
the high dividend and the over 50% increase in the ORLEN share price over the last year, the entire ORLEN

community will have found the year of 2003 to have been extremely successful.

I would like to thank all the employees whose efforts have contributed to the achievement of our historical
success. It is to all of us a source of satisfaction and something to be proud of. [ would also like to thank all the

shareholders who trusted the Company’s management and may now enjoy the results of their investments.
We do not take the favourable macroeconomic conditions for granted; therefore, we are continuing to focus

our efforts on improving the Company’s efficiency and reducing the cost of operations. | am convinced that

in 2004 we will be able to deliver results comparable to those recorded in 2003, and that an investment in

/
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Zbigniew Wrdbel

ORLEN shares will again be profitable.

President of the Management Board
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Management Board of PKN ORLEN"

Janusz Wisniewski Vice-President, Production and Development
Krzysztof Kluzek Member of the Management Board ™
Zbigniew Wrobel President of the Management Board, CEO
Andrzej Macenowicz Vice-President, Human Resources

and Management Systems Director
Jacek Strzelecki Vice-President, CFO

Stawomir Golonka Vice-President, Sales

from the left

Supervisory Board of PKN ORLEN

since 09.04.2004

Jan Waga Chairman of the Supervisory Board

Jacek Walczykowski Vice-Chairman

Andrzej Wieczorkiewicz ~ Member and Secretary of the Supervisory Board
Ryszard tawniczak Member

Andrzej Studzinski Member

Marian Czekanski Member

Krzysztof Szlubowski Member

Janusz Zielinski Member

* since 27.04.2004

Janusz Wisniewski - Vice-President, Production, Wholesale & Logistics

Krzysztof Kluzek — Member of the Management Board, Retail Sales & Marketing
Andrzej Macenowicz — Vice-President, HR & Management Systems

Jacek Strzelecki — Vice-President, Chief Financial & IT Officer

Slawomir Golonka - Vice-President, Strategy and M&A

™ since 22.04.2004



Operating
Review

We began the past year with a successful clos-
ing of the long and difficult negotiations con-
cerning feedstock supply contracts. The terms
and conditions we obtained ensure relatively
cost-effective supplies of crude oil until 2009,
as well as the long-expected diversification of
oil sources, mitigating the risk of shortage of
supplies. The most important investment in our
production operations was the upgrade of the
Hydrocracker, which increased throughput
capacity by 30% (from 2.6m to 3.4m tonnes of
crude oil per year) thus making it one of the
largest units of this type worldwide. Work is
underway on a state-of-the-art batching unit for
blending ethanol additives to gasoline. Thanks
to the on-going effort to ensure the technologi-
cal development of the production plant in
Ptock and the stringent procedures we apply,
ORLEN fuels already meet the quality standards
which will be effective in the EU in 2005. After
the cracking gasoline desulphurisation unit is
completed in 2005, we will be able to offer our
customers gasoline with a sulphur content no

greater than 10 ppm.

The key project in our refining and petrochem-
ical production complex is the upgrade of
Ethylene Cracker Il, designed to increase the
production of basic monomers (ethylene,
propylene) for Basell Orlen Polyolefins. The
project’s progress is 70%. Last year’s financial
result reported by Basell Orlen Polyolefins was
150% higher than planned, which confirms that
our investment decisions in the petrochemical

segment were correct.

In 2003 we continued to enhance the efficien-
cy of our logistics network. We have reduced
the number of active storage depots to 20 (for
comparison, at the time of the Petrochemia

Ptock and CPN merger we employed 144 stor-



age depots in our distribution activities). In
2003 we began the modernisation of the stor-
age depots in Mosciska and Ostréw
Wielkopolski. The modification and extension
of these facilities will involve their adaptation to

new environmental regulations

Furthermore we used, for the first time, the
unique underground fuel and crude oil storages
in the mined-out caverns of the IKS Solino salt
mine. The storage capacity of these facilities is
1,740,000 m3 for crude oil and 670,000 m? for
diesel and Ekoterm oils. The salt mine caverns
offer a very cost-effective and efficient way of
storing fuel. The cost of storage of one tonne of
product is far lower than in traditional storage
depots. In addition, owing to a change in regu-
lations governing the level of mandatory stocks,
we are using the underground storage depots
more efficiently. Crude oil now accounts for
60% of the stocks, which is equivalent to 44
days’ output (in line with EU requirements we
will achieve 90 days in 2008). A few years ago
the required share of crude oil represented only
30% of the stocks. Obviously, as an unprocessed

material, crude oil is less expensive to store.

The Integrated Logistics Operator (ZOL) proj-
ect, to be created jointly by PKN ORLEN and
Nafta Polska in the process of the privatisation
of Naftobazy, is at a key phase of negotiations
with the strategic investor (VOPAK). A decision
by the PKN ORLEN governing bodies estab-
lished the basic conditions for improvement of
the efficiency of the ZOL economic model, the
acceptance of which is a prerequisite for the

continuation of the project.

Our important wholesale customers are the
dealer-operated stations. In 2003, we prepared

and offered to our partners, the new terms and

conditions for franchise-based agreements. We
hope this initiative will stabilise and reinforce
our relationships with the network operators.
We signed 51 new franchise agreements, while
another 100 are at the preparation stage. Our
target, to be attained at the end of 2006, is to
increase the number of dealer-operated sta-
tions in our network to around 250. We have
also set up a network of 230 affiliated stations.
These outlets are enjoying a growing interest on
the part of customers. At the end of 2003 and
at the beginning of 2004 we signed fuel supply
contracts with international companies active
in Poland. With our stations operating in
Germany, we were able to win a contract to
secure sales of an additional 400,000 tonnes of
fuel in Poland. This would not have been pos-
sible without the good results recorded by our
German operations. ORLEN Deutschland
closed 2003 with a net profit of approximately
PLN 5m, which is a cause for great satisfaction,
given that we expected to finish the first year of
our German operations with a negative result,
chiefly because of the rebranding process.
Actually, the rebranding of the German stations
cost EUR 21.2m, which was EUR 4.9m less
than initially expected. The savings are attribut-
able to rational project management, following
the deliberate parallel introduction of two
brands. Our current share in the retail market
in northern Germany amounts to 7%, and we
intend to expand it to 10% by 2007. To this end
we plan, among other things, to acquire some
10 to 30 service stations annually and to secure

locations near motorways.

2003 was yet another year of growth in retail
margins. Our fuel margin increased by 15%,
and the non-fuel margin by as much as 22%.
The service station rebranding programme

planned for 2003 was fully completed.
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Currently, all outlets in our distribution network
bear the ORLEN logo. Approximately 400
underwent a comprehensive change of colours
(brand). It is at those stations that the strongest
growth in sales has been reported. A material
factor in the improvement of the retail seg-
ment’s performance were changes in the level
of customer service. This most tangible and evi-
dent manifestation of the changes we have
been introducing in our retail network is hardly
surprising, considering that we have trained
over 1,500 people and implemented new serv-
ice quality standards. Our VITAY loyalty pro-
gramme enjoys continuing interest; it has cur-
rently 4.4m participants, which is 100,000
more than projected. In 2004 we are going to
welcome our five-millionth loyal customer. He
or she will also contribute to the 2% retail sales

increase planned for 2004.

The Group companies considerably improved
their financial performance, which took our net
profit up to PLN 170.3m. The total sales rev-
enue of all consolidated undertakings amount-
ed to almost PLN 40bn. Net of the intra-group
transactions, the consolidated net sales revenue
amounted to PLN 33.7bn (according to Polish

Accounting Standards).

In view of Poland’s accession to the EU,
Rafineria Trzebinia devised and commenced
implementation of a programme designed to
shift its business profile towards the production
and distribution of specialised products, such as
asphalts, paraffin products, lubricating oils, and
biocomponents. The programme’s projects
include construction of a vegetable oils esterifi-
cation unit with a planned annual capacity of
100,000-150,000 tonnes, and an upgrade of the
slack wax de-oiling installation to reach an

annual capacity of up to 56,000 tonnes.

Following in the parent company’s footsteps,
Rafineria Trzebinia has also prepared a cost
reduction programme. In spite of a considerable
involvement in the restructuring projects, the
management of the Rafineria Trzebinia Group
was able to generate a net profit of PLN 68.2m.
Rafineria Nafty Jedlicze also made intense efforts
to prepare itself for the new, post-accession mar-
ket conditions. Apart from reorganising its pro-
duction, Rafineria Nafty Jedlicze managed to
reduce its operating costs and achieve a positive
financial result. For Anwil, another company
from our Group, 2003 turned out to be the best
year in its history. Thanks to improving market
conditions and active efforts to win customers,
Anwil was able to increase the use of its PVC
and fertilizer production capacity. The company
recorded a 300% increase in net profit, which
amounted to PLN 59.3m. Anwil formed a joint
venture with SK Chemicals, a Korean partner, in
order to produce PET granules. The annual pro-
duction capacity of the installation is 120,000
tonnes; it is scheduled to become operational in

the second quarter of 2005.

In 2003 we strove to improve efficiency in all
segments of our activity, based on detailed and
rational economic analyses. Our consolidated
financial result proves that we took the right
course of action. With our well-thought-out
concepts and plans, as well as Poland’s improv-
ing economic conditions, we are ready to face
new challenges on the way to increasing PKN

ORLEN’s value with growing optimism.

Stawomir Golonka

Vice-President, Sales
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PKN ORLEN
and Its
Activities

Polski Koncern Naftowy ORLEN of Plock was
established in 1999 as a result of the merger of
Petrochemia Ptock and Centrala Produktéw
Naftowych. With our 88 subsidiary and associ-
ated companies, we are among the largest oil

corporations in Central Europe.

We hold a leading position on the Polish mar-
ket for fuels and petrochemical products. We
operate service station networks in Poland and
Germany, providing our customers with top
quality products and services. The retail net-
work is supported by an efficient logistics infra-
structure, comprising storage depots and a
pipeline network. Our integrated refining and
petrochemical production complex in Plock is
among the most advanced and efficient facili-

ties of its type in Europe.

SHAREHOLDER STRUCTURE OF PKN ORLEN

10.20% 17.32%

10.77%

5.59%

5.03%

51.09%

I Nafta Polska
Polish State Treasury
The Bank of New York"
Kulczyk Holding 2

Commercial Union ¥

N Other

1 As at 16.02.2004
2 As at 20.06.2002
3 As at 4.07.2003



The major companies of the ORLEN Group
Orlen ORLEN
Deutschland, Anwil, IKS Solino, ORLEN OIL

are: Basell Polyolefins,

and the Trzebinia and Jedlicze refineries.

PKN ORLEN on capital
markets

PKN ORLEN shares are listed on the Warsaw
Stock Exchange and — in the form of Global
Depository Receipts (GDRs) — on the London
Stock Exchange. GDRs are also traded in the
United States on the OTC market. PKN ORLEN
shares were first listed in November 1999. In
2003, following the issue of 7,531,924 shares
to be allotted under a management stock
option scheme, the share capital of PKN
ORLEN was increased by PLN 9,414,905
(1.8%). The share capital is divided into
427,709,061 ordinary bearer shares with a par
value of PLN 1.25 per share.

PERFORMANCE OF PKN ORLEN SHARES ON THE WSE

The depositary of PKN ORLEN GDRs is The
Bank of New York. On the London Stock

Exchange, each GDR represents two PKN
ORLEN shares.
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Strategy

The Management Board’s objective is to create
a regional, vertically integrated oil company in
Central Europe. We intend to spearhead the
process, with the following three key principles
as the basis for our strategy:

* internal strengthening,

* expanding and diversifying our domestic

operations,
* acquisitions and international alliances in

the region.

Internal Strengthening

Internal strengthening will be achieved on the
basis of the assumptions for the Value Based
Management programme, launched in 2003.

The key elements of the programme are:

* PLN 450m cost reduction by 2004,
* PLN 800m cost reduction by 2005.

* by 2,000 employees throughout the Group
in 2004,
* by 5,000 employees (total) by 2006.

* in 2004 - disposal of shares in Polkomtel
and 21 non-core companies,

* by 2006 — disposal of shares in 40 compa-
nies (total),

* merger of core companies.

* maximum use of throughput capacity as
early as in 2004,
* maximising the profit margin for the entire

sales chain,



* achieving average sales of 3m litres of fuel
per service station (1,000 company-owned
service stations) by 2006,

* earning a 30% non-fuel margin by 2006,

* hedging operating cash flow against selected
external risks (e.g. foreign exchange rate

fluctuations) — risk management.

Expanding and
diversifying our domestic
operations

Expansion and diversification of our business in
Poland will reduce our sensitivity to changing
conditions in the industry and will bring addi-

tional financial benefits.
The key directions to be taken are:

* development of our petrochemical business
in cooperation with Basell, which will result
in doubling the volume of polyolefin sales
through Basell Orlen Polyolefins by 2006,

* building the Integrated Logistics Operator
on the basis of assets of PKN ORLEN and
Naftobazy, with a view to cutting the logis-

tics cost,

* expanding the petrochemical production
line through the take over of selected com-
panies which use our semi-finished products

in their production.

Acquisitions and
international alliances

in the region

Acquisitions and alliances in Central Europe
will serve as a springboard for creating a
strong regional concern to partner upstream
companies.

Key directions to be taken:

* expansion in Germany
— Increase in net profit to EUR 10m-15m
and new synergies of EUR 10m-15m by
2005
— 10% increase in market share in northern
Germany by 2007,

* full consolidation with MOL (Hungary)
Fostering close business relationships in
2004,

* taking over Unipetrol (Czech Republic)

launching the restructuring process in 2004.

MOL: fully integrated oil company based in Hungary

- production: 1m tonnes of crude oil, 3bn m3 of natural gas

- annual refining capacity: 13.5m tonnes

- share in the Hungarian market: 42% in the gasoline market and 48% in the diesel market

- 749 service stations in 6 countries.

Unipetrol: integrated oil concern based in the Czech Republic

- annual refining capacity: 9m tonnes

- share in the Czech market: 50% in the gasoline market and up to 100% in selected petrochemical

products market

- 335 service stations in the Czech Republic



® Question to Zbigniew Wrbbel,
the President & CEO

What is your vision of PKN ORLEN in five years?
My vision is that in five years the Central
European fuel and energy market will be dom-
inated by a Regional Oil Concern, whose one
of the core elements will be PKN ORLEN. Over
the next two to three years we will be making
consistent efforts aimed at releasing the poten-
tial of our Company. The cornerstones of the
restructuring are our Value Based Management
programme, which includes a reduction of
costs by PLN 800m, and the diversification and
expansion throughout Poland, which has been
described in this chapter. It will also be a time
of acquisitions and consolidation of assets, ori-
ented towards the creation of the regional con-
cern. Such actions should bear fruit in the form
of the first consolidation premium for our
shareholders. We will also seek to establish
closer cooperation with large oil concerns, and
we expect that as a result our shareholders will
be able to receive another consolidation pre-

mium. It should occur in about five years.

What synergies do you expect after the acqui-
sition of a controlling stake in Unipetrol?
Unipetrol is an integrated holding company
that produces a full range of refinery products.
This embraces the import and processing of
crude as well as the marketing of fuels and
petrochemical products. For PKN ORLEN, par-
ticipation in the tender provides a unique
opportunity to execute our corporate plans

with regard to regional expansion, with consid-

erable potential to obtain increased benefits of
scale. The acquisition of Unipetrol will allow us
to capture strategic synergies in the areas of the
procurement of feedstocks and raw materials,
the utilisation of the logistics infrastructure, and
in chemical production. Synergies can also be
achieved by Polish producers, and subsidiaries
and affiliates of Unipetrol. Our capital involve-
ment in Unipetrol will open the Czech retail
market to ORLEN, and this will strengthen our

position in the CEE region.

Does PKN ORLEN intend to expand its opera-
tions to include production of oil and gas? If so,
what would be the way to execute such plans
and who would be the partner?

Definitely yes. But oil and gas should be viewed
separately. In terms of gas, our purchases
account for about 10% of the domestic con-
sumption. To reduce costs, we have to seek
cooperation with the operators active in this
market. That is why we engaged in close coop-
eration with PGNiG. We are currently evaluat-
ing profitability of potential joint ventures in the
area of gas production beyond our eastern bor-
der. As for oil, we intend to acquire access to oil
reserves through regional consolidation. When
embarking on the development of a strong
regional concern, we will have a dominant
position in the downstream and know-how and
some capabilities in the upstream segment. The
consolidation will secure us sufficient resources

to expand our production operations.

£






Retail sales

20

Domestic Sales

* In 2003, our retail network sold 2,759.45m
litres of engine fuels, which was a 1.1%

increase compared with volume sales in 2002.

* The average sales per company-operated
service station was 2.1m litres of fuel and
LPG, which represents a 1.7% increase in

sales compared with 2002.

* In 2003, we reported an increase in the
sales of diesel and LPG, while sales of gaso-
line decreased. This change in the structure
of fuel sales follows from a growing share of
diesel-oil and LPG-fuelled vehicles in the

total number of vehicles.

FUEL SALES STRUCTURE

3,29 — I 4,3%

38,4%

40,1%
58,5% 55,6%
2002 2003
Gasoline
Diesel
I C

¢ The 2003 value of non-fuel sales amounted
to PLN 752m — up by 15% over the 2002

figure.



* In 2003, we reported a 15% increase in the

total margin, which reached PLN 1,045.7m.

* The retail margin on gasoline, diesel and
LPG sales amounted to PLN 835.5m, and
was 13% higher than in 2002.

* The retail margin on non-fuel products and

services increased by 22%, to PLN 210.2m.

Number of Service Stations

As at the end of 2003, our network included:

e 1,311 company—owned stations,

* 564 dealer-operated stations,

* 20 franchise stations.

Over the last year we built 35 new stations and

carried out 271 modernisation projects.

Rebranding

In the first half of 2003, we completed the
rebranding of our service stations.

As part of the rebranding programme, 281 sta-
tions underwent a full visual change, i.e. they
were comprehensively marked with the
ORLEN colours and brand, and 885 company-
owned stations were subject to partial rebrand-
ing. At the end of 2003, there were 389 sta-
tions operating fully under the ORLEN brand,
including all 20 franchise stations, and 872 sta-
tions after partial rebranding, which makes a

total of 1,267 stations bearing the ORLEN logo.

The total costs and expenses for rebranding on
the Polish market were:

* In 2002 - PLN 59m™’,

* In 2003 — PLN 41.3m.

* Company-owned stations

** Net of indirect expenditures

2003 MARGIN STRUCTURE

4% 20%

27%

2002 MARGIN STRUCTURE

2% 19%

23%
2002
56%

I Casoline

Diesel
LPG

Non-fuel products and services

Efficiency

The analysis of total sales of fuels at 289 stations
after the full rebranding showed higher sales
dynamics as compared with that of the entire

network.
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Franchise

As at the end of 2003, we sold fuels on a fran-
chise basis at 20 service stations.

We executed franchise agreements with anoth-
er 34 service station operators; currently, work
is underway to adapt these facilities to ORLEN

standards.

Taking into account:

* Jlocation,

* the sales potential (no less than 2m litres of
fuels annually),

* the appropriate standard of the facility,

we selected approximately 260 potential fran-

chisees from among the dealer-operated and

non-affiliated stations.

According to the market research (Auto Scan
and Omnibus) carried out in December 2003
by B.PS. Auto Scan Consultants Poland, the
share of PKN ORLEN in the retail market in
2003 was ca. 40%.

VITAY

VITAY is a loyalty programme targeted at our
retail customers. With each purchase at our
service station network, the customer holding

our card is awarded a number of points

SALES DYNAMICS AT REBRANDED STATIONS

redeemable for fuel or gifts. By the end of 2003
we had distributed more than 4.4m VITAY
cards among our customers. Last year the best
participants of the programme received the
prestigious Super VITAY cards, entitling them to

a package of benefits.

Flota Polska

The Flota Polska programme is designed for cor-
porate vehicle fleets. The majority of the pro-
gramme participants are transport companies,
production enterprises, banks, central and local
administration authorities, and foreign repre-
sentative offices. We offer two types of fleet
cards to our customers: the K card bearing the
driver’s name and the S card bearing the regis-
tration number of the vehicle. For each card,
the customer may specify the limits of quantity
or value of purchased products or the frequen-
cy of transactions. The fleet managers may also
use a personalised website featuring fleet man-
agement facilitation tools. In 2003, the Flota
Polska programme was joined by many

Lithuanian companies.

Pre-Paid Cards

The pre-paid cards are offered to our institutional
customers as a tool for rewarding their employees
and customers. The companies using pre-paid

cards include: Unilever, PepsiCo, Gillette, Citroén,

Fuel sales (in millions of litres) A1 VI IX X X1 X1
All stations (CODO) 2001 239.6 252.3 236.9 252.3 221.4 210.0
2003 256.3 266.3 245.0 252.0 214.3 220.9

Dynamics 106.9% 105.5% 103.4% 99.9% 96.8% 105.2%

Rebranded stations 2001 84.6 87.2 81.6 87.3 78.6 75.2
2003 91.9 94.6 88.1 91.6 79.6 81.7

Dynamics 108.6% 108.5% 107.9% 105.0% 101.3% 108.6%

Difference in sales 1.7pts% 3.0pts% 45pts% 5.1pts% 4.5pts% 3.4 pts %

growth dynamics
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Fiat, Chrysler, and Nestlé. By the end of 2003 we
had distributed ca. 40,000 cards of this type.

Service Quality

In 2003, we carried out a series of incentive
schemes, training programmes, and research in
our retail network, aiming to enhance service
quality and increase customer satisfaction.

Thanks to the introduction of new high stan-

dards of quality management, PKN ORLEN is
perceived by customers as a company offering

the best service at stations in Poland.

The programmes we introduced included:

* Services of a Forecourt Attendant
Service for the customer from the moment
he or she approaches the petrol pump.

* Common Care for Quality
Management care and supervision over
selected service stations.

* 18 STOP
Responsible Sale Programme, aiming to
restrict the access of children and young
people to cigarettes.

* Eagles’ Academy
Training programme for service station
employees.

* Mystery Customer Survey
Service quality survey carried out by inde-

pendent, anonymous inspectors.

Strategic Objectives and Plans for

2004-2006

Plans for 2004

* Capital expenditure: PLN 450m

* Number of newly built company-owned sta-
tions: 124

* Number of modernisation projects at com-
pany-owned stations: 300

¢ Number of new franchise stations: 130

Plans for 2005

* Target number of franchise stations: 250

Plans for 2006

* Target number of company-owned stations:
1,020

* Average sales per station: 3.1m litres of fuels
per year

¢ Share in Polish retail market: 40%

23
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Foreign Sales

ORLEN Deutschland

In 2003, we completed the purchase of 494
service stations in northern Germany from
BP/Aral. Currently, in addition to retail sales, we

are also involved in the wholesale market in

Germany.

2003 Volumes

* In 2003 our retail network in Germany sold
1,381.3m litres of fuel.

* Average sales per station exceeded 2.8m
litres.

* The sales value of non-fuel products exceed-

ed EUR 81m.

2003 Margins
* In 2003, the fuel margin was EUR 69.6m
* The average margin was EUR 0.0547 per

litre of fuel.

Retail Network

Number of stations

Our retail network in Germany consists of 490

service stations, including:

* 392 company-owned, dealer operated sta-
tions (CODO)

* 98 stations operating on a franchise basis.

24

Rebranding

In 2003 we completed the rebranding of our
service stations. The cost of rebranding amount-
ed to EUR 21.2m and was EUR 4.9m (19%)
lower than projected.

Currently our retail network in Germany

includes:

¢ 126 stations under the ORLEN brand,

* 320 stations under the STAR brand,

* 44 stations on hypermarkets premises.

The parallel introduction of two brands on the
German market is consistent with the

Company’s marketing strategy.

Objectives and Plans for 2004-2007

2004

* Expand our existing network by acquisitions,
construction of new stations or redevelopment
of existing stations (ca. 30 stations per year).

* Increase sales volume by ca. 1.2% relative to
2003.

* Achieve a financial result of ca. EUR 4.5m.

* Optimise costs through streamlining of the
organisational structure.

* Close several unprofitable stations.

2007
¢ Increase our share in the northern German

market to 10%.



Does the purchase of the service stations net-
work in Germany increase the Company’s value
(does it add or destroy value)? At the end of
2003 the German operations generated a prof-
it of mere PLN 5m.

As you know, in 2003 we acquired approx. 500
service stations in northern Germany, which
had been earlier operated under three different
brands. As early as in the second half of the
year we completed rebranding of the network
by introducing two brands: ORLEN and STAR.
It involved a temporary discontinuation of sales
of fuel under fleet cards. In addition, the
change of the colours and the brand required
temporary closing of individual stations. That is
why in our financial model we even provided
for a loss in 2003. Currently, our service stations
in Germany are fully operational and open for
the customers again, also selling fuel under the
fleet cards. We assume that as of 2005 the net
profit will amount to EUR 10-15m. A factor in
support of our expansion to the German mar-
ket was the scope for additional synergies,
which followed from the signing of a sort of
SWAP agreements. We estimate that this will
push PKN ORLEN’s profit up by an additional
EUR 10-15m. As a result, this project does

increase shareholder value.

When will the modernisation of the retail net-
work be completed? Does it mean that all the
stations will have a service standard at least
equal to that offered by western companies?
How much will it cost?

In 2003 we completed the rebranding of our
company-owned stations network in Poland
and, as | have already mentioned, all stations in
Germany. As a result, we have approx. 400
service stations offering service standard at least
equal to the western standards. Over the next
three years we will complete modernisation
and reorganisation of the entire retail network.
It will cost approx. PLN 1bn. In 2006, all our
company-owned stations in Poland (approx.
1,020 stations) will offer top quality services
and their sales volumes will be comparable to

those reported by western companies.
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Wholesale 2003 Volumes

* Our aggregate domestic sales and exports on
the wholesale market in 2003 amounted to
5,886,000 tonnes of fuels, down by 0.8%
relative to 2002.

¢ Domestic fuel sales were 5,462,000 tonnes.

¢ Sales of diesel and Jet A-laviation fuel
increased, while the wholesale volumes of
gasoline and Ekoterm Plus fuel oil

decreased.
WHOLESALE OF FUEL (THOUSANDS OF TONNES)

2002 2003 change

Gasoline 1,876 1,674 -10%
Diesel 2,207 2,379 7.8%
Jet A-1 266 294 10.5%
Ekoterm Plus 1,585 1,539 -2.9%
Total 5,933 5,886 -0.8%
Exports

* Exports of fuels in 2003 accounted for 7.2%
of the total wholesale volume of fuels.

¢ In 2003 we sold abroad 424,000 tonnes of
fuel, i.e. 30% more than in 2002. We
increased exports of gasoline by 66%.

* The key foreign markets for our exported
fuels are the Czech Republic, Hungary, and

Slovakia.

EXPORTS OF FUELS (THOUSANDS OF TONNES)

2002 2003 change

Gasoline 136 226 66.2%
Diesel 162 161 -0.6%
Jet A-1 29 37 27.6%
Total 327 424  29.7%
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In 2003 we achieved an inland premium of e« Allliquid fuels marketed by PKN ORLEN are

PLN 404m, which is 29.5% down from last of a superior quality. The quality is subject to
year. The 2002 data was adjusted in line with constant supervision, from the production
the new calculation methodology to ensure process to the delivery of fuel to the final
comparability of periods. (The adjusted value of customer.

the 2002 inland premium was PLN 573m.) * We guarantee a constant high quality of our

fuels and their availability countrywide.

* In 2003, Ekoterm Plus was nominated for

* In 2003, we recorded a ca. 5% drop in gaso- the promotional award “TERAZ POLSKA”

line consumption and ca. 20% growth of (“Now Poland”).

diesel consumption relative to 2002. Fuel oil

consumption remained flat compared to

2002. PKN ORLEN’S SHARE IN DOMESTIC FUELS MARKET
* We observe a constant growth of competi-

tion, resulting from high refining margins. esu  O% 66%
* Despite the introduction of new excise reg- L) =k o 3% -

ulations, the grey economy continues to

adversely affect sales of our fuels.

In 2003, we renounced the price war and con-
2001 2002 2003
centrated on margin maximisation, at the cost

of a temporary decrease in our market share.
Gasoline

Diesel

B ckoterm
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Objectives and Plans for 2004 Petrochemicals
* Increase the wholesale of light products by ¢ In 2003, PKN ORLEN sold 1,066,200

8%. tonnes of petrochemicals, up by 1.9% in
* Increase sales volumes under long-term con- comparison with 2002.

tracts with foreign companies. * The sales structure changed significantly fol-
* Introduce short-term contracts. lowing the establishment of the joint-ven-

ture Basell Orlen Polyolefins, which is cur-
rently the key customer for the ethylene
and propylene produced in Ptock. This is
why the highest sales growth was seen in
these products. On the other hand, the con-
tribution of PKN ORLEN's production assets
to the new company (Basell Orlen
Polyolefins) resulted in a significant drop in
sales of plastics.

* The growth in sales of orthoxylene, paraxy-
lene, benzene, phenol, and acetone was

possible thanks to the planned increase in

production yields.

SALES OF PETROCHEMICALS

2002 2003 Dynamics

Groups of products and goods Volume (thousands of tonnes) 2003/2002
Polyethylene 160.8 27.2 16.9%
Polypropylene 143.3 27.6 19.2%
Phenol 50.4 52.8 104.7%
Acetone 31.6 33.2 105.2%
Ethylene 116.1 246.8 212.5%
Propylene 83.3 201.2 241.6%
Clycols 117.4 99.3 84.6%
Ethylene oxide 19.1 19.1 100.4%
Butadiene 52.0 44.6 85.7%
Benzene 75.4 76.4 101.3%
Orthoxylene 20.3 24.6 121.4%
Paraxylene 32.2 36.8 114.5%
Other petrochemicals 185.3 176.4 95.2%
Total petrochemicals 1,087 1,066 98.1%

28



Is there a direct relation between the size of the
inland premium and the crack margins?

There is no direct relation between the inland
premium and the crack margins. However, sig-
nificant changes of crack margins produce a
reverse effect on the inland premium. The
inland premium is driven by competition on
the domestic market, and therefore depends to
a large extent on the profitability of imports,
and obviously the cost of logistics. On the other
hand, crack margins depend on the supply and
demand prevailing on international markets.
However, when the crack margins are high, the
competitors, mostly importers, give up a por-
tion of their margin and resort to dumping
prices, which directly translates into a drop in
the inland premium of PKN ORLEN. If the
crack margin is very low, the competitors can-
not use dumping prices, which gives a larger

premium to PKN ORLEN.

What will be the possible effect of EU accession
on the inland premium?

The Polish market has operated as an open and
fully liberalised market for a few years now. | do
not believe that joining the EU will have an
adverse effect on our inland premium (we
expect it to decrease slowly in the long term).
However, there is a possibility of intensified com-
petition from the companies from beyond our
eastern border. But following the accession, our
market will enjoy additional protection in the
form of customs duty on refining products, which

should help us to fight off the competition.

How will the new, EU requirement increasing
the mandatory stocks to the equivalent of 90
production (sales) days, affect the Company’s
performance?

Immediately after the work on Poland’s acces-
sion began, we considered the necessity to
comply with this requirement. That is why we
turned our attention to the salt caverns in IKS
Solino. The cost of stocks storage in the caverns
remains at a similar level, so even a material
increase in the stocks should not adversely
affect the financial performance of PKN
ORLEN. This will have a positive effect on the
SVA, through the cost of capital employed. Our
Value Based Management Programme facili-
tates identification of the effects which do not
show in the income statement, and which are

very important to the investors.
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Logistics

30

Storage Depots
As at the end of 2003, our storage facilities con-
sisted of 20 storage depots. In 2004, we plan to

discontinue operations of seven storage depots.

Restructuring of Storage Depots

In 2003, we identified 13 ineffective storage
depots within our logistics structure. These
facilities do not comply with EU environmental
protection requirements, and owing to their
poor technical condition and unsuitable loca-
tion their potential modernisation would be

unprofitable.

Adaptation to the EU’s Requirements

The storage depots in Ostréow Wielkopolski and
Mosciska comply with all requirements under
the EU regulations, including those concerning
the air-tightness of storage and handling
processes.

Because the depots are located on the routes of
long-distance pipelines, they have been desig-
nated in the investment plan for expansion in
order to increase the capacities for storing
mandatory stocks of liquid fuels. The comple-
tion of the second stage of the modernisation
programme is anticipated in the second quarter

of 2004.

Storage Depot in Ostrow Wielkopolski

In 2003, the aggregate sales of products at the
storage depot in Ostrow Wielkopolski reached
273,600 tonnes, while 2004 sales are planned
at approximately 345,000 tonnes. The depot’s
capacity is 55,000 m? of fuel. We began trans-
porting fuel via the Ptock-Ostréw Wielkopolski
pipeline, with the result that our savings in
2003 from the difference between the railway

and pipeline tariffs reached PLN 5.2m.



Modernisation

We estimate the modernisation costs of the
other storage depots at ca. PLN 213.2m.

In November 2003, the modernisation budget
for the six depots designated for operation as
part of PKN ORLEN'’s target logistics network
was approved. In the second quarter of 2004
the Management Board will decide on a poten-
tial modernisation of the remaining five storage
depots which will continue to be used for fuel

trading.

Naftobazy

PKN ORLEN uses only six out of the 22 fuel
depots owned by the State Treasury. In 2003,
the turnover at these facilities increased from

3,880,000 tonnes to 4,140,000 tonnes.

PKN ORLEN obtained consent from the
Ministry of Economy, Labour and Social Policy
for changing the structure of mandatory stocks
maintained in 2003: from the previous ratio of
50% fuel — 50% crude oil to 40% fuel — 60%
crude oil. As a result of the change, the cost of

storing mandatory stocks decreased by PLN 8m.

In 2003, the Company launched commercial
operations of the underground crude oil and fuel
storage depot located in IKS Solino. Over the
year approximately 754,000 tonnes of crude oil
and fuel were pumped into the underground
depot, with 1,035,000 tonnes stored at the facil-
ity as at the end of the year. It allowed PKN
ORLEN to fully meet the requirements with

respect to creating and maintaining statutory

mandatory stocks. At the end of 2006, as the

subsequent investment projects are carried out,
our storage capacities will reach over 4,300,000
tonnes. It should be noted that the storage oper-
ations are carried out at one of the largest, most
advanced and at the same time most environ-
mentally friendly underground liquid hydrocar-

bon storage facilities in Europe.

In 2003, our Railway Transport Division carried
out our own railway transport operations based
on a license. The Company achieved the pro-
jected savings of over 20% relative to the trans-
port costs which would have been incurred if
the transport services were provided by a third-

party carrier.
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* Discontinue commercial operations of

* Reduce the unit cost of primary logistics to . .
another seven ineffective storage depots.

approximately PLN 50.70 per tonne (ca. ) o )
* Establish the Integrated Logistics Operator in

12%) and secondary logistics to approxi- ) ] )
cooperation with VOPAK, the strategic
mately PLN 26.20 per litre (ca. 24%), i.e. . .
investor selected by Nafta Polska SA in the
achieve the level of costs typical of interna-

privatisation process of Naftobazy Sp. z o.0.

tional oil companies. ) ] )
The basic assumptions of the transaction

* Complete the modernisation of storage ) ) )
structure and the project’s financial model
depots in  Ostrow Wielkopolski and
were developed by the end of 2003.

Mosciska. . .
* Continue development of own railway
transport facilities.
THE NETWORK OF FEEDSTOCK AND PRODUCT PIPELINES
] BM 31 Gdarisk
BM 32 Gdarisk
ORLEN Morena BM 33 Gdansk BM 61 Gutkowo
Stawno
B BM 94 Swinoujécie Pomerania o
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= et AL
Rejowiec Pipeline

BM 101 Moésciska

BM 93 Nowa Sol Koluszki ORLEN Petroprofit
] ) Niemce
BM 74 Ostrow WIkp. - |
BM 51 Lublin
5] O Kawice

BM 112 Bolestawiec W Boronow

BM 111 Wroctaw
ORLEN Petrotank

lact . W VG Radzionkéw Widetka
BM 41 Blachownia Il BM 42 Katowice Ligota ]
W Rafineria Trzebinia
5]

BM 81 Olszanica BM 82 Zurawica

Crude pipelines PKN ORLEN storage depots

Regional market operators

Product pipelines

PKN ORLEN pipelines Naftobazy

IVG Radzionkéw

> 1

Plock refinery

O B O H &

IKS Solino

32






Refining

* Crude oil throughput in 2003 amounted to

11,724,000 tonnes and was 6% lower com-
pared with 2002. The main cause of the
decrease was the temporary shut-down of
the hydrocracker during its modernisation.
Given the changed fuel demand structure in
Poland we reduced the production of gaso-
line and increased the production of diesel
and aviation fuel. Following the improve-
ment of efficiency in the crude oil distillation
and desulphurisation processes we reduced
the share of the more expensive low-sulphur
oil in the total volume of the processed feed-
stock from 3% in 2002 to as little as 1% in
2003.

White products yield, following the mod-
ernisation of the hydrocracker, grew from
78.40% in 2002 to 79.73% in 2003.

Fuel production efficiency in 2003 grew by
nearly 2%: from 65.50% in 2002 to 67.26%.

In 2003 we introduced significant changes in

the quality structure of our basic engine fuels.

PRODUCTION VOLUMES IN 2002-2003 (THOUSANDS OF TONNES)

Crude oil throughput
Total gasoline

Engine gasoline

Diesel

Jet A — 1 aviation fuel
Ekoterm Plus

LPG

Fuel yield %

White product yield %

2001

12,318
8,409
3,176
2,759

283
1,974
216
68.26
79.72
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2002 2003 Change
2003/2002

12,474 11,724 6%
8,175 7,886 -3.5%
2,979 2,767 -7.1%
3,020 3,071 1.7%
263 301 14.4%
1,705 1,531 -10.2%
206 216 1.5%
65.50 67.26 1.76%
78.40 79.73 1.33%



Gasoline

In 2003 the volume of gasoline containing the
biocomponent (EETB = min. 5%) represented
61% of the total volume of our engine gasoline.
The volume of gasoline containing less than
150 ppm of sulphur and less than 1% of ben-
zene amounted to 2,767,000 tonnes, repre-
senting 100% of the gasoline produced. (The
average sulphur and benzene content in engine
gasoline in 2002 amounted to 200 ppm and
1.17%, respectively, while in 2003 it was 106
ppm and 0.71%).

Diesel

In mid-2003 we began to produce Standard 25
city diesel and discontinued the production of
Standard 50. The new fuel contains two times
less sulphur and has very good low-tempera-
ture parameters, so it may be used under the
harshest winter conditions: down to a temper-
ature of -34 degrees centigrade. It considerably
reduces the content of toxic compounds in the
engine exhaust gas. Standard 25 city diesel has
been awarded the European Medal by the
Office of the Committee for European

Integration and the Business Centre Club.

Modernisation of the hydrocracker

The modernisation of the hydrocracker, carried
out in June and July 2003, was designed to
improve the unit’s throughput capacity and
replace the catalyst in its reactors. The new cat-
alyst has made it possible to increase the yield
of diesel fractions and reduce gasoline frac-
tions. The process involved replacement of
some of the equipment and fixtures, as the
throughput capacity was increased by 30%,

from 325 to 425 tonnes of the oil feedstock.

The upgrade resulted in a substantial growth of
low-sulphur components (sulphur content

below 1 ppm ) in diesel.

Construction of the ethanol dosing unit -
BIOFUELS
The unit is designed to work at a capacity of

150,000 tonnes of alcohol gasoline a month.
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Cracking Gasoline Desulphurisation

In 2003 we decided to improve the cracking
gasoline desulphurisation process. This invest-
ment will enable us to produce gasoline com-
pliant with the standards which will become
effective in the EU after 2005. We have already
selected contractor to prepare the unit’s tech-
nical design. The facility, scheduled to be
launched at the end of 2005 or beginning of
2006, will be used to desulphurise the gasoline
from the CC Il Unit, which has the highest sul-

phur content among gasoline components.

CRUDE OIL THROUGHPUT AND FUEL YIELD

(THOUSANDS OF TONNES)

12,318 12,474
11,724
8,409
8,175 I 7,886
2001 2002 2003

I Crude oil throughput

Fuel yield

Aromatics Extraction

Another investment will be the modernisation
of the Aromatics Extraction Unit. It is expected
to optimise the management of the aromatic
streams produced in the refining and petro-
chemical processes at the Main Plant in Plock.
The modernisation will allow us to increase
benzene production to 22.4 tonnes per hour
and toluene production to 27.4 tonnes per

hour. Its completion is scheduled for 2005.

YiELD

79.72% 78.40% 2%

68.26% 67.26%

65.52%

2001 2002 2003

B Aol yield

White product yield



What is the level of investment outlay required
to adapt the fuel products of the Plant to the
requirements of the EU 2005 norm?

Our Plant is now fully prepared to meet the
requirements of the EU 2005 norm. According
to Wood McKenzie, the Ptock complex is one
of the ten most technologically advanced inte-
grated refining and petrochemical operations in
Europe. Nevertheless, we are currently execut-
ing two projects which will partly adapt our
procedures to the requirements scheduled to
come into force in 2009, and will result in
greater efficiency of the production processes.
These projects are: modernisation of the
Aromatics Extraction Unit and construction of
the cracking gasoline desulphurisation unit.
Relevant agreements with contractors have
already been signed and work has been sched-
uled to commence this year. The level of our
investment outlay towards the two projects is

estimated at approx. PLN 270m.

What is the effective capacity for crude oil pro-
cessing as compared to crude distillation
capacity?

At present, the effective capacity of the PKN
ORLEN refining and petrochemical complex in
Ptock is 13.1m tonnes of crude oil per year,
with all products meeting quality requirements
in force, and the economic targets achieved. It
is worth remembering though that the name-
plate capacity of our crude distillation units,
depending on the type of crude oil, is over 17m
tonnes annually. The investment projects we
are implementing now, designed to increase
deep processing, will facilitate more intensive
exploitation of this potential. Once the revamp-
ing of the Ethylene Cracker Il has been com-
pleted, our effective crude oil processing

capacity will grow to 13.8m tonnes per year.
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Petrochemical
segment
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Total petrochemical production decreased by
3.7%, from 1,164,000 tonnes to 1,121,000

tonnes.

Modernisation of Ethylene Cracker Il

Following the modernisation, the annual pro-
duction capacity of the unit will be increased to
660,000 tonnes of ethylene and 315,000

tonnes of propylene.

Basell Orlen Polyolefins

Basell Orlen Polyolefins (BOP) is a joint venture
established in 2003 by PKN ORLEN and Basell
Europe Holdings B.V., the largest polypropylene
producer in the world. Both companies hold
50% stakes in the joint venture. PKN ORLEN's
contribution to the new undertaking was an
integral part of the enterprise using qualified

personnel.

Basell Orlen Polyolefins Business

BOP produces and sells high-quality polyethyl-
ene (PE) and polypropylene (PP), sourced from
PKN ORLEN’s installations in Ptock. The com-
pany uses the latest state-of-the-art plastics pro-
duction technologies and operates an extensive
sales network distributing the Plock plant’s

products.

2003 Sales

* |n 2003, BOP sold 245,000 tonnes of Malen®
and 45,000 tonnes of the new products:
Hostalen® and Moplen®.

¢ Sales revenue totalled PLN 725,697,000.

Market Share
In 2003, Basell Orlen Polyolefins’ share in the
Polish polyolefins market reached 50%.



Plans and Obijectives for 2004-2005

2004

* Develop a world-class logistics and distribu-
tion centre to support customer service and
the distribution of increased volumes of
plastics.

 Construct polymerisation reactors.

2005

* Complete a polyolefins unit.

PRODUCTION VOLUMES OF SELECTED PETROCHEMICALS (TONNES)*

Change

2002 2003 2003/2002

Ethylene 116,111 246,899 112.6%
Propylene 81,551 201,000 146.5%
Butadiene 51,377 44,055 -14.3%
Phenol 50,726 52,577 3.6%
Acetone 31,430 33,277 5.9%
Glycol 115,870 96,665 -16.6%
Coolants 16,717 16,719 0.0 %
Solvents 48,383 18,082 -62.6%
Aromatics 222,461 236,618 6.4%
Sulphur 111,032 104,331 -6.0%

“ PKN ORLEN
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® Question to Janusz Wisniewski,
Vice-President, Production

and Development

It is estimated that EU market is experiencing
oversupply of polyolefins. Why has PKN ORLEN
decided to expand in this direction?

The current situation and prospects of the mar-
ket in Central Europe are very much different
from those prevailing within EU. The per capita
consumption of polyolefins is several times
lower and the growth of the market is
two-three times faster than in Western Europe.
Moreover, the Polish market is actually experi-
encing a deficit of polyolefins. Expansion into
this segment seems obvious. We have ensured
the safety of the project by selecting the
strongest partner for cooperation — the Basell
company. Basell is responsible for off-take and
distribution of products. Profitability of the
project is enhanced by the economies of scale
and full integration of the refining and petro-
chemical segment. We are optimistic about the
future prospects of the project and our opti-
mism is strengthened by Germany, Spain and
Great Britain planning to close three polyolefin

production plants in 2005.
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When and what kind of benefits can be expect-
ed to result from the investment projects?

First outcomes can be expected to materialise
as early as 2005. But an impact on profitability
of our petrochemical operations (increased
production of ethylene and propylene) and
refining operations (increased processing of
crude oil) will be visible in 2006. These effects
will be attributable to PKN ORLEN. As far as
BOP is concerned, extra gains will be generat-
ed as a result of consolidation of 50 % of its

profits.
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Employees Erplen

* As at the end of 2003, the ORLEN Group
employed a total of 15,133 staff.

* The headcount at PKN ORLEN at the end of
2003 was 6,287.

* In 2003 our employment number was
reduced by about 2,700 (1,000 in PKN
ORLEN) compared with the 2002 figure.

* Approximately 20% of the redundancies
were made under the Voluntary Retirement

Scheme.

HEADCOUNT IN PKN ORLEN

7,298

6,287

a B

2002 2003

Education

* In 2003, approximately 7,200 employees of
PKN ORLEN took part in various education-
al and training courses.

* The share of university graduates in the total
employment number increased by 4%,
which attests to the continuous professional

development of our personnel.

Implementation of the SAP HR
Module

In 2003, we commenced implementation of
the HR module on the My SAP platform. The

main objective of this initiative is to optimise
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human resources management processes, as 2003 REDUNDANCIES

well as to reduce personnel-related costs. 20%

14%

We continued to provide social benefits to
employees of PKN ORLEN, employees of the
ORLEN Group’s companies, retirees, sick
retirees and their families. We provided our

social services to employees of 30 Group com-

panies, with which we had signed an agree-
ment for common employee benefits. The total | Resremmig

number of employee benefits financed with the S A S e T
budgeted funds and paid in line with the Rules Other

for Employee Benefits was 36,578.

EMPLOYMENT BY EDUCATION EMPLOYMENT BY EDUCATION
(As AT DEC 31 2003) (As AT DEC 31 2002)

4% 6%
29%

11%

12%
52% 53%
I University I University
Secondary Secondary
Vocational Vocational

Elementary Elementary
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In March 2004, PKN ORLEN ranked first in the
industry in the Employer of the Year ranking
prepared by the Polish edition of the

Newsweek weekly.

PROGRESS OF THE VOLUNTARY RETIREMENT SCHEME

520

400

February 2004

- Projected number of

the Scheme participants
as at the end of March 2004

In order to mitigate the effects of restructuring,
in 2003 we introduced another scheme to
encourage employees entitled to retirement or
pre-retirement benefits to use these rights.
According to estimates, approximately 550
employees will have taken advantage of the

scheme by the end of 2004.
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As a result of amendments to the Labour Code
as well as changes in the corporate structure it
became indispensable to formulate new labour
by-laws for all Group companies. The relevant
work has commenced in December 2002 and
as early as in January 2003 the project was pre-
pared to constitute a basis for featuring individ-
ual by-laws for each company from the ORLEN
Group.

In accordance with the legal requirements,
each employer (The Group company) has
agreed its own labour by-laws with their
respective trade unions. Since May 2003 new
labour by-laws were in operation across PKN

ORLEN.
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Company ORLEN Brand

I mage * In 2003 we continued to build the image of
g the ORLEN brand and to further implement

our corporate visual identity system for the
Company and the ORLEN Group.
Marketing research has confirmed that the
strategy adopted was the right choice.

* Over the first half of 2003 a substantial
increase was recorded in the rate of sponta-
neous awareness of the ORLEN brand: it

rose from 40%" in 2002 to 66%" in 2003.
The respondents perceive ORLEN primarily as:

* Leader in fuel distribution (59%) *

* Provider of high-quality fuel (52%) **

* Modern company (39%) "

* Product brand (31%) *

* Network of the most modern service stations (30%) *

* Dynamically developing company (26%) "

ECONOMIC LEADERSHIP

As one of the largest companies in Poland, PKN
ORLEN has a material influence on the eco-
nomic development of the country and the
region. The ECONOMIC LEADERSHIP pro-
gramme makes it possible to present ORLEN as
the driving force for change, and a company
operating on an international scale. Under this
programme we support numerous scientific
and economic conferences. In 2003 the most

important of them were:

* 13% Economic Forum in Krynica under the
slogan “Enlargement of the European Union.
The first or the last stage of integration?”. The
Forum, dubbed the “Polish Davos”, featured
the conference “2M Polish International Oil
& Gas Summit”, with PKN ORLEN as the
honorary patron and an active participant.

** Source: Pentor, July 2003 - Poll on the quality of fuel offered at service stations.

Source: BPS Consultans Poland, June 2003 — Research — spontaneous awareness of names of service station networks and

brand name association.
46
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6" Central European Initiative Economic
Forum, in connection with Poland’s presi-
dency in the CEl, was held in Warsaw. The
Forum was attended by members of 17
Central and Eastern European Governments,
representatives of international organisations
(such as OECD, FAO, UNIDO), financial
institutions (e.g. the European Investment
Bank, the World Bank) and businessmen

from all over Europe.

Under the PATRON OF CULTURE programme
PKN ORLEN promotes Polish culture by partici-
pating in important cultural events.

Our commitment to this idea has been con-
firmed by the fact that in 2003 we sponsored

such events as:

* Ludwig van Beethoven Easter Festival in
Krakow,

* Bulat Okudjava Festival in Krakéw,

¢ Four Cultures Festival in t6dz,

* “LudZmierz Vespers” concert in Plock,

* Shanty Concerts organised in the Mazury

lake district.

National Museum in Warsaw

Our cooperation with such a prestigious institution

as the Museum contributes to our Company’s
image as a patron of culture — in this case support-
ing exhibitions and other important cultural events

organised in the Museum.

Auctions and Exhibitions
The ORLEN Group was awarded the status of
the “Golden Sponsor of the Auctions and

Exhibitions” organised by the “Blizniemu

swemu...” Foundation, which acts in support

of St. Brother Albert’s Aid Society, a non-gov-
ernmental charity organisation helping the

homeless and the poor.

As a SECTOR EXPERT the Company sponsored
the most important motor events in Poland:

* Rally of Poland

* Kormoran Rally

* ORLEN Trophy “4x4” — off-road rally

* Safe Driving School

At the moment we are the only Polish company
to have built its own, professional dirt-track rac-
ing team — ORLEN Team.

Our representatives first appeared in the 1999
Paris-Dakar Rally — they were motorcyclists,

Jacek Czachor and Marek Dabrowski. The cur-
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rent composition of the ORLEN Team dates
back to June 2003: besides Jacek Czachor and
Marek Dabrowski it now also includes tukasz
Komornicki and Rafat Marton, who make up the
crew of the dirt-track racing car. The Team’s
members repeatedly confirm their high-level
sports skills. They participate in the most impor-

tant sporting events, such as the FIM World Cup

eliminations, in which Marek Dabrowski won

the title of the Vice-Champion in 2003. Together
with Jacek Czachor he featured in the top ten of
the most prestigious rally in the world — Dakar
Rally. The motorcyclists of the ORLEN Team
were the first Poles in the history of this event to

finish the rally and perform so excellently.

During the 2004 Dakar Rally the ORLEN Team
also demonstrated its immense potential for
arousing media interest. The brand name
ORLEN frequently appeared in the news servic-
es of TVP1, Radio ZET, Super Express daily etc.
At the same time a new element was added to
the VITAY loyalty programme. Customers were
offered the possibility of redeeming their col-
lected points for awards from the limited
ORLEN Team Dakar 2004 collection. The pro-
motional goods included energy drinks under

the brand name of the ORLEN Team, prepared
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especially for that occasion. According to adver-
tising experts, the sponsoring of the racing team
is one of the largest projects of this type on the
market. We adopted a strategy of concentration
on a selected sponsoring field, in this case the
ORLEN Team, which has produced tangible
effects, demonstrating that being a market pio-
neer pays off. Thanks to the ORLEN Team the
ORLEN brand is associated by an increasing

number of drivers with a modern, dynamic
brand offering high-quality products, which

translates directly into sales growth.

JACEK CZACHOR - Motorcyclist, Team Captain
Jacek Czachor has been involved in motor
sports since 1981 and has won the Polish
Enduro Rally championship and vice-champi-
onship many times. He participated in the
Dakar Rally five times, and in 2000 finished in
46" position, thus becoming the first Polish
motorist to finish the most challenging off-road
rally in the world. In 2004, Jacek Czachor came
10, just behind the KTM factory team. When
a race is over, Jacek always takes time to check
his motorcycle. He spends his free time, the lit-
tle that he now has, with his family.

Date of birth: June 22" 1967, Warsaw; Height:

176 cm; Weight: 80 kg; Hobby: motor sports.



Success: first start in the Paris—Dakar Rally in
2000, when he came 46t and was the first ever

Pole to finish this tough rally.

MAREK DABROWSKI — Motorcyclist

Marek Dabrowski has been involved in motor
sports since 1989. Vice-Champion of the World
in 2003 and Second Vice-Champion of the
World in 2002. He has won the Polish Enduro

Jacek CZachor

Rally championship and vice-championship
many times. He was a member of the World
Championship winning team in the Enduro
Rallies of 1993. Four times participantin the
legendary Dakar Rally. In 2003, he was the first
Pole ever to come in the top ten in this tough-
est of races, taking the 9th position in general
classification. His favourite pastime, after train-
ing or racing, is surfing and snowboarding.

Date of birth: December 16" 1972, Warsaw;
Height: 183 cm; Weight: 76 kg; Hobby: snow-
boarding, windsurfing, motor sports; Success: his

family and his little son.

tUKASZ KOMORNICKI - Racing Driver
Cross-country racing driver in the Orlen Team,

son of Krzysztof Komornicki

(one of the most famous Polish racing drivers of

the 60s and 70s). His first racing experiences

were off-road events in Poland. He came 5" in
the 2003 World Cup, with a very creditable
14t position in the 2004 Dakar Rally, ahead of
such drivers as Colin McRae and Jutta
Kleinschmidt.

Date of birth: August 7t 1965, Krakéw; Height:
175 cm Weight: 76 kg Hobby: sports (skiing,
enduro, squash) Success: 2" place in the gen-

eral classification of Rallye d’Orient.

RAFAL MARTON - (Co-driver)

Participant in the World Rally Championship,
Europe Rally Championship and Polish
Championship; former pilot of Leszek Kuzaj
and Krzysztof Hotowczyc. Came 4™ in the
2003 World Cup in the Co-driver category.
Excellent 14t position in the 2004 Dakar Rally
Date of birth: May 7th 1971, Warsaw; Height:
175 cm; Weight: 78 kg; Hobby: enduro, wind-
surfing, water skiing, fishing; Success: participa-

tion in the 2002 Dakar Rally.

ORLEN
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Local Partner

As a LOCAL PARTNER, the Company is
involved in a number of events of vital impor-
tance to the Plock community. Besides the
many years of cooperation with, and the spon-
soring of, Wista Ptock (sports club) ORLEN also

supports other undertakings, not only of a

sporting nature. Some examples include:

* the concert of the Great Orchestra for
Christmas Charity in Ptock

* ORLEN POLISH OPEN, Poland’s
Championships in wheelchair tennis held
annually in Plock

¢ European Picnic

* Organising the celebrations on the
Chemist’s Day

* Cooperation with the Mazovian Museum,
the Plock Scientific Society, and the Ptock
Yachting Society, which involved organisa-
tion of numerous events of importance for

the town of Ptock

Friends of the Environment
programme

As an active participant of vital and public-inter-
est events, PKN ORLEN organised a campaign
for planting a new forest in the area of Puszcza
Piska (Piska Forest), which was destroyed by a

hurricane in 2002. The project was linked to
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the VITAY programme, so customers of our serv-
ice stations were also able to participate in it.
In 2003, in cooperation with the University of
Gdansk, we organised an action for the protec-
tion of the only mammal living in the Baltic Sea,
the porpoise, which has been placed on the
Red List of Threatened Species of the

International Union for Conservation of Nature.

As part of the FRIENDS OF THE ENVIRON-
MENT programme we also continued activities
designed to increase the convenience and
safety of tourism on the sailing route of the
Great Lakes of Mazury. In cooperation with the
Voluntary Water Rescue Service of Mazury we
marked the navigation obstacles on the route

and supplied the fuel for the rescue boats.

Patron of sport

PKN ORLEN, as an active leader of the eco-
nomic and cultural life in Poland, also promotes
sports. Under the PATRON OF SPORTS pro-
gramme we are sponsoring the Polish represen-
tatives during their preparations for the 2004
Summer Olympics in Athens and for the 2006
Winter Olympics in Turin.

D
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We support Polish Olympics Team
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