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Market environment 

 
• Crude oil and natural gas prices going up significantly (+24.8% or USD 13.28/bbl1 and +34.6% or 

USD 11.51/boe2 year on year, respectively) 

 

• A significant year-on-year decrease in the heavy fuel oil crack spread (down 64.9%), combined 

with a decline in the crack spreads for gasoline (down 16.3%), one of the key variables used to 

calculate LOTOS’ margin on ‘model barrel’  

 

• Average Brent/Urals spread in the quarter narrowed by USD 0.55/bbl year on year 

 

• Clear downward trend in quarterly average USD/PLN exchange rate (-16.3% year on year) and 

weakening of USD/PLN exchange rate at the quarter end (-2.0% quarter on quarter)  

 

• Decline in Grupa LOTOS’ model refining margin (accounting for the Urals/Brent spread), to USD 

6.38/bbl (down 13.1% year on year) 

 

 

Brent/Urals prices (USD/bbl), natural gas price (USD/boe) and USD/PLN exchange rate  

          Q1 2017             Q1 2018 

 

 

 

 

 

 

 

 

 

 

 

 

Source: In-house analysis based on Thomson Reuters and National Bank of Poland data.  

 

 

                                                           
1 Barrel of crude oil  
2 Barrel of oil equivalent  
3 Between February 21st and February 24th 2018, the natural gas prices reached 528.34% of the January 1st 2018 figure 
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Brent crude prices, Brent/Urals spread, gas prices and Grupa LOTOS’ model refining margin 

USD/bbl Q1 2018 Q4 2017 Q1 2017 
Q1 2018 /Q4 
2017 

Q1 2018/Q1 
2017 

DATED Brent FOB prices 3 66.87 61.40 53.59 8.9% 24.8% 

Brent/Urals spread 1.59 0.91 2.14 74.7% -25.7% 

UK NBP natural gas prices 4 44.73 38.42 33.22 16.4% 34.6% 

Model refining margin 5 6.38 7.07 7.34 -9.8% -13.1% 

Source: In-house analysis and Thomson Reuters. 

 

  

 Crack spreads 6 

USD/bbl Q1 2018 Q4 2017 Q1 2017 
Q1 2018 /Q4 

2017 
Q1 2018/Q1 

2017 

Gasoline 11.79 10.81 14.08 9.1% -16.3% 

Naphtha -0.86 1.93 2.87 - - 

Diesel oil (10 ppm) 15.38 14.92 13.51 3.1% 13.8% 

Light fuel oil 14.25 12.92 12.54 10.3% 13.6% 

Aviation fuel 16.48 14.26 13.24 15.6% 24.5% 

Heavy fuel oil -9.50 -7.65 -5.76 -24.2% -64.9% 

Source: Thomson Reuters 

 

 

Exchange rates 

USD/PLN Q1 2018 Q4 2017 Q1 2017 
Q1 2018 /Q4 

2017 
Q1 2018/Q1 

2017 

PLN/USD exchange rate at end of period 3.41 3.48 3.95 -2.0% -13.7% 

Average PLN/USD exchange rate 3.40 3.60 4.06 -5.6% -16.3% 

Source: In-house analysis based on National Bank of Poland data. 

Presented below are key factors contributing to the LOTOS Group’s performance in Q1 2018. 

• Feedstock and products 

                                                           
3 Source: Thomson Reuters 
4 To ensure comparability, the UK NBP natural gas prices were converted from USD/MWh to USD/boe, using the conversion factor of 

1.6282 MWh/boe. 
5 In line with the methodology applied by the Company, the model margin was computed based on Thomson Reuters data, which reflect 

long-term trends in prices based on which the Company conducts its trading activity. In a shorter term, the prices used to compute the 
model margin may differ from actual trading prices. 

6 Product crack spread is calculated as the difference between the price per barrel of a given product (price per tonne computed using the 
appropriate density factor) and the price of Urals crude (the Brent crude price adjusted for the Brent/Urals spread). 



Grupa LOTOS Management’s Discussion and Analysis of Q1 2018 consolidated results 

 

5 

   

 

o  Downstream segment  

Approximately 13.1% year-on-year decline in the model refining margin, with the refinery’s capacity 

utilisation at the maximum rate, translated into the downstream segment’s adjusted LIFO-based EBITDA 

in Q1 2018 of approximately PLN 323.7m (down 24.2% year on year)   
 

o  Upstream segment  

An increase in oil prices (up 24.8% year on year) and the UK National Balancing Point natural gas prices 

(up 34.6%) supported the upstream segment’s performance, alleviating the effect of a year-on-year 

decline in hydrocarbon sales volume (down 20.9%), resulting in the upstream segment’s adjusted 

EBITDA of PLN 204.7m (down 22.9% year on year) 
 

 

• Exchange rates 
 

o Significant decline in the average USD/PLN exchange rate for the quarter (down 16.3% year on year) 

had a negative impact on crack spreads and the downstream segment’s performance  

o Lower USD/PLN exchange rate at the quarter end (down 2.0% quarter on quarter) translated into gains 

on revaluation of foreign currency loans  
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Upstream segment 

• Increase in 2P hydrocarbon reserves by approximately 36.0% year on year following the 

reclassification of approximately 13 million boe of the Yme field reserves from C to 2P category 

• Increase in 2P hydrocarbon reserves by approximately 4.6% quarter on quarter following the 

extension of the production licence for the B3 field until July 29th 2031 

• The Norwegian Ministry of Petroleum and Energy’s approval of the plan for development and 

operations (PDO) for the Yme field 

• Hydrocarbon production volume in Q1 2018 at approximately 21.9 thousand boe/d7, down 12.8% 

year on year 

• A 22.9% year-on-year decrease in the Upstream segment’s adjusted EBITDA, to PLN 204.7m, 

mainly on the back of lower sales volumes in Q1 2018 

 

Crude oil and natural gas reserves, production and sales 

Crude oil and natural gas reserves as at (mboe)8 Mar 31 2018 Dec 31 2017 Mar 31 2017 

Norway 37.77 39.30 25.80 

Poland 50.83 45.20 38.10 

Lithuania 3.54 3.61 3.87 

Total 92.14 88.12 67.77 

 

Production (boe/d) Q1 2018 Q4 2017 Q1 2017 
Q1 2018 /Q4 

2017 
Q1 2018/Q1 

2017 

Norway 16,741 14,993 19,170 11.6% -12.7% 

Poland 4,358 4,861 4,942 -10.3% -11.8% 

Lithuania 832 874 1036 -4.8% -19.7% 

Total 21,931 20,728 25,148 5.8% -12.8% 

 

Production (boe) Q1 2018 Q4 2017 Q1 2017 
Q1 2018 /Q4 

2017 
Q1 2018/Q1 

2017 

Norway 1,506,690 1,379,363 1,725,306 9.2% -12.7% 

Poland 392,220 447,168 444,800 -12.3% -11.8% 

Lithuania  74,880 80,441 93,259 -6.9% -19.7% 

Total 1,973,790 1,906,972 2,263,365 3.5% -12.8% 

                                                           
7 Daily production = production in a period / number of calendar days  
8 2P – proved and probable reserves (SPE-PRMS classification) 
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Oil and gas sales (boe) Q1 2018 Q4 2017 Q1 2017 
Q1 2018 /Q4 

2017 
Q1 2018/Q1 

2017 

Norway 1,397,371 1,389,937 1,690,289 0.5% -17.3% 

Poland 169,972 545,956 303,785 -68.9% -44.0% 

Lithuania  49,843 92,264 47,650 -46.0% 4.6% 

Total 1,617,186 2,028,157 2,041,724 -20.3% -20.9% 

 

LOTOS Upstream (“LUPS”) 

With a view to ensuring effective delivery of the LOTOS Group Strategy for the upstream area, its corporate make-

up was reorganised. A new company – LOTOS Upstream (‘LUPS’) was established to manage the upstream 

segment. LUPS will be responsible for the following business and administrative functions: strategy and business 

development, asset portfolio management, corporate supervision, controlling and arrangement of external 

financing. LUPS will be pursuing the segment’s development plans through its subsidiaries: LOTOS Norge (on 

the Norwegian Continental Shelf), LOTOS Geonafta (in onshore licence areas in Lithuania), Baltic Gas 

(implementation of the Baltic Gas Project in B4/B6 gas fields), and LOTOS Upstream UK Limited (in the British 

sector of the North Sea). LOTOS Petrobaltic will focus on upstream operations and services in the Baltic Sea 

area.  

As part of the upstream segment reorganisation process, on December 12th 2017 a transaction was closed in 

which LOTOS Petrobaltic S.A. sold to LUPS all its shares in LOTOS E&P Norge AS of Norway and AB LOTOS 

Geonafta of Lithuania. In addition, on April 3rd 2018, LOTOS Petrobaltic (as the seller) and LOTOS Upstream (as 

the buyer) entered into agreements and closed transactions whereby LUPS acquired the Baltic Gas project assets 

(development of B4/B6 gas fields in the Baltic Sea).  

Moreover, with a view to expanding the upstream activities in the British sector of the North Sea, on January 3rd 

2018 LOTOS Upstream UK Limited (a wholly-owned subsidiary of LUPS) was registered. Dr Gavin Graham was 

appointed the company’s CEO. In Q1 2018, LOTOS Upstream UK Limited was engaged in the identification and 

assessment of potential production assets to acquire on the British shelf. 

 

 

 

 

 

 

 



Grupa LOTOS Management’s Discussion and Analysis of Q1 2018 consolidated results 

 

8 

   

LOTOS Petrobaltic S.A. (“LPB”) 

Baltic Sea licences held by the LOTOS Petrobaltic Group as at March 31st 2018 

 
Source: In-house analysis.  

In Q1 2018, LPB continued to produce crude oil from the B3 field in the Baltic Sea Pursuant to the Minister of the 

Environment’s decision of February 23rd 2018 (received by LPB on March 6th 2018) extending the licence term 

(until July 29th 2031) and providing for the possibility of conducting additional geological work on the field, the 

volumes of the B3 field’s documented recoverable reserves of crude oil and natural gas were changed. 

The SPV B8 Sp. z o.o. Baltic S.K.A. (“SPV B8”) ran initial production operations in the B8 oil field in the Baltic Sea 

and worked on converting an oil platform into a production hub in the field. In March 2018, the second stage of 

the project to convert the Petrobaltic rig into an offshore oil production hub in the B8 field was completed with the 

installation of four modules, namely the crude oil separation system (M3), gas compression and export system 

(M1), water injection system (M2), and power system (M4) with a turbogenerator using separated gas as the basic 

fuel to power the platform.  

As part of exploration activities under: 

• the Kamień Pomorski licence, an analysis of the findings of a geological survey of the Stawno-1 

exploratory well was completed. After no hydrocarbon flow to the well was detected, the well was 

decommissioned. Documentation work is currently in progress. 

• the Górowo Iławeckie licence, field work related to the acquisition of 3D seismic data was completed. 

• the Młynary licence, the 2D seismic surveys was rescheduled for Q2 2018 due to unfavourable terrain 
conditions. Land surveying work was commenced and data is planned to be acquired as of May 2018. 

• the Łeba-Rozewie-Gotland licence, 2D and 3D field seismic data was transferred for reprocessing. The 
procedure of selecting a contractor to prepare a feasibility study of geophysical survey (gravimetry, 
magnetotellurics) is under way. 

LOTOS Petrobaltic, in partnership with CalEnergy Resources Poland Sp. z o.o., continued preparations to develop 

the B4/B6 gas fields as part of the Baltic Gas Project.  
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LOTOS Exploration & Production Norge AS (LOTOS Norge, LEPN) 
 

Licences held by LOTOS Exploration & Production Norge AS at March 31st 2018  

 
Source: In-house analysis.  

In Q1 2018, LOTOS Norge, operating in a consortium, produced natural gas and condensate from the Atla, Vale, 

Skirne, and Heimdal fields (Heimdal assets) and from the Sleipner Ost, Sleipner Vest, Loke and Gungne fields 

(Sleipner assets).   

The volume of production from the Heimdal area was affected by production stoppages on the Vale, Skirne, and 

Heimdal fields. From June 7th 2017 to January 10th 2018, production on the Vale field was stopped. After 

production from the Vale field was resumed on January 10th 2018, good production figures were recorded. 

However, about one week later production was stopped again on the entire Heimdal platform after leaks were 

discovered in heat exchangers. Production on the Heimdal platform was resumed on January 27th 2018, with the 

exception of the Vale field, where separate analyses of the impact on the extraction process were carried out.  

In Q1 2018, duration of production stoppages was 17.6 days on the Skirne field, 67 days on the Vale field, and 

40 days on the Heimdal field. The downtime led to reduction of production volumes from the Vale and the Heimdal 

fields by approximately 46,000 boe and 15,000 boe, respectively. 

As part of the Yme project, on October 27th 2017 the YME licence partners approved the Plan for Development 

and Operation of the Yme field (PDO), which was submitted for approval to the Norwegian Ministry of Petroleum 

and Energy on December 19th 2017. The plan was approved by the Ministry of Petroleum and Energy on March 

23rd 2018. The LOTOS share of the Yme field’s recoverable reserves is 12.9 million bbl of crude oil. Commercial 
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production from the field is planned to be launched in the first half of 2020. According to the approved PDO, capital 

expenditure on development of the YME field is estimated at approximately USD 190m for LOTOS’ interest. 

In Q1 2018, development of the Utgard field was continued. The field’s operator is Statoil, and the development 

is carried out under a fast-track model, leveraging synergies with the existing Sleipner hub infrastructure. The 

recoverable reserves of the Utgard field are estimated at 8.1 mboe for LOTOS’ interest. The launch of commercial 

production from the field is scheduled for early 2020. In the first five years of operation, an annual production 

volume of 4,000 boe/day is expected for the LOTOS share.  

Moreover, under the annual APA (Awards in Predefined Areas) 2017 licensing round, on January 16th 2018 two 

new exploration and production licences on the Norwegian Shelf were offered by the Norwegian authorities to 

LOTOS Norge, namely PL918S and PL910. LOTOS Norge accepted the offer by signing, on March 8th 2018, 

relevant agreements with the Ministry of Petroleum and Energy. The PL918S licence is located west of the 

Heimdal hub, covering the Peik discovery, which can be developed through a tie-in to existing Heimdal 

infrastructure. The operator of the licence is Statoil with an interest of 75%. LOTOS Norge’s interest is 25%. The 

PL910 licence is located north-east of the Yme field, covering identified prospects, which, if confirmed, could be 

developed using the Yme field infrastructure. The licence operator is Repsol (61.111% share); other licence 

partners are LOTOS Norge (22.222%) and OKEA (16.667%). The new licences are part of a strategy to expand 

operations in Norway by strengthening the company’s position around existing hubs and effectively developing 

new fields through existing or newly built infrastructure. Following approval of the new licences by the Company’s 

governing bodies, the total number of LOTOS Norge’s will increased to 28. 

AB LOTOS Geonafta Group  

Licences held by the AB LOTOS Geonafta Group as at March 31st 2018 

 
Source: In-house analysis.  

In Q1 2018, companies of Lithuania’s AB LOTOS Geonafta Group focused on optimising production from the 

existing onshore oilfields: Girkaliai, Kretinga, Nausodis and Genciu, Vezaiciai, Liziai, Abling.  
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Upstream − key financial data 

PLNm Q1 2018 Q4 2017 Q1 2017 
Q1 2018 /Q4 

2017 
Q1 2018/Q1 

2017 

Revenue 296.7 389.8 368.6 -23.9% -19.5% 

EBIT 146.0 102.3 182.4 42.7% -20.0% 

Depreciation and amortisation 58.7 75.2 83.1 -21.9% -29.4% 

EBITDA 204.7 177.5 265.5 15.3% -22.9% 

Adjusted EBIT 9 146.0 141.8 182.4 3.0% -20.0% 

Adjusted EBITDA 204.7 217.0 265.5 -5.7% -22.9% 

 

A decline in the upstream segment’s revenue in Q1 2018 (year on year and quarter on quarter) was mainly 

attributable to a decrease in sales volumes of crude oil produced from the Polish fields (down 44.0% year on year 

and 68.9% quarter on quarter) due to the logistics of product delivery (the volume of oil produced did not match 

the volume of oil sold), and to a drop in the average USD/PLN exchange rate for the quarter.  

The decrease in the segment’s depreciation and amortisation charges reflected a change in the units-of-

production method estimates for the assets of offshore oil and gas extraction facilities in Norway following an 

increase in the Sleipner and Heimdal recoverable reserves at LOTOS Norge.  

A decline in the upstream segment’s adjusted EBITDA in Q1 2018 resulted mainly from lower sales volume and 

depreciation of the US dollar against the złoty. 

 

 

 

 

 

 

 

 

 

 

 

                                                           
9
 Net of non-recurring items:  

• Q4 2017: net effect of impairment losses on assets, losses on discontinued projects and revision of provisioning estimates, totalling 
approximately PLN -39.5m 
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Downstream segment 

 

• Maximum capacity utilisation of the Grupa LOTOS refinery  

• Decrease of the downstream segment’s adjusted LIFO-based EBITDA to PLN 323.7m (down 24.2% 

year on year) due to a drop in refining margin, lower USD/PLN exchange rate, and reduced trading 

margin in Q1 2018  
 

Crude slate 

‘000 tonnes Q1 2018 Q4 2017 Q1 2017 
Q1 2018 /Q4 

2017 
Q1 2018/Q1 

2017 

Crude oil processed by the Gdańsk 
refinery 

2,560.2 2,700.1 1,924.4 -5.2% 33.0% 

including: 

 Urals crude  1,566.5 2,080.5 1,313.3 -24.7% 19.3% 

 Rozewie crude  41.6 50.4 26.5 -17.5% 57.0% 

 Lithuanian crude 8.6 7.1 11.7 21.1% -26.5% 

 Lubiatów crude 76.3 69.6 54.3 9.6% 40.5% 

 Other 867.2 492.5 518.6 76.1% 67.2% 

 

In Q1 2018, the refinery’s capacity utilisation rate was 100%. The refining operations were stable, with throughput 

at 2,560.2 thousand tonnes of crude oil.  

EFRA (Effective Refining), Grupa LOTOS’ key project, was a continuation of a wider effort to upgrade the LOTOS 

refinery through natural expansion of the deep crude oil processing configuration achieved under the 10+ 

Programme.  

Further enhancement of the conversion complexity, supported by synergies offered by the Gdańsk refinery’s 

existing infrastructure, will help increase the refining margin on every processed barrel of oil by around USD 2. 

The EFRA units will turn out approximately 900 thousand tonnes of high-margin fuels per year.  

In Q1 2018, construction, assembly and start-up activities were continued on individual units, including 

installations, auxiliaries and general infrastructure. In February, construction and assembly work was completed 

on the Hydrogen Generation Unit (HGU), one of the three key units of the EFRA Project, as well as on the new 

condensate station and further inter-plant pipeline systems. Tests and trials of the natural gas reduction station 

were ended. All the work related to the construction of an amenity building for the personnel operating the 

DCU/CNHT and the HGU units as well as the development of the area around the building was completed. As at 

March 31st 2018, the progress of design, procurement, construction and assembly work under the EFRA Project 

was 93.7%. 

As the risk of failure to meet the RFSU deadline for the coking unit has actually materialised (see Current Report 

No. 2/2018 of the Management Board of Grupa LOTOS S.A. of January 12th 2018), negotiations with the general 

contractor of the DCU/CNHT unit (KT - Kinetics Technology S.p.A) are under way to agree on a realistic work 

schedule. As a result of the delay in the contractual ready-for-start-up date, the target financial effects of the EFRA 

Project operation will not yet fully show in the Group’s consolidated results for 2018. 
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Refining products 10 

Total output (‘000 tonnes) 

Q1 2018 Q4 2017 Q1 2017 
Q1 2018 /Q4 

2017 
Q1 2018/Q1 

2017 

2,729.5 2,911.6 2,323.8 -6.3% 17.5% 

Gasolines 412.4 409.3 323.7 0.8% 27.4% 

Naphtha 154.7 126.8 112.3 22.0% 37.8% 

Diesel oils 1,155.6 1,317.8 1,063.6 -12.3% 8.6% 

Light fuel oils 84.8 83.6 87.7 1.4% -3.3% 

Jet fuel 139.8 136.8 75.4 2.2% 85.4% 

Heavy products11 465.5 514.9 400.2 -9.6% 16.3% 

Other12 316.7 322.4 260.9 -1.8% 21.4% 

 

Sales structure in the downstream segment 

‘000 tonnes 

Q1 2018 Q4 2017 Q1 2017 
Q1 2018 /Q4 

2017 
Q1 2018/Q1 

2017 

2,795.9 3,126.6 2,272.0 -10.6% 23.1% 

Gasolines 415.7 408.6 354.5 1.7% 17.3% 

Naphtha 154.7 126.8 112.3 22.0% 37.8% 

Diesel oils 1,167.3 1,357.6 1,104.2 -14.0% 5.7% 

Light fuel oils 84.0 83.7 84.9 0.4% -1.1% 

Jet fuel 126.7 143.0 49.6 -11.4% 155.4% 

Heavy products13 448.0 542.3 386.0 -17.4% 16.1% 

Crude oil for resale14 194.9 259.1 0.0 -24.8% - 

Other petroleum products15  204.6 205.5 180.5 -0.4% 13.4% 

 

 

 

                                                           
10 The difference between the volume of crude oil processed and output of products stems from the fact that, apart from crude oil, the 

processing units and finished product blenders receive biocomponent streams, enhancing additives and middle distillates purchased from 
third-party suppliers. 

11 Heavy fuel oil and bitumen components 
12 Other products include fuel and industrial gases, sulfur, base oils, xylene fraction, LPG, bunker fuel, extracts, refinates, and slack wax. 
13 Heavy fuel oil and bitumen components 
14crude oil trading, under contracts with the Material Reserves Agency  
15 Other products include gas liquids, base oils, lubricants, sulfur, xylene fraction, slack wax, reformate, bunker fuels, plasticizer. 
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Polish oil products market and LOTOS Group’s sales in 2018 − Q1 2018 data  

In Q1 2018, consumption of liquid fuels (i.e. diesel oil, gasolines and light fuel oil) in Poland grew 5.9% year on 

year. Consumption of diesel oil rose 5.9%, consumption of gasoline increased 7.3%, and consumption of light fuel 

oil remained similar as in 2017.  

 

Motor gasoline 

 

Gasoline consumption grew 7.3% in Q1 2018. By contrast, total sales of gasoline by the LOTOS Group grew 

17.2% in Q1 2018 mainly on higher export sales and output adjustment to maximise the refining margin. 

In Q1 2018, the average global crack spread for gasoline fell by USD 2.3/bbl year on year.  

 

Motor gasoline – average monthly crack margin, USD/bbl (January 2017–March 2018) 

       Q1 2017             Q1 2018  

 

  

 

 

 

 

 

Source: In-house analysis based on Thomson Reuters data. 

 

Diesel oil 

2018 saw a continued growth in demand for diesel oil. In Q1 2018, diesel oil consumption grew 5.9%. With sales 

up by 5.7% year on year, the LOTOS Group followed the market trend. The increase was mainly an effect of 

higher domestic sales. 

In Q1 2018, the average global crack spread for diesel oil went up by USD 1.9/bbl year on year.  
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Diesel oil – average monthly crack margin, USD/bbl (January 2017–March 2018) 

        Q1 2017                 Q1 2018 

  

 

 

 

 

 

 

Source: In-house analysis based on Thomson Reuters data. 

 

Heavy fuel oil 

Sales of heavy fuel oil by the LOTOS Group in Q1 2018 improved in comparison with Q1 2017, as a result of 

lower base effect attributable to the maintenance shutdown in Q1 2017. Heavy fuel oil is a by-product, and its 

output and (mainly export) sales volumes are due to the high utilisation of production capacities in Q1 2018.  

In Q1 2018, the average negative heavy fuel oil crack spread on global markets was USD -9.44/bbl, having 

deteriorated USD 3.67/bbl year on year. 

 

 

Heavy fuel oil – average monthly crack margin, USD/bbl (January 2017–March 2018) 

 

 

 

 

 

 

   

 Q1 2017            Q1 2018  

Source: In-house analysis based on Thomson Reuters data. 
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Light fuel oil 

In Q1 2018, consumption of light fuel oil remained similar as in 2017. On the home market, the LOTOS Group 

recorded a 1% year-on-year decrease in sales of light fuel oil in the period. 

 

 

Downstream − key financial data 

PLNm Q1 2018 Q4 2017 Q1 2017 Q1 2018 /Q4 2017 
Q1 2018/Q1 

2017 

Revenue 6,091.2 6,791.7 5,180.7 -10.3% 17.6% 

EBIT 290.3 630.9 404.3 -54.0% -28.2% 

Depreciation and amortisation 124.4 129.9 143.9 -4.2% -13.6% 

EBITDA 414.7 760.8 548.2 -45.5% -24.4% 

LIFO-based EBIT 115.3 433.4 281.5 -73.4% -59.0% 

LIFO-based EBITDA 239.7 563.3 425.4 -57.4% -43.7% 

Adjusted LIFO-based EBITDA 16 323.7 547.2 427.2 -40.8% -24.2% 

 

 

The downstream segment’s revenue was up 17.6% year on year as a result of a 23.1% rise in segment’s sales 

volumes. In Q1 2018, the segment’s average net selling price was PLN 2,179 per tonne, having decreased 4.4% 

year on year, chiefly on lower average USD/PLN exchange rate in the quarter. 

The 10.3% quarter-on-quarter revenue decline in the downstream segment reported in Q1 2018 was mainly led 

by lower sales volume (down 10.6%).  

 

 

In Q1 2018, adjusted LIFO-based EBITDA of the downstream segment came in at PLN 323.7m, down 40.8% 

quarter on quarter. The year-on-year decrease in adjusted LIFO-based EBITDA by 24.2%, or PLN 103.5m, was 

mainly due to: 

• 13.1% reduction in model refining margin, 

• 16.3% decrease in the average USD/PLN exchange rate for the quarter, affecting the refining margin and 

the trading margin, 

• lower trading margins, a consequence of the obligation to implement the National Indicative Target.  

 

 

Number of service stations in the LOTOS network as at March 31st 2018 

                                                           
16 EBITDA including the LIFO effect of inventory measurement and excluding theoretical write-downs on LIFO-measured inventories and the 

impact of measurement of a portion of the crude oil based on prices considerably higher than current prices (a limitation inherent in the 
LIFO-based measurement methodology) on the LIFO effect, net of exchange differences on operating activities and, additionally for Q4 
2017 – impairment losses on service stations, and for Q4 and Q1 2017 – settlement of the Spring 2017 maintenance shutdown costs. 
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Mar 31 

2018 
Dec 31 

2017 
Mar 31 

2017 
Q1 2018 -Q4 

2017 
Q1 2018 -Q1 

2017 

488 493 487 -5 1 

CODO 304 305 300 -1 4 

 including: LOTOS OPTIMA 121 121 121 0 0 

DOFO 184 188 187 -4 -3 

 including: LOTOS OPTIMA 81 83 84 -2 -3 

 

As at the end of March 2018, the LOTOS Group operated a network of 488 service stations. Compared with the 

end of 2017, five stations (including one CODO station and four DOFO stations) were closed down.  

Polish retail market as at March 31st 2017 

 

Source: Polish Organisation of Oil Industry and Trade (POPiHN).  

Retail − key financial data 

PLNm Q1 2018 Q4 2017 Q1 2017 
Q1 2018 /Q4 

2017 

Q1 2018/Q1 

2017 

Sales volume (‘000 tonnes) 283.8 299.8 255.0 -5.3% 11.3% 

Revenue 1,421.1 1,497.6 1,287.3 -5.1% 10.4% 

EBIT 9.0 -16.8 2.2 -153.6% 309.1% 

Depreciation and amortisation 17.2 18.2 17.8 -5.5% -3.4% 

EBITDA 26.2 1.4 20.0 1,771.4% 31.0% 

Adjusted EBIT  9.0 12.0 2.2 -25.0% 309.1% 

Adjusted EBITDA 26.2 30.2 20.0 -13.2% 31.0% 

 

Starting from 2017, the results of the SDS (System Diesel Service) channel, previously reported as part of the 

retail business, are reported at the level of the downstream segment.  

EBIT posted in Retail for Q1 2018 reached PLN 9.0m.  

Independent
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Consolidated statement of comprehensive income 

 

Key financial results of the LOTOS Group 

PLNm Q1 2018 Q4 2017 Q1 2017 
Q1 2018 /Q4 

2017 
Q1 2018/Q1 

2017 

Revenue 6,324.7 7,020.9 5,447.3 -9.9% 16.1% 

EBIT 447.8 722.7 576.5 -38.0% -22.3% 

Depreciation and amortisation 183.1 204.8 226.6 -10.6% -19.2% 

EBITDA 630.9 927.5 803.1 -32.0% -21.4% 

LIFO effect17 -175.0 -197.5 -122.8 - - 

LIFO-based EBIT 272.8 525.2 453.7 -48.1% -39.9% 

Adjusted LIFO-based EBIT 18 356.8 544.1 475.5 -34.4% -25.0% 

Adjusted LIFO-based EBITDA18 539.9 753.4 682.1 -28.3% -20.8% 

 

In line with its inventory measurement policies, the LOTOS Group uses the weighted average method to measure 

changes in inventories. This method defers the impact of changes in crude oil prices on the prices of finished 

goods. Thus, an increase in crude oil prices has a positive effect on financial performance, while a decrease 

adversely affects the performance.  

Operating results computed using this inventory measurement method are presented in the EBITDA and EBIT 

lines of the table. The table also presents estimated inventory decreases measured using the LIFO method, as 

well as the LIFO effect, LIFO-based EBIT, adjusted LIFO-based EBIT, and adjusted LIFO-based EBITDA. 

In Q1 2018, the LOTOS Group posted an operating profit of PLN 447.8m, being the combined result of the 

downstream segment’s operating profit of PLN 290.3m, the upstream segment’s operating profit of PLN 146.0m 

and PLN 11.5m in consolidation adjustments (mainly the realised margin on sales of Rozewie and Lithuanian 

crudes being adjusted for the margin on crude stocks held by the Group). In Q1 2018, LIFO-based EBITDA 

(excluding theoretical LIFO-based write-downs and the impact of measurement of a portion of the crude oil based 

on prices considerably higher than current prices on the LIFO effect), net of non-recurring items and exchange 

differences on operating activities (adjusted LIFO-based EBITDA) was PLN 539.9m.  

In Q1 2018, the LOTOS Group reported net finance income of PLN 51.7m, with the main contributors being foreign 

exchange gains of PLN 76.6m, a PLN 9.3m gain on measurement and settlement of hedging transactions and a 

PLN -36.2m negative balance of interest on debt, interest income and commissions.  

In Q1 2018, the effect of measurement and settlement of market risk hedging transactions at the LOTOS Group 

included mainly a PLN 23.1m net gain on settlement and measurement of transactions hedging the risk of changes 

                                                           
17 LIFO effect = LIFO-based EBIT (estimated with the LIFO, or Last In First Out, method) - EBIT 
18 EBITDA including the LIFO effect of inventory measurement and excluding theoretical write-downs on LIFO-measured inventories (write-

down reversals in Q1 2018 of PLN 12.7m, in Q4 2017 of PLN 29.8m and in Q1 2017 of PLN 34.9m) and the influence on the LIFO effect 
from measurement of a portion of the crude oil based on prices considerably higher than the current ones – a limitation inherent in the 
LIFO-based measurement methodology (down by PLN 90.9m), net of exchange differences on operating activities, the net effect of 
impairment losses on assets, losses on discontinued projects, revision of provisioning estimates in the upstream segment, impairment 
losses on service stations in the downstream segment and costs of the Spring 2017 maintenance shutdown. 
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in prices of petroleum products and options, and a PLN 13.9m net loss on settlement and measurement of interest 

rate swaps (IRS) hedging the interest rate risk.  

 

Transactions hedging the risk related to petroleum product prices as at March 31st 2018 

  Purchase Sale 

Period Product/Feedstock 

Heavy fuel oil Light fuel oil 

3.5 PCT Barges 
FOB Rotterdam  

Gasoil .1 
Cargoes CIF 
NWE / ARA 

Q2 2018 

Volume (mt) 48,157 -4,451 

Price range (USD/mt) 217.5-345.75 412-557.25 

Q3 2018 

Volume (mt) 49,069 -4,535 

Price range (USD/mt) 217.5-363 412-590 

Q4 2018 

Volume (mt) 23,495 -2,171 

Price range (USD/mt) 217.5-356.12 412-584.98 

Q2 2019 

Volume (mt) 4,764 -440 

Price range (USD/mt) 287-287 488.25-488.25 

Q3 2019 

Volume (mt) 3,059 -283 

Price range (USD/mt) 265.5-274.84 541-568.28 

Q4 2019 

Volume (mt) 1,623 -150 

Price range (USD/mt) 265.5-269 541-552 

Q2 2020 

Volume (mt) 11,150 -1,031 

Price range (USD/mt) 253.3-253.8 567-575.5 

Q3 2020 

Volume (mt) 18,567 -1,716 

Price range (USD/mt) 234-253.8 548.35-575.5 

Q4 2020 

Volume (mt) 9,283 -858 

Price range (USD/mt) 234-253.8 548.35-575.5 

 

Transactions hedging foreign exchange risk as at March 31st 2018 

Currency pair Instrument Volume Currency Exchange rate range 

EUR/USD exchange 
rates 

Forward 22,576,752 EUR 1.1215-1.2336 

EUR/PLN exchange 
rates 

Forward 5,200,000 EUR 4.2093-4.2113 
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USD/PLN exchange 
rates 

Forward -106,331,494 USD 3.3371-3.73 

 

 

Transactions hedging interest rate risk as at March 31st 2018 

Instrument Start date End date 
Notional 
amount 

Currency 
Interest rate 

range 
Reference 

rate 

IRS 

from Dec 21 2017 from Apr 16 2018 

501,500,019 USD 1.145%-2.476% 
3M LIBOR – 
6M LIBOR 

to Sep 21 2021 to Dec 21 2021 

 

 

Transactions hedging the risk related to prices of carbon dioxide (CO2) emission allowances as at March 31st 2018 

  

2018 2019 2020 

Volume 
(mt) 

Price range 
(EUR/mt) 

Volume 
(mt) 

Price range 
(EUR/mt) 

Volume 
(mt) 

Price range 
(EUR/mt) 

EUAs Futures 701,000 4.45 - 7.7 790,000 7.64 - 8.7 -10,000 7.19 
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Structure of the LOTOS Group’s consolidated results in Q1 2018  

 

 

 

In Q1 2018, the LOTOS Group posted a consolidated net profit of PLN 320.8m. 

 

EBIT, profit before tax and net profit/(loss) of the LOTOS Group  

PLNm Q1 2018 Q4 2017 Q1 2017 

EBIT 447.8 722.7 576.5 

Profit/(loss) before tax 499.1 735.0 625.3 

Net profit/(loss) 320.8 484.7 410.9 
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Consolidated statement of financial position 

 
Consolidated statement of financial position – assets 

PLNm 

Mar 31 
2018 

Dec 31 
2017 

Change  %  

21,244.9 21,171.2 73.7 0.3% 

Non-current assets 12,486.5 12,462.1 24.4 0.2% 

Property, plant and equipment of the Downstream segment 8,751.3 8,761.5 -10.2 -0.1% 

Intangible assets of the Downstream segment 164.3 163.2 1.1 0.7% 

Property, plant and equipment of the Upstream segment 2,443.2 2,404.2 39.0 1.6% 

Intangible assets of the Upstream segment 314.0 304.8 9.2 3.0% 

Equity-accounted joint ventures 106.3 106.5 -0.2 -0.2% 

Deferred tax assets 387.7 415.4 -27.7 -6.7% 

Derivative financial instruments 10.4 2.7 7.7 285.2% 

Other non-current assets  309.3 303.8 5.5 1.8% 

Current assets 8,758.4 8,709.1 49.3 0.6% 

Inventories 4,006.1 3,559.6 446.5 12.5% 

Trade receivables  2,767.2 2,677.0 90.2 3.4% 

Current tax assets 5.1 1.3 3.8 292.3% 

Derivative financial instruments 82.4 161.8 -79.4 -49.1% 

Other current assets 427.2 388.7 38.5 9.9% 

Cash and cash equivalents 1,470.4 1,920.7 -450.3 -23.4% 

 

 

 

As at March 31st 2018, the LOTOS Group carried total assets of PLN 21,244.9m (up PLN 73.7m on December 

31st 2017). 

 

The most significant changes in assets included: 

 

• PLN 450.3m decrease in cash and cash equivalents, 

• PLN 71.7m decrease in positive fair value of derivative instruments, 

• PLN 27.7m decrease in deferred tax assets,  

• PLN 446.5m increase in inventories, attributable mainly to higher volume of emergency stocks as at the 

end of Q1 2018 vs the end of 2017, 

• PLN 90.2m increase in trade receivables, 

• PLN 39.0m increase in the upstream segment’s property, plant and equipment,  

• PLN 44.0m increase in other assets.  
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Consolidated statement of financial position – sources of funding 

PLNm 

Mar 31 2018 Dec 31 2017 Change  %  

21,244.9 21,171.2 73.7 0.3% 

Equity 11,079.4 10,712.5 366.9 3.4% 

Share capital 184.9 184.9 0.0 0.0% 

Share premium 2,228.3 2,228.3 0.0 0.0% 

Cash flow hedging reserve -180.3 -225.2 44.9 19.9% 

Retained earnings 8,753.0 8,432.2 320.8 3.8% 

Translation reserve 93.4 92.2 1.2 1.3% 

Non-controlling interests 0.1 0.1 0.0 0.0% 

Non-current liabilities 4,297.4 4,264.4 33.0 0.8% 

Borrowings, other debt instruments and finance lease liabilities  2,724.5 2,738.3 -13.8 -0.5% 

Derivative financial instruments 0.4 6.7 -6.3 -94.0% 

Deferred tax liabilities  299.1 277.7 21.4 7.7% 

Employee benefit obligations 171.6 169.3 2.3 1.4% 

Other liabilities and provisions 1,101.8 1,072.4 29.4 2.7% 

Current liabilities 5,868.1 6,194.3 -326.2 -5.3% 

Borrowings, other debt instruments and finance lease liabilities  1,478.5 1,687.6 -209.1 -12.4% 

Derivative financial instruments 56.8 72.7 -15.9 -21.9% 

Trade payables 2,084.8 2,201.7 -116.9 -5.3% 

Current tax payables 243.1 210.0 33.1 15.8% 

Employee benefit obligations 123.7 145.3 -21.6 -14.9% 

Other liabilities and provisions 1,881.2 1,877.0 4.2 0.2% 

 

The increase in the LOTOS Group’s equity as at the end of March 2018 to PLN 11,079.4m (up PLN 366.9m on 

2017) was driven primarily by higher retained earnings (up PLN 320.8m), further increased by foreign exchange 

gains on valuation of cash flow hedges recognised in capital reserves, adjusted by the tax effect of PLN 44.9m.  

 

The share of equity in total equity and liabilities increased by 1.6pp year on year, to 52.2%. 
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Key changes in liabilities (PLN -293.2m): 

 

• PLN 222.9m decrease in borrowings, other debt instruments and finance lease liabilities, mainly on 

account of partial repayment of foreign currency loans and the valuation of foreign currency loans at a 

lower exchange rate (down 2.0%) at the end of March 2018,  

• PLN 116.9m decrease in trade payables, 

• PLN 33.6m increase in other liabilities and provisions, 

• PLN 33.1m increase in current tax payable. 

 

As at March 31st 2018, the LOTOS Group’s financial debt totalled PLN 4,203.0m, down PLN 222.9m on 

December 31st 2017. The ratio of financial debt adjusted for free cash to equity was 24.7%, up 1.3pp on December 

31st 2017. 

 

Consolidated statement of cash flows 
 

Consolidated statement of cash flows 

PLNm Q1 2018 Q4 2017 Q1 2017 

Cash flows from operating activities -136.2 1,013.7 145.5 

Cash flows from investing activities -184.4 -344.2 -447.5 

Cash flows from financing activities -233.9 -278.2 259.4 

Effect of exchange rate fluctuations on cash held 0.3 -0.2 -1.5 

Change in net cash -554.2 391.1 -44.1 

Cash and cash equivalents at beginning of period  1,920.6 1,529.5 730.8 

Cash and cash equivalents at end of period  1,366.4 1,920.6 686.7 

 

As at March 31st 2018, the LOTOS Group’s cash balance (including current account overdrafts) was PLN 

1,366.4m. In Q1 2018, net cash flows decreased cash and cash equivalents by PLN 554.2m.  

In Q1 2018, net cash flows from operating activities were negative at PLN -136.2m, mainly due to the increase in 

inventories and the decrease in trade payables.  

Negative net cash flows from investing activities (PLN -184.4m) were mainly attributable to purchases of property, 

plant and equipment and other intangible assets, chiefly for the downstream segment (the EFRA Project, 

expansion of the service station network and construction of the Hydrogen Recovery Unit) and the upstream 

segment. 

Net cash flows from financing activities in Q1 2018, of PLN -233.9m, chiefly comprised net repayments of 

borrowings and related outflows on principal and interest payments of PLN -167.8m, and PLN 113.8m expenditure 

on redemption of LOTOS Petrobaltic S.A. bonds, offset by gains on the settlement of financial instruments. 
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Supplementary information  

 Supplementary information required under the Minister of Finance’s Regulation on current and periodic 

information to be published by issuers of securities and conditions for recognition as equivalent of 

information whose disclosure is required under the laws of a non-member state, dated February 19th 2009 

 

Pursuant to Par. 87 and Par. 83.1 of the Minister of Finance’s Regulation on current and periodic information to 

be published by issuers of securities and conditions for recognition as equivalent of information whose disclosure 

is required under the laws of a non-member state, dated February 19th 2009, as amended (Dz. U. of 2009, No. 

33, item 259, as amended), the Management Board of Grupa LOTOS S.A. (the Company) releases the following 

information: 

 

I. Shareholders holding 5% or more of total voting rights at the General Meeting of Grupa LOTOS 

S.A. as at this report issue date 

 

Shareholders of Grupa LOTOS S.A. as at the date of issue of this Q1 2018 report 

Shareholder 
Number of shares/voting rights 

equivalent to par value of shares 

Share of total voting rights 

equivalent to percentage of share 

capital held 

State Treasury 98,329,515 53.19% 

Other  75,959,560 46.81% 

Total 184,873,362 100.00% 

 

From the day of publication of the annual report of Grupa LOTOS S.A. for 2017, i.e. from March 7th 2018, the 

shareholder structure of Grupa LOTOS S.A. did not change. 

II. Changes in the number of Company shares or rights to Company shares held by the 
management and supervisory staff, in accordance with the information available to the 
Company  

 

To the best of the Company’s knowledge and based on the representations of April 24th 2018 made for the 

purpose of this report for Q1 2018, as at the report issue date none of Management Board or Supervisory Board 

members held any Company shares or rights to Company shares. Their holdings in the Company did not change 

from March 7th 2018, i.e. the date of publication of the report for the fourth quarter and for the entire year 2017. 

III. Material court, arbitration or administrative proceedings concerning liabilities or claims with 

a unit or aggregate value equal to or exceeding 10% of the Company’s equity, other risks to 

Grupa LOTOS S.A. or its subsidiaries, and material settlements under court proceedings 

 

As at March 31st 2018, there were no pending material court, arbitration or administrative proceedings concerning 

liabilities or claims with a unit or aggregate value for the LOTOS Group companies (the “Group”) equal to or 

exceeding 10% of the Company’s equity. For information on material court, arbitration and administrative 
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proceedings, other risks to the Company or its subsidiaries, and material settlements under court proceedings, 

see Note 23.1 to the LOTOS Group’s interim condensed consolidated financial statements for Q1 2018. 

IV. Loan sureties or guarantees issued by Grupa LOTOS S.A. or its subsidiaries, or guarantees 

issued jointly to one entity or its subsidiary, where the aggregate value of such sureties or 

guarantees represents 10% or more of the Company’s equity 

 

An unconditional and irrevocable guarantee issued by LOTOS Upstream Sp. z o.o. for the benefit of the 

government of Norway, covering the exploration and production activities of LOTOS Exploration and Production 

Norge AS on the Norwegian Continental Shelf, was effective as at March 31st 2018. The guarantee replaced a 

similar earlier guarantee issued on December 17th 2008 by LOTOS Petrobaltic S.A. for the benefit of the 

government of Norway, covering the activities of LOTOS Exploration and Production Norge AS, which was 

returned to LOTOS Petrobaltic S.A. on January 3rd 2018. In the guarantee, LOTOS Upstream Sp. z o.o. 

undertook to assume any financial liabilities which may arise in connection with the operations of LOTOS 

Exploration and Production Norge AS on the Norwegian Continental Shelf, consisting in exploration for and 

extraction of the natural resources from the sea bottom, including their storage and transport using means of 

transport other than ships. 

 

On August 8th 2017, the Head of the First Tax Office in Gdańsk issued confirmations of acceptance of a lump-

sum flat-rate excise bond valid for the period from August 20th 2017 to August 19th 2019 for a total lump sum of 

PLN 240m. The excise bond was submitted in the form of two promissory notes. 

 

V. Information material to the assessment of the personnel, assets, financial condition and financial 

results of the LOTOS Group and their changes, and to the assessment of Grupa LOTOS S.A.’s 

ability to fulfil its obligations 

 

Apart from the information contained in the interim condensed consolidated financial statements for Q1 2018 and 

in the Management’s Discussion and Analysis, there is no other information material to the assessment of the 

personnel, assets, financial condition and financial results of the Group and their changes, or to the assessment 

of the Group’s ability to fulfil its obligations. 

VI. Management Board’s position regarding the feasibility of meeting forecasts published earlier for 

a given year in the light of the results presented in this quarterly report in relation to the forecast 

results 

 

The Management Board of Grupa LOTOS S.A. did not publish any financial guidance for 2018. 

Following the announcement by the Company of the “Grupa LOTOS Strategy for 2017–2022,” the Management 

Board is of the opinion that the LOTOS Group’s Q1 2018 results do not threaten the delivery of strategic 

objectives. 

VII. Factors with a bearing on the Group’s results in the next quarter or in a longer term, according to 

Grupa LOTOS S.A. 

 

Key factors which, in the Company’s opinion, may affect performance in Q2 2018 include: 
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• Macroeconomic environment, including in particular prices of crude oil, natural gas and petroleum products 

and the USD/PLN exchange rate, which has a bearing on the LOTOS Group’s financial performance as the 

prices of crude oil and of some products are quoted in the US dollar and Grupa LOTOS S.A. has US dollar-

denominated debt; 

• Changes in the supply of and demand for petroleum products in Poland and in Europe; the demand for diesel 

oil is expected to rise in the long run, while the demand for motor gasolines is expected to weaken; these 

trends are reflected in the strategy implemented by the LOTOS Group; 

• Continuation of projects in the Downstream segment (EFRA Project) and projects in the Upstream segment; 

• Optimisation measures in the Downstream segment to maximise the refining margin of Grupa LOTOS S.A.;  

• Further consolidation of the LOTOS Group’s market position, with special emphasis on the improvement of 

profitability in Retail.  

VIII. Material developments after the reporting date 

 

No material events occurred between the reporting date and the issue date of the Q1 2018 report. 

 

IX. Transaction or a series of transactions concluded by the Company with related parties other 

than at arm’s length 

 

In the reporting period, Grupa LOTOS S.A. did not enter into any related-party transactions on non-arm’s 

length terms. 

 

X. Changes in organisation of the LOTOS Group 

 

In the reporting period, there were no material changes in the organisation of the Group.  

 

XI. Brief description of the issuer’s significant achievements or failures in the reporting period, 

including identification of key achievements and events related to the issuer 

 

Key events related to the Company and its Group in the reporting period: 

•  EFRA Project 93.7% complete  

 

 

XII. Factors and events, including of a non-recurring nature, having a material bearing on these 

condensed financial statements 

 

In the reporting period, there were no factors or events of a non-recurring nature having a material bearing on 

the condensed financial statements. For a discussion of changes to material reporting items and factors with a 

bearing on the Group’s financial performance in the reporting period, as well as a short summary of results 

achieved by each business segment, see the Management’s Discussion and Analysis of the Q1 2018 

consolidated financial performance. 

 

 

 


