IBIMA Publishing

Journal of Economics Studies and Research
http://ibimapublishing.com/articles/JESR/2020/148990/

Vol. 2020 (2020), Article ID 148990, 20 pages, ISSN: 2165-9966
DOI: 10.5171/2020.148990

Research Article

Some Aspects of The Polish Economy in
Transition on the Basis of The Polish Oil and
Gas Joint Stock Company

Ewa Wiktoria Babuska

Cracow University of Economics, Cracow, Poland
babuskae@uek.krakow.pl

Received date: 7 May 2020; Accepted date: 3 August 2020; Published date: 7 October 2020
Academic Editor: Marioara llea

Copyright © 2020. Ewa Wiktoria Babuska. Distributed under Creative Commons Attribution 4.0
International CC-BY 4.0

Abstract

The purpose of this article is to present some aspects of the Polish economy in transition on
the basis of a Polish Oil and Gas Joint Stock Company (Polskie Gornictwo Naftowe i Gazowe
Spoétka Akcyjna - the Polish abbreviation of the name is PGNiG SA). PGNiG SA is the largest
company in Poland that deals with the exploration and production of natural gas and oil. It
is one of the leading companies in the country’s fuel and gas industry and it is important for
Poland's energy security and the growing Polish economy. The novelty of the paper is an
attempt to characterize the Polish economy during the ongoing systemic and economic
transformation and to indicate that its development is possible due to the positive financial
condition and dynamic operation of large business units. The article puts forward the thesis
that the driving force behind the development of the Polish economy and its crucial
catalysts are the strong enterprises, which are of strategic importance for the Polish State
and with a large share of the State Treasury, such as the PGNiG SA. To verify the thesis, the
financial situation of PGNiG SA was analyzed using the preliminary and indicator analysis of
the financial statements for 2014-2018 period as a method. Oil and gas price trends
affecting the company's results and its investment projects were also presented. The
financial situation and business activities of PGNiG SA have been assessed positively, so it
was concluded that it is, and will be, a driving force of the Polish economy.

Keywords: Polish economy in transition, energy security, financial statements, preliminary
analysis and indicator analysis of financial statements, oil and natural gas.

JEL classification: G30, G39, M41

Introduction the Polish economy has been classified as

one of the advanced economies. The
The Polish economy has been in a strength and stability of a country's
transitional period for 30 years. Recently, economy depends on many factors. One of
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them is big and strong enterprises of
strategic importance which constitute a
driving force for the economy. The purpose
of this article is to present some aspects of
the Polish economy in transition on the
basis of a Polish Oil and Gas Joint Stock
Company. PGNiG SA is the largest company
in Poland that deals with the production of
oil and natural gas. The novelty of the
paper is an attempt to characterize the
Polish economy during the ongoing
systemic and economic transformation,
drawing the attention to the fact that the
development of the Polish economy is
possible due to the dynamic operation and
good financial condition of large business
entities. The article assumes that the
driving force behind the development of
the Polish economy and its vital catalysts
are strong national enterprises of strategic
significance. In Poland, PGNiG SA (with
71.9% of its shares owned by the Treasury)
can be seen as a model example of such
enterprises. The company operates in the
oil and gas industry, and its mission is to
ensure Poland's energy security and
diversify the sources of these raw materials
supplies to prevent the country from
overreliance on gas and oil supplies from
only one source. The theoretical part
devoted to the characteristics of the Polish
transformation is based on a review of the
subject’s literature. The empirical part,
spanning the assessment of the company's
financial situation, is based on its financial
statements and their analysis. In the
retrospective research, the data from the
financial statements of PGNiG SA for the
2014-2018 period has been gathered and
analyzed. The 5-year period is sufficient to
check how the structure of the company
assets and liabilities has changed, how its
revenues and costs differed in particular
years and what directions cash flows had in
the analyzed years. In order to compare
between the financial data and to assess
the state and the development activities of
the company, both preliminary and ratio
analyses of the financial statements were
used as a method. The financial situation of
PGNiG SA is also affected by economic and
political factors, so the trends in oil and gas
prices, and the investment projects
extending the scope of its activities, as well
as market reach were also analyzed. The

motivation for writing this article was to
emphasize the role of PGNiG SA in ensuring
Poland's energy security and to present the
picture of the company's financial situation
as one of the important determinants of the
development of the Polish economy. The
article tackled this issue within the scope of
the background of changes in the Polish
economy to date and in terms of its future
development. In short, the research
background is the Polish economy in
transition, while the research motivation is
to indicate the possibility of developing this
economy by maintaining large, domestic
enterprises stimulating this economy as the
property of the Polish state, and this is
shown in the example of PGNiG SA.

The characteristics of the Polish
economy in transition

The Polish economy has been undergoing a
system transformation since 1989, moving
from socialism to capitalism, from the so-
called “planned” or “socialized economy” to
the free market economy. The socialist
system was imposed in Poland after the
World War II, when the country was
incorporated into the Eastern Bloc,
dominated by the USSR. The
transformation period has not ended yet
and has brought not only all kinds of
defects, mistakes, scandals and costs, but
also numerous advantages and social,
economic and political benefits. On 1st of
May 2004, Poland joined the European
Union in order to be able to act in the
community of the European states and in
the common European market, and to
regain its due place in Europe, to which it
has belonged for a thousand years. The
accession was preceded by long-term pre-
accession negotiations, and depended on
Poland’s ability to meet numerous
requirements. The EU was enlarged not
only by Poland, but also by the Czech
Republic, Hungary, Slovakia, Estonia,
Lithuania, Latvia, Slovenia, Malta and
Cyprus. Only the last three countries did
not have the socialist economy. Among
these countries, Poland is the largest. The
16t anniversary of Poland’s accession to
the EU, which was celebrated in 2020,
provides an opportunity for summarizing
the costs and the benefits of this deed and
for reflecting on the state of the Polish
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economy. However, this aspect, though
largely determining the Polish economy,
lies beyond the framework of this paper.

The problems of the Polish economic
transformation have been analyzed by
many Polish economists, and their
evaluations have always differed
significantly. The main authors who tackled
this issue include, most of all, the
transformation maker Balcerowicz (1992,
1997) and critics of the way it was
introduced: Kotodko (1990, 1992, 1999,
2007) and Kowalik (1997, 2007). A critical
evaluation of the transformation was also
presented by Kiezun (2013), who pointed
at a number of pathological phenomena in
the Polish transformation. The above
mentioned author believes that it was a
mistake to open wide the borders for trade,
especially for free imports as a way of
fighting inflation, which, in the situation of
great imbalance between the internal
market and the global market, led to the
bankruptcy of many domestic producers, to
the liquidation of the Polish industry and to
a quick growth of unemployment. It was
also a mistake to leave the overwhelming
majority of the domestic bank sector to the
foreign capital. Jarmotowicz and Pigtek
(2013) presented theoretical foundations
of the economic transformation and
showed the course and the results of the
shock therapy in the example of Poland.
Another evaluation of the transformation,
25 years after its implementation, was
presented by Gomutka (2016), who
discussed the positive and negative effects
of the transformation to the market
economy. He stated that some popular and
negative evaluations of the transformation
simply contradict the facts. He also
indicated the reforms and policies that are
necessary for Poland to continue the
process of catching up with the most
advanced countries in order to bridge the
civilization gap. In a wider context and a
longer time horizon, the Polish economic
system was described by Swadzba (2007,
2009, 2019).

The Polish economy was also analyzed by
foreign authors. The work by Kiss, Danis
and Cavusgil (2012) on international
research on entrepreneurship in emerging
markets shows that emerging economies

comprise various countries in terms of
geography and development levels. The
research on entrepreneurship conducted in
51 emerging economies indicated that the
most frequent ones were in China (23),
Russia (14), Poland (11) and Taiwan (10).
The greatest attention was paid to Europe
and Central Asia, with the most frequent
research being conducted in Russia, Poland
and Hungary, then in East Asia and in the
Pacific, where the research on China,
Taiwan, South Korea and Singapore
dominates. Additionally, the underground
gas storage containers and their role in
ensuring energy security were presented
by Nagy and Siemek (2009). The influence
of the liquefied natural gas terminal on the
distribution network and gas bunkering in
Poland was discussed by Chtopinska and
Gucma (2018). The Polish gas market was
compared to the European markets by
Niewinski, Badyda and Kopatka (2017).
Poland’s energy security and the
opportunities, threats and the tasks it
brings were analyzed by Czerniewicz
(2015). The causes of the decreasing gas
prices were discussed by Furman (2019).
Also, the www.pgnig.pl website provides a
lot of information on the gas market in
Poland.

Over than 30 years after the political and
economic transformation, the state of the
Polish economy today can be evaluated
through the following question: What type
of economy can it be classified as: the
developing economy, the emerging one or
the advanced economy? The distinction of
economies according to the state of
economic development, whether it is an
economy in the early stage of growth
(developing), an economy at a higher stage
of development, i.e. emerging (promising
growth), or an already advanced economy
(the highest degree of growth) is shown in
Figure 1 below.
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Figure 1: Division of economies according to the level of their development

Source: own elaboration.

In September 2018, the Polish economy
was officially considered as an advanced
economy in the FTSE Russell index
(belonging to London Stock Exchange -
LSE), where it was positioned on the
23rdplace. Along with obvious benefits, this
situation may also bring some threats,
since in the previous group of economies,
Poland was the leader and now it is at the
end of the list. In the author's opinion, the
advanced economy is the one in which
there is a large share of processed products
intended for the acquired markets. It is an
economy that has something to export and
the customers to buy it, and the Polish
economy currently does not meet these
requirements. This issue, however, remains
open for discussion and is beyond the
scope of this article. Since the Polish
economy officially joined the group of
advanced economies, it has been widely
accepted that it can develop thanks to
strong domestic enterprises of strategic
importance. The paper adopted a thesis
that the driving force behind the
development of the Polish economy and its
vital catalysts are big and strong national
enterprises of strategic significance, such
as companies from the “fuel and gas
sector”, including PGNiG SA. This company
should guarantee energy security of
Poland, therefore its asset, financial
situation and its financial results, which it

published in its financial reports, as well as
the prospects for its activities, shall be
presented in this article as a justification of
the proposed thesis.

Polish Oil and Gas Joint Stock Company
analysis and assessment based on its
financial statements and market data

Financial statements present the property
and financial situation of the company and
the financial result of its activities, which
may be profit or loss. For this reason, they
are the basis for control and analysis of
company’s operations. Financial
statements allow us to draw reliable
conclusions about the company's activities
to date, assess its current activities and
forecast its future. The purpose of financial
statements is replicating the company’s
overall financial standing in accordance
with the overriding principle of providing a
true and fair view. The goal of the general
purpose financial reporting is formulated
in the "Conceptual assumptions for
financial reporting” and the goal of
financial statements in IAS 1. The two sets
of rules are about the usefulness of
financial information, however the first of
them indicates the wusefulness of
information for investors, lenders and
other creditors (IFRS, 2016, par.C1, p.34),
while the second for a wide range of users
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(IFRS, 2016, par. 9, p.844). Financial
reports or the complete financial
statements under IAS 1 create an internally
coherent and logical whole, and contain:
the balance sheet (statement of financial
position), profit and loss account
(statement of profit or loss and other
comprehensive income), statement of
changes in equity, cash flow statement and
notes.

The statements are often described in the
literature and in legal documents, and
above all, in IFRS which are created to meet
the global accounting standards (Tweedie,
2015, pp. 147-166). Financial reports are
used to disclose the financial results from
the company's operations due to changes
in the value of assets and equity. The
reports are ordered sets of information
about the entity and they are drawn up for
a given period, especially annually, using
the required formulas for description and
presentation, and they are based on the
accounting books. On top of the accounting
records and cost accounting financial
reporting is an integral part of accounting
since financial reports are its final product.
Each of these parts is important, but
recently, financial reporting has gained
importance as the information contained in
financial statements is used by many users,
mainly managers and investors, to make
important economic decisions. The
accounting discipline itself can be
considered as theory (Hendriksen, van
Breda, 2002, pp.37-44). According to
Jaruga (1991, pp.12-13), accounting is now
considered as social and applied science,
i.e. it is not pure theory or art. The
development of the financial accounting
theory is presented by Jones (2015, pp. 1-
11). Financial reports detail the entities’
operating results required to prepare them,
their current standing and future prospects
for a wide range of users (Brigham and
Houston, 2015, p. 67).

In this part of the paper, following a brief
description of the financial statements, the
financial statements of PGNiG SA for the
2014-2018 period were analyzed. In order
to conduct the preliminary analysis and the
ratio analysis of the financial statements
and to present the results of the research in

a more convincing way, some tables
containing appropriate reported data in
PLN million and the calculated analytical
ratios were made. Balance sheets (reports
on the financial situation), profit and loss
accounts and cash flow statements of
PGNiG SA for the 5- year period were
analyzed in particular. In this context, the
following research detailed theses were
adopted: 1) the political and economic
activities of the European countries and the
risk posed by oil and gas prices in the
world have a significant influence on the
company’s activities, 2) aiming at ensuring
Poland’s energy security, PGNiG SA is
involved in investment activities, thanks to
which, it consolidates its position in the
domestic market and implements the
strategies of entering foreign markets. The
proposed theses were positively verified on
the basis of analyzing the changes in the
prices of oil and natural gas in recent years,
analyzing the financial indicators,
examining the investment activity shown in
the cash flow statements, and analyzing the
current political and economic events.

Preliminary analysis of the financial
statements of PGNiG SA for 2014-2018

The three tables below (No 1, No 2 and No
3) contain PGNiG SA balance sheets, profit
and loss accounts and cash flows in the
2014-2018 period. Table 1, presenting the
preliminary analysis of assets and
liabilities, shows that on 31st of December
2018, the balance amount was PLN 36,993
million, and was the highest in the analyzed
period. It increased by 10.6% compared to
the balance amount as of 31st of December
2017, which amounted to PLN 33,447
million and was the lowest in the analyzed
period. The amount from 2017 was 6.5%
lower than that at the end of 2016,
reaching PLN 35,769 million, and 3.7%
higher than the balance amount at the end
of 2015, which was PLN 34,489 million.
The balance total sum from 2015, on the
other hand, was 2.5% lower than the
amount of PLN 35,356 million recorded at
the end of 2014. The PGNiG SA assets
oscillate around PLN 35 billion. The
fluctuations observed in the sum of assets
and liabilities were not high. Fixed assets of
the balance sheet account represented, on
average, 70% of the balance sum, whereas
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the current assets - 30%. The sum of fixed
assets in 2018 was PLN 25,742 million, and
compared to 2017, it grew by 6.2%,
whereas in previous years, there had been
some decreases. The biggest share of fixed
assets in 2018 (just like in previous years)
was occupied by tangible fixed assets,
interests and shares, as well as loans
granted. The current assets in 2018
accounted for 30.4% of the balance sum (in
2017: 27.5%, in 2016: 28.0%, in 2015:
25.1%, in 2014: 22.8%). The current assets
value grew from PLN 7,969 million in 2014
to PLN 11,251 million in 2018, which
constitutes a 41% rise. The biggest share in
the current assets in 2018 was occupied by
cash and other monetary assets (8.5%),
stocks (7.30%), receivables (6.40%), and
cash pooling (4.90%). The granted loans,
derivative finance instruments and other
financial assets had a relatively small share
in the asset structure. In 2018, the
liabilities structure was composed of 78%
by own capital, 8% - long-term liabilities
and 15% - short-term liabilities. The share
capital grew from PLN 23,780 million in
2014 to PLN 28,833 million in 2018, which
constituted a 21% growth. The own capital
is composed of share capital and reserve
capital from sales of shares above their
nominal value and in the overwhelming
part - retained profits.

Table 2 presents the preliminary analysis
of the profit and loss account in PGNiG SA
for the 2014-2018 period. It can be seen
that the company presents the profit and
loss account in the comparative variant. As
for the sales revenues, it distinguishes
between revenues from sales of gas and
other revenues. Other operating revenues
and costs, as well as financial revenues and
costs are presented in one column, without
marking these groups. In the whole
analyzed period, regarding the company’s
net profit, the biggest one was PLN 3,289
million in 2018, then PLN 2,576 million in
2017, and the lowest one PLN 1,472 million
- a year earlier. Revenues from sales from
2014 to 2016 showed a downward trend,
same for costs by nature and total costs,
other operating revenues and costs, as well
as financial revenues and costs. Sales
revenues decreased by 7.8% in 2016
compared to 2015, whereas in the 2015
compared to 2014 by 21.5%. 2017 marked
the increase in the revenues from sales by
10.9% compared to 2016, and in 2018 by
17.2% compared to 2017. In 2018,
revenues from sales amounted to PLN
22.344 million, but did not reach the level
of 2014 PLN 23,738 million.
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Table 1. Preliminary analysis of the balance sheets of PG NiG SA for the 2014-2018 period

Ttem Year Change % Structure
ASSETS 2018 2017 2016 2015* 2014*| 2018/2017| 2017/2016 2016/2015| 2015/2014 2018 2017 2016 2015 2014
Tangible fixed assets 12 116) 12 021 12 476) 13 234 13 520 0,80% -3,60% -5,70% ~2.10% 32,80% 35,90% 34,90% 38,40% 38,20%
Concessions and right to mining exploitation and
geological information 120 54 54 100 124 122,20% 0,00% -46,00% -19,40% 7,30% 0,20% 0,20% 0,30% 0,40%
Assets due o deferred tax 5 79 - 36 269) ~43,00% - 0,00% “81,70% 0,10% 0,20% 0,00% 0,20% 1,30%
Shares and stoc ks 9 846) 9 800 9 489 8 623 8611 0.50% 3.30% 10.00% 0.10% 26.60% 29.30% 26.50% 25.00% 24.40%
Derivative financial instruments 214 - B - B - B - B 0.60% - - - B
Loans receivable 2 881 1553 3162 3130 4 204] 85.50% ~50.90% 1.00% ~25.50% 7.80% 1,70% 8.80% 9.10% 11,90%
Other assets 520 727 578 643 459 ~28.50% 25.80% ~10.10% 30.10% 1.40% 2.20% 1.60% 1.90% 1.30%
Fixed assets 25 742 24 234 25 759 25 816 27 387 6,20% -5.90% 20.20% -5,70% 69,60% 72,50% 72,00% 74,90% 77,50%
Receivables 2691 2231 1942 1638 2506 20.60% 14.90% 18.60% ~34.60% 7.30% 6.70% 5.40% 4.70% 7.10%
Naleznosci 2 365 2 442 1474 1133 1276 ~3.20% 65.70% 30.10% “11.20% 6.40% 7.30% 4.10% 3.30% 3.60%
Receivables due to cash pooling 1825 284 524 197 31 542.60% ~45.80% 166.00% 535.50% 4.90% 0.80% 1.50% 0.60% 0.10%
Derivative financial instruments 453 189 375 346 991 139.70% ~49.60% 8.40% -65.10% 1.20% 0.60% 1.00% 1.00% 2.80%
Loans receivable 592 2042 426 312 802 ~71,00% 379.30% 36.50% ~61.10% 1.60% 6.10% 1.20% 0,90% 2.30%
Other assets - - - - 20 - - 0.00% ~100,00% N - 0.00% 0,00% 0.10%
Other financial assets 181 1 137 74 200) 341,50% ~70.10% 85.10% “81.50% 0.50% 0.10% 0.40% 0.20% 1.10%
Cash and other monetary assets 3 144 1984 5 132] 4973 1942 58.50% ~61.30% 3.20% 156.10% 8.50% 5.90% 14.30% 14.40% 5.50%
Cash and other monetary assets - - - - 1 - - - 0,00% - - 0.00% 0,00% 0,00%
Current assets 11 251 9213 10 010 8673 7 969 22,10% -8.00% 15,40% 8.80% 30,40% 27,50% 28,00% 25,10% 22,50%
TOTAL ASSETS 36 993 33 447 35 769 34 489 35 356 10,60% ~6.50% 3,70% 2.50% 100,00% 100,00% 100,00% 100,00% | 100,00%
LIABILITIES AND EQ UITY
Share capital and supplementary capital from sales of
shares above their nominal value 7518 7518 7518 7 640 7 640 0,00% 0,00% -1,60% 0,00% 20,30% 22,50% 21,00% 22.20% 21,60%
Reserve capital 867 - - - - - - - - 2,30% - - - -
Capital due (o security accounting 72 7 - - - 928.60% - - - 0,20% 0,00% - - -
Accumulated other total revenues 13 23 103 518 ~185 ~43,50% ~77.,70% _119.90% 180,00% 0,10% 0,10% 0,30% ~1,50% ~0,50%
Retained profits 20 363 18 485 17 607 16 616 16 325 10.20% 5.00% 6.00% 1.80% 55.00% 55.30% 49.20% 48.20% 16.20%
TOTAL EQ UITY 28 833 26 033 25 228| 23738 23780 10,80% 320% 6,30% 20.20% 77,90% 77,80% 70,50% 68,80% 67,30%
Debt liabilities - - - 4513 4 298] - B ~100.00% 0,30% - - 0,00% 13,10% 12,70%
Derivative financial instruments 105 - - - - - - 0,30% -
Employ ce remuneration liabilities 255 222 208 159 134 14.90% 6,70% 30,80% 18,70% 0,70% 0,70% 0,60% 0,50% 0,40%
Rescrve for costs of liquidating drills 1569 1376 1252 1 260 1365 14,00% 9,00% ~0,60% ~7,70% 4,20% 4,10% 3.50% 3.70% 3,00%
Other reserves 28 28 28 43 9] 0.00% 0.00% ~34.90% C12.20% 0.10% 0.10% 0.10% 0.10% 0.10%
Subsidies 519 554 590 623 667 ~6.30% ~6.10% 5.30% ~6.60% 1.40% 1.70% 1.60% 1.80% 1.90%
Deferred tax liabilities - - 4 - 580 - - 0.00% ~100,00% N - 0.00% 0,00% 1.60%
Other liabilitics 75 108 62| 69 92 -30.60% 74.20% ~10.10% ~25.00% 0.20% 0.30% 0.20% 0,20% 0.30%
Long-term liabilities 2551 2 288 2 144] 6 667 7 385 11,50% 6,70% ~67.80% 29.70% 6,90% 6,90% 6,00% 19.30% 20,90%
Debt liabilitics 2 298 1 998 4993 469 656 15.00% ~60.00% 964.60% —28.50% 6.20% 6.00% 14.00% 1.40% 1.90%
Derivative financial instruments 206 72 99 814 423 163.90% —27.30% ~87.80% 92.40% 1.10% 0.20% 0.30% 2.40% 1.20%
Liabilitics due to supplics and taxes 2 194 2 002 2 109 1675 2114 9.60% -5.10% 25.90% ~20.80% 5.90% 6.00% 5.90% 4,90% 6.00%
Liabilitics due to cash pooling 171 622 759 562 300 ~72.50% C18.10% 35.10% 87.30% 0.50% 1.80% 2.10% 1.60% 0.80%
Liabilitics due to cmploy ce rem uneration 109 o8 87 110 a3 11.20% 12.60% ~20.90% 155.80% 0.30% 0.30% 0.20% 0.30% 0.10%
Reserve for costs of liquidating drills o1 53 20 33 28 71.70% 165% -39.40% 17.90% 0.20% 0.20% 0.10% 0.10% 0.10%
Other reserves 287 229 248 363 344] 25.30% ~7.70% ~31.70% C18.20% 0.80% 0.70% 0.70% 1.10% 1.30%
Other liabilitics 53 52 82 58 183 1,.90% -36.60% 41,40% ~68.30% 0.10% 0.10% 0.20% 0,20% 0.50%
Short-term liabilities 5 609 5126 8 397 4084 4191 9.40% -38.90% 105,60% 22,60% 15.20% 15,30% 23,50% 11,80% 11,90%
TOTAL LIABILITIES 8 160 7414 10 541 10 751 11 576 10,10% 229.70% ~2,00% ~7.10% 22,10% 22.20% 29,50% 31,20% 32,70%
TOTAL LIABILITIES AND EQ UITY 36 993 33447 35 769 34 489 35356 10,60 % -6.50% 3,70% 2,50% 100,00% 100,00% 100,00 % 100,00% | 100,00%

Source: own elaboration.
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Table2. Preliminary analysis of the profit and loss account of PGNiG SA for the 2014-2018 period

Item Year Change % Structure

2018 2017 2016] 2015%| 2014* 2018/2017| 2017/2016 2016/2015 2015/2014 2018 2017 2016 2015 2014
Revenues fromsales of gas 18349| 15846| 13877 15511] 19932 15,80% 14,20% -10,50% -22.20% 82,10% 83,10% 80.80%) 83,20%) 84,00%
Other revenues fromsales 3995 3215 3306 3135 3806 2430% -2,80% 5.50% -17,60% 17.90% 16,90% 19,20% 16,80% 16,00%
Sales revenues 22344| 19061) 17183| 18646| 23738 17,20% 10,90 % -1.80% -2150% 1,70% | 100,00% | 100,00% 100,00 % 100,00 %
Cost of sold gas -14663| -12228] -10050| -12157| -13835 19,90% 21,70% -17,30% -12,10%|  -65,60%| -6420%| -58,50% -65,20% -58,30%
Consumption ofraw materials and
materials -1361 -1177) -1628] -1217] -1266 15,60% -27,10% 33,80% -3.90% -6,10% -6,20% -9,50%| -6,50% -5,30%
Employee remunerations -685 -619 -632 -704 750 10,70% -2,10% -10,20% -6,10% -3,00% -3,30% -3,70%)| -3,80% -3,20%
Transmission, distribution and storage
services <9541 -1144] -1074] -1171] -3341 -16,60% 6,50% -8,30% -65,00% -4,30% -6,00% -6,30% -6,30% -14,10%
Other outside services -15031 -1188 -821 -665 -815 26,50% 44,70% 23,50% -18.40% -6,70% -6,20% -4,80% -3,60% -3,40%
Depreciation -798 166 <167 -799 <722 420% 0,10% -4,00% 10.70% -3,60% -4,00% -4,50%| -4,30% -3,00%
Taxes and fees =301 -292 -289 -199 -194 3,10% 1,00% 45.20% 2,60% -1,30% -1,50% -1,70%)| -1,10% -0,80%
Other operating revenues and costs -349 -115 96 -404 -498 203.50% -219,80% -123,80% -18.90% -1,60% -0,60% 0,60% 0,00% -2,10%
Costs of services to satisfy own needs 8 7 7 13 10 14.30% 0,00% -46.20% 30,00% 0,10% 0,00% 0,00% 0,10% 0,00%
Write offs for fixed assets and intangible
values and their reversal 252 -434 745 -549 -694 -941,68% -41,70% 35,70% -2090% 1,10% -2,30% -4,30%| -2,90% -2,90%
Dividends 1726 1197 1629 834 530 4420% -26,50% 95,30% 5740% 7.70% 6,30% 9.50% 4.50% 2.20%
Financial revenues 51 100 313 346 436 -49,00% -68,10% 9,50% -20,60% 0,20% 0,50% 1,80% 1,90% 1.80%
Revenues frominterests calculated with
effective interest rate 156 185 - - - -15,70% - - - 0,70% 1,00% - - -
Financial costs -52 -177 2371 -357 -377 -70,60% -52,30% 3.90% -5,30% -0,20% -0,90% -2,20%)| -1,90% -1,60%
Loss on not including financial assets
valued in the depreciated cost -69 - - - - - - - - -0,30% - - - -
Revaluation offinancial assets -125 -120 - - - 4.20% - - - -0,60% -0,60% - - -
Total -18667| -16771] -14332] -17029| -21516 11,30% 117,00% -15.80% -2090%|  -83,50%| -88,00%| -8340% -91,30% -65,60%
Profit before tax 3677 2290] 2851 1617 2222 60,60 % -19,70% 76,30% -2720% 16,50% 12,00% 16,60 % 8,70% 9,40%
Income tax -388 -256 2275 -145 -327 51,60% -6,90% 89,70% -55,70% -1,80% -1,30% -1,60%| -0,80% -1,40%
Net profit 3289] 2034] 2576] 1472 1895 61,70% -21,00% 75,00% -2230% 14,70 % 10,70 % 15,00 % 7,90 % 8,00%
Weighted mean number of ordinary 5 778| 5778] 5778 5900| 5900 0,00% 0,00% -2,10% 0,00% - - - - -
Earnings per share, basic and diluteq 0,57 0,35 0,45 0,25 0,32 62,90% -22,20% 78,70% -22,30% - - - - -

Source: own elaboration.

*transformed data.
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Table 3. Cash flow statement for PGNiG SA in the 2014-2018 period

Item 2018 2017 2016 2015 2014
Cash flow from operating activity
Net profit 3,289 2,034 2,576, 1,472 1,895
Depreciation 798 766 767 799 722]
Interests and dividends -1,810 -1,334 -1,620 -850 -716
Investment activity result -153 548 849 594 750
Other non-cash adjustments 664 397 361 71 514
Paid income tax -467 -224 -286 -340 -498
Income tax for current period 388 256 275 145 327
Changes to working capital -51 -1,581 -420 596 988
Changes to working capital 2,65_8| 862 2,502 2,487 3,982
Net cash flow from investment
activity
Expenditure on tangible fixed assets
related to searching for and evaluating
mineral deposits -835 =720 -599 -981 =797
Expenditure on intangible assets and
other tangible fixed assets -379 -250 -364 -235 -392
Expenditure on loans granted -914 -1,049 -357 -441 -678
Expenditure on derivative financial
instruments -62] -97 -109 -162 -180
Expenditure on acquiring shares in
affiliate entities -32 -416 -926 -66 -400
Other expenses -27 -33 -118 -75 -989
Revenues from loans granted 943 785 432 2,027 524
Revenues from sales of short-term
securities - 100 - 989 -
Revenues from derivative financial
instruments 55 118 95 175 199
Received interests 117 250 87 125 115
Received dividends 1,726 1,197 1,629 834 530
Revenues from sales of shares in
affiliate entities - - 4 4 -
Other revenues 52 27 26 28 223
Net cash flow from investment
activity 644 -88 -200 2,222 -1,845
Cash flow from financial activity
Revenues from issuance of debentures 2,295 1,996 199 309 474
Revenues from derivative financial
instruments - 166 89 84 84
Expenditure on purchasing own shares - - -645 - -
Paid dividends -404 -1,156 -1,062 -1,180 -885
Expenditure on repayment of credits
and loans - -2,152 - - -
Expenditure on buying out debentures -1,996 -2,700 -309 -474 -1,502
Interests paid -36) -158 -199 -192 -220
Expenditure on derivative financial
instruments - -20) -78 -81 -98
Other net items 3 7 4 4 -2]
Net cash flow from financial activity -138] -4,017 -2,001 -1,530 -2,149
Net cash flow 3,164 -3,243 301 3,179 -12
Cash and other monetary assets at the
beginning of the period 1,680 4,923 4,622 1,443 1,685
Cash and other monetary assets at
the end of the period 4,844 1,680 4,923 4,622 1,673
Including: cash with limited
possibilities of useIncluding: cash with
limited possibilities of use 456 648 471 506 451

Source: own elaboration.
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The revenue structure is dominated by the
revenues from sales of gas, accounting for
over 80% in all the analyzed years (the
lowest ratio - 80.8% was in 2016, the
highest - 84% in 2014). The highest
revenues from sales of gas, PLN 18,349
million, were recorded in 2018, including
methane-rich gas - PLN 17,067 million. In
2016, PGNiG SA started selling this gas
outside Poland, therefore revenues from
such sales grew significantly. The second
strategic product is nitrogen-rich gas, with
its sales in 2018 amounting to PLN 1,396
million. The revenues from sales of other
services, products, goods and materials in
the analyzed years did not reach 20%; in
2018, they accounted for 17.9% of all the
revenues. The biggest revenues in this
group are obtained by the company from
the sale of electric energy and crude oil
with gasoline and the right to use the
storing installations. Other services include
sales of gas, maintenance, transport,
geology, mining services and renting real
estate properties. The most important cost
item is the cost of the sold gas, which
covers the cost related to the purchase of
gas from domestic and foreign sources,
together with a justified part costs of
system and transaction fees, and costs of
extraction from domestic sources and costs
of nitrogen removal. The cost of the sold
gas reveals a strong correlation with the
revenues from the sales of gas and,
analogically, it fell in 2015-2016, only to
increase in 2017-2018. The share of this
cost in the revenues from the sales of gas
was: 69.4% in 2014, 78.4% in 2015, 72.4%
in 2016, 77.2% in 2017 and 79.9% in 2018.
The second biggest cost item is the
consumption of other raw materials and
materials. These are mostly costs of energy
used for trading purposes, and also other
materials. These costs were kept on a
similar level in 2014-2015, but grew
significantly in 2016 (by 33.8% compared
to 2015), whereas their growth in 2017-
2018 amounted to 27.7%, and in the 2017-
2018 period 15.6%. On the other hand, the
costs of transmission, distribution and
storing  services, which  decreased
significantly from PLN 3,341 million in
2015 to PLN 1,171 million in 2014 (by
65%) in the next years oscillated around
PLN 1 billion. The costs of other outside

services are, most of all, costs of re-
gasification, costs of written off negative
drills, costs of other geological, search,
renovation and exploitation services, etc.
The company also obtained high revenues
from dividends from affiliated entities.

Table 3 presents the cash flows in PGNiG
SA in the 2014-2018 period. The company
makes the report on cash flows using the
direct method. In all the analyzed years, the
net profit was shown. This profit was
corrected in cash flows from the operating
activity with standard corrections. The
flows from the company’s operating
activity were positive each year. They were
mostly affected, apart from the financial
result, by interests and dividends. Other
important items also included: results of
the investment activity and depreciation.
The financial result in operating activity
flows in 2018, was corrected by -PLN 601
million, in 2017 by -PLN1,172 million, in
2016 by -PLN74 million, in 2015 by -
PLN1,015 million and in 2014 by -
PLN2,087 million. The positive cash flows
from the operating activity must be
interpreted positively, especially as PGNiG
SA has an established position in the
market and has been a major player in this
market for many years. Positive flows from
the operating activity occur in all the
analyzed years, so there are no claims that
the company ever had, even temporarily,
financial problems. The cash flows from the
investment activity were positive in 2018
and 2015, and negative in 2017, 2016 and
2014. In 2018, the balance was PLN 644
million. The biggest revenues came from
the dividends from affiliate entities (PLN
1,726 million) and from given loans (PLN
943 million). The biggest expenditure was
incurred not only for giving loans (-PLN
914 million) and for tangible fixed assets
related to seeking and evaluating mineral
deposits (-PLN 835 million), but also for
intangibles and other fixed assets (-PLN
379 million). The net cash flows from the
financial activity in all the analyzed years
were negative, however, in 2018, they
amounted to only -PLN 138 million,
whereas in 2017, they were -PLN 4,017
million, in 2017 -PLN 2,001 million, in
2015 -PLN 1,530 million and in 2014 -PLN
2,149 million. This type of flows is mostly
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affected by the dividend, which was paid
out in each analyzed year. The total net
cash flows should also be evaluated as
beneficial. In 2018, 2016 and 2015, they
were positive, whereas in 2017 and 2014,
they were negative. The highest positive
flows - exceeding PLN 3 billion - were
reported in 2015 and 2018. The negative
flows in 2017 represent the lowest in the
whole analyzed period. They affected by
the lowest positive flows from the
operating activity (PLN 862 million) and
the highest negative flows from the
financial activity in the whole period (-PLN
4,017 million due to the repayment of
credits and loans in the amount of PLN
2,152 million). In 2014, the total net cash
flow was -PLN 12 million. However, taking
into account the high flows from the
operating activity and the expenditure on
investment and the fact that a significant
item then was the expenditure on buying
out debentures, the negative net cash flows

in 2014 definitely do not reveal the bad
situation of the company. Moreover, in each
year, the company obtained a positive
financial result. This is a very beneficial
situation, taking into account positive cash
flows from the operating activity in all the
analyzed years. This means that the
company is profitable in conducting its
core operating activity, and also obtains
profit, taking into account all the
investments, as well as expenditures and
revenues from the financial activity.

Ratio analysis of PGNiG SA's financial
statements for 2014-2018

The tables below present the most
important financial indicators, divided into
groups of liquidity, profitability, activity
and financial support ratios, calculated for
PGNiG for the 2014-2018 period. Table 4
presents the financial liquidity ratios of
PGNiG for the 2014-2018 period.

Table 4 Financial liquidity ratios for the 2014-2018 period

Ratio 2018 2017 2016 2015 2014
Current ratio 2,01 1,8 1,19 2,12 1,9
Quick ratio 1,53 1,36 0,96 1,72 1,3
Operating cash flow ratio 0,78 0,83 0,72 1,4 0,99
Cash ratio 0,56 0,39 0,61 1,22 0,46
Source: own elaboration.

In 2016, all liquidity ratios had lower
values, but in 2017 and 2018, they
increased, with the exception of cash ratio.
2015 was an exception in the analyzed
years, since all ratios had the highest
values, and a significant improvement of
the financial liquidity was noticeable in
that year. High ratios in 2015 were caused
by a big growth of cash and other monetary
assets - by 156.1% compared to the
previous year. This is particularly visible in
the cash ratio, which takes into account
only the cash item from all the current
assets. In 2016, the cash ratio returned to
its level from 2014 due to increased short-
term liabilities. In 2015, the liquidity ratios
could even be higher, however, in current
assets, the decline in the value of stocks,
receivables, derivative financial
instruments and granted loans was
observed. Simultaneously, the value of

short-term liabilities did not change
significantly and the decreases in some
items were compensated with increases in
other items. High ratios in 2015 may imply
insufficient use of cash and other short-
term investments. Inappropriate
management of cash may particularly be
indicated by very high cash liquidity in
2015. In 2018, 2017, 2015 and 2014, the
current ratio was on the acceptable level,
ranging from 1.5 to 2.0. In 2016, it was
lower and reached 1.19, which could imply
insufficient liquidity of 3¢ degree, however,
it was due to the changes in the
classification of liabilities due to received
loans. The quick and the operating cash
flow ratio in 2014, 2016, 2017 and 2018
(with the exception of the quick ratio) was
nearly on the model level, close to 1.0.
Table 5 presents the profitability ratios
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obtained by PGNiG SA in the 2014-2018 period.
Table 5 Profitability ratios for the 2014-2018 period in percentage values
Ratio 2018 2017 2016 2015 2014
Gross return on assets 9,94 6,85 7,97 4,69 6,37
Gross return on sales 16,46 12,01 16,59 8,67 9,36
Gross return on equity 12,75 8,8 11,3 6,81 9,34
Source: own elaboration.

In order to calculate the profitability ratios,
the gross financial result was used, since it
is deprived of tax burdens and thus can
give a more reliable picture of the
company’s  financial  situation.  All
profitability ratios in Table 5 are positive
due to the fact that the company always
had profit. The gross return on assets
fluctuates from 4.69% in 2015 to 9.94% in
2018. Its average value was 7.2% in the
analyzed 5 years. The value of the ratio in
2018 means that from one Polish zloty of
the assets, PLN 0.0994 of the gross
financial result was generated. It is
advantageous that the ratio grew in 2018
compared to the previous year, and less
advantageous that it fell in 2015 compared
to 2014. The value of the return on assets
ratio depends mostly on the profit
generated by the company due to the fact
that in all the years, the value of assets
remained on a similar level and the
fluctuations between particular years were
not too big. Analogically, as for the return
on assets ratio, the profit increased in 2018
and 2016, and it decreased in 2015
compared to previous years. The growth of
the return on assets ratio in 2018 must be
evaluated positively. The gross return on
sales was fluctuating and reached the value
of 9.36% in 2014, 8.67% in 2015, 12.01%
in 2017, 16.59% in 2016 and 16.46% in
2018. The change between 2014 and 2015
was negligible - the value of the ratio
depends directly on the revenues from
sales, which in 2015, fell by 21.5%. A
significant change was brought about in
2016 compared to 2015, when the ratio
nearly doubled. This is caused by a slight
decline of the revenues from sales and a
very large increase of the financial result.
Revenues from sales fell by 7.8% in 2016,
whereas the financial result grew by as
much as 76.3%. The growth was caused by
considerably lower costs of the gas sold

and the transfer, distribution and storage
services. What is more, in 2016, the
company received a very high dividend
from affiliate entities (PLN 1,629 million,
compared to PLN 834 million in 2015). The
decrease of the revenues and the growth of
the result significantly increased the return
on sales ratio, which should be evaluated
positively, but the essential influence of the
value of the received dividend on the ratio
cannot be ommited. The significant growth
of the dividend may result from the good
management of the company and the
successful investment in affiliate entities as
well as a good economic cycle in the
industry. 2018 witnessed a growth of both
revenues from sales (by 17.2%) and the
gross profit (by 60.6%), whereas in 2017,
the revenues grew by 10.9% and the profit
fell by 19.7%. In this situation, the gross
return on sales ratio in 2018 was 16.46%
and in 2017 - 12.01%. The return on equity
ratio had the highest value in 2018 and
amounted to 12.75%, whereas in 2017, it
was on the lowest level - 8.8%. In 2016, it
was 11.30%, a year earlier 6.81%, whereas
in 2014, it was 9.34%. The changes in the
values in 2014 and 2015 were very small,
so this ratio for the given years depends
directly on the financial result. In the next
years, own capital grew and the
profitability ratio was expected to fall, but
the growth of the financial result in 2016
and 2018 was big enough to enable the
ratio to grow in these years, analogically to
the return on sales ratio. The comparison
of the liquidity ratios and the profitability
ratios confirms the antinomy between
these ratios, which is best seen in the
figures for 2015, when the liquidity ratios
reached the peak values and the
profitability ratios hit the all time bottom.
Table 6 shows the activity (efficiency)
ratios that PGNiG SA had in the 2014-2018
period.
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Table 6. Activity (efficiency) ratios in the 2014-2018 period
Ratio in times in days

2018] 2017( 2016 2015| 2014| 2018] 2017] 2016| 2015]| 2014
Asset turnover ratio 06| 057 048] 054 0,68 604] 640 760] 6751 536
Stock turnover ratio 8,3 854 885 11,38] 947 44 43 41 32 39
Receivables turnover ratio 945 7,81 11,66] 1646] 18,6 39 47 31 22 20
Capital turnover ratio 0,77) 0,73 068] 0,79 1| 4711 499 536] 465 366
Net working capital turnoverratio| 7,23[ 10,6] 10,65 4,06 6,28 51 34 34 90 58
Liabilities turnover ratio 2741 257 1,63 1,73] 2,14] 133|142 224] 210 171
Source: own elaboration.

The asset turnover ratio calculated in times
decreased from 0.68 in 2014 to 0.60 in
2018, while the ratio in days grew from
536 days in 2014 to 604 days in 2018. The
values of the ratios in the analyzed years
indicate that less and less revenues from
sales were obtained from the possessed
assets. Since the value of the assets did not
change significantly, the ratio was mainly
affected by revenues from sales. The asset
turnover ratio cannot be evaluated
positively. The stock turnover ratio in
times reached the lowest value in 2018,
and also lower values in 2017 and 2016,
while the peak value was obtained in 2015,
and a relatively higher value was achieved
in 2014. The ratio in days had the opposite
values. The lower values of the ratio in
times and the higher ones in days point at
the higher degree of freezing stocks in the
company. The decline of the ratio in times
and the growth of the ratio in days were
caused by both lower revenues and
increased stocks in 2016-2018. In 2015,
the company enjoyed a relatively short
period of stock turnover, which was a
beneficial situation. The receivables
turnover ratio in times was falling: from
18.60 in 2014 to 11.66 in 2016, 9.45 in
2018 and 7.81 in 2017. However, the
receivables turnover ratio in days was
increasing. The lower values of the
turnover ratio for 2016-2018 might
indicate lower effectiveness in collecting
receivables. Due to this fact, it would be
advisable to analyze the age structure of
the receivables for deliveries and services
as well as the allowance for bad debts. For
example, the total value of overdue
receivables in 2016 decreased by PLN 8
million, whereas the value of the
receivables that are over than 3 months
overdue increased by PLN 14 million. The

allowance for bad debts decreased from
PLN 319 million in 2015 to PLN 309 million
in 2016 that is by PLN 10 million.
Compared to the company’s revenues from
sales in these years, the amounts of
overdue receivables and the changes in the
allowance for bad debts do not have much
influence on the company’s result and
financial liquidity. Therefore, the trend
shown by both ratios should not be
evaluated as very unfavorable. The equity
turnover ratio decreased its value in the
analyzed period from 1.00 in 2014 to 0.68
in 2016. It also had lower values in 2015
and 2017-2018. As in the case of the asset
turnover ratio, the value of this ratio was
affected by the decreasing revenues from
sales. Additionally, in 2016, its decline was
affected by the equity growth of 6.3%. The
declining value of the equity turnover ratio
means that capital is not used as efficiently
as it could. The net working capital
turnover ratio had the lowest value in
2015, then grew significantly in 2016 and
maintained its value in 2017. This was
affected by the decrease of the net working
capital related to the growth of short-term
liabilities in 2016, caused by the changes in
the classification of debt liabilities. The
lower efficiency may also be confirmed by
the growth of the liabilities turnover ratio
in days from 2014 to 2016, which accounts
for a bigger number of days after which
liabilities are paid. 2017 and 2018
witnessed some improvement of this ratio.
The management efficiency ratios in 2014-
2018 depended mostly on revenues from
sales, which had been falling from 2014 to
2016 and then grew in 2017 and 2018. The
fall in revenues accompanied by a slight
change of balance sheet items may indicate
lower efficiency of operations. This is a
vital issue and the board of the company
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must take it into consideration in the next
years of its activity. Table 7 presents

leveraging ratios of PGNiG SA for the 2014-
2018 period.

Table 7. Leveraging ratios for the 2014-2018 period

Ratio 2018 2017 2016 2015 2014
Debt ratio 0,22 0,22 0,29 0,31 0,32
Asset to equity ratio 0,78 0,78 0,71 0,69 0,68
Long-termdebt ratio 0,07 0,07 0,06 0,19 0,2
Long-term liabilities structure ratio 0,31 0,31 0,2 0,62 0,62
Short-term liabilities structure ratio 0,69 0,69 0,8 0,38 0,38
Fixed asset debt ratio 0,14 0,14 0,17 0,5 0,51
Debt to equity ratio 0,28 0,28 0,42 0,45 0,47
Long-termdebt to equity ratio 0,09 0,09 0,08 0,28 0,29

Source: own elaboration.

The debt ratio had similar values: 0.32;
0.31; 0.29, respectively in 2014, 2015 and
2016. In 2017-2018, the value of the ratio
fell to 0.22, which was due to the
repayment of credits in loans in the amount
of PLN 2,152 million in 2017. The ratio is
not high - it is lower than the asset to
equity ratio, which means that the
company is only slightly dependent on
external financing. The advantage of the
asset to equity ratio over the debt ratio
must be evaluated positively. The company
enjoys greater financial independence,
since the assets are covered by the equity
rather than by external capital (liabilities).
The long-term debt ratio had been
decreasing since 2014. According to the
model interpretation, it should slightly
differ from the total debt ratio. In 2016-
2018, the difference between these two
indicators, however, was quite significant,
which means that the company was
focusing on short-term liabilities. This
results in greater maturity of liabilities up
to 12 months. The debt structure ratio did
not change in 2014 and 2015, but it
transformed in 2016, maintaining the
advantage of short-term liabilities over
long-term ones in 2017-2018. This
transformation was caused mainly by the
change in the classification of debt due to
the obtained loan, which was paid back in
2017. In the note to the single financial
report for 2016 “Events after the date of
the balance sheet”, the company informed
that it paid the loan of EUR 500 million
given to it by PGNiG Finance AB on time.
This means that the sudden growth of the
short-term liabilities structure ratio does
not reveal the bad situation of the

company. Moreover, the lack of significant
changes and the advantage of long-term
liabilities over short-term ones in total
liabilities in 2014 and 2015 should be
positively viewed. The fixed assets debt
ratio was maintained on a similar level in
2015 and 2016, and then it fell in 2016 due
to the loan liabilities described above. In
2017 and 2018, it experienced further
decrease. It never exceeded the level of 1,
which indicates the lack of significant
threats to the long-term financial security
of the company. The debt to equity ratio
decreased from 0.47 in 2014 to 0.42 in
2016, and the long-term debt to equity
ratio fell from 0.29 to 0.08 in the same
period. In 2017 and 2018, these ratios
amounted to, respectively, 0.28 and 0.09.
Such ratios show that the company is not
much burdened with liabilities and long-
term liabilities. Moreover, own capital
exceeds the total liabilities and long-term
liabilities and has the value below 1, which
must be clearly evaluated positively.

Economic and political factors

The financial situation of PGNiG SA is also
affected by economic and political factors.
There is no doubt that such a large
company is susceptible to external risks,
which may appear in the next years and
which cannot be identified directly from
financial reports. Such risks may
significantly affect the financial and asset
situation of the company. The financial
situation of PGNiG SA may largely depend
on trends on the natural gas and crude oil
markets. Figures 2 and 3 show the prices of
natural gas and Brent crude oil. High
fluctuations of rates can be observed over
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the past ten years 2010-2020, but there is a
clear downward trend. Comparing May
2010 to May 2020, the price of natural gas
fell by 52,58%, whereas the price of crude
oil - by 49,03%. The two figures show
heavy dependence of PGNiG SA on
changing the prices in raw material
markets. The most profitable segment of
the activity is trading and storing (82% of

total revenues from sales). As seen from
the financial report data, revenues from
sales are decreasing and the volume of
natural gas sales is growing - this clearly
confirms the influence of prices on the
natural gas market. In conclusion, it can be
said that the financial situation of the
company depends heavily on the prices of
natural gas in global markets.

BTU (British Thermal Unit) in USD
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Figure 2: The price of natural gas in USD/million BTU

Source: own elaboration.
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Oil Barrel in USD
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Figure 3: The price of Brent crude oil in USD/barrel

Source: own elaboration.

PGNiG SA is a strategic company belonging
to the Treasury and the most important
company for the energy security of Poland.
The Yamal-Europe pipeline, connecting
Europe and the Russian Yamal peninsula,
where natural gas deposits are located,
goes through Poland. PGNiG owns 48%
shares in the company, which owns
EuRoPol GAZ S.A. pipeline. The same
percentage of shares is owned by the
Russian state concern excavating natural
gas - Gazprom. This means that PGNiG
must cooperate with the Russian
enterprise. The construction of the Nord
Stream 2 pipeline constitutes a major
threat to the company. In 2010, the Nord
Stream pipeline was opened, connecting
Russia and Germany. It omits Poland, going
straight through the Baltic Sea. Even that
pipeline accounts for the deterioration of
the energy security of Poland. Poland must
obtain hydrocarbons in the East since its
own supplies are not sufficient
(Czerniewicz, 2015). The agreement,
thanks to which the construction of Nord
Stream 2 was to start, was signed in 2015.
The construction was objected by the
Polish Office of Competition and Consumer
Protection in 2016. However, this did not
stop the plans of building another line of
the pipeline. Nord Stream 2 was to be put
into use at the end of 2019, but its
construction has not yet been completed

and is being prolonged due to many
reasons, including political ones. The Nord
Stream 2 gas pipeline may pose a
significant threat to PGNiG SA, which wants
to diversify its sources of gas and oil
supplies not only from the east but also
from other directions, including the north
and west. Focusing on one source of supply
of such important raw materials as crude
oil and natural gas is not desirable by
PGNiG SA, as it may cause economic
dependence. The goal of this company is to
obtain supplies of raw materials from
various sources. Lower diversification of
the sources of supplies by concentrating on
one supplier may lead not only to economic
overdependence, but also to political one. It
is important, therefore, to keep the gas
bunkers full - in Poland at the end of 2016,
the level of gas filling was 77%, whereas
the European average was 66% (The
Report of the Board of PGNiG S.A. and GK
PGNiG S.A. for 2016). PGNiG SA faces a
daunting challenge of maintaining gas
supplies, becoming the company which
does not pursue the financial result growth,
but which ensures energy security for
Poland.

The construction of another line of the
Nord Stream pipeline should provide the
company with some impetus to make new
investments and, as a result, to become
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more independent with external supplies.
Due to natural reasons, which are beyond
the control of PGNiG, it is practically
impossible to increase production in the
domestic market. It is hard to expect the
discovery of new gas deposits, but the
works on the already developed deposits
can be expanded. A good solution here
could be to develop production in other
countries. The PGNiG Capital Group invests
in deposits in other countries, namely in
Norway, Pakistan, Libya, Germany and Iran.
It also conducts seismic work in some
European and African countries. The
investment expenditure in the search and
excavation segment in Poland in 2016
amounted to PLN 830 million, whereas
projects implemented in Norway cost PLN
343 million. The shares in search and
excavation concessions in the Norwegian
Sea, the Northern Sea and the Barents Sea
are owned by PGNiG  Upstream
International, which is 100% owned by
PGNiG. In the context of the efforts made to
become independent from external sources
of supplies, investments in deposits in
Poland and Norway must be evaluated
positively.

Conclusions

Based on the review of PGNiG SA’s financial
statements for the 2014-2018 period, the
financial situation of the company was
evaluated as positive, the company assets
have been increasing, reaching now the
value of PLN 36,993 million. In all the
analyzed years, the company generated net
profit - the highest in 2018 - PLN 3,289
million. In each analyzed year, the company
achieved substantial positive flows from its
operational activity, which confirms its
good financial standing. In 2018, the net
cash flow was positive and amounted to
PLN 3,164 million, of which the flow from
the operational activity was PLN 2,658
million and from investment activity - PLN
644 million, compared to the negative flow
from the financial activity - minus 138
million. Such relations between the flow
directions in particular types of activity
indicate the mature stage of the company
operations and the assessment of its
situation caused by cash flow. The earned
profits and the means from positive cash
flows are allocated by the company for

investment and for payments of the
dividend to its shareholders. The financial
indicators are generally correct, the
solvency ratios demonstrate that the
company is able to pay its current
liabilities. The paper also examines how the
price of natural gas in the markets
accounted for the decreasing revenues
from sales in 2014-2016. This only
confirms the significant influence of market
prices of gas on revenues from sales and
the serious risk over which the company,
unfortunately, has no influence.
Nevertheless, since 2017, the revenues
from gas sales have been growing, and in
2018, they amounted to PLN 18,349
million.

To conclude, the financial situation of
PGNiG SA can be evaluated positively.
PGNiG SA is a strategic company owned by
the Treasury and has the greatest influence
on the energy security of Poland. The
completion of the Nord Stream pipeline
and the plans to build the second line - the
Nord Stream 2, encourage the board to
invest - not only in utilizing the deposits in
Poland, but most of all - abroad. The aim of
the company should not be only to obtain
profits and positive cash flows, which was
accomplished in the analyzed years, but
most of all to ensure the energy security of
Poland. The investment in Norwegian fields
should be assessed positively, especially in
the context of ensuring the diversification
of supplies from various sources. Also, the
talks with Norway and Denmark
concerning the construction of the Baltic
Pipe must be seen as a positive aspect. The
pipeline will allow the company to
transport gas directly from the deposits of
the Norwegian continental shelf (where
PGNiG has obtained concessions for
exploitation) to Poland. Thanks to this,
Poland will not be dependent on supplies
from only one eastern direction, which
should lead, among others, to greater
competition in the European market, and
thus to cheaper gas for domestic
customers. Therefore, it is necessary to
conduct investment activities aimed at
building the Baltic Pipe and to monitor the
construction of Nord  Stream 2
continuously.
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To conclude, Poland lies in the middle of
Europe, so a strong Polish state and its
stable and dynamically developing
economy can guarantee the strength and
development of other European countries
and the whole of Europe. However, it
should be also noted that in the current
situation of the announced Covid-19
pandemic, the Polish economy has slowed
down a bit, like other world economies, and
has to make up for losses and meet new
challenges in order to return to its normal
state and pace of development. Recently,
the Polish government is considering the
possibility of merging three large domestic
companies from the fuel and gas industry,
namely: Polish Oil Concern "Orlen" SA
(PKN Orlen SA), Lotos Group SA and PGNiG
SA. These companies are of strategic
importance for the Polish economy. PKN
"Orlen" is a leading petrochemical company
in the Polish market. It has refineries in
Plock, Jedlicze, Trzebinia and abroad in the
Czech Republic and in Mazeikiu in
Lithuania. The Lotos Group is the second
largest petroleum consortium in Poland
engaged in the exploration and production
of crude oil, its processing as well as
wholesale and retail sale of high-quality
petroleum products. Lotos consists of over
a dozen companies and has over 30 percent
share in the wholesale fuel market and
almost 10 percent in the retail market. The
creation of a single strong domestic entity
is to help protect the companies from
acquisition attempts, strengthen their
competitiveness in international markets
and be more active in searching for gas
deposits. According to the President of
PGNiG, the project of consolidation of Orlen
with Lotos and PGNiG results from the
growing position of Poland in Europe and
the world and the need to create strong
companies that will face the international
competition. Poland should consolidate its
fuel and gas sector in the model of
European big consortia such as British BP,
Dutch  Shell or [Italian ENI.  The
consolidation of the three above-
mentioned companies is to guarantee the
creation of one powerful, multi-energy
consortium in Poland, which must be
present not only in the energy market, but
also in the alternative fuels market. This is
the direction of PGNiG's strategy, which is

now being adapted to the current needs of
the situation in Poland and Europe. This is
primarily about the market of new
alternative fuels, not only the development
of CNG and LNG, i.e. the development of
compressed and liquid natural gas, but also
to enter the biomethane market very
strongly, to enter the market of hydrogen
technologies and, in general, to start
operations in the field of renewable energy
sources. Poland and PGNiG are also to have
a stronger presence in international
markets in the area of exploration and
production.

The limitation of this paper lies in focusing
the whole research only on one Polish
company PGNiG SA. However, it is now a
leading company in the entire fuel and gas
sector in Poland, therefore its financial
situation and plans for the future have been
described in detail. Using the preliminary
and index analysis of PGNiG SA's financial
statements for 2014-2018, the thesis that
strong enterprises can be the driving force
behind the development of the Polish
economy was positively verified.

Notes

The Advanced Economy: The division of
economies into developing, emerging and
advanced economies was applied inter alia
by Colwell and Narayanan (2010) in the
model of conditional entrepreneurship
policy. For each of the distinguished
economies, they proposed a transformation
policy and a policy of improvement and
described activities for implementing these
policies. Botev, Egert and Jawadi (2019)
also use this division of economies in their

paper.

The 23rdplace: FTSE Russell stated that
the index of advanced markets includes 37
Polish companies. PKO Bank Polski is in the
group of large companies. Medium
companies include: PKN Orlen, Grupa
Lotos, PGE, PGNiG, KGHM Polska, Bank
Pekao, PZU, BZ WBK, mBank, LPP, Dino
Polska, CD Projekt, Cyfrowy Polsat. The
small companies include: Bank Millennium,
AmRest Holdings, Bank Handlowy. JSW,
Alior Bank, CCC, Play Communications,
Orange Polska, Grupa Azoty, Enea, Tauron
Polska Energia, Kernel Holding, Kruk,
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Asseco Poland, Budimex, Eurocash, Ciech,
Energa, PKP Cargo, Lubelski Wegiel
Bogdanka, GPW, Boryszew, Neuca. Poland
had waited for this promotion since 2011.
This is the result of the continuous growth
of the capital market in the country and the
constant growth of the GDP. Thanks to it,
Poland has become the biggest economy in
Central and Eastern Europe and the only
economy in the region classified as an
advanced market (2018).
https://www.money.pl/gospodarka/wiado
mosci/artykul /dolaczylismy-do-elitarnego-
grona-polska,23,0,2416663. html) access
on: 23.07.2020.

Costs of Re-Gasification: The appearance
of the re-gasification costs in 2016 was
associated with the opening of the LNG
terminal in Swinoujécie and the contract
concluded with Polska LNG SA, valid until
2034, according to which, PGNiG
undertakes to restore the gas from the
liquefied to the gas form.

The Direct Method: Cash and other
monetary assets shown by PGNiG in the
report on the cash flow at the beginning of
the period differ from the balance of cash
and monetary assets at the end of the
previous period. There is also a difference
between the state of the funds shown in the
report on cash flow and the balance of the
funds in the report on the financial
situation. The difference is attributed to the
contract signed in 2014 on managing cash
inside the group (the cash pooling
contract).
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