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I, ROMGAZ 2017 OVERVIEW

1.1. Highlights

Romgaz obtained the approval for partial financing of lernut power plant development
from the National Investment Fund

On January 18, 2017 the Ministry of Energy notified the approval of the Financing
Application for the investment “Combined Cycle Gas Turbine”, application submitted for
funds to be provided from the National Investment Plan. The Application File was submitted
for the public acquisition contract No 13384/ October 31, 2016 concluded with the association
Duro Felguera SA - SC Romelectro SA, having as scope the turnkey contract “Development
of lernut Power Plant (CTE lernut) by construction of a new gas turbine combined cycle
power plant”. On December 7, 2017 was signed the Contract for the grant for investment and
on December 14, 2017 the first application for reimbursement was submitted to the Ministry
of Energy.

Romgaz obtained the approval for some petroleum agreements extension

The volume of proved initial reserves increased for a number of natural gas commercial fields
governed by petroleum agreements, following the performance of investment works. Thus,
the period of gas recovery increased as compared to the initial estimation (which was below
the legal limit of 30 years as provided under the Petroleum Law No 238/2004).

Given the above mentioned, the Government of Romania approved in the meeting of
September 27, 2017:

& Licensing petroleum agreements for development-production and Licensing Petroleum
Agreements for production concluded between the National Agency for Mineral
Resources and Romgaz for 54 commercial fields;

& Licensing petroleum agreements for development-production concluded between the
National Agency for Mineral Resources and Romgaz and Amromco Energy SRL for 8
commercial fields.

Once such petroleum agreements approved, the licensing rights and consequentially the rights
to exploit related blocks are confirmed, eliminating the risk mentioned in Romgaz Prospectus
of the Initial Public Offering related to the validity of such petroleum agreements.

Romgaz continues the development of Caragele project

Romgaz continues the development of the field, investments reaching EUR 40 million
already. Further investment of about EUR 100 million will follow in new production and
development wells. A workshop will be added to the new structure to support the company’s
activity in the area, as a consequence of intensification of the exploration program in North-
East Muntenia. The activity will consist in drilling exploration wells, building collecting and
gathering pipelines connected to the wells proving results during testing, which will be
brought into production.
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Reserve Status Contingent Resources Status
(becm/% of total) (bcm/% of total)

MW Proved Probable m Possible m1C m2C m3C

Works regarding the “Development of Iernut Thermal Power Plant by Building a New
Combined-Cycle Power Plant (CCGT)”

One of Romgaz’ strategic direction is consolidating its position on the energy supply markets.
Thus, in the field of energy generation, the implementation of this investment project aims to
enhance the efficiency of activity by: increasing the efficiency of the power plant to 56% at
the least, compliance with the environmental requirements (NOx, CO2 emissions) and
enhancement of safety in exploitation. The project is financed from own resources and PNI
(National Investment Plan) funds, in accordance with Government Decision No 1096/2013,
updated. Romgaz concluded the works contract no 13384/ October 31, 2016 with the
Partnership between Duro Felguera S.A. and SC Romelectro S.A. The contract may be
summarized as follows: (1) the scope of the contract is implementation of the turnkey project
(design, delivery of equipment, supply of works and start-up) “Development of the Iernut
Thermal Power Plant by Building a New Combined-Cycle Power Plant (CCGT)”, (2) time
limit for completion of works: 36 months from the date on which the contract enters into force
(the contract enters into force in 5 working days from the date of approving the file of
financing from PNI funds, in accordance with the Government Decision No 1096/2013,
updated), (3) the estimated value of the contract (VAT excluded): EUR 268,836,329.82.

During 2017 land development works and power-installed foundation anchors works have
been performed. The documents for obtaining the authorizations for works and exploitation of
the new power plant have been prepared. Construction authorizations for the new power plant
and new hydrogen plant have been obtained. One gas turbine with its related equipment and
the new hydrogen plant have been delivered. The technical design project is currently subject
to approval.

1.2. Romgaz in Figures

The Company recorded a net profit in 2017, in amount of RON 1,854.7 million, higher by
81.03% than in 2016, namely by RON 830.2 million, and a net income per share of RON 4.81
as compared to RON 2.66 in 2016.

The net profit margins (40.5%), EBIT margin (47.1%) and EBITDA (59.1%) are higher than
the ones reported last year (30.0%, 36.9% and 46.0% respectively), confirming that the
company continues to maintain a high profitability.
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Natural gas consumption in Romania recorded in 2017 an increase of approx. 4.7% as
compared to the previous year, according to the ANRE and the Company’s consumption
estimations?.

The natural gas production of the Company was higher than in 2016 by 22.2%, namely 939
million m3 (5,158 million m*in 2017 vs 4,219 million m®in 2016). This production, according
to estimated data, ensured Romgaz a 50.53% market share of gas deliveries within the
consumption of domestic gas, and a 46.27% market share of deliveries of the total
consumption of Romania.

The 2017 production was higher than the one recorded in the previous year due to the
cumulative factors below:

1. Lower temperatures during the first period of the year, generating a higher gas
consumption in Q1;

Significant increase of electricity production at the gas fuelled power plants;

3. Increase of natural gas consumption by Romgaz’s lernut power plant which consumed
506 million m? of natural gas, higher by 77 million m3than in 2016;

4. High summer temperatures leading to increased electricity consumption.

The 2017 electricity production of Romgaz was 14.5% higher than 2016 production, namely
1,863,788 MW and represents 2.68% of Romania’s total electricity production. According to
Transelectrica, Romgaz’ market share was 2.95%.

Operational Results
The table below shows a summary of the main production indicators, royalty and storage
services:
Q4 Q3 Q4 A Q4 Main indicators 2016 2017 A <17/°’16
2016 2017 2017 (%) (%)
1,185 1,192 1,406 18.7 Gas production (million mq) 4,219 5, 11553 22.2
1,023 1,191 1,393 36.2 Condensate production (tons) 5,864 5,742 -2.1
84 83 103 22.6 Petroleum royalty (million m3) 292 371 27.1
726.3 465.8 398.3 -45.2  Electricity production(GWh) 1,628.3 ' 1,863.8 145
509.9 07 | 8370 53 Invoiced UGS withdrawal services 449 Fq 458 211
(million m?)
Invoiced UGS injection services
65.0 774.3 121.8 87.4 (million m?) 1,367.4 = 1,497.6 9.5

Natural gas quantities produced, delivered, injected into and withdrawn from gas storages are
shown in the table below (million m°):

1 As ANRE did not publish the gas market monitoring reports from January 2017, the data used for national
consumption are estimated data.
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16.
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Specifications

1

Gross production — total, including:

*own gas

*Schlumberger (100%)
Technological consumption
Net gas production (1.-1.2.-2.)
Own gas injected into UGS
Own gas withdrawn from UGS
Difference from conversion to Gross Calorific Value
Delivered own gas (3.-4.+5.-6.)
Gas sold in UGS

Gas delivered to CTE Iernut and Cojocna from Romgaz’s
gas

Own gas delivered to the market (7.+8.1.-8.2.)
Gas from joint ventures- total, including:
*Schlumberger (50%)
*Raffles Energy” (37.5%)
*Amromco™ (50%)

Gas purchase from domestic production (including
imbalances)

Traded domestic gas (9.+10.+11.)

Gas delivered from domestic production (8.2+12.)

Delivered import gas

Gas delivered gas to CTE lernut and Cojocna from other
sources (including imbalances)

Total delivered gas (13.+14.+15.)

Invoiced UGS withdrawal services
Invoiced UGS injection services

2015

2
5,562.7
5,359.7

203.1

78.5

5,281.1
738.4
409.5

16.1

4,936.1

527.0

4,409.1
168.9
101.5

0.5
66.9
17.1

4,595.1

5,122.1

3.0

5125.1

1,656.7
1,673.1

2016

3
4,219.4
4,068.0

151.3

545

4,013.6
414.7
462.6

45

4,057.0

79.2

463.7

3,672.5
149.0
75.7
0.3
73.0
11.2

3,832.7

4,296.4

6.8
4.8

4,308.0

1,440.9
1,367.4

2017

4
5,157.5
4,987.7
169.8
74.5
4,913.2
253.5
723.5
2.7
5,380.5
0.0
506.4

4,874.1
175.5
84.9
0.1
90.5
27.0

5,076.6

5,583.0

33.0
40.3

5,656.3

1,745.5
1,497.6

Ratios

5=4/3x100
122.2%
122.6%
112.2%
136.7%
122.4%
61.1%
156.4%

132.6%

109.2%

132.7%
117.8%
112.2%

33.3%
124.0%
241.1%

132.5%

129.9%

485.3%
839.6%

131.3%

121.1%
109.5%

) —as regards Romgaz-Schlumberger association, produced gas is fully included in Romgaz production, and
then split in equal shares between the two partners, and traded separately. With respect to the joint ventures
with_Raffles Energy and Amromco, the obtained gas does not represent Romgaz production but the value of gas

is reflected in Romgaz revenue, proportionally with its respective participating interest share in the joint

ventures

Natural gas production lies in the parameters forecasted in the 2017 program, achieving
108.6% of the planned production (5,158 million m® — achieved planned vs 4,750 million m®
— planned).

The production level was maintained by the ongoing production rehabilitation projects of the
main fields, workover and recompletion operations for 188 wells, installing new compression
capacities and bringing into production new fields.

The natural gas production during 1997-2017 is shown below:
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Increase in Romgaz’s electricity production by 14.5% compared to previous year, as shown in
the table below, is closely connected with reduced electricity production from hydro and wind
sources, and to the cold or hot periods.

The table below shows the quarterly electricity production for 2017, as compared to 2016:

*MWh*
2016 2017 Variation
1 2 3 4=(3-2)/2x100
1%t Quarter 318,720 611,483 91.86%
2" Quarter 191,847 388,249 102.38%
39 Quarter 391,472 465,812 18.99%
4™ Quarter 726,300 398,300 -45.16%
Year total 1,628,339 1,863,844 14.46%

Romgaz is one of the largest gas suppliers in Romania. The evolution of gas supplies? during
2008-2017 is indicated below:

2 comprises own gas from domestic production, including gas delivered to CTE lernut and Cojocna, 50% of the
gas from Schlumberger joint venture and gas purchased from Romanian domestic production from other
producers
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Relevant Financial Results

* million RON *
Q4 Q3 Q4 AQ4 Main indicators 2016 2017 A “17/°16
2016 2017 = 2017 (%) (%)
1,010.3 8494 13435 330  Revenue 3,411.9 | 4,585.2 34.4
989.3 9148 | 15441 561  Income 3,816.8 | 4,786.0 25.4
6272 547.8 7637 218  Expenses 2,536.1 | 2,604.9 2.7
362.1 367.0 | 7804 1155  Gross profit 1,280.7 | 2,181.2 70.3
51.3 50.9  109.7 113.8  Profittax 256.1 = 326.4 275
3109  316.1 | 670.7 1157  Netprofit 1,024.6 | 1,854.7 81.0
358.1 3621 7737 1161 EBIT 1,258.6 = 2,158.8 715
n/a nfa | 529.3 n/a EBIT (adjusted) *) nfa | 1,9145 n/a
3126 4757 9149 1927 EBITDA 1,569.6 = 2,707.7 725
n/a na | 6705 n/a EBITDA (adjusted) *) nfa | 2,463.3 n/a
0.8 0.8 1.7 1125 Earnings per share EPS 2.7 48 77.8
(RON)
30.8 37.2 499 620 Net profit ratio (% from 30.0 405 35.0
Revenue)
35.4 42.6 576 62.7 EBIT Ratio (% from 36.9 47.1 27.6
Revenue)
30.9 56.0 68.1 1204 EBITDA Ratio (% from 46.0 59.1 28.5
Revenue)
6,246 6,194 = 6,198 -0.8 Number of employees at the 6,246 = 6,198 -0.8

end of the period

) Adjusted EBIT/adjusted EBITDA are EBIT/EBITDA adjusted by the income recorded following the fiscal
audit completion related to excise, taking into account the single nature of such income

The figures above are rounded and therefore there may be slight differences after reconciliation
Note: income and expenses do not include in-house works capitalized as non-current assets.
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The higher revenue as compared to the previous year is mainly related to weather conditions,
and especially due to the increased demand in the electricity generation sector.

Due to the above mentioned causes and thanks to company efforts, the net profit, EBIT and
EBITDA are significantly higher as compared to year 2016. At the same time, the indicator
ratios against the revenue are higher than the ones recorded in the previous year and continue
to be highly favourable: 40.5%, 47.1% and 59.1% (as compared to 30.0%, 36.9% and 46.0%
in 2016), confirming the high profitability of the company.

The previous years carried-forward results allocation, with a positive impact on the net profit,
was in 2013 in amount of RON 157.5 million, in 2014 in amount of RON 241.90 million, in
2015 in amount of RON 214.0 million and in 2016 in amount of RON 547.3 million. In 2017
additional dividends in amount of RON 747.7 million have been approved to be allocated
from other reserves.

Investments play an important part in arresting the production decline, which is achieved
through the discovery of new reserves and the improvement of the current recovery rate due
to the rehabilitation, development and modernization of existing facilities.

For 2017, Romgaz scheduled investments worth RON 1,143 million and invested RON 781.8
million, less by 31.6%. The 2017 investments were higher by 57.1% than the 2016 ones (RON
497.7 million). The investments were financed exclusively from own sources, and a part of
investments for CTE lernut will be reimbursed from the National Investment Plan.

The value of fixed assets commissioned during the reporting period was RON 392 million.

During 2013-2017, the Company made investments worth approx. RON 4.15 billion, as
follows:

Year 2013 2014 2015 2016 2017 Total
Value 848,247 1,085,497 937,916 497,716 781,768 4,151,144
(RON
thousand)

The structure of investments is shown in the chart below:

23,82%

5,47%

m |. Exploration, production works
0,26%

m ||. Investments in existing tangible assets
(development and modernization)

m [11. Sustaining the underground storage
capacity
m |V. Independent equipment

m V. Environment works

m VI. Expenses for studies and projects

68,91%

Since November 12, 2013, the company’s shares have been traded on the regulated market
governed by BVB (Bucharest Stock Exchange) under the “SNG” symbol, and the GDRs on
the regulated market governed by LSE (London Stock Exchange) under the “SNGR” symbol.
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Performance of Romgaz shares compared to the evolution of BET index (Bucharest Exchange
Trading) from listing to December 31, 2017 is shown below:
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1.3. Important events
March 14, 2017

The kick-off meeting of the project for “Developing of the lernut Thermal Power Plant by
Building a New Combined-Cycle Power Plant (CCGT)” took place on March 14, 2017 at
SPEE lernut between the representatives of Romgaz and those of Duro Felguera and
Romelectro.

April 1, 2017

Prices of domestic production gas have been liberalized since April 1%, 2017 in compliance
with the GEO No 64/2016 for amending and supplementing the Electricity and Natural Gas
Law No 123/2012.

April 25, 2017
By Resolution No 1/2017 of the Ordinary General Meeting of Shareholders:

e The income and expenditure budget of the company for 2017 was approved;

e The members of the Board of Directors of Societatea Nationala de Gaze Naturale
Romgaz S.A., namely Dumitru Chisalita, Aristotel Marius Jude, Stoicescu Razvan
Florin, and Negrut Aurora were revoked, following the expiration of their mandates in
May 2017;

e The following were elected as interim directors of Societatea Nationald de Gaze
Naturale Romgaz S.A.: Stan Bogdan — Nicolae, Chirila Alexandru, Gheorghe
Gheorghe-Gabriel and Metea Virgil Marius.

June 7, 2017

By Resolution No 14 the Board of Directors approved the renewal of the Contract of Mandate
for the Director-General, Metea Virgil-Marius and the modification of 2017 performance
indicators as they were approved by the General Meeting of Shareholders in the income and
expenditure budget.

During the same meeting Gheorghe Gheorghe-Gabriel was elected as Chairman of the Board
of Directors.

Page 12 of 94




0

ROMGAZ

Board of Directors’ Report 2017

July 27, 2017

The Board of Directors ascertained under Resolution No 18 the vacancy of one director
position, by resignation of Tcaciuc Sebastian-Gabriel, and appointed Baciu Sorana-Rodica as
interim director until the next Ordinary General Meeting of Shareholders.

September 7, 2017

Further to company shareholders casting of cumulative vote upon the request of the Romanian
State represented by the Ministry of Energy, the Ordinary General Meeting of Shareholders
elected as members of the Board of Directors for 4 months period the following:

Gheorghe Gheorghe-Gabriel,
Stan Bogdan-Nicolae;
Ciobanu Romeo-Cristian;
Nistoran Dorin-Liviu;
Cermonea loan-Daniel;
Grigorescu Remus;

Baciu Sorana-Rodica.

September 27, 2017
The Romanian Government approved the following:

e The Licensing Petroleum Agreements for Development-Production and the Licensing
Petroleum Agreements for Production concluded between the National Agency for
Mineral Resources and Romgaz for 54 commercial fields;

e The Licensing Petroleum Agreements for Development-Production concluded
between the National Agency for Mineral Resources and Romgaz and Amromco
Energy S.R.L. for 8 commercial fields.

October 17, 2017

lernut town hall issued the construction authorizations for Developing of the lernut thermal
power plant by building a new combined-cycle power plant.

November 2, 2017

By Resolution No 30 the Board of Directors appointed Bobar Andrei as Chief Financial
Officer.

December 14, 2017

e The first reimbursement application for the National Investment Plan funds for
Development of CTE lernut project was submitted to the Ministry of Energy.

e By Resolution No 36 the Board of Directors revoked the Director General’s mandate
for Metea Virgil Marius;

e By Resolution No 37 the Board of Directors appointed Cindrea Corin Emil as interim
Director General for 4 months period, with the possible extension of 6 months, as
provided under the law.

December 20, 2017

By Resolution No 9, further to company shareholders casting of cumulative vote upon the
request of the Romanian State represented by the Ministry of Energy, the Ordinary General
Meeting of Shareholders elected as members of the Board of Directors, as of January 8, 2018,
for 4 months mandate or until the completion of the directors selection process the following:

e Nistoran Dorin-Liviu;
e Baciu Sorana-Rodica;
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e Ciobanu Romeo-Cristian;

e Grigorescu Remus;

e Cermonea Daniel-loan;

e Volintiru Adrian-Constantin;
e Anghel Daniel-Florin.
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II, THE COMPANY AT A GLANCE

2.1. Identification Data

Name: Societatea Nationala de Gaze Naturale “ROMGAZ” SA

Main scope of activity: natural gas production and UGS

Address: Medias, 4 Constantin I. Motas Square, 551130, Sibiu County
Trade Registry registration number: J32/392/2001

Fiscal registration number: RO14056826

LEI Code: 2549009R7KJ38D9RW354

Legal form of establishment: joint-stock company

Subscribed and paid in share capital: RON 385,422,400

Number of shares: 385,422,400 each having a nominal value of RON 1
Regulated market where the company’s shares are traded: Bucharest Stock Exchange
(shares) and London Stock Exchange (GDRs)

Phone: 0040 269 201020
Fax: 0040 269 846901
Web: WWW.romgaz.ro

E-mail: secretariat@romgaz.ro

Bank accounts opened at: Banca Comerciala Romana, BRD-Groupe Societe Generale,
Citibank Europe, Patria Bank, Raiffeisen Bank, Banca Transilvania, ING Bank, Eximbank,
CEC Bank.

Shareholder Structure
As of December 31, 2017 the shareholder structure is:

Number of %
shares
Number of shares %
The Romanian State® 269,823,080 70.0071
Free float — total, including: 115,599,320 29.9929
*legal persons 96,797,982 25.1148
*patural persons 18,801,338 4.8781
Total 385,422,400 100.0000
FREE
FLOAT
30%
The
Romanian

State
70%

3 The Romanian State through the Ministry of Energy
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During the financial year 2017, the Company did not perform transactions with own shares,
and as of December 31, 2017 did not hold own shares.

2.2. Company organization

Romgaz organization structure is a hierarchy-functional type, with a number of six hierarchy
levels, from company’s shareholders to execution personnel, as follows:

& General Meeting of Shareholders
Board of Directors

Director General

Deputy Directors General

& & & &

Heads of functional and operational compartments subordinated to the Director
General and to the Deputy Directors General

& Execution Personnel

The responsibilities of the Board of Directors are detailed in the Company’s Articles of
Incorporation and as well in its Rules of Organization and Operation.

Key people in the structure and for the functionality of the company are the Director General,
the Deputy Directors General, Economic Director, as well as the branches’ directors. The
heads of compartments (branches/departments/directions/offices etc.) representing the
connection between the upper structure and the employees of the respective compartment are
directly subordinated to the afore-mentioned.

Each compartment has its own well-defined attributions in the company’s Organization and
Operating Regulation and all these elements work as a whole.

The tasks, competencies and responsibilities of the execution personnel are included in the job
descriptions related to each position.

The company has 7 branches set up based on the specific of the activities performed and on
the region (natural gas production branches) as follows:

= Sucursala Medias (Medias Branch) having its office in Medias, 5 Garii Street, postal
code 551025, Sibiu County, territorially organized in 8 sections;

= Sucursala Targu Mures (Targu Mures Branch) having its office in Tirgu Mures, 23
Salcamilor Street, postal code 540202, Mures county, territorially organized in 8
sections;

= Sucursala Ploiesti (Ploiesti Branch) having its office in Ploiesti, 184 G. Cantacuzino
Street, 100492, Prahova County, territorially organized in 2 sections and 2 workshops;

w  Sucursala de Interventii, Reparatii Capitale si Operatii Speciale la Sonde Medias
(SIRCOSS - Branch for Well Workover, Recompletions and Special Well Operations)
having its office in Medias, 5 Soseaua Sibiului Street, 551009, Sibiu County,
territorially organized in 3 sections and 5 workshops;

w Sucursala de Transport Tehnologic si Mentenanta Targu Mures (STTM -
Technological Transport and Maintenance Branch) having its office in Targu Mures, 6
Barajului Street, 540101, Mures County, territorially organized in 3 sections and 3
workshops;

.  Sucursala de Productie Energie Electrica lernut (SPEE — lernut Power Generation
Branch) having its office in lernut, 1 Energeticii Street, 545100, Mures County;
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w  Sucursala Bratislava (Bratislava Branch) having its office in Bratislava, City Business
Centre V.-Karadzi¢ova 16, code 82108, Slovakia.

As of December 31, 2017 the company has a subsidiary “S.N.G.N. ROMGAZ S.A. — Filiala
de Inmagazinare Subterand a Gazelor Naturale DEPOGAZ Ploiesti S.R.L.”, with its
headquarters in Ploiesti, having as scope of activity the natural gas underground storage. The
subsidiary has been set up in order to comply with Directive 2009/73/EC of the European
Parliament and of the Council of July 13, 2009 on common rules for the internal market in
natural gas and repealing Directive 2003/55/EC, as well as with the Natural Gas and
Electricity Law No 123/2012.

2.3. Mission, Vision and Values

Societatea Nationala de Gaze Naturale “ROMGAZ” SA is a company which targets
performance and is determined to generate performance by best employment of energies to
meet its objectives.

Company Mission
Performance, competition and continuous growth of the company’s value both for us and for

the shareholders by means of a better valuation of the human potential and assets, by
predictable and profitable business deals and a better risk management.

Company Vision

ROMGAZ has the potential and the ambition to consolidate and to develop its position as the
most important natural gas company in Romania and to become a leading player on important
Central and Eastern European markets by means of an efficient and competitive production
able to face the increasing pressure exercised by regional and international companies.
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Values

Quality
products
and services

Social
responsibility
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2.4. Strategic Objectives

In order to meet its main scope of activity through an efficient use of material, financial,
informational and human resources, the company set the following strategic objectives:

& Increase of the gas resources and reserves portfolio through the dism

resources and the improvement of the recovery rate of already discovered resources

Position consolidation on the energy supply markets
e — o ‘ ~N\,_‘~\

—— — e
— —— ~—

—

Optimization, development and diversification of the UGS activity by reconsidering its
importance in terms of safety, continuity and flexibility of the natural gas supply

Increasing the company's performance

-
—_— )
—

Identification of new growth and diversification opportunities

&

e
Improving the organization structure of the company

Reorganization of the internal audit function

S~

S —
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III, REVIEW OF THE COMPANY'S BUSINESS

3.1. Business Segments

The company undertakes business in the following segments:
= hatural gas exploration and production;

UGS activity;

natural gas supply;

special well operations and services;

maintenance and transportation services;

power generation and supply;

¥ W W ¥

natural gas distribution.

Exploration - Production
Romgaz is titleholder or co-titleholder, in Romania, of the following petroleum agreements:

= petroleum operations for exploration-development-production in 9 blocks with 100%
participating interest and in 4 blocks as co-titleholder, under certain concession
agreements;

w154 commercial fields;
w7 fields recording experimental production;
= exploration and production rights in Slovakia and Poland (until June 2017).

Exploration

Since October 1997, the exploration activity has been carried out in 8 blocks in Transylvania,
Moldova, Muntenia, and Oltenia, in accordance with the Concession Agreement approved by
Government Decision No 23/2000. Fourteen exploration wells were completed in 2017, with
the following results:

e 5 discoveries with a prospective geological resource (P50) of 3.5 billion m?;

¢ confirmation of hydrocarbon accumulations with a contingent resource (2C) evaluated
at approx. 0.9 billion m®.

Romgaz designs and plans all exploration works based on its own concepts by using modern
specialized software, evaluations of the geological area’s prospectivity displaying specific
features within the blocks under concession, and these are carried out by specific surface
exploration methods for the identification of the areas with hydrocarbon accumulations
(prospects), followed by exploration drilling to prove the presence of accumulations.

The results materialised in reserve replacement ratios, with a highest value of 323% reached
in 2012.

Page 20 of 94




0

ROMGAZ

Board of Directors’ Report 2017

The table below shows the evolution of the reserves replacement ratio during 2009-2017:
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Reserves replacement ratio was influenced by the reduced volume of updating commercial
reservoirs and by postponing investments related to the infrastructure necessary for
commissioning production facilities. The reserves audit as of December 31, 2017 will be
finalized in H1 2018.

Production

The 2017 annual program for petroleum operations considered the
dynamics of gas demand, reactivation, recompletion and well
work over operations, bringing in production wells resulted from
exploration activities and production wells, maintenance programs
of compressor stations and of dehydration stations, commissioning
of new compressor units and the dynamics of import gas flows
injected into/withdrawn from UGS.

The company’s gas production was higher than the 2016 production (5,158 million m3vs
4,219 million m®). According to estimates, this production ensured Romgaz a 50.53% market
share of deliveries in the gas consumption from internal production and a 46.27% share of
deliveries in Romania’s total consumption.

The production in amount of 5,158 million m*® was 8.6% higher than the planned one, due to:
e Lower temperatures at the beginning of 2017,
e Increase of gas consumption for generation of electricity;

e Increase of gas consumption for generation of electricity by Romgaz’s lernut power
plant which consumed 506 million m?® of gas, by 77 million m® more than in 2016.

e Higher summer temperatures leading to the increase of electricity consumption.
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Underground Gas Storage (UGS)

|

Currently, in Romania there are 8 UGSs constructed in
depleted gas reservoirs out of which 7 are in operation.
Romgaz owns and operates 6 UGSs having a total capacity
of 4.335 billion m® and a working gas volume of 2.920
billion m®,

At national level, the ratio between the working gas volume and the annual consumption was
about 24% in 2017. This level is in the first upper half of 2015 international values (Great
Britain 6.4%, Spain 9.8%, Holland 40.6%, Poland 19.9%, Italy 26.2%, Germany 29.8%,
France 29.5%, Denmark 33.6%, and Hungary 69.6%).

In 2017 the ratio of stored gas volumes to the working volume of the UGS’s was 69%.

Related to the obligation of each titleholder of gas supply license to store a minimum gas
stock in the UGS’s, Romgaz stored more gas by 283%.

The UGS activity is a business segment regulated by ANRE (National Authority for Energy
Regulation) with regard to UGS operators’ licensing and the access to the UGSs, as well as
setting the tariffs related to UGS activity.

Natural Gas Supply

After a thorough restructuring, the natural gas sector is currently
split into independent activities. The Romanian natural gas
market includes a NTS operator (Transgaz), producers (Romgaz
' and Petrom have a 97% market share), UGS operators, companies
for the distribution and supply of gas to captive customers, and
suppliers on the wholesale market.

The natural gas market in Romania consists of the competition segment, which includes gas
trading activities between suppliers and between suppliers and eligible consumers, and the
regulated segment, which includes monopoly-like activities performed in accordance with
framework contracts (transmission, underground storage, distribution and supply at a
regulated price).

In terms of supply, Romgaz held during 2010-2017 a national market share ranging between
37 and 46%:

M.U. 2010 2011 2012 2013 2014 2015 2016 2017

National consumption bcm 140 144 135 125 122 116 118 123

Romgaz traded bcm 6.4 6.3 59 5.7 5.7 51 4.4 5.7
volumes (domestic +

import)

Romgaz market share % 4581 4387 4282 445 46.1 440 371  46.3

The above quantities include gas from own domestic production, domestic gas purchased
from third parties, 100% gas from Schlumberger joint venture and import gas. As compared
to previous years, 2017 deliveries include gas delivered to lernut and Cojocna for electricity
production, as well as technological consumption.

Well Workover, Recompletions and Special Operations
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SIRCOSS was established in 2003 in accordance with the GSM Resolution No5/June 13,
2003.

The branch performs two types of activities:
& well workover, recompletion operations and production tests;
% special well operations.

All well workover, recompletion operations and production tests operations are performed by
means of rig installations.

The second activity consists of special well operations, namely services supplied by means of
different transportable equipment for downhole or surface operations.

During the past years most of services were supplied for the wells within the company’s
portfolio, yet, well workover and special well operations were also supplied to other
companies in Romania that have under concession and operate gas wells in Romania.

Transportation and Maintenance
STTM was established in October 2003, by taking over the means of transportation from Medias,
Targu-Mures and Ploiesti branches.

The branch’s scope of activity is the transportation of goods and people, the specific
technological transportation, and the maintenance activity for the benefit of the company and
of third parties.

Electricity Generation and Supply

CTE lernut is an important junction point in the National Power Grid located in the centre of
the country, in Mures County on the left bank of Mures River between towns lernut and Cuci.
Gas supply, industrial water and power discharge facilities are forthcoming.

CTE lernut is operated under Romgaz Electricity Generation Branch (SPEE).

CTE lernut has an installed capacity of 600 MW split into 4 energy groups: two 100 MW
energy units of Czechoslovakian manufacturing and two 200 MW energy units of Soviet
manufacturing. The groups were commissioned between 1963 and 1967. As of January 1,
2016, the energy units 2 and 3 were put into a dry storage condition.

Cojocna Project is an outcome of the pressing need of finding ways to experimentally
produce from a series of wells resulted from exploratory drilling, in order to determine, as
detailed as possible, the production potential of the respective area. The wells were located far
from each other and also from the National Transmission System (NTS).

Thus, during 2009-2010 solutions were sought, feasibility and opportunity studies were
prepared, and further to their approval it was decided to use the gas from wells 2 and 4
Cojocna as fuel gas for two 1.5 MW power generation units, bearing in mind that the
connection to the National Energy System (NES) didn’t raise any major issue.

This power generation pilot project using units that do not require special installations works
is an alternate option for gas production and valorisation from isolated wells that would imply
building kilometre long gathering pipes, thus, representing a not justifiable option due to the
high costs and multiple impediments related to access on outside build-over areas belonging
to legal or individual persons.

Commissioning the two electricity production units using the gas from wells 2 and 4 Cojocna
was a technological success but unfortunately a short termed one, because of reduced gas
flows that led to intermittent operation of wells and units.
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Our specialists focused during year 2015 both on productivity stimulation from both wells (re-

perforation of productive layers, addition of new pay zones) and on setting the best layout of
gathering pipes where other isolated wells may deliver, ensuring thereby the necessary gas
volumes for both units.

Further to approving a feasibility study, it has been decided to implement the scenario on
building a pipeline network to collect gas from the neighbouring wells and transmission of
gas to the two power generation units (in progress).

In 2016, the documentation prepared in accordance with Law No 50 as of June 29, 1991
regarding authorization of construction work performance was filed at the Cluj County
Council, regarding the work: ,,Pipelines and Technological Installations related to Putting
wells 1 Palatca, 1 Vaida and 2 Vaida on Experimental Production”.

Starting with the 4" Quarter of 2017, the electrical equipment is fuelled by the above
mentioned wells.

Natural Gas Distribution
The natural gas distribution is a regulated business segment and the company’s activity is
currently limited to Ghercesti and Piscu Stejari areas. Romgaz has concession agreements

with the Ministry of Economy for Ghercesti area and with Piscu Stejari Town Hall for Piscu
Stejari distribution. The activity is carried out by Targu-Mures Branch.

3.2. Brief History

Societatea Nationala de Gaze Naturale “ROMGAZ” SA is
Romania’s most important natural gas producer and
supplier. The company’s experience in the field of gas
exploration and production exceeds 100 years. Its history
began in 1909 when the first natural gas commercial
¢ reservoir was discovered in the Transylvanian Basin upon
- the drilling of well Sarmasel-2.

The most important historic benchmarks are:
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*Natural gas discovery in Sarmasel (Transylvanian Basin)

«First gas production recorded in Romania (113,000 m3)

«Establishment of the National Gas Company "SONAMETAN"

«First UGS in Romania constructed in llimbav, Sibiu County

*Use of compressors in the course of production

»Maximum gas production obtained by Romgaz (29,834 million m?3)

*The natural gas import from the Russian Federation begins

+Centrala Gazului Metan was reorganized to Regia Autonoma "ROMGAZ" RA

Nt «"ROMGAZ" RA became Societatea Nationala de Gaze Naturale "ROMGAZ" SA

*SNGN "ROMGAZ" SA was reorganized into five independent companies (SC 3
"Exprogaz" SA Medias, SNDSGN "Depogaz" SA Ploiesti, SNTGN "Transgaz" SA
Medias, SC "Distrigaz Sud" SA Bucuresti SC "Distrigaz Nord" SA Tirgu-Mures) >

» The current SNGN "ROMGAZ" SA Medias was established

€E€E€ECECC€CECECEL

3.3. Mergers and Reorganizations, Acquisitions and Divestment of Assets
Unbundling of underground gas storage activity

In compliance with European and national applicable laws, Romgaz has to legally unbundle
the gas storage activity from gas production and supply activities.

Further to adopting Directive 2009/73/EC of the European Parliament and Council on July 13,
2009 concerning common rules of the internal market in natural gas and repealing Directive
2003/55/EC, the Romanian Parliament adopted the Energy and Gas Law No 123/2012. This
was published in the Official Gazette of Romania No 485 on July 16, 2012 and became
effective on July 20, 2012.
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According to the provisions of article 141, paragraph 1 of the Law (which transcribes article
15, paragraph 1 of the Directive) a storage operator under a vertically integrated economic
operator must be independent from other activities not related to transmission, distribution
and underground storage activities at least from legal, organizational and decision-making
perspective.

Therefore, considering the above mentioned matters, it is compulsory to legally separate the
gas storage activity from the gas production and supply activities performed by Romgaz by
establishing a separate company to act as independent storage operator.

Both the Directive and the Law recommend as solution to set up an independent subsidiary
that should act as storage operator, as follows:

% Article 15 paragraph 2 let. ¢) of the Directive provides that: “the storage system
operator shall have effective decision making rights, independent from the integrated
natural gas undertaking, with respect to assets necessary to operate, maintain or
develop the storage facilities. This shall not preclude the existence of appropriate
coordination mechanisms to ensure the economic and management supervision rights
of the parent company in respect of return on assets in a subsidiary are protected

[.]”

s Article 141 paragraph 3 let. ¢) of the Law also provides that: “the storage system
operator shall have effective decision making rights, independent from the parent
company, with respect to assets necessary to operate, maintain or develop the storage
facilities; this shall not preclude the existence of appropriate coordination
mechanisms to ensure the economic and management supervision rights of the parent
company in respect of return on assets owned by a subsidiary are protected”.

For fulfilling the legal requirements set by the Directive and by Law, respectively, the
following steps have been taken:

w  a study has been prepared to identify the best version for performing the legal
unbundling of the storage activity from the gas production and supply activity. The
solution recommended by Ernst&Young was to create an independent subsidiary,
owned 100% by Romgaz to perform gas storage activities;

= the Board of Directors, endorsed in Resolution No 22/30.10.2014 at article 10 the
incorporation, registration an declaration to the Trade Office Register by Prahova
Court the subsidiary “SNGN Romgaz SA — Filiala de Inmagazinare Gaze Naturale
“Depogaz” Ploiesti S.R.L.”;

w the Extraordinary General Meeting of Shareholders approved by Resolution No
10/19.12.2014 (item 1) to set up the subsidiary “SNGN Romgaz SA — Filiala de
Inmagazinare Gaze Naturale “Depogaz” Ploiesti S.R.L.”;

=  On March 17, 2015, the General Meeting of Shareholders approved the Article of
Incorporation of the subsidiary;

= A consultancy agreement on “Assistance in performing the legal unbundling of
UGS activity in accordance with applicable law (Law No 123/2012 on Energy and
natural gas and European Directive 2009/73/EC)” has been concluded and the
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Final Report prepared by the consultancy agency (K.P.M.G.) was submitted to the
National Authority for Energy Regulation;

w The Company has submitted a request to the National Agency for Fiscal
Administration for an advanced tax ruling (SFIA — Solutie Fiscala Individuala
Anticipata);

= During the Board of Directors Meeting on August 13, 2015 the fixed assets lease
Agreement to be concluded between SNGN Romgaz SA and subsidiary has been
endorsed.

w The following agreements have been concluded between the company and
subsidiary:

a) The Agreement No 9523 as of September 22, 2015 regarding the lease of
fixed assets

b) The Agreement No 9525 as of September 22, 2015 regarding services
related to gas compression and gas dehydration and services related to
maintenance of the underground gas storage system;

= ANRM issued the Attestation Certificate No 1691 as of October 1%, 2015
certifying that the subsidiary meets the Attestation Procedure requirements and
agreed that the subsidiary (operator) may perform the petroleum operations in the
blocks where the UGS are located;

= By Resolution No 2588 as of December 30, 2015, ANRE amends the Licence No
1942/2014 on operation of UGS system by changing the owner from SNGN
ROMGAZ SA Medias into SC SNGN ROMGAZ SA- Filiala de Inmagazinare
Gaze Naturale “Depogaz” Ploiesti S.R.L, and shall be valid as of April 1%, 2016;

= the executive management will urgently initiate the procedure for selecting the
subsidiary’s administrators. This procedure must comply with the independence
criterion stipulated in Directive 2009/73/EC and implemented in Electricity and
Natural Gas Law No 123/2012, as amended and supplemented, and will consult
the competent institutions/authorities so that the new company obtains the
endorsements/approvals necessary for performing the activities included in the
main activity.

= By Decision No 446 as of March 23, 2016, ANRE postponed until April 1, 2017
the entering into force of the Decision No 2588 as of December 30, 2015 on
modifying the License No 1942/2014 on operating the UGS system, in terms of
changing the titleholder of such, namely from SNGN ROMGAZ S.A Medias to
SC SNGN ROMGAZ S.A. - Filiala de Inmagazinare Subterana a Gazelor Naturale
DEPOGAZ Ploiesti SRL;

= the National Agency for Fiscal Administration issued the final advanced tax ruling
A-RFC 1527/September 05, 2016 as regards profit tax and applicable VAT, for the
operations described by Romgaz, with the purpose of separating the UGS activity
from the production activity and the supply activity.
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= By Decision No 474 of March 30, 2017, ANRE postponed until April 1%, 2018 the
entering into force of the Decision No 2588 of December 30, 2015 on modifying
the License No 1942/2014 on operating the UGS system, in terms of changing the
titleholder of such, namely from SNGN ROMGAZ S.A Medias to SC SNGN
ROMGAZ S.A. - Filiala de Inmagazinare Subterana a Gazelor Naturale
DEPOGAZ Ploiesti SRL;

= By Resolution No 01/19.04.2017 of SNGN ROMGAZ S.A Medias, acting as the
Sole Owner, the activity of SC SNGN ROMGAZ S.A. - Filiala de Inmagazinare
Subterand a Gazelor Naturale DEPOGAZ Ploiesti SRL has been suspended until
April 1%, 2018.

A series of changes to the organizational structure have been performed during 2017:

¥ By Decision No 59 of the Director General as of February 14, 2017 on modifying the
organizational structure of SNGN ROMGAZ S.A., the GMS and BD Secretary Office
was eliminated from the Corporate Governance Department and the GMS and BD
Secretary Department was created under the direct subordination of the Director
General.

I¥ By Decision No 131 of the Director General as of July 6, 2017 on modifying the
organizational structure of Ploiesti branch the position of chief engineer was created.

¥ By Decisions of the Director General No 262/26.07.2017 — Romgaz Headquarters, No
264/26.07.2017 —Medias Branch, No 266/26.07.2017 —Targu Mures Branch, No
268/26.07.2017 —Ploiesti Branch, No 270/26.07.2017 — SIRCOSS Medias, No
272/26.07.207 — STTM Targu Mures, No 274/26.07.2017 — SPEE lernut the legal
requirements provided under the law on sectoral public acquisition have been
implemented.

¥ By Decision No 306/05.09.2017 on modifying the organizational structure of SPEE
lernut the Investment Department was created, in charge to carry on the project on
development and modernization of the thermal power plant under implementation;

¥ By Decision of the Director General No 371/30.10.2017 on modifying the
organizational structure of Targu Mures Branch a new production workshop was
established, namely Caragele Production Workshop in charge with the management
and operation of Caragele gas field,

I¥ By Resolution No 30/02.11.2017 of the Board of Directors on modifying the
organizational structure of the company headquarters by turning the GMS and BD
Secretary Department into Office.

No mergers of the company took place in financial year 2017.
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3.4. Company Business performance

3.4.1. Company Overall Performance

The Company’s revenues are generated mainly from gas production and delivery (own gas
production and delivery, gas produced by joint ventures, import gas deliveries and gas
deliveries from other domestic producers), from supply of underground gas storage services,
from production and supply of electric energy and from other specific services.

Financial Results
* RON thousand *
Item Description 2016 2017 Ratio
No (2017/2016)
0 1 2 3 4=3/2x100
1 Total Income, out of which: 3,816,770 4,786,046 125.40%
*operating income 3,794,123 4,762,914 125.53%
*financia| income 22,647 23,132 102.14%
2 Revenue 3,411,868 4,585,189 134.39%
3 Expenses, out of which: 2,536,075 2,604,855 102.71%
*operating expenses 2,516,978 2,584,314 102.68%
*financial expenses 19,097 20,541 107.56%
4 Gross Profit 1,280,695 2,181,191 170.31%
5 Income Tax 256,116 326,443 127.46%
6 Net Profit 1,024,579 1,854,748 181.03%

The Total Income was higher than the 2016 income by 25.4%.

Below are the compared economic-financial indicators for 2016 and 2017 and their detailed
structure split by activity:

Compared economic-financial indicators * RON thousand *
Description 2016 2017 Indices
(2017/2016)
1 2 3 4=3/2x100
Revenue 3,411,868 4,585,189 34.39%
Cost of commodities sold (49,878) (61,095) 22.49%
Investment Income 22,117 22,349 1.05%
Other gains and losses (468,218) (120,335) -714.3%
Changes in inventories 20,963 (186,651) n/a
Raw materials and
consumables (54,632) (64,329) 17.75%
Depreciation, amortization
and impairment (311,012) (548,869) 76.48%
Employee benefit expense (498,114) (562,883) 13.00%
Finance cost (18,275) (18,624) 1.91%
Exploration Expenses (253,348) (137,083) -45.89%
Other Expenses (881,923)  (1,090,647) 23.67%
Other Income 361,147 364,169 0.84%

Page 29 of 94




0

ROMGAZ

Board of Directors’ Report 2017

Profit before tax 1,280,695 2,181,191 70.31%
Income tax expense (256,116) (326,443) 27.46%
Profit for the year 1,024,579 1,854,748 81.03%
Structure of indicators split by activity-2016 * RON thousand *
Description TOTAL Gas Undergroun  Electrici Other Settlemen
2016, production d Gas ty activities  t between
including: and Storage segments
deliveries
1 2 3 4 5 6 7
Revenue 3,411,868 2,857,683 358,568 399,042 239,230 (442,655)
Cost of commaodities sold (49,878) (18,443) (432)  (30,229) (774) B}
Investment Income 22,117 844 3,949 40 17,284 -
Other gains and losses (468,218) (445,340) (1,915) (445) (20,518) .
Changes in inventories 20,963 2,765 13,522 233 4,443 -
Raw materials and
B (54,632) (37,389) (7,142) (1,460) (10,660) 2,019
Depreciation,
amortization and (311,012) (185,959) (95,784) (6,940) (22,329) -
impairment
SIS e (498,114) (313,449) (47.163)  (30,028)  (107,474) -
expense
Finance cost (18,275) (16,674) (1,601) - - -
Exploration Expenses (253,348) (253,348) - . - .
Other Expenses (881,923) (915,298) (91,057)  (256,113) (61,076) 441,621
Other Income 361,147 356,420 2,223 122 3,367 (985)
Profit before tax 1,280,695 1,031,812 133,168 74,222 41,493 -
Income tax expense (256,116) - - - (256,116) :
Profit for the year 1,024,579 1,031,812 133,168 74222 (214,623) -
Structure of indicators split by activity-2017 * RON thousand *
Description TOTAL Gas Underground  Electrici Other Settlement
2017, production gas ty activities  between
including: and storage segments
deliveries
1 2 3 4 5 6 7
Revenue 4,585,189 3,760,366 566,246 545,317 264,544 (551,284)
Cost of commaodities sold (61,095) (50,038) @) (10,313) (737) -
Investment income 22,349 321 1,487 26 20,515 -
Other gains and losses (120,335) (82,564) (3,271) (1,672) (32,828) -
Changes in inventories (186,651) (117,084) (72,025) 124 2,334 -
Raw materials and
consumables (64,329) (46,681) (9,695) (1,167)  (10,369) 3,583
Depreciation, amortization
and impairment (548,869) (420,252) (103,818) (6,560)  (18,239)
Employee benefit expense (562,883) (357,407) (54,821) (33,432)  (117,223) -
Finance cost (18,624) (16,848) (1,776) - - -
Exploration expense (137,083) (137,083) - - - -
Other expenses (1,090,647) (1,108,629) (75,003)  (389,388)  (66,063) 548,436
Other income 364,169 362,945 198 39 1,722 (735)
Profit before tax 2,181,191 1,787,046 247,515 102,974 43,656 -
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Income tax expense (326,443) - - - (326,443) -
Profit for the year 1,854,748 1,787,046 247,515 102,974  (282,787) -
Revenue

The table below compares the 2017 revenue with the 2016 revenue, for each activity (RON

thousand):
Description 2016 2017 Ratios
(2017/2016)
1 2 3 4=3/2x100
Revenue, including: 3,411,868 4,585,189 134.39%
% gas production and deliveries activity, including: 2,857,683 3,760,366 131.59%
* sale of own domestic gas — third parties 2,558,848 3,383,231 132.22%
* sale of own domestic gas-settlements between branches 136,481 155,403 113.86%
* sale of own domestic gas produced by joint ventures 108,323 128,831 118.93%
* sale of import gas 10,885 29,280 268.99%
* sale of domestic gas from acquisitions 9,332 22,020 235.96%
* distribution services 384 369 96.09%
* other revenue