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WARSAW — Some of Poland's biggest industrial users of natural gas are reducing their use
of gas directly supplied from Russia's Gazprom, increasing the amount they buy from other
sources.

They join a trend for eastern European countries to cut dependence on Russian gas, hastened
by Russia's intervention in Ukraine.

Poland's biggest chemicals firm, Grupa Azoty, and the largest refiner, PKN Orlen each said
they were changing the balance of their gas supplies.

They are buying less gas from Polish state-controlled gas supplier PGNiG, which gets almost
all of its imported gas from Russia under a contract with Gazprom, and increasing the share
of gas bought from either the spot market or by concluding long-term contracts with other
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suppliers.

For now at least, most of the gas from other sources is still Russian in origin. However, it
comes via other routes, mostly from Germany, considered less vulnerable to disruption.

Poland's gas supplies direct from Gazprom are especially precarious because its relations with
Moscow are particularly fraught.

The shift to alternative sources is possible because Poland is opening up inter-connectors
with neighbors to the West and building a new liquefied gas plant on the Baltic, and also
because it has liberalized its wholesale gas market.

According to calculations, plans to diversify supply have the potential to cut Russia's share
of the market to as little as 15 percent in the next two years.

Over the Counter

Last year Azoty, which uses huge amounts of gas to make fertilizer, bought 20 percent of its
gas from sources other than PGNIG. It said this year that will rise to 30 percent.

"This gas is being bought based on individual contracts signed with foreign contractors. Some
quantities we buy on the POLPX power exchange," said Witold Szczypinski, vice-president
of the Azoty's management board.

In the future, Azoty wants to source half of its gas needs under a long-term contract with
PGNIiG.

"The other half we will be buying on the basis of framework and short-term contracts on OTC
[over-the-counter] markets and exchanges from a number of suppliers and by using
a number of supply directions, including direct import," Szczypinski said.

Reduced gas flows from Russia this month to Poland, Slovakia, Austria and Romania have
underlined the need for in eastern Europe to forge its energy independence.

The amount Poland pays for its gas from Gazprom is kept secret, but according to trade
sources and Reuters calculations, it has been consistently more expensive than the on
the European spot market.

The risk of buying more from the spot market is that prices can rise unexpectedly, while under
long-term supply contracts customers are protected from price hikes.

Secure Supplies

Poland uses about 16 billion cubic meters (bcm) of gas per year. Last year 10.9 bcm was
imported, of which 8.7 bcm was supplied by Gazprom under its contract with PGNiG.

PKN Orlen, Poland's biggest oil-refiner, has in the past bought up to 35 percent of gas
from suppliers other than PGNiG.

"But in the future it may rise due to the development of the gas energy sector and the



liberalization process on the Polish market," PKN said in an e-mailed statement.

In February, PKN signed short term contracts for gas supplies with six companies. One
of them was a subsidiary of PGNiG. The total value of the contracts reached 1.7 billion zlotys
(S510 million).

PKN said it was also present on gas exchanges in Germany and Poland, which allowed it direct
sourcing of gas.

The biggest gas consumers have already had supply cuts at least twice in the past, in 2006
and 2009, because of a pricing row between Russia and transit nation Ukraine.

There was also some disruption to supplies in 2012, when a harsh winter forced PGNiG to ask
some industrial customers to voluntary cut use. The companies affected were PKN Orlen,
and two chemical companies, which are now subsidiaries of Azoty.
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