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GENERAL NOTES
Background

KGHM Polska Mied S.A. (hereinafter ‘the Company’) was incorporatedthe basis of a
Notarial Deed number dated 12 September 1991. Tdwmp@ny’'s registered office is
located in Lubin at M. Sklodowskiej-Curie Street. 485HM Polska Mied S.A. has a
multi-divisional organisational structure, whichneprises a Head Office and 10 Divisions:
3 mines (Lubin Mine, Polkowice-Sieroszowice MinejdRa Mine), 3 smelters (Glogow
Smelter, Legnica Smelter, the Cedynia Wire Rod tplamn Ore Enrichment Plant, a
Tailings Plant, a Mine-Smelter Emergency Rescud,dnd a Data Center.

The legal antecedent of KGHM Polska Mie®&.A. was the State-owned enterprise
Kombinat Gorniczo-Hutniczy Miedzi in Lubin transfoed into a State-owned, joint stock
company pursuant to principles set down in thediated 13 July 1990 on the privatisation
of State-owned enterprises.

The Company was entered in the Register of Entngoms of the National Court Register
under no. KRS 23302 on 29 June 2001.

The Company was issued with tax identification nem@NIP) 692-000-00-13 on 14 June
1993 and statistical number (REGON) 390021764 oReldruary 2000.

The Company is the parent company of the KGHM Roldied: SA capital group. Details
of transactions with affiliated entities and th& bf companies in which the Company holds
at least 20% of shares in the share capital dneéntdtal number of votes in the company’s
governing body are included in Notes 6 and 32 ef sthmmary of significant accounting
policies and other explanatory notes (“the addélarotes and explanations”) to the audited
financial statements for the 12 month year endeB&dember 2007.

The principal activities of the Company are asdiot:

the mining of non-ferrous metals ore,

the production of copper, precious and non-ferroesals,

the casting of light and non-ferrous metals,

the forging, pressing, stamping and roll formingradtal,

waste management,

wholesale sales based on direct or contractual patsn

geological and exploratory activities,

the generation and distribution of electricity asfdsteam and hot water, the production
of gas, and the distribution of gaseous fuelsugh a supply network,
= telecommunication and IT activities.

As at 31 December 2007, the Company’s issued stapéal amounted to 2,000,000
thousand zlotys. Equity as at that date amount&do®5,949 thousand zlotys.
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As at 4 March 2008 the ownership structure of tleenfany’s issued share capital was as
follows:

Number Number Par value % of issued
of shares of votes of shares in share capital
Zlotys
State Treasury 83,589,900 83,589,900 10 41.79
Others (less than 5%) 116,410,100 116,410,100 10 .2158
Total 200,000,000 200,000,000 - 100.00

During the financial year and between the balahesisdate and the date of the opinion the
following changes took place in the ownership gtree of the Company’s issued share
capital:

On 15 May 2007 the State Treasury transferred Wreecship of 5.000.000 shares in the
Company to Kompania ¥glowa SA. It constituted 2.5% of total number o&rds and
2.5% of the total number of votes.

There were no movements in the share capital ingperting period.

As at 4 March 2008, the Company’s Management Boasicomposed of:

Ireneusz Reszcrhgki - Acting President , | Vice President
Marek Fushski - Vice President
Stanistaw Kot - Vice President

There were following changes in the Company’s Mamagnt Board composition during
the reporting period:

Maksymilian Bylicki - | Vice President, called adh 6 November 2007

Dariusz K&kow - Vice President since 6 November 2007

Ireneusz Reszchgki - | Vice President since 6 November 2007, presiy Vice
President

There were following changes in the Company’s Mamagnt Board composition from the
balance sheet date to the date of the opinion

Krzysztof Skora - President, called off on 17 Jap2®08
Dariusz K&kow - Vice President, called off on 17 January 2008
Ireneusz Reszchgki - Acting President since 17 January 2008
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2.

Financial Statements

On 14 June 2006 the General Shareholders’ Meetogldd on preparation of the financial
statements in accordance with International FiredriReporting Standards as adopted by the
EU.

2.1 Auditors’ opinion and audit of financial statements

Ernst & Young Audit sp. z o0.0. with its registereffice in Warsaw, at Rondo ONZ 1, is
registered on the list of entities authorised tditfinancial statements under no. 130.

Ernst & Young Audit sp. z 0.0. was appointed by $upervisory Board on 19 March 2007
to audit the Company’s financial statements.

Ernst & Young Audit sp. z 0.0. and the certifiedd#or in charge of the audit meet the
conditions required to express an impartial andejrhdent opinion on the financial
statements, as defined in Art. 66, clause 2 anfitBeoAccounting Act dated 29 September
1994 (uniform text: Journal of Laws of 2002, No. wih subsequent amendments — ‘the
Accounting Act).

Under the contract executed on 30 April 2007 witd €Company’s Management Board, we
have audited the financial statements for the gaded 31 December 2007.

Our responsibility was to express an opinion onfiii@ncial statements based on our audit.
The auditing procedures applied to the financiateshents were designed to enable us to
express an opinion on the financial statementsntaisea whole. Our procedures did not
extend to supplementary information that does na¥ehan impact on the financial
statements taken as a whole.

Based on our audit, we issued an auditors’ opindated 4 March 2008, stating the
following:

“To Shareholders and Supervisory Board of KGHM Pol&a Miedz S.A.

1. We have audited the attached financial statementhé& year ended 31 December 2007
of KGHM Polska Mied S.A. (‘the Company') located in Lubin at M. Sktodskiej-
Curie 48, containing:

« the balance sheet as at 31 December 2007 withassats amounting to 12,379,737
thousand zlotys,

« the income statement for the period from 1 Jang@afy to 31 December 2007 with
a net profit amounting to 3,798,826 thousand zlotys

+ the statement of changes in equity for the periainfl January 2007 to 31
December 2007 with a net increase in equity amogrtt 850,135 thousand zlotys,

« the cash flow statement for the period from 1 Jan@807 to 31 December 2007
with a net cash inflow amounting to 441,559 thousszntys and

« the summary of significant accounting policies atiter explanatory notes
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(‘the attached financial statements’).

2. The truth and fairne$®of the attached financial statements and the proméntenance
of the accounting records are the responsibilityhef Company’s Management Board.
Our responsibility was to audit the attached finainstatements and to express an
opinion whether, based on our audit, these findrgti@ements are, in all material
respects, true and faiand whether the accounting records that form #sssbfor their
preparation are, in all material respects properyntained.

3. We conducted our audit of the attached financiatestents in accordance with the
following regulations being in force in Poland:

. chapter 7 of the Accounting Act, dated 29 SepterdB8r (‘the Accounting Act’),
. the auditing standards issued by the National CleambAuditors,

in order to obtain reasonable assurance whethee theancial statements are free of
material misstatement. In particular, the audituded examining, to a large extent on a
test basis, documentation supporting the amountk disclosures in the attached
financial statements. The audit also included &#sgsthe accounting principles

adopted and used and significant estimates madeebilanagement Board, as well as
evaluating the overall presentation of the attadineghcial statements. We believe our
audit has provided a reasonable basis to exprasspinion on the attached financial

statements treated as a whole.

4. The Company’s financial statements for the yearedn81 December 2006 were
respectively audited by another certified audigmting on behalf of another entity. The
certified auditor issued an unqualified audit opmdated 5 March 2007.

5. In our opinion, the attached financial statemeintg)l material respects:

. present truly and fairly all information materiak fthe assessment of the results of
the Company’s operations for the period from 1 dayn®007 to 31 December
2007, as well as its financial positfoams at 31 December 2007;

. have been prepared correctly, i.e. in accordandé Wwiternational Financial
Reporting Standards as adopted by the EU and basegroperly maintained
accounting records;

. are in respect of the form and content, in accardanith (i) legal regulations
governing the preparation of financial statememis$ @) the Company’s Articles
of Association.

6. We have read the ‘Directors’ Report for the peffimin 1 January to 31 December 2007
and the rules of preparation of annual stateme(itee Directors’ Report’) and
concluded that the information derived from thaetted financial statements reconciles
with these financial statements. The informatiosluded in the Directors’ Report
corresponds with the relevant regulations of therBe of the Minister of Finance of
19 October 2005, on current and periodic informmapablished by issuers of securities
(Journal of Law No. 209, item 1744).".

! Translation of the following expression in Polistzetelndg¢, prawidtowa¢ i jasnoi¢’
2 Translation of the following expression in Polistzetelne, prawidiowe i jashe
® Translation of the following expression in Poliskytuacja majtkowa i finansowa
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We conducted the audit of the Company’s finandgtiesnents during the period from 1 October
2007 to 4 March 2008. We were present at the Copipdread office and at the Company’s
branches in different periods from 1 October 2@)% March 2008.

2.2 Representations provided and data availability

The Management Board confirmed its responsibilily the truth and fairne$f the
financial statements and stated that it had pravide with all financial information,
accounting records and other required documentgelisas all necessary explanations. The
Management Board also provided a letter of reptatens dated 4 March 2008,
confirming that:

« the information included in the books of accounswamplete,

- all contingent liabilities had been disclosed ia fimancial statements, and

- all material events from the balance sheet dateeaalate of the representation letter

had been disclosed in the financial statements,

and confirmed that the information provided to uaswirue and fair to the best of the
Management Board’s knowledge and belief, and irediuall events that could have had an
effect on the financial statements.

2.3 Financial statements for prior financial year

The Company’s financial statements prepared in rdecee with Polish Accounting
Regulations for the year ended 31 December 2006 aalited by Adam Ceélski, Certified
Auditor No. 90033/7039, acting on behalf of PriceavaouseCoopers Sp. z 0.0., Al. Armii
Ludowej 14, Warsaw, registered in the auditors’iseg under the number 144. The
certified auditor issued an unqualified opiniontba financial statements for the year ended
31 December 2006. The Company’s financial statesnfmtthe year ended 31 December
2006 were approved by the General Shareholderstidpen 30 May 2007. On 9 July
2007 (after correction of the resolution taken 6rivBay 2007), the shareholders resolved to
appropriate the 2006 net profit as follows:

Dividends for the shareholders 3,394,000
Reserve capital 1,130
3,395,130

The financial statements for the financial yeareeh@1 December 2006, together with the
auditors’ opinion, a copy of the resolution appraythe financial statements, a copy of the
resolution on the appropriation of profit and theeltors’ Report, were filed on 6 June
2007 with the National Court Register.

The introduction to the financial statements, thtabce sheet as at 31 December 2006, the
profit and loss account, statement of changes untyeqnd cash flow statement for the year
ended 31 December 2006, together with the auditmpgiion, a copy of the resolution

* Translation of the following expression in Poliszetelngé, prawidtowd¢ i jasnoi¢”
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approving the financial statements and a copy ®féisolution on the appropriation of profit
were published in Monitor Polski B No. 1717 on 3€&t@er 2007.

3. Analytical Review
3.1 Basic data and financial ratios

Presented below are selected financial ratios atisig the economic or financial
performance of the Company for the years 2006 &0d 2The ratios were calculated on the
basis of financial information included in the fiitdal statements for the year ended 31
December 2007 (in accordance with Internationalaf@ial Reporting Standards). The
selected financial information and data for 200%&dacordance with International Financial
Reporting Standards adopted by EU were not availakl the Company has changed in
2007 the accounting policies to International FgiahReporting Standards as adopted by
the EU and therefore comparable data for earlidoge are not available.

2007 2006
Total assets 12,379,737 12,251,437
Shareholders’ equity 8,965,949 8,115,814
Net profit/ loss 3,798,826 3,604,988
Return on assets (%) 30.7 29.4
Net profit x 100
Total assets
Return on equity (%) 46.8 58.7
Net profit x 100
Shareholders’ equity at the beginning of
the period
Profit margin (%) 31.2 30.9
Net profit x 100
Sales of finished goods, goods for resale
and raw materials
Liquidity | 2.5 1.9
Current assets
Short-term creditors
Liquidity 111 1.3 0.7

Cash and cash equivalents
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2007 2006

Short-term creditors
Debtors days 17 34

Trade debtors x 365

Sales of finished goods, goods for resale
and raw materials

Creditors days 28 28

Trade creditors x 365

Costs of finished goods, goods for resale
and raw materials sold

Inventory days 80 79

Inventory x 365

Costs of finished goods, goods for resale
and raw materials sold

Stability of financing (%) 84 77

(Equity + long-term provisions and
liabilities) x 100

Total liabilities, provisions and equity

Debt ratio (%) 28 34

(Total liabilities and provisions) x 100
Total assets

Rate of inflation:
Yearly average 2,5% 1,0%
December to December 4,0% 1,4%

3.2 Comments
The following trends may be observed based onllbgeafinancial ratios:
e Return on equity at the end of 2007 was 46.8% atlieaend of 2006 was 58.7%;

e Profit margin increased from 30.9% as at the en@Gfi6 to 31.2% as at the end of
2007;

e Both Liquidity | and Liquidity Il ratios increaseflom 1.9 as at the end of 2006 to 2.5
as at the end of 2007 and from 0.7 as at the e@0@86 to 1.3 as at the end of 2007;

¢ Debtors days ratio decreased from 34 days as anith@f 2006 to 17 days as at the end
of 2007;
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e Stability of financing increased from 77% as at ¢imel of 2006 to 84% as at the end of
2007,

 Debt ratio decreased from 34% as at the end of 80@8% as at the end of 2007.

3.3 Going concern

Nothing came to our attention during the audit daised us to believe that the Company is
unable to continue as a going concern for at leeslve months subsequent to 31 December
2007 as a result of an intended or compulsory wétlvdl from or a substantial limitation in
its current operations.

In Note 1 of the additional notes and explanationthe audited financial statements for the
year ended 31 December 2007, the Management Boasdstated that the financial
statements were prepared on the assumption thaCahgpany will continue as a going
concern for a period of at least twelve months egbent to 31 December 2007 and that
there are no circumstances that would indicateeatHo its continued activity.
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DETAILED REPORT

Accounting System

The Company’s accounts are kept using the SAP e€dR¥uter system at the Company’s
head office. The Company has up-to-date documentadis required under Article 10 of the
Accounting Act, including a chart of accounts apaa by the Company’s Management
Board.

During our audit no material irregularities wergawin the books of account which could
have a material effect on the audited financialestents and which were not subsequently
adjusted. These would include matters related to:

« the reasonableness and consistency of the appigediating policies;

- the reliability of the accounting records, the afzgeof errors in the accounting
records and the trail of entries in the accountaaprds;

« whether business transactions are supported bymkus;
« the correctness of opening balances based on aggbprior year figures;

« consistency between the accounting entries, therlyidg documentation and the
financial statements;

- fulfilment of the requirements for safeguarding@atting documents and storing
accounting records and financial statements.

Assets, Liabilities and Equity, Profit and Loss Acount

Details of the Company’s assets, liabilities anditygand profit and loss account are
presented in the audited financial statementdi@year ended 31 December 2007.
Verification of assets, liabilities and equity waerformed in accordance with the
Accounting Act. Any differences were adjusted ia Hooks of account for the year 2007.

Additional Notes and Explanations to the FinanciaStatements

The additional notes and explanations to the firirgtatements for the year ended 31
December 2007 were prepared, in all material rdsp@t accordance with International
Financial Reporting Standards as adopted by the EU.

Directors' Report

We have read the Directors’ report on the Compaagtivities in the period from 1 January
to 31 December 2007 and the basis for preparatioranmual financial statements
(‘Directors’ Report’) and concluded that the infation derived from the attached financial
statements reconciles with the financial statemefitse information included in the
Directors’ Report corresponds with the relevantvimions of the Decree of the Minister of
Finance of 19 October 2005, on current and periatfiermation published by issuers of
securities (Journal of Law No. 209, item 1744).
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5. Conformity with Law and Regulations

We have obtained a letter of representations flaenManagement Board confirming that
no laws, regulations or provisions of the Compamrscles of Association were breached
during the financial year.

6. Work of Experts

During our audit we have taken into account theaultesof the work of the following
independent experts:

- actuaries - in the area of provisions for futurglayee benefits;
- lawyers - in the area of claims and litigations.

on behalf of
Ernst & Young Audit sp. z 0.0.
Rondo ONZ 1, 00-124 Warsaw

Reg. No. 130
Marek Musiat Jacek Hryniuk
Certified Auditor Certified Auditor
Registration No. 90036/7272 Registration No. 9262/6958

Warsaw, 4 March 2008
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