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GENERAL NOTES
Background

The parent entity of the KGHM Polska Mie&.A. Group (hereinafter ‘the Group’ or ‘the
Capital Group”) is KGHM Polska MiedS.A. (‘the holding company’, ‘the CompanyThe
holding company was incorporated on the basis diotarial Deed dated 12 September
2001. The Company’s registered office is locatetllibin at M. Sktodowskiej-Curie Street
48.

KGHM Polska Mied S.A. has a multi-divisional organisational struetuwvhich comprises

a Head Office and 10 Divisions: 3 mines (Lubin BlirPolkowice-Sieroszowice Mine,
Rudna Mine), 3 smelters (Gtogébw Smelter, Legnicalfen the Cedynia Wire Rod Plant),
an Ore Enrichment Plant, a Tailings Plant, a MineeBer Emergency Rescue Unit, and 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 holding company is an issuer of securitieseéermed to in art. 4 of the Regulation (EC)
No 1606/2002 of the European Parliament and ofctencil of the European Union of 19
July 2002 on the application of international acging standards (EC Official Journal
L243 dated 11 September 2002, page 1, polish dpetiteon chapter 13, title 29 page 609)
and, based on the article 55.6a of the Accountiog dated 29 September 1994 (uniform
text: Journal of Laws of 2002, No. 76 with subsedquamendments — ‘the Accounting
Act’), prepares consolidated financial statemenfstlee Group in accordance with
International Financial Reporting Standards as tatbpy the EU.

The holding company was entered in the Registderdfepreneurs of the National Court
Register under no. KRS 23302 on 29 June 2001.

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

The principal activities of the holding company asefollows:
« 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 formingadtal,
« waste management,
« wholesale sales based on direct or contractual patsn
« geological and exploratory activities,
« the generation and distribution of electricity aafl steam and hot water, the
production of gas, and the distribution of gasefmels through a supply network,
« telecommunication and IT activities.
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The operations of the Group’s subsidiaries andaat®s include the following activities:
telecommunication and IT activities,
general construction services relating to mining production structures,
the generation and distribution of electricity,
transport services,
waste management,
the production of non-ferrous metals.

As at 31 December 2007, the Company’s issued stapéal amounted to 2,000,000
thousand zlotys. Equity as at that date amount@&gb@1,609 thousand zlotys.

As at 15 April 2008, the ownership structure of @@mpany’s issued share capital was as
follows:

Number Number Par value % of issued
of shares of votes of shares share capital
(Polish
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 dtrie of the Company’s issued share
capital:

On 15 May 2007 the State Treasury transferred tveecship of 5,000,000 shares in the
Company to Kompania ¥glowa SA. It constituted 2.5% of total number ofusds and
2.5% of the total number of votes.

There were no movements in the share capital imgperting period.

As at 15 April 2008, the holding company’s Managatrigoard was composed of:

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

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

Maksymilian Bylicki - 1 Vice President, called adh 6 November 2007

Dariusz K&kow - Vice President since 6 November 2007

Ireneusz Reszchgki - | Vice President since 6 November 2007, presly Vice
President
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There were following changes in the Company’s Mamagnt Board composition from the
balance sheet date to the date of the opinion

Krzysztof Skéra - President, called off on 17 Janp@®08
Dariusz Kgkow - Vice President, called off on 17 January 2008
Ireneusz Reszchgki - Acting President since 17 January 2008

Group Structure

As at 31 December 2007, the Capital Group KGHM IRolsliedz S.A. consisted of the
following subsidiaries (direct or indirect):

Entity name Consolidation Type of Name of authorised Balance
method opinion entity that audited sheet date
financial statements

. 31
Energetyka Sp. z 0.0. Purcha_se qualified Ernst & Young Audit Sp. December
accounting Z 0.0.
2007
KGHM CUPRUM Sp.z  Purchase . . 3
P ; unqualified PKF Consult Sp. z 0.0. December
0.0. CBR accounting
L2007
. Purchase o 31
KGHM Polish Copper Ltd ) unqualified Ernst & Young LLP December
accounting 2007
Centrum Bada Jakdci Purchase o Europejskie Centrum 31
Sp.z 0.0 accounting unqualified Audytu December
B Sp.zoo. 2007
. 31
KGHM ECOREN S.A Purchase —\alified  EMSt& Young Audit oo e
accounting Sp. zo.o.
2007
— Biuro Doradztwa i 31
;Aéfg\,zvligwse AC entrum azgg%m?;e unqualified Ustug ,AUDYTOR" December
____________ e Spzoo. 2007
POL-MIEDZ TRANS Sp. Purchase ... . Ernst & Young Audit Sp. 31
) unqualified December
Z 0.0. accounting Z 0.0.
2007
. 31
KGHM METRACO S.A, _-urchase o alifieg EMSt& Young Audit Sp. b o ey
accounting Z 0.0.
e .2007
Ernst & Young 31
Esl_gﬂrhan delsaes.m.b.H azg(r)zm?i?]e unqualified Wirtschaftsprufungsges. December
e ges AT e S .MbH__ 2007
. 31
Telefonia Dialog S.A. Purcha§e unqualified Ernst & Young Audit Sp. December
accounting Z 0.0.
e ..2007
. 31
Zagkbie Lubin SSA Purchage qualified Ernst & Young Audit Sp. December
accounting Z 0.0. 2007
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Entity name Consolidation Type of Name of authorised Balance
method opinion entity that audited sheet date
financial statements
Purchase M&M Partners Kongo 31
KGHM CONGO s.p.r.l. : unqualified 99 pecember
accounting s.p.r.l.
o ..2007
Przedsibiorstwo Budowy Purchase e Ernst & Young Audit Sp. 31
, : qualified Z 0.0. December
Kopalh PeBeKa S.A. accounting 2007
INOVA Centrum Purchase .. . | Biuro Ekspertyzi 31
Innowacji Technicznych accountin unqualified Badania Bilansbw  December
SP.-20.0 .. S PIAST  Sp.zo.0. 2007
Biuro Ekspertyz i 31
Dolncslaska Korporacja Purchase o Badania Bilanséw
; ; unqualified . December
Ekologiczna Sp. z 0.0. accounting JPIAST
2007
_________________________________________________________________________ Sp.zoo. ..
. 31
INTERFERIE S. A. Purchase o alified FricewaterhouseCoopers no o e
accounting Sp. zo.o.
e .......2007
. 31
gFI\/; ia(:]am - LEGMET alic’g(r)%r:]a:isne unqualified Ernst & Yzognog Audit Sp. December
SRR o Y 2007
unqualified, 31
WEP HEERA S.A. Purcha_se with an Kance_larla Audytorska December
accounting  emphasis of LKM Finance Sp. z o.0. 2007
matter
''''''''''''''''''''''''''''''''''''''''''''''''' Biuro Ustug Finansowo- 5.
Walcownia Metali Purchase o Ksiegowych i
L ) unqualified December
Niezelaznych Sp. z 0.0. accounting Podatkowych 2007
e ____#BANKFIRM" Sp. z0.0. T
Purchase e 31
PHP Mercus Sp. z o.0. ; unqualified PKF Consult Sp. z 0.0. December
accounting
e .......2007
. . 31
, Purchase .. . Biuro Doradztwa i Ustug
PHU Lubinpex Sp. z 0.0 accounting unqualified AUDYTOR’ Sp. z 0.0. Dezcgon;ber
''''''''''''''''''''''''''''''''''''''''''''''''' Biuro Ustug Finansowo- .
Walcownia Metali Purchase . Ksiegowych i
"Fabedy" S.A. accounting unqualified Podatkowych Dezcgcr)r;ber
e BANKFIRM” Sp. 0.0,
Agencja Biegtych 31
. . Purchase e ; . »
Avista Media Sp. z 0.0. ) unqualified Rewidentéw ,ABR December
accounting
_________________________________________________________________________ Sp.z0.0. ______.....2007
qualified,
o Purchase with an : 31
Vivid.pl S.A. ; . MAC Auditor Sp. z 0.0. December
accounting  emphasis of
2007
matter
KGHM LETIA Legnicki Purchase no audit . N 31
; ) O no audit obligation December
Park Technologiczny S.A. accounting obligation 2007
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3.1

As at 31 December 2007 shares in the following @ases (direct and indirect) were
recognised in the Group’s consolidated financiaieshents using the equity method:

Name and registered office Type of activity
Polkomtel S.A. Telecommunication activities
MINOVA-KSANTE Sp. z o.0. Production — chemicals

Details of the type and impact of changes in eitincluded in the consolidation as
compared to the prior year may be found in Noté the@ summary of significant accounting
policies and other explanatory notes (“the adda@lonotes and explanations”) to the
consolidated financial statements of the GroupgHeryear ended 31 December 2007.

Consolidated Financial Statements

Auditors’ opinion and audit of consolidated financel statements

Ernst & Young Audit sp. z 0.0. with its registereffice in Warsaw, at Rondo ONZ 1, is
registered on the list of entities authorised tdifinancial statements under no. 130.

Ernst & Young Audit sp. z 0.0. was appointed by Supervisory Board on 19 March 2007
to audit the Group’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 ancefrghdent opinion on the consolidated
financial statements, as defined in Art. 66, cla2ised 3 of the Accounting Act.

Under the contract executed on 30 April 2007 wite holding company’s Management
Board, we have audited the consolidated financiatements for the year ended 31
December 2007.

Our responsibility was to express an opinion ondhesolidated financial statements based
on our audit. The auditing procedures applied eéodbnsolidated financial statements were
designed to enable us to express an opinion ocathgolidated financial statements taken as
a whole. Our procedures did not extend to suppléanginformation that does not have an

impact on the consolidated financial statementsrias a whole.

Based on our audit, we issued an auditors’ undedlidpinion dated 15 April 2008, stating
the following:

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

1.

We have audited the attached consolidated finastéEmentof Capital Group KGHM
Polska Mied S.A. (‘the Group’), for which the holding compaisyKGHM Polska Mied
S.A. (‘the Company") located in Lubin at M. Sktodskiej-Curie 48, for the year ended 31
December 2007 containing:

« the consolidated balance sheet as at 31 DecemB&r\&ith total assets amounting to
13,459,505 thousand zlotys,
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+ the consolidated income statement for the year ftodanuary 2007 to 31 December
2007 with a net profit amounting to 3,935,516 treoubzlotys,

« the consolidated statement of changes in equityhi®ryear from 1 January 2007 to 31
December 2007 with a net increase in equity amogrit 1,239,207 thousand zlotys,

« the consolidated cash flow statement for the yean fl January 2007 to 31 December
2007 with a net cash inflow amounting to 490,96%8and zlotys and

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

The truth and fairne$=f the attached consolidated financial statemenis the proper
maintenance of consolidation documentation are rsgponsibility of the Company’s
Management Board. Our responsibility was to aulé attached consolidated financial
statements and to express an opinion whether, lmasedr audit, these financial statements
are, in all material respects, true and“air

We conducted our audit of the attached consolidiiwecial statements in accordance with
the following regulations being in force in Poland:

« chapter 7 of the Accounting Act, dated 29 SepterdB&r (‘the Accounting Act’),
« the auditing standards issued by the National ClearmbAuditors,

in order to obtain reasonable assurance whethese tfieancial statements are free of
material misstatement. In particular, the auditided examining, to a large extent on a test
basis, documentation supporting the amounts aralodigres in the attached consolidated
financial statements. The audit also included aasgshe accounting principles adopted
and used and significant estimates made by the ¢dsment Board, as well as evaluating
the overall presentation of the attached consddidinancial statements. We believe our
audit has provided a reasonable basis to exprasspmion on the attached consolidated
financial statements treated as a whole.

The consolidated financial statements for the yeaded 31 December 2006 were
respectively audited by another certified auditwting on behalf of another entity. The
certified auditor issued an unqualified audit opindated 13 April 2007.

In our opinion, the attached consolidated finansfatements, in all material respects:

« present truly and fairly all information materialrfthe assessment of the results of the
Group’s operations for the year from 1 January 20031 December 2007, as well as
its financial positioﬁas at 31 December 2007;

« have been prepared in all material aspects coyreal in accordance with International
Financial Reporting Standards as adopted by the EU;

« are in respect of the form and content, in accardawith the legal regulations
governing the preparation of financial statements.

We have read the ‘Directors’ Report for the yeanfrl January 2007 to 31 December 2007
and the rules of preparation of annual statemghte Directors’ Report’) and concluded
that the information derived from the attached otidated financial statements reconciles

! 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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3.2

3.3

with these consolidated financial statements. Tferimation included in the Directors’
Report corresponds with the relevant regulationthefDecree of the Minister of Finance of
19 October 2005, on current and periodic informafoublished by issuers of securities
(Journal of Law No. 209, item 1744).”

We conducted the audit of the consolidated findrati@ements during the period from 1
March 2008 to 15 April 2008. We were present atitbleling company’s head office from 1
March 2008 to 15 April 2008.

Representations provided and data availability

The Management Board of the holding company comfitrits responsibility for the truth
and fairnessof the consolidated financial statements and tireectness of consolidation
documentation. The Board stated that it providedvith all financial statements of the
Group companies included in the consolidated firdnstatements consolidation
documentation and other required documents asasealll necessary explanations. We also
obtained a written representation dated 15 Apri&drom the Management Board of the
holding company confirming that:
« the information included in the consolidation doeuntation was complete,
- all contingent liabilities had been disclosed ia ttonsolidated financial statements,
and
« all material events from the balance sheet dategaalate of the representation letter
had been disclosed in the consolidated financiaéstents,

and confirmed that the information provided to uaswirue and fair to the best of the
holding company Management Board’'s knowledge ariéfband included all events that
could have had an effect on the consolidated filghistatements.

Consolidated financial statements for prior financal year

The consolidated financial statements of the Groupghe year ended 31 December 2006
were audited by Adam Cékki, Certified Auditor No. 90033/7039, acting onhb# of
PricewaterhouseCoopers Sp. z 0.0., Al. Armii Ludod4, Warsaw, registered in the
auditors’ register under the number 144. The ¢edifuditor issued an unqualified opinion
on the consolidated financial statements for thar yended 31 December 2006. The
consolidated financial statements for the year érgle December 2006 were approved by
the General Shareholders’ Meeting on 30 May 2007.

The consolidated financial statements of the Gréoip the financial year ended 31
December 2006, together with the auditors’ opinewppy of the resolution approving the
consolidated financial statements and the Direcieport, were filed on 6 June 2007 with
the National Court Register.

The introduction to the consolidated financial eta¢nts, the consolidated balance sheet as
at 31 December 2006, the consolidated income seatenthe statement of changes in
consolidated equity and the consolidated cash f&tatement for the year ended 31
December 2006, together with the auditors’ opiraod a copy of the resolution approving
the financial statements were published in Morftolski B No. 1717 on 30 October 2007.

* Translation of the following expression in Polisizetelng¢ ,prawidtowd¢ i jasnoi¢”
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Analytical Review
Basic data and financial ratios

Presented below are selected financial ratios atisig the economic or financial
performance of the Group for the years 2006 — 20@&.ratios were calculated on the basis
of financial information included in the consoliddtfinancial statements for the year ended
31 December 2007.

The ratios for the year ended 31 December 2005 weadilated on the basis of financial
information presented as comparable in the Grousaalated financial statements for the
year ended 31 December 2006, audited by otherfiedrtauditor, without taking into
account corrections of prior periods’ errors andrades of accounting policies concerning
year 2005 entered in the consolidated financidéstants for the year ended 31 December
2007.

2007 2006 2005
Total assets 13,459,505 13,227,869 11,048,716
Shareholders’ equity 9,501,609 8,513,912 6,357,321
Net profit/ loss 3,935,516 3,479,380 2,104,017
Return on assets (%) 29.2% 26.3% 19.0%
Net profit x 100
Total assets
Return on equity (%) 46.2% 54.7% 37.2%
Net profit x 100
Shareholders’ equity at the beginning of
the period
Profit margin (%) 29.2% 27.0% 23.3%
Net profit x 100
Sales of finished goods, goods for resale
and raw materials
Liquidity | 2.5 1.8 1.3
Current assets
Short-term creditors
Liquidity 111 1.3 0.7 0.6

Cash and cash equivalents

Short-term creditors
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4.2

2007 2006 2005

Debtors days 19 days 33 days 26days

Trade debtors x 365

Sales of finished goods, goods for resale

and raw materials

Creditors days 31 days 32 days 44 days

Trade creditors x 365

Costs of finished goods, goods for resale

and raw materials sold

Inventory days 84 days 83 days 81 days

Inventory x 365

Costs of finished goods, goods for resale

and raw materials sold

Stability of financing (%) 88.5% 80.6% 76.3%

(Equity + long-term provisions and

liabilities) x 100

Total liabilities, provisions and equity

Debt ratio (%) 29.4% 35.6% 42.5%

(Total liabilities and provisions) x 100

Total assets

Rate of inflation:

Yearly average 2.50% 1.00% 2.10%
December to December 4.00% 1.40% 0.70%

Comments

The following trends may be observed based onhbgefinancial ratios:

Return on assets at the end of 2007 was 29.2% aschigher than at the end of 2006
and 2005 when it was 26.3% and 19.0%, respectively.

Return on equity at the end of 2007 was 46.2%, eoethto 54.7% at the end of 2006
and 37.2% at the end of 2005.

Liquidity | ratio at the end of 2007 was 2.5, comgzhto 1.8 at the end of 2006 and 1.3
at the end of 2005. Liquidity Il ratio at the eafi2007 was 1.3, compared to 0.7 at the
end of 2006 and 0.6 at the end of 2005.

Debtors days ratio in 2007 was 19 days, compare@Btdays in 2006 and 26 days in
2005.
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4.3

e Creditors days ratio in 2007 was 31 days, compwred? days in 2006 and 44 days in
2005.

¢ Inventory days ratio in 2007 was 84 days, comp#nef3 days in 2006 and 81 days in
2005.

e Stability of financing in 2007 was 88.5%, compated80.6% in 2006 and 76.3% in
2005.

e Debt ratio decreased in 2007 to 29.4%, compar&® 8% in 2006 and 42.5% in 2005.
Going concern

Nothing came to our attention during the audit ttetised us to believe that the holding
company is unable to continue as a going conceratfteast twelve months subsequent to
31 December 2007 as a result of an intended or clsowyy withdrawal from or a
substantial limitation in its current operations.

In Note 1 of the additional notes and explanatitmghe audited consolidated financial
statements for the year ended 31 December 200#magement Board of the holding
company has stated that the financial statementthefGroup entities included in the
consolidated financial statements were preparetherassumption that these entities will
continue as a going concern for a period of attléaglve months subsequent to 31
December 2007 and that there are no circumstarmaswiould indicate a threat to its
continued activity.
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3.1

3.2

3.3

DETAILED REPORT

Completeness and accuracy of consolidation documetion

During the audit no material irregularities wergawbin the consolidation documentation
which could have a material effect on the auditedsolidated financial statements, and
which were not subsequently adjusted. These wounldude matters related to the
requirements applicable to the consolidation doauat®n (and in particular eliminations
relating to consolidation adjustments).

Accounting policies for the valuation of assets anliabilities

The Group’s accounting policies and rules for thespntation of data are detailed in note 2
of the additional notes and explanations to theu@consolidated financial statements for
the year ended 31 December 2007

Structure of assets, liabilities and equity

The structure of the Group’s assets and equity ledities is presented in the audited
consolidated financial statements for the year drigsieDecember 2007.

The data disclosed in the consolidated financetkestents reconcile with the consolidation
documentation.

Goodwill on consolidation and amortisation

The method of determining goodwill on consolidatiaime method on determining
impairment of goodwill, were presented in note 2haf additional notes and explanations to
the consolidated financial statements.

Shareholders’ funds including minority interest

The amount of shareholders’ funds is consisterit tie amount stated in the consolidation
documentation and appropriate legal documentatigimority shareholders’ interest
amounted to 47,621 thousand zlotys as at 31 DeaeP@0&. It was correctly calculated and
is consistent with the consolidation documentation.

Information on shareholders’ funds has been predent note 17, 18 and 19 of the
additional notes and explanations to the consaatléihancial statements.

Financial year

The financial statements of all Group companiemfog the basis for the preparation of the
consolidated financial statements were preparedt &l December 2007 and include the
financial data for the period from 1 January 20931 December 2007.
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4.1

4.2

Consolidation adjustments

Elimination of inter-company balances (receivablesind liabilities) and inter-company
transactions (revenues and expenses) of consolidaentities.

All eliminations of inter-company balances (recéies and liabilities) and inter-company
transactions (revenues and expenses) of the cdatadi companies reconcile with the
consolidation documentation.

Elimination of unrealised gains/losses of the conbtated companies, included in the
value of assets, as well as relating to dividends

All eliminations of unrealised gains/losses of ttunsolidated companies, included in the
value of assets, as well as relating to dividendsomcile with the consolidation
documentation.

Disposal of all or part of shares in a subordinateentity

During the financial year the Group did not self ahares in subordinated entities.

Items which have an impact on the group’s result fothe year

Details of the items which have an impact on theupis result for the year have been
included in the audited consolidated financial estants for the year ended 31 December
2007.

The appropriateness of the departures from the comdidation methods and application
of the equity accounting as defined in InternationhFinancial Reporting Standards as
adopted by the EU

During the process of preparation of the consatiddinancial statements there were no
departures from the consolidation methods or agptio of the equity accounting

Additional Notes and Explanations to the Consolidatd Financial Statements

The additional notes and explanations to the cidesteld financial statements for the year
ended 31 December 2007 were prepared, in all nahtegspects, in accordance with
International Financial Reporting Standards as tatbpy the EU.

Directors’ Report

We have read the ‘Directors’ Report for the yeanfrl January 2007 to 31 December 2007
and the rules of preparation of annual statemdtts Directors’ Report’) and concluded
that the information derived from the attached otidated financial statements reconciles
with these financial statements. The informatiortiuded in the Directors’ Report
corresponds with the relevant regulations of therBe of the Minister of Finance of 19
October 2005, on current and periodic informatianblished by issuers of securities
(Journal of Law No. 209, item 1744).
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10.

11.

Conformity with Law and Regulations

We have obtained a letter of representations froenManagement Board of the holding
company confirming that no laws, regulations orvisimns of the Group entities’ Articles
of Association were breached during the financésdry

Work of Experts

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

certified auditors — in the area of auditing theaficial statements of some of the
subsidiaries (as mentioned in the table in poihbf.this report),

actuaries - in the area of provisions for futurgokayee benefits;

lawyers - in the area of claims and litigations,

specialists — in the area of stocktaking of fintblgeods using geodetic surveys.

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 No. 90036/7272 Certified Auditor No. 9262/6958

Warsaw, 15 April 2008
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