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In accordance with the instructions of BZW, UBS and WBK, Micon International Limited (Micon) has
undertaken a thorough examination of KGHM’s geology, reserves and mining operations in southwestern Poland.
The results of this examination are set forth in Micon’s report of March, 1997, entitled “Review of the Mining
Operations of KGHM Polska Miedz S.A., Republic of Poland” (the “March Report™).

This report, which summarizes Micon's review and the March Report, has been prepared by Micon for
inclusion in the offering circular dated 7th July, 1997 (the “Offering Circular”) relating to the International
Offering.

In undertaking this assignment, Micon has visited the head office of KGHM in Lubin, Poland; has
inspected underground workings at all of KGHM's active mines; has held discussions with responsible technical
and financial personnel; and has reviewed with care the relevant data pertaining to geology, reserve estimation
and mining.

Micon is an independent firm of geologists, mining engineers, metallurgists and environmental
consultants, with headquarters in Toronto, Canada, and a permanent office in the United Kingdom. Micon offers a
broad range of consulting services to clients involved in the mineral industry and maintains a substantial
worldwide practice in the geological assessment of prospective properties, the independent estimation of
resources and reserves, the compilation and review of feasibility studies, the economic evaluation of mineral
properties, due diligence reviews, and the monitoring of mineral developments on behalf of financing agencies.
Micon has considerable experience in the preparation of independent due diligence reports for submission to
regulatory authorities.

The principal author of Micon’s report is Christopher R. Lattanzi, P. Eng. President of Micon. Mr. Lattanzi
is a mining engineer with more than 35 years of experience in the industry. He has a broad background in the
evaluation of mineral deposits at all stages of development and in many parts of the world. He has appeared as an
expert witness in mine valuation before courts in the United States and Canada. He is a member of the Canadian

Institute of Mining, Metallurgy and Petroleum.
|

Patrick W. Gorman, C. Eng., Vice President of Micon, and Zygmunt Jakubiak, C. Eng., also participated
in the preparation of Micon’s report. Mr. Gorman is a senior mining engineer. Mr. Jakubiak is a senior geologist.
Both are members of The Institution of Mining and Metallurgy.

Micon, and all of its individual employees and associates, are totally independent of KGHM and of all
other parties involved in the privatization of KGHM.

Micon hereby gives its consent to the use of Micon’s name and to the inclusion of this summary report in
the Offering Circular in the form and context in which it appears and to the inclusion of reserve estimation
statements in the Offering Circular in the form and context in which they appear.

Yours sincerely,

MICON INTERNATIONAL LIMITED

Christopher Lattanzi, P. Eng.
President .
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SUMMARY

The Company operates three underground mines: Lubin, Polkowice-Sieroszowice and Rudna. These
mines, which are serviced by a total of 28 shafts, operate at depths below surface of between 600 and 1,150
metres and extend over a continuous strike length of about 40 kilometres, between the towns of Lubin and
Glogéw in southwestern Poland. Mining in this area has been on-going for some 35 years.

Reserves

At 1st January, 1996, the Company's Proved Mining Reserves (categories A+B) consisted of 423.9
million tonnes, of which 314.7 million tonnes were available and 109.2 million tonnes were unavailable in pillars.
Proved and Probable Mining Reserves (categories A+B and C,) amounted to 906.0 million tonnes, of which
737.6 million tonnes were available and 168.4 million tonnes were unavailable in pillars. The material presently
reported as being unavailable in pillars is expected ultimately to become available for extraction. The distribution
of these reserves among the three mining operations is shown in Table L. For a description of the Polish reserve
classification system used by the Company, see the section of this report entitled “Company’s classification

system”.
Table 1
PROVED AND PROBABLE MINING RESERVES AT Ist JANUARY, 1996
(million tonnes)
Proved Reserves Proved and Probable Reserves
(A+B) (A+B and C})

Unavailable in Unavailable in
Mine Available Pillars Available Pillars
Tatbian i ave cpidaiptis apsisabit|fe 24.8 59.9 97.1 119.0
Polkowice-Sieroszowice 93.6 1.7 381.9 1.9
PRl e o ity T St 196.3 47.6 258.6 47.5
s A e el i W TR R 314.7 109.2 737.6 168.4

—————

The marked differences in the tonnages unavailable in pillars at each of the three mines is understood to
relate, in large part, to the existence of substantial pillars beneath tailings impoundments at both Lubin and
Rudna.

At 1st January, 1997, the Companys total Mining Reserves were estimated at approximately 922 million
tonnes at an average grade pf about 1.7 per cent. COppET, allocated among the three mining operations as shown in

Table II.
Table 11
MINING RESERVES AT 1st JANUARY, 1997"
Mining Reserves
Mining Capacity

Ore Grade (million Mine Lt'fem
Mine (million tonnes) (Cu %) tonnes/year) (vears)
T, R R (i -210.3 1.29 6.45 _ 33
Polkowice-Sieroszowice .| . . 405.1 1.74 9.50 43
RUARE : < v o b n Hly e 306.9 1.91 12.00 26

(1) Without taking into account new areas the Company may mine after 2015.
(2) Estimated mine life assumes continued operation at full capacity.

At the date of this report, an analysis of Mining Reserves at |st January, 1997, by category was not
available.
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In addition to the reserves shown in Tables | and II, the Company owns a part of the geological
documentation to certain other resources in areas contiguous to its existing mining concessions. These additional
resources may potentially be mined in the future.

It is Micon’s opinion that the procedures used by the Company for the estimation of reserves are fully in
accordance with accepted standards and that, with respect to classification:

— Industrial Reserves in the A+B categories equate, in whole or in large part, to Proved Reserves as defined
under the classification system adopted by The Institution of Mining and Metallurgy.

— [ndustrial Reserves in the C, category and, possibly, a minor part of the Industrial Reserves in the A+B
categories, equate to Probable Reserves.

Mining Reserves are a sub-set of Industrial Reserves, modified to incorporate technical recoverability
parameters. In Micon’s opinion, these parameters in general have been appropriately assessed. Thus, it is Micon’s
opinion that the Company’s Mining Reserves can also be divided into Proved and Probable categories on the
basis set forth above for Industrial Reserves.

It is Micon’s opinion that the lack of precise equivalence between the Polish classification system and that
used by The Institution of Mining and Metallurgy is not of material significance, given the very large tonnage of
reserves currently reported.

Itis to be emphasised, however, that the current estimates of Mining Reserves are based on cut-off criteria
developed on the basis of 1993 costs. Mining costs have risen substantially since that time and, in Micon’s
opinion, a complete re-evaluation of these reserves is urgently required, using cut-off criteria based on 1996
costs, in order more accurately to define the limits of economic mineralisation at prevailing metal prices and
operating costs. Micon anticipates that such a re-evaluation may well determine that some of the areas scheduled
for near-term extraction, particularly at Lubin, are not economic under current conditions. Micon anticipates,
also, that, in overall terms, the proposed re-evaluation will not reduce the total reserve tonnage by more than
about 15 per cent., and that the material remaining in the reserve will be of higher average grade than that
currently reported.

Current operations

The recent performance of each of the Company’s mines, in terms of underground ore production and unit
mine operating cost, is summarised in Table IIL It can be seen that, in recent years, the mining operations have
been characterised by a progressive increase in both ore production and ore grade, but also by a marked increase
in unit mining cost,

Generally, unit mining costs, expressed in zlotys per tonne of ore, have increased more or less at the rate
of domestic inflation in Poland from 1992 to 1996, or at a rate of approximately 30 per cent. per year. These costs,
therefore, have remained relatively stable in terms of constant zlotys. The zioty, however, has been devaluing
against the US dollar at a rate lower than the domestic inflation rate, so that unit mining costs, expressed in US
dollars per tonne of ore, have increased appreciably in recent years. Since the Company’s revenues are
denominated in US dollars, this trend of increasing dollar costs has potentially serious implications for the future

profitability of the Company’s operations, particularly in light of the recent reduction in the price of copper.
|

As shown in Table III, the Company’s unit mining cost, expressed in terms of equivalent copper
recovered to concentrate, after allowing for silver credits, has risen from 34 cents per pound of copper equivalent
in 1992, to 42 cents per pound in 1996. Of particular concern, in this regard, is the Lubin mine, where, in 1996,
the unit mining cost was 47 cents per pound of equivalent copper recovered to concentrate. This cost relates
solely to mining, and does not include the costs of processing, smelting, refining, administrative overhead and on-
going capital expenditures.
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| Table 111
HISTORICAL MINE PRODUCTION AND OPERATING COST

1991 1992 1993 1994 1995 1996
Lubin
Mine Production
Ore mined (thousand tonnes) | . . - 5,602 5,682 6,209 6,226 6,264 6,364
Copper grade (% Cu) . . . - - - - 1.25 1.27 1.31 1.32 1.34 1.36
Silver grade (grammes/tonne Ag) . 63 67 70 68 71 13
Unit Mining Cost
US$/tonne Ore. . . . . o+ e oo v N/A 11.25 11.59 12.95 16.46 17.03
USS/pound Cu equivalent . . . . - N/A 0.34 0.33 0.37 047 0.47
Polkowice-Sieroszowice
Mine Production
Ore mined (thousand tonnes) . . . 7,925 8,081 9,318 9,216 9,463 9,236
Copper grade (%o Cu) . . .+ - - - 1.70 1.76 1.81 1579 1.76 1.84
Silver grade (grammes/tonne Ag) . 32 33 33 33 34 34
Unit Mining Cost
USS/tonne Ore. . . . .o« s feov vt N/A 12.99 11.33 12.56 15.56 17.03
US$/pound Cu equivalent . . . . . N/A 0.34 0.29 0.32 0.41 0.43
Rudna
Mine Production
Ore mined (thousand tonnes) . . . 8,546 8,707 9,956 9,386 9,413 10,388
Copper grade (% Cu) . . -/. - - - 1.81 1.82 1.82 1.88 1.92 2.08
Silver grade (grammes/tonne Ag) . 44 47 54 52 48 49
Unit Mining Cost
USS/tonne Ore. . . « « « o+ ¢+ N/A 14.24 12.96 14.30 18.45 18.26
US$/pound Cu equivalent . . . . - N/A 0.34 0.31 0.33 042 0.39
Total Company
Mine Production
Ore mined (thousand tonnes) . . - 22,073 22,470 25,483 24,828 25,140 25,988
Copper grade (% Cu) . . | - - - - 1.63 1.66 1.69 1.71 1.72 1.82
Silver grade (grammes/tonne Ap) . 45 47 50 49 48 50
Unit Mining Cost
US$/tonne ore. . .+ o o poc oot N/A 13.03 12.03 1332 16.87 1752
US$/pound Cu equivalent . . . . - N/A 0.34 0.31 0.34 0.43 0.42

Future operations

In light of the trend towards increasing unit cost, the Company has embarked upon an aggressive
programme of cost reduction under which it is anticipated that, by the year 2000, average mining costs, in
constant 1996 US dollars, will decrease by about 20 per cent., from the 1995 level of about $17 per tonne, to
approximately $14 per tonne. Clearly, the degree of success achieved in implementing these cost reduction goals
will have a material impact on the medium-term profitability of the Company. During 1996, unit mining COSts,
expressed in dollars per tonne of ore, were reduced marginally at Rudna but continued to increase at both
Polkowice-Sieroszowice and Lubin. The increase in unit mining cost at Polkowice-Sieroszowice had been
anticipated. At Lubin, however, it had been projected that unit mining costs would decrease in 1996.

In Micon’s view, it is likely that some degree of cost savings can be achieved, but it is not possible to
predict with any reasonable level of assurance the extent to which the Company will be able to meet its specific
cost reduction targets for each mine. On the basis of its review of the cost-cutting measures proposed by the
Company, and of its general experience within the mining industry, however, Micon considers that sustained
reductions in unit mining cost of the magnitude forecast by the Company will be difficult to achieve.

Micon’s judgements with respect to the future levels of underground ore production at each of the

Company's mines are summarised in Table IV. In light of recent historical performance, 1t is Micon’s opinion
that there is reasonable assurance of achieving the forecast levels of production and grade.
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Table IV
ESTIMATED FUTURE MINE PRODUCTION AND OPERATING COST
2001
(annual
1996 average to
(actual) 1997 1998 1999 2000  end of life)
Lubin
Mine Production
Ore mined (thousand tonnes) . . 6,364 5,709 6,385 6,424 6,464 6,450
Copper grade (% Cu) . . . . . . 1.36 1.39 .39 1.40 1.40 1.30
Silver grade (grammes/tonne Ag) 73 71 71 70 70 70
Polkowice-Sieroszowice
Mine Production
Ore mined (thousand tonnes) . . 9,236 8,451 9,025 9,025 9,025 9,400
Copper grade (% Cu) . . . . . . 1.84 1.83 1.91 1.95 1.97 1.85
Silver grade (grammes/tonne Ag) 34 36 36 36 36 36
Rudna
Mine Production
Ore mined (thousand tonnes) . . 10,388 9,882 11,566 11,965 11,965 12,000
Copper grade (% Cu) . . . . . . 2.08 2.06 2.01 2.04 2.10 1.90
Silver grade (grammes/tonne Ag) 49 49 48 49 50 50
Total Company |
Mine Production
Ore mined (thousand tonnes) . . 25,988 24,042 26,976 27,414 27,454 27,850
Copper grade (% Cu) . . . . . . 1.82 1.82 1.83 1.86 1.89 1.74
Silver grade (grammes/tonne Ag) 50 50 49 50 50 50

The continuation of the Company’s mining operations will also involve the expenditure of substantial
amounts of sustaining capital. Micon's judgements with respect to the magnitude of these capital investments are
summarised in Table V, in which all expenditures are quoted in constant zlotys of December, 1996 value. The
investments shown in Table V refer to the mines only, and do not include capital expenditures required for any
other aspect of the Company’s operations. ;

|
Table V !

ESTIMATED FUTURE CAPITAL EXPENDITURES FOR MINING OPERATIONS
(million constant zlotys of December 1996 value)

Polkowice-

Year Lubin Sieroszowice Rudna Total
RT3 i Hl ww s s suE s E 58.8 70.5 97.4 226.7
PO o e s e s a e Ry A 712 104.3 148.5 330.0
s S (e PR 47.0 126.2 101.1 2743
P14, | I el i e I 38.7 97.9 94.3 230.9
{11, TP o e e i 37.5 98.7 121.6 257.8
el DA RS S | 28.5 57.0 42.7 128.2
20082012 . . .. os e eos e 143 71.2 28.5 114.0
Thereafter. . . . . ... ... 14.3 28.5 28.5 713

Year-end exchange rate was USS| = 2.85 zlotys

Ultimately, it is clear that the Company controls extremely large resources of copper and silver. It is
equally clear, however, that the profitability of the Company’s operations will come under severe pressure unless
the recent trend of progressively increasing unit costs, in dollar terms, is reversed. Micon fully supports the cost-
saving initiatives being implemented by the Company, but also considers it imperative that the Company’s
Mining Reserves be completely re-evaluated, under the current regime of operating costs and metal prices, in
order to ensure that only economic material is mined.

108




MINING ENGINEERS’ REPORT
THE MINING PROPERTIES

The Company’s mining area is located between longitude 15°52’ and 16722’ east and between latitude
51°21” and 51°35° north, in the morthwestern part of the Silesian Lowland. Within this area, the Ministry of
Environmental Protection, Natural Resources and Forestry in Poland has granted to the Company the exclusive
right to extract ore from seven contiguous concessions which extend northwestwards for approximately 40
kilometres (km), between the towns of Lubin and Glogéw. Details of each concession are provided in Table V1.
The total area held by the Company under these concessions is approximately 400 square kilometres (km?).

Table VI

MINING CONCESSIONS :
Concession Concession Number Expiry Date Area (km’)
Fabil. . . o ABRS. - - PG & 231/93 31 Dec. 2013 82.6
Malomice I. . « . « ¢ v 0 0 oo v s 232/93 31 Dec. 2013 9.7
Rudha L o 8 oo 5 oo gl il o 233/93 31 Dec. 2013 75.6
RodBs T b ) v oo i 5t i ac w B o s 24/96 30 June 2046 2.2
Polkowice I . . . . . . . . |+« 234/93 31 Dec. 2013 75.3
Sieroszowice I . . . . . .. o0 e 235/93 31 Dec. 2013 97.0
Radwanice Wschod . . . . . .|. .. 10/95 21 May 2015 3.3

The Company currently conducts active underground mining operations on four of its concessions: Lubin,
Rudna, Polkowice and Sieroszowice. Administratively, the Polkowice and Sieroszowice mines are combined into
a single operation, referred to as the Polkowice-Sieroszowice mine. Mining has also been undertaken on the
Malomice concession, which has been developed from the Lubin mine workings, and on the Radwanwice
Wschod concession, to which laccess is provided from the Polkowice-Sieroszowice mine. the Company’s
underground mines are large by any standard, consistently producing approximately 100,000 tonnes of ore per
day. The Company currently employs some 23,000 people, of whom about 12,000 work in the mining operations.

The Company is a major industrial enterprise, operating three mines, three processing plants, two
smelting and refining complexes, a rolling mill and a precious metal recovery plant. In 1996, the Company mined
and processed 26 million dry tonnes of ore and produced 424,708 tonnes of electrolytic copper. A portion of the
electrolytic copper was used internally to manufacture 174,755 tonnes of copper wire rod and 26,290 tonnes of
continuous cast billets. In 1996, also, in addition to its copper output, the Company produced a range of by-
products, the most important of which was 933,044 kilograms (kg) of silver.
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RESOURCE AND RESERVES

Nature of the ore occurrence

The copper deposits of southwestern Poland occur in the geological extension of the Kupfershiefer
stratum in Germany, which has been mined for copper since 1150 AD. Copper mineralisation in the area
currently being mined by the Company was discovered by deep drilling in/1957. Commercial mining commenced
in 1968 and has continued uninterrupted since that time.

The Kupfershiefer stratum is a copper-bearing shale horizon, which is underlain by sandstone and
overlain by dolomite or limestone. In the area being mined by the Company, the copper mineralisation is not
confined to the Cupriferous Shale, but also extends downwards into the sandstone units and upwards into the
carbonate rocks. The highest grades of ore, however, occur in the Cupriferous Shale.

Database
Exploration and Delineation Techniques

The Lubin-Glogéw copper deposits were explored and preliminarily delineated by drilling from surface.
During the initial programme on a 3 km by 3 km grid, core samples were taken over entire drilling intervals from
all holes. Later, during drilling on a 1.5 km by 1.5 km grid and during the 1.1 km by 1.1 km infill drilling, only
selected intervals were cored, including all mineralised intervals and stratigraphic contacts. Drilling results
formed the basis for the estimate of geological reserves in the C, category.

More detailed delineation required for the classification of reserves in the B and A categories is done by
mapping and sampling of underground development tunnels, supplemented as necessary by underground
diamond drilling.

Core Sampling and Preparation for Analysis

After logging, 10 to 20 cm long sample intervals, or shorter intervals in the Cupriferous Shale, were
marked on the core which was then split along the core axis with a corundum saw. One half was sent for
preparation and analysis. Core samples were reduced according to procedures specified by the Minister of Heavy
Industry.

Underground Sampling

Underground samples are taken from all development tunnels. Samples are taken from one wall, except in
areas of complex structure and lithological variability, in which case samples are taken from both walls. Channel
sampling is supplemented by underground diamond drilling when ore thickness exceeds the height of
development tunnels or when analyses indicate that mineralisation may extend up or down from the sampled
intervals,

In Micon’s opinion, the underground sampling procedures and sampling intervals used by the Company
are appropriate to the deposit. Accordingly, Micon endorses the Company’s practices in this regard.

Channel Sample Preparation and Analysis

All channel and core samples are analysed for copper. One in three samples from development openings
and working faces along stopes at the 200 m advance is analysed for silver, Copper analyses are performed by the
photo-activation method. Each mine has its own equipment. The detection limit is 0.01% Cu and there are no
interference problems. The method is non-destructive. Analytical control procedures include inserting standards,
cross correlation between the three laboratories, frequent calibration of analytical equipment and electronic
scales, and external control and check assays. Micon visited all three laboratories and is satisfied that preparation
and analyses are carried out in a professional manner, fully in accordancéi with accepted engineering standards.

Geological Documentation

Primary documentation of each mine, covering the period to |Ist January, 1980, is compiled into
documents called Geological Documentation. In each case, this document was prepared by Geological Enterprise
in Krakéw and included geological reserve estimates based on cut-off criteria of 1977. All subsequent revisions
of reserve estimates are presented in supplements. The latest supplements were prepared in 1994 following the
introduction of new cut-off criteria in June, 1993. Measurements and observations made during underground
sampling are entered in geological notebooks and this information is then used to produce geological maps.
Composite sampling plans are prepared. Supporting documentation includes certificates of analyses and a
computerised database of sample composites in the “Geolog™ programme developed by the Company.
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The Company’s classification system

The resource and reserve classification system used by the Company follows “Directives for
Documenting Deposits of Solid Minerals in Categories D, to A" issued by the Commission for Mineral
Reserves of the Ministry of Environmental Protection, Natural Resources and Forestry (the Ministry) in 1992. In
accordance with that document and the Company’s working practices, reserve statements show Balance
Geological Reserves, Non-Industrial Reserves, Industrial Reserves, Operational Reserves and Mining Reserves.
Definitions of each group are as follows:

Balance Geological Reserves: Teserves in a deposit or its part whose natural characteristics satisfy defined
cut-off criteria and permit extraction.

Industrial Reserves: that part of the Balance Geological Reserves which can be the subject of
economically justified extraction under conditions determined in the Deposit Development Plan (DDP), the
proposed extraction being optimal from the technical and economic point of view while fulfilling the
requirements of environmental protection.

Non-Industrial Reserve.{: that part of the Balance Geological Reserves which cannot be extracted for
technical or economic reasons under conditions determined in the DDP,

Operational Reserves: Industrial Reserves reduced by anticipated losses.
i
Mining Reserves: Operational Reserves adjusted to account for anticipated dilution.

Each reserve group is subdivided into reserves available for extraction and reserves in support pillars. All
reserves are also subdivided into categories A+B and C1 which reflect the degree of confidence of delineation.

The Company’s copper deposits were drilled from surface on a 1.5 km grid, with infill drilling in more
complex zones. This drilling formed the basis for estimating reserves in the C, category. Delineation in the A+B
categories requires mining development. In overall terms, although there are marked differences for individual
reserve blocks, the A+B reserves estimated on the basis of underground development are in reasonable agreement
with the C, reserves originally estimated on the basis of the surface drilling. It is Micon’s opinion, therefore, that

the density of surface drilling has been adequate to support the reliable estimation of C, reserves.

Comparison with the IMM resource and reserve classification

The resource and reserve classification system adopted by The Institution of Mining and Metallurgy
(IMM) in London distinguishes two principal groups of mineral assets: Mineral Resources and Mineral Reserves.

Mineral Resource is defined as a tonnage or volume of rock or mineralisation or other material of intrinsic
interest whose grades, limits and other appropriate characteristics are known with a specified degree of
knowledge. |

Mineral Reserve is that portion of a Mineral Resource on which technical and economic studies have been
carried out to demonstrate that it can justify extraction at the time of the determination and under specific
economic conditions. .

Thus, the IMM classification is based on two principles: first, a Mineral Resource has to have intrinsic
interest; and, second, its transfer to a Mineral Reserve is conditional upon a positive outcome of a technical and
economic feasibility study. Despite its relative complexity, the Polish classification system is based on similar
principles. Material in-situ with parameters exceeding a defined set of criteria is classified as a Balance
Geological Reserve. This material satisfies the cut-off criteria and therefore, like a Mineral Resource, has intrinsic
interest. That part of a Balance Geological Reserve that can be economically extracted is classified as an
Industrial Reserve. Except for a reference to environmental protection, the Polish definition of an Industrial
Reserve does not differ in principle from the IMM definition of a Mineral Reserve.

Subdivisions within the Mineral Resource definition of the IMM classification reflect the degree of
resource identification and the confidence level of resource estimates. In this respect, a Mineral Resource can be
divided into Measured and Indicated. The respective definitions are as follows:

Measured Mineral Resource: That portion of a Mineral Resource for which tonnage or volume is
calculated from dimensions revealed in outcrops, pits, trenches, drill-holes or mine workings, supported where
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appropriate by other exploration techniques. The sites used for ingpection, sampling and measurement are so
spaced that the geological character, continuity, grades and nature of the material are so well defined that the
physical character, size, shape, quality and mineral content are established with a high degree of certainty,

Indicated Mineral Resource: That portion of a Mineral Resource for which quantity and quality are
estimated with a lower degree of certainty than for Measured Mineral Resource. The sites for inspection,
sampling and measurement are too widely or inappropriately spaced to enable the material or its continuity to be
defined or its grade throughout to be established.

Again, there are broad similarities to the Polish system of A, B, C,, C, and D, categories. In Micon’s
view, Balance Geological Reserves of the A and B categories are equivalent to Measured Mineral Resources and
Balance Geological Reserves of the C; category are equivalent to Indicated Mineral Resources.

Under the IMM classification, a portion of a Measured Mineral Resource can be re-classified as a Proved
Mineral Reserve after a positive outcome of detailed technical and economic studies or on the basis of current
operating experience. A Probable Mineral Reserve is defined as that portion of a Measured and/or Indicated
Resource on which sufficient technical and economic studies (suffigient 3but with a shallower scope than detailed
studies) have been carried out to demonstrate that it can justify extraction at the time of the determination and
under specific economic conditions. At this point a difference can arise between the two systems. While, after a
transfer to a Mineral Reserve, a Measured Mineral Resource can be classified as either Proved Mineral Reserve or
Probable Mineral Reserve, the Polish divisions into A, B and C, categories are not affected by economic
considerations during a transfer from a Balance Geological Rcschc to an Industrial Reserve.

On the basis of a thorough review of the classification systex'rl used by the Company, it is Micon’s opinion
that: [

—  Balance Geological Reserves of the A+B catcgorics'r equate to Measured Resources;
— Balance Geological Reserves of the C, category equate to Indicated Resources.

Subject to the qualification that some of the current Indthrial Reserves may not meet revised cut-off
- . P P | . |
criteria updated to reflect 1996 mining costs, it is also Micon’s opinion that:

— Industrial Reserves in the A+B categories equate, wholly or in large part, to Proved Reserves;

|
— Industrial Reserves of the C, category and, possibly, a minor part of Industrial Reserves in the
A+B category, equate to Probable Reserves.

It is Micon’s opinion that the lack of precise equivalence between the Polish classification system and that
used by The Institution of Mining and Metallurgy is not of material significance, given the very large tonnage of
reserves currently reported. | '

Micon’s judgement with respect to the subdivision of the Company’s reported Mining Reserves, as at

Ist January, 1996, into Proved and Probable categories, as defined by the IMM, is summarised in Tables VII and
VIIL '

Table VII |
PROVED MINING RESERVES
Inventory as at 1st January, 1996

Reserves Available for Extraction Reserves in Support Pillars
Mining Area Ag Contained Contained Ag Contained Contained
Tennage Thickness  Cu  (grammes Cu Ag Toninage Thickness  Cu  (grammes Cu Ag
Mr) m) %) ftonne)  ('0001)  (tonnes) M1 (m) %) /tonne) (0001 (tonnes)
Lubin-Malomice . 24,764 414 1.31 64 125 1,607 $.94| 5.07 1.33 71 799 4,226
Polkowice. . . | 59,045 360 1.75 33 1,031 1,968 [1.663 3.04 1.94 ” 12 61
Radwanice Wschod —_ — o e - [P — e - s i i,
Sieroszowice. . . 34,585 242 1.87 29 647 1,005 | 73 1.30  2.06 61 2 5
Rudna . . . . . 196,264 655  1.85 43 3,624 8439 47543 < 40 935 1,902
Total. . . . . 314,658 — L 41 5627 13019 109,220 — 182 57 1,768 6,194
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Table VIII
PROBABLE MINING RESERVES
Inventory as at 1st January, 1996

Reserves Available for Extraction Reserves in Support Pillars
Mining Area Ag Contained Contained Ag Contained Contained
Tonnage Thickness Cu (grammes Cu Ag Tonnage Thickness  Cu (grammes Cu sdg
(M1) m) (%) /tonne) ('0001) (tonnes) M1) (n) (%) Jtonne) ( 06) (tonnes)
Lubin-Malomice . 72,375 346 |.2% 73 936 5.255 59,108 4.01 1.26 Bl 743 4,760
Polkowice. . . - 19,487 293 1.7 n 338 721 — — - — — —
Radwanice Wsehod 16,871 4.12 | .60 24 270 405 — — — - - -
Sieroszowice .. . . 251,905 258 1.89 41 4,768 10,397 114 1.36 333 28 4 3
Rudna . . . - - 62,270 in 2.04 52 1.270 3,238 — — — — — —
Total. . . . . 4229908 - 179 47 7.582 20,016 59,222 — 1.26 80 747 4,763

]

|

It is to be emphasised, however, that the current estimates of Mining Reserves are based on cut-off criteria
developed in 1993. Mining costs have risen substantially since that time and, in Micon’s opinion, a complete re-
evaluation of these reserves is urgently required, using cut-off criteria based on 1996 costs, in order more
accurately to define the limits of economic mineralisation at prevailing metal prices and operating costs. Micon
anticipates that such a re-evaluation may well determine that some of the areas scheduled for near-term
extraction, particularly at Lubin, are not economic under current conditions. Micon anticipates, also, that, in
overall terms, the proposed re-evaluation will not reduce the total reserve tonnage by more than about 15 per cent,
and that the material remaining in the reserve will be of higher average grade than that currently reported.

Estimating Procedures

The Company’s reserve estimates are based on the primary data contained in the Geological
Documentation of each mine, 'supplements to that documentation and results of on-going development
sampling. The most recent supplements for each mine were prepared by Geological Enterprise in Krakoéw in
1994.

Estimates of Balance Geological Reserves in the C, category were based on drilling results augmented by
results of development sampling in blocks adjoining the A+B reserves. The method of estimation was polygonal
with polygons centred on drill intersections. Balance Geological Reserves in categories A+B are estimated by the
method of geological blocks using the “SEZA™ computer programme developed by the Company.

The procedures used by the Company for the estimation of A+B and C, reserves are similar to the
methods used in other mineral deposits throughout the world, and are fully endorsed by Micon.
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Geological Reserve Inventories

Balance Geological Reserves of each mine conform to cut-off criteria that were approved by the Chief
Geologist of the Country in June, 1993. These criteria are: :

Cut-off Values

Parameter Balance Geological il

| Reserves Marginal Reserves
Samplecutoffgrde . . ot s u o L s s aE e b 0.7% Cu 0.7% Cu
Minimum Cu equivalent in sample composite'’ . . . . . . . . L a7 0.7% Cu 0.5% Cu
Maximum yield (copper metal per unit area)® . . . . . . . . | i 50 kg/m? 35 kg/m?
Maximum depth to footwall . . . . . ... .......... B 1,250 (1,500) m™

(1) Cu equivalent is calculated from the formula Cu,=% Cu + 0.01 g/t Ag. |
(2) This parameter refers to copper equivalent.
(3) The 1,500m depth is applicable only if reserves to that depth can be developed.

The inventory of Balance Geological Reserves of A+B and C, categories as at 1st January, 1996, based on
the 1994 estimates by Geological Enterprise in Krakéw and updated by the Company’s mine geological
departments, is given in Table IX.

|

Table IX |

BALANCE GEOLOGICAL RESERVES
as at 1st January, 1996

Available for Extraction In Support Pillars

Mining Area Ag Comtained Contained : Ag Contained Contained
Tonnage Thickness Cu (grammes Cu Ag | Tonnage Thickness Cu  (grammes Cu Ag
Mi) (m) (%6) flonne)  ('000t)  (ronnes) : M) (m) %) /tonne) ('000t)  (ronnes)

A+B CATEGORY
Lubin-Malomice . . 58,992 362 1.y 79 808 8,964 | 113,808 39% 144 70 1,644 4,142
Polkowice. . . . . 87,447 283 210 40 1,839 3,537 33,532 289 240 53 806 1,770
Sieroszowice. . . . 51,979 1.90 259 41 1,346 2,121 175 0.96 2.69 65 5 1
Radwanice Wschad = == ot = == = — i == - === ==
Bidey . . . . 317,979 659 197 42 6,275 13,355 | 178,426 7.07 1.95 36 3474 6,423
ol .t 516,397 - 19 54 10,268 27,977 | 325941 — 1.8 38 5,929 12,346

C1 CATEGORY

Lubin-Malomice . . 207,660 Lo 1.30 61 2,693 12,761 80,427 321 1.30 81 1,047 6,547
Polkowice. ., . . . 38,166 1.98 2.4 51 856 1,957 1,091 2.17 2.16 48 24 52
Sieroszowice. . . . 278,070 186  2.70 61 7,498 17,012 | 27,172 1.95 2.6l 51 709 1,385
Radwanice Wschod . 14,948 29 21 32 316 483 — — — — —_— e
Bl . . . 161,511 378 1.70 45 2,753 7.268 | 107,557 4.96 L% 7 2 34 1,415 3,657
Toml. %oy 700,355 — 2.02 56 14,115 39,480 -_ - 1.48 54 3,195 11,641
Grand total . . . 1,216.752 - 200 55 24383 67457 | 542,188 - 1.68 44 9,124 23,987
e ——————F ——— 3§ ¥

Industrial Reserve Inventories
Lubin Mine

As at |st January, 1996, Industrial Reserves within the Lu$in and Malomice mining areas were 232.4 Mt
grading 1.44 per cent. Cu. The average thickness of the Industridll Reserves at Lubin-Malomice is 3.47 m.

Operational Reserves were estimated assuming total losses of 23 per cent. of the available reserves and 17
per cent. of the reserves in support pillars, in terms of both ton+age and contained copper. The difference in
estimated losses between available reserves and reserves in support pillars is understood to be based on
experience and long-term extraction plans for individual mining areas. Actual mining losses in the period 1991 to
1995 varied from 10.1 to 23.4 per cent. in terms of tonnage and from 9.6 to 23.2 per cent. in terms of contained
copper. The estimated reduction of 23 per cent. in both tonnage and contained copper, therefore, is regarded as
reasonable.

Mining Reserves were derived from Operational Rcservesi by adding 16 per cent. dilution at an average
grade of 0.39 per cent. Cu. This dilution is marginally higher than cumulative dilution calculated for the period
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1978 to 1995 inclusive, which wa{s 15.3 per cent., but lower than dilution recorded in the period 1991 to 1995,
during which it ranged from 16.8 to 19.6 per cent.. Annual records show a sudden rise in dilution in 1991 and
then a gradual drop from 19.6 per cent. in 1991 to 16.8 per cent. in 1995. The 16 per cent. dilution used by Lubin
geologists therefore assumes that this downward trend will continue. Mining Reserves as at 1st January, 1996
were 216.2 Mt grading 1.30 per cent. Cu.

Polkowice-Sieroszowice Mine
Polkowice

As at 1st January, 1996, Industrial Reserves at Polkowice stood at 70.8 Mt grading 2.33 per cent. Cu. The
average thickness of the Industrial Reserves at Polkowice is 2.55 m.

Operational Reserves were estimated assuming average total losses of 15 per cent., in terms of both
tonnage and contained copper. This accounts generously for the level of actual losses recorded over the last ten
years, which have varied from 6.6 to 13.3 per cent. in terms of tonnage, and from 6.1 to 12.9 per cent. in terms of
contained copper.

Mining Reserves were estimated by reducing the average copper grade by 25 per cent.. This is equivalent
to a dilution of 33 per cent. at ZeT0 grade. Given that dilution over the entire mine life to date has varied from 18.3

to 24.9 per cent., the estimating allowance of 33 per cent. 1S regarded as conservative. As at 1st January, 1996,
Mining Reserves in the A+B and C1 categories were 80.195 Mt grading 1.75 per cent. Cu.

Radwanice Wschod

As at January 1, 1996, Industrial Reserves at Radwanice Wschod were 14.4 Mt grading 2.13 per cent. Cu,
all being classified as C, and outside support pillars. Losses of 12 per cent. and dilution of 33 per cent. were used
in estimating Operational and Mining Reserves. As at 1st January, 1996, Mining Reserves of the C, category
were 16.871 Mt at 1.60 per cent. Cu.

Sieroszowice

As at 1st January, 1996, Industrial Reserves at Sieroszowice were 222.7 Mt grading 2.70 per cent. Cu. The
average thickness of the Industrial Reserves at Sieroszowice is 1.97 m.

Operational Reserves were estimated assuming average total losses of 10 per cent., in terms of both
tonnage and contained copper- Taking into consideration that average mining losses calculated on an annual basis
for the years 1991 to 1995 varied from 4.9 to 10.0 per cent., and that non-mining losses (which are rock bursts
and other occurrénces which render ore unmineable) are generally low in comparison to annual production, the
10 per cent. allowance for losses is considered generous.

Mining Reserves were estimated by reducing the average cOpper grade by 30 per cent.. This is equivalent
to a dilution of 43 per cent. at zero grade. Following the change in cut-off criteria in 1994, actual dilution at
Sieroszowice was 37.8 per dent. in 1994 and 35.9 per cent. in 1995. The estimated dilution of 43 per cent,
therefore, is regarded as appropriate, although modestly conservative. As at 1st January, 1996, Mining Reserves

in the A+B and C, categories were 286.678 Mt at 1.89 per cent. Cu.

The total Mining Reserves for the Polkowice-Sieroszowice mine, including Radwanice Wschod, as at
1st January, 1996 were 383.744 Mt grading 1.85 per cent. Cu.

Rudna Mine

As at 1st January, 1996, Industrial Reserves at the Rudna mine were 313.1 Mt grading 2.19 per cent. Cu.
The average thickness of the Industrial Reserves at Rudna is 5.08 m.

Operational Reserves were estimated assuming total losses of 15 per-cent. in ore and contained copper.
Mining Reserves were derived from Operational Reserves by adding 15 per cent. dilution. Actual mining losses
for the period 1986 to 1995 inclusive varied from 12.1 to 17.4 per cent. in terms of tonnage and from 11.8 to
16 per cent. in terms of contained copper. Cumulative mining losses from the start of extraction to 1995 inclusive
were 14.3 per cent. in terms of tonnage and 13.3 per cent. in terms of contained copper. The 15 per cent. losses
used in conversion of Industrial Reserves to Operational Reserves therefore account reasonably for actual mining
losses. However, the 15 per cent. allowance does not take into account non-mining losses, mainly due to high
seismicity. In some years, these losses have exceeded 10 per cent. of Industrial Reserves under exploitation. In
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1995, for instance, non-mining losses were estimated at over | Mt. General mine dilution over the period 1986 to
1995 inclusive varied from 14.2 to 19.2 per cent. and cumulative dilution from 1974 to 1995 inclusive was
19.6 per cent.. The 15 per cent. dilution allowance used by the Company to estimate Mining Reserves is therefore
regarded as too optimistic.

Mining Reserves at Rudna in combined A+B and C, categories as at Ist January, 1996, were 306.1 Mt
grading 1.90 per cent. Cu.

Estimated Reserves at 1st January, 1997

The foregoing discussion is based on the Company’s reserve estimates as of Ist January, 1996,
Subsequent to the compilation of this report, the Company has completed its reserve estimates as of st January,
1997, which have been prepared using the same procedures and the same cut-off criteria as the earlier estimates
discussed above.

Table X compares the 1st January, 1996 estimates with those prepared as of Ist January, 1997, It is
evident that there is close equivalence between the two estimates. Although some minor differences do exist, it is
Micon’s opinion that these differences are not material and are not sufficient to cause any change in the
conclusions reached in this report.

Table X
COMPARISON OF THE COMPANY’S RESERVE ESTIMATES AT IST JANUARY, 1996
AND 1IST JANUARY, 1997

January, 1996 Reserve January, 1997 Reserve
Ore Grade Ore Grade
(million tonnes) (% Cu) (million tonnes) (% Cu)
Balance Geological Reserves
BT A | A 460.9 1.34 454.4 1.34
FOIKOWACE: . .o oo v o i e v s s 160.2 2.20 161.1 2.20
Siéroszowice’ |17, e Inmimeg 3574 2.68 354.7 2.68
Radwanice Wchod . . . . . . | . 14.9 211 15.4 2.08
RRaraanint fach algics o BN wae. ") 765.5 1.82 745.5 1.83
Industrial Reserves
LUBING. trciaiions e aiin i diindd & 2324 1.44 226.1 1.43
POIKOWICR, . .o o oot v ammes 70.8 2.33 70.2 2.32
b Sieroszowice . . . . ... .. .. 222.7 2.70 220.6 2.70
: Radwanice Wchod . . . ., . . . . 14.4 243 14.7 2.12
£ AT T i e e ot S 313.1 2.19 3139 2.20
Mining Reserves
kubim: « . . e . 216.2 1.30 2103 1.29
Polkowice. . . .0 .« o v v s 80.2 1.75 82.1 1.74
Sieroszowice . . . . .. ... .. 286.7 1.89 305.8 175
Radwanice Wechod . . . , . . . . 16.9 1.60 B 1.59
Rjdngt [0S SR S, M e 306.1 1.90 306.9 1.91

PRINCIPAL TECHNICAL AND ECONOMIC CONSIDERATIONS AFFECTING THE
FUTURE OF THE COMPANY’S MINING OPERATIONS

Technical Considerations

In Micon’s judgement, the principal technical factors which will influence the future performance of the
Company’s mining operations are;

— Seismicity
— Rock temperature

— Hoisting capacity
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Seismicity |

The Company’s mines opl:rate at depths of 600 to 1,150 m below surface and experience rock burst
phenomena. In essence, the rock H:ursts are of two types: pillar failure in an area after the completion of primary
extraction, and failure of the roof in active mining areas. The Company regards the occurrence of rock bursts as
serious, since they result in occasional fatalities, equipment damage and lost production.

The historical frequency of major rock bursts at each of the active mines is summarized in Table XI.

Table XI
FREQUENCY OF MAJOR ROCK BURSTS

Year _ Number of Rock Bursts per year

Lubin Polkowice-Sieroszowice Rudna
FORY copmiann nele Yoo e Tt — 1 1
TORZ orimsma Bt g tar g — — —
V00T e, s, s gl | 1 — 2
PIE . v s e w e w e s - — 2
[, LI A S R — 2
1988) . . . oo s e B 1 2

At the present time, the principal means of minimising rock burst hazards is careful mine planning.
Through its experience, the Company has developed a number of empirical standards governing the size and
shape of rooms and pillars, the favoured direction of advance, and the optimum sequence of extraction required to
minimise local concentrations of stress. The historical data provided in Table XI, however, suggest that the
frequency of rock bursts has been increasing somewhat over recent years, possibly as a reflection of the general
trend towards increasing mining depth.

Rock Temperature

The Company’s mines operate in an area of severe geothermal gradient. On average, virgin rock
temperatures increase with depth at a rate of 1°C per 40 m, or about 2.5°C per 100 m. The virgin rock temperature
at a depth of 25 m below surface is 8°C. At an average gradient of 1°C per 40 m, virgin rock temperatures reach
30°C at a depth of about 900 m, and 35°C at a depth of about 1,100 m.

The mining industry in lii'oland is heavily regulated, and these regulations are understood to require that
underground working times for personnel be reduced as ambient temperature increases, in accordance with the
following schedule:

Temperature Range [ Maximum Working Time
Lapathap 2800 . . . i oo alliae & s s eusls 8 s 8 hours

RO e SRR, o o 4 e Sl el o w3 e el 6 hours
Greater than 33°C . . . . . . ¢ oo o v v o Nil

The Company is currently controlling the underground ambient air temperature solely by ventilation.
Very large volumes of air, totalling 375,000 cubic metres per minute (m*/min), are circulated through the
underground workings. Ventilation is by ambient air, with no refrigeration.

The Company considers that the existing ventilation system is adequate for present purposes but that a
new ventilation shaft will need to be completed at Rudna in about the year 2003. This shaft, which will be 7.5 m
in diameter and 1,200 m deep, is estimated to cost approximately USS$85 million.

As mining proceeds to greater depths, it is highly unlikely that ventilation with ambient air will be
sufficient to maintain underground working temperatures within the regulatory limits. With respect to the future
operation of the Company’s mines, then, and particularly at Rudna, increasing rock temperatures at depth will
require additional measures of underground temperature control, beyond the current system of ventilation with
ambient air. While the available systems of temperature control are used in other parts of the world and, thus, are
technologically proven, their use will inevitably result in some increase in mining cost.
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The Company’s current reserve estimates are restricted to a maximum mining depth of 1,250 m below
surface. The incremental cost of additional temperature control measures to this depth is not expected to be
material in comparison to total production costs, and it is understood that the cut-off grade used for reserve
estimation has not been adjusted to account for any marginal increase in cost with increasing depth. The potential
increase in the frequency of rockbursts has a greater impact on extraction ratios than it does on direct mining
costs and hence does not materially effect the cut off grade.

Hoisting Capacity

Hoisting is currently undertaken through a single shaft at the Lubin mine, three shafts at the Polkowice-
Sieroszowice mine, and three shafts at the Rudna mine. The Company states that all hoisting shafts are operating
at capacity, and this imposes the basic limit on underground mine production. It is understood, however, that
regulations require that certain maintenance be performed on a daily basis, this maintenance requirement
effectively limits hoisting time in each shaft to approximately 112 hours per week.

Economic Considerations
Inflation and Exchange Rate

It is a fundamental attribute of the Company’s business that, for all practical purposes, its revenues are
denominated in US dollars, while its costs are incurred in zlotys.

Generally speaking, the Company’s unit mining costs have been increasing more or less in line with the
rate of domestic inflation, so that unit costs have remained relatively $tablc in terms of constant zlotys. In recent
years, however, the domestic inflation rate in Poland has far exceeded the rate of devaluation of the zloty against
the US dollar. As a result, unit mining costs, expressed in dollar terms, have risen sharply. Between 1992 and
1996, average mining cost per tonne of ore, expressed in dollar terms, has increased by about 35 per cent., from
USS$13 per tonne to US$17.50 per tonne.

Recently, also, the price of copper, expressed in dollars, has fallen materially. These developments have
caused the Company to institute an aggressive programme of cost ra:duction.

Cost Reduction Programme i

The Company is now embarked upon a formal programme of cost reduction. Under this programme, it is
anticipated that, by the year 2000, average mining costs, in constant 1996 US dollars, will decrease by some 20
per cent,, from the 1995 level of about $17 per tonne to approximately $14 per tonne. Clearly, the degree of
success achieved in implementing these cost reduction goals will havcla material impact on the profitability of the
Company.

In Micon’s view, the initiatives being implemented by the Company should result in some decrease in
mining cost, but it is clearly impossible to predict, with any reasonable level of assurance, the extent to which the
Company will be successful in meeting the ambitious cost reductioni goals which it has set for the year 2000.
|
Technical Factors Common to All Mines '

The Company’s underground mining operations are fully mechanised and, generally, employ sufficient
units of equipment of appropriate size. Surface facilities at all shafts visited were extensive and entirely adequate.
Housekeeping, both on surface and underground, is of a uniformly hngh standard.

The impression gained upon inspection is that the face operations are efficient, with productivities similar
to those achieved at large mines in other countries. !
|

The geological, engineering and supervisory staff interviewed by Micon demonstrated an appropriate and

detailed level of knowledge with respect to the operations, and are regarded as competent.

The Company’s mines were initially developed using longwalll mining methods, but the room-and-pillar
method of mining is now used exclusively. The method employs both primary and secondary mining, with total
extraction understood to be 75 to 85 per cent. of the in-situ ore. |

Operating Schedule

All mines operate on a regular schedule of three, 7/-hour shifts per day, for five days per week, with
either one or two additional shifts typically worked on Saturdays. There is no underground production on

118



i MINING ENGINEERS’ REPORT
Sundays. This schedule providei an effective underground working time equivalent to about 280 full days per
year.

Under the current operating schedule, and given the regulatory restriction on hoisting time discussed
carlier, the hoists in the major production shafts at the Company’s mines typically operate for about 1 12 hours per
week.

The working period for qnderground employees both begins and ends at surface, so that all travel time to
the working place is part of the 7/-hour shift. Given the extensive and widespread nature of the operations, travel
time can amount to as much as one hour, each way.

Labour Costs

The Company’s total mining cost has increased substantially in recent years and, more particularly, the
labour component of this cost has increased more rapidly than other components. This trend is illustrated in Table
XIL.

, Table XII
LABOUR COMPONENT OF TOTAL MINING COST

1992 1993 1994 1995 1996
Total mining cost (million zlotys) . . 397.9 552.7 748.3 1,027.9 1,226.2
Labour component (million zlotys). . 103.7 160.6 258.1 343.2 404.8

|
Labour component (% of total) . . . 26 29 34 33 33
Unit mining cost (zlotys/tonne) . . . 17.71 21.81 30.14 40.89 47.18
Labour component (zlotys/tonne) . . 4.61 6.30 10.40 13.65 15.58
Unit mining cost (US$/tonne) . . . . 12.99 12.03 13.32 16.87 17.52
Labour component (US$/tonne) . . . 3.38 348 4.60 5.63 5.79

Mine planning

The Company’s mine %planning process follows the normal cycle of life-of-mine plans, medium term
plans, and shorter term operating plans and budgets. In Micon's opinion, all of these plans are prepared in
accordance with accepted engineering practices.

The principal feature of the Company’s longer term plans is that future mining operations at both Rudna
and Sieroszowice must move in a general northerly direction and, hence, to greater depth. Under these
circumstances, the costs associated with ventilation and cooling can be expected to increase, and there is a risk
that the frequency of rock bursts will increase also.

With respect to short term planning, the Company prepares quite detailed physical mining plans, which
typically cover the next three years of operation. These plans are updated regularly and form the basis for the
development of detailed one-year production schedules and budgets. The basic philosophy underlying the short
term plans, at the present time, is that all mines should continue to operate at full capacity.

It is Micon’s judgement that, at current cOpper prices, some of the underground sections which are
presently being mined, and which are scheduled for mining in the near term, are probably not economic.
Accordingly, it is Micon’s opinion that the policy of continuing to operate all mines at full capacity should be re-
examined, in conjunction with the re-evaluation of reserves discussed previously.

The Lubin Mine
Characteristics of the deposit

The Lubin mine extracts both sandstone and shale-carbonate ore, with the bulk of production coming
from the sandstone. Ore thickness typically ranges from 3 to 4.5 m, with an average of about 3.5 m, but there are
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“places in which thicknesses exceed 18 m. Hydraulic backfill is used to facilitate the mining of the thicker ore

zones.

In terms of copper content, Lubin has the lowest grade of all of the Company’s mines, with run-of-mine
ore typically averaging about 1.4 per cent. Cu. On the other hand, the silver content is higher than at the othe
mines and typically averages about 70 grammes/tonne Ag. As a rough approximation, using current metal prices
and metallurgical recoveries, 7 grams of silver in ore contribute the same revenue as one pound of copper in ore
Thus, including silver credits, the effective copper-equivalent grade of the Lubin ore is about 1.85 per cent. Cy.
As will be shown subsequently, the copper-equivalent grade at Polkowice-Sieroszowice is approximately 2.0 pe;
cent. Cu and, at Rudna, approximately 2.3 per cent. Cu.

Current operations

The Lubin mine is serviced by a total of seven shafts. Hoisting capacity is 23,000 to 24,000 tonnes per
day. Total ventilation capacity is about 80,000 m*/min,

Rate of Production :

All ore produced from the Lubin mine is treated at the L}ubin processing plant, which is located close to
the production shaft. Historical production data for both the mine and the processing plant are summarised in
Table XIII.

Table XIII
LUBIN MINE - HISTORICAL PRODUCTION DATA

1991 1992! 1993 1994 1995 1996
Mine Production
Ore mined (thousand tonnes) . . . . . 5,602 5,682 6,209 6,226 6,264 6,364
Copper grade (% Cu) . . . . . .. .. 1.25 1.27| 1.31 1.32 1.34 1.36
Silver grade (grammes/tonne Ag) . . . 63 67i 70 68 71 73
Process Plant Production |
Concentrate (thousand tonnes) . . . . . 346 353 379 381 397 417
Copper recovery (%) . . . ... ... 89.5 89.9 90.0 89.8 89.9 90.0
Silver recovery (%) . . . ... .. .. 85.7 86.1 86.7 86.7 86.8 87.5
Concentrate grade (% Cu). . . . . . . 18.1 18.4 193 194 19.0 18.7
Concentrate grade (grammes/tonne Ag) 881 931 1,001 91 965 976

Underground production at Lubin has increased more or less progressively since 1991 and, in 1996,
production essentially achieved the current rated capacity of approximately 6.4 million tonnes of ore per year, It
can be seen from Table XIII, also, that, since 1991, there has been a progressive increase in the grade of ore
mined at Lubin. This trend of increasing grade is common to all of the Company’s mines and is thought to relate,
in large part, to improved control of dilution.

Cost of Production I

Historical cash mine operating costs at Lubin are summarised in Table XIV, in terms of both ztotys and
US dollars. |
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| Table XIV
LUBIN MINE - HISTORICAL CASH OPERATING COST

1992 1993 1994 1995 1996
Total Cost (million zlotys)
EABOUE o e aiiiarealinli s @ 23.36 36.26 64.92 7437 95.8
Material and fuel . . . . . .|. . .. 19.49 28.76 60.56 85.50 94.4
ENGIEY + o o o v o v 00 s afo v o 10.87 14.23 18.21 20.49 274
Repaifs . . o - » « o = v o sfs o0 16.36 32.52 14.34 12.29 13.7
Special costs . . . . . . - - e 3.35 8.00 9.58 14.64 19.5
Othercosts .. . « « o » o o sf= v o 11.70 10.69 14.91 42.62 41.0
Al o i o e dais o ca e 87.13 130.46 182.52 24991 291.8
Exchange rate (zlotys/USS) . . . . . 1.3630 1.8128 2.2635 2.4244 2.693
Total cost (million US$) . . . ... 63.93 11.97 80.64 103.08 108.4
Production (million tonnes) . . . . 5.682 6.209 6.226 6.264 6.364
Unit Cost (zlotys/tonne)
0 T s e B e 4.11 5.84 10.43 11.87 15.05
Material and fuel . . . . . . . - . 343 4.63 9.73 13.65 14.83
Energy " o o s, Vg bg 1.91 2.29 2.92 3.27 431
ROpRITS . o « v« a0 s n o b ownoe 2.88 5.24 2.30 1.96 213
Special costs . . . . . . . 15, SV 0.94 1.29 1.54 234 3.06
Othercosts . . « <+ = & L 48 2.06 1.72 2.39 6.80 6.44
e L R O T ks aie 1533 21.01 29.32 39.90 45.85
Unit cost (US$/tonne) . . . . . . . . 11:235 11.59 12.95 16.46 17.03
Recovered grade (% Cu equiv.) . . . 1.52 1.58 1.57 1.60 1.64
Unit mining cost (US$/Ib Cu equiv.) . 0.34 0.33 0.37 0.47 0.47

Over the four year period from 1992 to 1996, annual mine operating costs at Lubin, expressed in zlotys,
increased by a factor of 3.35, while unit mining costs, in ztotys per tonne of ore, increased by a factor of 2.99, or
at an average rate of about 3| per cent. per year. The reported rate of inflation in Poland, over the same period, is
understood to have averaged approximately 30 per cent. per year.

In US dollar terms, unit mine operating cost at Lubin increased from $11.25 per tonne in 1992 to $17.03
per tonne in 1996, or at an average rate of about 11 per cent. per year.

Over the same period, the grade of ore mined increased somewhat, so that, expressed in terms of
equivalent copper recovered to concentrate (including allowance for silver credits), unit mining cost at Lubin has
risen from 34 cents per pound of copper equivalent in 1992, to 47 cents in 1996. This cost is for mining only and
does not include the costs of processing, smelting, refining, administrative overhead and on-going capital
expenditures.

In 1996, with a unit mining cost of 47 cents per pound of equivalent copper recovered to concentrate,
Lubin exhibited the highest cost of any of the Company’s mines. The substantial increase in unit mining cost over
the past few years, not only at Lubin but also at the Company’s other mines, is clearly a matter of concern,
particularly when these costs are translated into dollar terms.

Future Operations
Outlook for Production

At 1st January, 1997, the Mining Reserves at Lubin-Malomice were estimated at 210 million tonnes at an
average grade of 1.29 per|cent. Cu. These reserves would be theoretically capable of sustaining the current
production rate for a period of about 33 years.
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The Company’s general plan for production from the Lubin mine and processing plant to the year 2000 is
summarised in Table XV,

Table XV
LUBIN MINE — GENERAL PRODUCTION PLAN
1997 1998 1999 2000
e ————
Mine Production
Ore mined (thousand IIBReSY L 5,709 6,385 6,424 6,464
Copper grade (% S el TR g SR 1.39 1.39 1.40 1.40
Silver grade (grammes/tonne T R A R 71 71 70 70
_—
Process Plant Production
Concentrate (thousand (2t O O s 384 434 440 443
Copper recovery (%) . . . ... ...... . . 91.0 92.0 92.0 92.0
Silver recovery (%) . . . ... ...... 87.1 87.1 88.0 88.0
Concentrate grade (% Cu). . . . ... ... . . 18.8 18.8 18.8 18.8
Concentrate grade (grammes/tonne T R 920 910 900 900

It is Micon’s opinion that the general production schedule summarized in Table XV represents a
reasonable planning objective for the Lubin mine.

In this context, it is Micon’s intuitive judgement that, in the Istrict economic sense and at current
production costs and metal prices, the Mining Reserves at Lubin-Malomige are probably overstated. Updating of
the cut-off criteria to reflect 1996 costs would probably result in a reduction in the Mining Reserve base and the
elimination therefrom of certain areas which are currently scheduled for mining. This, in turn, would lead to a
total re-evaluation of mining plans and schedules, with the possible result that ore production would be reduced,
but grade enhanced. In Micon ’s opinion, studies along these lines should be instituted immediately,

Operating Cost Outlook

As noted previously, operating costs at all of the Company’s mines have increased substantially in recent
years. At Lubin, mining costs increased from $11.25 per tonne of ore in 1992 to $16.46 per tonne in 1995. In
order to reverse this trend, the Company instituted an aggressive programme of cost reduction, under which it had
been the Company's objective that, by the year 2000, unit mining costs at Lubin, expressed in dollar terms, would
be reduced by about 20 per cent., from the 1995 level of $16.46 per tonne to $13.00 per tonne, During 1996,
however, unit mining costs increased to $] 7.03 per tonne, rather than decreasing to the projected level of $15.50
per tonne. This actual mining cost experienced during 1996 provides a new factual base from which to assess the
potential for future cost reductions.

In Micon’s view, it is likely that some degree of cost reduction can be achieved at the Lubin mine,
particularly through the progressive modemization of the equipment fleet. On the other hand it is impossible, at
the present time, to predict with any reasonable level of assurance the degree to which the Company will be able
to meet its cost reduction targets at the Lubin mine. On the basis of its review of the Company’s cost-cutting
programme, and of its general experience within the mining industry, however, Micon considers that sustained

reductions in unit mining cost of the magnitude proposed by the Company will be difficult to achieve.
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Outlook for Capital Expenditure

The Company's forecast of future capital expenditures at the Lubin mine is summarized in Table XVI, in
which all data are expressed in constant zlotys of December, 1996 value. The 1996 year-end exchange rate
between the US dollar and the zloty was USS1 = 2.85 ziotys.

Table XVI
LUBIN MINE - FORECAST CAPITAL E.\'PENDITURES

Forecast Capital Expenditure
(million zlotys)

Year

e I R S LR RS 58.8
Sl - ., e PR e w0 4 B0 TP PR T2
iR R O DT AR R Aty i 470
PRI N B TEAEE DL R Rkt e i 38.7
e T AR T B R e 37.5

It is Micon’s opinion that the levels of capital expenditure shown in Table XVI are appropriate for the
Lubin mine for the years 1997 to 2001. Between 2002 and 2007, significant additional development 15 scheduled
for the Malomice area and, in Micon’s judgement, it is likely that capital expenditures qf approxsmately 28:5
million ztotys per year will be incurred throughout this period. Beyond 2007, the entire Lubn}-Malomlce area will
have reached a mature stage of development. and on-going capital expenditures are thought likely to de.crease toa
level of about 14.3 million ziotys per year. The expenditures quoted in this paragraph are expressed in constant
ztotys of December, 1996 value.

THE POLKOWICE-SIEROSZOWICE MINE

Characteristics of the Deposit

The Polkowice-Sieroszowice mine extracts both sandstone and shale-carbonate ore but, in cqntrast l.o the
Lubin mine, the bulk of production is obtained from shale-carbonate ore. Ore thicknes's at Polkomcc’typlcall‘y
ranges from 2 to 4.5 m, with an average of about 2.5 m, while, at Sieroszowice, the typical range of thickness is
from 1.5 to 4.5 m, with an ayerage of about 2.0 m. Thicknesses in excess of 6 m are rarely encountered and
hydraulic backfill is not used at the Polkowice-Sieroszowice mine.

The current ore grade at Polkowice-Sieroszowice is about 1.8 per cent. Cu and 35_ grammesftom_w Ag.
Including silver credits at a ratio of 7 grams of silver equals one pound of copper, the effective copper-equivalent
grade of Polkowice-Sieroszowice is about 2.0 per cent. Cu.

Current Operations

The Polkowice-Sieroszowice mine is serviced by a total of eleven shafts, of which seven are on the
Polkowice concession and four are on the Sieroszowice concession. The combined capacity of the three
production shafts is about 33,000 to 34,000 tonnes per day. Total ventilation capacity is approximately 120,000
m*/min. Actual air flow is also reported to be about 120,000 m’/min.

Rate of Production

The Polkowice-Sieroszowice mine produces about 33,000 tonnes of ore per day. Of : tpis total,
approximately 30,000 tonnes per day are treated at the Polkowice processing plant, w_fhlle the remaining 3,000
tonnes per day are transported for treatment at the Rudna processing plant. Tpere is no processing plant‘ at
Sieroszowice. Historical production data for both the Polkowice-Sieroszowice mine and the Polkowice
processing plant are summarised in Table XVIL.
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Table XVII
POLKOWICE-SIEROSZOWICE MINE — HISTORICAL PRODUCTION DATA
1991 1992 1993 1994 1995 1996
e ——— ————

Mine Production
Ore mined (thousand wonnEs) . . Ll 1,925 8,081 9318 9,216 9,463 9,236
Copper grade (% (e 1) e NP 1.70 1.76 .81 1.79 1.76 1.84
Silver grade (grammes/tonne A ol 32 23 33 33 34 34
Process Plant Production
Concentrate (thousand tonnes) . . . . . 397 422 473 436 428 487
Copper recovery (%) . . . ... . . 88.4 88.6 89.3 88.7 88.6 88.7
Silver recovery (%) . . . .. ... . . 81.3 83.1 83.7 83.9 82.9 82.9
Concentrate grade (% B O 23.6 23.3 24.2 26.8 26.9 26.7
Concentrate grade (grammes/tonne Ag) 426 424 421 478 480 465

As was the case at Lubin, underground production at Polkowice-Sieroszowice has increased more or less
progressively since 1991, and there has also been a general increase in the grade of ore mined. During 1996, mine
production achieved about 97 per cent. of the current rated capacity of approximately 9.5 million tonnes of ore
per year.

Cost of Production

Historical cash mine operating costs at Polkowice-Sieroszowice are summarised in Table XVIII, in terms
of both ztotys and US dollars.

124



MINING ENGINEERS' REPORT

| Table XVIII
POLKOWICE-SIERPSZOWICE MINE - HISTORICAL CASH OPERATING COST

1992 1993 1994 1995 1996
Total Cost (million zlotys)
EABBRIE v o o e o LA = 4147 64.26 99.46 135.78 1534
Naterab ahd foel.. .« « = = sk » & s 27.83 40.85 55.03 76.92 97.8
BOSIRY . o« sosiw w5 g PN 14.64 19.87 25.36 31.44 41.4
Repais . « o v v o w s AT 16.45 19.84 3142 39.13 19.5
Special costs . . . . . . . . b s o 19.08 17.47 16.36 29.80 48.3
OtHer'cofts . - v dpe v F B B & 23.68 29.12 3432 43.92 63.1
AL - = & B sl RL: 2.6 143.15 191.41 261.95 356.99 423.5
Exchange rate (zlotys/USS) . | . . . 1.3630 1.8128 2.2635 2.4244 2.693
Total cost (million USS). . . . . . . 105.03 105.59 115.73 147.25 157.3
i _— = ——— —_— —_— P
Production (million tonnes) . . . . 8.081 9.318 9.216 9.463 9.236
Unit Cost (zlotys/tonne) i
e T AR SR S | e 5.13 6.90 10.79 14.35 16.61
Material and fuel . . . . . .[. . . . 3.44 438 5.97 8.13 10.59
BOREQY . o o o v v ovonim s P [ & 1.81 2.13 2.75 332 4.48
AR i s asne s Lo 2.04 2.13 341 4.14 2.11
Special costs . . . . . . . . gt 2.36 1.87 1.78 215 523
Other Gostg . « & + « v v o s B v s 293 3.13 3.72 4.64 6.83
e | AR L 17.71 20.54 28.42 37.72 45.85
Unit cost (US$/tonne) . . . . . - . i 12.99 11.33 12.56 15.56 17.03
Recovered grade (% Cu equiv.) . . . 1.74 L 1.77 1.74 1.81
Unit mining cost (USS$/Ib Cu equiv.) . 0.34 0.29 0.32 0.41 0.43

Over the four year period from 1992 to 1996, annual mine operating costs at Polkowice-Sieroszowice,
expressed in zlotys, increased by a factor of 2.96, while unit operating costs, in zlotys per tonne of ore, increased
by a factor of 2.59, or at an average rate of about 27 per cent. per year.

In US dollar terms, uni:t mine operating costs at Polkowice-Sieroszowice increased from $12.99 per tonne
in 1992 to $17.03 per tonne in 1996, or at an average rate of about 7 per cent. per year.

Over the same period, the unit mining cost, expressed in terms of equivalent copper recovered to
concentrate at Polkowice-Sieroszowice, after allowing for silver credits, has risen from 34 cents per pound of
copper equivalent in 1992, to 43 cents in 1996.

Future operations
Outlook for Production

At 1st January, 1997, the Mining Reserves at Polkowice-Sieroszowice were estimated at 405 million
tonnes at an average grade of 1.74 per cent. Cu. These reserves would be theoretically capable of sustaining a
production rate of 9.5 million tonnes per year for a period of about 43 years.

The Company’s general plan for production from the Polkowice-Sieroszowice mine and the Polkowice
processing plant to the year 2000 is summarised in Table XIX.
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Table XIX
POLKOWICE-SIEROSZOWICE MINE — GENERAL PRODUCTION PLAN
1997 1998 1999 2000
- ——
Mine Production
Ore mined (thousand tonnes) . . . . .. ... .. 8,451 9,025 9,025 9,025
Coppergrade (% Cu) . . . . ... ... ..... 1.83 1.91 .95 1.97
Silver grade (grammes/tonne Ag) . . . . . . . . . 36 36 36 36
Process Plant Production
Concentrate (thousand tonnes) . . . . . . . . . . . 497 509 524 525
Copperrecovery (%) . . . . . .. ... . .... 88.5 88.5 88.5 88.5
Silverrecovery (%) . . . . . . .. ... ... .. 76.4 82.3 84.8 849
Concentrate grade (% Cu). . . . . ... ... .. 27.0 27.0 27.0 27.0
Concentrate grade (grammes/tonne Ag) . . . . . . 462 470 470 470

With respect to mine production, this plan envisages a significant reduction in underground output, from
the level of 9.2 million tonnes mined in 1996, to 8.5 million tonnes in 1997. Thereafter, tonnage is scheduled to
return to a level of 9.0 million tonnes per year, which is still below the performance achieved in 1995 and 1996,
The reduced levels of mine production, however, are scheduled to be accompanied by a progressive increase in
grade from 1.83 per cent. Cu in 1997 to 1.97 per cent. Cu in 2000.

The projected increase in grade is to be achieved principally by reducing dilution, through the
introduction of lower profile mining equipment. It is Micon’s opinion that, with the use of the lower profile
equipment, the general production schedule shown in Table XIX presents a reasonable planning objective for the
Polkowice-Sieroszowice mine,

Within this general plan, production from Polkowice-Sieraszowice for the years 1997 and 1998 has been
scheduled in detail. Generally speaking, it is Micon’s judgement that the economics of mining material grading
less than 1.3 per cent. Cu from Polkowice-Sieroszowice may be open to question. Approximately 11 per cent. of
the ore scheduled for mining in 1997, and 10 per cent. in 1998, will be at a grade of less than 1.3 per cent. Cu. In
Micon'’s view, the economic viability of continuing to mine this material should be subjected to detailed analysis,
in conjunction with a thorough re-evaluation of the Mining Reserves at Polkowice-Sieroszowice on the basis of
updated cut-off criteria which reflect 1996 costs.

Operating Cost Outlook

Mining costs at Polkowice-Sieroszowice increased from $12.99 per tonne of ore in 1992 to $15.56 per
tonne in 1995. Under the current cost reduction programme, the Company had anticipated that unit mining costs
at Polkowice-Sieroszowice would increase in 1996, before reducing, by the year 2000, to approximately $14 per
tonne. During 1996, unit mining cost at Polkowice-Sieroszowice achieved the projected level of $17 per tonne of
ore.

When viewed from the present time, and particularly in light of the recent increases in cost which have
occurred at all of the Company’s mines, it is impossible to predict accurately the extent to which the cost
reduction targets for Polkowice-Sieroszowice will be met. It is Micon’s opinion that some degree of cost saving
can be realised, but that the forecast reduction in cost from $17 per tonne of ore in 1996 to $14 per tonne in 2000
will be difficult to achieve.

Outlook for Capital Expenditure

|
|
]
L R

The Company’s forecast of future capital expenditures at the Polkowice-Sieroszowice mine is
‘ summarised in Table XX, in which all data are expressed in constant ztotys of December 1996 value.
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Table XX
POLKOWICE-SIEROSZOWICE MINE — FORECAST CAPITAL EXPENDITURES

Forecast

Capital

Expenditure

Year (million
—_— zlotys)
B e e ooty ol o o i e i R S T 70.5
7. IR SO . R il o oo o i 104.3
= NI R e Rk L Rl 1 el P 126.2
v IR BT R b Rl i - e e 97.9
Ry . - s Ay el e = x5 SR e o i s R A 98.7

It is Micon’s opinion that the levels of capital expenditure shown in Table XX are appropriate for the
Polkowice-Sieroszowice mine for the years 1997 to 2001. Between 2002 and 2007, extensive additional
development will still be required in the northern portions of the Sieroszowice concession, and it is Micon’s
judgement that capital expenditures of the order of 57 million zlotys per year will be incurred at Polkowice-
Sieroszowice during this period. In addition, a new ventilation shaft will be required by about 2012, ata probable
cost of roughly 120 million ziotys, Allowing also for further routine items, capital expenditures between 2008 and
2012 are likely to amount, in Micon’s view, to about 71.2 million zlotys per year. Beyond 2012, Polkowice-
Sieroszowice will have reached a mature stage of development, and on-going capital expenditures of the order of
28.5 million ztotys per year are to be anticipated. The expenditures quoted in this paragraph are expressed in
constant zlotys of December, 1996 value.

The Rudna mine
Characteristics of the Deposit

The Rudna mine extracts both sandstone and shale-carbonate ore, with sandstone being the more
predominant ore type. The ore at the Rudna mine occurs both in flats (valleys) and in elevations (hills). Ore in the
flats typically ranges in thickness between 2 and 6.5 m, with an average of about 4.5 m. In the elevations, on the
other hand, ore thickness typically exceeds 7 m and locally exceeds 20 m. Hydraulic backfill is used to facilitate
mining of the thicker ore zones. The overall average ore thickness at Rudna, at about 5 m, is significantly greater
than at either Lubin or Polkowice-Sieroszowice.

Rudna is the deepest of the Company’s mines, with the underground workings extending between depths
of about 850 and 1,100 m. Rock temperatures at the deeper elevations are higher than at the Company’s other
mines and it is likely that, in the relatively near future, measures other than solely ventilation with ambient air
will be required to maintain acceptable working temperatures.

Rudna has the highest grade of any of the Company’s mines, currently operating at an average grade of
approximately 2.0 per cent. Cu and 50 grammes/tonne Ag. At a ratio of 7 grams of silver equals one pound of
copper, the effective copper-equivalent grade of the Rudna ore is about 2.3 per cent. Cu.
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Current Operations
The Rudna mine is serviced by a total of ten shafts. The total capacity of the three production shafts is
about 42,000 tonnes per day, and it is this hoisting capacity which imposes the limit on underground production,

Total ventilation capacity is of the order of 200,000 m*/min, and actual air flow is reported to be about 185,00
3 .
m*/min.

Rate of Production

At full capacity, the Rudna mine produces about 42,000 tonnes of ore per day, all of which is treated at the
Rudna processing plant. The Rudna processing plant also treats approximately 3,000 tonnes of ore per day which
1s transported from the Polkowice-Sieroszowice mine. Historical production data for the Rudna mine and
processing plant are summarised in Table XXI.

Table XXI
RUDNA MINE — HISTORICAL PRODUCTION DATA

1991 1992 1993 1994 1995 1996
Mine Production
Ore mined (thousand tonnes) . . . . . 8,546 8,707 9,956 9,386 9413 10,388
Copper grade (% Cu} . . . ... ... 1.81 1.82 1.82 1.88 1.92 2.08
Silver grade (grammes/tonne Ag) . . . 44 47 54 52 48 49
Process Plant Production
Concentrate (thousand tonnes) . , . . . 692 678 706 677 680 749
Copper recovery (%) . . . ... ... 89.3 89.3 88.4 89.0 89.0 89.3
Silver recovery (%) . . . . ... ... 84.2 86.9 85.3 86.0 83.6 84.4
Concentrate grade (% Cu). . . . . . . 23.7 24.9 27.6 279 284 28.6
Conlcentrate grade (grammes/tonne Ag) 512 591 735 694 645 629

In common with the C ompany’s other mines, underground production at Rudna has increased more or less
progressively since 1991, and this increase in production has been accompanied also by a progressive increase in
grade. During 1996, production achieved approximately 87 per cent. of the current rated capacity of
approximately 12.0 million tonnes of ore per year, and maintained an average grade in excess of 2 per cent. Cu,

Cost of Production

Historical cash mine operating costs at Rudna are summarised in Table XXII, in terms of both zlotys and
US dollars.
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Table XXII
RUDNA MINE - HISTORICAL CASH OPERATING COST

1992 1993 1994 1995 1996
Total Cost (million zlotys)
EabOUL o o v o o s e s 38.82 .60.05 93.71 133.02 155.6
Material and fuel . . . . . . L . . . 38.75 62.42 81.06 11430 1154
e A S Nl T 15.63 20.06 24.64 32.26 433
Repalts. . .. . o .o e el e 13.27 23.40 27.72 28.30 50.4
Special costs . . . . .. ... 39.84 41.91 41.68 66.59 75.0
Other Costs . . . « = & 5 sl wfs = o s 22.68 26.01 35.06 46.57 71.2
Mol e v s el e I 168.99 233.85 303.87 421.04 5109
Exchange rate (zlotys/USS) . . . . . 1.3630 1.8128 2.2635 24244 2.693
Total cost (million USS). . .. . . . 123.98 129.00 134.25 173.67 189.7
Production (million tonnes) . . . . 8.707 9.956 9.386 9.412 10.388
Unit Cost (zlotys/tonne)
BABOME o s w50 meadle = e 446 6.03 9.98 14.13 14.98
Material and fuel . . . . . -|. . 445 6.27 8.64 12.14 L4
ENCIgY . « o o o v oo 0 v |s @ oo 1.80 2.01 2.63 343 4.17
Repairs . . . . . .« c oo ofe v 1.52 235 295 3.01 4.85
Special costs . . . . . . . .. 458 421 4.44 7.08 7.22
Othercosts . . . . « « + s o+ s o 2.60 2,61 3.74 4.95 6.85
ol ol T v 5 el v 19.41 23.48 32.37 44.74 49.18
Unit cost (US$/tonne) . . . ! (—— 14.24 12.96 14.30 18.45 18.26
Recovered grade (% Cu equiy.) . . . 1.89 1.91 1.96 1.97 2.13
Unit mining cost (US$/Ib Cu equiv.). 0.34 031 033 0.42 0.39

Over the four year period from 1992 to 1996, annual mine operating costs at Rudna, expressed in zlotys,
increased by a factor of 3.02, while unit mining costs, in ztotys per tonne of ore, increased by a factor of 2.53, or
at an average rate of about 26 per cent. per year.

In US dollar terms, unit mine operating costs increased from $14.24 per tonne in 1992 to $18.26 per tonne
in 1996, or at an average rate of about 6 per cent. per year.

The unit mining cost, expressed in terms of equivalent copper recovered to concentrate at Rudna, after
allowing for silver credits, has risen from 34 cents per pound of copper equivalent in 1992, to 39 cents in 1996.
Thus, at the present time, Rudna exhibits the lowest unit mining cost, per pound of copper equivalent, of all of the
Company’s mining operations.

Future Operations
Outlook for Production

At January 1, 1997, the Mining Reserves at Rudna were estimated at 307 million tonnes at an average
grade of 1.91 per cent. Cu. These reserves would be theoretically capable of sustaining the maximum production
rate of the mine for a period of about 26 years.

The Company’s general plan for production from the Rudna mine and processing plant to the year 2000 is
summarised in Table XXIII.
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Table XXIII
RUDNA MINE - GENERAL PRODUCTION PLAN

1997 1998 1999 2000
Mine Production
Ore mined (thousand tonnes) . . . .. .. .. .. 9,882 11,566 11,965 11,965
COpPer- el ICa) . - 0 L e e s e 2.06 2.01 2.04 2.10
Silver grade (grammes/tonne Ag) . . . ... ... 49 48 49 50
Process Plant Production
Concentrate (thousand tonnes) . . . . . .. .. . . 663 795 829 857
Copperrecovery (%) « « + v v v v v v e o u 89.7 89.2 89.2 89.3
Silverrecovery (%) « . . . . v e v e e 85.0 85.0 85.0 85.0
Concentrate grade (% Cu). . . . ... ... ... 28.0 28.0 28.0 28.0
Concentrate grade (grammes/tonne Ag) . . . . . . 630 630 630 630

Except for the year 1997, for which deliberate attempts have been made to maximise grade, this plan
envisages a progressive increase in tonnage from the current level of about 10.5 million tonnes per year, to 12.0
million tonnes per year by 1999. The increase in tonnage is accompanied also by an overall increase in grade,
from 2.06 per cent. Cu in 1997 to 2.10 per cent. Cu by the year 2000, Generally speaking, the production schedule
shown in Table XXIII calls for a continuation of the recent tonnage and grade trends experienced at the Rudna
mine and, in Micon’s opinion, it represents a reasonable planning objective.

Within this general plan, production from Rudna for the years 1997 and 1998 has been scheduled in detail.
Generally speaking, the grades of ore scheduled to be mined from the individual working areas at Rudna exceed
1.5 per cent. Cu and, in Micon’s judgement, such grades are likely to be economic under the current regime of
production costs and metal prices. In the economic sense, then, Rudna appears to be the most robust of the
Company’s mines. In Micon’s view, however, it is still necessary to undertake a complete re-evaluation of the
Mining Reserves at Rudna, using updated cut-off criteria based on 1996 costs.

Operating Cost Outlook

Mining costs at Rudna increased from $14.24 per tonne of ore in 1992 to $18.45 per tonne in 1995. Under
the current cost reduction programme, the Company had anticipated that unit mining costs at Rudna, in 1996,
would be maintained at the 1995 level of about $18.50 per tonne of ore, before reducing progressively to $15.00
per tonne in the year 2000. In fact, however, mining costs at Rudna in 1996 decreased marginally to $18.26 per
tonne.

Again, while it is impossible to make accurate predictions in this area, it is Micon’s judgement that some
additional cost savings remain to be realised at Rudna. It is also Micon’s Judgement, however, that the projected
reduction in cost from $18.26 per tonne of ore in 1996 to $15 per tonne in 2000 will be difficult to achieve.

Outlook for Capital Expenditure

The Company’s forecast of future capital expenditures at the Rudna mine is summarised in Table XXIV
in which all data are expressed in constant zlotys of December, 1996 value.

Table XXIV
RUDNA MINE - FORECAST CAPITAL EXPENDITURES

Forecast Capital
Expenditure

=
s
~

(million zlotys)
BURIG 5 500 £ e 8 4 o e o ket bane: B nluen s o il s e s e 97.4
EINR O e 1 B ol T o e MU e CIEMIBE E  Rae 148.5
R I e P C S 101.1
S o T e e T Tl st o B PR 943
“ R A T e O e e DS 121.6
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It is Micon’s opinion that the levels of capital expenditure shown in Table XXIV are appropriate for the
Rudna mine for the years 1997 to 2001. Between 2002 and 2007, additional primary development is scheduled in
the northern portion of the Rudna concession, and it is Micon’s judgement that capital expenditures of the order
of 42.7 million zlotys per year will be incurred during this period. Beyond the year 2007, Rudna will have
reached a mature stage of development, and on-going capital expenditures of the order of 28.5 million zlotys per
year are to be anticipated. The expenditures quoted in this paragraph are expressed in constant zlotys of

December, 1996 value. i
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THE SELLING SHAREHOLDER

Control of the Company

The Selling Shareholder is the State Treasury of Poland represented by and acting through the Minister of
State Treasury.

Prior to the Global Offering, all the Shares of the Company were owned by the Selling Shareholder. Upon
completion of the Global Offering the Selling Shareholder will own at least 52.5 per cent. (at least 49 per cent. if
the over-allotment option is exercised in full) of the outstanding Shares of the Company. As a result, the Selling
Shareholder will, by virtue of its shareholding in the Company, continue to have a significant influence over the
selection of members of the Supervisory Board and the determination of the outcome of all matters to be decided
by a vote of the shareholders of the Company, including whether to approve the payment of dividends. See
“Dividends™ and “Description of Shares — Block Voting”.

The Selling Shareholder has no specific plans for the Shares it will retain and intends to be a passive
investor. The Selling Shareholder has agreed that, for the period of 12 months after the Global Offering, it will
not offer, sell or otherwise dispose of any GDRs or Shares or cause the Company to issue any Shares (or issue any
securities convertible or exchangeable into Shares), other than in connection with the Global Offering, unless the
prior approval of the Joint Lead Managers is received. See “The Global Offering — Lock-Up Agreements”.
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