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Statement of Financial Position (Balance Sheet)

Note 31 Dec201( 31 Dec.200¢
Assets
Fixed assets
Tangible fixed assets 6 2,05441z 1,52180¢
Intangible fixed assets 7 10917 12,084
Long-term investments 8 73341 73341
Cash and cash equivalents 11 o, 46,15¢
2,18957¢ 1,653391
Current assets
Stocks 10 58462 49227
Trade debtors and other receivables 9.1 360, 11371¢
Overpaid income tax 445¢€ 2,754
Cash and cash equivalents 11 239, 640432
622597 806,12¢
TOTAL ASSETS 2,81217¢ 2,45951¢
Shareholders' equity
Ordinary shares 12 30115¢ 301,15¢
Other capital 1,08658¢ 89453¢
Retained profits 57013c 534824
Total shareholders' equity 1,95787¢ 1,730517
Liabilities
Long-term liabilities
Loans and borrowings 16 20000C 25000C
Deferred income tax liabilities 17 B¢ 59,90z
Employee benefits liabilities 18 10B¢ 9797¢€
Provisions for other liabilities and encumbrances 91 67314 63,07¢
Grants 15 19451 -
Trade creditors and other liabilities 14 86¢ 7,834
456,74¢ 478,792
Short-term liabilities
Loans and borrowings 16 5000C -
Employee benefits liabilities 18 A< 26,33¢
Provisions for other liabilities and encumbrances 9 1 8268¢ 6359¢€
Trade creditors and other liabilities 14 284, 16027€
39754¢ 25021C
Total liabilities 854297 72900z
TOTAL SHAREHOLDERS' EQUITY AND
LIABILITIES 2,812]17¢ 2,45951¢

Notes presented on pages 8 - 45 make an integtadfthese financial statements.
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Statement of Comprehensive Income

for the financial year from 1 January to 31

Note December
2010 200¢

Revenue on sales 20 1,221,540 1,11851
Costs of products, goods and materials sold 21 8995 (755,201)
Gross profit 406,161 355,60
Selling costs 21 (36,069) (41,652)
Administrative costs 21 (67,888) (64,485)
Other revenue 22 3,535 a3
Other expenses 23 (3,343) (2,140)
Other net losses 24 (27,650) (22,602)
Operating profit 274,746 23@B01
Financial income 25 23,569 180z
Financial expenses 25 (13,543) (7,067)
Net financialincome 25 10,026 83t
Profit before taxation 284,772 239%3¢
Income tax 26 (57,410) (47,683)
Net profit for the period 227,362 19)5:
Comprehensive income for the period 227,362 192,053
Earnings per share attributable to the Company's
shareholders
during the year (in PLN per share)
- basic 27 6.68 6.66
- diluted 27 6.68 6.66

Notes presented on pages 8 - 45 make an integtadfthese financial statements.
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Statement of Changes in Shareholders' Equity

Ordinary Other Retained Total
shares capitals profits shareholders'
equity
As at 1 January 2009 246,158 404,094 455,993 1,106,245
Comprehensive income for the
accounting period - - 192,053 192,053
Proceeds from issue of shares 55,000 - - 55,000
Share premium
- 466,051 - 466,051
Dividends related to 2008 - - (88,832) (88,832)
Transfer of the result for 2008 - 24,390 (24,390) -
As at 31 December 2009 301,158 894,535 534,824 1,730,517
As at 1 January 2010 301,158 894,535 534,824 1,730,517
Comprehensive income for the
accounting period - - 227,362 227,362
Transfer of the result for 2009 - 192,053 (192,053) -
As at 31 December 2010 301,158 1,086,588 570,133 1,957,879

Notes presented on pages 8 - 45 make an integtadfthese financial statements.
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Cash Flow Statement

for the financial year from 1 January to 31

Note December
2010 200¢

Operating cash flow
Operating cash inflow 29 442,228 4188t
Interest paid 9 (12,265 (9,353)
Income tax paid (62,636 (48,167)
Net operating cash flc 367,327 360,565
Cash flows from investing activities
Acquisition of tangible fixed assets 29 (606,p21 (365,894)
Acquisition of intangible fixed assets 7 (394 (4,244)
Inflow from the sale of tangible fixed assets 29 011 18¢
Interest received 23,180 14,541
Other net investing cash flow (RO 64(
Outflow on account of funds being deposited inlithak
account of the Mine Closure Fund (4,759 (5,085)
Net investing cash flo (587,896 (359,854)
Cash flows from financing activities
Net proceeds from the sale of sh. - 521,051
Loans and borrowings received - 18000C
Loans and borrowings repaid - (30,000)
Dividend paid to Company shareholders - (88,832)
Grants received 15 19,451 -
Net financing cash flo 19,451 582,219
Net increase / (decrease) in ¢
and cash equivalents (201,118) 58233(
Cash and cash equivalents at beginning of period 640.432 57,502
Cash and cash equivalents at end of period 439.314 640,432

Notes presented on pages 8 - 45 make an integtadfthese financial statements.
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Notes to the Financial Statements
Additional information

1.1.

1.2.

General

Information on the Company

Lubelski Wegiel BOGDANKA S.A. is a joint stock company, opéngt under the laws of Poland. The
Company was created as a result of the restrugtwinthe state enterprise Kopalniac§la Kamiennego
Bogdanka with registered office in Bogdanka, unither Act on the Privatisation of State Enterprise4d
July 1990.

The deed of transformation of a state-owned enterpnto a company wholly owned by the State Treasu

operating under the business name: Kopalniglé/Kamiennego Bogdanka S.A. was drawn up on 1 Marc
1993 (Rep. A No. 855/1993) by Notary Public Jacegjdjto maintaining a Notarial Office in Katowice at

ul. Kopernika 26.

The Company was entered in Section B of the ComialeRegister of the District Court in Lublin, VIII
Commercial Division, under No. H - 2993, on theibad a valid decision of that Court issued on 38&iA
1993 (file ref. No. HB - 2993, Ns. Rej. H 669/93).

On 26 March 2001, Lubelski ¥giel Bogdanka Spoétka Akcyjna was registered in tRegister of
Entrepreneurs maintained by the District Court ublin, XI Division of the National Court Registamder
KRS No. 0000004549.

On 22 June 2009, pursuant to the decision of tHsHP&inancial Supervision Authority, Series A a@d
Shares and Rights to Series C Shares were adrutigablic trading on the WSE main market. On 25eJun
2009, the Company made its debut on the WSE bgdotiing Rights to Series C Shares to trading. Share
capital of the Company was increased, which has lwsscribed in detail in Note 12. As a result of
transactions effected in 2010 regarding the didpafsghares effected by the State Treasury, reptedeby

the Minister of the State Treasury as well as fieansf shares on the basis of contracts on a ffedarge
disposal of shares for the benefit of eligible evgpks under the Act on Commercialisation and Hsagbn,
Lubelski Wegiel Bogdanka Spotka Akcyjna has lost the statub@fCompany owned by the State Treasury.

The Company's core business activities, pursuattigd=uropean Classification of Activity (EKD 0510Z
are mining and agglomeration of hard coal.

The Company is the parent undertaking in Lubelskigtl Bogdanka S.A. Group. The Group prepares
consolidated financial statements in accordancén WHSR for the period from 1 January 2010 to 31
December 2010. These separate financial statensbotdd be read in conjunction with the consolidated
financial statements of the LW Bogdanka Group ffierperiod from 1 January 2010 to 31 December 2010.

Assumption of the Company going concern

The financial statements were prepared under thengstion of continued business activity in the $eeable
future and that there are no circumstances indigany risk to the continuation of the Companytsvdies.

If after the preparation of its financial statensgrthe Company receives any information about event
significantly affecting the financial statementsresulting in the Company’s assumption of goingassn
becoming illegitimate, the Management Board of lskidN¢giel BOGDANKA S.A. is authorised to correct
the financial statements before they are approvidds does not exclude the possibility of making
retrospective changes to the financial statemenssibsequent periods in order to correct errots oeflect
changes to accounting principles in accordance Migh8.

In the opinion of the Management Board of Lubeldkigiel BOGDANKA S.A., there are currently no
circumstances indicating any risk to continuatiothe Company's activities.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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2. Description of key accounting principles applied

The most important accounting principles applieghiaparation of these financial statements areepted
below.

2.1. Basis of preparation

These financial statements of LW Bogdanka S.A. werepared in accordance with the International
Financial Reporting Standards as endorsed by thepgan Union.

These financial statements were prepared accotdittge historical cost principle, including the wation at
fair value of certain components of tangible fixadsets in connection with assuming fair value as
a presumed cost, which was carried out as at tlgeoflthe Group's transition to the IFRS, i.e. 1ukay
2005.

Preparing financial statements in accordance with IFRS requires the application of certain sigaifit
accounting estimates. It also requires that ManagerBoard exercise its own judgment while applying
accounting principles adopted by the Company.

(a) New standards and interpretations effectivefas January 2010.
¢ Improvements to IFRS 2009

On 16 April 2009 the International Accounting Startk Board published “Improvements to IFRS 2009%ading
12 standards. The improvements include changdseipitesentation, recognition and measurement, hsditorial
and terminological changes. Eight changes areteféetor annual periods starting 1 January 20162 &mendments
to the IFRS were endorsed by the EU on 23 Marcl® 20ke changes refer to:

- IFRS 5 “Non-current assets held for sale and discoed operations” specifies what information must
be disclosed with regard to fixed assets or gradgssets held for sale or with regard to discargth
operations.

- IFRS 8 “Operating segments” specifies that opegasiegment assets must be disclosed only if
relevant information is regularly provided to theef operating decision-makers.

- 1AS 1 “Presentation of financial statements” expéaihat the possibility of forcing the holder of
convertible bonds to convert the bonds does natnaatically lead to re-classification of convertible
debt securities into short-term securities.

- IAS 7 “Cash-flow statements” specifies that onlperses that result in recognition of an asset may b
classified as investing activities in a cash-fldatesment.

- |IAS 17 “Leases” — a lease of land and buildings tmaylivided into two elements and each may be
classified separately.

- 1AS 18 “Revenue” helps to establish whether antgatits as an agent.

— 1AS 36 “Impairment of assets” specifies that goddmiust be tested at an operating segment level
before aggregation.

— |1AS 38 “Intangible assets” provides guidance fdaablshing the fair value of intangible assets
received as part of a business combination whiemat traded in active markets.

— 1AS 39 "Financial instruments: recognition and mgasent” — three separate changes: the exemptiomtiie
scope of IAS 39 of contracts in a business comluindtas been narrowed; the effective portion ofghim and
loss on an cash flow hedge should be carried avéne profit and loss account if the anticipatedhciow
affects the profit and loss account; an early rguéon option embedded in an underlying debt instnim

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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should not be recognised separately as an embetielddhtive instrument if the penalty for repaymént
designed so as to compensate the borrower forod®edf interest on the remaining portion of thearhying
contract.

The Company applied amendments to the IFRS pursaardnsitional provisions. The amendments tostiamdards
do not have any impact on the Company's finanté@éments.

¢ IFRS 2 “Share-based Payment”

Changes in IFRS 2 “Share-based payment” were fhddidy the International Accounting Standards Baardl8
June 2009 and are effective for annual periodsnmégg on or after 1 January 2010 (endorsed by thei 23 March
2010). The changes provide for in greater detal dfsclosure of intragroup share-based paymentiedén cash.
They make the scope of IFRS 2 more specific andlagg the joint application of IFRS 2 and othemsdiads. The
changes introduce to the standard issues reguageiusly in IFRIC 8 and IFRIC 11.

The amendments to the standards do not have aractrop the Company's financial statements.

(b) Standards, revisions and interpretations oéemng standards which are not yet mandatory ancehast been
previously applied by the Company.

* |AS 24 “Related party disclosures” (Amendment)

Amendments to IAS 24 “Related Party Disclosurestemgublished by the International Accounting Stadd@oard

on 4 November 2009 and are effective for annuabgsrbeginning on or after 1 January 2011 (endobsethe EU

on 19 July 2010). The amendments simplify the nexpents for disclosure of information by entitietated to state
institutions and specify more precisely definitiarisa related party.

The Company will apply the amendments to IAS 24fas January 2011.

« |AS 32 “Classification of rights issues” (Amendmenk

Amendments to IAS 32 “Classification of Rights Isstiwere published by the International AccountBtgndards
Board on 8 October 2009 and are effective for anpeidods beginning on or after 1 February 201@i¢esed by the
EU on 23 December 2009). The amendments relateet@¢counting of issues of rights (rights, optiomarrants)

denominated in a currency other than the issueristional currency. They require that if specifigshditions are
satisfied, the issue of rights should be classifisghareholders' equity regardless of a currengshich the exercise
price is denominated.

The Company will apply the amendments to IAS 32fak January 2011.

¢ IFRIC 19 “Extinguishing financial liabilities with equity instruments”

IFRIC 19 was issued by the International FinanBi@porting Interpretations Committee on 26 Noven#B$19 and is
effective for annual periods beginning on or afferJuly 2010 (endorsed by the EU on 23 July 201G} T
interpretation explains the accounting principlppleed in a situation where a liability is extinghed by the issue of
equity instruments addressed to the creditor fdhgwrenegotiation by the undertaking of the ternfsite
indebtedness. The interpretation requires the measnt of equity instruments at fair value andréeognition of a
gain or loss equal to a difference between théliiglsarrying amount and the equity instrument felue.

The Company will apply IFRIC 19 as of 1 January201

¢ IFRS 7 “Financial Instruments” disclosures (Amendments)

On 7 October 2010, the International Accountingh8gads Board issued a document called “Disclosufieansfers
of Financial Assets” (amendments to IFRS 7 Findnbiatruments: Disclosures) applicable to annualiooks
beginning on or after 1 July 2011). The amendmartease the disclosure requirements for transagtiovolving
transfers of financial assets. These amendmenisdiedighter requirements for disclosures underSFRrelating to

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.

10



Lubelski Wegiel Bogdanka S.A.
Financial Statements for the period from 1 January2010 to 31 December 2010
(Al amounts in tables are expressed in PLN ‘000lass stated otherwise)

transactions where a financial asset is transfeogds not derecognised, and impose new disclosgeirements
relating to assets that have been derecognisethd@ntity’s exposure to those assets has not eldamespite the sale
of the assets.

The Company will apply the amendments to IFRS @fdsJuly 2011.

As at the date of drawing up the present finarstalements, the amendments to IFRS 7 have notyetendorsed
by the European Union.

* |FRS 9 “Financial Instruments Part 1: Classification and Measurement”

IFRS 9 published by the International Accountingrisiards Board on 12 November 2009 replaces thote @ddAS
39 which relate to the classification and measurgroéfinancial assets. In October 2010, IFRS 9 w#gsplemented
to address the classification and measuremenhahdial liabilities. The new standard is applicabl@nnual periods
beginning on or after 1 January 2013.

The standard introduces a model with only two catieg of financial assets: financial assets measatdair value
and financial assets measured at amortised costsfEmdard requires that an asset be classified whe initially
recognised and according to the financial instrummeanagement model adopted by the entity and teftpehe
characteristics of the contractual cash flows ftbose instruments.

The majority of IAS 39 requirements for the clagsifion and measurement of financial liabilitiev&deen included
in IFRS 9 without any changes. The key change & rquirement that an entity should present, ineroth
comprehensive income, the outcome of changes @wts credit risk arising from financial liabilitiedassified for
measurement at fair value through profit and loss.

The Company will apply IFRS 9 as of 1 January 2013.

As at the date of drawing up the present finansfatements, IFRS 9 has not been yet endorsed bkutapean
Union.

¢ Improvements to IFRS 2010

On 6 May 2010 the International Accounting StandaéBdard published “Improvements to IFRS 2010” anvemd
standards.
- IFRS 1 "First-time Adoption of International Fim@al Reporting Standards"

- IFRS 3 “Business Combinations”
- IFRS 7 “Financial Instruments - disclosures”
- 1AS 1 “Presentation of Financial Statements”

— Transitional provisions referring to amendmentsaultesy from the application of 1AS 27 “Consolidated
and Separate Financial Statements”

— |AS 34 “Interim Financial Reporting”

- IFRIC 13 “Customer loyalty programmes”
The improvements include changes in the presentatiecognition and measurement, as well editoriadl a
terminological changes. Most of them will be effeetfor annual periods beginning as of 1 Januafy120

The Company will apply the improvements to IFR&@cordance with interim provisions.

As at the date of drawing up the present finansiatements, the improvements to IFRS 2010 havebeen yet
endorsed by the European Union.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.

11



Lubelski Wegiel Bogdanka S.A.
Financial Statements for the period from 1 January2010 to 31 December 2010
(Al amounts in tables are expressed in PLN ‘000lass stated otherwise)

(c) Existing standards, amendments and interpretetito the existing standards which are not applieao the
operations of the Company.

« |AS 39 “Financial instruments: recognition and measrement” — “Eligible hedged items”
(Amendments)

Amendments to IAS 39 “Eligible Hedged Items” werélished by the International Accounting Standd@dard on
31 July 2008 and are effective for annual periodgiftming on or after 1 July 2009. The amendmenttudte
clarifications how to apply in special circumstasitiee principles specifying whether a hedged risgastion of cash
flows are eligible for being a hedged item. A ptition was introduced to designate inflation asoeponent of a
fixed rate debt instrument which may be hedged. dimendments also prohibit including the time value one-
sided hedged risk when options are treated as hgdustruments.

To date, there have been no actions described3rmRAin the existing operations of the Company.

¢ IFRS 1 “First-time Adoption of IFRS” (Amendment)

Amendments to IFRS 1 “First-time Adoption of IFR®e&re published by the International Accounting 8tads
Board on 23 July 2009 and are effective for anmpgalods beginning on or after 1 January 2010. Theralments
introduce additional exceptions from the measuremémssets for the date of transition to the IFRScompanies
operating in oil and gas sector.

To date, there have been no actions describedi8 IFin the existing operations of the Company.

* IFRS 1 “First-time Adoption of IFRS” (Amendments)

Amendments to IFRS 1 “Limited Exemption from Congiare IFRS 7 Disclosures for First-time Adoptersére
published by the International Accounting Standddard on 28 January 2010 and are effective fouahperiods
beginning on or after 1 July 2010 (endorsed by Ehkon 30 June 2010). The amendments introduce iaxalit
exemptions for first-time adopters of the IFRS regag disclosures which are required by the amemdsni® IFRS 7
issued in March 2009, in respect of measuremefaitovalue and liquidity risk.

To date, there have been no actions describedi8 IFin the existing operations of the Company.

 Amendments to IAS 12 — “Recovery of Underlying Asgs”

In December 2010, the International Accounting 8éads Board published Amendment to IAS 12 “Recowry
Underlying Assets”. These amendments are applidald@nual periods beginning on or after 1 Janaadp.

The amendments apply to the measurement of deféaredssets and deferred tax liabilities relatimgnivestment
properties measured at fair value in accordancé WAS 40 “Investment Property” and introduce a ittdthlie
presumption that the value of an investment propeey be recovered entirely through sale. The pnggion can be
rebutted if the investment property is held withitbbusiness model whose objective is to consumeantizly all of
the economic benefits represented by the investmpagerty over time, rather than through sale. 31Cincome
Taxes — Recovery of Revalued Non-Depreciable Assetgicerning similar issues with regard to non+eefable
assets measured in accordance with the revaluatiodel presented in IAS 16 “Tangible Fixed Assetsgs
incorporated into IAS 12 after the exclusion ofdglines for investment properties measured atdire.

To date, there have been no actions describedSnliAin the existing operations of the Company.

As at the date of drawing up these financial staetels) the amendments to IAS 12 have not been yetreed by the
European Union.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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« Amendments to IFRS 1 — Severe Hyperinflation and Removal of Fixed Dates foFirst -time
Adopters”

Amendments to IFRS 1 “Severe Hyperinflation and Beah of Fixed Dates for First-Time Adopters of IFPR&ere
first published by the International Accounting r8tards Board in December 2010 and are applicablentmal
periods beginning on or after 1 July 2011.

The amendment regarding severe hyperinflation pes/ian additional exemption where an entity that ieen
subject to severe hyperinflation re-elects to preps financial statements in accordance withlERS or is a first-
time adopter of the IFRS. This exemption allowseh#ty to elect to measure its assets and ligsliat fair value and
to use that fair value as the presumed cost of sissiets and liabilities in the opening balance tsheds first
statement of financial position prepared in accoogawith the IFRS.

The International Accounting Standards Board (IA8Bp amended IFRS 1 to eliminate references tmfoates for
one exception and one exemption in the standartth, dealing with financial assets and liabilitiedheTfirst change
requires first-time adopters to apply the derecgmirequirements of the IFRS prospectively frone tihate of
transition rather than from 1 January 2004. The@sd@amendment relates to financial assets or iligsilat fair value
on initial recognition where the fair value is ddished through valuation techniques in the abseicen active
market and allows an entity to apply the guidanaespectively from the date of transition to the 8Rather than
from 25 October 2002 or 1 January 2004. This méaausa first-time adopter does not need to recoosfair value
for financial assets and liabilities for periodsoprto the date of transition. IFRS 9 was also ateginto reflect these
changes.

To date, there have been no actions describedi8 [Fin the existing operations of the Company.

As at the date of drawing up the present finamstalements, the amendments to IFRS 1 have notyetemdorsed
by the European Union.

* IFRS 3 “Business combinations" (Amendment)

Amended IFRS 3 was published by the Internatioralointing Standards Board on 10 January 2008 asifieistive
prospectively for business combinations in whict #tquisition date falls on or after 1 July 2008eTintroduced
amendments include a possibility to choose to neisggthe minority interests either at their failueaor their share in
the fair value of identifiable net assets, to reamee the interests held hitherto in the acquinefait value and take
the resulting difference to the consolidated Stateinof Comprehensive Income as well as additionalance for the
application of the acquisition method, includingaiment of transaction costs as the costs of thed which they
were incurred.

The Company implemented amended IFRS 3 as of 120019. As at the date of drawing up the finandatesnents,
the above IFRS was not applicable to the operatbtise Company.

¢ IFRS 8 "Operating Segments"

IFRS 8 was issued by the International Accountiten&ards Board on 30 November 2006, and it is ntang#or

annual financial statements for periods beginningoo after 1 January 2009. IFRS 8 replaces IAS 3dgiment
Reporting”. This standard lays down new requiremaetated to disclosing information concerning segis of
business activity, as well as information concegrnpmoducts and services, geographical areas inhaditivities are
conducted, and major customers. IFRS 8 requiremamagement approach” to reporting financial reseflfsusiness
segments.

Since the Company only conducts its business &#esvin one segment, the introduction of this stadddoes not
affect the financial statements of the Company.

¢ IFRIC 12 "Service concession agreements”

IFRIC 12 was issued by the International FinanBi@porting Interpretations Committee on 30 Noven#i¥)6 and is
effective for annual periods beginning on or afé®& March 2009. The interpretation includes guidafarethe

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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application of the existing standards by entiti@stipipating in service concession agreements biwmiblic and
private sector. IFRIC 12 is applicable to agreemeéntwhich the ordering party controls which seegiowill be
provided by the operator with help of the infrastwue, to whom such services are provided and at ptice.

There were no actions described in IFRIC 12 inetkisting operations of the Company.

¢ IFRIC 13 “Customer loyalty programmes”

IFRIC 13 explains that where goods or servicessatd together with incentives creating customemltyy (e.g.
loyalty credits or free of charge products) we htvdo with an agreement with many elements anaohepensation
receivable from the customer is allocated betwheragreement elements at fair value.

There were no actions described in IFRIC 13 inetkisting operations of the Company.

¢ IFRIC 14 “The Limit on a Defined Benefit Asset, Minmum Funding Requirements and their Interact
project” (Amendment)

Amendments to IFRIC 14 were issued by the Inteomali Financial Reporting Interpretations Committae 26
November 2009 and are effective for annual pertmetinning on or after 1 January 2011 (approvechbyBU on 19
July 2010). The interpretation includes guidancgarding the recognition of prepaid contributions &mvering
minimum funding requirements as assets in an uakied making such prepayment.

There were no actions described in IFRIC 14 inetkisting operations of the Company.

« |FRIC 15 “Agreements for the construction of real etate”

IFRIC 15 was issued by the International Finan&alporting Interpretations Committee on 3 July 2@0&i is
effective for annual periods beginning on or aftelanuary 2010. The interpretation includes gergrialance how to
assess a construction contract in order to determirether its effects should be presented in thentiial statements
according to IAS 11 Construction Contracts or IASRevenue. Moreover, IFRIC 12 indicates at whahipavenue
from performance of a construction service showddrognised.

There were no actions described in IFRIC 15 inetkisting operations of the Company.

¢ IFRIC 16 “Hedges of a net investment in a foreign peration”

IFRIC 16 was issued by the International Finan&alporting Interpretations Committee on 3 July 2@0&i is

effective for annual periods beginning on or aftetuly 2009. The interpretation includes generaanuce regarding
determination whether there exist a risk of foregxehange changes between the functional currehttyedforeign

operation and the presentation currency for th@gse of consolidated financial statements of thremiacompany.
Moreover, IFRIC 16 explains which undertaking ie tapital group may disclose a hedging instrumadeuhedge
of a net investment in a foreign operation, angarticular whether the parent company holding ametstment in a
foreign operation has to hold also the hedgingumsént. IFRIC 16 also explains how an undertakimogusd specify
the amounts subject to reclassification from shaldgrs' equity to the Statement of Comprehensicerre both for
the hedging instrument and the hedged item whemtlestment is disposed of by the undertaking.

There were no actions described in IFRIC 16 inetkisting operations of the Company.

* |FRIC 17 “Distributions of Non-cash Assets to Ownes”

IFRIC 17 was issued by the International FinanBi@porting Interpretations Committee on 27 Noven#i¥)8 and is
effective for annual periods beginning on or afteovember 2009. The interpretation includes guigaregarding
the time of dividend recognition, the measuremdrdigidend and the recognition of a difference betw the value
of dividend and the carrying amount of distribussdets.

There were no actions described in IFRIC 17 inetkisting operations of the Company.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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IFRIC 18 “Transfers of Assets from Customers”

IFRIC 18 was issued by the International FinanBlaporting Interpretations Committee on 29 Janu@&392and is
effective for annual periods beginning on or afteNovember 2009. The interpretation includes guigaregarding
the recognition of transfers of assets from custemeamely situations in which definition of an etsis satisfied,
identification of separately identifiable servigegrvices provided in exchange for the transfeasskt), recognition
of revenue and recognition of cash funds receiveh ftustomers.

There were no actions described in IFRIC 18 inetkisting operations of the Company.

2.2.

2.3.

2.4.

Information regarding seasonality

The production is not seasonal, whereas seasoaedabr of sales can be noticed in the case df sales at
a point of coal sale. Sales for individual custosrercount for 2.46 % of the total sales. They ddawe any
significant impact on the operating and financigthdties of the Company.

Measurement of items expressed in foreign currencie

(a) Functional and presentation currency

Items expressed in the financial statements ofGbenpany are measured in the currency of the basic

economic environment in which the undertaking camsluts operations (“functional currency”). The
functional currency of the Company is Polish zldEhe financial statements are presented in Polistysz
(“PLN"), being the presentation currency of the Gxamy.

(b) Transactions and balances

Transactions expressed in foreign currencies areslated into the functional currency at the exgearate
prevailing on the transaction date. Foreign exchagajns and losses from accounting for such traiosasc
and from the balance sheet measurement of moresagts and liabilities expressed in foreign cuie=nare

recorded in the Statement of Comprehensive Incqora/ided they are not deferred under shareholders'

equity, when they qualify for recognition as a cistv hedge and hedge of a net investment
Tangible fixed assets

Tangible fixed assets are the assets:
« which are held by the Company with a view to beirsgd in the production process, in supply of
goods or provision of services, and for administeapurposes,
« which are expected to be used for a period lorftgat bne year,
< inrelation to which the entity is likely to gaie@omic benefits in future (on a particular assaty
« whose value may be reliably measured.

Tangible fixed assets are initially recognisedajuasition or production cost.
As at initial recognition, the acquisition or pration cost of tangible fixed assets includes cadts

construction of underground tunnels (the so-cattedn tunnels and operational tunnels) and longwall
headings driven in the extraction fields net oferave from sales of coal mined during constructibn o
such tunnels and headings.

As at initial recognition, the acquisition or pration cost of tangible fixed assets includes ediaa
cost of dismantling and removing the asset anariest the site, which the Company is obliged tainc
at the installation of an item of tangible fixedsets or its placement in service. In particulae, itfitial
value of tangible fixed assets includes discourtest of decommissioning tangible fixed assets eélat
to underground mining as well as other structurkhy under the applicable mining laws, are subject
to decommissioning when operations are discontinued

Costs of mine decommissioning disclosed at initialue of tangible fixed assets are subject to
depreciation with the use of the same method a®ileeapplied to the tangible fixed assets to which
they relate starting from the moment a given taegésset is placed in service for a period detezthin

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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in the decommissioning plan for groups of strudutmder the estimated mine decommissioning
schedule.

As at the balance-sheet date, items of tangibkdfixssets are carried at acquisition or productich
less accumulated depreciation and impairment ckarge

Subsequent expenditures are recognised in theimguvglue of a given item of tangible fixed assats
recognised as a separate item of tangible fixedtaigehere appropriate) only when it is probabb th
future economic benefits associated with that it@thflow to the Company and the value of that item
can be measured reliably. Any other expenditurerepair and maintenance is recognised in the
Statement of Comprehensive Income in the accoupmnigd in which it is incurred.

Land is not depreciated. Other items of tangibledi assets are depreciated using the straight-line
method or the unit-of-production method in ordedistribute their initial values or re-measuredues,

less residual values, over their useful economaiesli which for particular groups of tangible fixaskets

are as follows:

« Buildings and structures e 25-40 years, but not longer than until the estichate
date of mine closure

e Structures (excavation » Depreciation with the cost-of-production method

pits) based on the length of exploited walls

* Plant and machinery » 5-20 years, but not longer than until the estimataie
of mine closure

+ Vehicles e 3-30 years, but not longer than until the estimated
date of mine closure

¢ Other fixed assets « 3-20 years, but not longer than until the estimalaiz

of mine closure

Depreciation of an item of tangible fixed assetststwhen that item is available to be placed mise.

The asset then ceases to be depreciated at ther edrlthe day when a given asset is classified as
available for sale (or included in a group of asdkat are to be disposed of, classified as availfmin
sale) in accordance with IFRS 5 “Non-Current Asgetsilable for Sale and Discontinued Operations”,
or the day when the asset is derecognised duectonimissioning, sale or placement out of service.

Individual material components of an item of tahgifixed assets whose useful lives are differeonfr
the useful life of the entire asset and whose a&tipm or production cost is material relative teet
acquisition or production cost of the entire assetdepreciated separately, using the depreciedies
which reflect such items' estimated useful lives.

The residual value and useful lives of tangibledfi»assets are reviewed and, if necessary, chasgad a
each balance-sheet date.

If the carrying value of an item of tangible fixadsets exceeds its estimated recoverable valuettibe
carrying value of that asset is reduced to itsverable value (Note 2.7).

The value of a tangible asset includes costs ofilaeg major inspections (including certification
inspections) which are considered necessary.

Borrowing costs which may be directly attributedatmquisition, construction or production of an item
of tangible fixed assets which require a significamount of time in order to prepare a given aiset
intended use or sale, increase the value of tamdikéd assets under construction over the perfod o
their construction.

Specialist spare parts with a significant initialue, which are expected to be used for a peringdo
than one year are recorded as items of tangibéslfassets. Spare parts and equipment connected with
maintenance which may only be used only for certtems of tangible fixed assets are recorded

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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similarly. Other low-value spare parts and equiph@@mnected with maintenance are carried as stock
and recognised in the Statement of Comprehensbanie at the time of their use.

Gain or loss on sale of items of tangible fixedeés$s calculated by comparing the revenue frora sal
with the carrying value, and is recognised in that&nent of Comprehensive Income under other
(loss)/gain, net.

2.5. Intangible fixed assets

(a) Geological information
The acquisition cost of purchased geological infatiom is capitalised. The capitalised cost is aivedt over
the estimated period of use of the information. IGgical information is amortised over a period 6fyiears.

(b) Computer software
Purchased software licenses are capitalised atronstred on acquisition and preparation of giveftvgare
for use. The capitalised cost is amortised oveettenated period of use of the software (2-5 years

(c) Fees and licences

The fee for mining usufruct for the purpose of agtion of coal from the Bogdanka deposit is cajsiéal in
the amount of the fee paid. The capitalised costrisrtised over the estimated period of mining useuntil
31 December 2031.

Intangible fixed assets are amortised using ttaégitt-line method.

2.6. Long-term investments

Shares and equity interests in subsidiary and &gsdcundertakings are measured at acquisition lesst
impairment charges.

e Gain or loss on sale of investments is calculatgccdmparing the revenue from sale with their
carrying value, and is recognised in the Staterné@omprehensive Income under other “financial
income / expenses”.

2.7. Impairment of non-financial assets

Assets with indefinite useful lives are not amatisbut tested for possible impairment each yearorised
assets are reviewed for impairment whenever evanthanges in circumstances indicate that the iceyry
amount may not be recoverable. An impairment Igseecognised for the amount by which the carrying
amount of a given asset exceeds its recoverablem@mRecoverable amount represents the asseteliiag
price or the value in use, whichever is higher. ther purpose of assessing impairment, assets anpen at

the lowest level for which separate cash flows banidentified (cash generating centres). Impaired-n
financial assets are tested as at each balance-dhe®e to determine whether there are circumstances
indicating the possibility of reversing previouspairment charges.

2.8. Financial assets

The Management Board classifies its financial asaétthe time of their initial recognition. The egbry
under which financial assets will fall is estabédhdepending on the purpose for which they werelised,

» Loans and accounts receivable
Loans and receivables are financial assets withdfiar determinable payments, not classified avaléves
and not traded on any active market. Loans andvedales are included in current assets providirgjrth
maturity does not exceed 12 months as of the balaheet date, and they are included in the noreaurr

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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2.9.

2.10.

2.11.

2.12.

2.13.

assets if their maturity exceeds 12 months aseb#iance-sheet date. Trade and other receivableslbas
cash and cash equivalents are presented as loamecaivables.

No other categories of financial assets are cabijethe Company.

Loans and receivables are disclosed as at theattms date at the fair value, and subsequentby #re
carried at adjusted acquisition cost (amortised)cosing the effective interest rate method. Loansl
receivables are derecognised when the rights wiwecash flows related to them expired or wenesfierred
and the Company has transferred substantiallysid$ mand rewards of ownership.

The Company assesses at each balance-sheet dabemthere is objective evidence that an item groap
of financial assets may be impaired. A test foramment of trade debtors is described in Note 2.10.

Stocks

Stock is recognised at acquisition or productiostcavhich however cannot exceed its net sellingeprihe
amount of outflows is determined using the weighagdrage method. Cost of finished goods and work in
progress includes direct labour cost, auxiliaryemats and other direct cost and relevant genemduzction
costs (based on normal production capacities),exatudes the borrowing cost. The net selling pigcthe
estimated selling price in the normal course ofrmss, net of relevant variable selling costs.

Trade debtors

Trade debtors are initially recognised at fair ealand subsequently at adjusted acquisition or @sedr
production cost using the effective interest ratethad, less impairment charges. Impairment chaages
recognised when there is objective evidence thetGbmpany will not be able to collect all amounts d
according to the original terms of the receivabkignificant financial difficulties of the debtgprobability
that the debtor will enter bankruptcy or finangiabrganisation, and late payments are considecidaitors
that the trade receivable is impaired. The amotrthe provision is equal to the difference betwdlea
asset's carrying value and the present value mha&sd future cash flows, discounted at the effectnterest
rate. The carrying amount of the asset is deterniheough the use of a provision account, and theust

of the loss is presented in the Statement of Cohgm&ve Income under selling costs. When a trade
receivable becomes uncollectible, it is written affainst the provision for trade receivables. Sgibset
collection of amounts previously written off is dieed against selling costs in the Statement of
Comprehensive Income.

Cash and cash equivalents

Cash and cash equivalents comprise cash in hanll,deposits payable on demand and other highlydiqu
current investments with original maturities of tgpthree months. Overdraft facilities are presentethe
Statement of Financial Position as an item of eur@ans and borrowings under current liabilities.
Restricted cash and cash equivalents where théctest persists for at least 12 months as frombakance-
sheet date are classified as non-current assets.

Share capital

Ordinary shares are classified as shareholdergyequ
Expenditures directly connected with issuance off hares or options are presented under equity as a
decrease, after taxation, of issue proceeds.

Trade liabilities

Trade creditors are initially measured at fair ealnd subsequently at adjusted acquisition cosoriead
cost) using the effective interest rate method.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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2.14.

2.15.

2.16.

Loans and borrowings

Loans and borrowings are initially measured at Yailue, net of transaction costs incurred. Subsgtye
loans and borrowings are carried at adjusted aitigmiscost (amortised cost). Any difference betwela
amounts received (net of transaction cost) andrétemption value is recognised in the Statement of
Comprehensive Income over the period of the lodmoorowing using the effective interest rate method

Loans and borrowings are classified as currentlii@s unless the Company has an unconditionditrig
defer repayment of the liability for at least tweelmonths as from the balance-sheet date.

Borrowing costs are expensed in the period in whingty are incurred, except the costs which incréase
value of tangible fixed assets under constructivoté 2.4).

Current income tax and deferred tax

Current liabilities under income tax are calculatedaccordance with the tax laws applicable or abju
implemented as at the balance-sheet date in thetryowhere the Company operates and generatesléaxab
income. The Management Board periodically revieles tex liability calculations where the applicatde
laws are subject to interpretation, and createsigions, if necessary, for the amounts payablentotax
authorities.

Deferred tax liability resulting from the temporatifferences between the tax value of assets ahdities

and their carrying value shown in the financiatesteents is recognised in the full amount, calcalatsing

the balance-sheet method. No deferred tax asséthility is recognised when it relates to the iglit
recognition of an asset or liability arising frontransaction other than a business combinationtwaftects

neither financial result nor taxable income (lo3¢ferred tax assets and liabilities are measuredeatax

rates that are expected to apply to the period whersset is realised or the liability is settlealsed on tax
rates (and tax laws) that have been enacted otasubvely enacted by the balance-sheet date.

A deferred tax asset is recognised if it is probdhht taxable income will be available in the fatto allow

the benefit of the temporary differences to basgd.

Employee benefits

(a) Retirement and other employee benefits

Pursuant to the Company's Collective Bargaininge&grents and applicable provisions of law, the Campa
disburses the following key benefits:

e pays upon retirement due to old age or disability,
e length-of-service awards,

e death benefits,

» coal allowance benefits.

As at the balance-sheet date, the Company recagtiedglities under the above stated benefits ia th
Statement of Financial Position at the current @adfi the liability, taking into account the adjusim for
unrecognised actuarial gains or losses and cogtasifservice. The Company's liability under emgpiegt
benefits is assessed by an independent actuany thsrprojected unit credit method.

Provisions are calculated on a case-by-case lsegiarately for each employee, Provisions are ckdilon
the basis of the projected amount of a benefit e Company is obliged to pay out to a given eygxe
under internal rules, particularly under the ConmymrCollective Bargaining Agreements, as well as
applicable provisions of law.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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2.17.

The projected amount of a benefit is calculatechgusinter alia, the projected amount of the bassue
calculate a given benefit, estimate of how much base will increase until a given employee acgutte
right to the benefit, and a percentage ratio whatects the employee's length of service.

As at the balance-sheet date, the resulting am@uiiscounted using the actuarial method, thersit i
decreased by the amount of the Company's annudiitaaions towards a given employee's individual
provision, also discounted using the actuarial weths at the same date. The actuarial discounigate
product of the financial discount rate and thelifi@od that a given employee will remain with ther@pany
until that employee is entitled to receive the bign&he financial discount rate corresponds to tharket
rate of return on long-term treasury bonds effecfor the valuation date.

The above stated likelihood is calculated usingntiudtiple decrement model and reflects the liketitiof a
given employee leaving the Company as well asitikeof the employee full work disability and death.

The likelihood that a given employee will leavee@culated using a probability schedule and the @omg's
statistical data. The risk of full work disabiliagnd death are computed on the basis of statistatal

Actuarial gains and losses are charged or cretlitekpenses in the Statement of Comprehensive ladom
the period in which they arise.

Past service costs arising from plan changes amgnésed immediately in the Statement of Comprekiens
Income, unless the changes to the plan are conditimn the employees remaining in service for ifipd
period of time (vesting period). In this case, paswice costs are amortised on a straight-lineslasr the
vesting period.

(b) Profit-sharing programmes and bonus programmes

The Company recognises liabilities and expenseseetito awards and bonuses as well as profit loligtoin
programmes where it is contractually obliged to gam, or where past practice has created a catisgu
obligation.

Provisions

A provision for land reclamation, legal claims a@nroval of mining damage is recognised when the
Company has a legal or constructive obligation Itegufrom a past event and where it is probabke #m
outflow of resources will be required to settle tability and this outflow has been reliably mesesai No
provisions for future operating losses are esthblis

(a) Provision for mine closure

A provision for future cost of decommissioning ofraning plant is established due to obligationsiag
under the Geological and Mining Law whereby a ngnitompany is required to decommission mining plants
on discontinuation of production, in the amounegpected costs related to:

e securing or liquidation of mining workings as wadl structures and equipment of a mining plant;

e securing of the unexploited part of a mineral dépos

e securing adjacent mineral deposits;

« securing workings of adjacent mining plants;

« taking necessary measures to protect the environrperform land reclamation and development
on areas previously covered by mining activity.

The amount of closing of a mining plant is calcethby an independent consultancy company on this bas
historical data concerning costs related to mineuales in the Polish hard coal mining sector.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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2.18.

2.19.

Amounts of provisions are presented in a currehtevaf expenditure which are expected to be necg$sa
meeting the liability referred to above. An intdreste is applied before taxation which reflects turrent
assessment of the market situation with respetiti® value of money and risk related to a particitlem of
liabilities. Increase in provisions due to the pags of time is included in interest expenses. Chang
provisions due to revaluation of relevant applieabktimates (inflation rate, expected nominal vailfie
expenditures on decommissioning) is recognisedipstnent to the value of tangible fixed assetsafbich
a decommissioning obligation exists.

Recognition of revenue

Sales revenue is measured at fair value of paymemeived or due from the sales of goods for reaaté
services in the normal course of the Company'satipers. Revenue is presented net of value added tax
returns, sales rebates and discounts.

The Company recognises revenue when the amourgvehue can be measured reliably and when it is
probable that the economic benefits will flow t@ tBompany and when certain criteria for each tyijph®
Company's activities are met, as described belovis deemed that the amount of revenue cannot be
measured reliably before all conditional circumstmnrelated to sales are clarified. The Companyesiak
estimates on the basis of historical informatiakirtg into account the customer and transactioe tpd
details of agreements.

(b) Revenue from sales of products, goods for resalenzaterials

Revenue from sales of products, goods for resatk maaterials are recognised as soon as the Company
supplies products to a customer. The supply is éeeton occur when the Company has transferred to the
buyer the significant risks and rewards of ownegrsifithe products, goods for resale and materiatsyant

to terms of delivery defined in the sales agreemesuales revenue is recognised based on the greesfied

in sales agreements, net of estimated rebatesthadsales reductions.

(c) Interestincome

Interest income is recognised proportionately te thapse of time at the effective interest rate weth
Whenever a receivable is impaired, the Companyaeslits carrying value to recoverable value whih i
equal to estimated future cash flows discountedthat instrument's original effective interest rate;
subsequently, the discounted amount is graduallygeld to the interest income. Interest income guained
loans advanced is recognised at the original éffedterest rate.

Recognition of government grants

The Company applies the below-described metho@doounting for government grants to subsidiseahiti
investments under the Regulation of the MinisteEodnomy of 10 June 2010 (Dz.U. of 2010, No.10&mit
714).

IAS 20 “Accounting for Government Grants and Distlee of Government Assistance” is applied in
accounting for, and in the disclosure of, governnggants.

According to IAS 20.3, grants related to assets defined as government grants whose objective is to
finance fixed assets. Under IAS 20, governmenttgramust be recognised in profit or loss on a syateEm
basis over the periods in which the entity recogmias expenses the related costs for which thésgaaa
intended to compensate.

The Company presents grants related to assessfindincial statements as follows:

* inits Statement of Financial Position (balancesthender “Liabilities” and “Grants”;

. in its Statement of Comprehensive Income propodtiely to the depreciation of the fixed assets for
which a particular grant was received.

Recognising a grant in the books of account requine application of IAS 37 “Provisions, Contingent
Liabilities and Contingent Assets” to related coggnt liabilities or contingent assets.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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2.20.

2.21.

3.1

The grant should be accounted for entirely wheradset financed with the grant is fully depreciatzdd or
liquidated.

Leases

A lease is classified as an operating lease ifsthtestantial amount of risk and benefits resultirgnf the
ownership of the leased asset remains with theldtse financing party). Lease payments under aijrey
lease agreements, net of special promotional offeny) granted by the lessor (the financing yarare
expensed on a straight-line basis over the lease te

Acquired usufruct right to land is classified asemying lease, and recognised under non-current
prepayments and accrued income. Acquisition cast fipa the possibility to use that right is amoetisover
the lease term in accordance with the timing ofgfimfrom that right.

Dividend payment

Payment of dividend to the Company's shareholdeidisclosed as a liability in the Company's finahci
statement in the period in which the dividend paytig approved by the Company's shareholders.

Managing financial risk
Financial risk factors

The Company is exposed to various types of findmisks connected with its activities, such as reaurisk
(including cash flow risk resulting from change imerest rates), credit risk and liquidity risk. €h
Company's general programme for risk managemeniséscon ensuring sufficient liquidity to enable the
Company to implement its investment projects amtdiisethe Company's dividend policy.

(a) Risk of a change in cash flows resulting from angjgain interest rates

Given that the Company holds a significant amounnterest-bearing assets, the Company's revende an
cash flows are affected by changes in market isteedes.

The Company is also exposed to interest rate mskonnection with its current and non-current debt
instruments. Loans bearing interest at variablesraesult in the Company's exposure to a changash
flows resulting from changes in interest rates2010 the Company used external financing denondniate
the zioty.

The Company's current indebtedness amounts to FAN\h&llion. Based on simulations, it was determined
that a 1% change in interest rates would increaskecorease, as applicable, the Company's net [mpfin
amount lower or equal to PLN 2,025,000.

(b) Credit risk

The Company is exposed to credit risk in connectiith cash and cash equivalents, deposits at bantts
financial institutions, as well as credit exposuoéshe Company's customers. When selecting banlls a
financial institutions, the Company only acceptghihy credible entities. In addition, the Companygues a
policy limiting credit exposure connected with pautar financial institutions. As regards customeise
Company sells its products to a group of regulatamers whose credibility has been proven in tlersyef
cooperation.

The table below shows exposure to credit risk arditrisk concentration:

2010 2009
Cash in hand and bank deposits 490,223 686,590
Current trade debtors 87,544 92,682
Total exposure to credit risk 577,767 779,272

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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Receivables from 7 key customers 86,630 78,459

99% 85%
Concentration of credit risk under receivables fiblkey customers ° °

Cash deposited at Bank Millenium S.A. (expressedb ag total cash
and bank deposits) 44% 30%

Cash deposited at banks: BRE Bank S.A.SEA., PKO Bank Polski
S.A. (expressed as % of total cash and bank deposit 49% 66%

The ability of the Company's main customers to madkgments for goods is good, therefore the crésktis
assessed as low. The Company has worked with thestemers for quite a long time and to date no
problems with payments have occurred. The shareagiivables from other customers in total tradetatsb

is not significant.

The banks at which the Company places its castdapdsits have been awarded the following ratingsa(d
as at the date of these financial statements):

- Bank Millennium S.A. - long-term Fitch rating: BB

- Bank Ochronysrodowiska S.A. - long-term Fitch rating: BBP

- PKO Bank Polski S.A. - Fitch support rating: 2 (ong-term rating was awarded)

- BRE Bank S.A. - long-term Fitch rating: A

(c) Liquidity risk

Conservative management of liquidity risk consigtsinter alia, maintaining appropriate amountscash
and ensuring availability of financing through seéeg credit facilities of appropriate size. The ragament
monitors the current forecasts concerning the Caylpdiquid assets (comprising available crediiliites

as well as cash and cash equivalents) based omatsti cash flows.

The table below presents an analysis of the Comgdimancial liabilities by remaining contractuahturity

as from the balance-sheet date. The amounts peesémtthe table are contractual, non-discountedh cas
flows. The balance to be repaid within 12 monthprissented in carrying values given that the distou
effect on the value is insignificant.

Less than From1to From 2to Over 5

1 year 2 years 5 years years

As at 31 December 2010
Loans and borrowings 61,144 73,762 143,346 -
Trade creditors and other liabilities 187,274 10,533 15,800 5,267
Less than From1to From 2to Over 5
1 year 2 years 5 years years

As at 31 December 2009
Loans and borrowings 12,175 61,954 218,351 -
Trade creditors and other liabilities 116,116 8,725 9,894 8,776

Liabilities maturing in less than 1 year are chig#ipresented by liabilities whose maturity fallghin up to
3 months as from the balance-sheet date.

(d) Sensitivity analysis of the financial result
Based on the 2010 data concerning the Companys lmsiness, the sensitivity of the financial resalt
changes in market risk factors (price of coal andrest rates) has been assessed.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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The assessment indicates that a 1% increase imrtheprice of coal (translating into a 1% increase

revenues from the sale of coal) results in a risén® result on sales by 4.04%. Similarly, a 1%rdase in

the coal price reduces the result on sales by 4.04% table below shows changes in the result lierot
analysed ranges (assuming that other factors reamainanged).

Change

in price -15% -10% -5% 2% -1% 0% 1% 2% 5% 10% 15%
Change 9 9 9 9 9 9 0 0 0 9 1)
in sales -60.63% -40.42% -20.21% -8.08%  -4.04% 0.00% 4.04% 8.08% 20.21% 40.42% 60.63%

The Company mitigates the risk associated withegriof raw materials for energy production by signin
long-term commercial contracts with key customerspower coal.

3.2. Managing capital risk

The Company's objective in the area of managingalajsk is to protect the Company's ability tondaue
as going concern, deliver returns for shareholdes benefits to other interested parties, and miairihe
optimum capital structure to reduce the cost oftehp

In order to maintain or adjust the capital struefuhe Company may change the amount of divideothckl

to be paid to shareholders, refund capital to $tedders, issue new shares or dispose of assetawitw to
reducing indebtedness.

In the area of capital management, the Companys&son managing cash and cash equivalents, ansl debt
under contracted loans.

The Company has contracted a bank loan for thending of current operations and investment acésiti
The table below shows the relation between thelaket and the capital employed:

31 Dec. 2010 31 Dec. 2009
Total loans 250,000 250,000
Less: cash and cash equivalents (490,223) (686,590)
Net debt / (liquid assets) (240,223) (436,590)
Total Equity 1,957,879 1,730,517
Employed capital 1,717,656 1,293,927

4, Material accounting estimates and judgements

The accounting estimates and judgments are basquhstnexperience as well as other factors, inctudin
assessments of future events which seem justified diven situation. Accounting estimates and juelgi®
are reviewed on a regular basis.

The Company makes estimates and assumptions telagirthe future. By definition, such accounting
estimates are rarely identical with the actual ltesiBelow, the estimates and assumptions whichr bea
significant risk that a material adjustment wilMeao be made to the carrying value of assetsiabdities in
the following financial year are discussed.

Estimate concerning the mine's life and the sizeoaf reserves

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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Based on the current coal reserves and estimatetligiion capacities, the mine's life has been egéthto
continue until 2034. However, the actual date efthine closure may differ from the Company's estma
This follows from the fact that the length of théeis life has been estimated using the curreritresarves
only. Over the next few years, the Company planexjpand its mining area by adding K-3, K-6 and K-7
reserves which may significantly prolong the mindgs. The Company has already commenced work on
acquiring licenses necessary to add these restrtles mining area.

Estimate concerning provision for mining plant deroissioning

The Company establishes a provision for expendagedeto closure of a mining plant, as requiredeasnd
applicable provisions. The main assumptions useatbtermine the amount of expenses related to tseic

of a mining plant include assumptions regarding mhi@e's life, expected inflation rate and long-term
discount rates, as well as the expected nomindl agsts of closing individual facilities as defindy
independent experts. Any changes to these assumtftect the carrying value of the provision.

Assumptions regarding the life of the mine haventdescribed above.

Adopted inflation ratios for 2011-2034 range frord% to 3.7%.

The calculation of the provision was significandiffected by the discount rate which reflects thangfe in
money value over time. For the purpose of assumgtia discount rate based on the treasury billd yias
adopted.

If the actual interest rates departed from the Man@ent Board's estimates by 10%, the carrying vafue
provisions would be PLN 1.126,000 higher or PLNL1L,D00 lower.

Retirement benefits

The current value of employee benefits depends rmmzber of factors which are determined with the of
actuarial methods on the basis of certain assumgtibhe assumptions used to determine the provasian
expenses related to employee benefits include gsam concerning discount rates. Major assumptions
regarding the provisions for employee benefitsdiselosed in Note 18. Any changes to these assampti
affect the carrying value of the provisions for éoyge benefits.

5. Information on business segments

(a) Key reporting structure - industry segments

The Company's core business is production anddaateal. In 2010, revenue from sales of other paotslu
and services amounted to PLN 30,524,000 (in 200% B2,170,000), representing, respectively, 2.5% in
2010 and 2.9% in 2009 of total sales revenue.

Accordingly, the Company does not present its tesay industry segments.

(b) Supplementary reporting structure - geographicgraents

The Company operates primarily in Poland. In 20&09¢enue from foreign sales amounted to PLN 828,000
(in 2009: PLN 705,000), representing, respectivel9,7% and 0.06% of total sales revenue in thengjear.
The Company does not hold assets or liabilitiesidatPoland.

Accordingly, the Company does not present its tesiy geographical segments.

Within the scope of its duties, the Management B@aralyses financial data which is in agreemert wie
financial statements prepared in accordance wahRRS.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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6. Tangible fixed assets
Buildings
and
structures  Plant and . cher Construction
Land . . . Vehicles fixed ; Total
(including  machinery in progress
mining assets
excavations)

As at 1 January 2009
Cost or assessed value 1,878 1,079,475 663,772 87,330 10,925 248,939 2,092,319
Depreciation - (406,194) (339,731) (42,853) (6,443) - (795,221)
Net book value 1,878 673,281 324,041 44,477 4,482 248,939 1,297,098
As at 31 December 2009
Net book value at beginning of
year 1,878 673,281 324,041 44,477 4,482 248,939 1,297,098
Increases 1,004 248,924 70,713 8,834 1,117 369,434 700,026
Decreases* - (6,326) (2,063) (107) (4) (330,810) (339,310)
Depreciation - (86,272) (39,645) (9,000) (1,089) - (136,006)
Net book value 2,882 829,607 353,046 44,204 4,506 287,563 1,521,808
As at 31 December 2009
Cost or assessed value 2,882 1,341,306 717,004 92,504 11,804 287,563 2,453,063
Depreciation - (511,699) (363,958) (48,300) (7,298) - (931,255)
Net book value 2,882 829,607 353,046 44,204 4,506 287,563 1,521,808
As at 1 January 2010
Cost or assessed value 2,882 1,341,306 717,004 92,504 11,804 287,563 2,453,063
Depreciation - (511,699) (363,958) (48,300) (7,298) - (931,255)
Net book value 2,882 829,607 353,046 44,204 4,506 287,563 1,521,808
As at 31 December 2010
Net book value at beginning of
year 2,882 829,607 353,046 44,204 4,506 287,563 1,521,808
Increases* 3,809 146,323 203,802 7,234 526 672,929 1,034,623
Decreases* (3,809) (5,259) (347) (200) (4) (359,147) (368,766)
Depreciation - (78,395) (48,893) (5,092) (873) - (133,253)
Net book value 2,882 892,276 507,608 46,146 4,155 601,345 2,054,412
As at 31 December 2010
Cost or assessed value 2,882 1,439,653 913,709 98,841 12,240 601,345 3,068,670
Depreciation - (547,377) (406,101) (52,695) (8,085) - (1,014,258)
Net book value 2,882 892,276 507,608 46,146 4,155 601,345 2,054,412

* the item includes creating, releasing and ushegwrite-offs revaluating tangible fixed assets

The write-offs revaluating tangible fixed assets avade based on the analysis of individual tandilakd
assets and tangible fixed assets under construetiimg into account their technological usefulness

Tangible fixed assets are classified to the follgvgroups:

- tangible fixed assets used in full,
- tangible fixed assets fully unserviceable,

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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- tangible fixed assets partially unserviceable.

The revaluation write-offs are made in full amotfmt the tangible fixed assets fully unserviceabite-
offs revaluating tangible fixed assets are preseini¢he table below:

Buildings
and
structures  Plant and Construction
Land . . . ; Total
(including machinery in progress
mining
excavations)
As at 1 January 2009 - - - - -
Creating revaluation write-offs due to
impairment of value - 5,580 1,490 120 7,190
As at 31 December 2009 - 5,580 1,490 120 7,190
Creating revaluation write-offs due to
impairment of value 3,809 - - - 3,809
Using the write-off created - (2,614) (37) - (2,651)
As at 31 December 2010 3,809 2,966 1,453 120 8,348

The creation, releasing and using the revaluatidtexff due to impairment of value as at 31 Decemb
2010 was disclosed in the Statement of Comprehenssome under other the ‘other net profits / @335
item.

The “Decreases in tangible fixed assets in constmititem mainly consists of reclassificationsitédms to
other categories of fixed assets, where the satnevare disclosed in the “Increases” item.

Depreciation of tangible fixed assets is disclaseithe Statement of Comprehensive Income as fotlows

2010 2009

Cost of products, goods and materials sold (127,590 (130,036)
Selling costs (267) (299)
Administrative costs (5,396) (5,671)
(133,253) (136,006)

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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7. Intangible fixed assets

As at 1 January 2009
Cost or assessed value
Amortisation

Net book value

As at 31 December 2009

Net book value at beginning of year
Increases

Amortisation

Net book value

As at 31 December 2009
Cost or assessed value
Amortisation

Net book value

As at 1 January 2010
Cost or assessed value

Amortisation
Net book value

As at 31 December 2010

Net book value at beginning of year
Presentation adjustment

Increases

Amortisation

Net book value

As at 31 December 2010
Cost or assessed value
Amortisation

Net book value

Computer _ Fees, _Geolog|_cal Other Total
software licences information

2,797 862 10,789 23 14,471
(1,708) (644) (2,027) (9)  (4,388)
1,089 218 8,762 14 10,083
1,089 218 8,762 14 10,083
807 3,437 - 19 4,263
(885) (100) (1,275) (2 (2,262)
1,011 3,555 7,487 31 12,084
3,604 4,299 10,789 42 18,734
(2,593) (744) (3,302) (11) (6,650)
1,011 3,555 7,487 31 12,084
3,604 4,299 10,789 42 18,734
(2,593) (744) (3,302) (11) (6,650)
1,011 3,555 7,487 31 12,084
1,011 3,555 7,487 31 12,084
106 (62) (26) (18) -
301 93 - - 394
(198) (149) (1,211) (3  (1,561)
1,220 3,437 6,250 10 10,917
4,011 4,330 10,763 24 19,128
(2,791) (893) (4,513) (14) (8,211)
1,220 3,396 6,291 10 10,917

Amortisation of intangible fixed assets is disckhgethe Statement of Comprehensive Income asvistio

Cost of products, goods and materials sold

Selling costs
Administrative costs

2010 2009
(1,495) (2,163)
(3 (%)
(63) (94)
(1,561) (2,262)

Notes presented on pages 8 - 45 make an integtadfthese financial statements.

28



Lubelski Wegiel Bogdanka S.A.
Financial Statements for the period from 1 January2010 to 31 December 2010
(Al amounts in tables are expressed in PLN ‘000lass stated otherwise)

8. Long-term investments
Shares in Shares Total
limited
liability
companies
As at 31 December 2009
Net book value at beginning of year 73,341 420 76,761
Decreases - (420) (420)
Net book value 73,341 - 73,341
As at 31 December 2010
Net book value at beginning of year 73,341 - 73,341
Net book value 73,341 - 73,341

The Company’s shares in the subsidiary are nadisi the stock exchange. Shares in the aggregsetsa
liabilities, revenue and profits:

Name of the Registration  Assets Liabilities Revenues Profit  Shares held
undertaking country (Loss) (%)
net
2009
L eczynska
Energetyka Sp. z
0.0. in Bogdanka Poland 85,992 4,896 23,130 (1,255) 88.70
2010
t eczynska
Energetyka Sp. z
0.0. in Bogdanka Poland 90,775 6,859 26,946 2,820 88.70

Shares and voting rights held remained on the dawat in the period under analysis. The value ckts
liabilities and revenue in 2009-2010 is comparable.

Notes presented on pages 8 - 45 make an integtadfthese financial statements.
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Financial instruments by type

Loans and Total
accounts
receivable
31 December 2010
Assets as disclosed in the Statement of
Financial Position
Trade debtors 87,544 87,544
Cash and cash equivalents 490,223 490,223
Total 577,767 577,767
Other financial Total
liabilities
Liabilities as disclosed in the Statement of
Financial Position
Loans and borrowings 250,000 250,000
Trade creditors and other financial liabilities 71565 157,565
Total 407,565 407,565
Interest and commissions paid
Interest 11,515
Commission 750
Total 12,265
Loans and Total
accounts
receivable
31 December 2009
Assets as disclosed in the Statement of
Financial Position
Trade debtors 92,682 92,682
Cash and cash equivalents 686,590 686,590
Total 779,272 779,272
Other financial Total
liabilities
Liabilities as disclosed in the Statement of
Financial Position
Loans and borrowings 250,000 250,000
Trade creditors and other financial liabilities 01981 100,931
Total 350,931 350,931
Interest and commissions paid
Interest 9,237
Commission i
Total 10,014

Notes presented on pages 8 - 45 make an integtadfthese financial statements.
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9.1. Trade debtors and other receivables

31 Dec. 31 Dec.

2010 2009

Trade debtors 92,236 98,961
Less: write-off revaluating accounts receivable 692) (6,279)
Net trade debtors 87,544 92,682
Prepayments 9,449 11,268
Other receivables 23,371 9,769
short-term 120,364 113,719
Total trade debtors and other receivables 120,364 113,719

Fair value of trade debtors and other accountsvalle does not differ significantly from their balce-sheet

value.
All receivables of the Company are expressed in.PLN

Changes in the write-off revaluating trade debtwespresented below:

As at 1 January

Creating a write-off

Receivables written down during the year as unctib
Reversal of unused amounts

As at 31 December

2010 2009
6,279 7,483
3,581 2,562
(101) (6)
(5,067) (3,760)
4,692 6,279

Creating and releasing the write-off for the impant of value was disclosed in the Statement of

Comprehensive Income.
Other categories of trade debtors and other acsaantivable do not inc

luded items of reduced value

Maturity structure of accounts receivable with irnpeent of value is presented in the table below:

31 Dec. 2010 31 Dec. 2009

Less than 1 month
1 to 3 months

3 to 6 months

6 to 12 months
above 12 months

33 5,435
3,033 -
- 69

81 38
1,545 737

4,692 6,279

Maturity structure of accounts receivable with estpto which the payment deadline has elapsed,hadnie

however unlikely to lose value, is presented inttide below:

Less than 1 month
1 to 3 months

3 to 6 months

6 to 12 months
above 12 months

31 Dec. 2010 31 Dec. 2009

186 2,057
83 32
10 41
25 202

- 35

304 2,367

Notes presented on pages 8 - 45 make an integtadfthese financial statements.
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Maximum exposure to credit risk as at the reportilage is the fair value of each category of account
receivable described above. The Company has albanksecured with the transfer of receivables ftben

sale of coal.
10. Stocks
31 Dec. 31 Dec.
2010 2009
Materials 28,851 31,042
write-offs due to permanent impairment of value (8) -
work in progress 454 615
Write-off for revaluating to the sale price, likdly achieve, of the
production in progress (335) (63)
Finished goods 30,863 18,529
Write-off for revaluating to the sale price, likely achieve, of the
finished goods (1,362) (900)
58,463 49,223

Cost of stock disclosed under ‘Cost of productgydyoand materials sold’ amounted to PLN 815,379i000
2010 (2009: PLN 755,201,000).

Changes in the write-off for revaluating to theesptice, likely to achieve, and for impairment tdcks are
presented below:

2010 2009
As at 1 January 963 838
Creating the write-off for revaluating 1,705 963
Recovery of stock value (963) (838)
As at 31 December 1,705 963

Creating and recovery of write-offs revaluating th@lue of stock was presented in the Statement of
Comprehensive Income in the ‘other net profitosgkes)’ item.

11. Cash and cash equivalents

31 Dec. 31 Dec.
2010 2009
Cash in banks and at hand 18,276 158,461
Short-term bank deposits 471,947 528,129
490,223 686,590

including:
Long-term* 50,909 46,158
Short-term 439,314 640,432

490,223 686,590

* with restricted liquidity

Value of cash with restricted liquidity amountedRbN 50,909,000 as at 31 December 2010, (2009: PLN
46,158,000) and primarily comprises the funds digpdsn the Mine Closure Fund for the coveragehsf t
costs of liquidation of a mine plant.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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Effective interest rates of short-term bank depaait close to nominal interest rates, and thevédire of the
short-term bank deposits does not differ materibyn their balance sheet value. Interest ratedased on
WIBOR rates which stood at the following levels (WBOR):

2010 - 3.6% - 3.7%
2009 — 3.5% - 5.6%

12. Share capital

Ordinary
Number of shares - par Hyperinflation
shares ('000) value adjustment Total
As at 1 January 2009 23,014 115,068 131,090 246,158
Increase due to share issue 11,000 55,000 - 55,000
As at 31 December 2009 34,014 170,068 131,090 301,158
As at 1 January 2010 34,014 170,068 131,090 301,158
As at 31 December 2010 34,014 170,068 131,090 301,158

On 22 June 2009, pursuant to the decision of tHsHP&inancial Supervision Authority, Series A a@d
Shares and Rights to Series C Shares were adrtotigablic trading on the WSE main market. On 25eJun
2009, the Company made its debut on the WSE bgdaotiing Rights to Series C Shares to trading. $ted
price of Series C Shares was PLN 48.00 and thee\afIthe public offering was PLN 528 million. Thenfls
gained by the Company from the new issue carriednodune 2009 were credited to the Company’s attcou
on 15 July 2009. The above amount was reducedégdhbts of carrying out the offering and discloasd
capital increase in July 2009. The value of theealissue costs, which reduced the value of othpitals,
amounted to PLN 6,949,000. The share capital ofGhepany was increased by way of an issue of 11
million shares with a value of PLN 55 million andrently amounts to PLN 170,068,000 (PLN 301,158,00
after hyperinflation revaluation). The increasetliie share capital was registered on 10 July 200¢hby
District Court in Lublin, XI Commercial Division dhe National Court Register.

13. Other capitals

Pursuant to the Articles of Association, the Conypean create supplementary capital and other reserv
capitals, the purpose of which is determined byisions of law and resolutions of decision-makinglies.

14. Current income tax liabilities
31 Dec. 31 Dec.
2010 2009
Trade liabilities 52,471 62,612
Accruals 29,709 26,338
Other liabilities, including: 133,268 51,611
the Company Social Benefits Fund, 5,465 4,772
Liabilities due security deposit 3,849 3,047
Investment liabilities 101,245 35,272
Other liabilities 22,709 8,520
Total financial liabilities 215,448 140,561
Non-financial liabilities — social security and etttax payable 25,510 27,549
Total trade creditors and other liabilities 240,958 168,110

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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including:
Long-term 5,808 7,834
Short-term 235,150 160,276
240,958 168,110
15. Grants

31 Dec. 31 Dec.

2010 2009

Long-term liabilities
Grants 19,451 -
19,451 -

Pursuant to the Regulation of the Minister of Ecqogamn a budget subsidy to co-finance initial inneshts

of 10 June 2010, the Company received a granhtfdllowing project:

- “Construction of a mining shaft hoist at shaft 2n the Stefanéw Field, in the mining plant of leldki
Wegiel Bogdanka S.A., in the amount of PLN 19,451,437

On 8 November 2010, the Company and the MinistryEsbnomy entered into an agreement for a
government grant to subsidise initial investmemte agreement requires the Company to use the gniynt

for the purposes specified in the agreement. ON8@mber 2010, the Company received the grant and
expended the grant funds by 31 December 2010.

The grant should be accounted for entirely wheraset financed with the grant is fully depreciatedd or

liquidated.
16. Loans and borrowings
31 Dec. 31 Dec.
2010 2009
Long-term:
Bank loans 200,000 250,000
Short-term:
Working capital bank loans 50,000 -

250,000 250,000

The bank loan matures on 31 December 2014 and rearsst equal to 3M WIBOR + bank margin. Details
on maturity dates of the loan are presented in 8dte

The fair value of the loans does not differ sigrafitly from their carrying value.
The Company takes out loans in PLN.

The Company has no unused credit lines.

17. Deferred income tax

Assets and liabilities regarding the deferred inedax mutually set-off is the Company has an eefalte
legal title for offsetting current tax assets aiatbilities and if the deferred income tax is subjecreporting
to the same tax office. Following the set off, fbkowing amounts are presented in the financialeshents:

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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31 Dec. 31 Dec.
2010 2009
Deferred income tax assets

- to be realised after 12 months 40,553 35,363
- to be realised within 12 months 2,237 2,097
42,790 37,460

Deferred income tax liabilities
- to be realised after 12 months 96,700 95,127
- to be realised within 12 months 2,468 2,236
99,168 97,363
Deferred income tax liabilities (net) 56,378 59,903

Changes in the assets and liabilities regardingléferred income tax during the year (before thetroff is
taken into account under one legal jurisdictiore) thie following:

Deferred income tax assets Employee Unpaid  Provision for Other Total

benefits and remuneration real property

similar and other tax
liabilities benefits

As at 1 January 2009 22,881 7,436 6,145 1,294 37,756
(Decrease)/increase of the
financial result 739 (5,519) 1,355 3,129 (296)
As at 31 December 2009 23,620 1,917 7,500 4,423 37,460
(Decrease)/increase of the
financial result 2,506 202 1,545 1,077 5,330
As at 31 December 2010 26,126 2,119 9,045 5,500 42,790
Deferred income tax Valuation of Costs of  Provision for Other Total
liabilities fixed assets panel  mine closure

strengthening

As at 1 January 2009 88,342 2,052 5,366 314 96,074
Decrease/(increase) of the

financial result 1,772 (130) (353) - 1,289
As at 31 December 2009 90,114 1,922 5,013 314 97,363
Decrease/(increase) of the

financial result 2,766 (700) (298) 37 1,805
As at 31 December 2010 92,880 1,222 4,715 351 99,168

18. Long-term third-party capital

31 Dec. 31 Dec.
2010 2009

Liabilities as disclosed in the Statement of Finaneosition
- Retirement and disability benefits 29,676 28,741
- Long service awards 39,909 37,712
- Coal allowances in kind 62,752 52,705
- Other benefits for employees 5,170 5,156

137,507 124,314

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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2010 2009
Costs as disclosed in the Statement of Compreheistome
- Retirement and disability benefits 3,032 727
- Long service awards 9,875 11,427
- Coal allowances in kind 12,124 299
- Other benefits for employees 3,552 4,054
28,583 16,507
Amounts disclosed in the Statement of Compreheraiseme are as follows:
2010 2009
Liabilities at the beginning of period 124,314 119,848
Costs of current employment 33,930 8,378
Interest expense, 7,804 6,394
Costs of past employment - -
Actuarial losses / profits (13,151) 1,735
Disclosed in total in the employee benefits costs 8,883 16,507
Benefits paid (15,390) (12,041)
Liabilities at end of period 137,507 124,314
Including:
- long-term 107,798 97,976
- short-term 29,709 26,338
Amounts disclosed in the Statement of Comprehersis@me in 2010 are as follows:
Benefits Post-
during employment
employment benefits Total
Liabilities at the beginning of period 39,349 84,965 124,314
Costs of current employment 6,936 26,994 33,930
Interest expense, 2,232 5,572 7,804
Costs of past employment - - -
Actuarial losses / profits 4,259 (17,410) (13,151)
Disclosed in total in the employee benefits costs 3,427 15,156 28,583
Amounts disclosed in the Statement of Comprehersis@me in 2009 are as follows:
Benefits Post-
during employment
employment benefits Total
Liabilities at the beginning of period 35,333 84,515 119,848
Costs of current employment 6,357 2,021 8,378
Interest expense 1,803 4,591 6,394
Costs of past employment - - -
Actuarial losses / profits 7,319 (5,584) 1,735
Disclosed in total in the employee benefits costs 5479 1,028 16,507

Employee benefits costs are disclosed in the Sateonf Comprehensive Income as follows:

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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2010 2009
Cost of products, goods and materials sold 26,162 15,074
Selling costs 146 93
Administrative costs 2,275 1,340
Disclosed in total in the employee benefits costs 8,883 16,507
Main actuarial assumptions made:
2010 2009
Discount rate 5.75% 6.00%
Increase in remunerations in the subsequent year 5093. 4.50%
Increase in remunerations in 2012-2020 / 2011-2019 1.00% 1.00%
Increase in remunerations after 2020 2.50% 2.50%

The assumptions for future mortality are based pimions, published statistics and experience irivarg
area. Average expected length of life (in yearg)@tons retiring as at the balance-sheet date:

2010 2009
Men 12.69 12.69
Women 22.94 22.94
19. Loans and borrowings
Mine Mining Legal Total
closure damage claims
As at 1 January 2009 54,337 - 51,901 106,238
Out of which:
Long-term 54,337 - - 54,337
Short-term - - 51,901 51,901
Recognition in the Statement of
Comprehensive Income
- Creation of additional provisions 5,784 6,680 15,332 27,796
- Release of an unused provision - - (18,357) (18,357)
- Interest - - 8,040 8,040
- Discount settlement 2,958 - - 2,958
As at 31 December 2009 63,079 6,680 56,916 126,675
Out of which:
Long-term 63,079 - - 63,079
Short-term - 6,680 56,916 63,596
Recognition in the Statement of
Comprehensive Income
- Creation of additional provisions 1,333 3,457 25,455 30,245
- Use of the provision - (3,042) (7,416) (10,458)
- Release of an unused provision - - (4,252) (4,252)

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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- Interest - - 4,891 4,891
- Discount settlement 2,902 - - 2,902
As at 31 December 2010 67,314 7,095 75,594 150,003
Out of which:
Long-term 67,314 - - 67,314
Short-term - 7,095 75,594 82,689

Interest costs were disclosed in the StatementoofiZehensive Income under the “cost of productsdgo
and materials sold” item.

(a) Liquidation of a mine plant and removal of minirethge

The Company establishes a provision for expendageceto closure of a mining plant, as requiredasnd
applicable provisions.

Given the need of removing mining damage, the Campgaeates a provision for mining damage. As at 31
December 2010, the estimated value of works nepgesadamage removal is: PLN 7,095,000.

(b) Legal and other claims
The amounts disclosed constitute:

— a provision for certain legal claims filed agaitise Company by customers and suppliers. The
amount of the provision is disclosed in the Statenoé Comprehensive Income as “administrative
expenses”. In the Management Board's opinion, stggdy an appropriate legal opinion, those
claims being filed will not result in significanddses in an amount that would exceed the value of
provisions created as at 31 December 2010.

— a provision for real property tax. While preparistatements for real property tax, the Company
(like other mining companies in Poland) does né&etato account the value of buildings and
equipment located in mining excavations for theppse of calculating this tax. On 24 February
2009 and 17 March 2009 the Local Government Appel@ourt in Lublin issued final decisions
concerning liabilities on the account of real pndpéax related to mining excavations for 2003 in
the Communes of Cycow and Puchaczéw, ruling thaathounts of the tax together with interest
paid by the Company to these communes in 2008 ghmukreturned. Although the paid amounts
concerning 2003 were returned, the Communes of Wyatd Puchaczéw filed complaints to the
District Prosecutor in Wiodawa and District Progecun Lublin, respectively. As a result, the
Provincial Administrative Court in Lublin overturdethe decision of the Local Government
Appellate Court with respect to the Commune of Raezbw and suspended the proceedings
regarding the real property tax for 2003 with resp® the Commune of Cycow until the
Constitutional Tribunal issues decision on Polsgieci Elektroenergetyczne S.A. and replies the
guestion posed by the Provincial Administrative £dan Gliwice. The District Prosecutor in
Wiodawa filed a complaint for the decision on sumped proceedings to the Supreme
Administrative Court in Warsaw. By virtue of the aidon of 29 June 2010, the Supreme
Administrative Court in Warsaw overturned the obafled decision of the Provincial
Administrative Court in Lublin on suspending theogeedings. By virtue of a ruling of 22
September 2010, the Provincial Administrative Camdtublin overturned the challenged decision
on the dismissal of the proceedings regarding dikefdr 2003. Until now, the Local Government
Appellate Court in Lublin has not issued any set#at in the case in question. In the case of
Puchaczéw Commune, on 23 December 2009 the Confpadyan application for suspension of
the execution of the decision of the Head of theh@azéw Commune regarding stipulation of the
amount of property tax liability for 2003. By viguwof the decision of 10 March 2010, the Local
Government Appellate Court in Lublin suspendedekecution of the aforementioned decision of
the Head of the Puchaczéw Commune until a finalsitat is issued. On 30 June 2010 the Local
Government Appellate Court in Lublin overturned ttieallenged decision of the Head of the
Puchaczéw Commune of 23 December 2008 in full amd the case back for re-examination to

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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20.

21.

the authority of first instance. By virtue of theaikion of 12 January 2011, the Head of the
Puchaczéw Commune specified for the Company theuatnaf property tax liability for 2003 in
the amount of PLN 8,346,800, including an overdrgperty tax liability in total for all months of
that year in the amount of PLN 3,851,000. The Camwgdded an appeal of the above decision to
the Local Government Appellate Court in Lublin. 2010, the communes where the Company
extracts coal conducted clarification proceedinggarding mining pits released for mining in
2005. Proceedings to determine the amount of prppex liability for 2005 were completed with
the issuance of decisions by the Head of the Padha€Commune and the Head of the Ludwin
Commune on 20 October 2010, and by the Head o€tfleeéw Commune — on 19 October 2010.
On 12 November 2010, the decisions became immdygliatdorceable. In performance of the
above, on 16 November 2010 and 19 November 2080Ctmpany paid to the bank accounts of
three communes the total amount of PLN 7,416,10@ dmount comprised: Property tax in the
amount of PLN 5,947,600 and interest in the amaitLN 1,468,500. The decision on
specifying the property tax liability for 2005 hbeen appealed against by the Company to the
Local Government Appellate Court in Lublin, curdignmecognises the cases.

Based on the above, as well as given the factothatr mining communes in Poland have taken actmgd

at charging mining companies such a tax, the Compiso calculated an amount of arrears on accolunt o
property tax for other periods not covered by statf limitations and for all communes in whiclke@nducts
mining activities. The provision so estimated ie imount of: PLN 62,574,000 is recognised in baxkat

31 December 2010 (31 December 2009: PLN 55,217,000)

- a provision for costs of legal consultancy in fiiecess of defending the Company against NWR’s

call for shares in the Company. The fee due tollagaisors comprises a fixed part (paid) and a
variable part. The variable part of the fee is agussion-based fee (at a defined fixed rate)
payable within 12 and 24 months of the Offer oea that depends on the Company’s share price.
As of the preparation date of these financial statgs, no grounds exist indicating that the
condition that the fee is to be determined basetherCompany’s share price may be fulfilled. The
provision covers part of the commission-based fae dnd payable upon the expiry of the
deadlines specified in the agreement regardind¢ethed consultancy services referred to above.

Revenue on sales

2010 2009
Sales of coal 1,191,016 1,078,681
Sales of ceramics 7,868 8,528
Other activities 14,265 15,095
Sales of goods and materials 8,391 8,547
Total revenue on sales 1,221,540 1,110,851
Costs by type

2010 2009
Depreciation and amortisation 134,814 138,268
Materials and energy consumption 351,009 325,026
External services 269,010 201,215
Employee benefits 390,927 398,189
Entertainment and advertising expenses 11,846 9,110
Taxes, fees and charges 21,389 19,784
Other costs by type 18,011 30,646
Total costs by type 1,197,006 1,122,238

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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Selling costs (36,069) (41,652)
Administrative costs (67,888) (64,485)
Activities for the Company’s own needs (275,464) (259,057)
Change in inventory of products (10,352) (9,962)
Cost of products sold 807,233 747,082
Value of goods and materials sold 8,146 8,119
Cost of products, goods and materials sold 815,379 755,201
22. Other income

2010 2009
Compensations and damages received 801 1,657
Other 2,734 4,373
including:
- Release of unused provisions for liabilities 7,80 3,122
Total other income 3,535 6,030

23. Other expenses

2010 2009
Donations (1,767) (845)
Enforcement fees and penalties (256) (1,053)
Compensation (1,320) -
Other - (242)
Total other expenses (3,343) (2,140)

24, Other net profits/(losses)

2010 2009
Profit / (loss) on sale of tangible fixed assets 1,714) 1,811
Foreign exchange differences (5,500) (696)
Revaluation of stock (1,705) (963)
Creating revaluation write-offs for tangible fixadsets (3,809) (7,190)
Provision for mining damage (415) (6,680)
Other (14,507) (8,884)
including:
- Creation of other provisions (13,192) (5,060)
Total other net losses (27,650) (22,602)

Notes presented on pages 8 - 45 make an integtadfthese financial statements.
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25. Financial income and expenses

2010 2009
Interest income on short-term bank deposits 23,180 14,747
Other 389 1,255
Total financial income 23,569 16,002

Interest expenses:
- bank loans (9,891) (3,332)
- settlement of discount on long-term provisions ,902) (2,958)
Commission (750) (777)
Total financial expenses (13,543) (7,067)
Net financial income 10,026 8,935

26. Income tax

2010 2009
Current tax 60,935 46,098
Deferred tax (3,525) 1,585
57,410 47,683
2010 2009
Profit before taxation 284,772 239,736
Tax calculated at the rate of 19% 54,107 45,550
Non-taxable income (4,846) (21,212)
Costs not carried as costs of sales 8,149 23,345
Decrease in financial result by the income tax 5719 47,683

The regulations concerning value added tax, regey tax, corporate income tax, personal incaameand
social security contributions are frequently chahg@s a result, there is sometimes no reference to
established regulations or legal precedents. Tipéicaple regulations also contain ambiguities whiebult

in differences in opinions regarding the legal iptetation of tax regulations, both between statbarities
and between state authorities and businesses.

Such interpretational doubts concern, for examiale,classification of outlays on creating certaiminng
excavations. The practice currently applied by @mmpany and other coal sector companies consists of
recognising costs related to the creation of “eixatimn excavations”, i.e. excavations which are¢ part of
permanent underground infrastructure of a mineatly in the tax costs of the period.

However, in the light of applicable tax regulatipitsnay not be ruled out that such costs couldlbssified
for the purpose of corporate income tax in a wast ttiffers from the classification presented by the
Company, which could potentially result in adjusisein corporate income tax settlements and thenpay

of an additional amount of tax. Such amount woudignificant.

Tax and other settlements (e.g. customs or foreigrency settlements) can be inspected by the gtidso
which are entitled to impose heavy fines, and @il amounts of liabilities established as a resfilan
inspection must be paid with high interest. Assute the tax risk in Poland is greater than thiiciv usually

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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exists in countries with more advanced tax systéfas. settlements can be inspected within a fiva-yea
period. Amounts disclosed in the financial statetwexan therefore be changed after their amounbbasa
finally determined by the tax authorities.

27. Earnings per share
(a) Basic

Basic earnings per share are calculated as théequof the profit attributable to the Company'suigholders
and the weighted average number of ordinary stthresg the year.

2010 2009
Earnings attributable to the Company's shareholders 227,362 192,053
Weighted average number of ordinary shares (‘000) 4,013 28,830
Basic earnings per share (in PLN per share) 6.68 6.66

(b) diluted

Diluted earnings per share are calculated by admshe weighted average number of ordinary shasei

an exchange was made for potential ordinary shaeesing dilution. The Company does not have
instruments causing dilution of potential ordinathyares. Diluted earnings per share are therefaral éq
basic earnings per share of the Company.

In June 2009, the Company issued series C shatemtinduced its shares to public trading on theBNS
main market. The increase in capital was registarddly 2009.

28. Dividend per share

In 2010 no dividend was paid to the Company Shddehs. In compliance with Resolution No. 21 of the
Annual General Shareholders Meeting of Lubelskigi®! Bogdanka S.A. of 10 June 2010, the profit for
2009 has been devoted to the reserve capital o€tmepany. The dividend rate due to shareholdetbef
Company is presented in the table below.

2010 2009
Dividend paid - 88,832
Number of ordinary shares as at the dividend dag®y 34,014 23,014
Dividend per share (in PLN per share) 0.00 3.86

The dividend rate per share is calculated as ttatient of the dividend attributable to the Company'
shareholders and the number of ordinary sharesths dividend date.

29. Net operating cash inflow

2010 2009
Profit before taxation 284,772 239,736
- Depreciation of tangible fixed assets (note 6) 3,283 136,006
- Amortisation of intangible fixed assets (note 7) 1,561 2,262
- Loss on sale of tangible fixed assets (see below)

1,714 1,811
- Net financial income (note 25) (10,026) (8,935)
- Change in employee benefits liabilities (note 18) 13,193 4,466
- Changes in provisions (note 19) 23,328 20,437
- Other flows 816 317
- Creating revaluation write-offs
Tangible fixed assets 3,809 7,190

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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- Stocks (9,240) (15,708)
- Trade debtors and other receivables (6,645) 18,236
- Current income tax liabilities 5,693 12,266
Operating cash inflow 442,228 418,085
Balance-sheet change in liabilities 92,299 13,087
Change in investment liabilities (65,646) (821)
Grants received (19,451) -

Change in interest paid (1,509) -

Change in liabilities for the purposes of the casflow statement 5,693 12,266
Increase in tangible fixed assets 671,667 369,216
Capitalised borrowing costs - (9,353)
Adjustment by income on temporary investments shca - 6,852
Change in investment liabilities (65,646) (821)
Acquisition of tangible fixed assets 606,021 365,894

In the cash flow statement, the amount of inflovesrf the sale of tangible fixed assets is comprided

2010 2009
Net book value 1,824 1,999
Loss on sale of tangible fixed assets (1,714) (1,811)
Inflow from the sale of tangible fixed assets 110 188

30. Contingent items

The Company has contingent liabilities on accodit¢gal claims arising in the normal course oftitsiness
activities and on account of potential real proptak arrears.

No significant liabilities are expected to ariseamtount of these contingent liabilities, apartrfrthose for
which provisions were created (Note 19).

In connection with the conclusion of the long-teisan agreement with PKO Bank Polski S.A. on 27 May
2008, the Company issued a blank promissory notle @éclaration, covering the amount corresponding t
the amount of debt under the loan plus interest @thdr Bank’s costs, for the purpose of securing th
repayment of the abovementioned loan. The valuthefused portion of the loan as at 31 December 2010
amounted to PLN 250 million and has been discl@seliability in the Statement of Financial Positimfithe
Company. Further, the loan agreement provides tmilateral in the form of deduction from the Compa
bank account and transfer of receivables from #he af coal up to the amount of liability under than plus
interest.

31. Future contractual liabilities

Investment liabilities
Contractual investment liabilities incurred ashe balance-sheet date, but still not disclosetlénStatement
of Financial Position, amount to:

2010 2009
Tangible fixed assets 346,844 311,028
Intangible fixed assets - -

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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346,844 311,028

32. Transactions with related undertakings

All transactions with the subsidiary are conclugedpart of regular operations of the Company amrd ar
performed on an arms’ length basis.

The revenue of the Company resulting from the comijmn with its subsidiary, ¢czynska Energetyka,
primarily refer to the sale of coal and brick adlwae the payments for lease of premises, telecomcations
services and re-invoicing the cost of electricity.

Purchases primarily include the purchase of heatepopotable water and the maintenance services for
sewage installations, central heating, tailwater\aater grid.

In years ending on 31 December 2009 and 2010, ahee\of turnover on account of purchase with the
subsidiary kczynska Energetyka Sp. z 0.0. in Bogdanka and the liatalities of the Company towards that
related entity for subsequent balance-sheet dates as follows:

31 Dec. 2010 31 Dec. 2009
Purchases in period 10,959 9,353
Total liabilities at end of period including VAT ,281 1,355

In the years ending on 31 December 2009 and 200yalue of turnover on account of sales with the
subsidiary fczynska Energetyka Sp. z 0.0. in Bogdanka and the tetalivables of the Company towards
that related entity for subsequent balance-sheaetsdeere as follows:

31 Dec. 2010 31 Dec. 2009
Sales in period 10,795 9,475
Total receivables at end of period including VAT 246 1,681

Information on transactions with undertakings related to the State Treasury

As a result of transactions of disposal of shaféecied in 2010 by the State Treasury, represebiethe
Minister of the State Treasury as well as transfeshares on the basis of contracts on a free-afgeh
disposal of shares for the benefit of eligible passunder the Act on Commercialisation and Priatitig,
Lubelski Wegiel Bogdanka Spotka Akcyjna has lost the statub@fCompany owned by the State Treasury.

Information on transactions with the members of theManagement Board and the Supervisory Board

2010 2009
Remuneration of the Management Board members 2,785 1,850
Out of which:
Annual award 481 247
Long-service award 108 110
Additional (incentive) award - 54
Bonus for innovative projects 36 88
Other employee benefits 29 22
Remuneration of the Supervisory Board members 299 238

On the moment of the issue, the Management Boaiklup shares allocated to general trading and fhem
employee shares pool. According to the Issue Pobspethe shares from the employee shares pool were
offered at the market price, i.e. at PLN 48.00.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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33. Events after the balance-sheet date

After the balance-sheet date, to the best of thegamy's knowledge, no material event occurred, twhic
could affect the result for 2010 and were not diset in the financial statements.

By the publication date of these financial statetsietne following material events affecting the Qamy’s
operations in 2011 occurred:

* On 4 February 2011 an agreement was concluded Kdtporacja Gwarecka S.A. of Bogdanka,
concerning the performance of works at the Compengynected with production, extraction,
mechanical processing, quality control and shippdfidhard coal, conducting preparatory works,
maintenance and renovation works and other wopesiied in the order description, necessary for
the performance of the works at LW Bogdanka S.Acl(iding the Stefanéw Field) specified above,
on Saturdays, Sundays and holidays which are afffmlidays within the period of 24 months from
1 February 2011 to 31 January 2013. The maximumvakie of the Agreement amounts to
approximately PLN 319 million and it will depend thve scope of ordered and performed services.

Notes presented on pages 8 - 45 make an integtabdfthese financial statements.
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34. Approval of the financial statements

The Management Board of Lubelski¢giel Bogdanka S.A. declares that as of 18 Marchl2@lapproves
for publication these financial statements of trempany for the period from 1 January to 31 December
2010.

SIGNATURES OF ALL MEMBERS OF THE MANAGEMENT BOARD

Mirostaw Taras President of the Management Board

Vice-President of the Board

g:));iglvr\lgka for Economic and Financial Affairs —
Chief Accountant
Waldemar Deputy President of the Management
Bernaciak Board for Sales and Logistics
Zbianiew Stopa Vice-President of the Board
9 P for Technical Affairs
Lech Tor Member of the Board elected by

employees
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