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Statement of Financial Position(Balance Sheet)

Assets
Fixed assets

Tangible fixed assets
Intangible fixed assets
Long-term investments
Cash and cash equivalents

Current assets

Stocks

Trade debtors and other receivables
Overpaid income tax

Cash and cash equivalents

TOTAL ASSETS

Shareholders' equity

Ordinary shares

Other capital

Retained profits

Total shareholders' equity

Liabilities

Long-term liabilities

Credit facilities and loans

Deferred income tax liabilities

Employee benefits payable

Provisions for other liabilities and encumbrances
Grants

Trade creditors and other liabilities

Short-term liabilities

Credit facilities and loans

Employee benefits payable

Current income tax liabilities

Provisions for other liabilities and encumbrances
Trade creditors and other liabilities

Total liabilities
TOTAL SHAREHOLDERS' EQUITY AND
LIABILITIES

Note

0o ~NOo

10
9.1

11

12
13

16
17
18
19
15
14

16

18

19
14

31 Dec. 2011 31 Dec. 2010

2,55474( 2,054412
9,90 10917
73341 73341
58 28¢ 50,90¢
2,69626¢ 2,18957¢
41572 5846
25260¢ 120364
- 4,45€

70397 439314
364574 622597
3,06084¢ 2,81217€
301,15¢ 301,15€
1,266331 1,08658¢
56174¢ 570,132
2,12923¢ 1,95787¢
34100C 20000C
72491 56,378
11232€ 107;79€
76 85€ 67314
19,111 19,451
5,731 5,80¢
62751¢ 45674¢
- 5000C

34,10¢ 29,70¢
2,13€ -
3669¢ 8268¢
231147 235,15(
30409C 39754¢
93160¢ 854297
3,06084¢ 2,81217€

Notes presented on pages 8 - 44 make an integtadftaese financial statements.
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Statement of Comprehensive Income

for the financial year from 1 January to 31

Note December

2011 2010
Revenue on sales 20 1,289,670 1,22154C
Costs of products, goods and materials sold 21 (909,643) (815,379)
Gross profit 380,027 406,161
Cost of sales 21 (39,017) (36,069)
Administrative costs 21 (76,939) (67,888)
Other income 22 5,083 3,53t
Other expenses 23 (2,434) (3,343)
Other profits/(losses) - net 24 (2,216) (27,650)
Operating profit 264,504 27474¢€
Financial income 25 11,012 2356¢
Financial expenses 25 (6,261) (13,543)
Net financial incom 25 4,751 10,026
Profit before taxation 269,255 284772
Income tax 26 (50,277) (57,410)
Net profit for the period 218,978 227362
Total income for the period 218,978 227,362
Earnings per share attributable to the Comp
shareholders
during the year (in PLN per share)
- basic 27 6.44 6.68
- diluted 27 6.44 6.68

Notes presented on pages 8 - 44 make an integtadftaese financial statements.
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Statement of Changes in Shareholders' Equity

Note Ordinary Other Retained Total
shares capital profits shareholders'
equity

As at 1 January 2010 301,158 894,535 534,824 1,730,517
Total 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
As at January 1, 2011 301,158 1,086,588 570,133 1,957,879
Total income for the accounting
period - - 218,978 218,978
Dividends concerning 2010 28 - - (47,619) (47,619)
Transfer of the result for 2010 - 179,743 (179,743) -
As at 31 December 2011 301,158 1,266,331 561,749 2,129,238

Notes presented on pages 8 - 44 make an integtadftaese financial statements.
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Cash Flow Statement

Operating cash flow
Operating cash inflow
Interest paid

Income tax paid

Net operating cash flc

Investing cash flow

Acquisition of tangible fixed assets

Interest paid regarding investing activity
Acquisition of intangible fixed assets

Inflow from the sale of tangible fixed assets
Interest received

Other net investing cash flow

Grant received

Outflow on account of funds being deposited in thenk

for the financial year from 1 January to 31

Note Decembe
2011 201(¢
29 334224 44222¢
- (12,265)
(27,579 (62,636)
306652 367,327
29 (709,085 (606,021)
29 (13,157 -
7 (603 (394
29 238 110
25 9,63¢ 23,180
1,402 (20
- 19,451

account of the Mine Closure Fund (7,379 (4,751)
Net investing cash flo (718,950 (568,445
Financing cash flow

Loans and borrowings received 10000C -
Loans and borrowings repaid (9,000) -
Dividend paid to Company shareholders 28 (47,619) -
Net finarcing cash flow 43381 -
Decrease in cash

and cash equivalents (368,917 (201118
Cash and cash equivalents at beginning of period 439.31: 640,432
Cash and cash equivalents at end of period 70.397 439,314

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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Notes to the Financial Statements
Additional information

1.

General information

Lubelski Wegiel Bogdanka S.A. is a joint stock company, opecatinder the laws of Poland. The Company
was created as a result of the restructuring othte enterprise Kopalniadgdla Kamiennego Bogdanka with
registered office in Bogdanka, under the Act onRhigatisation of State Enterprises of 13 July 1990

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

operating under the business name: Kopalnigl&/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 3@iA
1993 (file ref. No. HB - 2993, Ns. Rej. H 669/93).

On 26 March 2001, Lubelski ¥diel Bogdanka Spoétka Akcyjna was registered in fRegister 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 tHesHP&inancial Supervision Authority, Series A a@d
Shares and Rights to Series C Shares were adnuttegblic 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. As a
result of transactions effected in 2010 regarding tisposal of shares effected by the State Trgasur
represented by the Minister of the State Treasarwell as transfer of shares on the basis of coistran a
free-of-charge disposal of shares for the benédfitligible employees under the Act on Commercialisa
and Privatisation, Lubelski ¥giel Bogdanka Spoétka Akcyjna has lost the statuthefCompany owned by
the State Treasury.

The Company's core business activities, pursuattiedPolish Classification of Activity (PKD 0510Zre
mining and agglomeration of hard coal.

The Company is the parent undertaking in Lubelskig Bogdanka S.A. Group. The Group prepares
consolidated financial statements in accordancd WRSR for the period from 1 January 2011 to 31
December 2011. These separate financial statenséoisld be read in conjunction with the consolidated
financial statements of the LW Bogdanka Group ffierperiod from 1 January 2011 to 31 December 2011.

1.1 Assumption of the Company going concern

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

If, after the preparation of the financial statetsenthe Company becomes aware of events which have
a significant bearing on these financial statement&hich result in the going concern assumptiomdp&o
longer appropriate for the Company, the ManagerBeatd of Lubelski Wgiel Bogdanka S.A. is authorised

to make amendments to the financial statementd titi date of their approval. This does not preelud

a possibility to make amendments to the financiatesnents retrospectively in subsequent periods in
connection with rectification of errors or as aulesf changes in the accounting policies followfngm IAS

8.

In the opinion of the Management Board of Lubelgkigiel BOGDANKA S.A., there are currently no
circumstances indicating any threat to continuatibthe Company's activities.

Description of key accounting principles applied

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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2.1

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

Basis of preparation

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

These financial statements were prepared accotdittge historical cost principle, including the wation at
fair value of certain components of tangible fixasets in connection with assuming fair value preaumed
cost, which was carried out as at 1 January 2005.

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

(a) Standards, revisions and interpretations oégmg standards which are not yet effective ancehast been
previously applied by the Company.

IFRS 9 “Financial Instruments Part 1: Classification and Measurement”

IFRS 9 published by the International Accountingristards Board on 12 November 2009 replaces those
parts of IAS 39 which relate to the classificateomd measurement of financial assets. In Octobe®,26RS

9 was supplemented to address the classificatidmeaasurement of financial liabilities. The newnstard is
effective to annual periods beginning on or aftdatuary 2013.

The standard introduces a model with only two catieg of financial assets: financial assets mealsatréair
value and financial assets measured at amortiss#td hoe standard requires that an asset be ckabsitien it
is initially recognised and according to the finahnstrument management model adopted by theyestid
reflecting the characteristics of the contractw@acflows from those instruments.

The majority of IAS 39 requirements for the claigsifion and measurement of financial liabilitiev&deen
included in IFRS 9 without any changes. The keyngeais the requirement that an entity should prtesen
other comprehensive income, the outcome of chaofjds own credit risk arising from financial lidiies
classified for measurement at fair value througifipand loss.

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

As at the date of drawing up the present finanstatements, IFRS 9 has not been yet endorsed by the
European Union.

IFRS 10 “Consolidated Financial Statements” publisied in May 2011.

IFRS 10 replaces the guidance concerning consmidancluded in IAS 27 “Consolidated and Separate
Financial Statements” and SIC-12 “Consolidationpe@al Purpose Entities”. The standard is effectore
annual reporting periods beginning on or afterriuday 2013, with earlier application permitted.

The standard determines the principles for pretentand preparation of consolidated financial estants
by the entity that controls one or more other g#tit The standard sets forth the following threatra
components: power over the investee; exposure ght io variable returns from involvement with the
investee; the ability to use power over the investeaffect the amount of the investor’s return.

The Company will apply IFRS 10 as of 1 January 2013

The Company currently analyses the impact of thve standard on the financial statements. As at ttte df
drawing up the present financial statements, IFR8&ds not been yet endorsed by the European Union.

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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IFRS 11 “Joint Arrangements” published in May 2011

IFRS 11 introduces new accounting regulations wibkpect to joint arrangements, replacing IAS 31
“Interests in Joint Ventures”. The standard is @ffee for annual reporting periods beginning onater 1
January 2013, with earlier application permitted.

IFRS 11 introduces new accounting regulations wikpect to joint arrangements, replacing IAS 31
“Interests in Joint Ventures”. The core principsethat parties to a joint arrangement determinetype of
joint initiative in which they are involved by asséng their rights and obligations and accountHose rights
and obligations in accordance with that type offanitiative. The standard defines joint arrangatres “a
contractual arrangement of which two or more partiave joint control” and specifies more precigélgt
joint control exists only when “decisions about tieéevant activities require the unanimous consérthe
parties sharing control”.

The Company will apply IFRS 11 as of 1 January 2013

The Company currently analyses the impact of tive standard on the financial statements. As at #te df
drawing up the present financial statements, IFR8&ds not been yet endorsed by the European Union.

IFRS 12 “Disclosure of Interests in Other Entities“published in May 2011

The objective of the standard is to provide disstesof information that enables users of finanstatements

to evaluate the basis of control, the limitatiomposed on the consolidated assets and equity ditied, the
exposure to risk arising from the involvement irustured entities not covered by consolidation, #nel
involvement of non-controlling holders of interests operations of the consolidated entities. Théten
discloses information about significant subjectjudgments and assumptions it has made in detergiinin
whether it has control, joint control or signifitamfluence over another entity and in relationjoint
ventures having the form of separate entities. drtity is also required to disclose information atbchanges

of facts and circumstances in the reporting pewbdh have an impact on the determination made.

The standard is effective for annual reporting gsi beginning on or after 1 January 2013, withiearl
application permitted.

The Company will apply IFRS 12 as of 1 January 2013

The Company currently analyses the impact of tive standard on the financial statements. As at #te df
drawing up the present financial statements, IFR8&ds not been yet endorsed by the European Union.

IFRS 13 “Fair Value Measurement” published in May 2011

The standard defines fair value, includes guiddaceneasuring fair value and requires disclosubeEsiafair
value measurements. According to the standardyédire is the price that may be received whenrgghin
asset concerned (or transferring a liability) tpaaticipant on the principal market i.e. the mankéh the
greatest volume and level of activity for assetdiailities of that type). If the principal markelbes not
exist, the price from the most advantageous mdrleetthe market on which the entity could recdive best
price) should be applied.

The standard is effective for annual reporting gsi beginning on or after 1 January 2013, withiearl
application permitted.

The Company will apply IFRS 13 as of 1 January 2013

The Company currently analyses the impact of thve standard on the financial statements. As at ttte df
drawing up the present financial statements, IFR8&ds not been yet endorsed by the European Union.

Amendments to IAS 1 “Presentation of Financial Stagments” published in June 2011

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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The amendments from June 2011 require the entibiegoup together and present on an aggregate basis
those items in other comprehensive income whicsuipsequent periods may be transferred to the ot

loss account. The amendments also reaffirm thatsiten other comprehensive income and profit and los
account should be presented as either a singknstait or two consecutive statements.

The Company will apply the amendments to IFRS @fdsJuly 2012.

The Company currently analyses the impact of thve standard on the financial statements. As at ttte df
drawing up these financial statements, the amentinteAS 1 have not been yet endorsed by the Eaop
Union.

« Amendments to IAS 19 “Employee Benefits” publishedn June 2011

The amendments from June 2011 contribute to s@amfiimprovements to IAS 19 as follows: the amended
standard requires recognition of changes in definedefit liabilities and benefit plan assets imraggly
when occurred, which eliminates the corridor apphoand speeds up the recognition of past servists;co
changes in defined benefit liabilities and planetssare divided into three categories: servicescast
interest on defined benefit liabilities (assets) ammeasurement of net defined benefit liabilif@ssets); and

— net interest is calculated using the rate ofrreftom high quality corporate bonds. It may be éovthan the
rate used currently for calculating the forecasttdrn from plan assets, which results in lowerinedme.

The Company will apply the amendments to IAS 18fas January 2013.

The Company currently analyses the impact of thve standard on the financial statements. As at ttte df
drawing up these financial statements, the amentnenAS 19 have not been yet endorsed by thepaam
Union.

« Amended IAS 27 - “Separate Financial Statements”

The revised IAS 27 “Separate Financial Statemengs' published by the International Accounting Stadsd
Board in May 2011, and it is effective for annuatipds beginning on or after 1 January 2013.

IAS 27 has been amended in connection with theighibly of IFSR 10 “Consolidated Financial Staters&nt
The purpose of the amended IAS 27 is to definerdggirements regarding the disclosure and presgntin
investments in subsidiaries, joint ventures anda@ages in a situation when the entity preparesirsee
financial statements. Guidelines on control andsotidated financial statements were replaced byRIES.

The Company will apply the amended IAS 27 as cdriuary 2013.

The Company currently analyses the impact of tive standard on the financial statements. The intctidn
of the amended IAS 27 does not materially affeeséhfinancial statements.

e “Offsetting Financial Assets and Liabilities” — amendments to IAS 32

Amendments to IAS 32 "Financial Instruments: Présgon” regarding offsetting assets and liabilitiesre
published by the International Accounting StandaéBdsrd in December 2011, and are effective to annua
periods beginning on or after 1 January 2014.

The amendments introduce additional explanationght application of IAS 32, in order to clarify
inconsistencies encountered when using certairettifig criteria. They include explanation of thergwe:
“currently has a legally enforceable right of s#t;cand clarify that certain mechanisms of gros¢tlement
may be treated as net settlement if relevant ciomditare met.

The Company will apply the amendments to IAS 32fgk January 2014.

The introduction of amendments to IAS 32 does natemially affect these financial statements. Athatdate
of drawing up these financial statements, the ammemts to IAS 32 have not been yet endorsed by the
European Union.

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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(b) Existing standards, amendments and interpi@tatto the existing standards which are not atlle to the
operations of the Company.

Amendments to IFRS 1 — “Severe Hyperinflation and RBmoval of Fixed Dates for First-time
Adopters”

Amendments to IFRS 1 “Severe Hyperinflation and Beah of Fixed Dates for First-Time Adopters of
IFRS” were first published by the International Aocating Standards Board in December 2010 and are
effective to annual periods beginning on or aftdully 2011.

The amendment regarding severe hyperinflation ples/ian additional exemption where an entity that ha
been subject to severe hyperinflation re-elecisrépare its financial statements in accordance thighFRS

or is a first-time adopter of the IFRS. This exeimptallows the entity to elect to measure its assetd
liabilities at fair value and to use that fair valas the presumed cost of such assets and liedbiliti the
opening balance sheet in its first statement afrfaial position prepared in accordance with theSFR

The International Accounting Standards Board (IA8Bp amended IFRS 1 to eliminate references txifix
dates for one exception and one exemption in tawedstrd, both dealing with financial assets andiliieds.
The first change requires first-time adopters tglapthe derecognition requirements of the IFRS
prospectively from the date of transition ratheartirom 1 January 2004. The second amendment selate
financial assets or liabilities at fair value ortiad recognition where the fair value is establidhthrough
valuation techniques in the absence of an activekehaand allows an entity to apply the guidance
prospectively from the date of transition to th&8-rather than from 25 October 2002 or 1 Januaf#20
This means that a first-time adopter does not tieedconstruct fair value for financial assets &Aailities

for periods prior to the date of transition. IFR®/&s also amended to 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 finamsialements, the amendments to IFRS 1 have notysten
endorsed by the European Union.

Amendments to IAS 12 — “Recovery of Underlying Asgg” published in December 2010

In December 2010, the International Accounting 8#ads Board published Amendment to IAS 12
“Recovery of Underlying Assets”. These amendmengseffective to annual periods beginning on orrafte
January 2012.

The amendments apply to the measurement of defeasedssets and deferred tax liabilities relatiog t
investment properties measured at fair value im@ance with IAS 40 “Investment Property” and ilice

a rebuttable presumption that the value of an imvest property may be recovered entirely throudé. Sehe
presumption can be rebutted if the investment ptgpe held within a business model whose objecisvo
consume substantially all of the economic beneéfwesented by the investment property over tirather
than through sale. SIC-21 “Income Taxes — RecowdriRevalued Non-Depreciable Assets”, concerning
similar issues with regard to non-depreciable assetasured in accordance with the revaluation model
presented in IAS 16 “Tangible Fixed Assets”, wasomporated into IAS 12 after the exclusion of gliitks

for investment properties measured at fair value.

To date, there have been no actions of signifieahte described in IAS 12 in the existing operagiofi the
Company. As at the date of drawing up these firdrstatements, the amendments to IAS 12 have rest be
yet endorsed by the European Union.

Amended IAS 28 - “Investments in Associates and JuiVentures”

The revised IAS 28 “Investments in Associates aoimtJVentures” was published by the International
Accounting Standards Board in May 2011, and itffeative for annual periods beginning on or after 1
January 2013.

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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2.2

Amendments to IAS 28 resulted from the IASB’s pebjeegarding joint ventures. The Board decided to
include the principles of disclosing joint ventureish equity method to IAS 28, as the method appltieth to
joint ventures and associates. Only this exceptias amended, other guidelines remained unchanged.

The Company will apply the amended IAS 28 as ofiduary 2013. To date, there have been no actions
described in IAS 28 in the existing operationshaf Company.

Amendments to IFRS 7 “Transfer of Financial Instruments” published in October 2010

On 7 October 2010, the International AccountingnB8éads Board issued a document called “Disclosures
Transfers of Financial Assets” (amendments to IFRnancial Instruments: Disclosures) effectivatmual
periods beginning on or after 1 July 2011). The mongents increase the disclosure requirements for
transactions involving transfers of financial assefhese amendments include tighter requirements fo
disclosures under IFRS 7 relating to transactionsrey a financial asset is transferred but is nEanised,

and impose new disclosure requirements relatingstgets that have been derecognised but the entity’s
exposure to those assets has not changed despgalthof the assets.

To date, there have been no actions describedR8 [Fin the existing operations of the Companyathe
date of drawing up these financial statementsathendments to IFRS 7 have not been yet endorséueby
European Union.

Disclosures - “Offsetting Financial Assets and Liatities” — amendments to IFRS 7

Amendments to IFSR 7 regarding disclosure of infation - offsetting financial assets and liabilitiesre
published by the International Accounting StandeéBdsrd in December 2011, and are effective to annua
periods beginning on or after 1 January 2013.

The amendments introduce an obligation of new dssgles which will allow the users of financial staents
to assess the effects or potential effects of ageats enabling net settlements, including the rigtset-off.

The Company will apply the amendments to IFRS @fdsJanuary 2013.

To date, there have been no actions describedR8 [Fin the existing operations of the Companyathe
date of drawing up these financial statementsathendments to IFRS 7 have not been yet endorséukeby
European Union.

IFRIC 20 — “Stripping Costs in the Production Phaseof a Surface Mine”

The interpretation of IFRIC 20 was published by th&ernational Accounting Standards Board in Octobe
2011, and it is effective for annual periods begigron or after 1 January 2013.

The interpretation clarifies that the strippingtsosre disclosed costs of current production iretance with
the principles of 1AS 2 “Stocks”, if the benefiterived from stripping have a form of stock prodaitiOn
the other hand, if stripping leads to benefits sa€lyaining access to ore deposits, the entityldheaognise
those costs as a non-current “stripping activigets where certain criteria, specified in the iptetation, are
met.

The Company does not conduct activity describedFRIC 20. The costs of preparatory works at the
Company have been disclosed in accordance withGQFRL As at the date of drawing up the presenthfire
statements, IFRIC 20 has not been yet endorselebltropean Union.

Information regarding seasonality

The production is not seasonal, whereas seasoaedatbr of sales can be noticed in the case df selas at
a point of coal sale. Sales to individual custonarsount for 0.2% of the total sales. They do rentehany
significant impact on the operating and financizthaties of the Company.

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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2.3

2.4

Measurement of items expressed in foreign currencse

(a) Functional and presentation currency

Iltems expressed in the financial statements of Gbenpany are measured in the currency of the basic
economic environment in which the undertaking camsluits operations (“functional currency”). The
functional currency of the Company is Polish zldhe financial statements are presented in Polistys
(“PLN"), being the presentation currency of the Quamy.

(b) Transactions and balances

Transactions expressed in foreign currencies areskated into the functional currency at the exgearate
prevailing on the transaction date. Foreign exchagajns and losses from accounting for such traiosac
and from the balance sheet measurement of moresagts and liabilities expressed in foreign cuissnare
recorded in the statement of comprehensive incqmayided they are not deferred under shareholders'
equity, when they qualify for recognition as a cstv 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 baisgd in the production process, in supply of gamds
provision of services, and for administrative plLags,

- which are expected to be used for a period lorfggar bne year,

- in respect of which it is probable that the futec®mnomic benefits associated with the asset vaill flo the
entity, and whose value can be measured reliably.

Tangible fixed assets are initially recognisedaafugsition or production cost.

As at initial recognition, the acquisition or pradion cost of tangible fixed assets includes casts
construction of underground tunnels (the so-calegin tunnels and operational tunnels) and longwall
headings driven in the extraction fields net oferave from sales of coal mined during constructibauzh
tunnels and headings.

As at initial recognition, the acquisition or pration cost of tangible fixed assets includes edahaost of
dismantling and removing the asset and restorirgg dite, which the Group is obliged to incur at the
installation of an item of tangible fixed assetsiterplacement in service. In particular, the alitvalue of
tangible fixed assets includes discounted cost eformhmissioning tangible fixed assets related to
underground mining as well as other structures Wwhimder the applicable mining laws, are subject to
decommissioning when operations are discontinued.

The cost of mine closure recognised in the initelle of tangible fixed assets is depreciated utiegsame
method as that used for the tangible fixed assetghich the cost relates. Depreciation starts as & a
given tangible asset is placed in service, andimoas over a period determined in the closure fdagroups
of structures under the estimated mine closuredidbe

As at the balance-sheet date, items of tangibledfixssets are carried at acquisition or productast less
accumulated depreciation and impairment charges.

Subsequent outlays are recognised in the carnahgewof a given item of tangible fixed assets aogmised
as a separate item of tangible fixed assets (wéugpeopriate) only when it is probable that futucereomic
benefits associated with that item will flow to t®@mpany and the value of that item can be measured

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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reliably. Any other outlays on repair and maintezeamre recognised in the statement of comprehensive
income in the accounting period in which they a@iired.

Land is not depreciated. Other items of tangibtediassets are depreciated using the straightvigtbod or
the unit-of-production method in order to distribuheir initial values or re-measured values, tesidual
values, over their useful economic lives, whichgarticular groups of tangible fixed assets ariobgws:

Buildings and structures 25-40 years, but not longer than until the estichatate of mine
closure

Structures (excavation pits) Depreciation with the cost-of-production method ézhon the
length of exploited walls

Plant and equipment 5-20 years, but not longer than until the estimatate of mine
closure

Vehicles 3-30 years, but not longer than until the estimatate of mine
closure

Other tangible fixed assets 3-20 years, but not longer than until the estimatate of mine
closure

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

asset then ceases to be depreciated at the eddrlitie day when a given asset is classified adabla for

sale (or included in a group of assets that ateetdisposed of, classified as available for saejdcordance
with IFRS 5 “Non-Current Assets Available for Saled Discontinued Operations”, or the day when Hsef
is derecognised due to closure, sale or placemérifservice.

Individual material components of an item of tamgifixed assets whose useful lives are differeamnfithe
useful life of the entire asset and whose acqarsitir production cost is material relative to tlegquasition or
production cost of the entire asset are deprecisdpdrately, using the depreciation rates whidleaefuch
items' estimated useful lives.

The residual value and useful lives of tangibledixassets are reviewed and, if necessary, chasgetdeach
balance-sheet date.

If the carrying value of an item of tangible fixedsets exceeds its estimated recoverable value,ttiee
carrying value of that asset is reduced to itsverable value (note 2.7).

The value of a tangible asset includes costs aflaegmajor inspections (including certificatiorspections)
which are considered necessary.

Borrowing costs, including interest, fees and cossioins on account of liabilities, as well as cucken
exchange differences arising in relation to borrasgi and loans incurred in foreign currencies, odktent
they are recognised as an adjustment of intergetrese, which may be directly attributed to acdjoisjt
construction or production of an adapted item ofgthle fixed assets, are activated as a portiothef
purchase price or cost of production of that assbe amount of borrowing costs, which is subject to
activation, is calculated in accordance with IAS 23

Specialist spare parts with a significant initialue, which are expected to be used for a perinddothan
one year are recorded as items of tangible fixesetas Spare parts and equipment connected with
maintenance which may only be used only for cerit@ims of tangible fixed assets are recorded sityila
Other low-value spare parts and equipment connetitbdnaintenance are carried as stock and recedriis

the statement of comprehensive income at the tintieer use.

Gain or loss on sale of items of tangible fixedeés$s calculated by comparing the revenue frora sath
the carrying value, and is recognised in the stateraf comprehensive income under other (loss)/geh

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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2.5

2.6

2.7

2.8

Intangible fixed assets

(@) Geological information

The acquisition cost of purchased geological infation is capitalised. The capitalised cost is aisedt over
the estimated period of use of the information. IGgical information is amortised over a period Ofyears.

(b) Computer software

Purchased software licenses are capitalised atimmstred on acquisition and preparation of giveftvgare
for use. The capitalised cost is amortised oveetignated 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 cajsital in
the amount of the fee paid. The capitalised coatrisrtised over the estimated period of mining useuntil
31 December 2031.

Intangible fixed assets are amortised using ttagtit-line method.

Long-term investments

Shares and equity interests in subsidiary andcéged undertakings are measured at acquisitioh less
impairment charges.

Gain or loss on sale of investments is calculatgdcdmparing the revenue from sale with their cagyi
value, and is recognised in the statement of cohgmsve income under other “financial income / eges”.

Impairment of non-financial assets

Assets with indefinite useful lives are not amadisbut tested for possible impairment each yearorised
assets are reviewed for impairment whenever evanthanges in circumstances indicate that the icayry
amount may not be recoverable. An impairment |lgsgecognised for the amount by which the carrying
amount of a given asset exceeds its recoverable@im@ecoverable amount represents the assetelliag
price or the value in use, whichever is higher. ther purpose of assessing impairment, assets anpepl at

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

Financial assets

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

Loans and receivables

Loans and receivables are financial assets wittdfiar determinable payments, not classified avalgves
and not traded on any active market. Loans andvades are included in current assets providirgrth
maturity does not exceed 12 months as of the belaheet date, and they are included in the noregurr
assets if their maturity exceeds 12 months aseobtilance-sheet date. Trade and other receivableslhas
cash and cash equivalents are presented as loamecaivables.

No other categories of financial assets are cabyetthe Company.

As at the date of the transaction, loans and rabé¢ are recognised at fair value. Subsequetihy, are
carried at adjusted acquisition or production cosing the effective interest rate method. Loans and

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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receivables are derecognised when the rights gwecash flows related to them expired or wenesfierred
and the Company has transferred substantiallysid$ mand rewards of ownership.

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

2.9 Stock

Stock is recognised at acquisition or productiostcavhich however cannot exceed its net sellingeprirhe
amount of outflows is determined using the weighdgdrage method. Cost of finished goods and work in
progress includes direct labour cost, auxiliaryeriats and other direct cost and relevant genexayztion
costs (based on normal production capacities),exctldes the borrowing cost. The net selling piscthe
estimated selling price in the normal course ofrimss, net of relevant variable selling costs.

2.10 Trade debtors

Trade debtors are initially recognised at fair ealand subsequently at adjusted acquisition or @sedr
production cost using the effective interest ratethrad, less impairment charges. Impairment chasges
recognised when there is objective evidence thatGbmpany will not be able to collect all amounte d
according to the original terms of the receivabiignificant financial difficulties of the debtgorobability
that the debtor will enter bankruptcy or finanagibrganisation, and late payments are consideididaitors
that the trade receivable is impaired. The amotitheprovision is equal to the difference betwdenasset's
carrying value and the present value of estimatiéaré cash flows, discounted at the effective egerate.
The carrying amount of the asset is determinedutiirdhe use of a provision account, and the amaoiuttte
loss is presented in the statement of comprehenso@me under selling costs. When a trade recedvabl
becomes uncollectible, it is written off againse frovision for trade receivables. Subsequent ciddie of
amounts previously written off is credited agaseiting costs in the statement of comprehensivenre

2.11 Cash and cash equivalents

Cash and cash equivalents comprise cash in han#,deposits payable on demand and other highlydiqu
current investments with original maturities of tgpthree months. Overdraft facilities are preseritethe
statement of financial position as an item of carfeans and borrowings under current liabilities.

Restricted cash and cash equivalents where théctest persists for at least 12 months as fromithkance-
sheet date are classified as non-current assets.

2.12 Share capital

Ordinary shares are classified as shareholdergyequ

Expenditure directly connected with issuance of rehares or options are presented under equity as a
decrease, after taxation, of issue proceeds.

2.13 Trade creditors

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

Notes presented on pages 8 - 44 make an integtabfthese 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. Subsatye
loans and borrowings are carried at adjusted aitiquiscost (amortised cost). Any difference betwéeke
amounts received (net of transaction cost) andréduemption value is recognised in the statement of
comprehensive income over the period of the loamorowing using the effective interest rate method

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

Borrowing costs are expensed in the period in whiigty are incurred, except the costs which incrélase
value of tangible fixed assets under constructiarig 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 generatesl¢éaxab
income. The Management Board periodically revieles tax liability calculations where the applicabde
laws are subject to interpretation, and createsigions, if necessary, for the amounts payablehtotax
authorities.

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

and their carrying value shown in the financiakestaents is recognised in the full amount, calcdlatsing

the balance-sheet method. No deferred tax asséitimlity is recognised when it relates to the imlit
recognition of an asset or liability arising fromransaction other than a business combination iwhitects

neither financial result nor taxable income (lo$3¢ferred tax assets and liabilities are measurddeatax

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

A deferred tax asset is recognised if it is probdbht taxable income will be available in the fetto allow
the benefit of the temporary differences to basgd.

Employee benefits

(a) Retirement and other employee benefits

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

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

coal allowance benéefits.

As at the balance-sheet date, the Company recagtisalities under the above stated benefits ia th
statement of financial position at the current eabf the liability, taking into account the adjustm for
unrecognised actuarial gains or losses and cogtasifservice. The Company's liability under empiegt
benefits is assessed by an independent actuany th&rprojected unit credit method.

Provisions are calculated on a case-by-case lspsrately for each employee, Provisions are kedilon
the basis of the projected amount of a benefit i@ Company is obliged to pay out to a given eygs

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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under internal rules, particularly under the ComymrCollective Bargaining Agreements, as well as
applicable provisions of law.

The projected amount of a benefit is calculatedhgisinter alia, the projected amount of the basslue
calculate a given benefit, estimate of how much Hase will increase until a given employee acguthe
right to the benefit, and a percentage ratio whiflects the employee's length of service.

As at the balance-sheet date, the resulting amsudiscounted using the actuarial method, thersit i
decreased by the amount of the Company's annuatitngtions towards a given employee's individual
provision, also discounted using the actuarial weiths at the same date. The actuarial discountigdtes
product of the financial discount rate and theliii@d that a given employee will remain with ther@any
until that employee is entitled to receive the ign€he financial discount rate corresponds torterket rate
of return on long-term treasury bonds effectivetf@ valuation date.

The above stated likelihood is calculated usingrthdtiple decrement model and reflects the likeditiaf
a given employee leaving the Company as well asiskeof the employee full work disability and deat

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

Actuarial gains and losses are charged or creditezkpenses in the statement of comprehensive iadom
the period in which they arise.

Past service costs arising from plan changes amgnésed immediately in the statement of compreakiens
income, unless the changes to the plan are conditmn the employees remaining in service for i§ped
period of time (vesting period). In this case, paswice costs are amortised on a straight-linéskmager the
vesting period.

(b) Profit-sharing programmes and bonus programmes

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

2.17 Provisions

A provision for legal claims or removal of miningqmage is recognised when the Company has a legal or
constructive obligation resulting from a past evamtl where it is probable that an outflow of researwill

be required to settle the liability and this outfldvas been reliably measured. No provisions fourfut
operating losses are established.

Provision for mine closure
A provision for future cost of closure of a minipiant is established due to obligations arisingeurttie
Geological and Mining Law whereby a mining compasyrequired to decommission mining plants on
discontinuation of production. The provision copesds to the estimated costs connected with:

e securing or closing of mines as well as structares equipment of a mining plant;
< securing of the unexploited part of a mineral dépos

e securing adjacent mineral deposits;

e securing workings of adjacent mining plants;

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

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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2.18

2.19

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

The amounts of provisions are recognised in thegurevalue of outlays which are expected to be ed¢al
discharge a given obligation. An interest rategpli@d before taxation which reflects the curresgessment
of the market situation with respect to time vatfienoney and risk related to a particular itemiabilities.
Increase in provisions due to the passage of tinmecluded in interest expenses. Change in pravssitue to
revaluation of relevant applicable estimates (iidla rate, expected nominal value of outlays orsute) is
recognised as adjustment to the value of tangikéslfassets for which a closure obligation exists.

Recognition of revenue

Sales revenue is measured at fair value of paymseetived or due from the sales of goods for reaate
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 tyipth@
Company's activities are met, as described beléws deemed that the amount of revenue cannot be
measured reliably before all conditional circumstmrelated to sales are clarified. The Companyesiak
estimates on the basis of historical informati@king into account the customer and transactioe tpd
details of agreements.

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

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

to terms of delivery defined in the sales agreemesules revenue is recognised based on the gpee#fied

in sales agreements, net of estimated rebatesthadsales reductions.

(b) Interestincome

Interest income is recognised proportionately te thpse of time at the effective interest rate mwetth
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 gradualyged to the interest income. Interest income quained
loans advanced is recognised at the original effedbterest rate.

Recognition of government grants

The Company applies the below-described methoddoounting for government grants to subsidiseahiti
investments under the Regulation of the MinisteEcdnomy of 10 June 2010 (Dz.U. of 2010, No. 189mi
714).

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

According to IAS 20.3, grants related to assetdafimed as government grants whose objective fimémce
fixed assets. Under IAS 20, government grants iineisecognised in profit or loss on a systematicsbager
the periods in which the entity recognises as esgerhe related costs for which the grants aredieie to
compensate.

The Company presents grants related to assetsfindincial statements as follows:

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

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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2.20

2.21

< inits Statement of Comprehensive Income propoatiely 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 cogént liabilities or contingent assets.

The grant received should be settled in the fulbant on the moment it is amortised in full, soldfan asset
financed with that grant is liquidated.

Leases

A lease is classified as an operating lease ifstlifestantial amount of risk and benefits resultiragnf the
ownership of the leased asset remains with theld#ise financing party). Lease payments under aijpey
lease agreements, net of special promotional offeny) granted by the lessor (the financing parare
expensed on a straight-line basis over the lease te

Acquired usufruct right to land is classified agmiing lease, and recognised under non-currepapneents
and accrued income. Acquisition cost paid for thegibility to use that right is amortised over kbase term
in accordance with the timing of benefits from thght.

Dividend payment

Payment of dividend to the Company's shareholdedssclosed as a liability in the Company's finahstatement in
the period in which the dividend payment is apptblg the Company's shareholders.

3.

3.1

Managing financial risk

Financial risk factors

The Company is exposed to various types of findmisks connected with its activities, such as reariksk
(including cash flow risk resulting from changeiniterest rates), credit risk and liquidity risk.erEompany's
general programme for risk management focuses suariag sufficient liquidity to enable the Compary t
implement its investment projects and secure thagamy's dividend policy.

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

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

The Company is also exposed to interest rate mskannection 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 rates20il the Company used external financing denondniate
the zioty.

The Company's current indebtedness amounts to RIINh8llion. Based on simulations, it was determined
that a 1 p.p. change in interest rates would irs@ea decrease, as applicable, the Company's ofitt py an
amount lower or equal to PLN 2,773,000.

(b) Credit risk

The Company is exposed to credit risk in connectiith cash and cash equivalents, deposits at banés
financial institutions, as well as credit exposuodshe Company's customers. When selecting banlls a

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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financial institutions, the Company only acceptghty credible entities. In addition, the Companyques
a policy limiting credit exposure connected withtjgaular financial institutions. As regards custosiehe
Company sells its products to a group of regulatamers whose credibility has been proven in ttesyef
cooperation.

The table below shows exposure to credit risk arditrisk concentration:

2011 2010
Cash in hand and bank deposits 128,685 490,223
Current trade debtors 221,433 87,544
Total exposure to credit risk 350,118 577,767
Receivables from 7 key customers 207,597 86,630
. _ . 94% 99%
Concentration of credit risk under receivables fiblkey customers ° °
Cash deposited at Bank Millenium S.A. (expresse@oasf total cash
and bank deposits) 46% 44%
Cash deposited at PEKAO S.A. (expressed as % alf tash and bank
deposits) 40% 24%
Cash deposited at PKO Bank Polski S.A. (expresse¥ af total cash
and bank deposits) 13% 25%

The ability of the Company's main customers to makgments for goods is good, therefore the crésktis
assessed as low. The Company has worked with tussemers for quite a long time and to date nolprob
with payments have occurred. The share of recadgafiom other customers in total trade debtorsois n

significant.

The banks at which the Company places its cashdapdsits 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 PEKAO S.A. - long-term rating (IDR): A-

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

- Bank Ochronysrodowiska S.A. - long-term Fitch rating (IDR): BBB

(c) liquidity risk

Conservative management of liquidity risk consistsnter alia, maintaining appropriate amountsash and
ensuring availability of financing through securiogedit facilities of appropriate size. The managem
monitors the current forecasts concerning the Cayipdiquid assets (comprising available creditlifibes
as well as cash and cash equivalents) based omagsti cash flows.

The table below presents an analysis of the Compdimancial liabilities by remaining contractuahtuarity
as from the balance-sheet date. The amounts peesienthe table are contractual, non-discountet flaws.
The balance to be repaid within 12 months is prteskim carrying values given that the discountafta the
value is insignificant.

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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Less than From1to From 2to Over 5

1 year 2 years 5 years years

Balance as at 31 December 2011
Loans and borrowings 19,290 38,797 333,229 -
Trade creditors and other liabilities 226,730 2,029 6,090 2,029
Less than From1to From 2to Over 5
1 year 2 years 5 years years

Balance 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

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

(a) sensitivity analysis of the financial result

Based on the 2011 data concerning the Companys lmasiness, the sensitivity of the financial resalt
changes in market risk factors (price of coal andrest rates) has been assessed.

The assessment indicates that a 1% increase imrtieprice of coal (translating into a 1% increase
revenues from the sale of coal) results in a rigb@result on sales by 4.88%. Similarly, a 1%rdase in the
coal price reduces the result on sales by 4.88%.tdlble below shows changes in the result in athatysed
ranges (assuming that other factors remain unclilinge

if]hg?fee 15%  -10% 5% 2% 1% 0% 1% 2% 5% 10% 15%

Change

in sales -73.26% -48.84% -24.42% -9.77% -4.88% 0.00% 4.88%.77% 24.42% 48.84% 73.26%

With a view to mitigating the risk related to chasgn prices of energy sources, the Company eintrs
long-term commercial contracts with key customenspasing power coal.

3.2  Managing capital risk

The Company's objective in the area of managingalask is to protect the Company's ability tontaue
as going concern, deliver returns for shareholded benefits to other interested parties, and miainthe
optimum capital structure to reduce the cost oftahp

In order to maintain or adjust the capital struetuhe Company may change the amount of divideothds
to be paid to shareholders, refund capital to $twdders, issue new shares or dispose of assetsawithw to
reducing indebtedness.

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

The Company has contracted bank loans for the dingrof current operations and investment actisitiehe
table below shows the relation between the net @ethtthe capital employed:

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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31 Dec. 2011 31 Dec. 2010
Total loans 341,000 250,000
Less: cash and cash equivalents (128,685) (490,223)
Net debt / (liquid assets) 212,315 (240,223)
Total shareholders' equity 2,129,238 1,957,879
Employed capital 2,341,553 1,717,656

4.  Material accounting estimates and judgments

The accounting estimates and judgments are basquhsinexperience as well as other factors, inctudin
assessments of future events which seem justifiead given situation. Accounting estimates and jueigt®
are reviewed on a regular basis.

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

Estimate concerning the mine's life and the sizeef reserves

Based on the current coal reserves and estimatetligion capacities, the mine's life has been eséichto
continue until 2034. However, the actual date ef tine closure may differ from the Company's edtsa
This follows from the fact that the length of théneis life has been estimated using the curreritresarves
only. Over the next few years, the Company planexjgand its mining area by adding K-3, K-6 and K-7
reserves which may significantly prolong the minlés. The Company has already commenced work on
acquiring licenses necessary to add these restrtles mining area.

Estimate concerning provision for mining plant clos

The Company creates a provision for costs of cesira mining plant, which it is obliged to incunder
current laws. The main assumptions used to deterrtiie amount of expenses related to the closure of
a mining plant include assumptions regarding theefsilife, expected inflation rate and long-terracdiunt
rates. Any changes to these assumptions affeciatnging value of the provision.

Assumptions regarding the life of the mine havenlsascribed above.
Adopted inflation ratios for 2012-2034 range fror2% to 3.8%.

The calculation of the provision was significandlffected by the discount rate which reflects thange 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 414,000 higher or PLN 408,(bwer.

Retirement benefits

The current value of employee benefits depends mumaber of factors which are determined with the ol
actuarial methods on the basis of certain assumgtibhe assumptions used to determine the provesioin
expenses related to employee benefits include gsgams concerning discount rates. Major assumptions
regarding the provisions for employee benefitsdiselosed in note 18. Any changes to these assanpti
affect the carrying value of the provisions for éoype benefits.

5. Information on business segments

(@) Key reporting structure - industry segments

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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The Company's core business is production anddadeal. In 2011, revenue from sales of other pctslu
and services amounted to PLN 64,980,000 (in 2010t B0,524,000), representing, respectively, 5.04% i

2011 and 2.5% in 2010 of total sales revenue.

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

(b) Supplementary reporting structure - geographgzgments

The Company operates primarily in Poland. In 20&tenue from foreign sales amounted to PLN 479,000

(in 2010: PLN 828,000), representing, respectivel94% and 0.07% of total revenue in each of trersye
The Company does not hold assets or liabilitiesidatPoland.

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

Within the scope of its duties, the Management Baaralyses financial data which is in agreemenrt ie

financial statements prepared in accordance wdhRRS.

6. Tangible fixed assets
Land  Buildings Plantand Vehicles Other Tangible Total

and equipment tangible  fixed assets

structures fixed in

(including assets construction

mining

excavations)
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 - 3,472 38 - - 672,929 676,439
Transfer from fixed assets in
construction 3,809 142,851 203,764 7,234 526 (358,184) -
Decreases* (3,809) (5,259) (347) (200) 4) (963) (10,582)
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 1 January 2011
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
As at 31 December 2011
Net book value at beginning of
year 2,882 892,276 507,608 46,146 4,155 601,345 2,054,412
Increases 3,171 - - - 690,529 693,700
Transfer from fixed assets in
construction 1,304 615,762 286,112 9,496 1,158 (913,832) -

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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Decreases* (519) (10,186) (272) (42) D) (2,533) (13,553)
Depreciation - (109,561) (64,491) (4,912) (855) - (179,819
Net book value 3,667 1,391,462 728,957 50,688 4,457 375,509 2,554,740
As at 31 December 2011

Cost or assessed value 3,667 1,977,798 1,191,123 103,791 13,347 375,509 3,665,235
Depreciation - (586,336) (462,166) (53,103) (8,890) - (1,110,495)
Net book value 3,667 1,391,462 728,957 50,688 4,457 375,509 2,554,740

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

The write-offs revaluating tangible fixed assets arade based on the analysis of individual tandikkd
assets and tangible fixed assets under construetiimy into account their technological usefulness

Tangible fixed assets are classified to the follangroups:

- tangible fixed assets used in full,

- tangible fixed assets fully unserviceable,

- tangible fixed assets partially unserviceable.

The revaluation write-offs are made in full amofortthe tangible fixed assets fully unserviceabllgite-offs
revaluating tangible fixed assets are presentégenable below:

As at 1 January 2010

Creating revaluation write-offs due to

impairment of value
Using the write-off created

As at 31 December 2010

Creating revaluation write-offs due to

impairment of value
Using the write-off created

As at 31 December 2011

The creation, releasing and using the revaluatiatexeff due to impairment of value as at 31 Decemb

Land Buildings Plantand Tangible Total
and equipment fixed assets
structures in
(including construction
mining
excavations)
- 5,580 1,490 120 7,190
3,809 - - - 3,809
- (2,614) (37) - (2,651)
3,809 2,966 1,453 120 8,348
519 645 - 1,031 2,195
- (2,966) - (558) (3,524)
4,328 645 1,453 593 7,019

2011 was disclosed in the statement of comprehemsoome under other the ‘other net profits / Iesgem.

Depreciation of tangible fixed assets is disclaseithe statement of comprehensive income as follows

2011

2010

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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Costs of products, goods and materials sold

Selling costs
Administrative costs

7. Intangible fixed assets

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

As at 1 January 2011
Cost or assessed value

Amortisation
Net book value

As at 31 December 2011

Net book value at beginning of year
Presentation adjustment

Increases

Amortisation

Net book value

As at 31 December 2011
Cost or assessed value
Amortisation

Net book value

(172,932) (127,590)

(378) (267)

(6,509) (5,396)

(179,819) (133,253)

Computer Fees, Geological Other Total
software licences information

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 3,437 6,250 10 10,917
4,011 4,330 10,763 24 19,128
(2,791) (893) (4,513) (14) (8,211)
1,220 3,437 6,250 10 10,917
1,220 3,437 6,250 10 10,917
_ (41) 41 - _
485 118 - - 603
(252) (213) (1,153) (2)  (1,620)
1,453 3,301 5,138 8 9,900
4,293 4,294 11,235 22 19,844
(2,840) (993) (6,097) (14) (9,944)
1,453 3,301 5,138 8 9,900

Amortisation of intangible fixed assets is disckhgethe statement of comprehensive income asvistio

Notes presented on pages 8 - 44 make an integtadftaese financial statements.
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Costs of products, goods and materials sold
Selling costs
Administrative costs

8. Long-term investments

2011 2010
(1,558) (1,495)
(3) ()
(59) (63)
(1,620) (1,561)

Shares Total
As at 31 December 2010
Net book value at beginning of year 73,341 73,341
Net book value 73,341 73,341
As at 31 December 2011
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 netdlieh the stock exchange. Shares in the aggregseé¢sa

liabilities, revenue and profits:

Name of the Registration Assets Liabilities Revenue

undertaking country

2010

t eczynska

Energetyka Sp. z

0.0. in Bogdanka Poland 90,775 6,859

26,946 2,820

Net profit

2011

L eczynska

Energetyka Sp. z

0.0. in Bogdanka Poland 91,556 5,488

28,299 2,200

Shares held
(%)
88.70
88.70

Shares and voting rights held remained on the daxe in the period under analysis. The value cfets

liabilities and revenue in 2010-2011 is comparable.

Notes presented on pages 8 - 44 make an integtadftaese financial statements.
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9. Financial instruments by type

Loans and Total

receivables
31 December 2011
Assets as disclosed in the Statement of
financial position
Trade debtors 221,433 221,433
Cash and cash equivalents 128,685 128,685
Total 350,118 350,118
Other Total
financial
liabilities
Liabilities as disclosed in the Statement of
financial position
Loans and borrowings 341,000 341,000
Trade creditors and other financial liabilities 184,379 184,379
Total 525,379 525,379
Interest and fees and commissions paid
Interest 12,455
Fees and commissions 702
Total 13,157

Loans and Total

receivables
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 Total
financial
liabilities
Liabilities as disclosed in the Statement of
financial position
Loans and borrowings 250,000 250,000
Trade creditors and other financial liabilities 215,448 215,448
Total 465,565 465,448
Interest and commissions paid
Interest 11,515
Fees and commissions 750
Total 12,265

Notes presented on pages 8 - 44 make an integtadftaese financial statements.
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31 Dec. 31 Dec.

2011 2010
Trade debtors 226,384 92,236
Less: write-off revaluating accounts receivable (4,951) (4,692)
Net trade debtors 221,433 87,544
Deferred expenses and rebates 10,927 9,449
Other accounts receivable 20,245 23,371
short-term 252,605 120,364
Total trade debtors and other receivables 252,605 120,364

9.1 Trade debtors and other receivables
Fair value of trade debtors and other accountsivaioke does not differ significantly from their cging
value.
All receivables of the Company are expressed in.PLN

Changes in the write-off revaluating trade deb&wespresented below:

2011 2010
As at 1 January 4,692 6,279
Creating a write-off 4,525 3,581
Receivables written down during the year as unctbie (117) (101)
Reversal of unused amounts (4,149) (5,067)
As at 31 December 4,951 4,692

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 acsoentivable do not included items of reduced value

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

31 Dec. 2011 31 Dec. 2010

Up to 1 month inclusive 4,456 33
1 to 3 months 2 3,033
3 to 6 months 9 -
6 to 12 months - 81
above 12 months 484 1,545

4,951 4,692

Maturity structure of accounts receivable with exgpto which the payment deadline has elapsed,hidnie
however unlikely to lose value, is presented inttide below:

31 Dec. 2011 31 Dec. 2010
Up to 1 month inclusive 1,380 186
1 to 3 months 192 83

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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3 to 6 months 95 10
6 to 12 months 255 25
above 12 months 70 -

1,992 304

Maximum exposure to credit risk as at the reportilage is the fair value of each category of account
receivable described above. The Company has bamis Isecured with the transfer of receivables frioen t

sale of coal.
10.  Stock
31 Dec. 31 Dec.
2011 2010
Materials 27,547 28,851
write-offs due to permanent impairment of value - (8)
production in progress 405 454
Write-off for revaluating to the sale price, likdly achieve, of the
production in progress - (335)
Finished goods 13,990 30,863
Write-off for revaluating to the sale price, likely achieve, of the
finished goods (370) (1,362)
41,572 58,463

Cost of stock disclosed under “Cost of productgidgoand materials sold” amounted to PLN 909,643i600
2011 (2010: PLN 815,379,000).

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

2011 2010
As at 1 January 1,705 963
Creating the write-off for revaluating 370 1,705
Release of a write-off used (1,705) (963)
As at 31 December 370 1,705

Creating and release of a write-off revaluating thkie of stock was presented in the statemenbwipcehensive
income in the ‘other net profit / (loss)’ item.

11. Cash and cash equivalents

31 Dec. 31 Dec.
2011 2010
Cash in banks and at hand 2,087 18,276
Bank deposits 126,598 471,947
128,685 490,223
including:
Long-term* 58,288 50,909

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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Short-term 70,397 439,314
128,685 490,223

* cash with restricted liquidity

Value of cash with restricted liquidity amountedR&N 58,288,000 as at 31 December 2011, (2010: PLN
50,909,000) and primarily comprises the funds diépdsn the Mine Closure Fund for the coveragehaf t
costs of closing a mine. Cash and bank depositexqnessed in PLN.

Effective interest rates of short-term bank depoasit close to nominal interest rates, and thevédire of the
short-term bank deposits does not differ materifityn their carrying value. Interest rates are Hase
WIBOR rates which stood at the following levels (WBOR):

2011 -3.9% - 4.8%
2010-3.6% - 3.7%

12.  Share capital

Number of Ordinary Hyperinflation Total
shares ('000) shares - par adjustment

value
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
As at 1 January 2011 34,014 170,068 131,090 301,158
As at 31 December 2011 34,014 170,068 131,090 301,158

All shares issued by the Company have been fuly pp.

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-makirglies.

14. Trade creditors and other liabilities

31 Dec. 31 Dec.

2011 2010

Trade creditors 42,494 52,471

Accruals 34,109 29,709

Other liabilities, including: 107,776 133,268
the Company Social Benefits Fund,

6,448 5,465

Liabilities due security deposit 3,725 3,849

Investment liabilities
68,182 101,245

29,421 22,709

Other liabilities

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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Total financial liabilities 184,379 215,448
Non-financial liabilities - social security and etttax payable 52,499 25,510
Trade creditors and other liabilities 236,878 240,958
including:
Long-term 5,731 5,808
Short-term 231,147 235,150

236,878 240,958

15. Grants

31 Dec. 31 Dec.

2011 2010
Long-term liabilities

Grants 19,111 19,451
19,111 19,451

The grant received should be settled in the fulbant on the moment it is amortised in full, soldfaan asset
financed with that grant is liquidated. The manofedisclosure of the grant is described in noté2.1

16. Loans and borrowings

31 Dec. 31 Dec.

2011 2010
Long-term:
Bank loans: 341,000 200,000
- PKO BP S.A. 241,000 200,000
- PEKAO S.A. 100,000 -
Short-term:
Bank loans: - 50,000
- PKO BP S.A. - 50,000

341,000 250,000

The bank loans mature on 31 December 2014 anditteaest equal to 3M WIBOR + bank margin. Details

on maturity dates of the loan are presented in Boie Information on security interest for bankrisa
received in provided in note 30.

The fair value of loans does not significantly diffrom their carrying value.
The Company takes out loans in PLN.

As at 31 December 2011, the Company had an unusadraft credit line at Bank Millenium S.A. of PLN
30,000,000.

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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17.

Deferred income tax

31 Dec. 31 Dec.
2011 2010
Deferred income tax assets

- to be realised after 12 months 26,203 40,553
- to be realised within 12 months 6,481 2,237
32,684 42,790

Deferred income tax liabilities
- to be realised after 12 months 99,341 96,700
- to be realised within 12 months 4,890 2,468
105,175 99,168
Deferred income tax liabilities (net) 72,491 56,378

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

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

Deferred income tax assets Employee Unpaid Provision for  Other Total
benefitsand  remuneration real property
similar and other tax
liabilities benefits
As at 1 January 2010 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

(Decrease)/increase of the

financial result 1,697 (1,350) (6,629)  (3,824) (10,106)
As at 31 December 2011 27,823 769 2,416 1,676 32,684
Deferred income tax Valuation Costs of Provision  Property Other Total
liabilities of fixed  panel for mine tax

assets strengthening closure —  receivable

net*

As at 1 January 2010 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
Decreasel/(increase) of the
financial result 1,631 254 359 3,227 536 6,007
As at 31 December 2011 94,511 1,476 5,074 3,227 887 105,175

* The item includes the on balance value of fixedets and provisions related to mine closure.

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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18. Employee benefits liabilities

31 Dec. 31 Dec.
2011 2010
Liabilities as disclosed in the Statement of firahposition
- Retirement and disability benefits 27,679 29,676
- Long service awards 42,068 39,909
- Coal allowances in kind 70,272 62,752
- Other benefits for employees 6,416 5,170
146,435 137,507
2011 2010
Costs as disclosed in the Statement of compreheirgtome
- Retirement and disability benefits 1,216 3,032
- Long service awards 10,717 9,875
- Coal allowances in kind 10,321 12,124
- Other benefits for employees 4,907 3,552
27,161 28,583
Amounts disclosed in the Statement of compreherisb@me are as follows:
2011 2010
Liabilities at the beginning of period 137,507 124,314
Costs of current employment 10,962 33,930
Interest expense 7,455 7,804
Actuarial profit/(loss) 8,744 (13,151)
Disclosed in total in the employee benefits costs 27,161 28,583
Benefits paid (18,233) (15,390)
Liabilities at end of period 146,435 137,507
including:
- long-term 112,326 107,798
- short-term 34,109 29,709
Amounts disclosed in the Statement of comprehernso@me in 2011 are as follows:
Benefits Post- Total
during employment
employment  benefits
Liabilities at the beginning of period 41,548 95,959 137,507
Costs of current employment 9,100 1,862 10,962
Interest expense 2,260 5,195 7,455
Actuarial profits/(losses) 4,264 4,480 8,744
Disclosed in total in the employee benefits costs 15,624 11,537 27,161

Notes presented on pages 8 - 44 make an integtabfthese financial statements.
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Amounts disclosed in the Statement of comprehens@me in 2010 are as follows:

Benefits Post- Total

during employment

employment  benefits
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
Actuarial losses / (profits) 4,259 (17,410) (13,151)
Disclosed in total in the employee benefits costs 13,427 15,156 28,583

Employee benefits costs are disclosed in the stateof comprehensive income as follows:

2011 2010
Costs of products, goods and materials sold 24,806 26,162
Selling costs 133 146
Administrative costs 2,222 2,275
Disclosed in total in the employee benefits costs 27,161 28,583
Main actuarial assumptions made:
2011 2010
Discount rate 6.00% 5.75%
Increase in remunerations in the subsequent year 1.00% 3.50%
Increase in remunerations in 2013-2020 / 2012-2019 1.00% 1.00%
Increase in remunerations after 2020 1.00% 2.50%

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

2011 2010
Men 12.69 12.69
Women 22.94 22.94
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19.  Provisions for other liabilities and charges

Mine Mining Legal Real property Total
closure damage claims tax
As at 1 January 2010 63,079 6,680 1,699 55,217 126,675
Including:
Long-term 63,079 - - - 63,079
Short-term - 6,680 1,699 55,217 63,596

Recognition in statement of comprehensive

income
- Creation of additional provisions 1,333 3,457 13,183 12,272 30,245
- Release of an unused provision - - (4,252) - (4,252)
- Interest - - 171 4,720 4,891
- Discount settlement 2,902 - - - 2,902
- Use of the provision - (3,042) 2,219 (9,635) (10,458)
As at 31 December 2010 67,314 7,095 13,020 62,574 150,003
Including:
Long-term 67,314 - - - 67,314
Short-term - 7,095 13,020 62,574 82,689

Recognition in statement of comprehensive

income
- Creation of additional provisions 5,218 3,860 2,549 6,917 18,544
- Use of the provision - (2,835) - (7,033) (9,868)
- Release of an unused provision - (2,760)  (2,398) (46,552) (51,710)
- Interest - - 1,580 681 2,261
- Discount settlement 4,324 - - - 4,324
As at 31 December 2011 76,856 5,360 14,751 16,587 113,554
Including:
Long-term 76,856 - - - 76,856
Short-term - 5,360 14,751 16,587 36,698

(a) Mine closure

The Company creates a provision for costs of ligtindy a mining plant, which it is obliged to incunder
current laws. The value of closing the mine calmdas at 31 December 2011 amounts to PLN 76,886,00

(b) Removing mining damage

Given the need of removing mining damage, the Commaeates a provision for mining damage. As at 31
December 2011, the estimated value of works negesadamage removal is: PLN 5,360,000.
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(©)

(d)

20.

21.

Legal claims

The amount disclosed constitutes a provision folagelegal claims filed against the Company bytcosers
and suppliers. The amount of the provision is disetl in the Statement of comprehensive income #wfO
net profit / (loss)”. In the Management Board'sniq, supported by an appropriate legal opiniowséh
claims being filed will not result in significanddses in an amount that would exceed the valueoeigions
created as at 31 December 2011.

Real property tax

The amount disclosed constitutes a provision fa pmroperty tax. While preparing statements forl rea
property tax, the Company (like other mining comiparin Poland) does not take into account the vaefue
buildings and equipment located in mining excavatifor the purpose of calculating this tax.

In previous years, the Company created provisianafaeal property tax based on full value of mine
excavations. In connection with a ruling of the &titutional Tribunal of 13 September 2011 and figsttion
given to that extent, related to the charging af property tax on mining excavations or their paas well as
in connection with the currently prevailing line décisions given by administrative courts (provided
upheld), there are chances that the Company maynotasolutions consisting in dismissal of a partid the
tax proceedings because the tax liability has bectiarred by statute of limitations. The amount of t
provision created as at 31 December 2011 coversitiears on account of real property tax for tharge
2007-2011, calculated based on identified objettsxcavations, which may be subject to real prgptat.
The values connected with real property tax arelagd in the statement of comprehensive incomemund
“Cost of products, goods and materials sold”. Thevision so estimated in the amount of PLN 16,5803
recognised in the books as at 31 December 201D¢8&mber 2010: PLN 62,574,000).

Based on the above, in connection with the paymehthe real property tax made on account of mining
excavations for the years 2004-2006, as at 31 Deee011 the Company calculated income due forethos
years for an excess payment of the real propextyinighe amount of PLN 16,289,000.

2011
Disclosed receivables from communes on accounthef t
disputed real property tax on underground mine \eadtans —
net 16,289
Release of a provision on account of the disputatlproperty
tax — net 46,552
Impact on pre-tax profit 62,841
Revenue on sales
2011 2010
Sales of coal 1,224,690 1,191,016
Sales of ceramics 8,678 7,868
Other activities 32,289 14,265
Sales of goods and materials 24,013 8,391
Total revenue on sales 1,289,670 1,221,540
Costs by type
2011 2010
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Amortisation/depreciation 181,439 134,814
Materials and energy used 397,856 351,009
Contracted services 348,692 269,010
Employee benefits 416,671 390,927
Entertainment and advertising expenses 9,493 11,846
Taxes and charges 22,828 21,389
Other costs by type 18,096 18,011
Total costs by type 1,395,075 1,197,006
Selling costs (39,017) (36,069)
Administrative costs (76,939) (67,888)
Activities for own needs (360,677) (275,464)
Release of a provision for the real property tax (46,552) -

Change in products 15,443 (10,352)
Cost of products sold 887,333 807,233
Value of goods and materials sold 22,310 8,146
Costs of products, goods and materials sold 909,643 815,379

22. Other income

2011 2010
Compensations and damages received 992 801
Other 4,091 2,734
of which:
- Release of used provisions for liabilities 5 1,807
- Liquidated damages 252 56
- Release of revaluation write-offs 1,340 372
Total other income 5,083 3,535

23.  Other expenses

2011 2010
Donations (296) (1,767)
Enforcement fees and penalties (304) (256)
Compensation (1,565) (1,320)
Other (269) -
Total other expenses (2,434) (3,343)

24.  Other profits/(losses) - net
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25.

26.

Profit / (loss) on sale of tangible fixed assets
Currency exchange differences

Revaluation of stock

Creating revaluation write-offs for tangible fixadsets
Provision for mining damage

Other

of which:

- Creation of other provisions

Total other net losses

Financial income and expenses

Interest income on short-term bank deposits
Other
Total financial income

Interest expenses:

- bank loans

- settlement of discount on long-term provisions

- creation of a provision and revaluation writesofégarding interest
Fees and commissions

Total financial expenses

Net financial income/expenses

Income tax

Current tax
Deferred tax

Profit before taxation

Tax calculated at the rate of 19%
Non-taxable income

Costs not carried as costs of sales

Decrease in financial result by the income tax

2011 2010
(232) (1,714)
(215) (5,500)
(370) (1,705)

(2,195) (3,809)
1,735 (415)
(939) (14,507)
(148) (13,192)

(2,216) (27,650)
2011 2010
9,639 23,180
1,373 389

11,012 23,569

- (9,708)
(4,635) (2,902)
(1,626) (183)
- (750)

(6,261) (13,543)
4,751 10,026
2011 2010

34,164 60,935

16,113 (3,525)

50,277 57,410
2011 2010

269,255 284,772

51,158 54,107

(15,854) (4,846)

14,973 8,149

50,277 57,410
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27.

28.

The regulations concerning value added tax, regdgnty tax, corporate income tax, personal incoemeand
social security contributions are frequently chahgés a result, there is sometimes no reference to
established regulations or legal precedents. Tipdicale 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 examiar,classification of outlays on creating certaiming
excavations. The practice currently applied by @G@mpany and other coal sector companies consists of
recognising costs related to the creation of “eixglimn excavations”, i.e. excavations which ar¢ part of
permanent underground infrastructure of a mineatliy 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 wagt ttiffers from the classification presented by the
Company, which could potentially result in adjushtsein corporate income tax settlements and thenpay

of an additional amount of tax. Such amount woudsignificant.

Tax and other settlements (e.g. customs or foreigrency settlements) can be inspected by the Atidso
which are entitled to impose heavy fines, and &l amounts of liabilities established as a resfilan
inspection must be paid with high interest. Assule the tax risk in Poland is greater than thatcl usually
exists in countries with more advanced tax systefas. settlements can be inspected within a fiva-yea
period. Amounts disclosed in the financial statethe@an therefore be changed after their amounbbas
finally determined by the tax authorities.

Earnings per share

(a) Basic

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

2011 2010
Earnings attributable to the Company's shareholders 218,978 227,362
Weighted average number of ordinary shares ('000) 34,014 34,014
Basic earnings per share (in PLN per share) 6.44 6.68

(b) Diluted

Diluted earnings per share are calculated by admigihe weighted average number of ordinary shaségan
exchange was made for potential ordinary sharesirmgudilution. The Company does not have instrusment
causing dilution of potential ordinary shares. Billiearnings per share are therefore equal to basiings
per share of the Company.

Dividend per share

In compliance with Resolution No. 24 of the Annuaéneral Shareholders Meeting of Lubelskedi¢l
Bogdanka S.A. of 10 June 2011, the profit for 201the amount of PLN 47,619,000 has been desigrfated
distribution to the Company’s shareholders. Divididar 2010 was paid on 26 August 2011. The dividend
rate due to shareholders of the Company is predémtbe table below.

2011 2010
Dividend paid 47,619 -
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Number of ordinary shares as at the dividend dag®) 34,014 34,014
Dividend per share (in PLN per share) 1.40 0.00

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

29.  Net operating cash inflow

2011 2010
Profit before taxation 269,255 284,772
- Depreciation of tangible fixed assets (note 6) 179,819 133,253
- Amortisation of intangible fixed assets (note 7) 1,620 1,561
- Loss on sale of tangible fixed assets (see below) 232 1714
- Net financial income (note 25) (4,751) (10,026)
- Change in employee benefits liabilities (note 18) 8,928 13,193
- Changes in provisions (note 19) (36,449) 23,328
- Other flows 8 816
- Creating revaluation write-offs
Tangible fixed assets 2,195 3,809
- Stock 16,891 (9,240)
- Trade debtors and other receivables (132,241) (6,645)
- Trade creditors and other liabilities 28,717 5,693
Operating cash inflow 334,224 442,228
Balance-sheet change in liabilities (4,080) 92,299
Change in investment liabilities 32,797 (65,646)
Change in the grant received - (19,451)
Change in interest paid - (1,509)
Change in liabilities for the purposes of the casflow statement 28,717 5,693
Increase in tangible fixed assets 689,445 671,667
Change in investment liabilities 32,797 (65,646)
Interest paid regarding investing activity (13,157) -
Acquisition of tangible fixed assets 709,085 606,021

In the cash flow statement, the amount of inflovesf the sale of tangible fixed assets is compriged

2011 2010
Net book value 465 1,824
Loss on sale of tangible fixed assets (232) (1,714)
Inflow from the sale of tangible fixed assets 233 110
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30.

31.

32.

Contingent items

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

Potential arrears in the real property tax mayltgsimarily from discrepancies between the apphoatthe
Company and that of tax authorities applied to dieéermining of the subject of taxation with resptrt
structures located in mining excavations and catog their value. The maximum amount of that cogeint
liability equals the amount of provision for ther@roperty tax released in 2011 (note 19).

The item provisions for legal claims shows a priavisfor legal claims regarding remuneration for co-
inventors of an invention covered by patent No.Q48 used at the Company. Given that, accordingnto
opinion of the Company’s legal advisor, it is cuntig not possible to assess whether the amourteo€tlaim

in question is justified, the Company estimatedavigion for remuneration for co-inventors to thesbof its
knowledge and in line with principles so far apgliat the Company when calculating remunerations for
inventors. The amount of remuneration will be sgbjo analysis of court experts or experts accepte
both parties. The value of that contingent liapilkitorresponds to the difference between the vafuthe
claim and the amount of the created provision anduats to PLN 18.3 million.

In connection with the conclusion of the long-tdoan agreements with PKO Bank Polski S.A. and PEKAO
S.A., the Company issued blank promissory notek déiclaration, covering the amount correspondinpeo
amount of debt under the loans plus interest andrdank’s costs, for the purpose of securingepayment

of the abovementioned loans. The value of the pseiibn of the loans as at 31 December 2011 amdunte
PLN 341 million and has been disclosed as liabilitgthe Statement of financial position of the Camyp.
Further, the loan agreements provide for collaseral the form of deduction from the Company's bank
account and transfer of receivables from the séleoal up to the amount of liability under the loplus
interest.

Future contractual liabilities

Investment liabilities
Contractual investment liabilities incurred ashat balance-sheet date, but still not disclosetiénstatement
of financial position, amount to:

2011 2010
Tangible fixed assets 267,044 346,844
267,044 346,844

Transactions with related entities

All transactions with the subsidiary are concluded part of regular operations of the Company amrd ar
performed on an arms' length basis.

The revenue of the Company resulting from the coatfm with its subsidiary, ¢czyniska Energetyka,
primarily refer to the sale of coal and brick adlwas the payments for lease of premises, telecomications
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, tailwate aater grid.

In years ending on 31 December 2010 and 2011, aheevof 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:
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33.

31 Dec. 2011 31 Dec. 2010

Purchases in period 11,707 10,959
Total liabilities at end of period including VAT 1,577 1,281

In the years ending on 31 December 2010 and 2@Elyalue of turnover on account of sales with the
subsidiary feczynska Energetyka Sp. z 0.0. in Bogdanka and the tetdivables of the Company towards
that related entity for subsequent balance-sheaetsdeere as follows:

31 Dec. 2011 31 Dec. 2010
Sales in period 8,368 10,795
Total receivables at end of period including VAT 2,340 2,246

Information on remuneration of the Management Boardand the Supervisory Board

2011 2010
Remuneration of Management Board members 4,162 2,785
Including:
Annual award 860 481
Long-service award - 108
Bonus for innovative projects 14 36
Other benefits a7 29
Remuneration of the Supervisory Board members 348 299

Events after the balance-sheet date

After the balance-sheet date, to the best of thengamy's knowledge, no material event occurred, kvhic
could affect the result for 2011 and were not diset in the financial statements.

By the publication date of these financial statetsetihe following material events affecting the GQuamy's
operations in 2012 occurred:

On 23 January 2012 Agreement UW/LW/01/2012 was esigmwith Elektrownia Kozienice S.A. with
registered office irSwierze Gorne, concerning the supply of power coal ferrnbeds of a newly built power
block in Elektrownia Kozienice S.A. The Agreemenaswnconcluded for the term from the date of its
execution until 31 December 2036. The estimated/alete of the Agreement at supply prices of theentr
year amounts to PLN 11,248 billion, without takimgo account volume quantity tolerance of +/- 5%
stipulated by the Agreement.

In addition, on 23 January 2012 the Company sighmtex No. 1 to the existing Long-Term Agreement for
the supply of power coal No. UW/LW/01/2010 until BeEcember 2025. In consequence of execution of the
new Agreement and Annex No. 1 to the existing Ldegm Agreement, the Parties are bound by two long-
term agreements with their aggregate value in #asy2011-2036 amounting at the current pricebouta
PLN 22,772 billion.
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34.  Approval of the financial statements

The Management Board of Lubelskigdiel BOGDANKA S.A. declares that as of 19 March 201t
approves these financial statements of the Comfiamtye period from 1 January to 31 December 26drl,
publication.

SIGNATURES OF ALL MEMBERS OF THE MANAGEMENT BOARD

Mirostaw Taras President of the Management Board

Vice-President of the Board
Krystyna Borkowska for Economic and Financial Affairs — Chief
Accountant

Vice-President of the Board for Commerce,

Waldemar Bernaciak .
and Logistics

Vice-President of the Board

Zbigniew Stopa for Technical Affairs

Member of the Management Board elected by

Lech Tor
the employees
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