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TP Group is Poland’s leading
telecommunications provider, with
operations in fxed line voice, data,

TV and mobile networks. TP Group is
49.79% owned by France Telecom. In
2009, our market share by volume was
76% of fxed voice, 38% of broadband,
and 31% of mobile through the Orange
brand. We achieved revenue of PLN
16.56 bilion and a netincome of PLN
1.28 billion.
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Our vision
TP Group's goal is to attain a strong
leadership position in all our core markets.

Our success wil be founded on a broad
portfolio of innovative products, a powerful,
proactive sales force and outstanding
customer care, supported by a robust
infrastructure and highly motivated
employees.

Co-ordinating our efforts around a lean,
agile operating model wil ensure that we
deliver healthy and sustainable returns to
our shareholders.

Broadband customers

Revenue

PLN mn

16,560mn

Mobile customers
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TV customers
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2.652mn
+8.4%
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TP Group revenue composition

TP Group share capital structure 2009

2009

o0 WN B

Mobile wholesale
Mobile retail
Fixed data

Fixed wholesale
Fixed voice retail
Sales of goods
and other

2008

OO WN P

Mobile wholesale
Mobile retail
Fixed data

Fixed wholesale
Fixed voice retail
Sales of goods
and other

8.6%
34.8%
15.6%

6.5%
29.1%

5.3%

10.6%
33.6%
13.6%

5.3%
32.0%

4.9%

Atthe end of 2009

1 France Telecom 49.79%
2 State Treasury* 4.15%
3 Other

shareholders 46.06%

1 Amounts presented are based on the number of shares registered by the
State Treasury at the General Meeting of Shareholders of TP S.A. which
was held on 23 April 2009.
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2009 was a breakthrough year for us, as well as for the whole telecommunications sector in
Poland. Despite a signifcant market slowdown, we have achieved our net free cash fow
objective, implemented a robust cost optimisation program and signed a groundbreaking
arrangement with the President of the Offce of Electronic Communications, Poland’s
telecommunications regulator.

Performance highlights

2009 was characterised by a diffcult and volatile macroeconomic environment. We estimate
an unprecedented decline of the Polish telecommunication market by 3.4%, mainly resulting
from the regulatory decrease of the mobile termination rate (MTR). This has been refected in

adecline of TP Group revenue.

TP Group has achieved a number of commercial successes in 2009. Despite the diffcult
operating conditions, we have been able to grow the number of Orange’s post-paid
customers by 7.4% year on year. We are also an undisputed market leader in the business
clients segment. TP Group has continued to make progress on the broadband market, with
8.4% year on year growth of the total number of customers accompanied by growing ARPU.
Our TV offer has been a particular success, with TP Group’s TV subscriber base tripling in
2009 to reach 372,000.

In reaction to the unfavourable impact of the environment, TP Group has implemented a
robust cost optimisation program and aligned its capital expenses to lower demand. As a
consequence, we have comfortably achieved our guidance, by generating net free cash fow
of over PLN 3.2 billion. We have decreased our net debt by over PLN 1 billion and we can be
proud of the strength of our balance sheet, considered as one of the safest among European
telecommunication operators. Thus we have again proved the resilience of our business
model to adverse external changes. As a result, we are again able to offer attractive levels of
shareholder remuneration.

Groundbreaking arrangement with the Regulator creates a more predictable future

In 2009, we signed a Memorandum of Understanding with the President of the Office of
Electronic Communications. This is a groundbreaking arrangement, both for TP Group and
for the Polish telecommunication market. For us, it creates a more predictable and
investment-friendly regulatory environment. It also improves the perspective for infrastructure
development on the Polish telecommunication market and stimulates fair competition.
Based on this arrangement, we have launched a country-wide investment programin 1.2
million broadband access lines, including roughly 1 million lines with speed of at least 6Mbps.
| am deeply convinced that this investment program will permanently change the Polish
market and will allow TP Group to strengthen its leadership position on the broadband
marketin Poland.
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TP Group’s medium term action plan

We have realised that further changes are necessary in order for TP Group to establish a
commanding leadership position in its core markets. Therefore, alongside the 2009 results
announcement, the Management Board launched a new medium term action plan, based
onthree pillars:

—Re-focus: on core business, following the groundbreaking arrangement with the regulator

—Re-engage: with key markets, where TP Groups plans to achieve acommanding leadership
position. This will be achieved on the back of a broad portfolio of highly innovative products,
progressively sold under one brand, best-in-class customer care and commercially
powerful, proactive sales force.

—Re-balance: the operating model. In order to secure sustainable results of TP Group, we will
continue the 2009 cost optimisation program, reshaping itinto a company transformation
program. We plan to gradually reduce TP Group’s total cost base. At the same time, within
this smaller cost base, we will be able to allocate more resource to product development,
promotion and sales of our services. This cost transformation will be accompanied by an
extensive culture change program, turning TP Group into an even more client-centred,
innovative and agile organisation.

Conclusion

Operating in a diffcult market and regulatory conditions, TP Group has once again
demonstrated the agility of its business model, delivering on its Net Free Cash Flow guidance
and achieving numerous commercial successes, whilst preparing for the future with the
Arrangement with the Regulator and with our medium term action plan. I would like to use this
opportunity to thank all my employees for their contribution towards our performance.

Itis thanks to all of you that we have been able to deliver on our 2009 promises and build the
foundations for future growth. In these tough times we have to change and restructure.

| am well aware of the personal costs that this might cause, but we have no choice but to move
forward.

With regards to the future, | am deeply convinced that the new medium term action plan will
be asuccess. In turn, TP Group will strengthen its market position and achieve the operating
effciency needed to secure sustainable fnancial results and attractive shareholder
remuneration

Maciej Witucki
President of the Board and CEO



08 Medium-term action plan

J Groll;f 2008 For TP Group, 2009 was another unpredictable and testing
nntatrepor year in which the company faced change and challenge on all
sides. We responded swiftly and decisively to these unfavourable
circumstances, re-evaluating every aspect of our business and
putting into action a new medium-term action plan to ensure
TP Group is in the best position to beneft from the market
rebound expected in late 2010 and 2011

re-focus

on core business

re-engage

with markets

re-palance

operating model
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Our plan has three main priorities: to
re-focus on core business, to re-engage
with key markets and to re-balance our
operating model. We have already seen

the frst fruits of this organisational
transformation in the fourth quarter of 20009.

Market context
The company faced pressure on four main
frontsin 2009.

—The Polish economy slowed down
against original government expectations
of 3.7%, but still reached 1.7% GDP
growth (compared to 4.9% in 2008) with
unemployment approaching 11.5% by the
year's end. As aresult, we saw changesin
customer behaviour: a more cautious
approach to adopting new services and
agreat deal more price-sensitivity.

—Foreign exchange rates did not favour the
Polish ztoty, which weakened signifcantly
against the Euro during 2009. This had a
signifcantimpact on our cost base and
capex, primarily due to the increased cost
of importing mobile handsets.

—The competitive landscape in which we
operate continues to evolve as the industry
moves into the next stage of its lifecycle.
We faced new threats to all our major
products from smaller competitors who
can compete aggressively on price, as well
as from operators taking advantage of the
old regulatory environment.

—Our relationship with the regulator was
perhaps the area that saw most drastic
change. We began 2009 under the threat
of enforced functional separation—an
outcome which we felt would have been
costly notjust for TP but for the
development of telecoms servicesin
Poland. Intensive negotiations throughout
the year culminated in a new arrangement
in October, which imposes a number of
new obligations, but most importantly
allows us to plan our future with much
greater certainty. We saw a clear
improvement in the regulatory environment
in the fourth quarter of 2009 as a result.

New medium-term action plan: re-focus,
re-engage, re-balance

In 2009 it became apparent that the pace of
change within the company has to
accelerate to keep pace with rapid changes
in the wider operating environment. The
catalysts outlined above made it imperative
for us to speed up the process of
transformation at TP Group to keep up with
the market and take full advantage of the
assets we have built up over the last three
years. Our new medium-term action plan is
designed to establish a strong leadership
position and secure a sustainable future for
TP Group.

The frst priority we have identifed is to
re-focus on our core business. The
breakthrough that we achieved in our
negotiations with the Regulator last year has
given us amuch more predictable
environment for the next stage of our
development. The planned infrastructure
investment together with the new pricing
models change the picture quite
considerably, improving our competitive
position particularly in the broadband
market. While we will continue to be the
company with the broadest offer in the
Polish telecom arena, we see no need to
reach outside our current scope in the
medium term. We will concentrate on
restoring TP Group to its natural leadership
position in all our core markets.

Over the next three years, TP Group will
pursue its leadership goals by concentrating
on two major strategic aims. Firstly, we will
re-engage with our key markets, building
customer loyalty by offering the best-value
customer proposition and reducing our
time-to-market so that we can react more
swiftly to developments. And secondly, we
will re-balance our operating model,
reducing total costs by decreasing non-
commercial operating costs while spending
more on attracting and retaining customers.
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Facing unprecedented economic challenges in 2009,
we recognised the need to get back to basics, plan
carefully and set inteligent targets that will stretch and
challenge us. Atthe same time, we have been able to put
our relationship with the regulator on a completely new
footing, restoring our ability to compete with new market
entrants and giving us a stable environment to invest in our
company’s future. As the market recovers and begins to
grow again, we will be ready to reap the benefts. Our
vision for TP Group is to be a leader, not a follower: we are
fully focused on securing the number one position in our
core markets.

Under the terms of the groundbreaking
new Memorandum of Understanding
(MoU) between TP Group and the Polish
Telecoms Regulator, UKE, which was
concluded in October 2009, the risk of
functional separation of TP Group has
been minimised. This measure alone
spares TP Group from a process which
would have cost close to PLN 1 billion
over a fve year period, not to mention

the effects on the company’s ongoing
performance. The MoU also grants TP
important concessions on broadband
pricing, with a 3 year rates freeze for LLU
and WLR, and, more importantly, the
implementation of a cost-based model for
wholesale and a de-coupling of retail from
wholesale prices.

Inreturn, TP has agreed to investin 1.2
million broadband accesses over the next
three years, including 1 million lines with
speeds of 6Mbps or more. More than half
of these will result from the modernisation
and adaptation of existing lines, while 0.5
million will require new network
infrastructure — but no new line will be built
without demand. The management
estimates total spending relating to this
program should be roughly PLN 3 billion,
spread over the next three years. This
investment program, which will
dramatically boost demand for
broadband services in Poland, is already
underway. Over the winter, we began to
upgrade equipment and the network
roll-out will begin in the spring.
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J Grollap 2008 In order to meet the needs of the rapidly evolving market in
nntatrepor which we operate, we are redoubling our efforts to connect

with our customers. TP’s goalis to offer the best value customer
proposition: the latest products and services, tailored to
customer needs, backed up by excellent customer service
and distinguished by quality, reliability and simplicity. At the
same time we are sharpening our competitive edge, taking
the fght to our competitors with a more aggressive sales and
marketing approach.

p=p
==
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Fixed segment

In the fxed line segment, our priority is to
fortify and defend our position, maximising
retention initiatives and minimising revenue
erosion. In order to achieve this goal, we will
focus on building greater customer loyalty
by offering attractive tariff plans and a
best-in-class customer experience.

Broadband & TV

The growth potential in the broadband
market is considerable. Offcial estimates
put personal computer penetration at 60%
of Polish households, with broadband
penetration lagging behind at just under
42% . With the major infrastructure
investments mandated under our new
arrangement with the regulator —which will
resultin over 1 million high-speed
broadband access lines country-wide by
2012 -TP is well placed to capitalise on
future growth.

In 2010 and beyond, we will compete
aggressively to establish an undisputed
leadership position on the Polish broadband
market.

Mobile segment

TP Group’s goal is to regain a strong
leadership position in mobile by the end of
2011. To this end, we will focus on increasing
customer loyalty by strengthening the
Orange brand and ensuring our portfolio of
services offers best value and the most
innovative solutions, particularly in the
mobile data market.

Marketing

Competition shows no sign of easing in the
years to come, and TP Group must fght
back. Increased commercial activity will
resultinincreased commercial costs;
however, we expect our commercial and
marketing spend to remain fattish as we
implement major effciency savings. In
particular, we will refne our customer
segmentation approach, continuously
review our handset policies and advertise
selectively.

Areas singled out for particular focusin

2010 include the development of mobile
multimedia offers that refect growing trends
in Internet usage — social networking, mobile
TVandsoon. Our TV offer remains an
important anti-churn tool for the fxed line
business, and we will develop triple-play
offers for all our broadband customers,
regardless of bandwidth or access
technology. At the same time we will
continue to develop attractive functionalities
and content offers, including catch-up TV,
PVR features and HD transmission.

Sales & customer care

Going forwards, we will continue to seek
effciency savings, rationalising our
underperforming points of sale and using
the latest technologies to increase the share
of self-service customer care and push
initiatives such as e-billing. At the same time,
we willimplement a “Next Generation
Customer Care” programme that will allow
us to unlock new opportunities to up-sell
and cross-sell retail services to our existing
customer base, both through our call
centres and through increasing use of
online channels.

Networks & IT

Over the next three years we will launch
transformation projects in each of the main
infrastructure areas which support our
business objectives. These projects will
focus on opex and capex optimisation,
time-to-marketimprovements, and meeting
scalability and quality challenges. Some of
those transformation efforts are long-term
undertakings and will continue well beyond
2011.

We will also implement technology changes
that allow us to fulfil our regulatory
obligations: enabling LLU, giving alternative
operators equal access to information, and
functionally separating the wholesale and
retail IT environments. Meanwhile, we are
developing an automated IT interface with
our alternative operator customers, which
will enable us to maintain our service level
agreements effciently and consistently.
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In 2009, we began a far-reaching transformation programme that
will radically reshape our organisation. Going forward, TP Group will
continue to be the biggest player in the market in terms of both
scope and scale, but with the agiliity of a much smaller company:
assetlight, fast-moving and adaptable. By optimising our non-
commercial operating costs we can free up more resources to
attract and retain customers.

Re-balance our
operating model
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A Report 2009 Poland’s overall economy slowed signifcantly
In 2009, and the telecoms sector declined in
value. Competition intensifed, particularly in
the mobile market, and this combined with
regulatory price cuts to hit out top line.
Nevertheless, we met out guidance, thanks
to a strong focus on operational effciency
and a proactive commercial approach.

And as 2009 drew to a close, we reached a
breakthrough arrangement with the regulator
that sets conditions for a more stable future.
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The Polish economy slowed signifcantly

in 2009, with GDP growing just 1.7%
(according to the Central Statistical Offce).
Infation stood at 3.5% at the year’s end, with
unemployment slightly up at 11.49%. TP
Group estimates that the Polish telecom
market declined by 3.4%, compared to
growth of 6.6% in 2008.

The mobile market in particular was subject
to three major negative forces. First of all,
drastic regulatory cuts to Mobile Termination
Rates (MTR)in Q1 and Q3 (equivalent to
50% reduction for the full year) hitmobile
operators’ wholesale revenues hard.
Secondly, the fourth mobile operator, PLAY,
initiated a price war in the pre-paid segment
in March 2009 that subsequently extended
to the post-paid segment and affected all the
other operators. And fnally, the market
entered a much slower phase of its growth
cycle, with SIM card penetration nearing
118% by the year end. As aresult of these
impacts, the mobile market declined for the
frsttime ever, with full year revenue erosion
at-4.4%

The broadband market maintained its
double-digit growth by value, although ata
slower pace than in 2008. Overall, Internet
access services, e-commerce and web
advertising proved relatively resilientin 2009,
as did home entertainment products such
aspay TV.

Competitive environment

In the increasingly crowded mobile
marketplace, competition remains tough.
New players competed aggressively on
price in 2009, and this pressure may even
increase in 2010 if more entrants decide to
address the market.

One major concern for TP Group is the
currentasymmetry of MTRS, which creates
additional room for manoeuvre for new
entrants and could create further retail price
pressure. However, the regulator has agreed
that asymmetry will gradually decrease, with
full parity achieved by 2014.

The broadband market came under
increased competitive pressure in 2009 from
cable TV operators, particularly in Poland’s
major urban areas. These operators won
market share by pushing triple-play offers,
lowering prices and providing higher
bandwidths. This is an areawhere TP Group
is fghting back with improved offers and
higher visibility. Competition from
wholesalers started to normalise as
migration from BitStream Access (BSA) to
Unbundled Local Loop (LLU) began.
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Memorandum of Understanding with UKE
On 22 October 2009, TP Group and the
President of the Offce of Electronic
Communications (UKE) signed a
Memorandum of Understanding (MoU) for
the implementation of transparency and
non-discrimination procedures in inter-
operator relations.

Under the terms of the MoU, UKE
undertakes to freeze wholesale rates till 2012
atthe level defned in the current reference
offers. The “retail minus” methodology for
defning wholesale rates will be replaced
with the “cost plus” model. Meanwhile, TP
Groupistoinvestin 1.2 million broadband
access lines in the same period. Instead of
the physical separation TP Group will
implement Equivalence of Access, including
technical and organisational solutions to
regulate access rights to information within
the organisation (‘Chinese Walls’) and to
secure non-discriminatory access to
information for alternative operators.

The President of UKE is expected to
abandon plans for the functional separation
of TP Group, provided that the latter
implements the agreed solutions. The MoU
also provides for gradual withdrawal of legal
cases and claims between TP Group, UKE
and alternative operators, in line with the
implementation of the agreement.

This new relationship with the Regulator has
very positive implications for TP Group’s
future business development. For a start, it
avoids the lengthy and costly process of
functional separation. Secondly, the new
pricing methodology stabilises wholesale
broadband prices, allowing TP Group to
build arobustinvestment case for further
development of broadband services. And by
decoupling wholesale prices from retail
prices, it gives us signifcantly greater
fexibility to compete on the retail side.

Under these new conditions, it is now
appropriate for TP Group to investin
boosting the broadband market. Over the
next three years we will investin 1.2 million
broadband accesses, including 0.5 million
new lines and 0.7 million to be upgraded.

The creation of any new lines will be in
response to demand for services. Itis
expected that approximately 1 million lines
will have bandwidths of 6 Mbps or more,
while the remainder will be at least 2Mbps.
This infrastructure will be deployed not only
in urban areas, where it will boost our ability
to compete with cable TV operators, but
also in small towns and across rural areas.

Since the conclusion of the MoU, TP has
been working closely with UKE to agree a
schedule and begin implementing all the
agreed solutions.

—We have gradually extended the wholesale
portfolio and improved the quality of
alternative operator service. In November
2009, in line with reference offers, three
new services (i.e. WLR RIO, BSAIP access
(managed) and BSA DSLAM access) were
implemented and launched ona
commercial basis.

—We have launched stage one of the
broadband investment programme,
focusing on access lines for fast Internet
and TV services in new residential districts
and across the existing infrastructure

gaps.

—We have undertaken intensive work on the
implementation of ‘margin squeeze’ and
‘price squeeze’ tests for broadband
services.

—Aside from system changes, we have
completed our preparations for the
implementation of ‘Chinese Walls’. In
addition to the technical and logistical
changes that this demands within the
organisation, we have putin place an
intensive training and communication
programme to promote the new
organisational culture.

TP Group remains committed to the timely
implementation of the MoU. A dedicated
project structure has been set up to drive
through the necessary changes and monitor
progress. So far we are fully in line with the
requirements, and feedback from the
Regulator is positive; we fully intend to
maintain this excellent progress.
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Fixed segment

Broadband revenue

PLN mn

1,235
1,446

Broadband retail customers

‘000

2,028

2,193
2,273

TP Group broadband value market share

%

48.9

al a
of °
=] BN
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38.7

TV customers

‘000
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113
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TP Group’s fxed line business remains
under strong regulatory and competitive
pressure. In order to mitigate the trend of
decreasing revenues and proftability, TP
Group continues to focus on streamlining its
cost base at the same time as increasing its
revenues from data services, mainly
broadband and data transmission and the
value added services they supportincluding
VolP, television and multimedia.

Voice services

The retail fxed voice customer base
declined by 11.1% and contributed to a 5.3%
fall in revenues for the fxed segment. The
following factors were material to this
decline:

—Increased fxed-to-mobile substitution,
exacerbated by a price war in pre-paid
mobile

—Higher price-sensitivity among consumers
in an economic slow-down, resulting in
loss of customers to Wholesale Line Rental
(WLR)-based offers from alternative
operators

— Steep reductions to retail fxed-to-mobile
prices following the regulatory MTR cuts in
Qland Q3

TP concentrated on limiting the erosion of its
retail subscriber base by pushing new tariff
plans and value-added services, as well as
lowering the barrier to entry for new
customers with a promotional activation fee
ofjust PLN 1. Understanding that customer
loyalty is key to our future, we stepped up

our rewards for remaining with TP, with new
12 and 24 month loyalty contracts offering
subscription discounts, new phone
terminals and shopping vouchers.

Broadband and TV

According to TP Group estimates, Poland’s
fxed broadband market expanded by 9% in
2009 (in terms of access lines), which
compares unfavourably to a 14% increase
the year before. In value terms, the market
grew by 11%. Against this backdrop, TP
Group expanded its total number of
broadband lines by 8.4%, and its retail
broadband lines by 3.6%. Revenue from
broadband Internet services rose by 9.1%.

TP Group won fewer fxed broadband mass
market customers in 2009: the customer
base expanded by just 2.1% compared to
growth of 7.6% in 2008. Apart from ferce
competition from cable TV operators, we also
faced an unequal contest with offers based
on BSA and LLU, due to the “retail minus”
pricing structure imposed by the regulator on
our wholesale offer.

The trend in the broadband market was
towards higher access speeds at lower
prices, and TP had a good response to new
higher bandwidth offers. We also pushed our
bundled offers, combining broadband with
TV (through both IP and DTH technologies)
and rich content. Our growing TV offer will be
acrucial weapon in our fght to win customers
from cable TV operators in major cities.
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Average usage per user (AUPU)

The value of Poland’s mobile market began
to shrink in March 2009 for the frst time ever,
and the pace of decline intensifed through
the second half of the year. MTR reductions
of 36% in March and a further 23% in July
were major catalysts for this decline, with
further pressure from the stagnant economy
and price competition in the pre-paid
segment. In the circumstances, TP Group
mobile segment revenue fell by 10.2%
year-on-year. The decline was driven by the
MTR cut; revenue excluding regulatory
effects was almost fat, showing roughly 1%
decline.

Declining revenue from traditional mobile
services was partially offset by anincrease
in the sale of fxed-line-based services
under the Orange brand —mainly WLR

and BSA-based broadband —where the
customer base almost doubled to over
200,000 subscribers.

Inline with TP Group’s strategic focus on
value, Orange continued to improve its
customer mix. The post-paid subscriber
base was up 7.4% year-on-year, while
dedicated mobile broadband subscriptions
rose by 10.2%. The pre-paid subscriber
base fell by 11.5%, mainly as a result of the
SIM card rationalisation process we
completed in Q1.

Mobile revenue

Mobile data services

Mobile data is a key competitive
differentiator for Orange. In 2009, our
customers in Poland benefted from big
improvements in transfer speed for mobile
data, thanks to our expanding range of rapid
data transmission technology. We brought
over 150 new UMTS stations on line
nationwide, and rolled out HSUPA 2.0 and
HSDPA 7.2 to give atop speed of 7.2Mbps in
major cities. The combination of UMTS/
HSDPA now covers over 55% of Poland’s
population.

In July, Orange introduced a new category of
mobile Internet service combining GSM/3G
and CDMA access. With separate offers
aimed atindividual and business users,
Orange mobile Internet services now have
the largest range in Poland. During H2 we
also raised our data transfer limits to make
them the most attractive in the market, and
in Q4 we began bundling mobile Internet
access with our fxed broadband services at
very competitive subscription fees.

Mobile customers

PLN mn

8,054
8,620

7,745

Average revenue per user (ARPU)

mn M Post-paid ™ Mobile customers

5,556 14,158
6,168 14,182
6,624 13,714

TP Group mobile value market share

Minutes

101

112

136

PLN

49.3
49.2

|w
N
N

% of market

30.5
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Marketing

Sales and
Customer Care
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Our two brands continued to enjoy good
recognition among Polish consumers in
2009. In terms of positioning, TP is seen as
family-oriented, mainstream and reliable;
Orange as more dynamic, creative and
independent. In the medium term we intend
to maintain both brands, but as our
organisational transformation progresses
we will move towards implementing a single
brand.

Throughout 2009, we continued to leverage
our key competitive advantages: the largest
customer base on the Polish market; the
broadest portfolio of products and services;
and our access to France Telecom’s global
experience and purchasing power. We
developed offers that make use of this scope
and scale to appeal to more customers,
including pay TV and video on demand over
satellite (DTH) and increased mobile
broadband coverage through a combination
of UMTS and CDMA. We were also able to
ride the trend in consumer demand for
increased services at the same price,
offering higher bandwidth optionsin fxed
broadband and higher transfer limits in
mobile broadband.

TP Group customer satisfaction

% of customer satisfaction

62

o
~N
~

7

TP Group aims to win market leadership with
the best value offer, and not with the lowest
price. This means that providing a best-in-
class customer experience is central to our
commercial objectives. Atthe same time, we
need to achieve greater cost effciency right
across the sales and customer care
process.

Our main challenges in this area are, frstly,
to manage churn and build loyalty in a highly
competitive and maturing market; and
secondly, to turn increasingly sophisticated
technology into user-friendly, easily adopted
services. We believe that process
automation is key to success on both these
fronts. Using tele-diagnostics and self-
service, we are working to shorten our
response and delivery times.

In 2009 we made substantial improvements
in frst contact resolution by shortening the
repair and customer activation processes.
We improved communication with our
customers regarding the status of their
orders, with a visible impact on customer
satisfaction.

In H2 we began restructuring our operations
to bring fxed and mobile sales and
customer care operations under the same
management reporting line. This new
organisational structure has direct benefts
for our customers, because it allows us to
take end-to-end responsibility for their care,
from frst contact through the sales actto
after-sales service. It also enables us to
focus on the lifetime value of the customer,
recognising the customer base as a key
asset and seeking ways to unlock its full
potential. We have implemented a highly
segmented approach, targeting our
customers with different value propositions
and individualised offers.
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Notwithstanding the diffcult marketin 2009,
TP Group identifed two key growth areas: in
the fxed line segment, broadband and TV,
and in the mobile segment, data and
multimedia. Expansion in these areas makes
new demands on our infrastructure.

In 2009, we began work on implementing
Very High Speed broadband technologies,
primarily with a view to making effective use
of our copper network. At present this
means high-throughput xDSL options; we
continue to evaluate Fibre To The Home
(FTTH) solutions as a potential future
enhancementif regulation and market
demand support such aroll-out.

We also started work onimplementing
terabyte routers in the core network. This
work lays the groundwork for an enhanced
content delivery network that will decrease
congestion in the transmission network.

Inthe wireless access space, we continued
to leverage on the signifcant investments we
have already made in 2G and 3G
technologies. In 2G we increased capacity
to ensure the quality of our GSM network,
which we anticipate will be used well into the
2015-20 period. In 3G, we are preparing to
implement a next generation technology
(HSPA2+) that will allow us to more than
double existing data throughputs and
compete more effectively with competitor
offers. In parallel, we are evolving our COMA
service, which gives us a unique competitive
advantage by allowing us to supplement 3G
network coverage and provide wireless
broadband to almost the entire country.

In the fxed broadband area, we began
gearing up for the major investment project
that will follow our new arrangement with the
regulator. This willaccount for the most
signifcant increase in network expenditure
over the next two years. The project will
encompass the build-out of around half a
million new lines, including 150,000 in
so-called “white zones” which currently
have no broadband access, and the
modernisation of around 700,000 existing
lines, to provide a total of 1.2 million lines of
which 1 million have capacity of at least
6Mbps.

In Technical Customer Care the
improvement of network data quality in
inventory systems and the effectiveness of
network data maintenance procedures are
crucial to the effciency of installations and
repair. In 2009 we launched Physical Data
Quality and Logical Data Quality
improvement projects, targeting an increase
of physical data quality to at least 80% and
logical data quality to 100% in 2011.

We also launched initiatives to optimise and
automate processes in the technical
services area. These initiatives will resultina
decrease of headcount in feld operations,
elimination of manual process steps and
availability of an on-line status report for
each element of a process. This will resultin
signifcant operational costs savings for the
technical customer care organisation.

Inthe IT Applications area we began the
implementation of acomprehensive
organisational and process transformation
project thatis improving delivery
effectiveness, by helping us to balance
demand and capacity more effectively. We
are also driving the simplifcation of systems
architecture using Service Oriented
Architecture principles. This will resultin
systems that are highly confgurable and
enable fast track development and reduced
time to market for new services.

Finally, a major ongoing projectinthe IT area
is Vendor Consolidation. Negotiations
during 2009 resulted in areduction in IT
vendors from 50 down to seven, with the
majority of new agreements due to be
concluded in H1 2010. The main objectives
of the consolidation process are to optimise
costs, increase transparency through fair
price calculation, to achieve shorter
times-to-market and to improve quality by
having a single vendor responsible for core
delivery.



23

Human Resources

TP Group
Annual Report 2009

T i
I ,“,*_“V RN

Employment

Atthe end of 2009, TP Group employed
27,667 people (in full-time equivalents). This
was 5.4% lower than a year earlier, following
continued efforts to optimise the workforce.
The reduction resulted mainly from voluntary
departures under the provisions of the
Social Agreement we signed in November
2008. 2,440 employees received severance
pay under the voluntary redundancy
programme. The workforce restructuring
provision, after discount and utilisation, was
PLN 126 million at the end of 2009.

External recruitment fell by 22% year-on-
year, reaching 1,537 positions, mainly
related to sales and customer service.
The overall cost of wages, social security
and other employee benefts was down
0.3% at PLN 2.35 billion

Incentive programme

TP Group operates an employee stock
option plan, designed to link the
remuneration of key managers with their
contribution to the company’s development.
As well as giving managers amore direct
interestin boosting TP Group’s proftability
and value, the programme also helps the
organisation to attract and retain the most
valuable managers for the long term.

Agreement with social partners

In December 2009, TP Group reached
agreement with its social partners that the
limit on employee departures for the year
could be exceeded, because the number of
applications for voluntary redundancy was
higher than expected.

At the same time, a limit of 1,980 departures
was set for 2010, which is within the
aggregate limit specifed in the Social
Agreement for 2009-11. We also revised the
compensation terms for voluntary
departuresin 2010, particularly for long-
serving staff members.

The social agreement covers the whole of
TP Group, giving us fexibility in terms of
internal mobility between TP and PTK
Centertel.

Regarding the mostimportant employee-
related issues, such as employment policy,
remuneration policy and the role of internal
mobility, recruitment and outsourcing, our
policies remained unchanged.

Other HR related initiatives

TP Group began the process of applying for
European Community funding to fnance
training relating to the change programme.

After selling one of the TP Group companies
dedicated to the medical sector (TP Med),
we signed a contract with LUX MED to
deliver medical servicestoall TP and PTK
employees.

Telekomunikacja Polska was honoured
with the title ‘Leader of Human Resources
Management 2009’ at the 10th awards
organised by the Institute of Labour and
Social Relations in cooperation with the
Ministry of Labour and Social Policy, for
prominent achievements in all areas of
human resources management.

On the same occasion Telekomunikacja
Polska was rewarded by the two main
associations of private employers in Poland
(Confederation of Polish Employers and
Polish Confederation of Private Employers —
Lewiatan) for ‘achievements in building
highest standards within HR management’

We also continued the Future Programme to
support the building of a common corporate
culture based on our corporate values.

We launched the next edition of the Talent
Review programme and revised our
succession plan for TP and PTK Centertel.
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TP Group has a thriving programme of
activities that support the company’s
commitment to Polish society and to the
environment. The company also has a
comprehensive code of corporate ethics,
which guides our decision-making on a daily
basis.

In 2009, TP Group was one of just 16
companies on the Warsaw Stock Exchange
to be included in a new social responsibility
index, WIG RESPECT. The index takes
account of awide range of corporate
responsibility indicators, including
environmental performance, stakeholder
relations and corporate governance.

2000 volunteers among TP Group’s
employees already support the Orange
Foundation and related CSR activities. TP
Group has also launched a special
programme for employees to coordinate
these activities — Orange Community, which
is part of the FT Group’s international
programme.

To fnd out more about TP Group’s corporate
responsibility commitments, please visit the
“Society” section of our website at http:/
www.tp-ir.pl
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2009 was the frstyear for TP Group in which
revenue from the mobile business failed to
offset the decline in the fxed line segment.
Regulatory price cuts, ferce price
competition and ongoing fxed-to-mobile
substitution combined to push TP Group’s
top line down by 8.8%. Nevertheless, the
Group was able to meet its guidance for
Net Free Cash Flow generation, which
reached 19.5% of revenue —up from 16.8%
ayearago.

TP Group maintained good liquidity, which
was further secured by a €700 million bond
issue under the EMTN programme. And we
upheld our credit ratings at A3/BBB+ with
‘stable’ outlook.

Despite challenging trading conditions, TP
Group has once again proved its ability to
maintain a strong balance sheet and sound
fnancing structure. As well as providing a
fexible basis for the Group’s future
development, this allows us to offer
attractive returns to our shareholders. For
2009, the Management Board has decided
to recommend shareholder remuneration
equivalentto PLN 1.50 per share.

2009 performance by segment

Fixed line segment revenue fell by -5.3%.
Apart from the regulatory impact of MTR
cuts (-3.1%), this decline was mainly
attributable to fxed-to-mobile substitution
and migration to our wholesale-based
competitors (-6.4%). Although growth in
data (+ 2.2%) and wholesale (+ 2%) offset
around half of the segment’s losses in 2009,
the continuing erosion of fxed voice revenue
is an area of concern. Customer loyalty will
be key to defending our positionin the
legacy fxed voice market, and our medium
term marketing strategy is focused around
this objective.

TP Group broadband revenue rose by 9.1%
thanks to steady growth in customer base
and ARPU. Our volume market share in this
sector fell slightly to 37.5% (compared to
39.4% ayear earlier), as we experienced
growing pressure from multi-play offers by
cable TV operators. Again, our efforts in this
area were focused on minimising churn,
both by migrating customers to higher
bandwidths and by matching our
competitors’ TV-plus-broadband offers.
Roughly 16% of our retail broadband base
now also subscribes to our TV offer. Both
these strategies will be key to our fght-back
in the increasingly competitive broadband
arena.

In the mobile segment, MTR cuts were once
again responsible for driving down revenue.
Out of the 10.2% year-on-year decline, fully
9% —almost PLN 800 million —was
attributable to the effect of regulatory
decisions to reduce MTR by 50%. The
resulting instability of retail prices
undermined positive developments in other
areas, including good growth of 7.4% in our
post-paid customer base and increased
take-up of fxed products under the Orange
brand (such as BSA- and CDMA-based
broadband).The pre-paid customer base
declined by 11.5%, partly due to our
rationalisation by almost 1 million SIM cards
by the end of Q1 and partly as aresult of
ongoing price war in this segment. By the
year’s end, post-paid users accounted for
48.3% of the overall Orange customer mix,
up from 43.5% at the end of 2008.

Proftability and cost control

Full year EBITDA stood at PLN 6.28 billion,
compared to PLN 7.52 billion a year ago.
Revenue erosion in the fxed voice segment
had a major impact, driving EBITDA down
by PLN 600 million. Regulatory impacts
accounted for a further PLN 170 million
reduction. Healthy volume growth in mobile
and broadband put pressure on commercial
costs and interconnect expenses. To add to
all this, our cost base was infated by the
weakness of the Polish ztoty. These factors
are also refected in the netincome, which
fell'to PLN 1.28 billion or 7.7% of revenue
(compared to 12% of revenue in 2008),
despite a signifcant optimisation of fnancial
costs (down by 30.5% year on year).
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The framework of TP Group’s corporate
governance is set by the provisions of Polish
law, the Company’s articles of association,
and the regulations of the Warsaw Stock
Exchange, as well as the London Stock
Exchange (where the Company’s GDRs are
quoted and traded).

The role of shareholders

TP encourages shareholders to play an
active role in the Company’s corporate
governance. Indeed, shareholder consentis
required for key decisions, including: the
review and approval of the fnancial
statements and Management Board Report
on Activities; the review and approval of the
Management Board’s recommendations on
dividend payments; the review and approval
of the Supervisory Board Assessment of the
Group’s situation; the election of the
members of the Supervisory Board (and, if
necessary, their dismissal); amendments to
the Company’s Articles of Association;
increase and reduction of the share capital;
and the buy-back of shares. At the
Company’s General Meetings, each share in
TP entitles its owner to one vote. Holders of
the Company’s GDRs are also encouraged
to submit their voting instructions to the
Company’s Depository Bank. In addition to
their participation in General Meetings,
members of the Company’s Management
Board and senior executives engage in
active dialogue with the Company’s
shareholders. To ensure that investors
receive a balanced view of the Company’s
performance, Management Board
members —led by the President of the
Management Board and the Chief Financial
Offcer—also make regular presentations to
institutional investors and representatives of
the domestic and international fhancial
community.

The Supervisory Board

The term of offce of each member of the
Supervisory Board is three years, and their
remuneration is determined by the General
Meeting of Shareholders. The Supervisory
Board meets at least once a quarter and
among others is responsible for the
appointment and remuneration of the
members of the Management Board, the
appointment of the Company’s independent
auditors, and the supervision of the
Company’s business.

As part of this process, it examines the
Company’s strategic plan and annual
budget and monitors the Company’s
operating and fnancial performance. In
considering these matters, the Board takes
into account the social, environmental and
ethical considerations that relate to TP
Group’s businesses.

The work of the Supervisory Board is
coordinated by the Board Chairman, with
the assistance of the Board Secretary; and
the responsibilities and obligations of the
Board, together with its rules of procedure,
are defned in a formal statement of the
Board’s role. Although the Board performs
its tasks collectively, it delegates some of the
work. The committees to which these tasks
are delegated are described in further
paragraphs.
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Report on the activity of the Supervisory
Board of Telekomunikacja Polska S.A.
and its committees in 2009

|. TP S.A. SUPERVISORY BOARD
COMPOSITION

Supervisory Board composition as on
January 1, 2009:

1. Prof. Andrzej K. Kozminski,
Chairman and Independent
Board Member

2. Olivier Barberot,

Deputy Chairman and Chairman
of the Strategy Committee

3. Olivier Faure,

Board Member and Secretary

4. Antonio Anguita,

Board Member
5. Vivek Badrinath,
Board Member

6. Timothy Boatman,

Independent Board Member and

Chairman of the Audit Committee
7. Jacques Champeaux,

Board Member

8. Ronald Freeman,

Independent Board Member and
Chairman of the Remuneration
Committee

9. Dr. Mirostaw Gronicki,
Independent Board Member

10. Stéphane Pallez,

Board Member
11. Georges Penalver,
Board Member

12. Prof. Jerzy Rajski,
Independent Board Member

13. Dr. Wiestaw Roztucki,
Independent Board Member

In 2009, composition of the Supervisory
Board changed as follows:

—on 16 January 2009, the mandate of
Mr. Olivier Faure expired. On the same day,
Mr. Olivier Faure was appointed by the
Extraordinary General Meeting as a
Member of the Supervisory Board.

—on 23 April 2009, the mandates of Messrs.
Andrzej K. Kozminski, Olivier Barberot,
Vivek Badrinath, Stéphane Pallez, Georges
Penalver, Jerzy Rajski and Wiestaw
Roztucki expired. On the same day,
Messrs. Vivek Badrinath, Olivier Barberot,
Andrzej K. Kozminski, Marie-Christine
Lambert, Jerzy Rajski, Raoul Roverato and
Wiestaw Roztucki were appointed by the
Extraordinary General Meeting as
Members of the Supervisory Board.

Supervisory Board composition as on
31 December 2009:

1. Prof. Andrzej K. Kozminski,
Chairman and Independent Board
Member

2. Olivier Barberot, Deputy Chairman and
Chairman of the Strategy Committee

3. Olivier Faure, Board Member and
Secretary

4. Antonio Anguita,

Board Member

5. Vivek Badrinath,
Board Member

6. Timothy Boatman,

Independent Board Member and

Chairman of the Audit Committee
7. Jacques Champeaux,

Board Member

8. Ronald Freeman,

Independent Board Member and
Chairman of the Remuneration
Committee

9. Dr. Mirostaw Gronicki,
Independent Board Member

10. Marie-Christine Lamber,

Board Member

12. Prof. Jerzy Rajski,
Independent Board Member

11. Raoul Roverato,

Board Member

13. Dr. Wiestaw Roztucki,

Independent Board Member
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At present, TP has six independent
members in the Supervisory Board, namely
Messrs. Prof. Andrzej K. Kozminski, Timothy
Boatman, Ronald Freeman, Dr. Mirostaw
Gronicki, Prof. Jerzy Rajski, and Dr. Wiestaw
Roztucki.

Three permanent committees operate within
the Supervisory Board composed, as at 31
December 2009, of:

—Audit Committee: Timothy Boatman
—Chairman, Ronald Freeman, Olivier Faure
and Marie-Christine Lambert—members;

—Remuneration Committee: Ronald
Freeman — Chairman, Olivier Barberot,
Jacques Champeaux and Wiestaw
Roztucki—members;

—Strategy Committee — Olivier Barberot
—Chairman, Jacques Champeaux, Olivier
Faure, Mirostaw Gronicki and Jerzy Rajski
—members.

Il. OPERATION

The Supervisory Board, acting according

to the provisions of the Commercial
Companies Code and the Company’s
Articles of Association, exercised
permanent supervision over the Company’s
operationsin all felds of its activities.

The Supervisory Board fulflled in 2009
duties resulting from the provisions of the
Commercial Companies Code:

1. Evaluated the Management Board’s
reporton TP SA operations and the
fnancial statements for the fnancial year
2008 and the Management Board’s
recommendation for distribution of the
Company’s proft,

2. Evaluated the Management Board’s
reporton TP SA Capital Group’s
operations and the consolidated
fnancial statements for the fnancial
year 2008,

3. Filed with the General Shareholders’
Meeting reports presenting results of the
above-mentioned evaluation.

The Supervisory Board took due care in
order to assure that the Management
Board'’s reports and the fnancial statements
were in compliance with the law.

The Supervisory Board also executed its
rights and obligations arising from the
Company’s Articles of Association and Best
Practices, of which the following should be
mentioned:

1. appointments of members of the
Management Board,

2. recommendations of motions
addressed to the General Meeting,
including motion foramendment of the
Articles of Association,

3. selection of anindependent auditor to
audit the Company’s fnancial
statements,

4. preparing anopinionon TP SAand TP
Group budget,

5. supervision of the realisation of TP
Group’s operating and fnancial
objectives,

6. expressing an opinion on fhancial
commitments exceeding the amount of
100ME,

7. concise assessment of TP Group
situation.
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Throughout 2009 the Supervisory Board
and its permanent committees focused on
the following issues:

a. Group’s fnancial results and
performance compared to the budget,
b. Group’s strategy in anincreasingly
competitive market and the global crisis,
c. Arrangement with the President of
the UKE,
d. changesinthe Management Board of
the Company,
EMTN bonds issuance programme,
cost optimisation programme,
customer satisfaction,
Group’s Real Estate optimization
program.

S@ e

The Supervisory Board met 10 times in
2009. The Board adopted 38 resolutions, of
which 1 inwriting (by correspondence).

The Supervisory Board used inits
operations the opinions of the Audit
Committee, the Remuneration Committee
and the Strategy Committee.

Reports of the Audit, Remuneration and
Strategy committees on theirs activities in
2009 are presented on pages 30, 41 and 42
respectively.

The Supervisory Board formulated a
number of recommendations, remarks and
motions for the Management Board,
referring to different aspects of the
company’s operations.

The Supervisory Board was abreast with
examination of the execution of resolutions
and recommendations, analysing
information of the Management Board
presented on subsequent meetings.

lll. EVALUATION OF THE WORK OF THE
SUPERVISORY BOARD

Having in mind the above operations, the
Supervisory Board is of the opinion that in
2009, showing due diligence, it exercised the
supervision over all areas of the activities of
Telekomunikacja Polska. Involvement of
each Supervisory Board’s memberin
supervision over a number of signifcant
projects carried out by the Company
enabled early consideration of risk and
recommendations being made to the
Management Board.

Audit Committee

The task of the Audit Committee is to advise
the Supervisory Board on proper
implementation of fnancial reporting,
budgetary and internal control, including risk
management, principles in TP Group and to
liaise with the auditors of TP Group.

Report on Activities of TP Group Audit
Committee in 2009

The Audit Committee was established by
virtue of the Resolution of the TP
Supervisory Board no. 324/V/2002 dated
14 June 2002 regarding the establishment of
the Audit Committee as a consultative body
acting under the Supervisory Board.

The task of the Committee is to advise the
Supervisory Board on the proper
implementation of budgetary and fnancial
reporting and internal control (including risk
management) principlesin the TP Group
and to liaise with the auditors of TP Group.
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Composition

In 2009, the Audit Committee was
composed of the following persons:
Chairman: Mr. Timothy Boatman
(“Independent Director”)
Members: Ms. Stéphane Pallez —until
23 April 2009 when her
mandate expired
Ms. Marie Christine Lambert
—nominated on 23 April 2009
Mr. Ronald Freeman
(“Independent Director”)
Mr. Olivier Faure — until
16 January 2009 when his
mandate expired and from
26 March 2009 when
nominated again.

The Secretary of the Committee was Jerzy
Klonecki.

Functions of the Committee

The key functions of the Audit Committee
include:

1. Monitoring the integrity of the fnancial
information provided by the Company in
particular by reviewing:

a. Therelevance and consistency of the
accounting methods used by the
Company and the TP Capital Group,
including the criteria for the
consolidation of the fhancial results;

b. Any changes to accounting
standards, policies and practices;

c. Major areas of fnancial reporting
subject to judgment;

d. Signifcantadjustments arising from
the audit;

e. Statements on going concern;

f. Compliance with the accounting
regulations;

2. Review atleast annually the Group’s
system of internal control and risk
management systems with a view to
ensuring that the main risks (including
those related to compliance with existing
legislation and regulations) are properly
identifed, managed and disclosed,;

3. Annualreview of the internal audit
program, including the review of
independence of the internal audit
function, and coordination between
the internal and external auditors;

10.

13.

14.

Analysis of reports of the Company’s
internal audit department and major
fndings of any other internal
investigations and responses of the
Management Board to them;

Make recommendations in relation to the
selection and remuneration of the
Director of the Internal Audit department
and on such department’s budget;
Review and providing an opinion to the
TP Management Board on transactions
with related parties;

Monitoring the independence and
objectivity of the Company’s external
auditors and presentation of
recommendations to the Supervisory
Board with regard to selection and
remuneration of the Company’s
auditors, with particular attention being
paid to remuneration for additional
services;

Discussion with the Company’s external
auditors before the start of each annual
audit on the nature and scope of the
audit and monitoring the auditors’ work;
Review the issues giving rise to the
resignation of the external auditor;
Discussion (in or without the presence of
the Company Management Board) of
any problems or reservations, resulting
from the fnancial statements audit;

. Review the effectiveness of the external

audit process, and the responsiveness
of the Management Board to
recommendations made by the external
auditor;

. Consideration of any other matter noted

by the Audit Committee or the
Supervisory Board,;

Regularly informing the Supervisory
Board about allimportant issues within
the Committee scope of activity;
Providing the Supervisory Board with its
annual report on the Audit Committee’s
activity and results.
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Activity in 2009

The TP Group Audit Committee held 15
meetings in 2009, out of which 10 were
regular meetings and 5 dedicated ad-hoc
meetings, and in particular performed the
following:

1. Reviewed the Company’s and Group’s
published fnancial statements, notably
the relevance and consistency of the
accounting methods used by the
Company and the TP Capital Group;

2. Reviewed the Group’s system of internal
control (including risk management) as
reported by the Management Board
and, in particular, the way risks were
identifed, managed and disclosed by
the Management. The Audit Committee
received reports from Management on
action plans in response to comments
oninternal controls from the internal and
external auditors;

3. Reviewed the annual plan of the Internal
Audit Department, its budget and
progress reports, as well as monitored
the responsiveness of management to
internal audit fndings and
recommendations;

4. Made recommendation to the
Supervisory Board on the external
auditor, its remuneration and terms of
engagement. In accordance with the
Code of the Best Practices for
companies listed on the Warsaw Stock
Exchange, the Audit Committee
recommended to the Supervisory Board
the appointment of Deloitte Audit Sp. z
0.0.tothe auditof TP S.A. and
Telekomunikacja Polska Group for the
fnancial year 2009 and to review
half-yearly fnancial statements for the
period of six months ended June 30,
2009. TP S.A. had previously engaged
Ernst & Young Audit Sp. z 0.0. to perform
audit services since 2002. The Audit
Committee would like to expressiits
gratitude to Ernst & Young Audit Sp. z
0.0. for its professional support over this
period of time.

5. Keptunder review the scope and the
results of the external audit,
independence and objectivity of the
auditors and reported its conclusions to
the Supervisory Board; monitored the
Company’s responsiveness to the
recommendations from the external
auditor made in its management letter;

6. Reviewed the developmentand
operation of the Group’s anti-fraud and
whistle-blowing programs managed by
the Management Board; monitored
results of investigations initiated by
whistle-blowing;

7. Reviewed the Group’s 2010 budget and
addressed recommendations on it to the
Supervisory Board;

8. Reviewed the 2009 cash distribution
policy proposed by the Management;

9. Issued opinions on other matters
referred to the Committee by the
Supervisory Board and/or the
Management Board including a M&A
transaction, the medium and long term
fnancing of the Company and its
subsidiaries and the fnancing proposals
regarding the planned new head offce
of the Group.

In the year under review, the Audit
Committee, especially its two independent
members, reviewed and gave opinion to the
Management Board of TP on transactions
with related parties and received reports on
them from the Company’s Internal Audit
department.

Timothy Boatman

Chairman of the Audit Committee of the
Supervisory Board

25 March 2010
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The Remuneration Committee
As of 31st December 2009, the members of
the Committee were:

—Ronald Freeman - Chairman
—Olivier Barberot

—Jacques Champeaux

—Dr. Wiestaw Roztucki

The Remuneration Committee is chaired by
Mr. Ronald Freeman, an independent
member of the Supervisory Board.

The Remuneration Committee’s task is to
advise the Supervisory Board and
Management Board on the general
remuneration and nomination policy of

TP Group, determining the conditions of
employment and remuneration (including
the setting of objectives) of the Members of
Management Board and giving
recommendations to the Supervisory Board
regarding salaries and the amounts of
bonuses for the members of the
Management Board.

The report of the Remuneration Committee
can be found on page 41.

The Strategy Committee
As of 31st December 2009, the members of
the Committee were:

—Olivier Barberot—Chairman
—Jacques Champeaux
—Olivier Faure

—Dr. Mirostaw Gronicki
—Prof. Jerzy Rajski

The Strategy Committee is chaired by
Mr. Olivier Barberot.

The permanent guests at the committee
meetings were Mr. Andrzej Kozminski and
Mr. Timothy Boatman.

The tasks of the Strategy Committee
include:

1. giving its opinion and recommendation
to the Supervisory Board on the
strategic plans put forward by the
Management Board and any further
suggestions made by the Supervisory
Board regarding such strategic plan(s),
and in particular on the main strategic
options involved; and

2. consulting on all strategic projects
related to the development of TP Group,
the monitoring of the evolution of
industrial partnerships within TP Group
and projects involving strategic
agreements for TP Group. It then reports
and makes recommendations on each
of these projects to the Supervisory
Board.

In particular, the Committee is invited to
consider projects such as:

1. strategic agreements, alliances, and
technological and industrial co-
operation agreements, including
aspects of the strategic partnership
between France Telecom and TP Group;
and

2. signifcantacquisitions and sales of
assets.

The report of the Strategy Committee can be
found on page 42.
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The Management Board

The scope of the Board’s remit includes the
management of all aspects of the
Company’s affairs, with the exception of
those matters which are stipulated by the
Polish Commercial Code and the
Company’s Articles of Association as being
within the competence of the General
Meeting of Shareholders or the Supervisory
Board. The responsibilities and obligations
of the Board, together with its rules of
procedure, are defned in a formal statement
of the Board’s role. Particular members of
the Management Board manage the areas
of the Company’s operations dedicated to
each of them.

Internal control including risk
management

The system of internal control and risk
management has been designed and
implemented by the Management Board to
manage, rather than eliminate, the risk of
failure to achieve business objectives and
can only provide reasonable and not
absolute assurance against material
misstatement or loss.

Anew TP Group Code of Ethics was
adopted within the Company in 2008 which
encompasses TP’s relationship with
customers, shareholders, employees,
suppliers, competition and also with respect
to the environment in which the TP Group
operates. An alert handling system related to
ethics and reporting of potential and actual
fraud has been enhanced by the Group
which is coordinated by the TP Group Ethics
Committee. Training on ethics is provided to
employees, whichis confrmed by a
personal certifcation. Formal channels for
whistle blowing have been established,
including reporting to the Chairman of the TP
Audit Committee of the Supervisory Board,
the Chairman of the TP Group Ethics
Committee and the Director of Internal Audit.

The key elements of such system include the
following procedures:

1. Aninternal audit function, which reports
directly to the President of the
Management Board. The internal audit
programme is annually reviewed by the
Audit Committee which also analyses
the Group’s Internal Audit reports. In
order to promote an appropriate
independent outlook for the Internal
Audit Department, Management Board
decisions regarding the appointment
and remuneration of the Head of the
Internal Audit Department require, since
2005, an opinion of the Audit and
Remuneration Committees.

2. The Group conducts ongoing
assessments of the quality of risk
management system and controls.

As part of this process, a Risk Map
which enables identifcation and
classifcation of the Group’s fnancial
and non-fnancial risks is maintained.
This Map was developed internally, but
also includes fndings from the risk
assessment project carried out with the
support of external experts.

3. Procedures were implemented in order
to identify, report and monitor signifcant
risks (i.e. legal, regulatory,
environmental, fnancial reporting and
operational) effectively on an ongoing
basis. It provides a framework for the
Internal Audit Department’s ongoing
risk-controlling activities.

In 2009, the Management Board again
completed a comprehensive assessment of
the Group’s internal controls over fnancial
reporting. Main defciencies were identifed
and corrected or appropriate action points
have been launched. As aresult of the
assessment, the Management concluded
that there were no weaknesses that would
materially impact the internal control over the
fnancial reporting at 31 December 2009.
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Disclosure

TP Group is diligent in its approach to
reporting fnancial results and its ongoing
communication with the Polish and
international investment community, as well
as fulflling its disclosure obligations. The TP
Group Disclosure Committee is chaired by
the Chief Financial Offcer. Itsrole is to
oversee public disclosures made by TP
Group, ensuring that they are timely, exact,
transparent, complete, and presented in
accordance with all relevant laws, applicable
regulations and recognised practices, as
well as being properly representative of the
fnancial and operational condition of the
Group. In 2009, the Committee had four
meetings to discuss the following:
Evaluation of the statutory fnancial reports
(quarterly, half-year, full year);

Evaluation of quarterly investors’
presentations.

In 2009 TP published 165 regulatory
announcements (as well as quarterly,
half-year statements of results and full year
results) that were sent to the Warsaw and
London Stock Exchanges. Moreover, in the
feld of Investor Relations activities, TP
Group held around 100 meetings with
investors and analysts.

Code of Ethics

Anew TP Group Code of Ethics was
implemented in 2008 which encompasses
our relationship with TP customers,
shareholders, employees, suppliers,
competition and also with respect to the
environment where we operate.

Key principles set out by the Code include:

—Abiding by ethical principles in business
activities;

—Fair competition;

—Employee care;

—High corporate governance and
management standards;

— Absolutely no tolerance for corruption;

—Apolitical stance;

—Environmental care.
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Maciej Witucki
President of the Board,
Chief Executive Offcer

Maciej Witucki graduated from the Electrical
Department of the Poznan Technical
University in 1991. Between 1992 and 1997
he undertook post graduate research in
industrial system management at Ecole
Centrale, Paris. In September 1997 he began
working for Cetelem Bank: frstin France,
where he took part in the development of the
business plan for Cetelem’s Polish
subsidiary; then in Poland, as a Member of
the Management Board of Cetelem Polska
Expansion S.A. In October 2001 he joined
the Credit Agricole Group and in 2002 he
became a Member of the Management
Board of Polish retail bank LUKAS S.A.,
rising to the position of President and CEO

in March 2005. He joined TP Group as
President of the Board and Chief Executive
Offcer on 6th November 2006.

Vincent Lobry
Vice President of the Board,
Chief Marketing Offcer

Vincent Lobry joined France Telecomin
1979 as a systems and network
management engineer. After postingsin
Indonesia, the US, Spain and Italy, he moved
into marketing, and was appointed B2C
Marketing Director at FT France in 2006. He
is a Knight of the Order of Meritand a
graduate of Ecole Polytechnique et Ecole
Nationale Supérieure des
Télécommunication (Telecom ParisTech).
Vincent Lobry joined TP Group’s
Management Board in September 2009.
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Piotr Muszynski
Vice President of the Board,
Chief Operating Offcer

Piotr Muszynski graduated from the Faculty of
Law and Administration at the University of
Wroctaw, completed Postgraduate Study in
Management at the Polish International
Business School and the Advanced
Management Programme organised by IESE
Business School, University of Navarra. He
started his careerin 1990 in Eastern Europe
Investment Ltd (EEI) as a Partner and Project
Manager. From 1993 he was employed in
REMA 1000 Poland Ltd as Managing Director
and Member of the Management Board and
from 1999 as President of the Management
Board. In parallelin 1996-1998 he was a
Member of the Management Board of
Intersport Poland. He joined TP S.A. in 2001
as the Director of Customer Care Branch,
then served as the Director of Sales and
Services Division from 2005 onwards. Piotr
Muszynskijoined TP Group’s Management
Board in September 2008.

Roland Dubois
Board Member,
Chief Financial Offcer

Roland Dubois graduated from Ecole
Supérieure de Commerce Le Havre and
acquired his executive MBA from HEC (CPA)
in Paris. He began his professional careerin
1975, and in 1987 joined France Telecom
Group where he held various positions.

In 2006 he was appointed Vice President
Financial Controlling of AMEA, an entity
responsible for FT Group companies in the
countries of Asia, Middle East and Africa.
Roland Dubois joined TP Group’s
Management Board in March 2008.
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Concise assessment of the Group’s
standing in 2009 prepared by TP S.A.
Supervisory Board

This document is the Supervisory Board
assessment of TP Group performance in
2009 in accordance with recommendation
no. .11 of the Code of Best Practices for
WSE Listed Companies, introduced by the
Warsaw Stock Exchange. The assessment
is based on the 2009 Financial Results of the
Group (the Company and its subsidiaries),
aswell as, oninformation obtained by the
Supervisory Board during conducting of its
statutory tasks.

Throughout 2009, the Supervisory Board
focused on the following issues:

a. Group’s fnancial resultsand
performance compared to the budget,

b. Group’s strategy in anincreasingly
competitive market and the global crisis,

c. Arrangement with the President of the
UKE,

d. Changesinthe Management Board of

the Company,

EMTN bonds issuance programme,

cost optimisation programme,

Customer satisfaction,

Group’s Real Estate optimization

program.

SQ o

The Supervisory Board, through the work of
its committees and all its members
(including six independent), was actively
engaged in the process of evaluation of the
mostimportant initiatives, having in mind the
interest of all the Group’s shareholders.

In addition, it maintained oversight of the
Group’s operational and fnancial goals
through management reporting at its
quarterly meetings and was able, through
the Audit Committee, to review and
challenge the control, risk management
and budgeting function performed by the
Management.

TP Group operational review

In 2009, the Group continued to develop and
launch arange of innovative and convergent
products and services to maintain its market
position and contain churn in both fxed and
mobile telephony. In particular, the TV offer
has proved to be a success, with TP’s TV
customer base tripled to reach ~372k
subscribers. At the end of 2009, over 16% of
TP retail broadband subscribers have also
takenup TP TV offer. TP Group continued to
make investments in developing the CDMA
network to enable to broadband
transmission in the areas where itis
otherwise diffcult and in expansion of the
UMTS/HSPA network to provide customers
with the highest service quality. This
contributed to growth of the Group total
broadband customer base, which was up
by 8.4% in comparison to 2008.

In October 2009, the Group has signed an
Arrangement with the President of the Offce
of Electronic Communications. Thisis a
groundbreaking arrangement, both for TP
Group and for the Polish telecommunication
market. It creates a more predictable and
investment-supportive regulatory conditions
for the Group. It also improves the
perspectives for infrastructure development
on the Polish telecommunication market and
stimulates fair competition. Based on this
arrangement, TP has launched a country-
wide investment program up to 1.2 million
broadband access lines, including roughly

1 million lines with speed of at least 6mbps.
The Company estimates that the total capital
expenditure of this investment program
could amount to ~3 billion polish ztoty.

Fixed-line

TP Group’s fxed business remained under
strong regulatory and competitive pressure.
TP Group continued to pursue the strategy
of compensating lower revenue from fxed
voice services with growth in Internet
services. TP continued to promote new
voice tariff plans, aimed at loyalising
customers and optimising retention offers.
The Company has also made signifcant
improvements to its satellite TV offer,
bringing its functionality on par with IPTV.
TP has also made improvements to its
broadband offering, with the launch of the
10mbps and 20mbps broadband options,
matching the customer requirements and
the offers of CATV competitors.
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Mobile

The Supervisory Board monitored the
development of the Group’s mobile
business with keen interest especially in the
light of negative trends in fxed line revenues,
and with an eye on likely future convergent
trends. Apart of the regulatory decisions,
which have taken their toll on market
development, the mobile market has been
hit by aggressive price competition driven by
the new entrant. However, the Supervisory
Board notes with satisfaction thatin an
increasingly competitive market
environment, PTK Centertel, operating
under the Orange brand, remained the
leading force for innovation in 2009,
competing principally on the quality of its
products and services and the transparency
and simplicity of its tariff structures. Despite
the aggressive price competition, the mobile
business has been able to grow its post-paid
customer base by 7.4%, refecting the value
approach of PTK Centertel.

By continuing to operate at the forefront of
new technology, Orange is able to provide its
clients a wide range of the most up-to-date
offers on the market, with particular focus on
further development of mobile data
transmission based on UMTS technology.

TP Group fnancial overview

Facing unprecedented regulatory and
competitive pressure, the Group’s key
strategic goals in 2009 were to:

—strengthen promotion of integrated
services toincrease ARPU and improve
customer retention and customer
satisfaction;

—further integrate fxed and mobile units and
gain effciency from integrated business
processes;

—further rationalize Group’s operations and
processes in order to optimize operating
expenses

—further optimize Capex spending based on
sound investment criteria in without
hampering the growth;

—generate Net Free Cash Flow of at least
PLN 3billion

—intensify the Group’s balance sheet
optimization to improve return on assets
base, including optimalization of the real
estate portfolio;

—improve quality of service and shorten time
to market for new products by continuing
IT systems transformation and integration
with CRM systems;

—deliver an attractive return to shareholders
keeping in mind conditions setup in the
shareholder remuneration policy;

—promote predictable regulations according
to the European Regulatory Framework
and consistent with comparable
benchmarks;

—further enhance internal control and risk
management measures.

In 2009, despite a high decline of the market
value, as well as the unexpected
deterioration of the Polish Zloty, the
Management metits guidance, seton
Capex as percentage of revenue and Net
Free Cash Flow. It was possible thanks to
careful prioritisation of the Capex projects,
aligning then with market demand, as well as
thanks to sound effects of the 2009 Cost
Optimisation Programme. Delivering on the
Net Free Cash Flow of PLN 3.2billion in spite
of the challenging market and
macroeconomic conditions has yet again
proved the resilience of TP Group business
model to adverse external factors.

TP Group has followed on the Supervisory
Board recommendations and continued its
progress in terms of the fhancing activity.
Throughout 2009, the Company has been
able to reduce its net debt by roughly PLN
1billion, thus bringing its net gearing to
~21%. It has improved its gross debt
structure by increasing the share of bonds to
~68%, thus also extending the average
maturity to 3.3 years. Coupled with a strong
liquidity position and an effective hedging
policy, this has enabled TP to maintain its
valuable credit rating of A3/BBB+ with a
stable outlook, thus making its balance
sheet one of the safestin the sector.

TP Management Board has proposed an
ordinary dividend of PLN 2,003 million, an
equivalent of PLN 1.5 per share, payable in
cashinthe frst half of 2010. That proposal
obtained a positive opinion of the
Supervisory Board and is subject to
approval by the General Assembly of TP
shareholders.
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Annual Report 2009 Despite increased competition across all
segments as well as intense regulatory
pressure, TP Group has delivered
satisfactory results in 2009. The Supervisory
Board believes TP’s Management Board
has made the appropriate efforts to reach
the 2009 objectives. Moreover, the Group,
with its integrated offers and the new
broadband investment program, isina
strong position to continue creating and
exploiting the new opportunities on the
Polish market.

The Supervisory Board’s opinion, is thatin
2010 the Group should focus its activities to
implement the newly announced medium
term action plan and also to:

—Monitor business performance closely so
asto be able to react quickly to unfavorable
trading conditions caused by the current
worldwide economic diffculties;

— Strive for leadership in value on fxed voice,
mobile and broadband markets;

—Increase customer satisfaction and loyalty;

—Monitor TP Group EBITDA margin, with
particular reference to the mobile segment

—Monitor capital expenditure, with a specifc
focus on the spend and effciency of the
broadband investment program, which
was launched in connection with the
Arrangement with the Regulator

—Mitigate foreign exchange effect on
commercial expenses, fnancial costs and
capital expenditure;

—Further optimize operating cost base;

—Maintain fnancial stability;

—Generate Net Free Cash Flow of at least
PLN 2billion;

—Successfully implement the Arrangement
with the Regulator

—Deliver an attractive return to shareholders
keeping in mind conditions set up in the
shareholder remuneration policy;

—Further enhance internal control and risk
management measures.

/\W

Assessment of the Group’s internal control
including risk management

The Supervisory Board is responsible for
reviewing the effectiveness of the Group’s
system of internal control and risk
management established by the
Management Board. Such a systemis
designed to manage, rather than eliminate,
the risk of failure to achieve business
objectives and can only provide reasonable
and not absolute assurance against material
misstatement or loss.

The key elements of this system of internal
control, including risk management were
presented in the Management Board’s
Report on the Activity of Telekomunikacja
Polska Group for 2009, published on
February 23rd 2010

In 2009, the Group again completed a
comprehensive assessment of its
processes of internal control over fnancial
reporting within the framework of Sarbanes-
Oxley Program of France Telecom Group.
Main defciencies both in design and in
effectiveness of the internal control have
been either identifed and corrected or
appropriate action points have been
launched. As aresult of the assessment, the
Management concluded that there were no
weaknesses that would materially impact
the internal control over the fnancial
reporting at 31 December 2009. Continued
efforts by Management in this regard are
also needed in 2010.

The external auditors report to the
Management Board and also to the Audit
Committee on control defciencies which
they identifed during their fnancial
statements audit. Their recommendations
are being implemented.
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Reporton the activities of the
Remuneration Committee of the
Supervisory Board of Telekomunikacja
Polska S.A.in 2009

The Remuneration Committee was
established by virtue of the Resolution of the
TP Supervisory Board no. 385/04 dated 16
June 2004 regarding TP S.A. Supervisory
Board’s Remuneration Committee
establishment as a consultative body acting
under the Supervisory Board.

The task of the Committee is to advise the
Supervisory Board and Management Board
on general remuneration policy of TP Group
and to make recommendations on
appointment and remuneration procedures
and amounts to the Management Board.

Composition
In 2009, the Remuneration Committee was
composed of the following persons:

Chairman: Ronald Freeman
(“Independent Director”)

Members:

Olivier Barberot

Jacques Champeaux

Wiestaw Roztucki (“Independent Director”)

The Secretary of the Committee was Jacek
Kattaur.

Activities in 2009

The Remuneration Committee held 3
meetings in 2009 and in particular
developed recommendations for
Supervisory Board consideration focused
on the following remuneration-related
issues:

1. Changesinthe composition of the
Management Board (resignation of
Ireneusz Piecuch, Richard Shearer,
Grazyna Piotrowska-Oliwa, Jacek
Kafltaur), nomination of new
Management Board Members (Vincent
Lobry as Vice-Presidentin charge of
Marketing & Strategy) and PTK Centertel
President (Mariusz Gaca); Piotr
Muszyniski has been nominated as
Vice-President in charge of Operations.

2. Remuneration of Management Board
Members, including consideration of
remuneration benchmarks from third
party sources, tax and forex effects on
remuneration when required by
remuneration contracts and adjusting
remuneration criteria and amounts to
refect changes in the professional
responsibilities of management board
members.

3. Assessment of MBO-based bonuses for
Management Board Members for H2
2008 and H1 2009.

4. Validation of MBO targets for
Management Board Members for
H2 20009.

Ronald Freeman

Chairman of the Remuneration Committee
of the Supervisory Board

25 March 2010
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Report on the activities of the Strategy
Committee of the Supervisory Board of
Telekomunikacja Polska S.A.in 2009

Major goals for the Strategy Committee is to
give necessary support and advisory for the
management board in the area of TP Group
strategic plans and initiatives of the strategic
importance.

Composition
Chairman: Olivier Barberot

Members:

Jacques Champeaux
Olivier Faure
Mirostaw Gronicki
Jerzy Rajski

The secretary of the committee was
Krzysztof Kaczmarczyk

Activities in 2009

In 2009 the activities of the Strategy
Committee of TP Group Supervisory Board
concentrated on the Action Plan of TP Group
for 2010-11. The Committee started its work
onthe subjectin 2Q 2009 and continued at
every Committee meeting to the end of
2009. The discussions during Committee
meetings concentrated around telecom
sector evolution, competitive environment,
regulatory regime and customer behaviour
evolution in particular in the light of
economic slowdown in 2009.

The Strategy Committee also widely
discussed the Memorandum of
understanding with UKE and its implications
for TP Group.

In all these areas the members of TP Group
management board actively participated.

There were four Strategy Committee
meetings in 2009 during which other
Supervisory Board Members also
participated: Chairman of the Supervisory
Board, Prof. Andrzej K. Kozminski,
Chairman of the Audit Committee, Timothy
Boatman and Chairman of the
Remuneration Committee, Ronald Freeman.

Olivier Barberot

Chairman of the Strategy Committee
of the Supervisory Board

28 January 2010
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