Bank Millennium S.A.

Date of issue: 14 February 2003

QUARTERLY REPORT OF Bank Millennium S.A

FOR THE 4th QUARTER OF 2002

SELECTED FINANCIAL DATA
in thousand PLN

in thousand EUR



4 quarters accrued/ 2002 period from 01.01.2002 to 31.12.2002
4 quarters accrued/ 2001 period from 01.10.2001 to 31.12.2001
4 quarters accrued/ 2002 period from 01.01.2002 to 31.12.2002
4 quarters accrued/ 2001 period from 01.10.2001 to 31.12.2001

I. Interest income
1 894 803
2 656 658
489 652
727 669

II. Commission income
245 447
237 389
63 428
65 022

III. Result on banking activities
1 303 669
950 791
336 892
260 425

IV. Result on operating activities
175 012
27 423
45 226
7 511

V. Gross profit (loss) 
175 013
27 449
45 227
7 518

VI. Net profit (loss)
183 930
19 852
47 531
5 438

VII. Net cash flows from operating activities
-2 395 825
-550 449
-619 126
-150 770

VIII. Net cash flows from investing activities
1 788 935
709 248
462 294
194 266

IX. Net cash flows from financing  activities
423 851
-141 705
109 531
-38 814

X. Net cash flows, total
-183 039
17 094
-47 301
4 682

XI. Total assets
18 612 519
19 925 267
4 629 750
5 657 533

XII. Liabilities to the Central Bank
0
0
0
0

XIII. Liabilities to financial sector
2 797 793
2 505 212
695 934
711 324

XIV. Liabilities to  non-financial and budget sector
11 162 151
13 426 287
2 776 516
3 812 228

XV. Own equity
1 754 571
1 470 648
436 439
417 572

XVI. Share capital
849 182
849 182
211 229
241 115

XVII. Number of stock
849 181 744
849 181 744
849 181 744
849 181 744

XVIII. Book value per one stock (in PLN / EUR)
2,07
1,73
0,51
0,49

XIX. Diluted book value per one stock (in PLN / EUR)





XX. Solvency ratio
9,36
9,87
9,36
9,87

September 30, 2002 - 


9,58%




September 30, 2001 -
8,01%




XXI. Profit (loss) per one ordinary stock (in PLN / EUR)
0,22
0,05
0,06
0,01

XXII. Diluted Profit (loss) per one ordinary stock (in PLN / EUR)





XXIII. Declared or paid out  dividend per one stock (in PLN / EUR)





Balance sheet 
As at 31.12.2002         quarter end/                           2002
As at 30.09.2002         previous quarter end/ 2002
As at 31.12.2001         quarter end/                           2001
As at 30.09.2001          previous quarter end/ 2001

Assets





I. Cash, operations with central Bank
282 528
210 703
462 065
298 966

II. Debt securities eligible for rediscounting in the Central Bank
16 708
12 966
19 254
23 076

III. Receivables from financial sector
1 648 830
2 542 842
2 520 106
3 642 487

1. in current account 
11 754
22 339
91 866
75 285

2. term
1 637 076
2 520 503
2 428 240
3 567 202

IV. Receivables from non-financial sector
9 293 237
9 318 872
7 801 815
7 806 088

1. in current account 
2 352 840
1 160 112
784 398
819 322

2. term
6 940 397
8 158 760
7 017 417
6 986 766

V. Receivables from the budget sector
518 899
526 007
363 856
298 966

1. in current account 
0
7 193
7 622
13 468

2. term
518 899
518 814
356 234
285 498

VI . Receivables from purchased underwritten securities 
0
0
0
0

VII. Debt securities
3 144 215
3 688 928
4 882 242
5 110 704

VIII. Stock and shares in subsidiaries
1 163 734
1 047 096
557 697
376 540

IX. Stock and shares in affiliated companies
0
0
0
0

X. Stock and shares in associated companies
9 675
9 666
8 177
12 049

XI. Stock and shares in other companies
47 502
1 750
3 511
8 466

XII. Other securities and other financial assets
534 512
428 585
51 000
0

XIII. Intangible and legal assets, of which:
228 072
230 527
249 522
345 712

  - goodwill
0
0
0
0

XIV. Tangible fixed assets
608 609
616 615
612 051
693 527

XV. Other assets
420 817
605 224
1 414 773
668 335

1. Acquired assets – for sale
7 394
7 491
9 204
9 670

2. Other
413 423
597 733
1 405 569
658 665

XVI. Prepayments and accrued income
695 181
679 521
979 198
804 083

1. Deferred tax assets
428 061
404 820
488 445
372 365

2. Other prepayments and accrued income
267 120
274 701
490 753
431 718

Total assets
18 612 519
19 919 302
19 925 267
20 088 999

Liabilities





I. Liabilities to the Central Bank
0
0
0
0

II. Liabilities to financial sector
2 797 793
2 517 732
2 505 212
2 964 492

1. in current account 
274 244
124 598
122 321
36 674

2. term
2 523 549
2 393 134
2 382 891
2 927 818

III. Liabilities to non-financial sector
10 318 970
11 902 099
12 622 038
12 634 600

1. Savings accounts, of which:
0
0
0
0

a) current
0
0
0
0

b) term 
0
0
0
0

2. Other, of which:
10 318 970
11 902 099
12 622 038
12 634 600

a) current
2 482 222
2 669 678
1 900 085
1 769 735

b) term 
7 836 748
9 232 421
10 721 953
10 864 865

IV. Liabilities to  budget sector
843 181
970 853
804 249
1 012 528

1. current
519 703
588 136
385 779
485 030

2. term
323 478
382 717
418 470
527 498

V. Liabilities from divested underwritten securities
0
0
0
0

VI. Liabilities from  issue of debt securities
552 355
239 834
219 955
103 698

1. Short-term
409 688
82 854
81 332
81 298

2. Long-term
142 667
156 980
138 623
22 400

VII. Other liabilities from financial instruments
486 239
467 084
0
0

VIII. Special funds and other liabilities
233 191
504 071
177 884
785 684

IX. Costs and revenues accounted for in time and deferred
616 765
596 754
737 431
627 654

1. Deferred expenses
112 691
58 516
196 293
159 240

2. Negative goodwill
0
0
0
0

3. Other accruals and deferred income 
504 074
538 238
541 138
468 414

X. Provisions
687 031
673 805
1 105 174
584 459

1. Deferred income tax provision
406 440
362 519
568 534
484 864

2. Other provisions
280 591
311 286
536 640
99 595

a) short-term
45 790
8 222
105 699
26 589

b) long-term
234 801
303 064
430 941
73 006

XI. Subordinated liabilities
322 423
332 196
282 676
0

XII. Share capital
849 182
849 182
849 182
424 591

XIII. Other payments due to share capital (negative value)
0
0
0
0

XIV. Own stock (negative value)
0
0
0
0

XV. Supplementary capital
560 846
560 846
578 721
358 982

XVI. Revaluation capital
76 409
61 907
30 974
30 974

XVII. Other capital and reserves
44 738
44 738
0
622 482

XVIII. Profit (loss) of previous years
39 466
-48 950
-8 081
-40 018

XIX. Net profit (loss) 
183 930
247 151
19 852
-21 127

Total liabilities
18 612 519
19 919 302
19 925 267
20 088 999







Solvency ratio
9,36
10
9,87
8







Book value
1 754 571
1 714 874
1 470 648
1 375 884

Number of stock
849 181 744
849 181 744
849 181 744
424 590 872

Book value per stock (in zł)
2,07
2,02
1,73
3,24







Diluted number of stock





Diluted book value per stock (in zł)





OFF-BALANCE SHEET ITEMS
As at 31.12.2002         quarter end/                           2002
As at 30.09.2002         previous quarter end/ 2002
As at 31.12.2001         quarter end/                           2001
As at 30.09.2001          previous quarter end/ 2001

I. Off balance-sheet contingent liabilities granted and received
3 834 213
3 087 197
3 898 452
3 419 967

1. Liabilities granted:
2 853 714
2 486 690
3 124 461
2 912 287

a) financial 
2 406 256
2 371 549
2 653 845
2 510 135

b) guaranties
447 458
115 141
470 616
402 152

2. Liabilities granted:
980 499
600 507
773 991
507 680

a) financial 
0
0
6 372
34 779

b) guaranties
980 499
600 507
767 619
472 901

II. Liabilities arising from purchase/sale transactions
19 034 503
20 672 612
15 525 817
17 326 265

III. Other (on account of)
4 013 776
4 094 291
3 096 554
2 622 822

  -





-





Total off balance-sheet items
26 882 492
27 854 100
22 520 823
23 369 054

INCOME STATEMENT
4th quarter                              (current year)
4 quarters accrued          (current year)
4th quarter 4                           (previous year)
4 quarters accrued              (previous year)


 period from 1.10.2002               to 31.12.2002
 period from1.01.2002                to 31.12.2002
 period from 1.10.2001                to 31.12.2001
 period from 1.01.2001                to 31.12.2001

I. Interest income
438 025
1 894 803
643 330
2 656 658

II. Interest cost
262 825
1 283 905
483 242
2 134 409

III. Net interest income (I-II)
175 200
610 898
160 088
522 249

IV. Commission income
60 786
245 447
67 865
237 389

V. Commission cost
12 689
45 641
14 076
39 748

VI. Net commission income (IV-V)
48 097
199 806
53 789
197 641

VII. Revenues from shares or stock, other securities and other financial instruments, of variable income amount
145 136
225 979
1 130
30 513

1. From subsidiaries
144 766
225 042
0
21 070

2. From affiliated companies
0
0
0
0

3. From associated companies
0
0
317
317

4. From other companies
370
937
813
9 126

VIII. Result on financial operations
40 446
209 999
57 826
151 796

IX. Result on FX position
14 498
56 987
7 299
48 592

X. Result on banking operations
423 377
1 303 669
280 132
950 791

XI. Other operating revenues
32 533
42 068
1 969
12 020

XII. Other operating costs
3 652
20 863
720
8 683

XIII. Costs of banking operations
214 292
848 012
190 854
691 906

XIV. Depreciation of fixed assets  and intangible and legal assets
21 989
98 410
23 268
111 891

XV. Provisions and revaluation reserve
532 816
882 944
166 098
445 393

1. Provisions for special purpose allowances and overall banking risk
529 316
879 444
165 923
444 747

2. Revaluation of financial assets
3 500
3 500
175
646

XVI. Release of provisions and revaluation
435 965
679 504
96 504
322 485

1. Release of specific provisions and provisions for overall banking risk
435 426
670 765
95 419
320 929

2. Revaluation of financial assets
539
8 739
1 085
1 556

XVII. Net provisions and revaluation (XV- XVI)
-96 851
-203 440
-69 594
-122 908

XVIII. Result on operating activities
119 126
175 012
-2 335
27 423

XIX. Result on extraordinary operations
0
1
62
26

1. Extraordinary profits
0
1
69
162

2. Extraordinary losses
0
0
7
136

XX. Pre-tax profit (loss) 
119 126
175 013
-2 273
27 449

XXI. Income tax
-33 117
-78 945
-31 025
-22 101

1. Current portion
-52 411
22 811
-22 989
0

2. Deferred portion
19 294
-101 756
-8 036
-22 101

XXII. Other obligatory charges on profit (additions to loss)
0
0
0
0

XXIII. Share in  profit (loss) of subordinated companies valued by equity method
-215 464
-70 028
12 227
-29 698

XXVI. Net profit (loss) 
-63 221
183 930
40 979
19 852







Net profit (loss) (annualized)
183 930

19 852


Weighted average number of ordinary shares
849 181 744

425 754 135


Profit (loss) per one ordinary share (in PLN)
0,22

0,05


Weighted average number of diluted ordinary shares 





Diluted profit (loss) per one ordinary share (in PLN)





STATEMENT OF CHANGES IN EQUITY
4th quarter                              (current year)
4 quarters accrued          (current year)
4th quarter 4                           (previous year)
4 quarters accrued              (previous year)


 period from 1.10.2002               to 31.12.2002
 period from1.01.2002                to 31.12.2002
 period from 1.10.2001                to 31.12.2001
 period from 1.01.2001                to 31.12.2001

I. Own equity at beginning of period (OB)
1 739 238
1 470 648
1 364 746
1 687 950

a) changes in accounting principles (policy) 
10 767
53 419
0
0

b) corrections of elementary errors
0

0


I.a. Own equity at beginning of period (OB), after reconciliation of comparative data
1 750 005
1 524 067
1 364 746
1 687 950

1. Share capital at beginning of period
849 182
849 182
424 591
424 591

1.1. Changes in share capital
0
0
424 591
424 591

a) increases (due to)
0
0
424 591
424 591

- stock issue
0
0
424 591
424 591

-





b) decreases (due to)
0
0
0
0

- stock depreciation
0
0
0


-





1.2. Stock capital at end of period
849 182
849 182
849 182
849 182

2. Due payments to share capital at beginning of period





2.1. Change in due payments to share capital





a) increases (due to)





-





b) decreases (due to)





-





2.2. Due payments to share capital at end of period





3. Own stock at beginning of period





a) increases (due to)





-





b) decreases (due to)





-





3.1. Own stock at end of period





4. Supplementary capital at beginning of period
560 846
578 721
358 982
350 342

4.1. Changes in supplementary capital
0
-17 875
219 739
228 379

a) increases (due to)
0
0
339 673
348 313

  - stock issued above par value
0
0
339 673
339 673

  - profit distribution (statutory)
0
0
0


  - profit distribution (in excess of minimum value required by the law)
0
0
0


  - moved from BIG BANK S.A.
0
0
0
8 640

-





b) decreases (due to)
0
17 875
119 934
119 934

  - loss coverage
0
0
0


  - coverage of  the loss of BIG BANK S.A. over 01.10.99 - 04.01.01
0
12 322
0


  - coverage of the loss of previous years of BIG BANK S.A.
0
5 553
0


 - moved to  Development and Risk Fund
0

117 518
117 518

  - cost of "k" series issue
0

2 416
2 416

-
0

0


4.2. Supplementary capital at end of period
560 846
560 846
578 721
578 721

5. Revaluation reserve at beginning of period
61 907
30 974
30 974
29 926

a) changes in accounting principles (policy)
917
77 949
0


5a. Revaluation reserve at beginning of period  after comparable data reconciliation 
62 824
108 923
30 974
29 926

5.1. Changes in revaluation reserve
13 585
-32 514
0
1 048

a) increases (due to)
-931
0
0
1 048

  - valuation of financial assets available for sale
-931
0
0


  - moved from BIG BANK S.A.
0
0
0
1 048

-





b) decreases (due to)
-14 516
32 514
0
0

  - fixed asset divestiture
0

0


  - sale and change in the valuation of financial assets available for sale
-14 516
32 514
0


-





5.2. Revaluation reserve at end of period  
76 409
76 409
30 974
30 974

6. General bank risk fund at beginning of period
44 738
0
0
153 022

6.1. Changes in general bank risk fund
0
44 738
0
-153 022

a) increases (due to)
0
44 738
0
137 917

   - distribution of profits
0
44 738
0
119 648

  - moved from BIG BANK S.A.
0
0
0
18 269

-





b) decreases (due to)
0
0
0
290 939

- utilization of special purpose reserves for receivables and setting aside a reserve for interest on irregular receivables 
0
0
0
290 939

-





6.2. General bank risk fund at end of period
44 738
44 738
0
0

7. Other capital reserves at beginning of period 
0
0
622 482
622 468

7.1. Changes in other capital reserves
0
0
-622 482
-622 468

a) increases (due to)
0
0
117 518
117 532

  - moved from BIG BANK S.A.
0
0
0
14

  - moved from supplementary capital
0

117 518
117 518

b) decreases (due to)
0
0
740 000
740 000

  - Utilization of Development and Risk Fund
0

740 000
740 000

7.2. Other capital reserves at end of period
0
0
0
0

8. Profit (loss) of previous years at beginning of period
-24 586
-8 081
-40 018
-12 047

8.1. Profit  of previous years at beginning of period
43 075
43 075
0
0

a) changes in accounting principles (policy)
2 120
2 120
0


b) corrections of basic errors
0
0
0


8.2. Profit of previous years at beginning of period, after reconciliation of comparable data
45 195
45 195
0
0

8.3. Change in profit of previous years
54 202
54 202
43 075
43 075

a) increases (due to)
54 202
98 940
43 075
162 723

   - sale of own stock by a company valued by equity method
76 471
76 471
0
0

   - coverage of other companies by equity method valuation 
1 598
1 598
0
0

   - change in retained earnings of a company covered by valuation
1 019
1 019
0
0

   - change in the value of funds utilized under the Development and Risk Fund due to equity method valuation 
0

43 075
43 075

  - distribution of profits from previous years
0
0
0


  - profit of previous year under approval
-24 886
19 852
0
119 648

-





b) decreases (due to)
0
44 738
0
119 648

  - profit approval and distribution
0
44 738
0
119 648

-





8.4. Profit of previous years at end of period
99 397
99 397
43 075
43 075

8.5. Loss of previous years at beginning of period
67 661
51 156
40 018
12 047

a) changes in accounting principles (policy)
-7 730
26 650
0


b) corrections of basic errors
0

11 138
11 138

8.6. Loss of previous years at beginning of period, after reconciliation of comparable data
59 931
77 806
51 156
23 185

8.7. Changes in loss of previous years 
0
-17 875
0
27 971

a) increases (due to)
0
0
0
89 378

  - carry over of losses from previous years to be covered
0
0
0


- carry over of losses from previous years from BIG BANK S.A.
0
0
0
77 056

  - the result under approval carried from BIG BANK S.A.
0
0
0
12 322

-





b) decreases (due to)
0
17 875
0
61 407

  - coverage by supplementary capital of the loss of BIG BANK S.A. over 01.10.99 - 04.01.01
0
12 322
0


  - exclusion of the equity method valuation result of BIG BANK S.A. on account of merger with z BIG Bank GDAŃSKI S.A.
0

0
61 407

  - coverage by supplementary capital of losses of previous years of BIG BANK S.A.
0
5 553
0


-





8.8. Loss of previous years at end of period
59 931
59 931
51 156
51 156

8.9. Profit (loss)  of previous years at end  of period 
39 466
39 466
-8 081
-8 081

9. Net result
-63 221
183 930
40 979
19 852

a) net profit
-63 221
183 930
19 852
19 852

b) net loss
0

-21 127


II. Own equity at end of period (CB)
1 754 571
1 754 571
1 470 648
1 470 648

III. Own equity after the proposed profit distribution (loss coverage)





Cash flow statement
4th quarter                              (current year)
4 quarters accrued          (current year)
4th quarter 4                           (previous year)
4 quarters accrued              (previous year)


 period from 1.10.2002               to 31.12.2002
 period from1.01.2002                to 31.12.2002
 period from 1.10.2001                to 31.12.2001
 period from 1.01.2001                to 31.12.2001

A. Cash flows from operating activities – indirect method
-9 674   
-2 395 825   
458 773
-550 449   

I. Net profit (loss)
-63 221   
183 930   
12 227   
19 852   

II. Joint adjustments:
53 547   
-2 579 755   
446 546   
-570 301   

1. Share in net (profits) losses of subordinated companies valued by equity method
-27 229   
-172 665   
6 677   
24 886   

2. Depreciation
21 989   
98 410   
23 268   
111 891   

3. (Profits) losses due to FX differences
-56 688   
39 616   
-75 829   
-59 971   

4. Interest and  share in profits (dividends) 
19 515   
98 454   
78 744   
149 799   

5. (Profit) loss on investing activities
101 309   
38 195   
-5 541   
-9 826   

6. Change in status of provisions 
-608 593   
-416 686   
-26 842   
-89 626   

7. Change in status of securities 
326 749   
-402 032   
400 267   
-254 324   

8. Change in status of receivables from financial sector
888 101   
870 320   
1 068 428   
-394 412   

9. Change in status of receivables from non-financial and budget sector
32 743   
-1 646 465   
-457 229   
-1 329 329   

10 . Change in status of receivables from purchased underwritten securities





11. Change in status of shares or stock, other securities and other financial assets
86 792   
-395 504   
-31 035   
-36 071   

12. Change in status of liabilities to financial sector
349 507   
525 821   
-211 197   
414 557   

13. Change in status of liabilities to non-financial and budget sector
-1 775 078   
-2 264 136   
-285 118   
984 788   

14. Change in status of liabilities arising from sold underwritten securities
0   


0   

15. Change in status of liabilities arising from securities
392 453   
740 325   
-161   
0   

16. Change in status of other liabilities
-18 186   
146 181   
-304 053   
-123 837   

17. Change in status of  accruals
527 910   
197 475   
-44 783   
-18 623   

18. Change in status of accrued and deferred  revenues
-34 163   
-37 064   
95 527   
132 504   

19. Other corrections


215 423   
-72 707   

III. Net cash flows from operating activities (I +/- II) – indirect method
-9 674   
-2 395 825   
458 773   
-550 449   







B. Cash flows from investing activities
125 415   
1 788 935   
-231 487   
709 248   

I. Proceeds
250 574   
2 594 662   
-193 210   
795 383   

1. Sale of  shares or stock in subsidiaries
-5 698   
222 000   
32   
482   

2. Sale of  shares or stock in affiliated companies





3. Sale of  shares or stock in associated companies


-150   
0   

4. Sale of  shares or stock in other companies, of other securities and other financial assets
251 129   
2 207 146   
-180 184   
598 977   

5. Sale of intangible and legal assets and tangible fixed assets
1 273   
1 789   
196   
548   

6. Sale of investments in real estate and intangible and legal assets





7. Other investment proceeds
3 870   
163 727   
-13 104   
195 376   

II. Expenses
125 159   
805 727   
38 277   
86 135   

1. Purchase of shares or stock in subsidiaries 
100 064   
716 764   
12 289   
22 289   

2. Purchase of shares or stock in affiliated 

companies





3. Purchase of shares or stock in associated companies





4. Purchase of shares or stock in other companies, of other securities and other financial assets


16 000   
16 000   

5. Purchase of intangible and legal assets and tangible fixed assets
10 419   
65 806   
825   
2 473   

6. Investments in real estate and intangible and legal assets
14 676   
23 157   
9 163   
45 373   

7. Other investment expenses





III. Net cash flows from investing activities (I - II)
125 415   
1 788 935   
-231 487   
709 248   







C. Cash flows from financing  activities
-46 084   
423 851   
-61 535   
-141 705   

I. Proceeds
0   
764 264   
490 859   
490 859   

1. Long-term borrowing in other banks


81 059   
81 059   

2. Long-term borrowing from institutions 

the financial sector other than banks





3. Issue of debt securities


119 624   
119 624   

4. Increased status of subordinated liabilities


290 176   
290 176   

5. Net proceeds from issue of shares and additional payments to capital
0   
764 264   



6. Other financial proceeds





II. Expenses
46 084   
340 413   
552 394   
632 564   

1. Repayment of long-term debts to other banks
0   
218 358   
436 898   
436 898   

2. Repayment of long-term debts to other institutions of the financial sector other than banks





3. Redemption of debt securities





4. On account of financial liabilities





5. Payment of liabilities stemming from





financial leasing contracts





6. Decrease in subordinated liabilities





7. Dividends and other payouts to owners





8. Other than payment to owners expenses





due to division of profits





9. Purchase of own stock





10. Other financial expenses
46 084   
122 055   
115 496   
195 666   

III. Net cash flows from financing  activities (I - II)
-46 084   
423 851   
-61 535   
-141 705   

D. Net cash flows, total (A.III +/- B.III +/- C.III)
69 657   
-183 039   
165 751   
17 094   

E. Balance-sheet change  in cash flow, of which:





  - change in cash flow due to exchange rate differences





F. Cash flow at beginning of period
224 587   
477 283   
311 532   
460 189   

G. Cash flow at end  of period (F+/- D), of which:
294 244   
294 244   
477 283   
477 283   

- with limited disposal





NOTES TO THE QUARTERLY REPORT OF BANK MILLENNIUM FOR QUARTER IV OF  2002

The Management Board of Bank Millennium S.A. (“the Bank”) hereby informs  that in the financial year 2002 (beginning January 1  and ending December 31, 2002) net profit of the Bank amounted to 183,9 million zł..

Due to the amendments to the Accounting Law in effect  as from January 2002, in order to ensure their comparability, the financial reports for 2001 (as at 31.12.2001) were corrected  in compliance with the Guidelines  issued by the Commission for Securities and Stock Exchanges. Modified accounting principles resulted in the moving of part of the income from 2001 and booking it under the equity item: „undivided result of previous years”, and affected the Bank’s result which amounted to 19,9 million zł after adjustments  (previously 64,3 million zł).

In the financial year of 2002  Return on Equity (ROE) was 11,4% compared to 1,3% in 2001. The Return on Assets (ROA) was 0,95%, which was an increase by 85 base points. In 2002, Earnings per Share (EPS) amounted to 0,22 zł, compared to 0,05 zł in the previous year.

Profitability Ratios
31.12.01
31.12.02
Change

Net profit (million zł)
19.9
183.9
164.0

ROE
1.3%
11.4%
10.1 pp.

ROA
0.10%
0.95%
0.85 pp.

EPS
0,05 zł 
0,22 zł
0,17 zł

The Bank’s operations in 2002 were significantly affected by the following factors: 

· Firstly, slower rate of economic growth which resulted in the worsening of the economic standing of  some of the Bank’s clients and the need to observe conservative provisioning  standards.

· Secondly, the completion of the tasks laid down in the schedule of the restructuring program for 2002. The major of them included the implementation of a state-of-the-art  centralized operating system for all business lines, back office centralization and launching of branch reorganization process. In effect, the Bank gained an opportunity  to quickly develop  its range of products,  improve client service quality and efficiency of its operations.

· Thirdly, finalized sale of the Ego Pension Company.

The main factors determining the financial result

1. In 2002 the net interest income amounted to 610,9 million zł, and was by 17,0%  higher compared to  the income generated  in the 12 months of 2001 (522,2 million zł). As good net interest income as that  was due to an improved  credit/deposit ratio and consistent price policy pursued by the Bank. Those factors were particularly important  in the macroeconomic context of 2002, and in consequence, they allowed to generate a net interest margin which was by 51 base points higher compared to 2001.

Operating ratios
31.12.01
31.12.02
Change

Net interest margin (*)
3.53%
4.04%
+0.51 pp.

Credits/ Deposits
67.3%
89.5%
+22,2 pp.

Cost to income
72,4%
63,4%
- 9,0 pp.


(*) Net interest income / Average working assets 

2. Net commission income amounted to 245,4 million zł compared to 237,4 million zł in the previous financial year (increase by 3%) 

3. In 2002, the result on other non-interest income reached 436,0 million zł and was by 239,1% higher than in the same period of the previous year (182,3 mln zł million zł). That increase was due to the following factors:

· income from stock, shares and other rights was at the level of 226,0 million zł, which means that it grew by 195,0 million zł compared to 2001, 

- the result on financial operations amounted  to 210,0 million zł in the analyzed   period, which was an increase by 38,3% compared to 2001 (151,8 million zł). 
As at December 31, 2002, the result on banking operations  was 1.303,7 million zł compared to 950,8 million zł in the previous year. Which means that it grew by 352,9 million zł, i.e., by 37,0%.

The result on other operating income and costs amounted to 21,2  million zł, compared to 3,3  million zł generated in the previous financial year. The reason why other operating revenues grew was  the release cost provisions set aside in previous years.

In 2002, the personnel costs amounted to 345,9 million zł, which means that they were maintained at the level of 2001 (343,8 million zł). In 2002, the Group implemented a comprehensive employment restructuring program, recruiting specialists to service newly launched and developing business lines (Millennium PRESTIGE, Millennium Biznes)  and at the same time – as a result of functional reorganization of  the Head Office units - due to the implementation of a new IT platform – it embarked on employment rationalization process. 

Other administrative costs amounted to 502,1 million zł in 2002, compared to 348,1 million zł in 2001. Their growth by 154,0 million zł (44,2%) was mainly due to non-recurring costs  incurred in connection with client movement to a new IT platform, change of visual branch identity of the former BBG S.A. and Bank Gdański, as well as other measures  taken in connection with the launched restructuring projects.

In 2002, depreciation amounted to 88,4 million zł  and was by o 14,5  million lower than in 2001 (111,9 million zł).

2002  was marked by higher efficiency of the Bank’s operations. The cost/income ratio reached 63,4%, i.e., it was by 900 base points lower than in the previous year (72,4%). Optimized operating processes and animated trading operations, due to the implementation of the state-of the art operating system in the Bank, will have an additional and a very positive impact on how this ratio will shape in the future.

In the absence of sufficient signals  that the economic situation would improve, the Bank continued to pursue its conservative policy  when it comes to  collateral valuation and decided to increase specific provisions for loans in order to improve its safety.

In 2002, the Bank’s gross profit amounted to 175,0 million zł, i.e., it was by 147,6  million higher than its gross profit as at December 31, 2001 (27,5 million zł).

The Bank’s net profit of 183,9 million zł, allows for a favorable tax settlement connected with specific provisions for credit receivables. The provisions were set aside in previous periods, but at that time they could not be recognized as allowable cost (cost of income). Presently, after the formal requirements have been met, they have been recognized as allowable costs.

Total assets were worth 18,613 million zł in 2002 compared to 19.925 million zł as at December 31, 2001 (a drop by 6,6%). Their decrease was mainly  due to the level of deposits last year. It is noteworthy that  the balance-sheet structure changed last year side by side with  the increase of credits to deposits ratio from 67,3% do 89,5%. This had a favorable impact on higher net interest income and allowed to maintain appropriate liquidity at the same time.

As at December 31, 2002, the loans granted to clients amounted to 10,407 million and were by 13,0% higher than at the end of 2001 (9,213 million zł). This increase reflects the dynamics of lending initiatives taken by the Bank in such segments as mortgage bonds, corporate and consumer loans which were possible owing to the implementation of the discussed marked segmentation supported by effective credit risk assessment methods. In 2002 a very important role was played by higher volume of loans granted in the retail segment– a share of individual loans  in total loans increased from 24% as at December 31, 2001 to 32%  as at December 31, 2002.

Total client deposits, excluding the funds invested in the Bank’s  bonds issued  in 2002, were worth 11,626 million zł, i.e., by 15.0% less than as at December 31, 2001 (13,680 million zł). If all  client assets managed  by the Group are taken into consideration, including Treasury products and investment funds, the balance changed from 15,030 million zł at the end of 2001 to 13,639 million zł at the end of 2002 (a decrease by 9,3%). This drop may be attributed to  the macroeconomic situation which resulted in the drop of deposits in the entire banking system (8,3 billion zł), lower client interest in traditional forms of savings, and the price policy pursued by the Bank in 2002.

Operating ratios

(million zł)
31.12.01
31.12.02
Change

2002 / 2001

Total assets
19,925
18,613
-6.6%

Total client funds (1)
15,030
13,6809
-9.3%

Total client deposits (2)
13,636
12,039
-11.7%

Total loans 
9,213
10,407
13.0%

Own funds (3)
1,746
2,030
16,3%

(1)  Client funds include their investments, the Bank’s bonds, investment funds and Treasury products 


(2)  including the Bank’s bonds

(3) Own equity  +  subordinated debt 

As at December 31, 2002  the Group’s solvency ratio was 9,36%.

As at December 31,  2002, irregular loans in the Bank, as per the NBP classification, accounted for 23,56% of total loans (19,4% at the end of the same period of 2001) or 13,9% if the criterion of timely debt repayment is allowed for (11% in December 2001). 

In the absence of any clear symptoms that the economy was improving, the Bank continued to purse a conservative  policy  with regard to collateral valuation  and at the same time it also increased its provisioning thus enhancing the its safety. On the other hand, the Bank  maintained high provisions against risk at the level of 1,5% of loans granted to enterprises  with normal financial standing  and for mortgage bonds, and at the level of 2,5% for regular loans granted to retail clients.

In consequence, the Bank set aside additional provisions totaling 96,9 million zł in Qr. IV of 2002 and 203,4 million zł in 2002.

As at the end of 2002 the coverage ratio of loans against which provisions would have to be set aside  amounted to 42,0% compared to 43,9% in the previous year (in 2002 and 2001: 71,1% and 77,4%  respectively, as per international standards).

Loan quality ratios
31.12.01
31.12.02
Change

2002/2001

As per NBP standards
Irregular  loans/total loans
19.4%
23.56%
4.2 pp.


Provisions/ irregular loans
43.9%
42.0%
  -1.9 pp.

As per international standards
Irregular  loans/total loans
11.0%
13.9%
+2.9 pp.


Provisions/ irregular loans
77.4%
71.1%
      -6.3 pp.

A new common platform of the Bank’s client service 

Last year the Bank completed the implementation of a state-of-the-art operating platform homogenous for all business lines. Under that process, migrated to a new ICBS system, which was earlier used by the Millennium network, were individual clients serviced by the ZORBA system (the first phase- March- July), then (August-October) corporate clients serviced by the IBIS system. Owing to that program implementation, the Bank was able to broaden its offer, to systematically  enhance  client service quality and  to improve  control mechanisms. Now, the Bank’s Clients may avail of the nationwide network of branches equipped with a fully centralized system allowing to service them at all outlets in real time and provide them with  a wider range of products and modern service standards of Millennium. 

In summary:

· migrated to the new operating system were 875 thousand Client accounts, 

· migrated to the new operating system were 214 traditional units of the Bank,

· data from 72 servers were migrated automatically.

Both organizational and technological changes in the scope of Client service allowed to accelerate the reconstruction process of the Bank’s sales networks. To that end their efficiency and quality of operation were analyzed so ad the degree of Client approval of individual locations. In effect, the Bank opened 45 outlets (37 Millennium and 8 Millennium PRESTIGE) in new and more attractive locations, tailored 51 branches and operating centers to its new operating and visual  standards,  and closed 53 outlets (26 traditional branches of the Bank and 27 Millennium outlets).

With a view to improving Client service quality, the Bank  launched a broad training and HR reallocation program in 2002. 2041 employees were trained and prepared to work in  the new system and the additional training covered  further 5451 people.

As at December 31, 2002, the Bank employed 4549 people, which means  that compared to the end of 2001 employment dropped by 1502 people (of whom 846 are in the process of employment termination), i.e., by 25%.

As at December 31, 2002  the Bank serviced its clients in :

· 301 branches of the Millennium network (of which 154 with the Business for small companies function)

· 17 Millennium PRESTIGE branches (private banking)

· 21 Regional Client Service Centers (corporate banking)

· 26 Regional Operations Centers (operations for the corporate segment)

· 25 operating service centers (operations for the corporate segment)

Summary
· In 2002, the Bank discharged its tasks in accordance with the plans included in the restructuring program for that year. The most important ones, from the point of view  of the Bank’s further development,  was the implementation of a state-of-the-art operating platform to service individual  and corporate Clients allowing to handle all business lines in a homogenous  operating system.

· Changes in the organization and technology of Client service allowed for rapid reorganization of sales networks based on assessment of branch operating efficiency and implementation of modified Human Resource management. Which, in effect, allowed to significantly reduce the Bank’s employment.

· The Bank’s financial results for the last year – much better than in 2001 – reflect the first effects of the restructuring program that was implemented. Part of the financial results of the program will become visible this year and in the years to come. At the same time, the Bank, owing to macroeconomic situation, continued with its conservative policy  when it comes to provisions by increasing them  to such level that would guarantee the Bank’s safety.

· Side by side with the implementation of a homogeneous operating system, the Bank modified and modernized  is product range offered under individual business lines. The Bank’s offer was competitive  in all segments compared to the market of financial services.

· The Bank changed its name to Bank Millennium, implemented a new brand architecture thus creating a space for more efficient marketing measures which would support  the development of the Bank’s product range.

· Efficient implementation of the restructuring program, side by side  with the implementation  of envisaged business tasks,  indicates that the Bank has a potential to improve the efficiency of its operations in the near future.

ADDITIONAL INFORMATION

I. RULES FOLLOWED IN QUARTERLY REPORTING

This report includes the financial data of Bank Millennium presented in the form of a balance sheet, income statement and cash flow statement, as well as a statement of changes in own equity as at December 31, 2002 in accordance with  the Regulation  by the Council of Ministers of October 16, 2001 on current and periodical information reported by securities’ issuers, as amended.

On January 8, 2003, the Bank received a decision issued by  the Registry Court about the registration in  the National Court Register of amendments to the Bank’s Statute consisting in the change of the Bank’s business name (trade name). The new business name of  the Bank, i.e., "Bank Millennium Spółka Akcyjna" and its abbreviated form, i.e., "Bank Millennium S.A.", supercede the previous one: „BIG Bank GDAŃSKI Spółka Akcyjna” and the abbreviated one: „BIG Bank GDAŃSKI S.A.”.

II.
Information has been  compiled based on  the „Accounting Principles Applicable in Bank Millennium S.A.”, which were described in greater detail in the Annual Report of Bank Millennium S.A. made as at December 31, 2002, published on  February 14, 2003. 

This year the accounting principles applied by the Bank were amended subject to entry into life of the amended  Accounting Law and Regulations issued by the Minister of Finance  of December 2001 which are the implementing acts to that Law. 

The amendments implemented as from January 1, 2002, which had by far the greatest impact on the final version of the financial statement, pertained to the valuation  and presentation of financial asset and liabilities.



The result of new accounting standard implementation was reflected in own equity as a change in the opening balance as at January 1, 2002, which was presented in the table of own equity changes. 

As from January 1, 2002, Bank Millennium has adopted the following rules of financial asset and liability valuation and presentation:

1. Assets and liabilities intended for trading  – this category includes instruments  which were purchased in order to get earnings owing to short-term price fluctuations. As at the balance-sheet day,  those instruments are valued according to their fair price, and their valuation result is compared to the result on financial operations.

2. Assets held until maturity – this group consists of instruments  which the Group intends and is capable of holding until their maturity date. Assets held until maturity are valued  in accordance with the depreciated cost convention with due account for permanent depreciation write offs.

3. Credits and loans  and other own receivables - stand for all granted credits and loans  and other own receivables of the Bank, excluding those which were granted with the intension of their immediate sale and are included as assets intended for trading. The valuation of such assets is made  subject to separate provisions of the law, in particular the Regulation issued by the Minister of Finance on December 10, 2001  laying down the rules of provisioning against risk involved in banking operations.

4. Assets available for sale  - included in this group are financial assets not included in the categories described under 1 – 3 above. The valuation of assets available for sale is made according to fair value, and the revaluation effect is shown as revalued equity over the entire period when such asset is held. In the event of total depreciation of the assets included in this category, they are written off to income statement. 
5. Investment in stock and shares  of subordinated companies 

As from September 2002, Bank Millennium has been implementing the valuation by equity method with regard to stock and share held in subordinated companies. This accounting principle complies with the provisions of  the Regulation by the Minister of Finance  of December 10, 2001  laying down specific accounting principles to be followed by banks (§ 26 Section 1 Indent 5). In an attempt to have this fact properly reflected  in the Bank’s financial statement appropriate corrections of its opening balance were made with a back date. In effect this report has been developed based on a premise  that the valuation by equity method was introduced on January 1,2003. Similar corrections stemming from  the equity method of valuation of stock and shares held in subordinated companies were made in all comparable data presented in this report.

As from January 1, 2002, the interest capitalized on the receivables classified as regular is allowed for as interest income (until the end of last year, capitalized interest both on regular and irregular standard receivables was not allowed for in the income statement until it was paid), and the interest on  the receivables „under observation” is suspended  in the balance-sheet as deferred income until its payment (until the end of 2001, it was shown in the income statement according to accruals method). 

Due to amended accounting standards comparable data were adjusted  as shown, side by side with their quantification, in „Additional notes to financial data” of the 2002 financial report.. 

The result of new accounting standard implementation regarding financial assets and liabilities was shown in own equity as a change in the opening balance as at January 1, 2002, which was presented in the table of own equity changes. In quantitative terms, the above  corrections were as follows:

· change of the opening balance of equity after revaluation due to  recognizing assets available for sale  amounted to 77 949 thousand zł. (higher equity),

· change of the opening balance of  uncovered loss on account of the valuation of financial assets intended for trading amounted to  - 24 530 thousand zł. (higher loss),

· For calculations in EURO the following exchange rates were used:

· for balance-sheet items: 4,0202 PLN/EURO exchange rate of December 31, 2002 (for  comparable data: 3,5219 PLN/EURO),

· for income statement items over the period from January 1 through December 31, 2002: 3,8697 PLN/EURO, an exchange rate being a mean of  exchange rates at the end of each month in 2002 (for  comparable data: 3,6509 PLN/EURO).

III. EVENTS WHICH OCCURRED BETWEEN THE DATE OF THIS REPORT AND ITS PUBLICATION DATE

After 31.12.2002, until the publication date of this report no events occurred which could have a material impact  on the future financial results of Bank Millennium.

IV. SHAREHOLDERS WITH AT LEAST 5% OF TOTAL NUMBER OF VOTES AT THE GENERAL ASSEMBLY OF SHAREHOLDERS OF THE DOMINANT ENTITY – BANK MILLENNIUM

Data as at the date of the previous quarterly report 

Shareholder


Stock number
% in the share capital


Number of votes 
%  votes at GAS

Banco Comercial Portugues S.A.
392 158 759
46,18
392 158 759
46,18

EUREKO B.V.
169 669 678
19,98
169 669 678
19,98

Data as at the date of this  quarterly report 

Shareholder


Stock number
% in the share capital


Number of votes 
%  votes at GAS

Banco Comercial Portugues S.A.
424 624 072
50,0
424 624 072
50,0

EUREKO B.V.
169 669 678
19,98
169 669 678
19,98

V. CHANGES OF SHARES HELD IN BANK MILLENNIUM BY PERONS MANAGING OR SUPERVISING THE BANK

The Bank informs that it was advised that in Qr. III of 2002 Mr. Christopher de Beck, Member of the Supervisory Board, held 95 000 of the Bank’s shares.

VI. PENDING  LITIGATION

Major pending litigation in which the Bank is involved:

· an action brought by  Mr. A. Głodek against the Bank on 24.08.1994, regarding 14.537.257,57 zł. on account of the damages incurred by the plaintiff, including the earnings lost due to the operations of the Bank’s Brokerage House,

· an action brought by  Mr. Wiktor Jedamski on 19.04.2000  against the Bank, EUREKO B.V. and BCP to nullify the agreements on  purchase of the Bank’s stock by EUREKO B.V. and BCP. The value of subject of the litigation  - 53.498.450,00 zł. 

· an action brought by the Bank on 22.07.1998 against the State Treasury  for 65.613.512,20 zł. on account of the liability of the State Treasury stemming from the purchase by  the former  Bank Gdański S.A. of the receivables of public health service which, contrary to what had been claimed, were disputable.

· an action brought by Mr. Grzegorz Jedamski on 11.11.2000  against the Bank and the State Treasury 11.11.2000  to nullify  the agreement of purchase  of 10%  of the stock of Powszechny Zakład Ubezpieczeń S.A. from the State Treasury. The value of subject of the litigation  - 1.006.004.295 zł.

VII. TRANSACTIONS BETWEEN  THE COMPANIES, MEMBERS OF GRUPA KAPITAŁOWA MILLENNIUM, IN EXCESS OF  500 000 EURO

From January 1 through December 31, 2002, all transactions contracted between  the companies, members of Grupa Kapitałowa Millennium, were made subject to market terms  and resulted from current operations.  The only exception are the transactions described below  which were concluded subject to market terms but whose specificity went beyond the scope of current operations:

· On 4.01.2002, the Bank’s Management Board informed – by way of fax because of the failure of  the Emitent internal system (this information was sent by E-mail on 7.01.2002) -  that on 4.01.2002, the Bank  purchased from Juvenes Invest Sp. z o.o, a company which is in 100% owned by BEL Leasing Sp. z o.o., the Bank’s subsidiary, an enterprise run by Juvenes Invest Sp. z o.o., in the meaning of Art. 55 with Index 1of the Civil Code, at the total price of 44 888 224,10 zł. The acquired enterprise includes, in particular, the right of perpetual usufruct of a land located in Warsaw, Al. Jerozolimskie 133 a, and the ownership of a building situated therein.

· On 15.03.2002, the Bank’s Management Board informed  that on 15.03.2002 the Bank, via the Brokerage House of BIG BG S.A., by exercising its preemption right, bought  the stock of BIG BG Inwestycje S.A. ("BIG Inwestycje"), the Bank’s subsidiary, from its two other subsidiaries, namely FORINWEST Sp. z o.o. ("FORINWEST") and BEL Leasing    Sp. z o.o. ("BEL"). The Bank bought the total of 4 775 000 ordinary registered shares at 100 zł per share, of which: 1 755 000 shares from FORINWEST and 3 000 000 shares from BEL. 

In the aftermath of the same purchase transaction, the Bank holds 6 465 000 shares at par value of 100 zł each, which account for 61,34% of the share capital of BIG Inwestycje, and are equal to 13 300 880 votes at the General Assembly of Shareholders  of BIG Inwestycje, accounting for 76,55% votes at the GAS of BIG Inwestycje.         

The other shareholders of BIG Inwestycje are: 

- BEL, holding 2 290 000 of shares accounting for 21,73% of the share capital of BIG Inwestycje, and 2 290 000 votes at the GAS of BIG Inwestycje, accounting for 13,18 votes at the GAS of BIG Inwestycje, and

· FORINWEST, holding 1 785 000 of shares accounting for 16,94% of the share capital of BIG Inwestycje, and 1 785 000 votes at the GAS of BIG Inwestycje, accounting for 10,27% votes at the GAS of BIG Inwestycje.

· On 10.06.2002, the Bank’s Management Board informed that the Bank (the Buyer) concluded with BET Trading Sp. z o.o. ("BET"), the Bank’s subsidiary, a preliminary agreement about the sale of 9 000 shares in Forin Sp. z o.o. ("Forin"), the Bank’s subsidiary, at par value of 1000 zł per share, which account for 20,2% of the company’s share capital, at the total price of 9 000 000  zł. The Final Agreement is scheduled to be concluded by 31.03.2003.

At the same time, the Bank informs that today BET (the Seller) concluded with BIG BG Inwestycje S.A. (the Buyer), a company in which the Bank holds 63,38% of the share capital and has 78,08% of votes at the GAS, a preliminary agreement on the sale of 17 000 shares in Forin at par value of 1000 złoty per share, which account for 38,2% of the company’s share capital, at the total price of 17 000 000  zł. The Final Agreement is scheduled to be concluded by 15.07.2002.

· On 28.06.2002, the Bank’s Management Board informed  that  it concluded  with TBM Sp. z o.o. ("TBM"), the Bank’s subsidiary, an Annex to the Program Agreement (of which the Bank notified in its Communiqué no. 2/2001 of 12.01.2001), about the handling and service of a program of bonds issued by TBM. The Annex decreases  the value of the bond issue program  from 250 000 000 zł to 150 000 000 zł, i.e., by 100 000 000 zł. The Bank underwrites  the issue of bonds up to the amount of 150 000 000 zł and undertakes to redeem the bonds issued up to the amount of 150 000 000 zł. The remaining provisions of the Agreement remain unchanged.

· On 16.09.2002, the Bank’s Management Board informed   that  it concluded  with TBM Sp. z o.o. ("TBM"), the Bank’s subsidiary, an Issue Agreement on handling and service of a program of bonds issued by TBM. The Agreement was concluded for a term  from 16.09.2002 through 30.06.2003. The Program provides for the issue of zero-coupon bonds issued for a term no less than 7 days and no more than 6 months. The maximum worth of the bond issue program is 150 million zł. The bonds will not be in a definitive form and will not be secured. 

· On 24.09.2002, the Bank’s Management Board informed that the Bank received from BET Trading Sp. z o.o. ("BET"), the Bank’s subsidiary,  the amount of 9.999.915,73 zł, by way of the refund of  supplementary payments.

· On 27.09.2002, the Bank’s Management Board informed that the Bank received from BEL Leasing Sp. z o.o., the Bank’s subsidiary,  the amount of 125 997 200 zł, by way of the refund of  supplementary payments.

· On 27.09.2002, the Bank’s Management Board informed that the Bank, via the Brokerage House of BIG BG S.A., by exercising its preemption right, bought  the stock of BIG BG Inwestycje S.A. ("BIG Inwestycje"), the Bank’s subsidiary,  from BEL Leasing Sp. z o.o. ("BEL"), the Bank’s subsidiary. As a result of that transaction, the Bank bought 1 240 650 ordinary registered shares at 101,56 zł per share. As a result of that transaction the Bank holds 7 705 650 shares, at par value of 100 zł a share, which account for 73,11% of the share capital of BIG Inwestycje, and 14 541 530 votes at GAS of BIG Inwestycje, or 83,69% of votes at the GAS of BIG Inwestycje.         

The other shareholders of BIG Inwestycje are:

- BEL, holding 1 049 350 of shares accounting for 9,96% of the share capital of BIG Inwestycje, and 1 049 350 at the GAS of WZA BIG Inwestycje, accounting for 6,04% votes at the GAS of BIG Inwestycje, and

· FORINWEST, holding 1 785 000 of shares accounting for 16,94% of the share capital of BIG Inwestycje, and 1 785 000 votes at the GAS of WZA BIG Inwestycje, accounting for 10,27% votes at the GAS of BIG Inwestycje.

· On 18.10.2002, the Bank’s Management Board informed that it took a decision  about the initiation of the restructuring process of the Capital Group. The first stage of that process would be a merger of BEL Leasing Sp. z o.o, INEC Services Spółka z o.o. with its seat in Warsaw (company related to the Bank) ("INEC"), BET Trading Sp. z o.o. and DEBT Services Sp. z o.o., by way of their  take over  by BEL Leasing Sp. z o.o. In connection with the foregoing, on 18.10.2002, the Bank’s Management Board adopted a resolution about contributing to the share capital of INEC some of the Bank’s payables to INEC arising from the agreements  that the company had earlier concluded with the Bank  and concluded an agreement with INEC on release of INEC from debt  stemming from  the receivables payable on account of commercial papers held by the Bank  and issued by INEC on 6.12.2000, of  nominal value equal to 35.600.000 PLN. INEC agreed to its release from the above debt. INEC’s purpose of operations is to make  financial operations  in the capital markets on its own account  and as an intermediary. The book-value of the receivables contributed by the Bank to INEC is 99.064.000 PLN and it is the same as the value of those receivables recorded in INEC’ books (determined based on  their book value). The purpose of operations of Bet Trading Sp. z o.o. and DEBT Services Sp. z o.o. are, in particular, financial operations in equity markets. BEL Leasing Sp. z o.o.  is one of the leading leasing companies in Poland.

· On 8.11.2002, the Bank’s Management Board informed that it continued with the restructuring process of the Bank’s Capital Group. On 7.11.2002, the Bank:

(1)  received a decision issued by the Registration Court in Warsaw whereby the court registered  on 29.10.2002 the increase of the share capital of  the Bank’s subsidiary under the business name of INEC Services Sp. z o.o. with its seat in Warsaw ("INEC"). In the aftermath of that increase, the worth of INEC’s share capital amounts to 99.564.000 zł, ad its structure after the registration is as follows: 


- Bank
                                      - 99,5%


- BET Trading Sp. z o.o. 
-  0,5%

The total number of votes resulting from all the shares issued by INEC, after  the share capital has been increased, is 199.128 votes. The documented value of the assets contributed  by the Bank amounts to 99.064.000 zł in INEC’s books. The value of reserves set aside  in connection with the a/m assets  was 105.553.000 zł. The worth of assets which  had been contributed to INEC’s share capital is 99.064.000 zł.

(2)  Conclusion of a sale agreement of the Bank’s shares in INEC, constituting the Bank’s financial assets, in favor of the Bank’s subsidiary  under the business name of BEL Leasing Sp. z o.o. with its in Warsaw ("BEL").  Subject to the agreement, the Bank  sold to BEL 198.128 shares in INEC at par value of 500 zł each and of total nominal value of 99.064.000 zł at the total price of 1.135.118 zł. The worth of divested shares documented in the Bank’s books was 99.064.000 zł. The shares accounted for 99,5% of the share capital of INEC. BEL  financed  the purchase of  shares out of its own funds. The shares purchased by BEL would be its long-term investment. In the next phase, BEL and INEC are to merge by the acquisition of INEC by BEL. Now that the Bank concluded the sale agreement it does not hold any shares in INEC, whereas BEL’s share in INEC’s  share capital is of 100%, which corresponds with 100% votes at the General Assembly of INEC’s Shareholders.

(3)  BEL, as the sole shareholder of INEC, also made some additional payments, in the meaning of Art. 177 and the following articles of the Polish Code of Commercial Partnerships and Companies, worth 4.100.000 zł.

· On 13.12.2002, the Bank’s Management Board informed that that the Bank concluded a preliminary agreement  about purchase of the enterprise, in the meaning of Art . 55 Index 1  of the Civil Code,  of BESTA Sp. z o.o. ("BESTA"), a company related to the Bank, at the total price of 11.174.324 zł. The enterprise of BESTA consists of in particular: services of correspondence printing and shipment,  and services in mass payment processing. The parties undertook to conclude an agreement of pledge to effect the purchase of the enterprise by 31.01.2003.

· On 30.12.2002, the Bank’s Management Board informed that the Bank was paid by BET Trading Sp. z o.o., the Bank’s subsidiary, 3.500.734,50 zł as a refund of additional payments.

VIII. INFORMATION ABOUT LOAN GUARANTIES OFFERED BY THE BANK 

In Qr. IV of 2002 the Bank did not offer to any single entity or subsidiary any guaranties for a credit or loan  or a surety which would in total exceed 10% of the Bank’s own equity.

IX. INFORMATION ABOUT THE CORPORATE INCOME TAX

· Payable income tax

Payable income tax,  which is a tax expense, was calculated subject to the provisions of  the Law of February 15, 1992  on corporate income tax. The consolidated result for the period from January 1 through September  30, 2002 was so highly encumbered by  the income tax largely due  to the redemption by the State Treasury of bonds swapped for receivables, which resulted in the generation of cash interest proceeds and in the revenues resulting from the SWAP, which items greatly contributed to the decrease of the allowance for the deferred tax  established at the end of last year.

On the other hand, when calculating its payable income tax, the Bank allowed for probable specific reserves  for credit exposures as well as tax losses of previous years, which resulted in a lower income tax.

· Deferred income tax

· Subject to Art. 37 Par. 3 of the Accounting Law, business entities are obligated  to set aside reserves for deferred tax, due to temporary differences that exist in the way a revenue is recognized as generated and a cost – as incurred, subject to the Law of February 15, 1992 on the corporate income tax. In view of the foregoing, Bank Millennium sets aside an allowance for income tax by taking into consideration each month all temporary differences as to which there is certainty that they will become a cost or  revenue for tax purposes  in the following accounting periods. The above approach allows to encumber  the gross financial  result  evenly  and guarantees that the costs incurred in the current financial year  will not affect  the financial result  in the years to come.

Subject to the amended accounting principles in effect as from the beginning of this year, the value of the reserve and assets stemming from the deferred income tax  are shown separately in the balance-sheet.
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