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INTRODUCTION TO THE FINANCIAL STATEMENTS

 AND COMPARABLE FINANCIAL DATA 

1. 

Name and registered office: BIG Bank GDAŃSKI S.A., Warszawa, ul. Kopernika 36/40

Registry Court and registration number: IX Commercial Division of the National Court Register, Warsaw District Court, No. 0000010186

Primary business of the issuer: financial intermediary services excluding insurance and pension fund operations

2. TERM OF THE ISSUER’S BUSINESS, IF DEFINITE

BIG BG S.A. is not an entity having a definite term of its business.

3. PERIOD COVERED BY THE FINANCIAL STATEMENTS AND COMPARABLE FINANCIAL DATA 

The financial statements cover the period from 1 January 2002 to 30 June 2002, and include comparable data for the period from 1 January 2001  to  30 June 2001. 
4. COMPOSITION OF THE ISSUER’S MANAGEMENT BOARD AND SUPERVISORY BOARD

Since 7 May 2001, the Management Board is composed as follows (as of 30 June 2002):

1. Bogusław Kott – President of the Management Board

2. Francisco de Lacerda – Vice-President of the Management Board 

3. Julianna Boniuk - Vice-President of the Management Board

4. Pedro Alvares Ribeiro - Vice-President of the Management Board

5. Wojciech Haase - Vice-President of the Management Board

6. João Manuel Manso Neto - Vice-President of the Management Board

7. Anna Rapacka - Vice-President of the Management Board

8. Zbigniew Sobolewski  - Vice-President of the Management Board

Since 18 October 2001 (date of resignation of Mr. Marek Belka), the Supervisory Board is composed as follows (as of 30 June 2002):

1. Maciej Bednarkiewicz – President of the Supervisory Board

2. Ryszard Pospieszyński – Vice-President and Secretary of the Supervisory Board

Members:

3. Christopher de Beck 

4. Jorge Manuel Jardim Goncalves 

5. Andrzej Koźmiński

6. Marek Rocki 

7. Gijsbert Johannes Swalef 

8. Jerzy Zdrzałka 

On 22 July 2002, the Supervisory Board of BIG Bank GDAŃSKI S.A. accepted the resignation of Mr. João Manuela Manso Neto (effective on 1 August 2002) and appointed Mr. Fernando Bicho as a Vice-President of the Management Board.
5. INFORMATION ON COLLECTIVE DATA IN THE FINANCIAL STATEMENTS AND COMPARABLE FINANCIAL DATA

The BIG Bank Gdański S.A. does not include any internal units which prepare standalone financial statements.

6. INFORMATION WHETHER THE ISSUER IS A PARENT ENTITY OR A SIGNIFICANT INVESTOR AND PREPARES CONSOLIDATED FINANCIAL STATEMENTS

BIG Bank GDAŃSKI S.A. is a parent entity of the BIG Group and prepares consolidated financial statements.

7. IN CASE OF FINANCIAL STATEMENTS PREPARED FOR THE PERIOD DURING WHICH A MERGER WAS EFFECTED – INFORMATION THAT THE FINANCIAL STATEMENTS WERE PREPARED AFTER THE MERGER WITH INDICATION OF A METHOD ADOPTED TO SETTLE THE MERGER

From 1 January 2002 to 30 June 2002 BIG Bank GDAŃSKI S.A. did not participate in any merger.

8. GOING CONCERN PRINCIPLE IN PREPARATION OF THE FINANCIAL STATEMENTS 

The financial statements have been prepared on a going concern basis and there are no reasons to assume that any kind of activities would be discontinued.

9. INFORMATION ON RESTATEMENT OF THE FINANCIAL STATEMENTS IN ORDER TO ENSURE COMPARABILITY OF DATA 

The financial statements have been restated to ensure the comparability of data, differences are explained in Note 30.

10. INFORMATION ON ADJUSTMENTS IN THE PRESENTED FINANCIAL STATEMENTS OR COMPARABLE DATA RESULTING FROM AUDITORS’ QUALIFICATIONS 

There were no such adjustments.

11. DESCRIPTION OF ADOPTED ACCOUNTING POLICIES

1) Principles adopted to present the financial statements

The financial statements have been prepared in accordance with the following:

· consistency principle;

· going concern basis,

· matching principle; 

· prudence concept;

· accrual concept.

The financial statements have been prepared in accordance with:

· Accounting Act of 29 September 1994, as amended; 

· Banking Law of 29 August 1997, as amended; 
· Ordinance of the Council of Ministers of 16 October 2001 on detailed conditions to be met by the issue prospectus and the condensed prospectus, as amended;

· Ordinance of the Council of Ministers of 16 October 2001 on current and periodical information submitted by issuers of securities, as amended;

· Ordinance of the Minister of Finance of 10 December 2001 on specific accounting policies for banks, including the draft amendment of this Ordinance; 
· Ordinance of the Minister of Finance of 10 December 2001 on principles regarding establishment of provisions for risks connected with banking activities;
· Ordinance of the Minister of Finance of 12 December 2001 on detailed methods of recognition, valuation, scope of disclosure and the manner of presentation of financial instruments.
2) Accounting policies employed to prepare the financial statements

In the current year, adopted accounting policies were changed in consequence of coming into force the amended Accounting Act and Ordinances of the Minister of Finance, i.e. implementing regulations to this Act,  promulgated in December 2001. 

The format of financial statements was influenced the most by those changes introduced on 1 January 2002 that regarded the valuation and disclosure of financial assets and liabilities.

The effect of new accounting policies was disclosed in equity as adjustments of the opening balance as of 1 January 2002, as shown in the table of changes in equity.  The aforementioned adjustments were as follows:
ADJUSTMENT
AMOUNT
(PLN in thousands)

change in the opening balance of revaluation reserve in respect of valuation of debt securities classified as available for sale (including SBB/BSB transactions) – increase in equity
77,032

change in the opening balance of uncovered losses on valuation of tradable debt securities (including SBB/BSB transactions) –  loss decrease
3,749

change in the opening balance of uncovered losses on valuation of derivatives – loss increase
- 38,129

TOTAL
42,652

Another change in accounting policies applies to the disclosure of net interest income on swap transactions in the income statement. In previous years, net interest income on swap transactions was presented in the income statement under net profit on financial operations. Since 1 January 2002 net interest income on swap transactions is disclosed under net interest income. 

· 
· 
Receivables and liabilities

· Receivables and liabilities are disclosed in the amount due.

· In the financial statements, receivables are shown net of specific provisions established pursuant to regulations in force.

· Specific provisions are created against off-balance sheet irrevocable liabilities at risk of irregular standing of a customer to whom they relate.

Securities

· Debt securities

As a result of changes in accounting policies, since 1 January 2002 r. debt securities are classified into the following categories on their purchase date:

· tradable 

This group includes debt securities purchased to gain benefits on short-term price fluctuations. As of the balance sheet date, tradable debt securities are valued at fair value and the resulting value is disclosed under net profit on financial operations.

· held until maturity 

This group includes debt securities acquired to be held until maturity. These securities are valued at amortized cost less allowances for permanent diminution in value. 

As of 30 June 2002, this group included restructuring bonds, NBP bonds related to the mandatory reserve and 15-year bonds issued by a foreign bank.

· available for sale

This category includes debt securities not classified as “tradable” or “held until maturity”. Such securities are valued at fair value and the revaluation result is disclosed under revaluation reserve (pursuant to the draft amendment of the Ordinance of the Minister of Finance of 10 December 2001 on specific accounting policies for banks). On a day when part of or the entire financial asset is removed from books of account (e.g. sale or redemption of securities), the revaluation result is eliminated from equity and disclosed in the income statement. As of 30 June 2002, this group included municipal bonds, corporate bonds, eurobonds and NBP bonds received in respect of conversion of NBP bonds related to the mandatory reserve. For these bonds market quotations are not available. 

Debt securities classified into a category for which the valuation at fair value is provided but which fair value cannot be reliably established, are valued at amortized cost.

Allowances for permanent diminution in value of debt securities classified as “held until maturity” and “available for sale” are charged to the income statement.

Discount on debt securities is settled over time under the exponential method.

· Shares

Since 1 January 2002, as a result of changes in accounting policies, shares are classified into the following categories:

· tradable, 

· available for sale.

Criteria used for classification purposes as well as valuation methods are the same as those described above for categories of debt securities (with the exception of shares in subordinated entities). 

Investment in shares in subordinated entities are disclosed in standalone financial statements of the Bank at purchase price less allowances for permanent diminution in value.

Provisions of the Ordinance of the Minister of Finance of 10 December 2001 on specific accounting policies for banks do not allow for alternative possibilities and impose the obligation to value shares in subordinated entities in accordance with the equity method. 

The Bank adopted a different principle since the Bank prepares consolidated financial statements where shares in subordinated entities are consolidated or valued in accordance with the equity method. Consolidated financial statements are published together with standalone financial statements and, hence, the financial standing of the BIG Group and the Bank as a parent entity is clearly and fully presented.
The method adopted by the Bank for standalone financial statements harmonize with principles of IAS 27 according to which entities preparing consolidated financial statements may value shares in subordinated entities at purchase price.

Derivatives 

Since 1 January 2002, derivatives are classified as assets or liabilities for trading and valued at fair value. The resulting value expressed in PLN is shown in the income statements under “net profit on financial operations”. 

In case of fair value hedge transactions, respective gains or losses on valuation of derivatives compensate for changes in fair value of hedged instruments in the income statement.

In case of cash-flow hedge transactions, effective part of gains or losses on valuation of derivatives is disclosed under the revaluation reserve while ineffective part is recorded directly under net profit on financial operations.

A positive result on valuation of derivatives is shown in assets on the balance sheet as “other securities and financial assets” while a negative result is disclosed in liabilities on the balance sheet as “other liabilities in respect of financial instruments”.
The Bank holds the following derivatives:
1)
Foreign Exchange Forward transactions (FX Forward)

Notional amounts in respect of open FX Forward transactions (currencies purchased and currencies sold) are presented in the off balance sheet as “Commitments resulting from purchase/sale transactions”. Amounts in foreign currencies are translated at the mid rate announced by the NBP as of the balance sheet date. FX Forward transactions are valued at fair value at the end of each month and the value is presented in other assets/liabilities and reflected in the foreign exchange result in the income statement.

2)
Foreign Exchange SWAP transactions (FX SWAP)

Notional amounts in respect to open FX SWAP transactions (currencies purchased and currencies sold) are presented in the off balance sheet as “Commitments resulting from purchases/sales transactions”. Amounts in foreign currencies are translated at the mid rate announced by the NBP as of the balance sheet date. FX SWAP transactions are marked to market at the end of each month based on discounted future cash flows. Adjustment to fair value is made by presenting in the income statement suspended foreign exchange gains or losses calculated from the trade date to the balance sheet date and the relevant adjustment of  settled SWAP points recorded in net interest income. Adjustment to fair value is disclosed in “securities and other financial assets”/”other liabilities in respect of financial instruments” and reflected in net profit on financial operations.

3)
Interest Rate Swap transactions (IRS)

Notional amounts in respect to open IRS transactions (currencies purchased and currencies sold) are presented in the off balance sheet as “Other off balance sheet items”. IRS transactions are marked to market at the end of each month based on discounted future cash flows. Adjustment to fair value is made by adjusting interest payable and interest receivable included in net interest income. Adjustment to fair value is disclosed in “securities and other financial assets”/”other liabilities in respect of financial instruments” and reflected in net profit on financial operations.

4)
Foreign Exchange Options (FX Options)

Notional amounts in respect to open FX options transactions (amounts denominated in foreign currency only) are translated at the mid rate announced by the NBP as of the balance sheet date and are presented in the off balance sheet as “Other off balance sheet items”. FX options are valued at fair value at the end of each month. Adjustment to fair value is made by adjusting premium paid or received. Adjustment to fair value is disclosed in “securities and other financial assets”/”other liabilities in respect of financial instruments” and reflected in net profit on financial operations.

5)
Cross-currency SWAP transactions (CCS)

Notional amounts in respect to open CCS transactions (currencies purchased and currencies sold) are presented in the off balance sheet as “Commitments resulting from purchases/sales transactions”. Amounts in foreign currencies are translated at the mid rate announced by the NBP as of the balance sheet date. CCS transactions are not marked to market at the end of each month based on discounted future cash flows. Adjustment to fair value is made by presenting in the income statement suspended foreign exchange gains or losses calculated from the trade date to the balance sheet date and the relevant adjustment of interest payable and interest receivable included in net interest income. Adjustment to fair value is disclosed in “securities and other financial assets”/”other liabilities in respect of financial instruments” and reflected in net profit on financial operations.

6)
Forward Rate Agreements (FRAs)

Notional amounts in respect to open FRAs are presented in the off balance sheet as “Other off balance sheet items”. FRAs are valued at fair value at the end of each month and the resulting value is disclosed in “securities and other financial assets”/”other liabilities in respect of financial instruments” and reflected in net profit on financial operations.

7)
Sell/buy back transactions on securities 

Sell/buy back transactions are accounted for as two separate transactions: sell and buy back of securities. Sell/buy back transactions are marked to market. The resulting value of underlying securities of sell/buy transactions classified as financial assets for trading and available for sale is presented, respectively, in the income statement and under revaluation reserve. 

Tangible and intangible fixed assets 

· Tangible and intangible fixed assets are recorded at purchase price or cost of manufacturing or (with respect to tangible fixed assets) at revalued amounts less depreciation write-offs and allowances for permanent diminution in value.

· Depreciation rates applied by the Bank conform with the schedule of annual depreciation rates annexed to the Corporate Income Tax Act; in justified cases the Bank applies allowed ratios increasing basic rates. Depreciation is based on the straight line method.
Depreciation rates applied by BIG Bank GDAŃSKI S.A.:

Selected groups of tangible fixed assets:

bank’s buildings



  2.5%

own investments in external fixed asset

10.0%

computer equipment



60.0%

network equipment



50.0%

vehicles 




20.0%

telecommunication equipment:

- fixed-line




10.0%

- wireless




40.0%

Intangible assets – software:

IBIS system




10.0%

ZORBA system



50.0%

ICBS system




10.0%

for any other software the rate used is not higher than 50% depending on planned useful life.

· Assets under construction are disclosed at purchase price or cost of manufacturing and are not depreciated.

· Permanent improvements to purchased or leased fixed assets are recorded in assets under construction and disclosed in the balance sheet.

· In 1995, 1996, 1998, 1999 the Bank exercised an investment relief. The assets under this relief amounted to PLN 59,904 thousand. As of 30 June 2002 the depreciation to be settled in respect of the investment relief amounted to PLN 7,901 thousand.
· The value of know-how under the Millennium project was calculated as the present value of the future liability amounting to PLN 530,800 thousand (using a discount rate of 13.9743% ); on the valuation day from this amount the PLN equivalent (at the spot rate on the adjustment day) of bridge finance given in EURO was deducted. The calculated amount will be depreciated over 20 years.




Repossessed assets
Repossessed assets in lieu of bad debts are presented at amounts equal to the debt value reduced by any provisions for the difference between the outstanding debt and the net realizable value of the repossessed assets.

Assets and liabilities denominated in foreign currencies 

Balance sheet and off-balance sheet foreign currency asset and liability items are converted into PLN on the balance sheet date at the mid exchange rate for each currency announced by the President of the NBP as of that date. Foreign exchange gains or losses resulting from translation of balance sheet assets and liabilities are disclosed in the income statement.
Description of selected income statement items 

· Interest income 

Interest income is accrued to the last day of the reporting period.

Interest receivable due and not due on receivables classified as ‘threatened’ or ‘watched’ as well as capitalized interest on receivables not classified as ‘regular’ is not presented in the income statement. Such interest is recorded as interest income when received and until then it is disclosed as suspended income in the balance sheet.

Discounts arising on purchased receivables are recorded as income received in advance on settlement accounts and recognized in the income statement on an accrual basis.

At present, interest on receivables is accrued under the straight line method. The Bank has put forth efforts to accommodate its systems and procedures to settle interest using the effective rate method that, in accordance with draft regulations, will come into force on 1 January 2004.

· Interest expense

Interest expense is accrued to the last day of the reporting period. 

Any interest payable in the reporting period is also charged to the income statement

· Fee and commission income and expenses 

Fee and commission income and expenses are recognized in the income statement on a cash basis, i.e. when paid or received. Commission income and costs is recognized on an accrual basis when the transaction so warrants.

· Other operating income/expenses

Other operating income and expenses include income and expenses not connected directly with banking activities. In particular, they refer to income and expense on the sale and liquidation of tangible fixed assets, fines received, expenses connected with operating activities such as payments for communications services and data transmission, KIR fees.

3) Provisions for irregular receivables and the general banking risk reserve

Credit exposures are subject to classification and provisions based on the individual evaluation of a transaction pursuant to the Ordinance of the Minister of Finance of 10 December 2001 on principles regarding establishment of provisions for risks connected with banking activities.

The general banking risk reserve is charged to the cost of the current period and covers risks connected with banking activities. Transfers from the general banking risk reserve to specific provisions are disclosed as movements in balance sheet items.

4) Provisions for retirement packages and holiday accrual 

· Retirement packages

According to the Employee Remuneration Regulations of BIG Bank GDAŃSKI S.A.  and the Labor Code, employees are entitled to a retirement package when they attain a specified number of years of employment and age. The bank’s liability in respect of retirement packages is calculated as the current value of the expected future payments for years of service. The relevant provision is updated twice a year (in January and June). The current estimate of the Bank’s future liability is based on the employment rate and wages as of the update day (July 2002). The value of the retirement packages was discounted to the value as of the calculation date. A discount rate of 5% was applied, representing the expected average rate of return on low risk assets with fixed interest rate (e.g. T-bonds) in the period covered by calculations. 

The table of probable retirement rates in particular years was used in calculations; such table is commonly used in estimations of this kind. 

The Bank has established a provision for the entire calculated amount.

· Unused holiday accrual
The provision for unused days of leave (holidays) entirely covers possible liabilities of the Bank calculated individually for each employee based on the records of unused days of leave (July 2002).

5) Corporate income tax and deferred tax provision 

Corporate income tax is calculated on the basis of gross income adjusted for receivables that should not be included in taxable income according to tax regulations and for expenses that are not regarded as tax-deductible. In addition, for tax purposes, gross income should be adjusted for profits and losses from previous years, which are realized in the reporting period for tax purposes and for income-deductible donations as well as for tax losses from previous years settled against current income.  

The principle of establishing deferred tax provisions by the Bank was introduced on 1 October 1995.

At the end of each month, a deferred tax provision is created to account for temporary timing differences representing the corporate income tax due in following reporting periods.  These timing differences result from the difference in recognition of income and expenses between the Accounting Act and tax regulations. 

Temporary timing differences include:

· accrued interest, unrealized foreign exchange gains or losses, settled discounts on securities which produce a profit or loss as of calculation date but are regarded as income or expenses at maturity date in accordance with tax regulations, i.e. they are recognized on a cash basis for tax purposes;

· changes in fair value of securities;

· provision for lost receivables in respect of loans granted and provisions for diminution in value of securities and shares if it is certain that they will be tax-deductible expenses in the future;

· provision for accruals and deferred income (general expenses to be paid, accrued and unpaid salaries etc.);

· losses from previous years if it is probable that these will be settled against future profits, calculated using tax rates valid as of the settlement date.

· Deferred tax is presented in the balance sheet on a gross basis, in assets and liabilities.
· 
The provision and deferred tax assets are presented separately in the balance sheet.
6) Value Added Tax

The Bank does not deduct input tax from output tax. The Bank pays VAT only on activities other than banking operations. 

7) Earnings per share

BIG Bank GDAŃSKI S.A.’s earnings per share were calculated by dividing the annualized net profit for the six months ended 30 June 2002 by the weighted average number of the Bank’s shares.

12. PLN TO EURO MID RATES OF EXCHANGE IN THE PERIODS COVERED BY THE FINANCIAL STATEMENTS AND COMPARABLE FINANCIAL DATA AS ANNOUNCED BY THE NATIONAL BANK OF POLAND 


1 January  2002 

to 30 June 2002
1 January  2001 

to 30 June 2001

exchange rate as of the end of the period
4.0091
3.3783

mid rate in the period (arithmetical mean of rates valid on the last day of each month in the period)
3.7026
3.5806

rate in the period:

· high

· low
4.0091

3.5910
3.8015

3.3783

13. BASIC ITEMS OF BALANCE SHEET, INCOME STATEMENT AND STATEMENT OF CASH FLOWS FROM THE FINANCIAL STATEMENTS AND COMPARABLE DATA, CONVERTED INTO EURO

BASIC ITEMS (EURO ‘000)
1 January  2002 

to 30 June 2002
1 January  2001 

to 30 June 2001

Interest income
273,306
377,731

Commission income
33,303
31,142

Profit (loss) on banking activity
155,000
129,319

Operating profit (loss)
11,664
136

Profit (loss) before taxation
11,664
143

Net profit (loss)
27,286
190

Balance sheet total 
4,816,900
5,768,856

Receivables due from financial sector 
543,506
1,128,254

Receivables due from customers and public sector 
2,317,040
2,060,576

Liabilities due to the Central Bank 
0
41,485

Liabilities due to financial sector 
569,342
811,836

Liabilities due to customers and public sector 
3,141,188
4,099,792

Equity, of which:
376,865
399,115

- share capital
211,814
125,682

Net cash flows from operating activities
-450,225
102,947

Net cash flows from investing activities
254,379
-47,075

Net cash flows from financing activities
129,243
-19,238

Balance sheet items were translated using the mid rate of the NBP as of the end of the period. Income statement items and items from statement of cash flows were converted at the average exchange rate for the period, calculated as the arithmetical mean of mid rates of the NBP on the last day of each month in the period.

14. FINANCIAL STATEMENTS AND COMPARABLE DATA ACCORDING TO PAS VERSUS IAS OR US GAAP 

Major differences between IAS and PAS as of 30 June 2002 are as follows:

1. General risk reserve: in the IAS financial statements this reserve is disclosed as a specific provision decreasing assets.

2. Suspended and capitalized interest: such interest is eliminated from the balance sheet in accordance with IAS.

3. Deferred tax: the IAS financial statements present different deferred tax balance due to adjustments of PAS/IAS in the calculation of deferred tax provision.

4. Different classification and groups of items in the balance sheet and the income statement that adjust the financial statements to the IAS format.

At present, the Bank applies the effective interest rate method only in some areas of its activity. In addition, books of account are still under review in order to identify and value build-in instruments.
Differences and their quantitative impact are presented in the consolidated financial statements of the BIG Group, for which the Bank is a parent entity.
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