COMMENTS OF THE MANAGEMENT BOARD ON ACTIVITIES OF 

BANK MILLENNIUM GROUP 

IN THE 1st HALF OF 2003

The Management Board of Bank Millennium SA (“the Bank”) hereby informs that in the first half of the financial year of 2003 (January 1 to June 30, 2003) the consolidated net profit of the Bank Millennium Capital Group and Bank Millennium S.A. was PLN 33.8 million PLN.

In the first semester of 2002, the consolidated net profit of the Group and the Bank amounted to PLN 119.7 million.

The following factors had decisive influence on the activity of the Bank Millennium Group in the first half of 2003:

· Sustained adverse macroeconomic conditions, which are characterized by still low, but slowly improving GDP growth, high unemployment and declining propensity for saving.

· Positive results of the Bank’s restructuring program, which brought about a considerable reduction of all cost items. 

· Sustained, and detrimental in comparison with the first six months of 2002, trend at the income side, related to the reduced scale of business of certain Clients of the Bank, and the psychological effect of the migration process, concluded successfully in the last quarter of the previous year. In the 2nd quarter of 2003 we could observe signs of improvement in this area, as in two consecutive months (May and June) the Bank recorded a continuous growth of customer deposits.

· The sale transaction of the Bank’s stake in PolCard concluded in May.

Significant factors influencing the financial result:

1.

Consolidated net interest income in the first half of 2003 was PLN 265.1 million, showing a decrease compared to PLN 338.5 million posted in the first six months of 2002. This change was conditioned by the simultaneous influence of two very significant factors impacting the interest margin adversely. Firstly, market rates declined by nearly 400 bp, which pushed margins down. Secondly, this effect was augmented by growing market competition in the context of declining deposit base (reduction of 1.9% in the entire banking sector). Additionally, the lower average level of customer deposits amplified the effect of the above factors.

2.

Net commission income reached PLN 98.5 million, compared to PLN 116.0 million in the first half of 2002. This change was related to a slower growth of the Bank’s credit portfolio compared to the first six months of 2002. Another factor, which contributed to this performance was the Bank’s effort to migrate transactions to electronic channels, which originate fewer commissions, but also – thanks to lower transaction costs – increase the availability of services offered by the Bank to Clients. It should be reminded here that the net commission income achieved in the first semester of 2002 was restated by moving – from commission costs to interest costs – the part of margin on loans granted via intermediaries.

3. 

Result on other non-interest income 

In the first six months of 2003, result on other non-interest income (result on financial, trading, FX operations and influence of valuation of PZU S.A. shares by equity method) reached PLN 156.2 million, which compares to PLN 202.2 million, achieved in the same period of the previous year. This item includes the sale of the Bank’s stake in PolCard, which was concluded in May 2003.

Additionally, the Bank wishes to remind that starting on 31 March 2003 it ceased to consolidate profits in the PZU investment. To compare, the impact of the PZU’s net profit consolidation at the end of the first quarter of 2003 was PLN 25.2 million. 

At the end of June 2003, FX gains were at the level comparable to the same period of the previous year, reaching PLN 37.5 million, compared to PLN 34.3 million at the end of the first semester of 2002. 

Other operating income and expense was PLN 9.5 million in the first six months of 2003, compared to PLN -2.4 million achieved in the same period of the previous financial year.

4. 

Overall costs of the Bank Millennium Group in the first half of 2003 declined by 11.7 % compared to the same period of the previous year, and reached PLN 473.5 million, (PLN 535.9 million, at the end of June 2002). This change resulted from the rationalization of the Bank’s structures and mode of operation, caused by the implementation of the restructuring program in 2002.

Personnel costs declined by 10.7 % compared to the same period of 2002, reaching PLN 189.3 million, (PLN 211.9 million in the first semester of 2002) reflecting cost savings of PLN 22.6 million. This reduction was a consequence of the program of the Bank’s operational restructuring and employment optimization program, implemented in 2002.

Administrative costs, at PLN 227.1 million, were 12.1% below the numbers posted after the first semester of 2002 (PLN 258.3 million in the first semester of 2002). The amount of administrative costs calculated as of 30 June 2003 was modified by including PLN 18.7 million of cost previously accounted as other operating cost. This adjustment had no influence on the presented results.

In the period under analysis depreciation declined by 13.2%, which reflected the conclusion of depreciation of major IT investments. In the first semester it reached PLN 57.1 million compared to PLN 65.7 million in the homologous period of 2002.

Cost to income ratio recorded by the Bank Millennium Group at the end of June 2003 was 89.3% . Despite achievements at the cost side, the pressure from the income side, namely the mentioned reductions in net interest income and net commission income forced the cost to income ratio to the level slightly below the one achieved in the same period of the previous year. The Bank is confident that the commenced commercial activity stimulation processes and earning boost programs, coupled with persistent cost optimization, will have an additional, positive influence on this ratio.

5.

The improved quality of credit risk management allowed the Bank to reduce provision growth in the first half of 2003. The Group created PLN 47.5 million of specific provisions (PLN 61.9 million in the first half of 2002). During that semester the Bank maintained general provisions at the level of 1.5% of consumer loans (PLN 33.2 million).

In the first half of 2003 net profit of the Bank Millennium Capital Group amounted to PLN 33.8 million. 

As at 30 June 2003 total assets amounted to PLN 19.266 million, maintaining their level posted as at 30 June 2002 (PLN 19.237 million). 

6.

At the end of June 2003 net loans to customers amounted to PLN 10.597 million, increasing 9.2% since the first semester of 2002 (PLN 9.697 million). This increase was mostly due to the development of credit activity in the mortgage, corporate and consumer loan areas offered by specialized sales networks. We should recognize the increased share of loans to individuals in the total amount of net loans granted by the Bank – this ratio increased from 28% on 30 June 2002 to 34% at the end of the 1st semester of 2003.

7.

Total deposits from customers, including outstanding Bank Millennium bonds, increased in the first half of 2003 by PLN 45 million, which included PLN 185 million in the second quarter of the year, reflecting the improved operating efficiency of the Bank’s retail network.

The decreasing trend in consumer deposits, which could be observed in the previous period, was recently reversed after the Bank and Millennium TFI offered new, attractive deposit products (deposits, Bank’s bonds and mutual funds). In result of these activities, funds of retail Clients increased by 3% in the recent two months.

	Main Indicators
	30.06.02
	31.12.02
	30.06.03
	30.06.03 / 31.12.02

	Total Assets
	19,237
	18,498
	19,266
	4.15%

	Total Customer Funds (1)
	13,006
	12,501
	12,595
	0.75%

	Total Deposits from Customers (2)
	12,854
	12,039
	12,084
	0.37%

	Total Loans to Customers 
	9,697
	10,552
	10,597
	0.42%

	Own Funds (3)
	1,861
	2,030
	2,027
	-0.1 %

	(1) Includes Deposits from customers and investment funds
	 
	 

	(2) Includes Bank Millennium bonds sold to Customers
	 
	 
	 

	(3) Shareholders Equity + Subordinated Debt
	 
	 
	 


In the first half of 2003 the Bank Millennium Group continued its conservative provisioning policy, taking into consideration risks resulting from the sustained difficult economic conditions and deteriorated financial condition of some of the Bank’s Customers.

As at 30 June 2003, the Bank Millennium Group recorded the following levels of non-performing loan ratios and coverage ratios, calculated according to the timely repayment and according to Polish standards:

	Loan Quality Ratios
	30.06.02
	31.12.02
	31.03.03
	30.06.03

	
	
	
	
	

	NPL ratio
	According to timeliness of
	13.8%
	14.6%
	16.0%
	15.3% 

	(Non performing loans
	repayment 
	
	
	
	

	 / Total loans)
	According to NBP 
	18.4%
	23.0%
	22.5%
	22.6%

	 
	regulations
	
	
	
	

	Coverage ratio
	According to timeliness of
	81.4%
	83.2%
	74.0%
	77.2%

	(Provisions
	repayment 
	
	
	
	

	 / Non performing loans)
	According to NBP 
	60.9%
	52.8%
	52.8%
	52.3% 

	 
	regulations
	
	
	
	


Non-performing loan ratios calculated according to timeliness of repayment improved by 0.7% compared to 31 March 2003. Also the coverage ratio improved in the same period from 74% to 77.2%. Ratios calculated in compliance with Polish standards remained at the level recorded on 31 March this year.

Coverage ratios were calculated on the consolidated basis, using total amount of provisions created for credit risk (both specific and general). Therefore, the figures calculated according to the timeliness of repayment present a much clearer picture of the situation in non-performing loans and provision coverage, and allow for a more meaningful comparison with other jurisdictions.

On 30 June 2003, the annualized return on equity (ROE) was 3.87% compared to 15.62% in June 2002. 

The capital adequacy ratio of the Millennium Group was 11.86% showing an improvement of 1.46% over the previous year.

	Main Indicators
	30.06.02
	30.06.03
	Change

	Net profit (PLN million)
	119.7
	33.8
	-71.72%

	Interest Margin (1)
	4.37%
	3.56%
	-0.81%

	Costs (PLN million) (2)
	535.9
	473.5
	-11.7%

	Cost to Income
	82.0%
	89.3% 
	7.3% 

	CAR
	10.40%
	11.86%
	1.46%

	ROE
	15.62%
	3.87%
	-11.75%

	ROA
	1.24%
	0.36%
	-0.88%

	(1)  Net Interest Margin / Average Working Assets
	 
	 

	(2) Personnel Costs, Administrative Costs and Depreciation
	 
	 


Final notes

· In the first half of 2003, the Bank Millennium Group focused on capturing opportunities resulting from the implemented restructuring programs. This allowed for a considerable reduction of the cost level in all cost groups.

· Activities of the Bank in the first half of 2003 were heavily influenced by the macroeconomic condition, still low economic growth level, and weaker economic condition of some Clients. The same factors were responsible for an increased competition in the banking sector.

· In the second quarter of the year, the Bank successfully delivered a promotional campaign for the new name of Bank Millennium. In its result, according to market research of SMG/KRC, the Bank is ranked 4th in the “spontaneous brand recognition” category, and the Bank’s advertising (the spot named “Train”) achieved a very high recognition ratio of 60%.

· In the 2nd half of 2003 it will be the Bank’s objective to increase its operations in each business line, continue its rational credit policy and conservative provisioning policy. The upward trend in retail banking, which could be observed in recent months, bodes well for the second half of 2003.
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