BIG Bank GDAŃSKI S.A.

In PLN ‘000

INTRODUCTION

1.  SCOPE OF BUSINESS ACTIVITIES OF THE ISSUER

In according with NACE (Nomenclature des Activités de la Communauté Européenne)
Financial intermediation excluding insurance and pension fund operations

Scope of business:
In accordance with the Banking Law of 29 August 1997, Art. 5 and Art. 6, in particular: accepting deposits, operating other bank accounts, granting loans, issuing guarantees, issuing bank securities, trade in securities, carrying out inter-bank settlements, granting loans, servicing cheques and bills of exchange (promissory notes), issuing credit/debit cards and servicing credit/debit card operations, purchasing and selling receivables, guarantees and warranties. 

The financial statements cover the period 1.10.1999 - 31.12.2000, and include comparative data for the period 1.10.1998  - 30.09.1999 

2.
INFORMATION ON RESTATEMENT OF THE FINANCIAL STATEMENTS FOR THE PRIOR PERIOD

In the balance sheet for the period from 1.10.1998 – 30.09.1999, in the note  ”Securities, shares and participation units – investment portfolio (by marketability)” adjustments referred to the following items: 

· „Limited marketability” – transfer of the carrying value in the amount of PLN 112 597 thousand to „Unlimited marketability, not listed on stock exchanges or on the regulated over-the-counter market” in respect of the reclassification of the State Treasury restructuring bonds’ 

· „Unlimited marketability, not listed on stock exchanges or on the regulated over-the-counter market” – transfer of the carrying value in the amount of PLN 75 085 thousand to „Limited marketability” in respect of the reclassification of bonds of Rafineria Gdańska S.A.

In the income statement for the period 1.10.1998 – 30.09.1999 the adjustments were included in positions: „Interest income” and  „Profit on financial operations”. It resulted from the transfer of profit on sale of debt securities in the amount of PLN 142 579 thousand from „Interest income” to „Profit on financial operations”. 

The detailed explanation regarding the above mentioned adjustments are presented in the „Additional Notes”  on p. 18.

3. 
ACCOUNTING POLICIES USED IN THE PERIOD 1.10.1999  - 31.12.2000 

I. Introduction
The Bank’s accounting policies are based on the Accounting Law of 29 September 1994; Resolution No. 2/98 of the Banking Supervisory Commission, dated 3 June 1998, regarding specific accounting policies to be employed by banks, and the notes to their financial statements (as amended); Decree No. 13 of the President of the NBP of 10 December 1994; Resolution No. 13 of the Banking Supervisory Commission of 22 December 1998, regarding provisions for banking risks; and the Resolution of the Council of Ministers of 22 December 1998 on the nature, form, scope and frequency of submitting current and periodical information by entities issuing securities admitted to public trading.  Entities of the former BIG S.A. have classified their banking operations in accordance with the BBG Bank Chart of Accounts (“BPK BBG”), which is based on the Master Chart of Accounts introduced by the President of the NBP in Resolution No. 4/95 of 22 February 1995.  Entities of the former Bank Gdański S.A. have classified their banking operations in accordance with the BBG COMPANY CHART OF ACCOUNT, which is based on the 1986 Banking Chart of Accounts. All entities of BBG prepare a report of sub-accounts in accordance with the BPK BBG as at the balance sheet date.

II. Tangible and intangible assets

1. Tangible and intangible assets are recorded at cost or at the value resulting from their revaluation.

2. Depreciation rates applied by the Bank conform with the schedule of annual depreciation rates for tax purposes annexed to the Resolution of the Minister of Finance dated 17 January 1997, regarding the depreciation of tangible assets and amortisation of intangible assets as well as the revaluation of fixed assets.  The annual depreciation rate for computer systems is 30 per cent.

3. Depreciation is calculated using the straight-line method. 

4. Assets under construction are disclosed at their gross value and are not depreciated.

III. Receivables and liabilities

1. Receivables and liabilities are disclosed in the amount due.

2. In the financial statements, receivables are shown net of specific provisions.

IV. Repossessed assets
1. Repossessed assets are recorded in the amount of the debt underlying the assets or at the net realisable value, whichever is the lower. 

2. Provisions are established for the difference between repossessed assets and outstanding debt. 

V. Securities 

1. Debt securities – held for trading (short-term investments):

a) the following operations are performed not later than by the end of each month:

· for Treasury bills and fixed interest bonds (including ten year bonds with a variable interest rate) – discounts are settled on a constant yield basis;

· the Bank revalues one and three year bonds with a variable interest rate against their market price as at the balance sheet date.  This policy was in accordance with the existing accounting regulations when it was adopted and the Bank’s computer system calculated the revaluation in accordance with the then existing regulations;

· other debt securities are valued at cost adjusted for any discount or premium;

· accrued interest on bonds is determined using interest rate tables approved by the Ministry of Finance;

b) the sale of debt securities held for trading is recorded using the LIFO method.

2. Debt securities – long-term investments:

a) the following operations are performed not later than by the end of each month:

· for Treasury bills and fixed interest bonds (including  ten year bonds with a variable interest rate)  – discounts are settled on a constant yield basis;

· the Bank revalues one and three year bonds with a variable interest rate against their market prices as at the balance sheet date.  This policy was in accordance with the existing accounting regulations when it was adopted and the Bank’s computer system calculated the revaluation in accordance with the then existing regulations;

· other debt securities are valued at cost adjusted for any discount or premium;

· accrued interest on bonds is determined using interest rate tables approved by the Ministry of Finance;

b) the issuer redeems securities on their maturity.

3. Shares – held for trading (short-term investments):

a) shares are revalued at the end of each month at their current market price or cost, whichever is the lower.  Provisions are created for any decrease in their value.  Such provisions are calculated as the difference between the book value of the shares and their current market price;

b) sales of shares are settled at the weighted average carrying value of the securities as at the selling date.

4. Shares – long-term investments:

a) shares are revalued at the end of each quarter at their average stock exchange quotations for the last three months or cost, whichever is the lower.  Provisions are created for any permanent diminution in their value;

b) sales of shares are settled at the weighted average carrying value of the securities as at the selling date;

5. Shares in subsidiaries, associated companies and minority interests:

a) shares are revalued at the end of each quarter at their average stock exchange quotations for the last three months or cost, whichever is the lower.  Provisions are created for any permanent diminution in their value;

b) shares in subsidiaries, associated companies and minority interests that are not traded on the Stock Exchange are valued as at the annual balance sheet date.  Provisions are created for any permanent diminution in their value.  Such provisions are calculated as the difference between the current value of these shares and their purchase price.

VI. Assets and liabilities denominated in foreign currency

1. Foreign currency assets and liabilities which comprise balance sheet and off-balance sheet items are converted into zloty as at the balance sheet date at the average exchange rate for each currency established by the President of the NBP. 

2. At the end of each day, the balances of foreign currency accounts are automatically recalculated at the average exchange rate for each currency as established by the President of the NBP.

VII. Interest income

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

2. Interest on receivables classified as normal and due to the Bank in a current reporting period is disclosed as income.

3. Interest due but not received, from receivables reclassified as non-performing, is presented as suspended income and not recorded in the income statement until received.

4. Discount arising on purchased debt receivables is presented as income received in advance and recognised in the profit and loss account on an accrual basis. 

VIII. Interest cost

1. The interest cost is accrued to the last day of the reporting period. 

2. The interest payable for the reporting period is disclosed as a cost.

IX. Commission and fees 

Commission and fee income and costs are recognised in the income statement on a cash basis, i.e. when paid or received.

X. Provisions for non-performing receivables and general risk provision

1. The Bank creates specific provisions for loan receivables, purchased receivables, other assets under risk and off-balance sheet liabilities in accordance with the applicable laws and regulations in force. 

2. A general risk provision may be created in accordance with the Banking Law.

XI. Deferred tax provision

1. The Bank’s internal regulations regarding deferred tax provisions came into effect on 1 October 1995.

2. At the end of each month, a deferred tax provision is created to account for temporary timing differences in the amount of corporate income tax due in the next reporting periods.  These variances result from the difference in recognising income and expenses in the Accounting Law and the tax regulations. 

XII.
Value Added Tax (VAT)

The Bank does not deduct input tax from output tax.  The Bank pays VAT in respect of transactions other than banking operations.

XIII.
Costs of share issues 

The costs of issue of J-series shares have been included in intangible assets and will be amortised over a 5‑year period due to the fact that no share premium arose.

4. INFORMATION ON ADJUSTMENTS IN THE FINANCIAL STATEMENTS RESULTING FROM QUALIFICATIONS OF AUDITORS’ OPINIONS

There were no such qualifications.

5. 
INFORMATION ON COLLECTIVE DATA IN THE FINANCIAL STATEMENTS

BIG Bank GDAŃSKI S.A. does not have any internal organisational units which prepare their own financial statements. 

6. AREAS OF DIFFERENCE BETWEEN IAS AND THE BANK’S ACCOUNTING POLICY AS AT 31.12.2000 

1. Investment in debt securities - the Bank revalues one and three year bonds with variable interest (included in both the investment and trading portfolios) against their market value. Although this accounting treatment is allowed by International Accounting Standards, in order to be in compliance with IAS, the Bank records the investment portfolio at purchase cost and the trading portfolio at purchase cost or at market value. 

2. Commission – the Bank recognises all commissions in the income statement on a cash basis. For the purpose of the IAS financial statements commissions over PLN 1 million are recognised on an accrual basis. 

3. General banking risk reserve - in the IAS financial statements this is shown as a provision decreasing the assets of the Bank.

4. Higher level of cash and cash equivalents in the consolidated cash flow statement results from including debt securities held for trading maturing within 3 months in this item.

5. Suspended and capitalised interest – in the IAS financial statements these are eliminated from the balance sheet.

6. Deferred tax – in the IAS financial statements deferred tax has been recorded at a lower amount due to the above mentioned differences.

7. Different method of classification of the balance sheet and income statement items to bring the financial statements in line with IAS. 

A detailed explanation of the differences, together with their quantification, will be presented in the consolidated financial statements of BIG Group, in which the Bank is the dominant entity. 
NOTES

1. CONCENTRATION OF LENDING EXPOSURE TO ENTITIES, GROUPS AND INDUSTRIES FOR THE BIG GROUP (INCLUDING RISK ASSESSMENT)

a) by entity

Balance sheet exposure (loans, receivables and other securities) to clients (not including the public sector) and financial institutions which are not banks, together with entities of the BIG Group.

No.
Name
Amount in PLN million
Share in gross amounts due from clients

1.
Entity No. 1 
215 000
3,50%

2.
Entity No 2
213 116
3,47%

3.
Entity No 3
208 627
3,40%

4.
Entity No 4
196 388
3,20%

5.
Entity No 5
180 030
2,93%

6.
Entity No 6
169 530
2,76%

7.
Entity No 7
117 432
1,91%

8.
Entity No 8
114 787
1,87%

9.
Entity No 9
111 096
1,81%

10.
Entity No 10
109 588
1,78%

11.
Entity No 11
76 507
1,25%

12.
Entity No 12
72 619
1,18%

13.
Entity No 13
69 450
1,13%

14.
Entity No 14
66 328
1,08%

15.
Entity No 15
64 044
1,04%

16.
Entity No 16
63 188
1,03%

17.
Entity No 17
60 982
0,99%

18.
Entity No 18
60 981
0,99%

19.
Entity No 19
56 500
0,92%

20.
Entity No. 20
51 950
0,85%

Exposure to the largest clients of BIG Bank GDAŃSKI does not exceed 3,50% of the gross amounts due from clients.  There is no excessive exposure to a particular client.

b) by group

No.
Name
Amount in PLN 000’s
Share in gross amounts due from clients

1.
Group No. 1
313 819
5,11%

2.
Group No. 2
292 342
4,76%

3.
Group No. 3
241 319
3,93%

4.
Group No.  4
176 983
2,88%

5.
Group No. 5
137 193
2,23%

6.
Group No. 6
123 597
2,01%

7.
Group No. 7
81 385
1,33%

Exposure to capital groups does not exceed 5,50% of the gross amounts due from clients.  There is no excessive exposure to a particular capital group.

c) by industry

No. Name
Amount in PLN 000’s

Share in gross amounts 






due from clients

1. Financial intermediation


1 891 859


30,80 %

2. Wholesale and retail trade


   825 373


13,44 %

3. Households



   
   646 747


10,53 %

4. Metal processing, electrical

    engineering, automotive and 

    shipbuilding industry



   552 133


  8,99 %

5. Real estate rental and 

    management, lease of 

    plant and machinery, 

    other business services
  
   

  509 105


  8,29 %

6. Chemical and rubber industry


  329 912


 5,37 %

7. Construction



   
  306 552


 4,99 %

8. Transport
  



  274 339


 4,47 %




   

There is no excessive concentration of a particular branch of industry since the exposure of the Bank in respect of financial intermediation comprises mainly exposure to its largest clients and therefore the resulting risk is spread over thousands of leasing agreements concluded by those clients with entities from various industries.

2. 
FINANCIAL INSTRUMENTS

SWAP TRANSACTIONS

1. Within the scope of a swap transaction on 11.02.1997 (value date: 12.02.1997) the Bank sold by “out-of-session” Stock Exchange transactions, fixed-rate five-year Treasury bonds.  In return, the Bank received long-term foreign currency financing.  The transaction will be settled on the maturity dates of the Treasury bonds, i.e. on 12 February 2000 and on 12 February 2001.

2. Within the scope of a swap transaction on 11.01.1999 (value date: 13.01.99) the Bank sold PLN 44 440 000 (at 10,51% interest annually). In return, the Bank purchased EURO 11 000 000 (6-month EURIBOR + 25 bps).  The transaction will be settled on 12 October 2001.

3. Within the scope of a swap transaction on 11.01.1999 (value date: 13.01.1999) the Bank sold PLN 197 343 000 (at 10,65% interest annually). In return, the Bank purchased EURO 48 847 000 (6-month EURIBOR + 25 bps). The transaction will be settled on 12 June 2001.

4. Within the scope of a swap transaction on 23.02.1999 (value date: 02.03.1999) the Bank sold PLN 261 600 000 (at 10.25% interest annually).  In return, the Bank purchased EURO 61 355 000 (3-month EURIBOR).  The transaction will be settled on 2 March 2004.

5. Within the scope of a swap transaction on 27.10.2000 (value date: 31.10.2000) the Bank sold PLN  195 500 000 (6- month WIBOR). In return, the Bank purchased EURO 50 000 000 (6-month EURIBOR). The transaction will be settled on 31 October 2003. 

6. Within the scope of a swap transaction on 08.11.2000 (value date: 13.11.00) the Bank sold PLN  228 750 000  (6- month WIBOR). In return, the Bank purchased USD 50 000 000 (6- month LIBOR). The transaction will be settled on 13.11.2003.

7. Within the scope of a swap transaction on 09.02.2000 (value date: 11.02.2000, maturity date: 11.02.2003) the Bank made a placement and accepted a deposit in the amount of PLN 200 000 thousand.  Interest rate on a placement: 6- month WIBOR.  Interest rate on a deposit: 14.4% (fixed).

8. Within the scope of a swap transaction on 17.05.2000 (value date: 19.05.2000, maturity date: 12.02.2002) the Bank placed and accepted a deposit in the amount of PLN 300 000 thousand. Interest rate for placed deposit: 6-month WIBOR. Interest rate for accepted deposit: 17.75% (fixed).

9. Within the scope of a swap transaction on  22.12.2000 (value date: 19.12.2000, maturity date: 19.12.2005) the Bank placed and accepted a deposit in the amount of PLN 25 000 000. Interest rate for placed deposit: 14,1% (fixed). Interest rate for accepted deposit: 6-month WIBOR.

CURRENCY SWAP TRANSACTIONS (in PLN thousand)
Foreign currency is denominated in PLN (NBP rate as at 31 December 2000)




PLN

Foreign currency

buy

939 776

1 380 942


sale

343 677

1 939 276

OPTIONS  (in PLN and EUR thousand)

Date
Type of transaction
Rate


Price of option/premium 
Payment date
Amount
Maturity date
Settlement date

04.12.00
call
4.3978
EUR
06.12.00
EUR
04.01.01
08.01.01




37,5

25 564,6



Date
Type of transaction
Rate
Received premium
Amount
Payment date
Maturity date
Settlement date

04.12.00
put
4.3978
PLN
EUR
06.12.00
04.01.01
08.01.01




159,9
25 564,6




FUTURES (in PLN thousand)
According to the nominal value of the underlying instrument, foreign currency is denominated in PLN (NBP rate as at 31 December 2000).




PLN

Foreign currency

buy

11 673

3 801


sale

2 668

12 521

3.
CONTINGENT LIABILITIES 

In the reporting period 1.10.99. – 31.12.2000 BBG S.A. granted 1 740 guarantees and avals. As at 31.12.2000 these liabilities amounted to PLN 1 640 321 thousand.









31 December 2000 
- liabilities denominated in PLN:





1 611 672

- liabilities denominated in foreign currencies (PLN equivalent):
     
     28 649     

TOTAL (in PLN thousand):





1 640 321
Guarantees granted to subsidiaries: PLN 1 458 273 thousand

4.
LIABILITIES OF THE BANK TO THE STATE TREASURY OR A COMMUNE IN RESPECT OF ACQUIRED OWNERSHIP RIGHTS TO BUILDINGS AND STRUCTURES

There were no liabilities of the Bank to the State Treasury or a commune.

5.
DISCONTINUED ACTIVITIES

In the period 1.10.1999 - 31.12.2000 BIG Bank GDAŃSKI S.A. did not discontinue any of its activities.

6.
COSTS OF ASSETS UNDER CONSTRUCTION, TANGIBLE AND INTANGIBLE ASSETS

In the period 1.10.1999 - 31.12.2000 these costs amounted to PLN 61 067 thousand

7.
CAPITAL EXPENDITURE INCURRED AND PLANNED DURING THE 12 MONTHS FROM THE BALANCE SHEET DATE

In the period from 1.10.1999  - 31.12.2000 this expenditure comprised: 

· incurred PLN 61 067 thousand,

· planned – an investment plan  for the nearest 12 months has not been approved till the date of the preparation of  the financial statements. 

8.
TRANSACTIONS BETWEEN THE ISSUER AND RELATED PARTIES

8.1.  BIG BANK SA


In the period 1.10.1999 - 31.12.2000 the Bank continued the restructuring programme adopted for BIG BANK S.A.  This programme is based on a trilateral agreement between the NBP, BIG S.A. and the former Łódzki Bank Rozwoju S.A.  The following transactions have been realised in accordance with the agreement:

Subordinated loans


Subordinated loans of:

- PLN 20 million granted for the periods 2 November 1993 to 30 October 2008; interest 1% p.a.

- PLN 30 million granted for the period 2 November 1993 to 30 October 2008; interest: 50% of the current Lombard rate,

were paid by BIG BANK S.A. on 21 December 1999 and the capital of BIG BANK S.A. was increased by PLN 50  million on 11 January 2000.

Guarantee for bonds

A guarantee was granted in respect of an issue of bonds by BIG BANK on 4 November 1993.  The issue covered 246 long-term bonds with a nominal value of PLN 100,000.00 each and a 15-year term to maturity (annual dividend of 1%).  BIG S.A. has irrevocably guaranteed to each purchaser of the bonds that it would redeem all the bonds and pay out the dividend due in accordance with the terms and conditions of the issue. 


On 5 November 1999, the National Bank of Poland purchased another promissory note of BIG BANK S.A. for PLN 81 312,1 thousand, which is payable on 5 November 2000 and guaranteed by BIG Bank GDAŃSKI S.A.


On 5 November 2000, the National Bank of Poland purchased another promissory note of BIG BANK S.A. for PLN 81 095,3 thousand which is payable on 5 November 2001 and guaranteed by BIG Bank GDAŃSKI S.A.

Revolving credit


Revolving credit granted to maintain the current liquidity of BIG BANK S.A.  The table below shows the balance of amounts due from BIG BANK S.A. to BIG Bank GDAŃSKI S.A. in respect of this credit facility as at the end of each month in the period 1.10.1999  - 31.12.2000 




       (mm PLN)

October 1999

62

November 1999

57

December 1999

  1

January 2000

  0

February 2000

  6

March 2000

  0

April 2000

  5

May 2000

  0

June 2000

  0

July 2000

  7

August 2000

  4

September 2000

  0

October 2000

  0

November 2000

  0

December 2000

  0

Auxiliary account

BIG Bank GDAŃSKI S.A. has maintained an auxiliary account of BIG BANK S.A. to clear mutual transactions.  As at 31 December 2000 the auxiliary account comprised the following balances:

BIG Bank GDAŃSKI – Head Office
PLN 95 968,6 thousand

Deposits


In accordance with the provisions of the trilateral agreement on the restructuring of the former ŁBR S.A., and in accordance with the terms and condition of the Restructuring Programme, BIG Bank GDAŃSKI S.A. has accepted the long-term money surpluses of BIG BANK S.A. as one-year deposits. Such a deposit bears interest equal to the yield on a 52-week Treasury bill fixed during the last auction held in the primary market prior to the date of the deposit being made The interest on monthly deposits is calculated according to the average rate of WIBOR+WIBID on the date of transaction.  From 15.09.2000 BIG Bank GDAŃSKI S.A. accepts only monthly deposits calculated according to the rate of WIBOR The table below shows the balances of deposits accepted by BIG Bank GDAŃSKI S.A. from BIG BANK S.A. in the consecutive months of the financial period 1.10.1999  - 31.12.2000 




           (mm PLN)

31 October 1999
5 404

30 November 1999

5 470

31 December 1999

5 548

31 January 2000


6 062

28 February 2000


6 023

31 March 2000


6 776

30 April 2000


6 600

31 May 2000


6 549

30 June 2000


7 676

31 July 2000


7 166

31 August 2000


7 595

30 September 2000

7 950

31 October 2000


8 391

30 November 2000

8 455

31 December 2000

8 241

Transactions on bonds

In the current financial year, BIG BANK S.A. concluded purchase/sale transactions of Treasury bonds with BIG Bank GDAŃSKI S.A for the total amount of PLN 1 320 595,6  thousand.

8.2. Transactions with other related parties



Pursuant the agreement of 23 June 1995 together with the annexes of 25 July 1995 as well as 10 April 1997, BIG Bank GDAŃSKI S.A. has granted a subordinated loan of 12.5 million to DOM MAKLERSKI BIG BG for the period to 1 May 2002 with the following interest rate: 3-month WIBOR plus 3% for the period 1 October 1996 to 30 April 1997; and yield of 13-week Treasury bills less 3% for the period 1 May 1997 onwards.


On 12 April 1998 the Bank took over a subordinated loan of PLN 20.25 million granted by the former Bank Gdański S.A. on 29 April 1997 for the period ended 1 May 2002 with the following interest rate (as provided for in the annexe of 27 August 1998): yield of 13-week Treasury bills less 3% from 30 April 1997 to 31 July 1998; and yield of 13-week Treasury bills less 3.2% from 1 August 1998 to 30 September 1999.

Schedule of all transactions between BIG Bank GDAŃSKI S.A. and its subsidiaries in the period 1.10.1999 – 31.12.2000  (in PLN thousand)

ASSETS

Amounts due from other financial institutions

1 722 260

Amounts due from clients and the public sector

1 246 286

Shares in consolidated subsidiaries



   557 919

Debt securities



       

       2 204

Other assets, including:




   333 248

Contributions to capital




   333 014

LIABILITIES

Amounts due to other finncial institutions


 8 449 959

Amounts due to clients and the public sector
           

           123

Accruals and deferred income


    
    168 347

INCOME STATEMENT

· interest income




    206 856

· commission income




      62 836

· other operating income



        3 163

· interest expense




 1 445 932

· commission expense




        1 818

· overhead costs




        5 782

9.
JOINT VENTURES
In the period 1.10.1999  - 31.12.00 there were no joint ventures.

10. AVERAGE EMPLOYMENT FOR THE PERIOD 1.10.1999 - 31.12.2000  

Employment:

Full time employees/equivalent
4 022 





including management:

full time employees/equivalent
   138 





11.
REMUNERATION

Remuneration of the Management Board of BIG BG S.A.

PLN 19 640 thousand

Remuneration of the Management Board of BIG BG S.A.



· received in BIG BANK S.A.



       
PLN 10 thousand




Remuneration of the Bank Council of BIG BG S.A.

     
PLN 899 thousand  

Remuneration of the Bank Council of BIG BG S.A.

· received in the Bank Council of BIG BANK S.A.

PLN 240 thousand     

12.
ADVANCES, LOANS AND GUARANTEES GRANTED TO THE MEMBERS OF THE MANAGEMENT BOARD AND SUPERVISORY BODIES

One loan amounting to  PLN 2 thousand

Interest rate for these loans – 3-month WIBOR; repayments have been made as scheduled.

13. significant events

13.1. There were no events relating to prior years which had not been included in the previous financial statements.

13.2. Information on significant PRIOR YEAR events included in the financial statements for the current period

PZU Share Purchase Investment 

· On 5 November 1999 the PZU S.A. sales purchase agreement was entered into by the State Treasury of the Republic of Poland, Eureko B.V. and BIG Bank GDAŃSKI S.A. (Agreement), on the basis of which BIG Bank GDANSKI S.A. committed to purchase, in its own name or in favor of its subsidiary  863,523 series A shares of PZU S.A. (Company) constituting 10% of the share capital of PZU S.A. for a total price of PLN 1,006,004,295 from the State Treasury of the Republic of Poland. BIG Bank GDANSKI S.A. and Eureko B.V. undertook a number of long-term liabilities for the sake of PZU S.A.’s development. In the agreement the investors committed themselves – among other things - to refrain from selling acquired PZU S.A. shares for at least five years. The investors also committed to retaining the Company’s earnings in 1999 and 2000 to designate them for investment and development purposes and to carry out the development program. 

The investors also undertook a number of obligations towards the Company’s employees and its major subsidiaries: PZU Life S.A. and PTE PZU S.A., concerning the maintenance of the Company’s headcount at the level as of the Agreement date, to raise salaries and to provide employees with professional skills improvement training. The investors committed to cooperate with the Minister of the State Treasury to float PZU S.A.’s shares for public trading prior to the end of 2001.

· On  9 November 1999 BIG Bank GDAŃSKI S.A. transferred to BIG-BG INWESTYCJE S.A., a subsidiary of the Bank, ownership of all the PZU S.A. shares acquired under the Agreement. The transfer of these shares was executed in conformance to the provisions of the Agreement entered into by the Bank and the State Treasury. The shares forming the subject matter of the aforementioned agreements constitute 10% of PZU S.A.’s share capital and give the right to 863,523 votes at the PZU S.A.’s Shareholders Meeting, which represents 10% of the votes at this meeting.

· The PZU S.A. shares purchased by BIG-BG INWESTYCJE S.A. are a long-term equity investment. The PZU S.A. share purchase financed by BIG Bank GDANSKI S.A. was carried out with funds provided by BIG-BG INWESTYCJE S.A. in the amount of PLN 1,006,004,295. The amount provided by BIG-BG INWESTYCJE S.A. formed the own funds of this entity. 

Upon the acquisition of the PZU S.A. shares BIG-BG INWESTYCJE S.A. assumed all the rights and duties prescribed by the agreement entered into with the State Treasury and the Bank notwithstanding the liability of BIG Bank GDAŃSKI S.A. following from the Agreement.

· On 10 November 2000 the Ministry of the State Treasury submitted a motion with the Court to invalidate the PZU S.A. sales purchase Agreement for a 30% shareholding with the Eureko and BIG Bank GDAŃSKI S.A. Consortium dated 5 November 1999. 

· In its decision of  27 November 2000 the District Court in Warsaw dismissed the motion filed by the State Treasury – the Minister of the State Treasury to issue an injunction against BIG Bank GDAŃSKI S.A. and EUREKO B.V. to establish the invalidity of the agreement dated 5 November 1999 by prohibiting EUREKO B.V. and BIG Bank GDAŃSKI S.A. from selling the shares covered by the Agreement, exercising the voting rights attaching to these shares and collecting the dividend on them until the proceedings on this case are completed. The justification of the decision shows that the Court did not find grounds to establish the requested injunction.

· On 30 November 2000 a call and put option agreement concerning the sale of PZU S.A. shares was entered into between BIG BG Inwestycje SA – a subsidiary of BIG Bank GDAŃSKI SA and Eureko B.V. According to this agreement, for 14 months from the date of signing this agreement, Eureko B.V. will be vested with the right to purchase from BIG BG Inwestycje SA 431,761 shares of PZU S.A. stock, which corresponds to 5% of the share capital of PZU S.A. (call option). At the same time, over the period stated above, BIG BG Inwestycje S.A. will be vested with the right to sell the foregoing shares to Eureko B.V. According to the agreement BIG BG Inwestycje SA is vested with the right of terminating the agreement by giving 45 days notice. In this event, provided that Eureko B.V. does not exercise its right to purchase the shares during the notice of termination period, BIG BG Inwestycje SA shall be obliged to remit indemnification equal to 1% of the shares sale price. According to the PZU S.A. Share Purchase Agreement dated 5 November 1999 entered into with the State Treasury the transfer of 5% of the shares of PZU S.A. may be conducted without the consent of the State Treasury provided that as a result of the transaction the Consortium will still hold a 30% shareholding, with Eureko B.V. holding 25% and BIG Bank GDAŃSKI  S.A.  holding 5%. 

The Bank’s Shareholders Meetings

· The Shareholders Meeting convened for 28 January 2000 did not adopt any resolutions in the matters relating to the agenda of the Ordinary Shareholders Meeting after completing the financial year. The many hours spent at the Shareholders Meeting were primarily dedicated to procedural activities and ascertaining the rights of the shareholders to participate in the Shareholders Meeting. In connection with the doubts as to the extent of the right of some shareholders to participate in the Shareholders Meeting and in connection with the appointment of an international expert by the Management Board to investigate the ties between some shareholders, the Shareholders Meeting adopted a resolution to interrupt the meeting for two weeks, i.e. until 11 February 2000. Before the Shareholders Meeting adopted the resolution to suspend the meeting, resolutions were adopted to dismiss all the Supervisory Board members during their current term of office and to appoint a totally new Supervisory Board. Only the candidates put forth by Deutsche Bank and the group of shareholders supporting the former received seats in the new Supervisory Board.

· On 7 February 2000 the Bank received the decision of the District Court in Warsaw, the 20th Business Division dated 4 February 2000 to issue an injunction, prior to pursuing the claim, on the invalidation of the resolution adopted by the BBG S.A. Shareholders Meeting, by suspending the performance of the resolution adopted on 28 January 2000 at the BBG S.A. Shareholders Meeting in Warsaw, by the power of which Bank’s new Supervisory Board was elected. The justification given by the Court showed that the Supervisory Board elected during the first part of the Shareholders Meeting on 28 January 2000 cannot undertake any legal actions with effect, including the dismissal and appointment of the Bank’s Management Board members.

· On 11 February 2000 the Bank’s Shareholders Meeting continued the meeting interrupted on 28 January. The Shareholders Meeting adopted the resolutions in the agenda to approve the Bank’s financial statements, to exonerate the Bank’s governing bodies on the performance of their duties and to distribute earnings as well as to make amendments to the Articles of Association according to the draft versions presented by the Management Board. Moreover, the Shareholders Meeting adopted a resolution to elect a 19-person Supervisory Board. 18 persons were elected to the Supervisory Board in group voting while one person was elected in non-group voting.

· On 22 February 2000 the meeting of the Supervisory Board elected in group voting at the Shareholders Meeting was held. The Supervisory Board elected Hubert Janiszewski to be the Supervisory Board Chairman, Richard Steinig to be the Supervisory Board Deputy Chairman and Bogdan Dzudzewicz to be the Supervisory Board Secretary. Moreover, the Supervisory Board adopted resolutions to make changes to the Bank’s Management Board.

· On 23 February 2000 the Bank received the decision handed down by the District Court in Warsaw, the 20th Business Division dated 22 February 2000 to issue an injunction on the invalidation of the resolutions adopted by the BBG S.A. Shareholders Meeting by suspending the performance of the resolutions to elect the Supervisory Board members in voting with effect from their adoption. In its justification the Court emphasized that the probability has been established that the Supervisory Board elections conducted in group voting were carried out in violation of the provisions of law. Moreover, the Court shared the reality of the fears expressed by the applicants that the "lack of an injunction against the performance of defective resolutions would lead to irreversible effects.

· Evident legal consequence of this decision was  the invalidity of all  the resolutions adopted by an incorrectly appointed  Supervisory Board on 22 February 2000. 

· On 1 August 2000 an Extraordinary Shareholders Meeting of BIG Bank GDAŃSKI S.A. was held which adopted a resolution to merge BBG S.A. and BIG BANK SA. by transferring all of the assets of BIG BANK SA to the Company in exchange for the shares which the Company will issue to the shareholders of BIG BANK SA. 

· The decision dated 11 October 2000 handed down by the 20th Business Division of the District Court in Warsaw invalidated the resolution adopted by the BBG S.A. Shareholders Meeting adopted on 11 February 2000 in the matter of electing all the Supervisory Board members in group voting.

BG Leasing Subsidiary

· On 20 April 2000 BG Leasing S.A. filed an application with the District Court in Gdańsk at the 12th Business Division to open composition proceedings for BG Leasing S.A. with its registered offices in Gdańsk.

PTE (Pension Fund Company of BBG S.A.)

· According to the UNFE (Office of Supervision over Pension Funds) permit, on 5 May 2000 BIG Bank GDAŃSKI S.A. and EUREKO B.V. with its registered offices in the Netherlands entered into an agreement to sell the shares of the BIG Bank GDAŃSKI S.A. Pension Fund Company ("PTE"). By the power of this agreement the parties resolved in particular that Eureko sells, on the day when the agreement is concluded, to BIG Bank GDAŃSKI S.A. the 58,500 series A-D shares issued by the PTE representing a total of 45% of PTE’s share capital for a price calculated at the book value of these shares, i.e. PLN 148 per 1 share. The total par value of the shares purchased is PLN 58,5 million.

· On 12 December 2000 BIG Bank GDAŃSKI S.A. Pension Fund Company – a subsidiary of BIG Bank GDAŃSKI S.A., received the decision of the Court of Registration to register on 7 December 2000 the increase in the share capital of PTE BIG Bank GDAŃSKI S.A. up to PLN 130,2 million. BIG Bank GDAŃSKI S.A. holds 130,200 shares of PTE BIG BBG S.A. stock, which constitutes 100% of its share capital. 

Changes to the Shareholding Structure

· On 9 June 2000  the Bank received information from M+P HOLDING S.A. with its registered offices in Switzerland that M+P HOLDING S.A. held 22,926,139 shares of our Bank’s stock which represented 5.3995% of the share capital and gave  right to exercise 22,926,139 votes at the Shareholders Meeting, which represented 5.3995% of votes at the Bank’s Shareholders Meeting.

· On 12 June 2000 the Bank received information from Carothers Trading Limited with its registered offices in Nicosia Cyprus, 1 Costaki Pantelides Avenue that Carothers Trading Limited held 38,164,104 shares of our company’s stock. The quantity of shares held by Carothers Trading Limited represented 8.988% of BBG’s share capital and gave it the right to exercise 38,164,104 votes at the Shareholders Meeting, which represented 8.987% of the maximum number of votes at the Company’s Shareholders Meeting.

· On 12 June 2000 the Bank received information from Achmea Holding NV with its registered offices in the Netherlands that Achmea Holding NV held 42,411,578 shares of the Bank which represented 9.99% of BBG’s share capital and gave it the right to exercise 42,411,578 votes at the Shareholders Meeting, which represented 9.99% of the votes at the Bank’s Shareholders Meeting.

· On 12 June 2000 the Bank received information from Banco Comercial Portugues with its registered offices in Porto, Portugal, about BCP’s acquisition on 12 June 2000 of 21,230,000 shares of BBG stock. As a result of this transaction BCP holds 84,851,973 shares of BBG stock, which represents 19.98% of BBG’s share capital and gives it the right to exercise 84,851,973 votes, which represents 19.98% of the Bank’s Shareholders Meeting.

· On 27 November 2000 the Bank received information from EUREKO B.V. with its registered offices in Amsterdam, the Netherlands, that EUREKO B.V. held 42,423,261 shares of BBG stock, which represented 9.99% of the share capital and gave the right to exercise 42,423,261 which represented 9.99% votes of the Shareholders Meeting of BIG Bank GDAŃSKI S.A.

· On 27 November 2000 the Bank received information from PRIORY INVESTMENTS CORP with its registered offices in Belize City, Belize, that PRIORY INVESTMENTS CORP held 34,719,726 shares of BBG stock, which represented 8.17% of its share capital and gave the right to exercise 34,719,726 votes, which represented 8.17% of votes at the Shareholders Meeting of BIG Bank GDAŃSKI S.A. 

Other Events

· On 9 August 2000 the  BIG Bank GDAŃSKI S.A. Management Board provided notification that in connection with the merger of BIG Bank GDAŃSKI S.A. and BIG BANK S.A., an agreement was entered into between BIG Bank GDAŃSKI S.A. and the National Bank of Poland in the matter of continuing NBP’s assistance to support the sanation actions of the BIG BANK S.A. banking business according to the terms and conditions established in the memorandum of understanding entered into by the National Bank of Poland, Łódzki Bank Rozwoju SA in Łódź and Bank Inicjatyw Gospodarczych SA in Warsaw in the matter of restructuring ŁBR SA dated 13 October 1993 and subsequent annexes to this memorandum of understanding. The memorandum of understanding entered into now envisages that the assistance designated up till now for BIG BANK S.A. (formerly ŁBR SA) shall be due to BIG Bank GDAŃSKI S.A., after the bank merger, to the same extent and according to the same conditions as the ones extended to BIG BANK S.A. 

· During the past financial year the Bank continued the performance of the Millennium Retail Banking Network project conducted jointly with Banco Comercial Portugues S.A. The description of this project may be found in the section concerning the Bank’s development strategy.

Agreement about Millennium

· On 29 December 2000 BIG Bank GDAŃSKI S.A provided notification that BIG Bank GDAŃSKI S.A. and BIG BANK, a subsidiary of BBG entered into an agreement with Banco Comercial Portugues SA (BCP), by the power of which BBG repurchased for Pln 530.8 million from BCP the right to 45% of the Millennium Retail Project conducted within the framework of BIG BANK. As a result of this transaction the sole owner of the Millennium Project is BBG. 

This payment shall be made in one installment on 31 December 2003 and it will not be encumbered with any interest from the agreement signing date until the date of payment, and its performance shall constitute the final payment of mutual rights, duties and settlements between the parties to the Millennium agreement.

13.3. Information on subsequent events not included in the financial      statements
· On 5 January 2001 the District Court for the Capital City of Warsaw deleted BIG BANK S.A. from the commercial registry conducted by this court as a result of the merger between BIG Bank GDAŃSKI SA and BIG BANK S.A. based on the resolutions adopted by the Shareholders Meetings of these two banks held on 1 August 2000 and 10 August 2000, respectively.

According to these resolutions the merger was carried out under the course prescribed by article 463 section 1 of the Commercial Code, i.e. by transferring all of the assets of BIG BANK S.A., as the bank being acquired, to BIG Bank GDAŃSKI S.A., as the acquiring bank, in exchange for shares of BIG Bank GDAŃSKI S.A. stock, which will be issued by BIG Bank GDAŃSKI S.A. to the shareholders of BIG BANK SA. This merger was conducted according to the balance sheets drawn up as of 30 June 2000.

Since BIG Bank GDAŃSKI S.A. held roughly 99% of the capital of BIG BANKU S.A., the merger was conducted without raising the share capital in conformance to article 464 paragraph 3 of the Commercial Code. According to the exchange parity adopted in the merger resolutions, 2 shares of BIG Bank GDAŃSKI S.A. stock will be awarded for every share of BIG BANKU S.A. stock. The Management Board of BIG Bank GDAŃSKI S.A. designated 22 January 2001 as the time for commencing the issuance of shares of BBG stock to the shareholders of BIG BANK S.A., about which the shareholders of BIG BANK S.A.were notified by mail and by public announcement.

In conformance to the binding provisions, at the time when BIG BANK S.A. was deleted, BIG Bank GDAŃSKI S.A. assumed all the rights and duties of BIG BANK S.A.

· On 26 January, 2001 the Supreme Court dismissed a cassation of Grzegorz Jedamski from the verdict of the District Court in Łódź adjudictating to the benefit of the former BIG BANK S.A. the amount resulting from the agreement of 15 January, 1992. The verdict is valid. 

14. 14. SOURCE AND UTILISATION OF FUNDS

 (in PLN thousand)

REGION
FUNDS UTILISED
FUNDS OBTAINED

Zachodniopomorskie

   511 668



     42 312
Pomorskie


1 942 808



2 249 951

Podlaskie


     56 666



     25 341

Łódzkie



     64 918



     23 616

Śląskie



     42 321



       7 938

Kujawsko-pomorskie

   125 357



     16 314
Mazowieckie


2 911 645



   546 718

15. RELATIONS WITH A LEGAL PREDECESSOR, ACQUISITION OF ASSETS, LIABILITIES AND EQUITY

In the period from 1.10.1999  - 31.12.2000. there were no mergers or acquisitions.
16. The financial statements and the comparative financial data (at least for main items of the balance sheet and the income statement) adjusted by the relevant inflation index, with presentation of the source of this index and its applications, assuming that the period of the last financial statements is the base period – if the last three years of operations of an issuer were influenced by a high inflation rate (above 20 per cent annually).

In the relevant period inflation did not exceed 20 per cent annually.

17. CHANGES IN THE ACCOUNTING POLICIES USED COMPARED WITH THE PRIOR PERIOD

In the period from 1.10.1999 - 31.12.2000 the accounting policies were not changed.
18. LIST OF CHANGES ENABLING COMPARABILITY OF DATA FROM THE FINANCIAL STATEMENTS FOR THE CURRENT FINANCIAL YEAR AND THE PRIOR YEAR

Adjustments made in the balance sheet for the period 1.10.1998 – 30.09.1999, in the note ”Securities, shares and participation units – investment portfolio (by marketability)”:


Financial statements  for the period

1.10.1998 – 30.09.1999
Adjustment in respect of reclassification of bonds of Rafineria Gdańska
Adjustment in respect of reclassification of State Treasury restructuring bonds 
Financial statements  for the period

1.10.1999 – 31.12.2000

 Limited marketability, p. b):

· carrying value

· adjustments

· purchase cost
397 796

3 483

394 313
+75 085

+881

+74 204
-112 597

-2 836

-109 761 
360 284

1 528

358 756

Unlimited marketability, not listed on stock exchanges and on the regulated over-the-counter market p. b):

· carrying value adjustments 

· purchase cost
75 085

881

74 204
-75 085

-881

-74 024
+112 597

+2 836

+109 761
112 597

2 836

109 761

Adjustments made in the profit on sale of debt securities in the income statement and the respective notes for the period 1.10.1998 – 30.09.1999:


Financial statements  for the period

1.10.1998 – 30.091999
Adjustment
Financial statements  for the period

1.10.1999 – 31.12.2000

Interest income
1 469 068
- 142 579
1 326 489

Note „Interest income”

From securities p. a)
523 241
- 142 557
380 684

Other – from restructuring bonds
25 024
-22
25 002

Profit on financial operations
48 942
+ 142 579
191 521

Note „Profit on financial operations”

Profit on financial operations on securities 
8 709
+ 142 579
151 288

19. AVERAGE INTEREST RATES ON LOANS AND DEPOSITS

In the period from 1.10.1999 – 31.12.2000 BIG Bank GDAŃSKI S.A. applied the following interest rates:

· loans

· PLN
19,73%


· USD
  6,46%

· DEM
  4,28%

· deposits

· PLN
12,33%

· USD
  3,93%

· DEM
  2,30%

20. LEGAL GROUNDS AND JUSTIFICATION FOR EXEMPTION FROM CONSOLIDATION UNDER SEPARATE REGULATIONS

BIG BANK GDAŃSKI S.A. prepares consolidated financial statements.

21. THE MAIN ITEMS OF THE INCOME STATEMENT FOR THE PERIOD 1.10.1998-31.12.1999 (15 MONTHS)

I. Interest income







1 692 300

II. Interest expense






1 354 806

III. Net Interest income (I-II)





   337 494

IV. Commission income






   317 851

V. Commission expense






     52 921

VI. Net commission income (IV-V)




   264 930

VII. Income from shares and other securities




     51 123

VIII. Profit on financial operations





   223 819

IX. Foreign exchange result





   134 254

X. Profit on banking activities (III+VI+VII+VIII+IX)


1 011 620

XI. Other operating income





     14 784

XII. Other operating expense





     45 095

XIII. Overhead costs






   398 681

XIV. Depreciation and amortisation





     53 231

XV. Provisions and write-downs





   269 231

XVI. Release of provisions and reversal of write-downs


   121 231

XVII. Net provisions (XVI-XV)




               - 148 018

XVIII. Operating profit X+XI-XII-XIII-XIV=XVII)


   381 379

XIX. Net extraordinary gains




                            5

XX. Profit before tax (XVIII+XIX)




   381 384

XXI. Corporate income tax





   138 746

XXII. Net profit (XX-XXI)





   242 638

22. ADDITIONAL INFORMATION

· Na wniosek Of General Inspectorate of Banking Supervision (GINB) the Bank created a provision for an engagement in PTE BIG BG S.A. as at 31 December 2000 in the amount of PLN 10 950 thousand. The Management Board believes that the valuation is fair.

· In the income statement the item „Net profit for 12 months” (2000) includes profit for 15 months of the financial year,

· In the „Selected financial items” (2000)” the foreign exchange rates for EURO were as follows: for positions of the balance sheet: 3,8544 – as at 31.12.2000, for positions of the income statement 4,0646 – average rate from the last day of each of the 15 months of the financial year. 

The following notes were not presented in the current financial statements: 4, 10A, 10B, 10C, 13D, 14A, 16A, 18B, 18C, 19, 20A, 20B, 20C, 24A, 28, 44,47
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