Dear Sir/Madame,

The year 2002 closes a very important stage of our Bank’s development. This was a period of finalising the major part of the activities connected with our Bank’s restructuring programme, the most important elements of which being the implementation of a new operational system, centralisation of the support function and transformation of the sales network. As a result of all the changes conducted in recent years the Bank changed its name from BIG Bank GDAŃSKI S.A. to Bank Millennium S.A. The name, as shown by our Client survey, is more adequate in rendering the character and values of our Bank’s offer. Moreover, the change, important as it is from the strategic, business and marketing point of view, demonstrates that we are ready to embark upon a new phase in our development.

Among the external factors the slowdown of economic growth had a critical impact on last year’s activity of the Bank, as well as the whole banking sector. This could be sensed in all the fields of Bank operations, brought about a drop in individual Client’s propensity to save and deterioration of  the economic standing of part of the companies. For the Bank it implied the necessity to maintain conservative provisioning standards. For prudential reasons in 2002 the Bank established additional specific provisions and maintained the general reserve at the level of 1.5% of standard loans to corporates and mortgage loans and 2.5% for standard retail loans, thus improving its security level.

Despite the tough macroeconomic situation the Bank increased its lending by 23.6% on the previous year, while its consolidated net interest income went up 13.7% within the same period, and net income from banking operations improved 34.7%. Moreover, the Bank maintained last year a high interest margin (4.3%).

Client segmentation, as introduced in 2001, and creation of four specialised business lines – Millennium, Millennium Biznes, Bank Millennium PRESTIGE and Bank Millennium Bankowość Przedsiębiorstw (corporate banking) to service thus segmented Clients, was well received by the market. Having introduced in 2002 a modern operational platform uniform for all business lines the Bank now has the possibility of expanding its offer and systematically increasing Client service quality, with improved controls. All Bank Clients can now use the nation-wide network of branches supplied with a fully-centralised system enabling their real-time servicing, in all the branches according to a uniformly high service standard. This allowed the Bank to modify and modernise its business offer provided by particular business lines and gain new possibilities relating to the cross-selling of financial and insurance services. Particularly important was the co-operation with companies within the Group: BEL Leasing (leasing) and FORIN (factoring), whose offer supplemented the package of the Bank’s business proposals.

Moreover, last year saw major transformations in the Bank’s sales network. Thanks to organisational and technological changes in the field of Client servicing it was also possible to bring forward the process of its transformation. To this end an analysis was performed of work effectiveness and quality at particular branches and assessment of the extent of Client acceptance with respect to all the sites. As a result of the analysis the Bank opened in 2002 45 branches (37 Millennium and 8 Millennium PRESITGE) in new, more attractive sites and adjusted 51 branches and operational centres to new operational and visual standards. Moreover, 53 branches were closed (26 traditional Bank branches and 27 Millennium branches). At year-end 2002 the Bank serviced its Clients from 300 Millennium branches (of which 154 with the „Biznes” function for small enterprises), 17 Millennium PRESTIGE branches, 21 Regional Client Relationship Centres for SMEs and 25 operational branches for this Client segment.

Changes in Client relationship procedures and sales reorganisation were accompanied  by a broad-based programme of training and reallocation of human resources. This was part of the steps taken to improve the quality of our Client service. 2041 employees have been trained and prepared to work with the new system, while specialised additional training covered 5451 employees.

As of 31st December 2002 Millennium Bank Group had 5046 employees, which means the reduction of employment compared to year-end 2001 by 1511 persons, or 23%.

Bank Millennium’s year 2002 net earnings of  PLN 183.9 million, much better than in 2001, demonstrate initial effects of the implemented restructuring programme. Return ratios have also considerably improved: return on assets (ROA) stood at 0.95%, return on equity (ROE) at 11.4%, while earnings per share went up from PLN 0.05 in 2001 to PLN 0.22 in the current year. The effective implementation of the restructuring programme, quantitative and qualitative scale of changes with a simultaneous implementation of business tasks points to vast opportunities of improving the quality and effectiveness of Bank Millennium activities in the near future.
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