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Macroeconomic background of the Business of Bank Millennium Group in 12 months of the 2002 financial year

2002 was slightly better for the Polish economy as compared with the previous year. Positive events included considerable improvement in macroeconomic foundations, i.e. decrease of inflation pressure, and reduction of the current account payment balance deficit. Further increase in unemployment, weak economic growth and lack of significant progress in reforming public finance were the main negatives.

Beginning with Q1, Polish economy gradually accelerated, mainly in result of restoring internal demand, primarily due to the relatively high consumer demand dynamics (increase by 3.2%) and export expansion of Polish corporations (increase by almost 5%). Both the old and the new estimates of the gross national product, adjusted after methodology changes introduced by GUS (to meet Eurostat requirements), point to lack of a technical recession in the Polish economy, However, the annual GNP growth rate decreased to less than 1% between Q2 2001 and Q2 2002, and hit the bottom in Q4 2001. Slower economic growth was due primarily to fall in investment demand. The decrease in investment outlays on national level has been estimated at more than 15% for the 1001-2002 period. Depleted economic activity, reduction in investment outlays have led to lower demand for import of goods and services. Together with strong exports, this further improved the current account payments balance position.

Two years of low economic growth had reduced labor demand. The overall number of employed in the economy in 2002 (with the “gray” zone) is some 600,000 smaller than in 1999, and the average unemployment rate (BAEL system) increased to more than 20%, becoming highest among the OECD member countries. Increased unemployment has led to dramatic changes in the labor market. In result, wages growth at end of 2002 was the slowest from beginning of economic transformations. At the same time, increased productivity has reduced unit labor costs, meaning that the surplus obtained could be used by the entrepreneurs to reduce prices accordingly (important at this stage of the economic cycle) or to finance new projects.

Low wage inflation, weak domestic demand, improved foreign trade position (better terms of trade) and second in a row good harvest in agriculture allowed reduction of inflation to a record low (from 3.6% in 2001 to 0.8% in December). Other inflation indices, particularly deflators: GNP (the most general measure of inflation), domestic demand and individual consumption also reached record low levels. In Q3 the GNP deflator increased by 0.7% as compared with the previous year. Surprisingly low inflation led to real increase in purchasing power of consumers.

Weak economic growth, much lower inflation, along with the very conservative 2002 budget policy assumptions helped to stabilize public finance. Increase of budget deficit for 4.3% GNP in 2001 to 5.1% GNP in 2002 did not stimulate internal demand, not threatening macroeconomic foundations. The related thereto increased demand for loans was satisfied at a relative low cost due to strong demand for bonds, treasury bills and increased credit offering.

This was helped by monetary policy which became less restrictive, and particularly due to the 8 successive basic interest rate reductions (475-675 bp in total). The NBP deposit rate was also decreased, from 7.5% to 4.75%. In result average deposit interest rate for current accounts fell from 2.4% at end of 2001 to 0.5%, and for term deposits from 8% to about 5%. When the 20% tax on income from deposits is deducted, profitability of savings considerably decreased. This was seen best in term deposits, which were by 12.3% lower in November as compared with the previous year. The principal monetary aggregate M3 was 2.3% lower at the end of 2002 as compared with the previous year.

Slowdown of the economy had reduced demand for credit from the corporate sector and households, but to an extent lower than fall in credit dynamics. Continuation of this trend in the future could threaten liquidity of the banking sector. Two years of weaker economic activity has deteriorated quality of the credit portfolio. Only economic upturn and prudent economic policy can lead to material improvements in this respect.

Discussion of the Basic economic and financial values, description of the factors and events of major influence on the issuer’s operations 

The Management Board of Bank Millennium S.A. (“the Bank”) hereby announces that in the financial year of 2002 (from 1 January to 31 December 2002), the consolidated net profit of the Bank Millennium Capital Group (“the Group”) reached PLN 183.9 million. 

To compare, the consolidated net profit of the Group and the Bank in the same period of 2001 reached PLN 19.9 million.

Information included in this section has been prepared based on management reporting system. For the purposes of such approach, profit resulting from determining value of PZU S.A. shares using the ownership rights method has been transferred with all deductions to goodwill relating to PZU S.A. into the “result on financial operations” item. Use of such presentation method is justified by the fact that costs incurred for financing that project are also included into the result attained on banking activities.

In 2002, accounting principles related to leasing activities changed, and thus most of operating leasing agreements were re-classified as financial leasing. Due to such changes, the 2001 financial statement of the Group (as of 31.12.2001) was adjusted according to guidelines provided by the Securities and Exchanges Commission. In result of such modification of the accounting method, part of the 2001 income was transferred to the capital item of “profit/loss carried forward”. After this exercise, the item changed to PLN 19.9 million (previously: PLN 64.3 million).

In the 2002 financial year, return on equity (ROE) reached 11.4%, compared to 1.3% in 2001. Return on Group’s assets (ROA) increased by 85 base points up to 0.95%. In 2002, earnings per share (EPS) were PLN 0.22, compared to 0.05 in the previous year.

Profitability ratios
31.12.01
31.12.02
Change

Net profit (PLN million)
19.9
183.9
164.1

ROE
1.3%
11.4%
10.1 pp.

ROA
0.10%
0.95%
0.85 pp.

EPS
PLN 0.05
PLN 0.22
PLN 0.20

The following  factors had a decisive influence on the Group’s operations in 2002:

Firstly, the slowdown in economic growth, which hurt the economic condition of some of the Bank’s clients, created the need to maintain conservative provisioning standards.

Secondly, according to the assumed schedule, activities planned in the restructuring program for 2002 were finalized. Major events included the introduction of a modern, centralized operating system shared by all business lines, centralization of the back-office system, and commencement of the sales network reorganization project. 

In result, the Bank acquired the opportunity to quickly develop its offer, improve customer service quality and increase efficiency of its operations.

Thirdly, the sale of PTE BIG BG, the pension fund company, was finalized.

Key factors influencing the financial performance

1. In 2002, the consolidated net interest income amounted to PLN 669.3 million, 13.7% over the income achieved in 12 months of 2001 (PLN 588.8 million). Such good performance of the net interest income item resulted, among the other factors, from the improvement in the credit-to-deposit ratio, and from the consistent pricing policy maintained by the Bank. These factors were particularly important in the context of macroeconomic conditions in 2002, when the Monetary Policy Council reduced interest rates eight times in a row, and thus allowed the Group reach net interest margin, which exceeded the margin of 2001 by 71 base points.

Operating ratios
31.12.01
31.12.02
Change

Net interest margin (*)
3.60%
4.31%
+0.71 pp.

Credit / Deposit
62.5%
87.5%
+25.0 p.p.

Cost to income
75.2%
72.0%
- 3.2 p.p.



(*) Net interest income / Average working assets

2.  Net commission income was PLN 217.0 million, exceeding the PLN 214.2 million achieved in the previous financial year.

3. In 2002, result on other non-interest income reached PLN 583.9 million, growing 102.4% over the same period of the previous year (PLN 288.5 million). This increase was made up of the following factors:

· income from shares, participations and other rights at PLN 226.7 million, i.e. PLN 213.5 million more than in 2001. This item included PLN 225.7 million of proceeds from the sale of PTE BBG , of which PLN 169.4 million was the impact of the de-consolidation.

· result on financial operations reached PLN 357.3 million in the reporting period, marking a 30.0% increase over the 2001 result of PLN 275.3 million. This item includes PLN 76.4 million of consolidated PZU S.A. net profit, but does not cover the cost of financing the investment. However, if we consider the cast of carrying the investment (PLN –87.3 million) the influence of the investment in PZU S.A. on to the Group’s result in 2002 was negative and amounted to PLN –10.9 million.

On 31 December 2002, the result on banking activities (including the influence of the valuation of PZU as described above) was PLN 1,470.2 million, compared to PLN 1,091.5 million in the previous year. This denotes growth of PLN 378.7 million, or 34.7%. 

Other operating income and cost reached PLN 23.6 million, compared to PLN 135.8 million achieved in the previous financial year. It should be emphasized here that the 2001 result was heavily influenced by the de-consolidation of BG Leasing of PLN 111.6 million.

In 2002, the personnel cost of the Group reached PLN 405.3 million, which means that it was kept roughly at the 2001 level of PLN 403.7 million. In 2002, the Group implemented a broad employment restructuring program, recruiting specialists to newly-established and growing business lines (Millennium PRESTIGE, Millennium Biznes) and simultaneously – after the introduction of the new IT platform and the resulting reorganization of Head Office unit functions – it started the employment rationalization process. 

Other administration cost in 2002 reached PLN 546.3 million, compared to PLN 425.7 million in the previous year. Its increase by PLN 121.1 million (28.5%) resulted mainly from non-recurring cost incurred in connection with the customer migration to the new IT platform, changing the visual identity of the former BBG S.A. and Bank Gdański branches, as well as from other tasks related to the implementation of restructuring projects.

In 2002, depreciation remained at the 2001 level, reaching PLN 126.1 million. 

In 2002, the efficiency of the Group’s operations increased. The cost to income ratio was 72%, i.e. 320 base points below the previous year level (75.2%). Operational process optimization and activation of commercial activities resulting from new opportunities created by the new operational system implemented in the Bank will provide additional and positive influence on this ratio.

As there were no sufficient signals of economic recovery, the Bank maintained its conservative collateral valuation policy and decided to increase specific provisions for loans to improve the safety level. 

Gross profit of the Group in 2002, adjusted by the minority share in PZU profits, was PLN 86.2 million, i.e. more than twice the gross profit posted on 31 December 2001 (PLN 27.9 million)

Net profit of the Group, at PLN 183.9 million, takes into account the positive impact of tax settlements of PLN 96.4 million, related to specific provisions for credit receivables. These provisions were established in previous periods, but at that time, they could not be considered as cost of income. At present, after formal requirements were met, they may be considered as cost of income.

Total assets in 2002 reached PLN 18,726 million, compared to PLN 19.926 million on 31 December 2001 (6.0% less). Their decline was related mainly to the deposit level in the past year. The balance sheet structure should be noted, which changed during the years along with the credit-to-deposit ratio - from 62.5% to 87.5%. This positively impacted the net interest income, and the proper liquidity was simultaneously maintained.

On 31 December 2002 loans to customers amounted to PLN 10,538 million, i.e. 24.7% more than at the end of 2001 (PLN 8,451 million). This growth reflects the stronger credit activity of the Bank in the mortgage, corporate and consumer credit segments. This was achieved due to the implementation of market segmentation supported by efficient credit risk assessment methods. In 2002, the increase of credit in the retail segment was particularly important – the share of loans granted to individual customers in total loans increased from 24% on 31 December 2001 to 32%  on 31 December 2002.

Total customer deposits, together with bonds issued by the Bank in 2002, reached PLN 12,039 million, i.e. 12.1% less than on 31 December 2001 (PLN 13,695 million). However, if all customer funds managed by the Group are taken into consideration, including treasury products and mutual funds, the balance changes from PLN 15,089 million at the end of 2001 to PLN 13,639 million at the end of 2002 (a 9.6% decline). This change resulted from the reduced interest of customers in traditional savings forms, which was shown in deposits declining in the entire Polish banking system, and was also related to the Bank’s pricing policy of the Bank run in 2002.

Operational ratios

(million PLN)
31.12.01
31.12.02
Change

2002 / 2001

Total assets
19,926
18,726
-6.0%

Total customer funds (1)
15,089
13,639
-9.6%

Total customer deposits (2)
13,695
12,039
-12.1%

Total loans (3)
8,451
10,538
24.7%

Own capital (4)
1,746
2,030
16.3%


(1)  Customer funds include deposits, Bank bonds, mutual funds and treasury products 


(2)  Including bonds issued by the Bank

(3) Loans outstanding on 31 December 2001 were adjusted by leasing

(4) Share capital + subordinated debt 

On 31 December 2002, the capital adequacy ratio for the Group amounted to 10.66%.

On 31 December 2002, irregular loans, according to the NBP classification constituted 23.6% of all loans granted at the Bank level (19.4% at the end of 2001) or 13.9 % if the timely debt service criterion is used exclusively (11% in December 2001). 

As there were no clear signs of economic recovery, the Bank continued its conservative collateral valuation policy, and increased specific provisions to strengthen its security. At the same time, along with the conservative specific provision policy, the Bank also maintained a high general risk provision. It opened provisions at 1.5% of regular loans for corporates and mortgage loans, 2.5% for other regular loans granted to retail customer. 

I consequence, the Group established additional provisions of PLN 157.2 million in the 4th quarter 2002 and in total PLN 337.2 million of provisions in 2002.

At the end of 2002 the irregular loans / provisions ratio was 42.0% compared to 43.9% at the end of the previous year (71.1% and 77.4% in 2002 and 2001, respectively, in keeping with the international standards).

Loan quality ratios
31.12.01
31.12.02
Change

2002/2001

NBP standards
Irregular loans/total loans
19.4%
23.6%
4.2 p.p.


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

International standards
Irregular loans/total loans
11.0%
13.9%
+2.9 p.p.


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

New, common platform for the servicing of the Bank’s customers 

Last year the Bank completed the implementation of the modern operational platform, uniform for all the business lines. At the first stage of that process (March – July) individual clients served in the ZORBA system were migrated to the new ICBC system used earlier by the Millennium network, and later (August – October) corporate clients served in the IBIS system. Thanks to the realisation of that programme, the Bank acquired new possibilities to expand its offer, regularly enhance the quality of customer services and improve the control mechanisms. The Bank Customers may now avail themselves of the nation-wide network of branches with the fully centralised system for their on-line servicing based on the broader offer and the advanced standard of Millennium services. 

In sums:

· 875 thousand Client accounts were migrated to the new operational system

· 214 traditional Bank units were transferred to the new system 

· data from 72 servers were migrated automatically 

Organizational and technological changes of Customer service sped up the reconstruction process of the Bank’s sales network. In order to do this, efficiency and quality of its operations was analyzed, as well as the Clients’ approval of respective locations. In result, the Bank opened 45 (37 Millennium and 8 Millennium Prestige) outlets in new, more attractive locations, adjusted 51 branches and operational centers to the accepted operational and visual standards, and it closed 53 outlets (26 traditional Bank branches and 27 Millennium Branches).

To improve the Customer service quality, in 2002 the Bank implemented a broad training and human resource re-allocation program. 2041 employees were trained and prepared for work in the new service system, and accompanying training sessions covered 5451 persons.

As of 31 December 2002, the Millennium Group employed staff of 5046, i.e. 1511 persons (846 persons in the termination notice period) or 23% less than at the end of 2001.

As at 31 December 2002 the Bank served customers in:

· 300 Millennium Branches (including 154 with the Business function  for small business)

· 17 Millennium Prestige Branches (private banking)

· 21 Regional Customer Co-operation Centers (corporate banking)

· 21 Regional Operational Centers (operations for the corporate segment)

· 25 operational branches (operations for the corporate segment)

Summary 

· In 2002 the Bank realised tasks set forth in the restructuring programme for that year according to schedule. The implementation of the of the modern operational platform to service individual and corporate Customers in the uniform Millennium operational system was of greatest importance from the point of view of the Bank’s further development. 

· The organisational and technical changes in the area of Customer service made it possible to faster reorganise the sales network based on the assessment of the branch operational effectiveness and to implement the modified rules for HR management. This allowed to reduce employment in the Bank.

· The Bank’s financial results last year – much better than in 2001 – illustrate the first effects of the restructuring programme. Part of the financial effects of the programme shall be reflected this and coming years. At the same time, due to the macroeconomic situation the Bank maintained its conservative provisioning policy, increasing the provisions to the level, which guarantees the high level of security. 

· Along with the implementation of the uniform operational system, the Bank modified and modernised its product offer for different business lines. The Bank’s offer in all the segments is competitive on the market of financial services.

· The Bank changed its name into Bank Millennium, implemented the new brand architecture, thus creating an environment for running more efficient marketing operations, which support the development of its offering.

· Effective execution of the Bank’s restructuring program and the simultaneous execution of the planned business tasks reflect great opportunities to improve efficiency of the Bank’s operations in the near future.

Implementation of Bank Millennium Group’s development strategy in 2002

In the year 2002 Bank Millennium Capital Group completed the implementation of a comprehensive restructuring programme launched in 2001. 

The basic objectives of this restructuring programme were the following:

· Implementation of a new market strategy  based on market segmentation and offer of differentiated products  and services targeted to the different segments,

· Building modern specialised sales networks for different market segments supplemented with automatic distribution channels (telecenter, multi-functional ATMs, home banking, Internet banking,),

· Centralisation of the credit decision-making process in order to minimise credit risk  and improve Customer service quality in all the market segments,

· Benefit from generated synergies by operational cost reduction  thanks to centralisation and automation of the operational functions (back office) and support function,

· Productivity and quality enhancement connected with the implementation of the new, centralised operational platform, allowing also to develop the Bank’s value offer,

· Focusing particular attention on enhancing the Customer service quality and building the cross-selling oriented culture of the organisation.

· Consistent implementation of this programme made it possible to practically complete the two year transformation period in 2002. Completed was the customer migration process which involved the Customer transfer to a uniform, centralised and modern operational ICBS platform. This means that all the Customers in the Bank’s networks are served in a single IT system and with uniform service standards. The system renders possible for the Bank to expand the Bank’s offer and improve the Customer service quality. 
The implementation of the uniform IT platform permitted to concentrate a number of services and functions at the central level (support services and back –office, finances, account administration, purchases for the needs of the Bank, credit analyses, credit administration, cash management). 

In line with implementation of the unified IT system the Bank was deeply reconfiguring its branch network in 2002. The network of old-style Bank’s branches was rebuilt and adapted to the Millennium standard. Unprofitable branches were closed and new branches were created in areas of considerable business potential.

The year 2002 witnessed the formation and consolidation of the target business structure of the Bank whose structure as at 31 December 2002 was the following:
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The implementation of the restructuring programme allowed for the comprehensive review of the cost base  and the launching of a cost reduction initiatives. Restructuring programmes realised in 2002 resulted in the material improvement of effectiveness, thus permitting to adapt the number of the employees in the Group to the new more efficient structure. As a consequence, the number of the employees decreased by 23%. In 2002 a new human resources management system was implemented. Its main target is to reach the optimal employment structure in the Capital Group in terms of quality and number of the staff. With the use of newly adopted schemes of rewarding, motivating and training of staff, the Group will strive to gain additional competitive advantages in that area.

Restructuring activities implemented in 2001-2002 duly prepared the Bank and the entire Capital Group to increase its share and presence in the Polish financial market. Practical results of the restructuring exercise are already visible in the mortgage loan business or in cross-selling of other products such as insurance, leasing, factoring and investment funds. Bank Millennium started its mortgage operations in September 2001. The year 2002 was an important period, where fundaments were established for this business, and its market presence was developed. According to data received from the Union of Polish Banks, in the third quarter of 2002, Bank Millennium was ranked third in mortgage loan sales.

Therefore, the Group is well-prepared to strive for a leading position in the Polish banking sector, with operations based on best practices, offering a comprehensive financial product mix in different market segments. The properly structured business organization and continued strengthening of our market position should further improve our financial performance. The group aims to reach a 20% rate of return on equity and suppress the cost to income ratio below 60% in the medium term.

The Bank owns 10% of PZU S.A. shares (which were purchased within the consortium established along with Eureko B.V., which itself holds 20% of shares). In 2002 two important agreements were concluded with PZU, in the assurefinance area in respect of mortgage loans and services to corporates sales by the PZU agents network. The Bank is focussed on contributing for the development of this sales channel, and ensures the necessary training, support and products necessary to achieve success. On the other hand the increasing volume of mortgage loan sales adds to continuous strengthening of “bancassurance” cooperation.

In March 2002, the Bank concluded with BRE Bank S.A. an agreement, which resulted in a merger of universal pension fund companies PTE BIG Banku GDAŃSKIEGO S.A. with PTE Skarbiec – Emerytura S.A. Then, in September 2002, the Bank sold to BRE Bank S.A. all its shares held in the merged PTE Skarbiec – Emerytura S.A. (38,6%). This transaction generated income of PLN 56.3 million and positive 169.4 million PLN of deconsolidation effect. Moreover, the Bank took certain actions to streamline the Capital Group structure. In result two of the Bank’s subsidiaries, i.e. BEL Leasing and INEC Services, merged. 

The change of the Bank’s name closed the Group restructuring process. The selected Bank Millennium umbrella brand supports all sales network, conveys the Bank’s values and strengths market position of the Bank and each business unit, and additionally amplifies results of all marketing activities. 

After 2001-2002 restructuring efforts, in the year 2003 the Bank will be totally focused on achieving business growth, efficiency improvement and profitability. On the commercial front the Bank pursues:

- offering diversified top products and services

- preserving current Clients and acquiring new ones

- achieving operating profitability in each business line

- full utilizing of cross-selling capacities of the sales networks 

- adequate rewarding of employees with high professional qualifications and excellent work achievements.

The Bank will also focus on further automation of main administrative processes, improvement of the centralized back-office efficiency, improvement of credit risk management procedures and increase in sales through automatic channels.

Taking into consideration  the  responsibility resulting from the article 174 of the Public Securities Law,  the Management Board of the Bank decided not to disclose any details of Bank’s plans and financial forecasts. 

As concerns predicted financial situation, the Management Board of the Bank maintains the assumptions regarding the medium-term target financial ratios - return on shareholder equity of  20%, cost/ income ratio below 60% and general market share in banking services of 6,5%.

In result of the completed restructuring process, the Bank aims to be one of the leading national banks, operating according to best practices, using cutting edge technology, and being the key partner of Banco Comercial Portugues – the Bank’s strategic shareholder – in Eastern Europe.

Description of significant risk factors and threats to Issuer’s business

Bank risk management policy is aimed at performing comprehensive quantification and parameterization of a variety of risks in effort to optimize balance sheet structure and off-balance sheet positions of the Bank, with consideration of the assumed profitability level of business activities. Main areas of risk management include: credit risk, market risk, liquidity risk and operating risk.

The Management Board is responsible for determining and monitoring risk management policy. On operational level, management of individual banking risks, their regular control and establishing of current policies according to a framework established by the Management Board, takes place through the: Capital Assets and Liabilities Committee (KKAP) and the Credit Committee. 

Bank risks are monitored and controlled relative to profitability of business and equity level necessary to ensure safety operations from the point of view of capital requirements. Risk position reporting comprises a part of the Bank’s management information system.

Credit risk

Credit risk comprises the risk of the obligor not performing or not timely performing its cash obligations resulting from the contract executed, i.e. does not pay principal and interest when due. Quantification of credit risk related with the Customer as well as with the transaction, is made on the basis of a rating/scoring system, which takes into consideration quantitative and qualitative assessment of the Customer/transaction risk according to internally set criteria. Credit risk analysis methods include a spectrum of measurable and non-measurable factors allowing overall and possibly comprehensive analysis of Customer’s current economic and financial position, as well as early diagnosing of situations leading to the increase of credit risk. All this leads to issuing a risk class to the Customer. Centralization of the credit risk management process and separation thereof from commercial tasks to avoid conflicts of interest is one of the important components of the entire process.

The credit application is sent to an appropriate decision level, depending on the prospective credit exposure, transaction type and Customer rating/scoring. Decision levels make their decisions based on detailed analytical reports prepared in accordance with internal regulations of the Bank and based on opinions, if any, of lower decision levels. Credit Committee is the highest decision making level, irrespectively of the Customer segment.

Exposure monitoring takes place according to formalized principles involving both single transactions, as well as the entire credit portfolio. The Bank analyzes economic and financial condition of the Customer, timeliness of repayment and quality of accepted collateral throughout the risk weighed transaction period, up until the Customer performs all obligations thereunder. Monitoring of individual transactions involves both commercial units, units responsible for credit risk analysis, as well as units managing loans within the system. The prevailing objective is to disclose any possible threats in performance of the credit risk weighed transaction as soon as possible.

Exposure monitoring takes place according to formalized principles, which allow assessing both individual transactions, as well as the entire portfolio. The bank analyzes economic and financial condition of the Customer, timeliness of repayments and quality of collateral accepted throughout the credit risk weighed transaction term up until the Customer performs all obligations thereunder. Monitoring is performed by both line units as well as by the credit risk analysis unit, together with the existing in the system credit administration units. The overall purpose is to prove possibly early warning of any threats to repayment under the executed credit risk weighed transaction. 

Classification of credit exposures and establishment of special provisions takes place at the Bank in accordance with Ordinance of the Minister of Finance. The process is also performed centrally.

Market risk

Market risk comprises the uncertainty that interest rates, currency exchange rates, securities prices and derivative instruments prices held by the Bank assume values deviating from those initially assumed, leading in result to appearance of uncontrolled profits or losses on the positions held.

The Bank was developing its market risk control system in 2002 to adapt it to its changing financial business profile resulting inter alia from the growing trading in financial instruments, and from developing required by the law concrete principles of risk controlling.

All changes were aimed at separating the controlling functions from operating functions and involved areas related with organization and methodology of risk control. Guided by best banking practices standards, the Bank is improving its risk measurement tools, develops estimation methods, thus leading to the limitation of market risk effects.

The Value at Risk (VaR) method along with methods recommended by the NBP constitutes the basis tools used by the Bank to perform daily market risk management. The VaR method is and estimation method based on historical data (assuming a confidence level of 0.99) for assessment of the potential profit or loss that could arise in result of market changes, should a given position be maintained at an unchanged level until closing. The VaR method is applied to the trading and banking portfolios, involving all financial instruments, both balance sheet and off-balance sheet (for PLN and foreign currency interest rate and for open currency position exchange risk) type.

The VaR method is supplemented by the now being tested at the Bank adequacy of model applied using the historical method (backtesting) and the Bank is also developing tools for measuring trading portfolio market risk using scenarios. Such methods are particularly useful when extraordinary events, which the VaR method cannot anticipate, occur. Scenarios assume sudden and material changes in risk factors, leading to extreme conditions (stress-testing).

In parallel to changes in organization and methods of market risk control, the Bank has initiated technological changes to implement IT assisted risk management solutions. The Bank has decided to launch a new transaction system to service Treasury Department transactions. For the viewpoint of risk control, the system: ensures access to an integrated and complete transactional database, allows real-time management of all positions, real-time controlling of limits and permits daily result calculation on all operating planes. Moreover, the new transaction system includes applications allowing to collect market data used for valuation of individual positions, both on-line, as well as for any selected balance sheet date.

Interest rate risk

Bank’s objective in interest rate risk management is to maximize market value of capital, attaining the assumed interest result within the assumed risk limits and assuming positive cash flows.

Bank’s financial position in respect to changing interest rates is limited and monitored using tools such as: measurement of value at risk (taking into consideration empirical probability distributions of daily interest rate changes), reevaluation time gap analysis, duration analysis and simulations and extreme case test analyses based on macroeconomic forecasts.

Besides measuring value at risk (VaR) the Bank also estimates hypothetical changes of financial result (Earnings at Risk (EaR)) caused by changes in market interest rates.

Behavioral analysis of Bank’s Customers plays a particularly important role in interest rate risk process. The Bank includes here its experience, industry standards and theoretical estimates.

Currency risk

The principal objective of currency risk management is to shape currency assets and liabilities structure and off-balance sheet components within external limits imposed according to banking law requirements and according to internal limits.

In respect to open position, currency risk is monitored using statistical VaR methods taking into account empirical probability distributions of daily exchange rate changes.

Risk associated with derivative instruments 

Transactions involving derivative financial instruments are executed for the purpose of hedging open balance sheet positions, as well as within internally set limits, for trading purposes. Principal derivative instruments used by the Bank to manage interest rate risk and currency risk includes the following contract types: fx forward, forward rate agreement, interest rate swap, currency swap and currency options. 

As the Bank is continuously developing its derivative instruments trading, appropriate organizational and methodological changes have been introduced in risk control and management. Presently, derivative instruments management process is evolving towards proposals set forth by the Basel Committee.

Derivative financial instruments are regularly reevaluated at current market prices, or if no quotations are available, based on valuation models considered by the Bank to be most appropriate in determining fair value of instruments. Value of derivative instruments is reflected upon valuation in profit and loss account of the Bank.
Liquidity risk

The primary objective of liquidity risk managements is to manage resources of the Bank relative to possible unfavorable change scenarios in the environment, such enable timely satisfying of all contractual obligations of the Bank to its Customers. Liquidity risk would arise also if the Bank had difficulties in procuring funds required to finance its operation or would not be capable of liquidating its trading assets over a relatively short time period while maintaining market price levels.

The Bank performs daily management of liquidity risk using the net liquid assets (liquidity gap) method. To ensure proper current liquidity levels, the Bank maintains a compulsory reserve in line with NBP requirements, funds on nostro accounts required to perform cashless settlements, optimal levels of funds in its vaults, as well as liquidity reserve in the form of highly liquid financial instruments.

The Bank invests its funds principally in Polish governmental treasury securities, in financial instruments of other banks and businesses, having highest ratings. These investments are highly liquid and generate the desired profitability - owing to their ease of sale; these constitute the liquidity reserve of the Bank. 

The Bank is guided in its investments by requirements of the Banking law and NBP recommendations. The Bank applies and internal; structural liquidity index defining relationship of overall factual maturing assets to overall factual liabilities. The adopted by the Bank sale minimum limit of this relationship for periods of up to three months equals 100%. Moreover, concentration of liabilities to largest Customers and evolution of assets and liabilities structure (both balance sheet and off-balance sheet) are being monitored, allowing early disclosure of disadvantageous tendencies in financial liquidity.

The Bank has procedures applicable in situations threatening with significant increase in liquidity risk, i.e. a contingency plan applicable to situations where financial liquidity of the Bank deteriorates. In case of a local crisis, the plan relies on liquidity support from its major shareholder.

Operating risk

Operating risk is inadvertently related with all types of risk generated during operations of the Bank. It presents the risk of generating losses in result of improper or unreliable internal activities and processes, human or system errors, and in result of external events. Some immeasurable aspects of this risk include embezzlement risk by employees or third parties, improper transaction authorization, hardware and tele-information systems failures, insufficient training of staff, human error.

Presently, the Bank is implementing a clear system of disclosing, monitoring and reporting operating risk. Risk self-assessment in light of all processes running within the Bank is one of the tools used to prevent such risk and mitigate its effects. Structure of the Bank includes a clearly defined, independent structure, the purpose of which is to manage operating risk. Procedures applicable to managing such risk are created centrally, but their implementation is decentralized, directly in the individual lines of business.

Also, a system and methodology corresponding to recommendations of the Banking Supervision Commission and world standards is being implemented, with an operating risk database being the central feature. The Bank also aims to build-in self-control components into individual procedures, including particularly IT processes and banking products. 

Characteristics of Group’s business and description of principal products

The business of Bank Millennium Group comprises the following basic areas:

· Banking

· Leasing

· Investment funds management

· Factoring

· Brokerage

Banking

Retail banking

2002 was an important year for development of retail banking at Bank Millennium. The retail services network project was successfully completed. Presently, all Customers are served under the Millennium brand. A single, modern IT platform allows the Customers to use all branches, irrespectively of where the account was opened. Uniform offering gives all retail Customers access to a wide spectrum of products and services - starting with current accounts, through brokerage, investment funds and special products, such as Bank’s Bonds and structured products. Reconfiguration of the retail network will also lead to standardization of the Millennium branch model.

The Millennium network consists of  300 branches situated throughout Poland.
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Millennium offering was also greatly expanded in 2002. A number of innovative products and services were introduced, including: Millennium Efekt – high interest rate current account, Millokata Inwestycyjna – first structured product based on the S&P 500 index, Millennium Wzrost – 12 month term deposit with increasing interest, Millennium VISA economic card, Bank’s Bonds and Western Union services.

Sales of MilleKredyt DOM – a loan covering all housing credit needs were a distinct success in 2002. The value of loans made available in retail banking at the end of 2002 reached PLN 385 Mln, giving us a key position in this market segment.

Millennium has 695,000 Customers. Overall value of deposits reached PLN 6,494 Mln. 439,741 active debit cards existed at end of 2002, and the number of active credit cards was 47,347.

We maintained the value of net interest in spite of the falling market interest rates.

We continued to develop cross-sales in cooperation with PZU (bankassurance), Western Union, Millennium TFI (open and closed funds).

Millennium continued to communicate with existing and prospective Customers though media, direct mail and telemarketing. Largest campaigns performed during 2002 included: Millennium Efekt, MilleKredyt DOM and the Bank’s Bonds campaign.

Bank Millennium PRESTIGE is a new brand introduced onto the market in 2001. This is a dynamic business line offering private banking services. Relationship with the Customer is based on individual contacts with a Relationship Manager, who represents Customer’s interests at the Bank and offers most efficient methods of investing cash funds.

Customers have access to Bank’s services through a network of modern branches and through a special PRESTIGE call center line number 0 800 12 7000, allowing performance of almost every financial operation and receive all information through the telephone. The possibility of using a national multifunctional ATM network gives additional and easy access to the services being offered. The offering of Bank Millennium PRESTIGE services is characterized by their comprehensiveness, making available an integrated offering of bank and capital market products, including insurance, within a single institution.

In 2002 the Bank started to offer an innovative PRESTIGE GOLD current account, which at the same time constitutes a tool for efficient management of surplus funds, and had introduced special structured products allowing efficient allocation of surplus funds, i.e.: 

· PRESTIGE HIMALAYA 2005 

· PRESTIGE EuroStoxx50

· PROGRAM PRESTIGE 20+ 

11 new branches were opened in 2002, in largest Polish cities. By end of 2002, Bank Millennium PRESTIGE managed funds of more than 6,500 Customers, totaling PLN 2.1 Bln.

Millennium Biznes constitutes the launched in 2001 offer of Bank Millennium for small businesses, operated in the modern retail Millennium network. This segment had its first anniversary in 2002. Millennium Biznes combines experience of long lasting corporate relations Bank Millennium S.A with comfort and modern solutions of the Millennium network. Millennium Biznes advantage lies in presence of a Relationship Manager, being a dedicated staff member supporting the Customer in use of banking products and services.

Target segment of the market:

· Businesses with annual revenue of PLN 3-10 Mln;

· Businesses with average deposit volumes of PLN 60,000, or more;

· Businesses with average credit volumes of PLN 60,000, or more.

Development of the Millennium Biznes offering in 2002

Products

· Overdraft in current account expressed in USD, EUR, CHF and GBP

· Bank guarantees (PLN, USD, EUR)

· Investment loan (PLN, USD, EUR, CHF, GBP)

· Working capital loan (PLN, USD, EUR, CHF)

Services

· Closed payments 

· Electronic instructions - ESOBIG + TransBank

Cross sales 

· Investing cash surplus - together with Millennium TFI S.A.

· Biznes Leasing – together with BEL Leasing

Figures of the Millennium Biznes network


End of 2002 

Relationship Managers

Millennium Biznes branches

Number of Customers


121

154
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· Development of automated distribution channels

Automated channels have been the main feature of the Millennium Biznes offering from the very onset. Network access allows Customers to automatically perform 53% of their remittances. 45% of Customers use the telephone service, and 39% use payment cards.

· Cross-sales

Millennium Biznes cooperates with a number of institutions allowing small businesses to receive access to Insurance Products, Investment Funds and Leasing.

New model of corporate Customer services, introduced by the Bank in 2001 was further strengthened and developed in four principal areas:

· Cooperation of Customers with experience Relationship Managers, who know individual needs of and provide a wide scope of financial solutions to businesses;

· Continuously widened scope of available financial solutions addressed also to the most demanding Customers;

· Rapid and flexible process of credit decisions involving regular planning of Customer’s credit worthiness with consideration of his financial needs and history of bank relationship;

· Efficiency of all operations going through the Banking Operations Center, business centers and the national branch network.

Beginning with 2002, corporate lines of business concentrated primarily on services rendered to the largest corporations. Companies with annual revenue of less than PLN 10 Mln, previously also served in the enterprise banking division, now have been transferred to Relationship managers within the Millennium Biznes network, and benefit from an offering specially adapted to this segment of the market.

At the same time, sales network has been restructured. A Customer Relationship Center has been created to provide services to Medium Sized Enterprise and Self-government markets, as well as a Strategic Customers Department, responsible for the largest corporations. The number of units in the network was reduced, and quality of Customer relationship has been improved by:

· Appointing Relationship Managers dealing solely with self-governmental Customers;

· Introduction of product expert functions locally supporting complex financial solutions.

In all 110 Relationship Managers were cooperating with enterprises and institutional Customers at the end of the year in 10 Business Centers and the Strategic Customers Department. Sales representatives of this division have been located in 21 outlets throughout Poland.

Introduction of the uniform Customer transaction IT system in Q3 2002 for all lines of business significantly improved service levels. Corporates may now use the widespread network of Millennium branches, locating their accounts at:

· One of the more than 300 modern Millennium branches, with 40 outlets specially adapted to provide servicing of large volumes of corporate transactions;

· One of 40 special operating outlets designed for enterprise services.

Corporate Banking Division has significantly strengthened its business relations with existing Customers. The newly introduced in 2001 Customer service model helped both to increase the value as well as the number of solutions used on the average by corporations. Involvement of the Bank in the medium sized and large enterprise segment had increase by 16.5% by assets and liabilities, and the value of factoring and leasing agreements performed using Bank’s sales network has increased by 22.1%. In line with the growth strategy adopted, corporate banking has strengthened its position in southern Poland, where dynamics of assets/liabilities growth was more than twice higher than in other parties of the country.

The value of assets of large enterprises at end of 2002 reached PLN 2,527.5 Mln, and in the medium sized enterprises PLN 3,945.1 Mln. Liabilities of strategic Customers reached PLN 717.4 Mln, and of medium sized enterprises PLN 2,846.8 Mln.

However, the limited macroeconomic growth in second half of 2002 forced to place more attention to development of the credit portfolio and its quality. More stringent principles of risk exposure control were introduced, particularly in the most sensitive market segments. Matching of valuation principles and promotion of alternative forms of financing (e.g. factoring or bonds issues) constituted important elements of risk management in 2002.

New solutions and Customer services were introduced during final months of the year, including offers taking advantage of the new IT system, i.e.: 

· State-of-the-art, integrated bank statements, replacing the need of collecting multiple documents from branches, and showing all operations made on the account;

· Deposit products with pricing terms indexed to market rates, giving Customers clarity and rapid adaptation to the changing market situation;

· Expanded business card offering (Executive Card) with a new brand and insurance services associated with possibility of theft and unauthorized use;

· New web page of the Bank including information on the corporate offer.

Leasing

Bank Millennium Group conducts is leasing business through BEL Leasing – a renowned player on the market, being one of the leasing market leaders for several years, now.

BEL Leasing is an universal company, offering operating and financial leases, hire of transport means, construction and road building machines, industrial facilities, production and process lines, medical, printing, computer and office equipment, and real properties.

The company has a widespread sales network throughout Poland, offering its services to listed companies; medium sized private corporations, individuals performing business, as well as to State-owned enterprises and budget entities, operating in almost all industries.

Table 1. Leasing portfolio of BEL Leasing

Leasing portfolio
2001
2002

Active leasing contracts, as of 31.12
13 806
14 742

Customers served, as of 31.12
7 248
7 622

Capital engaged in contracts, as of 31.12 (PLN Mln)
1 011
1 290

Number of started leasing contracts
4 815
5 351

Value of objects issued into lease (PLN Mln)
641
645

Table 2. Structure of BEL Leasing portfolio by kind, as of 31.12.2002

Type of asset
Portfolio share (%)

Passenger cars
1.2

Trucks
20.8

Truck tractors, semi-trailers and trailers
21.0

Rolling stock
26.4

Construction and road building machines
4.6

Industrial machines and facilities 
19.7

Computers and office equipment
3.2

Real properties
3.1

BEL Leasing Sp. z o.o. improved its position in the leasing market in 2002, remaining one of the largest corporations in the sector.

Value of active leasing contracts portfolio increased by 28% as compared with end of 2001, reaching PLN 1,290 Mln.

In 2002 the company continued developing sales of products addressed primarily to small and medium sized companies. Increase in sales in this segment was 20% as compared with 2001 results.

In line with strategy adopted by Bank Millennium S.A. to provide a comprehensive product offering, the company actively participated in developing cross-sales opportunities in cooperation with Corporate Banking Division and Millennium Biznes.

Maintaining good quality of the leasing portfolio allowed attaining high profitability of the contracts while maintaining competitive pricing.

Standard offer of BEL Leasing was adapted during the year to market conditions and expectations of Customers, in line with the falling market interest rates.
Investment funds management

Establishment and management of investment funds in Bank Millennium Group are performed through the Millennium Towarzystwo Funduszy Inwestycyjnych S.A., 100% owned by Millennium Dom Maklerski. 

The Millennium TFI S.A. offer includes products addressed to individual and institutional Customers. The offering is based on four open and two closed investment funds, i.e.:  

· Open investment funds: Millennium FIO Papierów Dłużnych (debt securities), Millennium FIO Rynku Pieniężnego (money market), Millennium FIO Zrównoważony (balanced) and Millennium FIO Akcji (shares),

· Closed investment funds: Millennium FIZ Arbitraż plus 20 (arbitrage) and Millennium FIZ Gwarantowany plus 20 (guaranteed), 

· Savings and pension products: Plan Systematycznego Oszczędzania (systematic savings plan), Pracowniczy Program Emerytalny (employee pension program) and Pracowniczy Plan Oszczędnościowy (employee savings plan).

2002 was the first year of business of Millennium TFI S.A. Special attention focused on introducing the funds into Bank’s sales network and launching of new products. Millennium Funds were available at Millennium retail network branches, Millennium PRESTIGE branches and in Customer Service Outlets of the BIG-BG S.A. Brokerage House.

The Society contracted over 11,000 Customers, and total assets managed attained PLN 338.2 Mln, not including payments received from registration for Millennium FIZ Gwarantowany plus 20 investment certificates amounting to PLN 124 Mln. Millennium FIZ Gwarantowany plus 20 will be launched in January 2003. This gave the Society an overall 2% share in the investment funds market.

Factoring

Forin Sp. z o.o. processed 560 factoring contracts in 2002. Revenue increased in 2002 by 29% to PLN 1,674 Mln, giving the company second position among the largest factoring companies in Poland. Market share of the company increased from 13% in 2001 to 16% in 2002.

At the same time, receivables payment cycle decreased, resulting in a higher quality of the receivables portfolio held by the Company.

Brokerage

Brokerage business of the Bank Millennium Group is performed through the Millennium Dom Maklerski S.A.. The company offers a full spectrum of brokerage services, including:

· Securities offer on the primary market and in first public offering;

· Purchase or sale of securities on third party account;

· Purchase or sale of securities on own account to perform functions associated with organization of the regulated market;

· Third party securities portfolio management on mandate basis; 

· Advisory services in trading in securities;

· Operation of securities accounts and cash accounts used to service securities accounts;

· Performing of factual and legal actions related with services rendered to investment fund societies, investment funds, pension funds and pension societies;

· Agency in purchase and sale of securities listed on foreign markets;

· Trading in property rights as provided for in Art. 97 of the Act on Public Securities Trading.

Market share of Millennium Dom Maklerski S.A. in GPW in Warsaw S.A. trading in 2002 reached 3%, with revenue of PLN 1,528.8 Mln. Millennium Dom Maklerski S.A. was ranked fourth on the general market and block shares market among Polish brokerage houses. Its share on the futures contracts market reached 4%.

Professional brokerage services rendered by Millennium Dom Maklerski S.A. are available through a conventional network of 14 Customer Service Outlets located throughout Poland, as well as through the Internet. A modern, on-line IT system, telephone and internet access allow Customers to submit instructions relating to their investment account in all Customer Service Outlets.

Launching by Millennium Dom Maklerski S.A. of a professional Internet services system gave Customers rapid access to brokerage services, as well as to a rich information database about the capital market.

Moreover, all Customers of the Millennium Dom Maklerski S.A. may use brokerage services available through banking distribution channels, including Millennium branches and Millennium PRESTIGE branches.

The Millennium Dom Maklerski S.A. operated 51,823 investment accounts as of 31st December 2003.

Customer Service Outlets of Millennium Dom Maklerski S.A. also offer the sale of State Treasury Bonds on the primary market, participation units of investment funds and participation in transactions executed on the CeTO non-stock exchange market.

Millennium Dom Maklerski S.A. belongs to leaders in assets management by value of assets procured as well as results attained.

Depending on level of risk accepted, the Customer might engage his funds to one (or several) of the eight portfolios available.

Highest profitability was attainted by the debt securities admitted into public trading portfolio (13.8%), with the continuous growth portfolio (13.0%) being second.

Note that Millennium Dom Maklerski S.A. was the first brokerage house in Poland to verify results of management in conformity with the GIPS (Global Investment Performance Standards). 

Millennium Dom Maklerski S.A. has executed market maker contracts for 18 corporations listed on the Warsaw Securities Exchange.

In 2002 Millennium Dom Maklerski S.A. participated in 5 primary market offerings as share offeror. 5 further contracts were executed for performing activities necessary to conduct public offering of shares. The Millennium Dom Maklerski S.A. led 3 public calls for sale of shares and participated in a number of projects on the non-public market, including inter alia procurement of financing and purchase of large share packages.

Deposits business 

Deposits policy 

Deposits policy of Bank Millennium S.A. in respect of deposits of individuals and business entities was implemented through the networks of Bank Millennium S.A. branches. The unified IT system introduced in 2002 in all Bank’s branches allowed access to deposits by Customers throughout the entire network of the Bank.

Structural changes allowed offering deposit services to institutional Customer also in the Millennium network, initially available only to retail and small business Customers.

The wide spectrum of deposits products offered to Customer was widened even more by adding new products offering setting interest rates relative to money market rates.

Deposits structure by type of Customer

Structure of deposits at the Bank by type of Customer for 31.12.2001 and 31.12.2002 has been presented in the table below:


31.12.2001
31.12.2002


PLN Mln 
%
PLN Mln 
%

Deposits of individuals 
9,428.0
72.41%
7,335.3
66.01%

Deposits of non-financial business entities and Public Administration entities 
3,591.9
27.59%
3,776.6
33.99%

Total, without interest
13,019.9
100%
11,112.0
100%
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Deposits of individuals

Deposits accepted from individuals in the Millennium network at end of December 2002 amounted to PLN 7,335 Mln, decreasing by PLN 2,092 Mln as compared with beginning of 2002.

Share of funds accumulated on current accounts in total liabilities to retail Customers at end of December 2002 was 20.79% and on term deposits was 79.21%.

Share of PLN deposits in liabilities to individuals at end of December 2002 was 84.52%, and of convertible currency deposits was 15.48%.
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Under conditions of falling interest rates and introduction of new tax regulations, one of our main priorities was to offer innovative products allowing retail Customers to maximize their profits on investing into both traditional balance sheet products, as well as into innovative off-balance sheet products. 

Our offer of balance sheet products addressed in 2002 to retail Customers was expended by Millennium Effect - a high interest generating savings and settlement account combining features of a term deposit (high interest rate) with current account (continuous access to funds), Millokata Inwestycyjna - a new, structured term deposit allowing to attain profit from two sources: one is a guaranteed (8% for 2 years) and additional interest is available depending on value of the S&P 500 index, as well as Millennium Wzrost - a new, 12-month term deposit with increasing interest rate.

Importance of funds credited to current accounts in overall deposits increased and exceeded 20% of the total retail deposits.

Also, novel off-balance sheet products were introduced, opening to customers opportunities to purchase bonds issued by Millennium Bank as well as participation units in Millennium TFI investment funds: both open and closed, i.e. Millennium FIZ Arbitraż plus 20 and Millennium FIZ Gwarantowany plus 20 - with the associated tax benefits. We also offer the “buy-sell-back” special anti-tax transactions on State Treasury Bonds. 

Margins were retained at appropriate levels even though interest rates decreased. Structure of term deposits became more balanced - longer-term deposits (6 and 12 months) relative to all deposits.

Changes in tax regulations induced retail customers to seek alternative investment opportunities. Efficient introduction of new products led to significant migration from term deposits into off-balance sheet products.

Bank Millennium S.A. offer also includes Millennium PRESTIGE products, designed for the most demanding Customers, who can benefit from an integrated banking products, capital marker and insurance offer available from a single institution. In result of the decrease in interest rates in 2002, Millennium PRESTIGE focused its attention on widening the offer of products alternative to term deposits, as well as to improvement of Customer service standards and comfort. 

Benefits of a conventional term deposit coupled with profit attainable through the capital market have combined in novel products in the structured deposits family, including in particular the PRESTIGE EUROSTOXX 50 deposit and PRESTIGE HIMALAYA 2005. 

An integrated banking/investment offer also included coupling of deposits with bonds issued by the Bank and the "PROGRAM PRESTIGE 20 +” based on State Treasury bonds.

Introduction of the PRESTIGE GOLD savings and settlement account allowed implementation of a solution making interest payments dependent on deposits rates available on the inter-bank market, a viable alternative to short-term deposits.

Wide spectrum of products allowing depositing of surplus cash was supplemented by the possibility of buying State Treasury bonds denominated in foreign currencies.

Deposits of businesses, financial institutions and budget entities

The value of deposits accepted by the Bank from businesses, financial institutions and the Public Administration at end of December 2002 was PLN 3,776 Mln, increasing by 5,14%, i.e. PLN 184.7 Mln as compared with end of December 2001.

Time structure of deposits in this segment was as follows: 42.13% current accounts, 57.87% term deposits. PLN deposits constituted 84.86% and currency deposits 15.14% of institutional Customer deposits.
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In 2002 the Bank continued to widen its product offering to the corporate sector aiming to match it to the Customer requirements. Comprehensive services offered to corporations include current accounts with associated services, such as the so important electronic service access (submitting instructions using electronic data transfer, by phone, fax, etc). Interest rates and maturities may be negotiated, thus adapting the offer to situation and requirements of corporate Customers 

Bank Millennium S.A. offers a variety of deposit products, depending on size and scope of business of the company.

Small business can benefit from product packages, such as: 

· PARTNER – addressed to individuals performing business activities. The package consists of two current accounts: company account - Partner Account, used to perform regular settlements of the company, and owner’s individual account  - ROR Partner, used to perform individual’s settlements. Interest is accrued separately on each of the accounts, with daily capitalization on the company account and monthly capitalization on the personal account.
· BIZNES – addressed to companies and consists of a single company account - Biznes Account, used to perform company settlements. Interest is capitalized daily.
The Bank aims to tailor its offering to needs of medium sized and large corporate Customers, including negotiation of interest rates, and individual service level agreements with products adapted to business sector of the company. Customers in this group have access to deposit, loan and cross-sale products, the latter available from Bank’s subsidiaries, e.g. BEL Leasing, Forin. 

A special integrated banking offer is addressed to self-governmental institutions, taking into consideration requirements of central and local level entities. Competitive offering of Bank Millennium S.A. allows it to submit tender bits to Municipal Administrations and their related entities.

Corporate accounts at Bank Millennium S.A. are dealt with by Relationship Managers, assisting in selection of the best-tailored deposit product, offering an appropriate current or term deposit account, advising on capital/money market product selection and preparing individual offerings to Customers.

Credit policy of the Bank Millennium Group

2002 in Credit Policy featured continuation of previous activities aimed at creating at the Bank of conditions facilitating the intended levels of credit offering while maintaining credit risk at an acceptable level. This was effected through continuing improvement of principal solutions implemented within the credit process, seen in internal regulations of the Bank, which exhaustively provided for: 

· Authority and rights of individual decision levels as to financing of the Customer;

· Duties and rights of Bank’s staff and activities performed within Customer service;

· Market segments, in which the Bank is interested;

· Product offer recommendations;

· Principles of applying legal collateral; and

· Principles of determining risk margins.
Implementation of these processes has been facilitated by more widely applied credit process automation; involving implementation of systems supporting performance of economic/financial analyses of Customer’s condition and adopting credit decisions for selected Customer segments (Balance Sheet Unit, Workflow).    

All these actions were supported by extensive staff training programs, whereby the Bank intended to provide additional knowledge about the widely understood credit business, including also organization of internal training courses.
The Bank was interested in extending loans to Customers from all segments within a product offering adapted to the specific features of each segment. But, irrespectively of Customer’s segment, risk weighed credit transactions were executed with credit-worthy Customers. Preferred were Customers generating profit on loans extended and having a stable market position.
Customer assessment by the Bank includes external operating environment of the Customer, requiring regular monitoring of Polish economic situation. If increase of risk associated with financing of Customers in any given sector is presumed, staff received instructions compatible with the ensuing situation.

Customer relationship was promoted also through of offering transactions other than those weighed by risk, including requirement to have Customer perform its transactions through accounts operated with the Bank.
Limits introduced last year as instruments facilitating performance of risk weighed transactions responded to Customer demand for rapid credit decision making and banking sector competition, became one of the principal tools employed by the Bank in its relationships with corporate Customers.

Receivables from the Customer or liabilities incurred on Customer’s instruction were secured by the bank using permissible according to the prevailing law collateral.
Legal collateral is negotiated with the Customer in each case. Collateral permitting reduction of special provisions by the Bank is preferred.

Bank considers legal collateral as an important issue, but standing itself could constitute sufficient collateral in case of Customers in goof financial condition.

Description of credit business within the Bank Millennium Group

Credit receivables of the Bank increased by 16.1% in 2002. Growth of the portfolio took place in all groups of Customers.

Bank’s receivables by main Customer groups
  

Customer type
31.12.2001
31.12.2002


PLN Mln 
%
PLN Mln 
%

Total receivables
9 926.01
100.00
11 525.79
100.00

in that, from:





 -  Businesses
7 533.79
75.90
7 747.30
67.22

 -  Individuals
2 025.86
20.41
3 258.62 
28.27

-  Governmental and municipal institutions 
  366.36    
  3.69
  519.87    
  4.51
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Foreign exchange receivables are by PLN 1,665.3 Mln higher than PLN receivables as of 31.12.2002.
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Loans extended to business sector

The list of credit products offered by Bank Millennium S.A. includes more than a dozen products, allowing flexible tailoring of the credit offering to Customer segments. Customers generally use loans required to finance their current business, such as:

- Revolving loans, 

- Working capital loans,

- Overdrafts in current account.

Bank Millennium S.A. also participates in loan syndicates as Syndicate Manager or participating bank.

Bank’s offer also includes preference loans - with subsidies from the Agency for Restructuring and Modernization of Agriculture and Fund for Rehabilitation of the Handicapped. 

Bank’s receivables portfolio is appropriately diversified by industry, as seen in the pie chart below:
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Retail loans

Bank’s retail loans 

Type
31.12.2001
31.12.2002


PLN Mln 
%
PLN Mln 
%

Total loans
      2 025.86    
  100.00    
      3 258.62    
  100.00    

in that:





Extended through:





- Own network
      432.18    
    21.33    
      879.06    
    26.98    

- External operators
      1 593.68    
    78.67    
      2 379.56    
    73.02    

The value of retail loans portfolio of the Bank increased in 2002 by PLN 1,232.8 Mln, i.e. by 60.8%. This increase was seen both in loans extended through external operators, as well as in those extended by the branch network. Loans extended within the branch network increased by 103.4%, mainly in result of dynamic mortgage loans sales growth.
Description of changes in capital relationships of the Bank from 1.01.2002 to 31.12.2002 
1. The Bank increased its capital exposure to Millennium Dom Maklerski S.A. brokerage house by a total of PLN 2,000,000, twice increasing share capital of that company.

2. The Bank increased its capital exposure to BIG BG Inwestycje S.A. by purchasing 5,995,650 shares from subsidiaries for a total amount of PLN 601,500,410.   

3. The Bank increased its capital exposure to BESTA Sp. z o.o.  by purchasing 52,094 shares from Softbank S.A. and Eureko B.V. for a total amount of PLN 1,700,000.

4. The Bank had sold all held by its shares in Powszechne Towarzystwo Emerytalne BIG BG S.A. managing the „EGO” Open Pension Fund.

5. Restructuring of the Capital Group in 2002 led to merger of INEC Services Sp. z o.o. into BEL Leasing  Sp. z o.o..

Relationship scheme of main corporations of the Bank Millennium Group.
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Description of principal capital deposits made by the Bank from 1.01.2002 to 31.12.2002 
Net value of capital investments made by the Bank was PLN 855,980,110 on 31.12.2002, increasing by PLN 460,578,420 as compared with beginning of the year.

The Bank undertook new capital investments in the period from 01.01.2002 to 31.12.2002 amounting to PLN 605,267,650 and reduced its exposure by about PLN 144,607,040; (net value of investments); in result of sale of shares held previously by the Bank.

The Bank had increased its capital exposure in 2002 to the following companies:

· Millennium Dom Maklerski S.A. - two share capital increases by a total of PLN 2,000,000;
· BIG BG Inwestycje S.A. - purchase of 5,995,650 shares from subsidiaries for the total amount of PLN 601,500,410;

· BESTA Sp. z o.o. - purchase of 52,094 shares from Softbank S.A. and Eureko B.V. for 1,700,000;
· Centralna Tabela Ofert S.A. - by subscribing for 67,200 newly issued shares for a total of PLN 67,200;
In the 1.01 – 31.12 2002 period the bank sold shares in the following companies:

· Powszechne Towarzystwo Emerytalne BIG BG S.A. - managing the EGO Open pension Fund (100% shares in share capital);

· Polska Giełda Finansowa S.A. (6.10% share in share capital);

· Polskie Zakłady Zbożowe S.A. in Piła (5.48% share in share capital)

· Polskie Zakłady Lotnicze, Wytwórnia Sprzętu Komunikacyjnego KROSNO S.A.; (2.00% share in share capital)

· Zakłady Przemysłu Wełnianego „TOMTEX” S.A.; (0.67% share in share capital)

· World Trade Center Gdynia Sp. z o.o., (0.02% share in share capital)

generating a total revenue on the title thereof in the approximate amount of PLN 383,020,270. 

Moreover, the Bank holds participation units in TFI Millennium investment funds, the value of which at end of 2002 reached PLN 17,211,330.

Enforcement titles issued by the Bank in 2002 and value of collateral established by the Bank on borrowers’ assets

A total of 314 bank enforcement titles against obligors of the Bank grouped in the Collections Department portfolio were issued in the 1.01.2002 – 31.12.2002 period, totaling PLN 109,743,773.70, EURO 7,792,036.49 and CHF 14,038.22.

Value of tangible collateral established by the Bank in cases being resolved by the Collections Department (lost credits group) total PLN 901,486,829.12, in that:

- Total mortgages PLN 426,007,998




- Total pledges PLN 400,288,092


- Total transfers of title PLN 75,190,739.12

Description of guarantees, sureties and bill of exchange guarantees (except for securities issue guarantees and sureties and sureties for repayment of loans extended through EFRWP funds) extended by the Bank in the 01.01.2002 – 31.12.2002 period
The Bank extended 2000 guarantees, sureties and bill of exchange guarantees in the period from 01.01.2002 to 31.12.2002, totaling PLN 467,627,000.

Total liabilities on title thereof amounted to PLN 381,323,000 as of 31.12.2002(1318 active guarantees), decreasing by PLN 41,698,000, i.e. by 9.86% as compared with 31.12.2001. 
The value of guarantees, sureties and bill of exchange guarantees extended in PLN decreased by PLN 92,237,000, i.e. by 26.84% as compared with the previous year, and the value of such liabilities extended in foreign exchange increased by PLN 50,447,000, i.e. by 63.63% in the same period.

Structure of liabilities on title of guarantees, sureties and bill of exchange guarantees extended in PLN and foreign exchange is presented in the table below:


31st December 2001
31st December 2002

Liabilities extended in PLN ‘000:
343,591
251,354

Liabilities extended in foreign exchange (PLN ‘000 equivalent):
79,430
129,969

TOTAL:
423,021
381,323 SUM() 

Structure of liabilities by kind as of 31.12.2002 was as follows:

Type of liability 
Quantity
Total in PLN ‘000

Bill of exchange guarantees
2
1,099

Guarantees
1284
364,539

Sureties
21
11,447

Re-guarantees
11
4,238

TOTAL
1318
381,323

Structure of liabilities by scope thereof as of 31.12.2002 was as follows:

Scope of liability 
Quantity
Percent structure
Amount in PLN ‘000

Good performance bond
860
65.25%
159,536   

Timely payment guarantee 
147
11.15%
80,691   

Tender guarantee 
127
9.64%
6,314   

Rent payment 
79
5.99%
7,421   

Other
36
2.73%
27,413   

Repayment of advance installment
26
1.97%
33,072   

Repayment of bank credit or loan 
24
1.82%
63,297   

Customs guarantee 
19
1.44%
3,578   

Total
1318
100.00%
381,323   

Information on agreements relevant for business activities of the Bank 

· On 20.05.2002 Bank executed the following agreements with BRE BANK S.A. ("BRE"):

a) Agreement on merger of Powszechne Towarzystwo Emerytalne BIG Bank GDAŃSKI S.A. with Powszechne Towarzystwo Emerytalne Skarbiec-Emerytura S.A. ("Merger Agreement "), and

b) Option Agreement,

terminating at the same time on consent of the parties the Merger Agreement of PTE BIG BG and PTE Skarbiec-Emerytura dated 19.04.2001.

The merger shall take place according to the procedure set forth in Art. 492§1.1 Commercial Companies Code, with PTE Skarbiec-Emerytura as the taking over corporation. Share of the Bank in capital and votes at the General Meeting of Shareholders of PTE Skarbiec-Emerytura after the merger will be 38.61%.

Merger is conditional upon receiving consent of the Commission for Supervision of Insurers and Pension Funds ("KNUiFE").

Pursuant to the Option Agreement, BRE extended a sales option to the Bank and the Bank extended to BRE a purchase option in respect to all shares subscribed for by the Bank in w PTE Skarbiec-Emerytura in result of registering the merger with PTE BIG BG. Purchase price of such shares by BRE would be between PLN 320,000,000 and PLN 382,500,000.

Option Agreement provides any party defaulting under the sales or purchase option to pay a guarantee penalty equal to the price of PTE Skarbiec-Emerytura shares. Payment of the guarantee penalty does not exclude party’s right to demand additional compensation. Repurchase of shares by BRE is conditional upon receipt of consent from KNUiFE. Performance of the purchase or sale option will also depend on registration of the merger of PTE Skarbiec-Emerytura with PTE BIG BG and deletion of PTE BIG BG from the National Court Register.

· On 23.05.2002 the Bank executed a syndicate agreement on preparation and submission of a final offer for selection of service provider responsible for organizing and conducting a bonds issue by and trading in bonds of the Polish State Railways S.A. ("PKP") guaranteed by the State Treasury of Poland, having the total value of PLN 1,000,000,000. Syndicate also includes the following banks: BRE Bank S.A., Westdeutsche Landesbank Polska S.A. and Deutsche Bank Polska S.A. According to the agreement, syndicate members will prepare and submit a bid within the request for submission of final bids in a competitive negotiated tender. The agreement provides for joint and several liability of the syndicate members for subscribing for the said shares, with participation of each member in the obligation to subscribe for the said PKP bonds being equal at 25% of the issue value. If the syndicate is not selected, the syndicate agreement would expire on the date when another participant is excluded or upon canceling of the tender.

· On 5.06.2002 the Bank executed a Service Sub-issue Agreement (“Agreement”) with Millennium Towarzystwo Funduszy Inwestycyjnych S.A. ("Fund") - a subsidiary of the Bank, and with Dom Maklerski BIG BG S.A. - a subsidiary of the Bank, in which the Bank undertook to purchase on its own account Fund’s Series A investment certificates offered pursuant to the Series A Investment Certificates Issue Prospectus of Millennium Fundusz Inwestycyjny Zamknięty Arbitraż plus 20 (under organization) (closed arbitrage fund) for the purpose of their subsequent sale on primary market or in first public offering. Pursuant to the agreement, the Fund is authorized to call the Bank to purchase the Certificates if once registration of inventors is completed, not all offered Series A Certificates have been subscribed for. The Fund is entitled to call and the Bank is obligated to register for Series A Certificates not subscribed for by investors in the number set forth by the Fund, with the number of Certificates that the Bank would be obligated to buy pursuant the Fund’s call will not exceed 1,400,000. The Bank shall sell Series A Certificates on the primary market up until all such certificates are sold, but not later than until 20.12.2002. The maximum fee that the Bank may attain on title of the Agreement is PLN 140,000. Agreement executed by and between the Bank and Millennium Fundusz Inwestycyjny Zamkniętego Arbitrażu plus 20 does not deviate from standards customary for such agreements 

· On 22.06.2002 the Bank executed with eleven other banks a “Memorandum of Understanding on rendering assistance in performing restructuring procedures of the Wschodni Bank Cukrownictwa S.A. in Lublin”. This MoU provides for opening of a credit line for the Wschodni Bank Cukrownictwa S.A.

· On 28.06.2002 the Bank executed with TBM Sp. z o.o. ("TBM") - a subsidiary of the Bank - an annex to the program agreement of 11.01.2001 on conducting and servicing a TBM bonds issue program. Pursuant to the Annex, value of the bonds issue program is has been reduced from PLN 250,000,000 to PLN 150,000,000, i.e. by PLN 100,000,000. The Bank guarantees subscription of the bonds up to PLN 150,000.000 and guarantees repurchase of the issued bonds of up to PLN 150,000,000. Other terms of the bonds issue program agreement had not been altered.

The Agreement of 11.01.2001 was terminated on consent of the parties on 16.09.2002. 

On 16.09.2002 the Bank executed with TBM a new bonds issue agreement on conducting and servicing the TBM bonds issue program. The agreement was executed for a fixed term from 16.09.2002 to 30.06.2003. The program provides for issue of zero-coupon bonds issued for a term of not less than 7 days and not more than 6 months. Maximum value of the bonds issue program is PLN 150 Mln. Bonds shall not be documentary securities and will not be secured.

· On 1.08.2002 an Agreement was executed for the servicing and guaranteeing issue of bonds by Polskie Koleje Państwowe Spółka Akcyjna (PKP S.A.) guaranteed by the State Treasury of Poland, having the total face value of PLN 1,000,000,000, by and between PKP S.A. on the one side, and a syndicate consisting of the Bank, BRE Bank S.A., Deutsche Bank Polska S.A. and Westdeutsche Landesbank Polska S.A., on the other side. Issue of PKP S.A. bonds will take place not later than within 60 days of executing the said agreement of servicing and guaranteeing issue of PKP S.A. bonds. The bonds shall be offered in the manner set fort in Art. 9.3 of the Bonds law of 29th June 1995, as amended. Each of the syndicate members undertook to subscribe for of cause subscription of and perform payments for 25% of all bonds issued, and shall be jointly and severally liable to PKP S.A. should the bonds issue be not subscribed for by investors.

Issue of PKP S.A. bonds took place on 4.10.2002. The Bank subscribed for 2,425 bonds, having the total value of PLN 242,500,000.

· On 19.09.2002 the Bank executed with Powszechne Zakład Ubezpieczeń Spółka Akcyjna and Powszechny Zakład Ubezpieczeń na Życie Spółka Akcyjna a Memorandum of Understanding aimed at development and distribution of products and creation of a joint offer for meeting needs of Customers.

· On 1.10.2002 the Bank executed with Reform Company Sp. z o.o. a long-term office space lease agreement at the Reform Plaza building in Warsaw at Al. Jerozolimskie 121/123. Financial terms and conditions of the agreement correspond to market conditions. The Bank intends to move its central units and operating functions to the new facility, to improve efficiency of management and generate costs savings.

· On 28.11.2002 the Bank executed with Real Estate and Stocks - REESS TRADING Sp. z o.o. ("Reess") an agreement ("Agreement") for repurchase of bonds issued by the Bank ("Bonds"). The Agreement was executed pursuant to Paragraph 15.2 of the Bonds Issue Program prospectus, for a term necessary to perform object of the said Agreement. The Agreement provides for all Bondholders to sell their holdings to Reess on terms set forth in the bonds issue program. obligation of the repurchasing entity shall be performed as provided for in the applicable procedures and through the CeTO, by Reess submitting Bonds purchase orders. Repurchaser’s fee has been set at 0.003% of total price paid by Reess for the Bonds purchased under the said Agreement. Additionally, the Bank shall cover external costs of the transaction incurred by Reess.

· On 13.12.2002 the Bank executed a promise of purchase agreement, as understood pursuant to Art. 55 index 1 Civil Code, in respect to BESTA Sp. z o.o. ("BESTA")- an affiliate of the Bank, for a total price of PLN 11,174,324. BESTA’s scope of business comprises: printing services, correspondence dispatching and serviced associated with mass payments. The parties undertook to execute the promised agreement by 31.01.2003.
Description of transactions with affiliates exceeding EURO 500,000 (when single transaction or total value of several transactions of such entity exceeds the threshold value) 

Scope of transaction
Value in PLN ‘000

Loans extended by the Bank to BEL Leasing
199 836

Value of leasing receivables repurchased by the Bank from BEL Leasing
1 054 900

Value of leasing receivables repurchased by the Bank from PROLIM
43 337

Value of leasing receivables repurchased by FORINVEST from BEL Leasing
74 191

Loans extended by the Bank to FORIN
256 199

Loans extended by the Bank to FORINWEST
64 046

Capital injection to FORINWEST made by the Bank 
160 292

Junior loan extended by the Bank to the Brokerage House
20 250

Loan extended by the Bank to DEBT Services
2 940

Loans extended by the Bank to PROLIM
279 870

Value of TBM Leasing bonds held by the Bank 
150 000

Additional payment to capital of DEBT Services made by the Bank 
5 889

Additional payment to capital of BET Trading made by the Bank 
18 650

Cash funds deposited at the Bank by BEL Leasing
42 242

Cash funds deposited at the Bank by FORIN
5 651

Cash funds deposited at the Bank by FORINWEST
15 052

Cash funds deposited at the Bank by Millennium Dom Maklerski
203 153

Cash funds deposited at the Bank by TBM Leasing
62 395

Cash funds deposited at the Bank by Millennium TFI
130 680

Cash funds deposited at the Bank by BIG BG Inwestycje
2 760

Cash funds deposited at the Bank by PZU SA Group
193 022

SWAP transaction executed by the Bank with BEL Leasing:


- Bank’s liability to BEL Leasing (EURO ‘000)
49 250

- Bank’s receivable from BEL Leasing (PLN ‘000)
167 204

SWAP transaction executed by the Bank with BEL Leasing:


- Bank’s liability to BEL Leasing (PLN ‘000)
51 044

- Bank’s receivable from BEL Leasing (EURO ‘000)
12 500

Value of bonds in the SBB transaction between the Bank and DOM Maklerski
18 330

Bank’s interest revenue on loans extended to BEL Leasing
12 599

Bank’s interest revenue on SWAP transaction with BEL Leasing
18 552

Bank’s interest revenue on repurchased receivables of BEL Leasing
50 860

Bank’s interest revenue on transaction with FORIN
26 686

Bank’s interest revenue on transaction with FORINWEST
7 812

Bank’s interest revenue on transaction with TBM
8 399

Bank’s interest revenue on loans extended to PROLIM
11 013

FORINWEST interest revenue on repurchased receivables of BEL Leasing
3 126

Bank’s interest costs on the transaction with DOM Maklerski
14 320

Bank’s interest costs on deposits and accounts of BEL Leasing
9 764

Bank’s interest costs on the SWAP transaction with BEL Leasing
3 835

Net revenue of TBM Leasing received from the Bank on title of renting fixed assets
38 879

Net revenue of BESTA received from the Bank on title of sale of services
2 759

SUPERVISORY BOARD of Bank Millennium S.A. 

Membership in the Supervisory Board in 2002:

1. Maciej Bednarkiewicz – Chairman of the Supervisory Board

2. Ryszard Pospieszyński – Deputy Chairman and Secretary 

3. Christopher de Beck - member

4. Jorge Manuel Jardim Goncalves - member

5. Andrzej Koźmiński - member

6. Marek Rocki - member

7. Gijsbert Johannes Swalef - member

8. Jerzy Zdrzałka - member
On 18th December 2002 Extraordinary General Meeting of Shareholders appointed Mr. Marek Belka to be a member of the Supervisory Board.

This, as of 18th December 2002, Supervisory Board members are as follows:

1. Maciej Bednarkiewicz – Chairman of the Supervisory Board

2. Ryszard Pospieszyński – Deputy Chairman and Secretary 

3. Marek Belka – member

4. Christopher de Beck - member

5. Jorge Manuel Jardim Goncalves - member

6. Andrzej Koźmiński - member

7. Marek Rocki - v

8. Gijsbert Johannes Swalef - member

9. Jerzy Zdrzałka – member;
MANAGEMENT BOARD of Bank Millennium S.A. 

Membership in the Bank’s Management Board in 2002:

1. Bogusław Kott – President of the Bank’s Management Board

2. Julianna Boniuk - Vice-president of the Bank’s Management Board

3. Francisco de Lacerda - Vice-president of the Bank’s Management Board

4. Pedro Alvares Ribeiro - Vice-president of the Bank’s Management Board

5. Wojciech Haase - Vice-president of the Bank’s Management Board

6. João Manuel Manso Neto - Vice-president of the Bank’s Management Board

7. Anna Rapacka - Vice-president of the Bank’s Management Board

8. Zbigniew Sobolewski - Vice-president of the Bank’s Management Board

On 1st August 2002 the Supervisory Board appointed Mr. Fernando Bicho to be the Vice-president of the Bank’s Management Board (in response to resignation submitted by Mr. João Manuel Manso Neto).

Thus, as of 1st August 2002 until this day membership of the Management Board is as follows:

1. Bogusław Kott – President of the Bank’s Management Board

2. Julianna Boniuk - Vice-president of the Bank’s Management Board

3. Francisco de Lacerda - Vice-president of the Bank’s Management Board

4. Pedro Alvares Ribeiro - Vice-president of the Bank’s Management Board

5. Wojciech Haase - Vice-president of the Bank’s Management Board

6. Fernando Bicho - Vice-president of the Bank’s Management Board

7. Anna Rapacka - Vice-president of the Bank’s Management Board

8. Zbigniew Sobolewski - Vice-president of the Bank’s Management Board;

Information on remuneration paid to the supervisory and management bodies of the issuer in the period from 01.01.2002 to 31.12.2002
1. Remuneration of members of the Bank’s Management Board PLN 26,892,500

2. Remuneration of members of the Bank’s Supervisory Board PLN 1,884,300

3. Remuneration of members of the Bank’s Management Board received in subsidiaries PLN 242,900

4. Remuneration of members of the Bank’s Supervisory Board received in subsidiaries PLN 26,300

Information on advance payments, loans and guarantees extended to members of the Issuer’s management and supervisory bodies

1. Members of the Management Board have total debt on title of interest accrued on employee loans of PLN 75,000

2. Members of the Management Board have overdraft limits on their account totaling PLN 290,000

3. Members of the Bank’s Supervisory Board possess credit cards, the total value of which amounts to PLN 60,000

4. Guarantees issued:

· Mr. Pedro Alvares Ribeiro (Vice-president of the Bank’s Management Board) has received a customs guarantee from the Bank for PLN 8,000 - expires on 14.02.2003.

· Mr. Francisco De Lacerda  (Vice-president of the Bank’s Management Board) has received a customs guarantee from the Bank for PLN 18,000 - expires on 19.07.2003.

Information on the number and par value of all shares of the Issuer and shares in Issuer’s capital group member companies held by Issuer’s members of management and supervisory bodies (separately for each such person
The Management Board

1. Bogusław Kott – President of the Management Board

· 3,023,174 shares of the Bank, having par value PLN 1.00, each,

· No shares held in companies of the Capital Group;

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

· No shares of the Bank held,

· No shares held in companies of the Capital Group;

3. Fernando Bicho – Vice-president of the Management Board

· No shares of the Bank held,

· No shares held in companies of the Capital Group;

4. Julianna Boniuk – Vice-president of the Management Board

· 490,000 shares of the Bank, having par value PLN 1.00, each,

· No shares held in companies of the Capital Group;

5. Wojciech Haase – Vice-president of the Management Board

· 5,246 shares of the Bank, having par value PLN 1.00, each,

· No shares held in companies of the Capital Group;

6. Anna Rapacka – Vice-president of the Management Board

· 39,600 shares of the Bank, having par value PLN 1.00, each, on joint account with husband,

· No shares held in companies of the Capital Group;

7. Pedro Alvares Ribeiro – Vice-president of the Management Board

· No shares of the Bank held,

· No shares held in companies of the Capital Group;

8. Zbigniew Sobolewski – Vice-president of the Management Board

· No shares of the Bank held,

· No shares held in companies of the Capital Group;

9. Jerzy Andrzejewicz – Commercial Attorney 

· 6,260 shares of the Bank, having par value PLN 1.00, each,

· No shares held in companies of the Capital Group;

Supervisory Board

1. Maciej Bednarkiewicz – Chairman

· 94 shares of the Bank, having par value PLN 1.00, each,

2. No shares held in companies of the Capital Group;

3. Ryszard Pospieszyński – Deputy Chairman

· 26,200 shares of the Bank, having par value PLN 1.00, each,

· No shares held in companies of the Capital Group;

4. Marek Belka – member of the Supervisory Board

· No shares of the Bank held,

· No shares held in companies of the Capital Group;

5. Jorge Manuel Jardim Goncalves – member of the Supervisory Board

· No shares of the Bank held,

· No shares held in companies of the Capital Group;

6. Andrzej Koźmiński – member of the Supervisory Board

· No shares of the Bank held,

· No shares held in companies of the Capital Group;

7. Marek Rocki – member of the Supervisory Board

· No shares of the Bank held,

· No shares held in companies of the Capital Group;

8. Gijsbert Johannes Swalef – member of the Supervisory Board

· No shares of the Bank held,

9. No shares held in companies of the Capital Group;

10. Jerzy Zdrzałka – member of the Supervisory Board

· No shares of the Bank held,

· No shares held in companies of the Capital Group;

11. Christopher de Beck – member of the Supervisory Board

- 95.000 shares of the Bank, having par value PLN 1,00, each,

- No shares held in companies of the Capital Group.

Shareholders possessing at least 5% share in the Bank’s share capital and in the overall number of votes at the General Meeting of Shareholders:

Banco Comercial Portugues holds 50.00% shares and votes at the Bank’s General Meeting of Shareholders (424,624,072 shares having the total par value of PLN 424,624,072).

EUREKO B.V. holds 19.98% shares and votes at the Bank’s General Meeting of Shareholders (169,669,678 shares having the total par value of 169,669,678).

Important events affecting business of the Group

· On 18.01.2002 Bank’s Management Board informed that the Bank had received Resolution No. 15/2002 of 18.01.2002 of the Warsaw Securities Exchange S.A. Management Board on admitting Series “K” shares of the Bank into trading on the main market beginning with 25th January 2002, applicable to 424,590,872 common bearer Series “K” shares of the Bank, issued pursuant to resolution No. 2 of the Extraordinary General Meeting of Shareholders of the Bank adopted on 22.10.2001.   

· On 18.01.2002 Bank’s Management Board informed that the Bank had received decision of the Securities and Exchanges Commission of 8.01.2002 permitting the Bank to intermediate in the sale and repurchase of open investment fund and specialized open investment funs participation unit.

· On 6.02.2002 Bank’s Management Board informed that the Bank had received Decision No. 13/02 of the Banking Supervisory Commission ("KNB") of 29.01.2002 on expressing the Commission’s consent for including the following cash funds into supplementary funds of the Bank for a term ending on 12.12.2011: PLN 275,000,000 attained in result of issuing and selling ten-year junior bonds of the Bank at EURO 80,000,000 to Bank’s subsidiary, i.e. BBG Finance B.V. having its seat in the Netherlands.

The said decision replaced KNB decision No. 242/01 of 11.12.2001, of which the Bank had informed in its Communication No. 103/2001 of 12.12.2001.
· On 27.03.2002 Bank’s Management Board informed that the Bank had received decision on admitting on 27.03.2002 into public trading on the Luxembourg Securities Exchange of 33 Mln common junior bonds with variable interest rate, issued on 12.12.2001 by BBG Finance B.V. having its seat in the Netherlands (100% owned subsidiary of the Bank).

· On 15.04.2002 Bank’s Management Board informed that the Bank had received information of BEL Leasing Sp. z o.o. ("BEL") - a subsidiary of the Bank - on occurrence of conditions precedent set forth in annexes to leasing agreements executed by BEL - as the (financing) lessee with PKP S.A. - as the lessee (beneficiary), the execution of which was notified by the Bank in its Communication No. 100/2001 of 7.12.2001. In reference thereof, PKP CARGO S.A. became a party of the said leasing agreements as of 15.04.2002 as the beneficiary. Total value of payments on title of the said leasing agreements to be repaid by PKP CARGO S.A. as the lessee (beneficiary) amount to PLN 307,620,885.08, net. At the same time, the Bank informed that the total value of payments outstanding and to be paid by PKP CARGO S.A. as the lessee (beneficiary) under all agreements taken over from PKP S.A. by PKP CARGO S.A. over the last 12 months, amounted as of 15.04.2002 to 382,114,929.85, net.

· On 21.05.2002 Bank’s Management Board informed that on 20.05.2002, the Bank being a 100% shareholder of Powszechne Towarzystwo Emerytalne BIG Bank GDAŃSKI S.A. ("PTE BIG BG") executed with BRE BANK S.A. ("BRE"), 100% shareholder of Powszechne Towarzystwo Emerytalne Skarbiec-Emerytura S.A. ("PTE Skarbiec-Emerytura") the following agreements: 

a) Merger agreement in respect to merger of Powszechne Towarzystwo Emerytalne BIG Bank GDAŃSKI S.A. with Powszechne Towarzystwo Emerytalne Skarbiec-Emerytura S.A. ("Merger Agreement "), and 

b) Option Agreement,

terminating at the same time on consent of the parties the Merger Agreement in respect to merger of PTE BIG BG with PTE Skarbiec-Emerytura of 19.04.2001, of which the Bank informed in its Communication No. 28/2001 of 20.04.2001.

The merger will take place pursuant to Art. 492§1.1 of the Commercial Companies Code, with PTE Skarbiec-Emerytura being the taking over company. Bank’s share in the share capital and votes at the General Meeting of Shareholders of PTE Skarbiec-Emerytura after the merger will be equal to 38.61%.

Merger is conditional upon receiving consent of the Commission for Supervision of Insurers and Pension Funds ("KNUiFE").

Pursuant to the Option Agreement, BRE extended a sales option to the Bank and the Bank extended to BRE a purchase option in respect to all shares subscribed for by the Bank in w PTE Skarbiec-Emerytura in result of registering the merger with PTE BIG BG. Purchase price of such shares by BRE would be between PLN 320,000,000 and PLN 382,500,000.

Option Agreement provides any party defaulting under the sales or purchase option to pay a guarantee penalty equal to the price of PTE Skarbiec-Emerytura shares. Payment of the guarantee penalty does not exclude party’s right to demand additional compensation. Repurchase of shares by BRE is conditional upon receipt of consent from KNUiFE. Performance of the purchase or sale option will also depend on registration of the merger of PTE Skarbiec-Emerytura with PTE BIG BG and deletion of PTE BIG BG from the National Court Register. The criterion for considering this agreement to be material is that the value thereof exceeds 10% of Bank’s own equity.


· On 24.05.2002 Bank’s Management Board informed that on 23.05.2002 the Bank executed a syndicate agreement on preparation and submission of a final offer for selection of service provider responsible for organizing and conducting a bonds issue by and trading in bonds of the Polish State Railways S.A. ("PKP") guaranteed by the State Treasury of Poland, having the total value of PLN 1,000,000,000. Syndicate also includes the following banks: BRE Bank S.A., Westdeutsche Landesbank Polska S.A. and Deutsche Bank Polska S.A. According to the agreement, syndicate members will prepare and submit a bid within the request for submission of final bids in a competitive negotiated tender. The agreement provides for joint and several liability of the syndicate members for subscribing for the said shares, with participation of each member in the obligation to subscribe for the said PKP bonds being equal at 25% of the issue value. If the syndicate is not selected, the syndicate agreement would expire on the date when another participant is excluded or upon canceling of the tender. The criterion for considering this agreement to be material is that the value thereof exceeds 10% of Bank’s own equity.

· On 4.06.2002 Bank’s Management Board informed that the Bank had received a decision of the Commission for Supervision of Insurers and Pension Funds ("KNUiFE") of 29.05.2002 consenting to merger of Powszechne Towarzystwo Emerytalne BIG Bank GDAŃSKI S.A. ("PTE BIG BG") and Powszechne Towarzystwo Emerytalne Skarbiec-Emerytura S.A. ("PTE Skarbiec-Emerytura") pursuant to Art. 492§1.1 of the Commercial Companies Code by transferring all assets of PTE BIG BG, owned solely by the Bank, to PTE Skarbiec-Emerytura in exchange for 3,176,181 registered Series J common shares issued by PTE Skarbiec-Emerytura. In issuing its consent for this merger, KNUiFE determined that the date of opening liquidation of Otwarty Fundusz Emerytalny {ego} ("OFE") managed by PTE BIG BG is set for 7.08.2002 and closing date of the liquidation of OFE is set for 31.01.2003. The referred to above decision constitutes performance of the condition precedent in the agreement executed by and between the Bank and BRE BANK S.A. (of which the Bank had informed in its Communication No. 31/2002 of 21.05.2002) on merger between PTE BIG BG and PTE Skarbiec-Emerytura.

· On 12.06.2002 Bank’s Management Board informed that on this day the Bank had received information from the Management Board of Polskie Koleje Państwowe S.A. ("PKP"), of selecting on 11.06.2002 the service provider of services, responsible for organizing and conducting the issue and servicing trading in PKP bonds, guaranteed by the State Treasury, having the total value of PLN 1,000,000,000, submitted by a syndicate of banks consisting of: the Bank, BRE Bank S.A., Westdeutsche Landesbank Polska S.A. and Deutsche Bank Polska S.A. Each syndicate member undertook to subscribe for or cause subscription of and payment for 25% of all bonds issued, and bears joint and several liability to PKP on the title thereof.

· On 25.06.2002 Bank’s Management Board informed that in light of the decision adopted by the Banking Supervisory Commission of establishing commissary management at the Wschodni Bank Cukrownictwa S.A. in Lublin the Bank condition precedent contained in the executed by the Bank with eleven other banks “Memorandum of Understanding on rendering assistance in performing restructuring procedures of the Wschodni Bank Cukrownictwa S.A. in Lublin” had been fulfilled. The MoU provides for opening of a credit line for the Wschodni Bank Cukrownictwa S.A.

· On 26.07.2002 Bank’s Management Board informed that on 26th July 2002 the Bank had terminated loan agreements for the total amount of PLN 126,838,158.30 executed with its two Customers, being joint obligors thereunder.

· On 2.08.2002 Bank’s Management Board informed that on 1.08.2002 an Agreement was executed for the servicing and guaranteeing issue of bonds by Polskie Koleje Państwowe Spółka Akcyjna (PKP S.A.) guaranteed by the State Treasury of Poland, having the total face value of PLN 1,000,000,000, by and between PKP S.A. on the one side, and a syndicate consisting of the Bank, BRE Bank S.A., Deutsche Bank Polska S.A. and Westdeutsche Landesbank Polska S.A., on the other side. Issue of PKP S.A. bonds will take place not later than within 60 days of executing the said agreement of servicing and guaranteeing issue of PKP S.A. bonds. The bonds shall be offered in the manner set fort in Art. 9.3 of the Bonds law of 29th June 1995, as amended. Each of the syndicate members undertook to subscribe for of cause subscription of and perform payments for 25% of all bonds issued, and shall be jointly and severally liable to PKP S.A. should the bonds issue be not subscribed for by investors. The criterion for considering this agreement to be material is that the value thereof exceeds 10% of Bank’s own equity.

· On 30.08.2002 Bank’s Management Board informed that on 29.08.2002 FORIN Sp. z o.o. in Warsaw - a subsidiary of the Bank, executed an annex to the agreement with "Nadwiślański Węgiel" S.A. in Tychy, providing of the purchase by "FORIN" Sp. z o.o. of receivables from "Nadwiślański Węgiel" S.A. and for the monitoring and settlement of such receivables. Pursuant to the annex, "FORIN" Sp. z o.o. undertook to acquire receivables of "Nadwiślański Węgiel" S.A., on terms and conditions set forth in the agreement, for a total value of up to PLN 205,000,000.

· On 19.09.2002 Bank’s Management Board informed that the Bank had executed with Powszechny Zakład Ubezpieczeń Spółka Akcyjna and Powszechny Zakład Ubezpieczeń na Życie Spółka Akcyjna - an Assurefinance agreement, intended to develop and distribute products and aimed at creating a joint offer to satisfy needs of Customers.

· On 26.09.2002 Bank’s Management Board informed that the Bank had sold to BRE Bank Spółka Akcyjna ("BRE") 3,176,181 registered Series J shares of the Powszechne Towarzystwo Emerytalne Skarbiec-Emerytura S.A. ("PTE"), having the par value of PLN 10, each, constituting 38.61% of the share capital and entitling to the same number of votes at the PTE General Meeting of Shareholders. Book value of the sold assets in ledgers of the Bank was PLN 163,914,660, whereas liabilities towards third parties equaled PLN 161,814,894. The sale of shares transaction took place through the BRE Bank S.A. Investment House. Total price for the shares sold was PLN 382,500,000, provided that PLN 500,000 had been retained by BRE up until the parties settle costs of preparing computer software required to transfer the existing register of fund members. In result of the said transaction, the Bank does not hold any PTE shares. Sale of shares took place in result of executing the Option Agreement executed by and between the Bank and BRE on 20.05.2002, of which the Bank had informed in its Communication No. 31/2002 of 21.05.2002. Value of assets sold exceeds 10% of Bank’s own equity.

· On 1.10.2002 Bank’s Management Board informed that on 30.092002 BEL Leasing Sp. z o.o. ("BEL") - a subsidiary of the Bank, executed with Branżowe Towarzystwo Leasingowe TABOR S.A. ("BTL") four agreements ("Agreements"), under which BEL shall acquire the total of 336 lorries having the total value being PLN equivalent of EURO 11,827,350.92, net, and PLN 14,429,368.12 with VAT, what converted at the average NBP exchange rate of 30.09.2002 (4.1482) equals to PLN 49,062,217.09, net, and PLN 59,855,904.84 with VAT, respectively. At the same time, the total value of performance resulting of the sales agreements executed by and between BEL and BTL over the last 12 months, together with the above specified agreements constitutes the PLN equivalent of EURO 27,125,690.60, net, and EURO 33,093,342.53 with VAT, what converted at the average NBP exchange rate of 30.09.2002 (4.1482) equals to PLN 112,522,789.75, net, and PLN 137,277,803.48 with VAT, respectively.

Transfer of title to the lorries to BEL depends on BTL repaying the liabilities for which lorries specified above constitute the collateral. Under terms of the Agreements, BEL with acquisition of the lorries assumes rights and duties of the financing party resulting from leasing agreements executed by and between BTL and PKP CARGO S.A. Value of performance under the said leasing agreements equals to PLN 53,578,687.08, net, and PLN 65,365,998.24 with VAT. Agreements were executed under the condition subsequent that title to the lorries is assigned to BEL. 

Therefore, the overall value of performance resulting under leasing agreements executed by and between BEL and PKP CARGO S.A. over the last 12 moths, including the above specified leasing agreements, totals PLN 112,563,998.08, net, and PLN 137,328,077.66 with VAT.

· Management Board of the Bank informed that in reference to Communication of 1.10.2002 on agreements executed on 30.09.2002 between BEL Leasing Sp. z o.o. ("BEL") - a subsidiary of the Bank, and Branżowe Towarzystwo Leasingowe TABOR S.A. in Poznań ("BTL"), conditions subsequent set forth in §5 thereof has not been fulfilled. Thus, title to the lorries passed to BEL on 3rd October. At the same time, BEL by acquiring title to the lorries also assumed rights and duties of the financing party under leasing agreements referring to the said lorries (PKP Cargo S.A. is the counterparty to leasing agreements). 

· On 5.10.2002 Bank’s Management Board informed that issue of bonds of Polskie Koleje Państwowe S.A. ("PKP S.A.") having the par value of PLN 1,000,000,000 (one billion Polish Zloty) took place. Issue took place in performance of the Agreement on servicing and guaranteeing issue of PKP S.A. bonds guaranteed by the State Treasury, executed on 1.08.2002 between PKP S.A., on the one side, and syndicate of banks consisting of the Bank, BRE Bank S.A., Deutsche Bank Polska S.A. and Westdeutsche Landesbank Polska S.A., on the other side, of which the Bank informed in its Communication No. 45/2002 of 2.08.2002. Pursuant to the said agreement, each of the syndicate banks undertook to subscribe or to cause subscription for and payment for 25% of the entire bonds issue. The Bank informed of having subscribed for 2,425 bonds having the total value of PLN 242,500,000.

· On 15.10.2002 Bank’s Management Board informed that the Bank had adopted a resolution on issue of unsecured bearer bonds. Intended is issue of not more than 20,000,000 (twenty million) bonds having the par value of PLN 100 (one hundred Polish Zloty), each and a total par value of not more than PLN 2,000,000,000 (two billion Polish Zloty). The bonds shall not bear interest and will be offered at a discount relative to their par value. No non-pecuniary performance is envisaged on title of the issued bonds. If issue takes place in the highest amount planned, i.e. PLN 2,000,000,000, relationship between value of bonds issue to own equities of the Issuer will be 116.63%, and the relationship between bonds issue value and all previously issued and not redeemed bonds of the issuer to own equities of the Issuer will be 143.5%. As of 30.09.2002 own equities of the Bank amount to PLN 1,714,876,000.  The Bank intends to introduce these bonds into public trading and onto the secondary regulated market operated by the Centralna Tabela Ofert S.A.

· On 18.10.2002 Bank’s Management Board informed that the Bank had adopted a decision on commencing with restructuring of the Capital Group. The actions are aimed at simplifying structure of the Group by merging certain component entities, thus simplifying management, limiting administrative functions and achieving costs savings synergies.

First stage of the program will involve merging of BEL Leasing Sp. z o.o, INEC Services Spółka z o.o. in Warsaw (affiliate of the Bank) ("INEC"), BET Trading Sp. z o.o. and DEBT Services Sp. z o.o. into BEL Leasing Sp. z o.o. In relation thereof, the Bank’s Management Board on 18.10.2002 adopted a resolution on contributing in kind into the share capital of INEC of certain cash receivables of the Bank from INEC and resulting of agreements executed previously by INEC with the Bank, and had executed an agreement with INEC on releasing from debt arising un title of commercial paper held by the Bank and issued by INEC on 6.12.2000, having the total par value of PLN 35,600,000. INEC agreed for being released from the said debt. The scope of business of INEC is to perform financial operations in the capital market on its own account and in agency. Book value of receivables contributed to INEC in ledgers of the Bank is PLN 99,064,000, corresponding to the value thereof in ledgers of INEC (based on book value). The scope of business of Bet Trading Sp. z o.o. and DEBT Services Sp. z o.o. includes in particular performance of capital market financial operations. BEL Leasing Sp. z o.o. is one of the leading leasing companies in Poland.

· In reference to Communication No. 68/2002 of 25th November 2002, the Management Board of BIG Bank GDAŃSKI S.A. (“Bank”) informed that the Bank had received a preliminary confirmation of executing by INEC Services Sp. z o.o. - a company in respect to which the Bank is the dominating shareholder, the sale of 24,820,000 shares of the Bank at a price of PLN 3.15 per share during continuous trading and in packet transactions at the Warsaw Securities exchange S.A. Sold shares constituted 2.92% votes at the General Meeting of Shareholders of the Bank.

· In reference to Communication No. 72/2002 of 29th November 2002, the Management Board of BIG Bank GDAŃSKI informed that the executed at the Warsaw Securities exchange S.A. transactions of selling 24,820,000 shares of the Bank having the par value PLN 1,00, each, and constituting 2.92% of the Bank’s share capital, entitling to 2.92% voters at the Bank’s General Meeting of Shareholders, for until price of PLN 3.15 per share have been settled. In reference to the merger of INEC Services Sp. z o.o. (“INEC”) with BEL Leasing Sp. z o.o. (“BEL”) (Bank’s subsidiary), of which the Bank had informed in its Communication No. 75/2002 of 3rd December 2002, settlement of the transaction took place to credit of BEL.

Result on sale of Bank’s shares shall not be included into the Profit and Loss Account of the Bank’s Capital Group, but will be in its entirety referred into equities, both in the unit statements of the Bank, as well as in the consolidated statements of the BBG S.A. Capital Group.

· On 8.11.2002 Bank’s Management Board informed that the Bank was continuing the process of restructuring its capital group. On 7.11.2002 the Bank:

(1) Received a decision of the registration Court in Warsaw of registering on 29th October 2002 increase in the share capital of INEC Services Sp. z o.o. in Warsaw, a subsidiary of the Bank ("INEC"). In result, share capital of INEC will be PLN 99,564,000 and ownership structure will be as follows:


- Bank     
                                  - 99.5%


- BET Trading Sp. z o.o. 

-  0.5%

The total number of votes resulting from all shares issued by INEC after registration of increased share capital is 199,128 votes. Book value of assets contributed in kind by the Bank in ledgers of INEC is PLN 99,064,000. Value of provisions established in relation to such assets was PLN 105,553,000. Value of assets, at which they were contributed in kind into share capital of INEC is PLN 99.064.000.

(2) A purchase and sale of shares constituting financial assets of the Bank in INEC was executed to benefit of BEL Leasing Sp. z o.o. in Warsaw ("BEL"), a subsidiary of the Bank. Pursuant to this agreement, the Bank sold to BEL 198,128 INEC having the par value of PLN 500, each, and a total par value of PLN 99,064,000 and for the total price of PLN 1,135,118. The book value of shares sold in ledgers of the Bank was PLN 99,064,000. Shares old constitute 99.5% of INEC’s share capital. BEL financed acquired shares from own funds of the company. Shares acquired by BEL shall constitute a long-term capital deposit of BEL. Merger of INEC into BEL will take place in the next phase. After executing the said purchase/sale agreement, the Bank does not hold any shares in INEC, whereas share of BEL in the share capital of INEC is 100%, corresponding to 100% votes at the General Meeting of Shareholders of INEC.

(3) Also, INEC was merged into BEL, being the sole shareholder of INEC, together with an additional payment of PLN 4,100,000 made pursuant to Art. 177 et. seq. of the Commercial Companies Code.

· On 25.11.2002 Bank’s Management Board informed that INEC Services Sp. z o.o. ("Seller") - where the Bank is the dominating shareholder, intends to sell to investors 24,820,000 shares ("Shares") of the Bank constituting 2.92% share capital and entitling to 2.92% votes at the Bank’s General Meeting of Shareholders. The shares shall be sold during continuous trading sessions beginning with 28th November 2002 (Thursday). If prices prevailing during continuous trading do not allow performance of the transaction at a minimum price set by the Seller, sale of shares according to package transactions procedures would be allowed. Sales price of the Shares shall be determined according to the average list price of the last 6 months, analysis of market liquidity and current market situation. The BIG BG S.A. Brokerage House would coordinate technical side of the transaction. The Seller reserves itself the right to cancel the Shares sale transaction without stating reasons. Information on canceling the sale of Shares would be made available in the form of a current report on 28.11.2002.

· On 26.11.2002 Bank’s Management Board informed that the Securities and Exchanges Commission adopted a decision on expressing its consent for admitting Bank’s bonds offered within the bonds issue program into public trading. Detailed terms of the issue shall be published in the form of a regular report of the Bank.

· In reference to Communication No. 63/2002 of 18.10.2002, the Bank’s Management Board informed on 3.12.2002 that BEL Leasing Sp. z o.o. ("BEL") - a subsidiary of the Bank, received a decision of the District Court for the Metropolitan City of Warsaw, Department 19 of Corporate Law and the National Court Register dated 29.11.2002 of merging BEL with INEC Services Sp. z o.o. The merger was effected according to the procedure and on terms set forth in Art. 516 of the Commercial Companies Code, i.e. without increasing share capital of BEL, without resolution of the General Meeting of Shareholders of BEL and without requiring any amendments to the Articles of Incorporation of BEL.

Information on important events taking place after 31st December 2002

· On 3rd January 2003 the Bank’s Management Board informed of having executed the following agreements with BEL leasing Sp. z o.o. (“BEL”) - a subsidiary of the Bank: 1) Agreement on assignment of rights from a General Insurance agreement executed by and between BEL and Towarzystwo Ubezpieczeniowe Allianz Polska S.A; and 2) Agreement on assignment of rights from General Communication Insurance Agreements executed by and between BEL and Powszechny Zakład Ubezpieczeń S.A. Execution of the said agreements took place for the purpose of securing receivables of the Bank resulting under financing agreements, of which the Bank had informed in its Communications Nos. 111/2000 of 29.12.2000 and 21/2002 of 13.03.2002.

· On 9.01.2003 Bank’s Management Board informed that on 8.01.203 the Bank had received a decision of the District Court for the Metropolitan City of Warsaw, Department 19 of Corporate Law and the National Court Register of registering amendments in Statutes of the Bank, comprising changing of the Bank’s name, which now is styled: "Bank Millennium Spółka Akcyjna".

Customer services at Bank Millennium are offered through specialized business lines operating under their own trade names: Millennium (services for individuals), Millennium Biznes (services for small companies), Millennium PRESTIGE (private banking) and Bank Millennium Bankowość Przedsiębiorstw (for medium sized and large companies). Change in the Bank’s brand does not require any amendments to be made in contractual relationships of the Bank with its Customers.

· On 15.01.2003 Bank’s Management Board had informed of having been notified that the Moody’s Investor Service Ltd. rating agency had increased long-term deposit rating of the Bank by 1 class from Baa1 to A3 (7th on 21 step scale) and increased short-term deposit rating of the Bank by 1 degree from Prime-2 to Prime-1 (1st on 4 stem scale). At the same time, the agency upheld financial strength tanking of the Bank at D (10th on the 13 step scale).

· On 24.01.2003 Bank’s Management Board had informed of having been notified that on 24.01.2003 Dom Maklerski BIG-BG S.A. - Bank’s subsidiary, had received a decision of the District Court for the Metropolitan City of Warsaw, Department 19 of Corporate Law and the National Court Register changing the trade name, which now is styled: “Millennium Dom Maklerski Spółka Akcyjna” (abbreviated name: “Millennium Dom Maklerski S.A.”). Change of the brokerage house name does not require introduction of any amendments to contractual relationships of the brokerage house with its customers and contractors. The change of name originated from the restructuring program of Millennium Bank Group, including implementation of a new, coherent naming architecture for business lines of the Bank and its subsidiaries.
· On 31.01.2003 Bank’s Management Board informed of having executed with BESTA Sp. z o.o. (“BESTA”) - subsidiary of the Bank, a sale of enterprise agreement (“Agreement”) in respect to BESTA. In result of executing the Agreement, the Bank had acquired enterprise of BESTA (as understood in Art. 55 index 1 Civil Code) for the total price of PLN 11,174,324. Business activities performed within the BESTA enterprise comprise in particular printing and correspondence dispatching services, services associated with mass payments processing and services rendered to investment funds. Upon transfer of the enterprise to the Bank all burdens and risks associated with the being taken over property components will also pass to the Bank. All amounts to receipt of which is BESTA authorized and liabilities that BESTA is obligated to pay under court verdict or composition in court shall be credited and debited, respectively, to the Bank, without recourse to BESTA. The Bank will take over BESTA staff by way of transferring the facility to a new employer, as provided for in Art. 21 index 1 of the Labor Code, effective 31.01.2003. In result of executing this agreement, condition precedent of which the Bank had informed in its Communication No. 79/2002 of 13.12.2002 had been fulfilled. 
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� This amount is not compatible with receivables from Customers and the budget stated in the Bank’s balance sheet, because it also includes receivables from financial entities not being banks, but does not include unpaid matured interest and accrued not matured interest included into the balance sheet total.
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