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Macroeconomic background of the operations of the Bank Millennium Group during 12 months of the 2003 financial year

The year 2003 was much better for the Polish economy than the preceding year, especially that in the 2nd half of the year the GDP (Gross Domestic Product) growth rate bounced back to the level of over 4%. The problems included: continuing high-level unemployment, difficulties in the public finance sector, increased yields of treasury bonds and bills, low crops in the agricultural sector, weakening of the Polish zloty, and low money demand dynamics. Favourable developments subsume improvement to the macroeconomic foundations (apart from the deficit looming in the public finance sector), i.e., a low inflation rate and substantially reduced current account balance of payments deficit resulting from a dynamic increase in exports. 
As of the second quarter, the Polish economy has begun to grow rapidly, mainly as a result of an export expansion by Polish companies and high border trade dynamics. Other relevant demand-driving factors included the sustained individual consumption dynamics, similar to that of the preceding year, and gradual reconstruction of investment demand. The overall GDP growth rate in 2003 amounted to 3.7%, and thanks to weak USD, GDP per capita raised to a figure close to USD 5.5 thousand.

A considerable gap between the potential product dynamics and GDP, being a consequence of ten quarters during which GDP grew by less than 2%, decreased demand for labour. For example, in the 3Q, the number of persons employed (according to the research on population’s economic activity (BAEL) was by over 140 thousand (more than 1%) lower than in the preceding year, and by nearly 1 million lower than in the 3Q 2000.  Thus, the unemployment rate grew from 15.4% in the 3Q 2000 up to 19.4% in the 3Q 2003.  The labour market improvement can be noted only since 4Q, when the unemployment rate was seen to fall to 19.3%, despite seasonal fluctuations. Average work productivity continued to grow. 

Increased unemployment changed the labour market thoroughly and reduced the bargaining power of trade unions. As a result, payroll-driven inflation (or remuneration increase) dropped down to the lowest level since the beginning of the economic transformation. Concurrently, unit labour costs decreased (in EUR even more), which means that entrepreneurs may use the surplus so generated to finance new investments. The first signals of wage dynamics improvement came only in 4Q 2003.
Despite the macroeconomic assumptions adopted for the budget for 2003, deemed quite controversial by many analysts, the State budget and budgets of local government units closed the year without serious difficulties. However, the debt of the health care institutions, the Labour Fund, and the Social Insurance Fund, which rose more than projected, resulted in an increased debt of the entire public finance sector (we estimate that the additional sector debt represented more than 1% of GDP). Given the weak zloty, this led to the exceeding of the first statutory threshold (of 50%) in the proportion of the overall public debt to GDP. Bearing in mind the above and taking into account the increased deficit and financial needs in 2004 to which the financial markets reacted adversely, one may expect a slow but substantial increase in the costs of public debt servicing in the future.
The monetary policy followed a reasonable course in 2003. After six reductions of base interest rates in the 1st half of the year, the National Bank of Poland decided not to change them in the 2nd half of the year. The tendencies in respect of money supply indices have also changed. Deposits began to slowly rise and in December they were higher by 3.6% than in the preceding year. However, household deposits continued to decrease (by 2% year-to-year) but their dynamics in the 2nd half of the year were already higher than in the 1st half of the year, which suggests a slow increase in deposits in 2004.  Deposit dynamics in the enterprise sector were high (24.1% year-to-year), which may be explained, on the one hand, by a good financial condition of enterprises and, on the other hand, by a low investment demand and a very conservative lending policy followed by banks. This may be illustrated by the lending activity. In 2003, total loans increased by 8.1%, however, loans to the corporate sector grew by no more than 2.1%. The most dynamic element of the lending activity was mortgage loans which, raising by over 47% year-to-year at the end of 2003, accounted for more than 14% of the overall loan portfolio.
We project that the tendencies observed at present in respect of exports and industrial production will be sustained in 2004. The continued investment demand reconstruction will be the additional demand-driving factor in Poland. In this case, improvement will be brought about both by improvement to the financial condition of enterprises and the expected increased demand due to the broadly understood public finance sector (resulting from the accession to the European Union). One may also expect further improvement of consumer demand, which will grow at a higher rate than recorded in 2003. The acceleration of consumer demand was stimulated by announcements of tax changes. Also inflationary expectations connected with Poland’s accession to the EU increased, which caused households’ spending to build up. Meanwhile maintenance of relatively high dynamics of consumer demand in subsequent months of 2004 is supported by ongoing growth of buying power of persons employed in the corporate sector and self-employed individuals.

We expect the economic growth rate in the entire 2004 to stand at 6%. Improvement of investment demand and maintenance of relatively high consumption dynamics will cause economic growth in the second half of the year to be less dependent on exports dynamics.

The most serious threat to the future condition of the Polish economy is the excessively expansive public finance sector. If the discussion on public finance leads to specific decisions improving its structure and efficiency, the period of disturbances on the Polish financial market will come to an end. If not, then after the period of an over 6% growth in 2004, the Polish economy may experience another slowdown, with all its consequences, such as labour market imbalance and public finance difficulties.

Discussion of key economic and financial levels, description of factors and events, which have significant influence on the Issuer’s activity

The Management Board of Bank Millennium SA (“the Bank”) hereby announces that in 2003 (1 January to 31 December 2003) the consolidated net profit of the Bank Millennium Capital Group and Bank Millennium amounted to PLN 40.9 million. 
To compare, the consolidated net profit of the Group and the Bank in 2002 was PLN 179.1 million
  which resulted mostly from non-recurring events (the sale of PTE Ego and part of the treasury securities portfolio).

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

· good results of the Bank’s cost efficiency improvement program, which reduced operating cost by 16.8% compared to the previous year. This confirmed that the Bank has full control over that line item, and augmented its future downward trend,

· positive results of the business activity stimulation program, which brought about, in consecutive quarters, the reversal of detrimental trends from the beginning of the year, especially with respect to customer funds,

· signs of business revitalisation in 3Q, although its impact on the banking activity remained slight,

· breakdown of the debt security market in 3Q 2003, which was accompanied by a considerable increase in long-term interest rates

1.

Net interest income achieved by the Bank Millennium Group in 4Q 2003 was noticeably higher than the level achieved in the last quarter in result of increased customer funds and consistent margin management. That was a turning point. At that time detrimental net interest income trends were reversed, forming grounds for the improvement of this line item in 2004.
Consolidated net interest income in entire 2003 was PLN 558.0 million (PLN 669.3 million in 2002), marking a decrease of 16.6 %. This was caused by market factors: average interest rates declined by over 3 percentage points, increasing competitive pressure on margins and average balances of deposits and bonds decreased.
2. 

After the decrease in 1Q 2003, net commission income showed a growth trend in subsequent quarters, reaching 0.6%, 4.2% and 13.8%, respectively. This showed a continuous growth trend in that item, which reverses detrimental trends recorded at the threshold of 2002 and 2003. This growth was driven by increasing business activity, concerning mainly: account maintenance fees, card transactions, domestic transfers, investment banking and asset management. Net commission income in 2003 was PLN 218.3 million declining slightly as compared to the previous year (PLN 230.5 million).  
3.  

In 2003, result on other non-interest income (result on financial and FX operations) reached PLN 176.3 million, which compares to PLN 501.0 million achieved in the previous year. Reduction in this item was caused by abrupt, detrimental changes on the domestic State Treasury bond market (prices declined in the third quarter). We should also note that this item in 2002 was materially influenced by non-recurring events: the sale of PTE EGO (PLN 190.0 million) and the sale of a part of the treasury securities portfolio (PLN 93.0 million).
In 2003 other operating income and cost reached PLN 42.8 million, compared to PLN 10.0 million in 2002. 
4. 

Overall costs of the Bank Millennium Group in 2003 declined by 16.8 % compared to the same period of the previous year, and reached PLN 897.0 million, (PLN 1.078 million in 2002).

Personnel costs declined by 18.6 % compared to the 2002, reaching PLN 330.0 million, (PLN 405.3 million in 2002) bringing about cost savings of PLN 75.4 million. This reduction was a consequence of the broad operational restructuring and employment optimisation program, implemented in order to increase the efficiency of the Bank’s activity.
At the end of the year, the Millennium Group employed 4426 persons (5892 in 2002 – a 25% reduction), and Bank Millennium employed 3977 persons (5395 in 2002 – a 26% reduction)
Non-personnel costs, at PLN 451,0 million, were 17.5% below the numbers posted at the end of 2002 (PLN 546.8 million in 2002). 
The most significant reductions were recorded in IT and telecommunication expenses and in administrative expenses.
In the period under analysis depreciation declined by 8.1%, which reflected the conclusion of depreciation of major IT investments. It amounted to PLN 115.9 million, compared to PLN 126.1 million in 2002.
	Cost structure (PLN million)
	2003
	2002

	Personnel costs
	330,0
	405,3

	Non-personnel costs
	451,0
	546,8

	Depreciation
	115,9
	126,1

	Total costs
	897,0
	1 078,2


5.

The improved quality of credit risk management allowed the Bank Millennium Group to reduce provision growth rate in 2003. New provisions reached PLN 139.4 million, i.e. PLN 197.8 million less than in the previous year (PLN  337.2 million). In 4Q 2003, the Bank, considering the business situation, which was still difficult, established general risk provisions of PLN 31 million, and the balance of these provisions at the end of the year, at PLN 171.7 million, was kept at the level similar to the previous year’s.
6.

In 2003 net profit of the Bank Millennium Capital Group amounted to PLN 40.9 million. 
As at 31 December 2003 total assets amounted to PLN 19,297 million, increasing PLN 822 million after the end of the previous year (4.4%).

At the end of 2003 net loans to customers amounted to PLN 10.227 million, maintaining their 2002 level (PLN 10.324 million). We should note the increase of the retail loan share in the Group’s loan portfolio up to 35% (increase by 7 percentage points).
	Profit and loss account highlights (PLN million)
	4Q 2003
	4Q 2002
	%
	2003
	2002
	%

	Net interest income
	149,1
	170,4
	-12,5%
	558,0
	669,3
	-16,6%

	Net commission income
	61,3
	56,5
	8,5%
	218,3
	230,5
	-5,3%

	Other non-interest income
	32,5
	58,9
	-44,8%
	176,3
	501,0
	-64,8%

	Result on banking activity
	242,9
	285,7
	-15,0%
	952,5
	1 400,8
	-32,0%

	Total costs
	212,6
	269,5
	-21.1%
	897,0
	1 078,2
	-16,8%

	Net provisions
	70,6
	157,7
	-55,2%
	139,4
	337,2
	-58,7%

	Net profit
	4,0
	-63,2
	-
	40,9
	179,1
	-77,2%


7.

As at 31 December 2003, total Customer funds, including bonds placed by Bank Millennium, amounted to PLN 12.813 million, increasing 4.4% compared to the end of 2002 (PLN 12.274 million). This was caused, to a considerable extent, by the new offer of services for individual clients, which the Bank introduced in 4Q 2003.
Key highlights (PLN million)

	
	31 Dec 2003
	31 Dec 2002

	Total assets
	19,297
	18,475

	Total Customer funds (1)
	12,813
	12,274

	Total deposits from Clients (2)
	12,510
	11,812

	Total loans granted to Clients
	10,227
	10,324

	Equity (3)
	2,010
	2,013


(1) Includes deposits from Clients and investment funds

(2) Includes Bank Millennium bonds sold to Clients

(3) Shareholder funds + subordinated debt

8. Quality of loans

As at 31 December 2003, the Bank Millennium Group shows the following loan quality ratios: 
	Loan quality ratios
	31.12.03
	30.09.03
	30.06.03
	31.12.02

	Loans at risk / total loans ratio
	According to the timely repayment criterion
	15,2%
	15,3%
	15,3%
	14,6%

	
	According to NBP regulations
	23,9%
	22,2%
	22,6%
	23,0%

	Provisions / loans at risk ratio
	According to the timely repayment criterion
	77,9%
	76,7%
	77,2%
	83,2%

	
	According to NBP regulations
	49,5%
	52,8%
	52,3%
	52,8%


The ratios that reflect the relationship of provisions to loans at risk were calculated on the consolidated basis, using the total amount of provisions created for credit risk (specific and general provisions).

According to the timely repayment criterion, the loan at risk ratio improved by 10 bp since September 2003. According to the NBP criteria, the ratio was changed after new legal regulations were introduced and the bank’s rules were used to classify leasing receivables (BEL Leasing).
According to the old leasing portfolio classification rules, the pro forma loans at risk ratio in the Millennium Group would be 22.1%, i.e. it would be better than it was at the end of the previous quarter.

The coverage ratio decreased as compared to December 2002, when the part of old loss loans were written off, but improved when compared to the end of September (according to the timely repayment criterion).

The capital adequacy ratio of the Bank Millennium Group was 12.15 % showing an improvement over the previous year (10.7 %).

	Ratios
	2003
	2002

	Net interest margin
	3,7%
	4,3%

	Cost/income ratio
	87,2%
	72,2%

	ROA
	0,2%
	0,9%

	ROE
	2,3%
	11,5%

	Capital adequacy ratio
	12,15%
	10,7%


Summary

· In 2003, the Bank Millennium Group captured opportunities resulting from the implemented restructuring programs. This allowed for a considerable reduction of the cost level in all cost groups, totalling 16.8%.
· Year 2003 brought about the noticeable results of business revitalisation programs run by the Bank. Detrimental interest income trends were reversed, along with downward interest and commission income trends and the trend concerning customer funds.
· The Bank’s business objectives for 2004 feature: to continue the above tendencies and take active steps for developing the retail customer database, increasing deposit volumes and mortgage loan volumes, and improving profitability in all areas of activity.

Implementation of the Bank Millennium Group’s  Development Strategy

After the comprehensive restructuring process was completed (2001 to 2002), in 2003, Bank Millennium focused on enhancing its market position and improving efficiency.

In January 2003, the Bank decided to change its name into Bank Millennium. This was the last element of successful efforts in order to standardise the IT system and operational process, and to create four business lines, each of which has the word “Millennium” in its name. The lines are dedicated to different customer segments and are as follows:

· Millennium (retail banking)

· Bank Millennium Prestige

· Millennium Biznes

· Bank Millennium Bankowość Przedsiębiorstw (corporate banking)

At the beginning of 2003, the Bank carried out a large scale advertising campaign to promote its new name. It was highly successful, as demonstrated by the fourth position of Bank Millennium among the largest banks in terms of “brand awareness”. It also boosted sales in all business lines, leveraging marketing investments made by each business line. 

The most important strategic initiatives launched in 2003 in the Millennium business line (retail banking) were: consolidation and enhancement of business activity both in the retail and small business segments. In particular, this has been achieved by the modification of the retail offering, which made it  more competitive, broader and more transparent. In addition, the quality of services was improved, a consistent cross‑selling program has been introduced, with the focus on retaining the existing clients, along with a new, more secure approach to credit risk management as regards corporate clients.

A complete change of the current account offer for retail clients has led to the reduction of the number of similar account types and the simplification of new account opening procedures. At present, a debit card and access to external channels (Bankolinia and Millenet) is bundled with each account. In the future, emphasis will be placed on promoting electronic channels to improve customers’ access to funds and to strengthen their loyalty towards the Bank while at the same time reducing transaction costs.

The launch of an e-banking platform (Millenet) in the first quarter of 2003, which introduced an improved functionality, demonstrates that Bank Millennium rightly addressed the needs of retail clients. The number of clients activating the Millenet service and those who actively use it has been growing systematically throughout 2003.

High priority was assigned to customer service quality, as a result of which a special Quality Improvement Team was established. Its task is not only handling customer complaints but also improving quality of day-to-day customer service. 

Cross-selling and client retention efforts are co-ordinated at the central level by way of telemarketing in order to maximise the results related to maintenance or increase of contacts with each client. 

Despite the negative tendencies in terms of deposit volume in the entire banking system, the Millennium Group has been able to increase their value starting from the middle of 2003. An increase in client money was additionally supported by very good sales performance in investment funds units and savings bonds. 

In the corporate banking area, the Millennium Group focused on defining high added-value propositions and a model for providing services to each customer segment in order to improve customer relations and build up loyalty. This was combined with an extended cross-selling offer, whereby all products offered by the Group (leasing, factoring, commercial papers, asset management, etc.) are available to clients.

The loan portfolio was revised in the corporate segment resulting in reduced credit exposure limits and properly defined margins strictly linked to internal ratings. Even though the value of the corporate loan portfolio did not grow in 2003, its internal structure significantly improved in terms of diversification, profitability and properly defined risks. 

Concentrating mainly on the business sector in its strategy, the Bank concurrently continued to improve its management efficiency and support. The Group’s structure has been simplified by reducing the number of subsidiaries and transferring their business to Bank units, and by reducing administrative functions and achieving synergies. 

Also the organisational structure of the Bank itself was changed in 2003. The objective was to achieve simplicity and flexibility, while at the same time reducing the number of the Bank’s departments by merging operations, improving results and reducing costs.

In February 2003, the Bank, acting hand in hand with other shareholders, signed an agreement on the sale of Polcard S.A. shares to G.I.C. Usługi Finansowe Sp. z o.o. The transaction was concluded in May. The Bank Millennium’s shareholding was 19.8%, and its value was USD 11,881,200.  

At the end of 2003, Bank Millennium moved its registered office to a new prestigious location – Millennium Plaza, thereby ending the long period of the Head Office being dispersed over numerous locations.

All those activities resulted in a further reduction of employment headcount and operating costs, which in 2003 went down by 25% and 16.8%, respectively.

Today, Bank Millennium is well prepared to face competition and to become a leader in the Polish banking sector, based on best practices and offering a broad range of financial products addressed to all customer segments. 

Due to the responsibility stipulated in Art. 174 of the Act on Public Trading in Securities of 21.08.1997 the Management Board of the Bank decided not to disclose details of financial plans and projections.

The Management Board of the Bank anticipates that in the medium-term the Bank’s share in the Polish financial service market will be gradually increasing.

The significant increase of market share is anticipated for mortgage loans, credit cards and investment funds. The following basic financial ratios will improve: cost to income ratio, return on assets. For the next years increase of return on equity is expected.

Key Risk Factors and Threats for the Issuer’s Business

The objective of the banking risk management policy is to ensure the comprehensive quantification and parameterisation of various types of risks with a view to optimising the structure of balance sheet and off-balance sheet items at the Bank while achieving the assumed level of rates of return on business operations. An important risk management component at the Bank is also the ongoing process of monitoring risks and reporting changes in this respect to the relevant organisational units as part of the overall MIS framework.

All risk types are monitored and managed with reference to profitability of operations and capital level necessary to ensure the safety of operations from the point of view of capital adequacy requirements.

The main areas of risk management relate to credit risk, market risk, liquidity risk, operational risk. 
At the strategic level, it is the Bank’s Management Board, which is responsible for determining and monitoring risk management policy. At the operational level, the management of different banking risk areas, their ongoing audit and determination of day-to-day policy within the framework set by the Management Board is the responsibility of the Risk Management Department, the CALCO and the Credit Committee.
Credit risk

Credit risk arises from the possibility of a debtor’s default in his payment obligations under an agreement, that is a failure to repay principal and interest when due.

The credit risk related to both a client and transaction with the client, is quantified by assigning a rating/scoring, which incorporates the quantitative and qualitative assessment of the client/transaction risk based on criteria laid down in internal procedures. Credit risk analysis methodologies involve a range of quantifiable and unquantifiable factors, allowing for an overall and relatively comprehensive analysis of the client’s current economic and financial condition and the early diagnosis of situations that may aggravate credit risk, and as a result, may affect the assigning of the right risk class to a client. An important element of the efficient credit risk management at the Bank is the centralisation of the process and the separation from sales function in order avoid the conflict of interest.

In order to limit the credit risk the Bank also strives towards: 
· the diversification of the industry structure of the loan portfolio;

· the diversification of the product structure of the loan portfolio;

· the diversification of the loan portfolio in terms of security interests accepted for different credit risk-based transactions.

As regards credit risk-based transactions in currencies other than PLN, when analysing credit risk, the Bank also takes into account the foreign exchange risk to which the client would expose the Bank. This means, in particular, examining the adequacy of potential foreign currency payments to be received in relation to the amount and time schedule of the transaction.
With respect to bank guarantees, this product due to the relatively high risk, is generally offered only to regular clients of the Bank.

Depending on the amount of the potential credit exposure, transaction type, as well as client rating/scoring, a loan application is directed to the appropriate decision-making level. Decision making levels take decisions based on detailed analytical reports prepared in accordance with internal Bank regulations and on the basis of opinions of lower decision-making levels, if any. Irrespective of the client segment, the highest decision-making level is the Credit Committee. 
Exposures are monitored based on formalised principles, both for individual transactions and the entire loan portfolio. During the entire term of a credit risk-based transaction until the complete satisfaction of all of obligations by the client, the Bank continues to analyse the economic and financial standing of the client, the timeliness of repayments and the quality of accepted security interests. Individual transactions are monitored by both commercial units and units responsible for credit risk analysis, as well as credit administration units. The purpose is to locate the possible threats for the repayment of the awarded credit risk-based transaction as early as possible. 
The process of credit exposure classification and provisioning is centralised at the Bank and is effected in accordance with the principles set out in the Ordinance of the Minister of Finance and internal regulations.

Market risk

Market risk is related to uncertainty as to whether interest rates, currency rates and prices of securities and derivatives held by the Bank would significantly differ from those originally assumed, which in consequence, will result in uncontrolled profits or losses from positions held.

In 2003, the Bank continued to develop its market risk control system both in order to accommodate to the requirements of the evolving profile of the Bank’s financial operations, resulting from, among other things, increased diversification of and the growing trade in financial instruments and to make specific risk control principles compliant with legal regulations. 
All changes made were in line with the principle of separation of control and operational functions and covered areas connected both with the organisation and the methodology of risk control. The Bank, following the best banking practices, has been improving its risk measurement tools, extending the scope of analysed areas, developing estimation methods, and in consequence, methods of controlling and limiting market risk.
The basic methods used in the day-to-day market risk management at the Bank include the Value at Risk method (VaR) and methods recommended by the National Bank of Poland. The VaR method is an estimation based on historical data, with the assumed confidence level of 0.99, of potential profit or loss, which may occur as a result of market changes if a given position is maintained at an unchanged level until closing. The VaR method is applied to the trading and banking portfolios, covering all financial instruments, both balance sheet and off-balance sheet instruments (for an interest rate in PLN and currencies and foreign exchange risk of open O/N currency positions).

To supplement the VaR method, the Bank is backtesting the adequacy of the applied model and is developing tools for measuring market risk of commercial portfolio with the use of scenario methods. Those methods are useful from the point of view of extraordinary events, which cannot be anticipated with the VaR method. The scenarios assume rapid and significant changes in risk factors, which lead to extreme conditions (stress testing).
Concurrently with changes in market risk control organisation and methodology, the Bank has initiated technological changes of IT solutions supporting risk management. The Bank has started a new transactional system, Kondor+, to support transactions made at the Treasury Department. From the point of view of risk control, it has a number of important advantages: it ensures access to an integrated and complete transactional database, allows to manage all positions in real time, to control utilisation of awarded limits in real time and to calculate the result daily at all operational levels. Additionally, the new transaction system has applications for collecting market data applied to value individual positions, both current and as at any balance sheet date. 
Interest Rate Risk

As regards interest rate risk, the Bank’s objective is to maximise the market value of capital, achieve the target interest results within the assumed risk limits, and to ensure positive cash flows.

The Bank’s exposure to the risk related to changing market interest rates is limited and monitored with the use of such tools as: measuring VaR (taking into account the empirical distributions of probability of daily interest rate changes), revaluation date gap analysis, duration analysis and simulations and stress testing based on macroeconomic forecasts.
To supplement the VaR measurement, the Bank also estimates hypothetical changes in the financial result (EaR) caused by changing market interest rates.

Currency Risk

The primary objective of currency risk management is to properly tailor the currency structure of assets and liabilities, as well as off-balance sheet items, within the framework of internal limits and external limits, which in the Bank’s case, are set by banking law requirements. 
As regards open positions, currency risk is monitoring with the use of statistical VaR methods taking into account the empirical distributions of probability of daily currency rate changes. 
Derivatives Risk

All transactions involving financial derivatives are entered into either to hedge open balance sheet positions or for commercial reasons, within internal limits set. The basic derivatives which the Bank employs to manage its interest rate and FX risks, and for commercial transactions, are fx forwards, forward rate agreements, interest rate swaps, currency swaps and currency options. 
The Bank’s operations in terms of derivatives trading continue to develop. Therefore, the Bank has made the necessary organisational and methodological changes as regards the control and management of that risk At present, the process of managing derivatives risk evolves towards proposals made by the Basel Committee in this respect.
Financial derivatives are regularly valued (on a daily basis) by way of marking-to-market, or in the absence of quotations, based on valuation models which, in the Bank’s opinion, are best suited for estimating the fair value of instruments. At the time of the valuation, changes in the value of derivatives are reflected in the Bank’s income statement.
Liquidity Risk

The Bank’s overall objective in liquidity risk management is to manage cash flow so that, having  considered unfavourable environment change scenarios, it will still be possible to meet all the Bank’s obligations towards clients in time. Liquidity risk would also occur if the Bank had difficulties to arranging the financing of its operations or if could not liquidate its trade assets over a relatively short time while maintaining market prices. Therefore, the liquidity reserve comprises a portfolio of treasury securities with the maximum liquidity in the secondary market.
The Bank manages liquidity risk on a daily basis, based on the net liquid assets method (liquidity gaps). To ensure the required level of current liquidity, the Bank maintains the obligatory provision at the level consistent with NBP’s requirements, balances in nostro accounts required to carry out non‑cash settlements, optimum cash balance in the Bank’s treasuries, and liquidity reserve in the form of highly liquid financial instruments. 
The Bank invests mainly in treasury securities issued by the Polish government, in financial instruments issued by other banks and corporations with top ratings. Investments are characterised by a high level of liquidity and desirable yields – thanks to the possibility of a quick sale, they are the primary liquidity reserve of the Bank. 
In its investment policy the Bank follows the requirements of the Banking Law and NBP recommendations. It uses its own internal structural liquidity ratio, determining the relation of total maturing assets in real terms to the total liabilities in real terms. The minimum safe limit of such relation, assumed by the Bank, over a period of up to three months is 100%. There is also a limit on the level of liquid assets ratio (at the level of 20%), which determines the share of liquid assets in the balance sheet total of the Bank. Also, the concentration of liabilities towards key clients and the evolution of asset and liability structure (both balance sheet and off-balance sheet) are monitored, which allows the Bank to detect early of unfavourable financial liquidity trends. The above is supplemented by regular examinations of the deposit base stability, the ratio of early deposit termination and the scale of unauthorised overdrafts.
The Bank has developed procedures to be applied if there is a threat of a significant increase in the liquidity risk, i.e. a contingency plan in case the Bank’s financial liquidity deteriorates. 
Operational Risk

Operational risk is inherently related to all types of risk generated as part of the Bank’s operations. It is a risk of a loss incurred as a result of inappropriate or unreliable internal processes and procedures, human activity, systems and as a result of external events. Its special, immeasurable aspects include such elements as the fraud risk by employees or external agents, incorrect transaction authorisation risk, risk of IT&T system or equipment failures, inadequate staff training, as well as the risk of human error.
The Bank is at the stage of introducing a transparent system of detecting, monitoring and reporting operational risk. One of the tools of preventing potential risk events and mitigating their effects are procedures of self-assessment of risk in the light of all processes carried out at the Bank. 
At present, an operational risk management system and methodology are being introduced in accordance with the recommendations of the Banking Supervision Commission and international standards, an important element of which will be the operational risk incidents database, now being developed at the Bank. The present efforts of the Bank are also focused on building in self-control elements into individual processes, in particular IT processes and bank products.
Profile of the Group’s Business and Key Products

The scope of business conducted by the Group of Bank Millennium includes the following key areas:

· Banking activity

· Leasing activity

· Factoring activity

· Brokerage activity

· Investment fund management

Banking activity

Retail banking

The comprehensive program of the Bank’s restructuring, whose implementation was completed last year, had a considerable impact on the retail banking activity, resulted in the implementation of a uniform Millennium brand, a modern IT platform, a standardised offer for retail customers, and a coherent network of more than 300 branches. 

In 2003, the focus was on business growth stimulation.

In 2003, banking operations had to be conducted in unfavourable economic conditions resulting from a delay in improvement to world market conditions. The situation on the Polish financial market did not manifest any clear symptoms of improvement and increasing competition was observable in respect of offer development and introduction of new solutions aimed at attracting new customers by offering key products, such as mortgage loans and modern electronic transaction systems offered by the leading market players. In such circumstances, growth required a more precise focus of the business to meet customers’ preferences, based on a price and product strategy, and development of a relevant communication policy.

With a view to the above goal, the check-and-savings account offer was entirely redefined. An innovative and effective price strategy was worked out and implemented with the aim to allow customers to use accounts maintained by the Bank more actively, as well as to introduce cross selling. This enabled Millennium to become highly competitive in the above respect.

A very important factor, thanks to which Branch employees were able to devote more time to presentation of the Bank’s offer during the customer’s contact with the Bank, was the simplification of the account opening procedure.

As regards passive products, the overall deposit portfolio increased, with a major results improvement tendency observable in the 2nd half of the year. 

The following modern and more competitive product offer was introduced:

-   the concept of the Millennium Wzrost term deposit was supplemented with an option of receiving a bonus for extending the deposit for another term, as a result of which the Millennium Super Wzrost term deposit was introduced and had a favourable effect on the Bank’s results in this business area; and

-  more complex products, such as term deposits associated with bonds, as well as a new and broader bond issue program, a new investment fund, and special offers concerning term deposits were also an important element of the strategy adopted for 2003.

A significant factor having impact on deposit offer development was the streamlining of the sale process, along with the introduction of a new IT tool permitting correct customer relation management. Moreover, the new offer was designed to better satisfy customers’ needs.

As regards loans in 2003, two new products were introduced, namely, a new solution in respect of the allowed account overdraft which was tailored so as to meet market preferences, and a car loan – a product previously absent from the Bank’s offer. Furthermore, intensive sales and marketing activities were undertaken in respect of the Bank’s strategic area of operations, i.e., mortgage loans. As a result, the value of the Bank’s young credit portfolio, called ”MilleKredyt Dom,” exceeded the level of 800 million PLN.

A considerable progress was achieved in 2003 in the field of electronic channels, which was possibly mainly thanks to implementation of the ”Millenet” Internet banking system intended for retail customers.  The system allows customers to easily perform banking transactions through a new electronic banking channel. The Millenet system may be also accessed from the Bank’s modernised website, which also provides customers with numerous pieces of information concerning the Bank, its products, and special offers. 

A significant success was the completion of implementation of a new automatic Interactive Voice Response (IVR) system and a common access code for all electronic banking channels. Availability of new solutions in the field of phone and Internet banking will contribute to an increase in the number of transactions to be performed through electronic channels in 2004.

In the course of 2003, continued implementation of initiatives in respect of cross selling also played an important role. The most noticeable cross-selling initiatives concerned the debit card, the Millenet system and the telephone service Bankolinia, and were to a large extent possible thanks to the implementation of a new and systematic process of sale of check-and-savings accounts. In the field of cross selling, additional product solutions were implemented in co-operation with PZU (bancassurance), Western Union, and Investment Funds managed by TFI.

Special attention was paid to factors conditioning quality improvement, with a mind to ensuring better customer satisfaction and loyalty. A number of initiatives were developed and implemented under a pilot program, which will be fully performed in 2004.  One should note at this point the improvements increasing service convenience to the customer by means of introduction of varied business hours for branches and improvement to service quality. Concurrently, improvements were introduced in respect of ATM services and customer information, such as combined monthly account statements.

As at the end of 2003, the number of Millennium’s customers amounted to 626  thousand, the overall value of deposits amounted to 7 038 609 thousand PLN, and the overall value of loans amounted to 1 093 462 thousand PLN. The number of active debit cards amounted to 417 thousand, and the number of active credit cards amounted to 49  thousand.
Private banking services (Millennium PRESTIGE)

The offer of Millennium PRESTIGE is addressed to high-income persons who expect financial products of superior quality, tailored to their specific needs. Each customer is serviced by a Customer Relation Manager (CRM) who provides assistance in respect of selecting the most effective methods of fund investing.

The year 2003 was, for Millennium PRESTIGE, a year devoted to consolidation of its market position and establishment of relations between customers and the Bank.

Material areas of activities included the broadening and tailoring of the product offer to customers’ needs. Among the financial products and instruments offered in 2003, bonds issued by Bank Millennium were much sought after. Successful was also the introduction to the offer of Millennium PRESTIGE of attractive investment products, i.e., structured deposits whose rate of return depends on the performance of various financial instruments (e.g., stock exchange indices, exchange rates, etc.), thus offering the possibility of deriving attractive profits, higher than those generated from “traditional” bank deposits.

Changes were also introduced with a view to improve the attractiveness and competitiveness of the offer of Millennium PRESTIGE in respect of price policy. The monthly maintenance fee was made contingent upon the average asset value in a given month. The fee is not charged if the average value of the customer’s assets deposited with the Bank in a given month exceeds 200 thousand PLN or an equivalent of this amount in another currency. The Client is not charged with any fees for the majority of operations made by the Bank without covering external costs. 

Millennium PRESTIGE continued its discount program intended for customers effecting payments with VISA PRESTIGE cards in selected exclusive stores. An interesting event was a series of seminars meant for customers, organised in co-operation with Harvard Business Review and entitled “Effective Company Management in Turbulent Times.” The discussed issues included, inter alia, change management, issues related to effective leadership and strategic management in new, evolving times.

As at the end of 2003,  Millennium PRESTIGE managed the assets of over 6.4 thousand customers, of a value exceeding 2.5 billion PLN.

Small business banking - Millennium Biznes is an offer of Bank Millennium addressed to small businesses, developed in 2001 based on a modern Millennium retail network. Millennium Biznes combines the convenience and modern quality of an extensive Millennium retail network with the experience gained by Bank Millennium S.A. during many years of co-operation with companies. The main advantage of the Millennium Biznes network is the opportunity to use the assistance of a Bank Consultant, i.e., an Employee of the Bank designated to assist the customer in its use of banking products and services.

In order to provide the customer with the best possible service and convenience of contacting the Bank, Millennium Biznes guarantees access to its products and services 24 hours a day and seven days in a week, through the automatic channels, i.e., the phone service line BiznesLinia®, the Electronic Bank Service System ESOBIG(, the Transbank( application, and a network of multi-function ATMs all over Poland. The year 2003 was of special significance to Millennium Biznes, due to the fact that first steps were undertaken aimed at Internet banking implementation.
In the 1st half of 2003, Millennium Biznes won the European Medal for Services, awarded by Business Center Club and the Office for European Integration to companies offering services whose quality matches the European standards. 
Target Segment of the Market

Companies whose annual sales range between 3 and 10 million PLN and average deposit and/or loan balances exceed 60 thousand PLN.

The Offer of Millennium Biznes – offer development in the course of 2003

current accounts

• Target packages (drugstores, housing communities)

Credit products

• Overdraft facility

• Revolving loan

• Letters of credit

Cards

• VISA Executive Electron

• VISA Executive

• VISA Executive GOLD
Cash management
• Direct debit – Debtor’s and Creditor’s side

• Automatic Identification of Incoming Payments

Results generated by the Millennium Biznes network

	
	As at the end of December 2003

	Number of Bank Consultants
	142 

	Number of branches
	163 

	Number of customers
	5.7 thousand


· Development of automatic distribution channels
Since the beginning of the network operations, automatic channels have been the major advantage of the Millennium Biznes offer. Thanks to this, as well as thanks to the Sales Network’s efforts, the automatic channels are a means through which the customers effect 64% of transfer orders. 34% of customers use the electronic channels and 47% use payment cards.

· Cross-selling

Millennium Biznes co-operates with other institutions as part of the Combined Sales program which offers access to Insurance Products, Investment Funds, and Leasing Products to small companies. 
Corporate banking – serves companies with annual sales exceeding PLN 10 million. Customer relations are maintained by employees operating in two sales networks: Customer Relationship Centre (CWK) dedicated to medium and large corporate Customers and the Strategic Customers Department (DKS) for largest organisations.

In 2003 Corporate Banking began actions involved with optimising the corporate loans portfolio to reduce its risk. Due to the market situation the Bank continued application of prudential risk assessment rules in this segment as introduced in 2002. As at 31 December 2003 the total amount of loans granted to strategic customers (DKS) was PLN 2.32 bn while to medium and large corporates (CWK): PLN 2.69 bn. 

High importance was connected with intense promotion of forms of financing customers, which were alternative to loans. As an example the value of exposure in lease transactions executed through the CWK and DKS sales networks doubled as compared with the previous year totalling PLN 219 million. 

In keeping with the adopted strategy Corporate Banking strengthened its position regarding customers’ deposits. The total amount of deposits from strategic customers was PLN 0.86 bn while deposits from medium and large corporates totalled PLN 2.69 bn. funds of corporate customers deposited in Bank Millennium grew 8% from December 2002. 

The model of medium and large corporate service introduced in 2001, developed in 2002 – 2003 is based on a close relationship of Customers with experienced Relationship Managers, who relying on the knowledge of financial needs of companies prepare a comprehensive offer of financial solutions. 

In December 2003 Corporate Banking was employing 112 Relationship Managers, of which number 105 were serving 6 250 medium and large corporates co-operating with the Bank through the Customer Relationship Centre. Operating within its structure were also a dozen-or-so Relationship Managers specialised in working with entities on the self-government market. The funds of these entities deposited in Bank Millennium account for 20% on an annual average basis of all Corporate Banking deposits. The Strategic Customers Department was employing 6 Relationship Managers, who served 135 corporations. 

The Bank’s strategy implemented by Corporate Banking in 2003 put strong emphasis on further development of cross-selling of products of the Millennium Capital group. It was supported by 10 specialists operating on regional markets.

Last year was a period of intense development of services offered via electronic channels. In excess of 80% of settlements transactions are now being executed electronically by companies. 

Responding to the growing demand of large and medium companies for services facilitating settlements management in 2003 the Corporate Banking offer was extended to include the Automatic Incoming Payments Identification service. It allows corporate customers of the Bank to monitor inflows from counterparties and at the same time permits reducing the workload of actions not connected with the company’s core business. The list of corporate services was also expanded to contain the convenient Virtual Consolidation of Balances of accounts kept by companies in Bank Millennium.

Moreover in 4Q 2003 a separate product package was developed in view of the participation of Bank Millennium in the international consortium of banks, which were entrusted with the mission to support operation of the Trade Bank of Iraq (TBI) and its functions regarding service of international trade transactions. The package was developed having in mind Polish companies interested in establishing a presence on the Iraqi market. The offer combines a number of convenient solutions for settlements and financing transactions with partners in Iraq, putting strong emphasis on security of the transactions.

Leasing activity

The leasing activity within the Group of Bank Millennium S.A. is conducted by BEL Leasing sp. z o.o., a reputable company and one of the leaders of the leasing market in Poland.

The basic strategic assumption of the company is to offer simple products to a wide range of customers, while ensuring maximum security both to the company and its customers. 
BEL Leasing offers a wide range of leasing services, i.e., operating leasing, financial leasing, as well as rental. The company finances and leases fixed assets of all types, including means of transportation, industrial machines and equipment, building and road machines, computer hardware, office equipment, and real estate.
Each and every offer is tailored to the needs of a specific customer. The company introduced standardised acceptance procedures for the retail contract line, in order to service the lessees in an efficient manner. BEL Leasing’s offer addressed to investors includes individualised terms and conditions in respect of both the product and acceptance (each time tailored to the customer’s needs) and risk rating by the company.

Competitive leasing terms, an advantageous insurance package, flexibility in respect of agreement termination, reliable and safe processes and procedures concerning agreement execution and performance, as well as the experience of BEL Leasing’s personnel are the key factors determining the company’s commercial success.

Structure of leasing agreements entered into in 2003 according to their object:
	Leasing object
	Share in the portfolio

	Means of transportation
	67,3%

	Industrial machines and equipment
	13,6%

	Building and road machines
	6,4%

	Computer hardware and office equipment
	1,6%

	Real estate
	11,1%


The group of BEL Leasing’s customers subsumes both small businesses run by a sole entrepreneur, civil law partnerships, registered partnerships, and large enterprises representing a majority of business sectors – transportation, construction, services, and industry.

BEL Leasing’s customers may use the leasing offer through an extensive commercial network consisting of Branches, Customer Service Centres, Representative Offices, and Agencies all over Poland. As at 31 December 2003, the commercial network of BEL Leasing consisted of 39 units. 
In line with the cross selling strategy (i.e., offering a range of financial products which is as broad as possible) pursued by the Group of Bank Millennium S.A., BEL Leasing provides its products to numerous customers of the Bank, through an active co-operation with and support of the Bank’s business lines, i.e., Corporate Banking and Millennium Biznes.
Results generated by BEL Leasing in the years 2003 and 2002

	
	2003
	2002

	Number of concluded agreements
	6 444
	5 351

	Value of concluded agreements (PLN 000s)
	699 099
	645 095

	Number of customers serviced as at 31 December
	8 153
	7 622

	Value of the leasing portfolio as at 31 December (PLN 000s)
	1 561 187
	1 290 471


In 2003, the company consolidated its position on the leasing market. As compared with 2002, BEL Leasing increased the number of executed agreements by 20% (6.4 thousand agreements) and the value of leased assets by 8% (699 million PLN). The leasing portfolio increased by 21% and the value of leasing agreements under performance amounted, as at the end of the year, to 1.6 billion PLN.

Maintenance of a good quality of the leasing portfolio and a reasonable cost policy pursued by the company resulted in a high agreement profitability with a competitive price offer.

The company plans to continue the development of its business in 2004, taking into account the market conditions or changing legal regulations. In 2004, BEL Leasing will offer its services also to natural persons who do not conduct business activity (the so-called “consumer leasing”). 
Factoring activity

In 2003, Forin Sp. z o.o. was performing more than 200 factoring agreements. In the financial year 2003, the Company’s sales amounted to 1350 million PLN, thanks to which the Company maintained its position as one of the largest factoring companies in Poland. In 2003, the Company’s share of the factoring market is estimated on the level of 9%.

Brokerage activity

Brokerage activity in the Millennium Group is conducted in Millennium Dom Maklerski SA (Millennium Brokerage House). The company offers a full scope of brokerage activities, including:
· offering securities in primary trading or in the initial public offering,

· purchasing or selling securities for third parties

· purchasing or selling securities for its own account in order to perform tasks related to the organisation of the regulated market,

· providing managed account services,

· providing professional consulting on trading with securities,

· keeping security accounts and cash accounts for their settlements,

· take factual and legal action related to the service of investment fund companies, investment funds, pension fund companies and pension funds,

· intermediating in purchasing or selling securities listed on foreign markets,

· performing activities related to trading of property rights referred to in art. 97 of the Act entitled Law on Public Trading of Securities,

The DM’s share in the trading turnover on the equity market of the Warsaw Stock Exchange in 2003 was  3%, with turnover of PLN 1,983.6 million. With respect to turnover on the universal and block equity market, the Millennium Brokerage House was ranked eleventh among all brokerage houses and companies. The Brokerage House also participated on the futures market, holding 3% share of that market. It was a great success to achieve third place on the State Treasury bond market, right after market leaders, CDM Pekao SA and BDM PKO BP, with a 9% share.
Professional brokerage services provided by Millennium Brokerage House are available via bank distribution channels (Millennium and Millennium PRESTIGE Branches of Bank Millennium SA), via the traditional network of 12 Customer Service Points located throughout the country, and via the Internet channel. Thanks to the modern, on-line IT system, the available telephone and Internet orders, a client may make proposals concerning the investment account in all Customer Service Points. 
The launch of a professional Internet service by the Millennium Brokerage House allowed the clients to achieve quick access not only to brokerage services, but also to a broad information base about the capital market. 
As at 31 December 2003, the Millennium Brokerage House serviced 63,886 investment accounts. 
The network of Millennium Brokerage House Customer Service points also sells participation units in Millennium TFI investment funds, participates in transactions concluded on the CTO over-the-counter market. 
Millennium Brokerage House is one of the market leaders in the asset management area. 
A client, depending on the accepted investment risk level, may direct his funds to one (or several) among ten portfolios offered.

The highest profitability was achieved by the increased risk portfolio (56.2%) and then – the fundamental portfolio (53.5%). 
We should emphasise the fact that the Millennium Brokerage House was the first brokerage house in Poland, which verified its management performance in line with the Global Investment Performance Standards (GIPS). 
By virtue of contracts in-force, the Millennium Brokerage House performs market-maker activities for 12 companies listed on the Warsaw Stock Exchange.

In 2003, Millennium Dom Maklerski was ranked second on the initial public offering market. 
Millennium Brokerage House was a financial advisor, arranger and manager for two highly successful IPOs for: Redan S.A. seated in Łódź (one of the largest Polish brand clothing manufacturers) and ATM Grupa S.A. seated in Wrocław (the largest Polish TV show producer). The reduction of subscriptions in both IPOs managed by Millennium Brokerage House was over 80%. 
The value of IPOs reached PLN 102.6 million. As a result, the Millennium Brokerage House’s share in the IPO market in 2003 reached over 28%. 
Millennium Brokerage House was also the arranger and offering party for public equity issues of: Getin SP S.A., Farmacol S.A., Stomil Sanok S.A., Optimus S.A. and co-arranger of the second successful public offering of Zakłady Mięsne Duda.
In 2003, Millennium Brokerage House was also the offering party for public issues of Bank Millennium bonds.

In 2003, the Millennium Brokerage House served also as a financial advisor for several entities in merger and acquisition transactions, including the successful projects concerning the takeover of Polmos Siedlce and Jutrzenka S.A.

Investment fund management

Within the Group of Bank Millennium, activities related to investment fund establishment and management are conducted by Millennium Towarzystwo Funduszy Inwestycyjnych S. A.

The offer of Millennium TFI S.A. is addressed to retail and corporate customers. In 2003, the offer was based on the following five open-end investment funds and two close-end funds:

· Open-end investment funds: Millennium FIO Money Market, Millennium FIO Debt Securities, Millennium FIO Dollar Investment, Millennium FIO Balanced, and Millennium FIO Equity

· Close-end investment funds: Millennium FIZ Arbitrage plus 20 and Millennium FIZ Guaranteed plus 20.  The close-end investment funds were established for a specific time, i.e., until December 2003.

Additionally, based on the existing open-end investment funds, Millennium TFI S.A. offered savings and pension products, such as: the Systematic Saving Scheme, Employee Pension Scheme, and Employee Saving Scheme.

Year 2003 was the second year of Millennium TFI S.A.’s operations. In 2003, a new open-end investment fund was introduced to the market, namely, Millennium FIO Dollar Investment, whose investments cover, in the first place, financial debt instruments expressed in USD. 
In 2003, 5 536 new customers were attracted to the open-end investment funds, as compared with 2 294 customers in 2002. Assets under management in open-end investment funds increased by PLN 118,628,000 and amounted to PLN 301,860,000, whereas the value of assets managed by the close-end investment funds amounted to PLN 290,869,000, as at the date of liquidation commencement.

Funds that offered the opportunity of achieving above average rates of return, i.e.,  Millennium FIO Equity, whose participation unit value increased by 30.28%, and Millennium FIO Balanced – 17.34%, were especially sought after.
Millennium TFI S.A. assumes further development of its product offer in 2004.  In December 2003, Millennium TFI S.A. obtained from the Securities and Exchange Commission a license authorising it to establish another open-end fund, i.e., Millennium FIO Stable Growth.

Description of the deposit activity

Deposit policy

The policy of Bank Millennium S.A. in respect of servicing deposits of natural persons and business entities was pursued by the network of Bank Millennium S.A.’s branches. In the financial year 2003, an Internet banking service (Millenet) was introduced, intended both for retail customers and small companies, and allowing them to access banking services at any time in a convenient manner. 
A thoroughly changed offer addressed to retail customers was prepared in response to the needs of this sector. At present, the following types of current accounts are offered: Millekonto, Millekonto Premium, Millekonto Student, and Millekonto Junior. The simplicity of this offer in combination with its innovative nature and an aggressive price strategy stimulate the usefulness of the offer and give the Bank a significant competitive advantage in this sector.

The offer concerning the Millennium Wzrost term deposit, prepared at the end of 2002, proved to be able to generate high volume increases in the course of 2003, thus contributing to the development of the Bank’s deposit activity.

Deposit structure by deposit holder

The table below presents the structure of deposits at Millennium S.A. Group, by deposit holder, as at 31 December 2002 and 31 December 2003:
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Natural persons’ deposits

The value of deposits accepted by the network of the Group of Bank Millennium from natural persons amounted, as at the end of December 2003, to 7 544 million PLN, and decreased, in the course of the financial year, by no more than 20 million PLN. Nevertheless considering that some individual customers preferred to purchase the Bank’s bonds the total value of funds gathered on accounts of these customers was PLN 8 293 million as at the end of the year, which means an increase from 31 December 2002 by PLN 403 million (i.e. by 5.1%). The growth of customers’ funds is also the outcome of completion of a program aimed at a thorough restructuring of the Bank, especially in respect of retail banking, where a modern IT platform was implemented and the offer standardised, with a concurrent location optimisation for over 300 branches. Both the year 2004 and the following years will be years of growth for the Bank.

The share of funds deposited on current accounts in the overall liabilities towards retail customers amounted, as at the end of December 2003, to 22.91%, and the share of funds deposited on term deposit accounts amounted to 77.09%.

The share of PLN deposits in the liabilities towards natural persons amounted, as at the end of December 2003, to 85.34%, and the share of deposits in convertible currencies amounted to 14.66%.
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The offer of Bank Millennium S.A. also subsumes Millennium PRESTIGE products which were developed for the most affluent customers, interested in financial products of superior quality. These customers can enjoy an integrated offer of banking, insurance, and capital market products handled by a single institution. In 2003, as a result of interest rate reduction, Millennium PRESTIGE focused especially on broadening its product offer. One of the most popular financial instruments were undoubtedly bonds issued by Bank Millennium S.A. Concurrently, the offer also included a wide range of structured deposits whose rate of return depends on numerous factors, such as stock exchange indices, exchange rates, etc.
For Millennium PRESTIGE, the year 2003 was also a year in which it consolidated its market position and improved customer relations. A few changes were introduced with the aim of increasing the offer attractiveness and competitiveness in this particular business line. One of such changes consisted in making the monthly fee for account maintenance dependent on the average account balance in a given month. The new price policy has also taken account of the “frequently used services” for which no fee will be charged from now on.

As at the end of December 2003, Millennium PRESTIGE managed the assets of 6.8 thousand customers, of a value exceeding 2.5 billion PLN.

Deposits of business non financial entities and budgetary units
The value of deposits accepted by Bank Millennium S.A. from business and non-financial entities, and budgetary units amounted, as at the end of December 2003, to 4 218 million PLN, and was higher by 7.5%, i.e., by 296 million PLN, than as at 31 December 2002.
The term structure of deposits held by business non-financial entities, and budgetary units was as follows: 47.23% - current accounts, and 52.77% - term deposits. PLN deposits accounted for 90.10% of corporate customers’ deposits, and deposits in foreign currencies accounted for 9.90%.
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In 2003, Bank Millennium continued to improve its offer addressed to corporate customers in order to optimally tailor it to customers’ needs. As part of comprehensive services intended for enterprises, companies may use current accounts along with associated services, out of which the electronic option of account handling is the most significant one (instruction placing through electronic data transmission systems, by phone, fax, etc.). An important deposit element of the offer are negotiable interest rates and maturity dates, thanks to which the product may be adjusted to the entrepreneur’s condition and needs as promptly as possible.
Bank Millennium S.A. addresses to entrepreneurs a diversified deposit offer, depending on the company’s size and scope of its business activity.
Small companies are serviced by the Millennium Biznes business line which offers them a 24 hours access to various services through electronic channels, such as BiznesLinia®, ESOBIG® electronic banking, Transbank® application, and a network of ATMs all over Poland. In 2003, first steps were also undertaken aimed at implementation of Internet banking for small businesses.
In the preceding year, Millennium Biznes also introduced new products and services intended for its customers, broadening its deposit product offer. The most important of them include:
· Current accounts – packages addressed to specific sectors (drugstores, housing co-operative societies); and
· Cash management – direct debit and automatic identification of incoming payments.
As regards large and medium-sized companies, the Bank aimed at tailoring the offer to the customer’s needs, which relates both to interest rate negotiation and preparation of individualised terms and conditions of service provision, and products adequate for the company’s business activity. For its customers of the large and medium-sized companies’ sector, the Bank prepares an offer of comprehensive banking services, including both deposit and credit products, as well as products offered as part of cross selling, i.e., products of companies associated with the Bank (e.g., BEL Leasing, Forin).

A special offer of integrated banking services is addressed to local government units, taking into account the needs of State and local budgetary units. A competitive offer of Bank Millennium S.A. permits placing tender bids to municipal offices and their associated units.

Companies’ accounts maintained by Bank Millennium S.A. are handled by Bank Consultants who provide assistance in connection with selecting a deposit product appropriate for the company, suggest an appropriate current or deposit account, advise on capital and financial market products, and prepare individualised offers for the Bank’s customers.

Lending policy of the Group of Bank Millennium

In 2003, as part of its lending policy, the Bank proceeded with the previously commenced work aimed at establishing the optimal conditions for lending activities, inter alia, by improving the lending process efficiency, with a concurrent improvement to credit risk management tools, as well as implementation of other solutions intended to ensure maximum security for the Bank’s operations. As part of pursuing the objectives referred to above, a number of regulations were introduced at the Bank or amended. These changes include, inter alia: 

· personal compositions of individual decision levels, as well as the scopes of their powers and rights concerning decision taking in respect of risk-based transactions were modified;
· principles of customer monitoring on an ongoing basis were established (independently of the periods in which lending exposure classification is carried out at the Bank), in order to identify, as promptly as possible, any symptoms in the customer’s immediate environment that may indicated an increased credit risk;
· maximum limits of the Bank’s exposure towards entities operating in specific business sectors were set up;
· principles of application of legal forms of security of risk-based transaction repayment were amended; and
· principles of risk margin setting were amended.

Furthermore, a system supporting an analysis of the customer’s economic and financial condition, as well as the process of lending decision taking, was implemented on a broader scale, which substantially improved the lending process efficiency. Moreover, the training program intended for employees (making use mainly of internal training) and concerning customer service and more thorough knowledge of legal regulations, as well as evaluation of customers’ economic and financial conditions, was continued. 

As regards risk-based transactions, in 2003, the Bank co-operated with customers of all market segments. The basic tool used in the co-operation with corporate customers was the previously introduced internal lending limit. The group of preferred customers includes those who have a current account maintained by the Bank and channel their sales through it, as well as customer who hold assets deposited with the Bank. In this way, by examining the history of maintained accounts, the Bank endeavours to get to know its customers.

The Bank attaches much importance to the policy concerning acceptance of security of risk-based transaction repayment. This policy is adjusted, inter alia, to the changing legal regulations (e.g., the Bankruptcy and Rehabilitation Act).  Each time the Bank negotiates the form of security with the customer, however, it prefers those forms of security that can be promptly liquidated if needed, thus enabling the Bank to promptly satisfy its claims therefrom. 
The security required by the Bank is adequate for the estimated level of credit risk associated with the customer and the transaction risk; this means that in certain cases, due to the need for risk diversification, the Bank accepts various forms of security. In the case of customers whose economic and financial condition is exceptionally good and credibility unquestionable, the Bank may abandon legal forms of securing its receivables, assuming that such customers’ market condition and position guarantee debt repayment by the contractual deadline.

Description of lending activity of the Group of Bank Millennium

In the period from 1 January 2003 to 31 December 2003, the portfolio of Bank Millennium’s receivables on account of loans decreased by 4.3 %, down to 11 023.8 million PLN. The drop in the portfolio value took place in the group of business entities, as well as government and local government institutions. The drop in the corporate portfolio value resulted, in the first place, from implementation of the policy adopted by the Bank in respect of structural changes in the lending portfolio. The value of the retail lending portfolio increased by 18.4% as a consequence of the adopted policy and, among other things, an increased households’ demand for loans. 

The table below presents the changes to and the structure of Bank Millennium’s receivables according to major types of debtors
:  
	Item
	31.12.2002
	31. 12.2003
	Change 2003/2002

	 
	w mln PLN
	w %
	w mln PLN
	w %
	w mln PLN
	w %

	Total receivables
	11 523,45
	100
	11 023,83
	100
	-499,62
	-4,34

	Including receivables from:
	
	
	
	
	
	

	 -  business entities
	7 745,10
	67
	6 654,74
	60
	-1 090,36
	-14,08

	 -  natural persons
	3 258,48
	28
	3 859,27
	35
	600,79
	18,44

	-  government and local government institutions
	519,87
	5
	509,82
	5
	-10,05
	-1,93
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In 2003, the currency structure of the Bank’s lending portfolio changed. The amount of receivables in foreign currencies increased by 8.7 %, whereas the amount of PLN receivables decreased by 21.8%. In consequence, as at 31 December 2003, the share of foreign currency receivables in the Bank’s lending portfolio increased up to 65.1% (as at the end of 2002, it amounted to 57.2%).

The chart below presents the lending portfolio structure by currency:
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Loans for business activity

The list of credit products offered by Bank Millennium includes a dozen or so items, which enables the Bank to flexibly adjust its lending offer to the needs of customers from specific sectors. Customers use, in the first place, loans intended for financing their current needs, such as: 

      -      revolving credit facility;

· working capital loan; 

· overdraft facility

Bank Millennium also participates in lending syndicates as the syndicate leader or participant. In total, the Bank participates in 17 syndicates, and its exposure amounts to ca. 1.5 billion PLN;  in 2003, the Bank decided to join five syndicates, with the exposure amount of 382 million PLN.

The offer of Bank Millennium also includes preferential loans, subsidised by the Agency for Agriculture Restructuring and Modernisation and the Fund for Rehabilitation of the Disabled. 
The corporate receivables portfolio of Bank Millennium is properly diversified by sector, as illustrated by the chart below:
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Retail loans

In the period from 1 January 2003 to 31 December 2003, the value of the Bank Millennium’s retail lending portfolio increased by 600.8 million PLN, i.e., by 18.4%. This increase took place both in the group of loans granted through operators and extended by the Bank’s own network of branches. Loans extended within the Bank’s own network increased by 27.0 %, mainly as a result of more dynamic sale of mortgage loans. As regards increase (by 15.3%) in the value of the portfolio of loans granted by operators, it results, in the first place, from developments in respect of car loans but also mortgage loans, although to a lesser extent.
Private persons take primarily following loans from the Bank:

· mortgage loans;

· cash loans;

· car loans;

· check-and-savings account overdraft facilities; and

· credit card limits.

Changes in the amounts and structure of Bank Millennium’s retail receivables are illustrated in the table below:

	Item
	31.12.2002
	31. 12.2003
	Change 2003/2002

	 
	PLN million
	%
	PLN million
	%
	PLN million
	%

	Total receivables
	3 258,48
	100
	3 859,27
	100
	600,79
	18,44

	Including: granted via:
	
	
	
	
	
	

	-  own network
	878,92
	26,97
	1 116,60
	28,93
	237,68
	27,04

	-  third party operators
	2 379,56
	73,03
	2 742,67
	71,07
	363,11
	15,26


Description of changes in the Bank’s capital relations within the period from 1 January 2003 to 31 December 2003
The year 2003 was, for the Capital Group of Bank Millennium S.A., another year of restructuring whose major objective is to improve the efficiency of managing the member companies of the Group whose scope of business is not directly related to banking activity but constitutes its necessary supplementation, as well as to accumulate the Bank’s capital exposure. The following changes took place as part of the process referred to above:

1. Bank Millennium S.A. purchased the business enterprise of BESTA Sp. z o.o. and TBM Sp. z o.o. As a result of the above transactions, the operating costs related to the business activity of the Capital Group of Bank Millennium S.A. were reduced to a large extent.
2. Bank Millennium S.A. sold all the shares it held in DEBT Services Sp. z o.o. and BET Trading  Sp. z o.o. to BEL Leasing Sp. z o.o. In November, the Registry Court issued a decision on merger of DEBT Services Sp. z o.o. with BEL Leasing Sp. z o.o. BEL Leasing Sp. z o.o. was the acquiring company.
3. A merger was effected of Wilga Laswoda Sp. z o.o. and BEL Leasing Sp. z o.o. BEL Leasing Sp. z o.o. was the acquiring company.
Moreover, in the financial year 2003, Bank Millennium S.A. increased its involvement in the following companies. 
1. Bank Millennium S.A. increased its capital exposure to Millennium Dom Maklerski S.A., by the amount of 1 000.00 thousand PLN, by participating in an increase in the company’s share capital.

2. Bank Millennium  S.A. increased its capital exposure to BIG BG Inwestycje S.A. by purchasing 1 785 000 shares for the total amount of 180 749.10 thousand PLN.   
3. Bank Millennium S.A. increased its capital exposure to FORIN Sp. z o.o. by purchasing 40 001 shares for the total amount of 18 334.45 thousand PLN.

4. The involvement of Bank Millennium S.A. in BEL Leasing increased, in total, by 15 499.60 thousand PLN, as a result of an increase in the company’s share capital, effected from own funds, by means of increasing the nominal value of shares from the amount of PLN 100 up to the amount of PLN 500.

Structure of relations between key entities of the Bank Millennium Group as at 31 December 2003.
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Description of key equity investments made by the Bank from 1 January 2003 to 31 December 2003
As at 31 December 2003, the net value of Bank Millennium equity investments was PLN 1,060,448 thousand, increasing PLN 204,468 thousand compared to the beginning of the year. 
From 1 January 2003 to 31 December 2003, Bank Millennium SA made new equity investments amounting to PLN 245,197 thousand and reduced its exposure by PLN 40,730 thousand by selling shares or ownership interest it held.

In 2003, the Bank increased its equity exposure to the following companies:

· Millennium Dom Maklerski SA -  by increasing the Company’s share capital by PLN 1,000 thousand. 

· BIG BG Inwestycje SA – by purchasing 1,785,000 shares for the total amount of PLN 180,749 thousand.

· FORIN Sp. z o.o. – by purchasing 40 001 ownership interests for the total amount of PLN 18,334 thousand.

· Wschodni Bank Cukrownictwa  SA – by subscribing to 10,931,800 registered shares of the new issue stock for the total amount of PLN 10,932 thousand.

· BEL Leasing Sp. z o.o. – by increasing the company’s share capital with own funds by increasing the nominal value of ownership interests from PLN 100 to PLN 500 by the overall amount of PLN 15,500 thousand. 

· BET Trading Sp. z o.o. – by increasing the company’s share capital by increasing the nominal value of ownership interests from PLN 100 to PLN 500 by the overall amount of PLN 18,683 thousand

In the period from 1 January to 31 December 2003, Bank Millennium SA sold shares or ownership interests in the following companies:  
· PolCard S.A. (19.80% stake in the share capital) 

· Międzynarodowe Targi Gdańskie S.A. (0.23% stake in the share capital)

· BET Trading Sp. z o.o. ; (99.99% stake in the share capital)

· DEBT Services Sp. z o.o. ; (99.99% stake in the share capital)

· STALEXPORT S.A.; (9.54% stake in the share capital)

achieving total income of ca. PLN 102,018.35 thousand on these activities.

Additionally, in 2003, Bank Millennium SA sold participation units in Millennium TFI investment funds, achieving income of PLN 19,869 thousand on that account, and purchased Millennium FIO Stable Growth participation units for the total amount of PLN 4,000 thousand.

Enforcement titles issued by the Bank in the financial year of 2003 and the value of collateral instituted by the Bank on borrowers’ assets.

In 2003, the total of 450 bank enforcement titles were issued against the Bank’s debtors registered in the Recovery Branch’s portfolio:

- 420 bank enforcement titles in PLN totalling PLN 97,575 thous.;

-12 bank enforcement titles in EUR totalling EUR 3,968 thous.;

-15 bank enforcement titles in CHF totalling CHF 1,826 thous.;

-3 bank enforcement titles in USD totalling USD 30,407 thous.;

Additionally, the value of legal collateral instituted on the property of borrowers registered in the recovery portfolio is PLN 434,460 thous., including PLN 326,684 thous. of legal collateral deductible from provisions.

Description of guarantees, sureties and bill of exchange guarantees (excluding issue underwriting guarantees and sureties and guarantees for loans funded by EFRWP) granted in the Bank from 1 January 2003 to 31 December 2003
From 1 January 2003 to 31 December 2003, Bank Millennium SA extended 1392 guarantees, sureties and bill of exchange guarantees totalling PLN 332,672 thousand.

The amount of these liabilities as at 31 December 2003 was PLN 387,230 thousand (1,245 active guarantees), up PLN 5,906 thousand, i.e. by 1.55% compared to 31 December 2002.

The value of guarantees, sureties and bill of exchange guarantees extended in PLN increased by PLN 3,654 thousand, up 1.45% from the end of the previous year, and the value of these liabilities granted in foreign currencies increased by PLN 2,253 thousand, i.e. by 1.73%. 

The structure of liabilities on account of guarantees, sureties and bill of exchange guarantees broken down into liabilities in PLN and foreign currencies is presented in the following table: 

	
	31 December 2002
	31 December 2003

	Liabilities granted – PLN thousand
	251 354
	255 008

	Liabilities granted in foreign currencies – PLN thousand equivalent
	129 969
	132 222

	TOTAL:
	381 323 SUM() 
	387 230 SUM() 


The structure of liabilities with the breakdown into types as at 31 December 2003 is presented in the following table:

	Type of liability:
	Quantity
	PLN 000s

	Bill of exchange guarantees
	1
	1 050

	Guarantees
	1 224
	361 295

	Sureties
	10
	10 049

	Counter-guarantees
	10
	14 836

	TOTAL
	1 245
	387 230


The structure of liabilities with the breakdown according their subject matter as at 31 December 2003 is presented in the following table:

	Subject matter of the liability
	Quantity
	Percentage share
	PLN 000s

	good performance bond
	786
	63.13
	133 996

	timely payment of due amounts
	125
	10.04
	69 658

	rental payment
	122
	9.80
	11 652

	bid guarantee
	107
	8.59
	13 553

	customs guarantee
	32
	2.57
	13 291

	other
	29
	2.33
	58 118

	advance repayment
	26
	2.09
	45 520

	bank credit or loan repayment guarantee
	18
	1.45
	41 442

	Total
	1 245
	100.00%
	387 230


Information about agreements material for the Bank’s business activity

· On 31 January 2003, the Bank concluded with BESTA Sp. z o.o. ("BESTA") – a company affiliated with the Bank, the Agreement to sell the enterprise of BESTA company („Agreement”). 
As a result of the Agreement, the Bank purchased the enterprise of BESTA as defined in art. 55 bullet 1 of the Commercial Code, for the total price of PLN 11,174,324. The activity carried out within the enterprise of BESTA includes in particular: correspondence printing and sending services, mass payment processing services and services provided to investment funds.

As the enterprise is transferred to the bank, all burdens and risks resulted to the asset components taken over are also transferred to the Bank. All amounts due to, or payable by BESTA pursuant to court decisions or court settlements are transferred to the Bank and form its burden, without any right of recourse to BESTA. The Bank will take over BESTA employees by following the procedure of a work establishment being taken over by another employer following art. 21 index 1 of the Labour Code, effective on 31 January 2003.
· On 14 March 2003, the Bank concluded with TBM Sp. z o.o. ("TBM") - the Bank's subsidiary, the agreement to sell the enterprise of TBM, as defined in art. 55 bullet 1 of the Commercial Code, for the total price of PLN 98,000,000. The business activity conducted within the enterprise of TBM includes in particular the comprehensive service of renovation and construction investments and real estate administration.

The Bank will take over TBM employees by following the procedure of a work establishment being taken over by another employer following art. 23 index 1 of the Labour Code, effective on 12 March 2003.

· On 28 March 2003, the Bank concluded with the syndicate of international banks an Agreement on the Bank drawing a 3-year EUR 165,000,000 Syndicated Term Loan Facility (PLN 721,066,500 according to the average NBP exchange rate of 28 March 2003 at 2 p.m., where EUR 1 = PLN 4.3701). Bayerische Landesbank seated in Munich is the Mandated Lead Arranger and Facility Agent, and the following banks are syndicate members and lenders: Baden-Wurttembergische Bank AG, Banca Nazionale del Lavoro, Bankgesellschaft Berlin AG, Commerzbank AG, Erste Bank der oesterreichischen Sparkassen, ING Bank NV, Norddeutsche Landesbank, SANPAOLO IMI Bank Ireland plc, Danske Bank Polska SA, American Express Bank, Bank fur Arbeit und Wirtschaft, Landesbank Saar, Sampo Bank plc. The loan interest is based on the variable EURIBOR rate. The principal will be repaid in a bullet payment as the term of the agreement expires.

The syndication process included initially the amount of EUR 125 million, but due to the considerable interest of financial institutions co-operating with the Bank to join the syndicate, the final loan amount was increased to the amount stated above. The agreement is the fourth transaction in the last 5 years, in which Bank Millennium obtained medium-term funding in foreign currencies effected on the international syndicated loan market.


According to the Agreement, the loan funds are to be drawn within 30 days after the date of the Agreement.

· On 13 June 2003, the Bank concluded an agreement in Vienna with Erste Bank der oesterreichischen Sparkassen AG an agreement on a medium-term bilateral loan of EUR 30,000,000 incurred by the Bank (equivalent of ca. PLN 135,000,000) to finance various areas of its business activity. The loan interest is based on the variable EURIBOR rate. The principal will be repaid in a bullet payment as the term of the agreement expires in June 2006. 
· On 18 July 2003, the Bank signed a syndicate agreement on responding to the invitation of Polskie Koleje Państwowe S.A. (PKP – Polish State Railways) confirming the Bank’s participation in negotiations with PKP on concluding the Agreement to service and underwrite PKP bonds with the total nominal value of PLN 1,500,000,000. The State Treasury will guarantee bond redemption and interest payments.

Apart from the Bank, the following shall constitute syndicate: BRE Bank S.A., WestLB Bank Polska S.A. and ABN AMRO Bank (Polska) S.A.


According to the agreement, syndicate members undertake to subscribe to bonds issued by PKP in 2003-2004, upon terms and conditions stated in the syndicate agreement, where the Bank is obligated to subscribe to PKP bonds with par value of PLN 450,000,000, including bonds with par value of PLN 175,000,000 in 2003.


The syndicate undertook to guarantee the subscription of these bonds for the overall amount of PLN 1,500,000,000, where obligations accepted by syndicate members with respect to PKP are not joint and several.


The Syndicate Agreement expires on the date the negotiations finally end to the disadvantage of the syndicate, and if PKP selects the syndicate’s offer – on the date the appropriate agreement to service and underwrite State Treasury-guaranteed bond issue with the total par value of PLN 1,500,000,000.

· On 1 October 2003, the Bank concluded a swap agreement with Banco Comercial Portugues ("BCP"), whose purpose is to neutralise the influence of dividends received from PZU S.A. and the cost of financing the PZU SA stock investment on the Bank’s financial result. 

According to the concluded agreement, the Bank will receive, annually, the amount which is the equivalent of the economic cost of financing the PZU SA stock investment based on the 3-month WIBOR rate (payable quarterly) in exchange for the amount that constitutes the equivalent of the dividend received from PZU SA.


The agreement regulates terms and conditions for its early termination if PZU shares are sold, and it also defines the settlement formula providing for BCP’s share in the sale income if the transaction value exceeds PLN 1,600,000,000.


The Bank keeps full control over the PZU SA stock. The agreement has been concluded for 5 years. 
· In connection to the Memorandum of Agreement signed on 22 September 2003 by the Bank, Bank Handlowy w Warszawie S.A., Bank Polska Kasa Opieki S.A., Bank Przemysłowo-Handlowy PBK S.A., ING Bank Śląski S.A. and Kredyt Bank S.A. and in subsequent days by Export Import Bank of Korea, Korea Export Insurance Corporation, Daewoo Motor Company Ltd. and Daewoo-FSO Motor S.A. ("Daewoo-FSO"), on 30 September 2003 the Memorandum of Agreement was ratified by the last of its parties, and therefore was deemed as concluded as provided in its clauses.


The subject matter of the Memorandum of Agreement is to restructure debt of Daewoo-FSO by changing terms and conditions for repayment and reducing the debt amount from Daewoo-FSO to the Bank and other creditors by (i) exchanging such accounts receivable directly or indirectly into share capital in Daewoo-FSO made by contractual deduction, (ii) reducing debt by composition proceedings or memorandums of agreement concluded by Daewoo-FSO with its creditors. The purpose of the restructuring is to achieve the optimum repayment of amounts due from Daewoo-FSO to its creditors, while ensuring that the business activity of Daewoo-FSO will be continued generally within the previous extent.


In the Memorandum of Agreement the terms and rules and the schedule for restructuring debt of Daewoo-FSO, in consideration of non-collateralised creditors of Daewoo-FSO.


In the Memorandum of Agreement, Daewoo-FSO undertook especially that without prior written consent of Preferred Creditors defined in the Memorandum of Agreement (unless the Memorandum of Agreement provided for such actions): it shall not dispose of, in any manner, any non-current asset or real estate component with the net book value exceeding PLN 1,000,000 (one million), it shall not incur, take over or guarantee any long-term or short-term liability with unit value exceeding net PLN 1,000,000 (one million) and with total value exceeding PLN 4,000,000 (four million), other than in the performance of Activity. Daewoo-FSO shall take all necessary steps in order to prevent the institution of any encumbrances on its asset components without its consent. Additionally, Daewoo-FSO shall not institute any collateral on its asset components differently than pursuant to this Memorandum of Agreement or in connection with the Activity. The above shall not be applied to collateral instituted by Daewoo-FSO on the asset components listed in the Memorandum of Agreement.

With the exceptions stated in the Memorandum of Agreement, during the term of this Memorandum of Agreement, interest shall not accrue on Collateralised Debt, including delayed payment interest. 


In the period between date of this Memorandum of Agreement and the date when suspending conditions provided in the Memorandum of Agreement are satisfied, the termination or expiry date of this Memorandum of Agreement for any reason, whichever of these events occurs earlier, none of the Preferred Creditors stated in the Memorandum of Agreement (including the Bank), with respect to its receivables and to the extent the Memorandum of Agreement applies to them, shall not request that Daewoo-FSO or any of its Subsidiary Companies institute any additional Collateral on its assets, unless the institution of such Collateral is provided in the Memorandum of Agreement, shall not institute any Collateral whose institution does not require consent of Daewoo-FSO or any of its Subsidiary Companies, on assets of Daewoo-FSO or any of its Subsidiary Companies (with exceptions specified in the Memorandum of Agreement), with the reservation of certain provisions of the Memorandum of Agreement: it shall not initiate and conduct enforcement proceedings against Daewoo-FSO or any of its Subsidiary Companies in order to satisfy its receivables from Daewoo-FSO, shall not and shall not support the petition in Daewoo-FSO’s bankruptcy and it shall not cause that such petition is filed by a third party, shall not exercise any rights resulting from Collateral, including especially the right to take over property of Daewoo-FSO or any of its Subsidiary Companies or to sell such property in order to satisfy receivables from Daewoo-FSO, without prejudice to those provided in and allowed by terms and conditions of the Memorandum of Agreement, and without  prejudice to actions necessary to retain rights resulting from such Collateral, shall not exercise any rights resulting from loan agreements concluded with Daewoo-FSO or to which it is entitled by virtue of the law, which may be exercised when the repayment of debt is or may be delayed, and it shall not take any other action aimed at pursuing certain receivables without prejudice to such possibilities provided in and allowed by terms and conditions of the Memorandum of Agreement, shall not transfer, assign or contribute to any other third party and shall not undertake to transfer, assign or contribute to any other third party all or part of Collateralised Debt, without prejudice to such possibilities provided in and allowed by terms and conditions of the Memorandum of Agreement, shall not deduct all or part of Collateralised Debt from any amount due to Daewoo-FSO from that Preferred Creditor.


Provisions of the Memorandum of Agreement shall not rule out the exercise of other rights provided in the Memorandum of Agreement by Preferred Creditors.


Without prejudice to detailed clauses of the Memorandum of Agreement, within 10 days after the Memorandum of Agreement is concluded, each of the Preferred Creditors shall: 1/ cause the suspension of enforcement proceedings or, in the case of State Treasury, refrain from enforcement actions, initiated by such Preferred Creditor against Daewoo-FSO or any of its Subsidiary Companies in order to satisfy the existing receivables from Daewoo-FSO, 2/ withdraw the demand to institute Collateral other than Collateral allowed by the Memorandum of Agreement and cause the cancellation of proceedings initiated as a result of such demand.


The Memorandum of Agreement provides for the following suspending conditions: The Collateralised Debt referred to in the Memorandum of Agreement shall be forgiven provided that all the following suspending conditions are satisfied:


1/ a decision is issued that states the legality of a decision made by a court with jurisdiction approving the Composition referred to in the Memorandum of Agreement pursuant to art. 364 of the Civil Proceedings Code,


2/ the Shareholders' Meeting of Daewoo-FSO issues a resolution referred to in the Memorandum of Agreement and the increase in the Daewoo-FSO share capital with series B stock is entered to the Register and as a result, the State Treasury and Daewoo Motor Company Ltd. subscribe to shares of series B and C stock,


3/ the tax office with jurisdiction issues a legal consent on the expiry of tax arrears of Daewoo-FSO (covered with Income Tax Liabilities) indicated in the Memorandum of Agreement,


4/ appropriate government administration bodies issue interpretations and regulations indicated in the Memorandum of Agreement,


5/ Daewoo-FSO repays all instalments and interest specified in the Memorandum of Agreement,


6/ Daewoo-FSO fulfils other obligations specified in detailed clauses of the Memorandum of Agreement,


7/ Daewoo-FSO presents to Polish Banks and Foreign Creditors the compositions, decisions or other arrangements with the State Treasury or Other Creditors not covered by the Composition Proceedings, consistent with terms and conditions specified in the Memorandum of Agreement,


8/ all local taxes on the real estate, which constitutes Encumbered Assets are paid by the date the decision is issued asserting the legality of the decision made by the court with jurisdiction approving the Composition pursuant to art. 364 of the Civil Proceedings Code,


The Memorandum of Agreement provides also for obligating Daewoo-FSO to cause the convention of a Shareholders' Meeting (or Shareholders' Meetings) of Daewoo-FSO, providing especially for the increase of the Daewoo-FSO share capital by PLN 2,258,441,753 by issuing 35,437,655 new registered shares.


Additionally, the Parties agreed in the Memorandum of Agreement a detailed manner of repaying or satisfying the receivables. The Memorandum of Agreement includes no contractual penalty clauses.

· On 14 November 2003, the Bank concluded with Real Estate & Stocks Reess Trading Sp. z o.o. („Reess”), the Bank’s subsidiary, a framework bond sale agreement. Pursuant to that agreement, the Bank undertook to purchase from Reess, and Reess undertook to sell to the Bank all bonds, which will be purchased by Reess as a result of submitting purchase orders. The above purchase orders will be submitted according to the obligation accepted by Reess resulting from the bond repurchase agreement concluded on 28 November 2002 between the Bank and Reess. The maximum number of bonds covered with the agreement is 602,132. The par value of each bond is PLN 100. The total value of the agreement, according to par bond prices is no less than PLN 60,213,200.

The Bank shall purchase Bonds from Reess in such a way that Reess and the Bank will each time conclude the sale agreement for bonds purchased by Reess from investors in a transaction concluded on a given date (from 17 to 28 November 2003) on the date two business days after Reess concludes the bond purchase transaction.


The Bank shall purchase Bonds from Reess via the Millennium Brokerage House seated in Warsaw, in transactions concluded outside of the regulated market.

· On 14 November 2003, the Bank concluded a framework bond sale agreement with TBM Sp. z o.o. („TBM”) – the Bank’s subsidiary, by virtue of which the Bank undertook to purchase from TBM and TBM undertook to sell to the Bank all bonds that would be purchased by TBM as a result of purchase orders. The above purchase orders will be submitted according to the obligation accepted by Reess resulting from the agreement on executing the bond purchase commitment concluded on 14 November 2003 between TBM and Real Estate & Stocks Reess Trading Sp. z o.o. The maximum number of bonds covered with the agreement is 8,142,300. The par value of each bond is PLN 100. The total value of the agreement, according to par bond prices is no less than PLN 814,230,000.

The Bank shall purchase Bonds from TBM in such a way that TBM and the Bank will each time conclude a sale agreement for bonds purchased by TBM from investors in a transaction concluded on a given date (from 17 to 28 November 2003) on the date two business days after TBM concludes the bond purchase transaction.


The Bank shall purchase Bonds from TBM via the Millennium Brokerage House seated in Warsaw, in transactions concluded outside of the regulated market.

· On 14 November 2003, the Bank concluded a framework bond sale agreement with Forinwest Sp. z o.o. („Forinwest”) – the Bank’s subsidiary, by virtue of which the Bank undertook to purchase from Forinwest and Forinwest undertook to sell to the Bank all bonds that would be purchased by Forinwest as a result of purchase orders. The above purchase orders will be submitted according to the obligation accepted by Forinwest resulting from the agreement on executing the bond purchase commitment concluded on 14 November 2003 between Forinwest and Real Estate & Stocks Reess Trading Sp. z o.o. The maximum number of bonds covered with the agreement is 6,898,282. The par value of each bond is PLN 100. The total value of the agreement, according to par bond prices is no less than PLN 689,828,200.

The Bank shall purchase Bonds from Forinwest in such a way that Forinwest and the Bank will each time conclude a sale agreement for bonds purchased by Forinwest from investors in a transaction concluded on a given date (from 17 to 28 November 2003) on the date two business days after Forinwest concludes the bond purchase transaction.


The Bank shall purchase Bonds from Forinwest via the Millennium Brokerage House seated in Warsaw, in transactions concluded outside of the regulated market.

· On 14 November 2003 the Bank concluded revolving loan agreements:

 
- with TBM Sp. z o.o. - loan amount of PLN 290,000,000,


- with FORINWEST Sp. z o.o. - loan amount of PLN 263,000,000, 
The above companies are affiliated with the Bank.  The contractual lending period was set in each of the agreements as 17 November 2003 – 5 December 2003.
· On 22 December 2003, the Bank concluded with Forinwest Sp. z o.o., the Bank’s subsidiary, a revolving loan agreement of PLN 105,000,000 on market terms, to be used for financing leasing receivables of BEL Leasing Sp. z o.o. – a subsidiary of the Bank. The loan was granted for the period from 22 December 2003 to 31 December 2006.
· On 29 December 2003, BEL Leasing Sp. z o.o. („BEL”), the Bank's subsidiary, concluded with the Bank an issue agreement for the Bank to carry out and service the bond issue program for bonds issued by BEL („Issue Agreement”) and additionally concluded with the Bank additional agreements related to the bond issue program, i.e. the agreement obligating the Bank to guarantee the payment of cash benefits on account of the bonds („Guarantee Agreement”) and the agreement to open and keep the issue account.The Issue Agreement was concluded for the term from 29 December 2003 to 29 December 2006. The value of the bond issue program is PLN 135,000,000. The bonds will not have a document form and will be issued in private issues as zero-coupon or coupon debt securities. According to the Guarantee Agreement, the Bank undertook to provide guarantees of paying cash benefits on account of respective bond series issued pursuant to the Issue Agreement.  
Description of transactions with affiliated entities above EUR 500 thousand (if one or the aggregated value of several transactions concluded by an entity exceeds that value)

	Subject matter of the Transaction
	PLN 000s

	SWAP transaction concluded by Bank Millennium and BEL Leasing:
	

	- amount due to Bank Millennium from BEL Leasing 
	12 500

	- amount due from Bank Millennium to BEL Leasing 
	58 375

	Interest expenses of Bank Millennium on the SWAP transaction with BEL Leasing
	22 795

	Interest expenses of Bank Millennium on the transaction with the Brokerage House
	13 946

	Loans granted by Bank Millennium to BEL Leasing.
	76 325

	Loans granted by Bank Millennium to FORIN
	150 574

	Loans granted by Bank Millennium to FORINWEST
	165 318

	Loans granted by Bank Millennium to PROLIM
	280 245

	Amount due to Bank Millennium from BEL Leasing on account of the Company Social Benefit Fund
	12 898

	Subordinated loan granted by Bank Millennium to the Brokerage House
	22 250

	Loan granted by FORINWEST to BEL Leasing
	105 000

	Net income earned by TBM From Bank Millennium on account of the lease of fixed assets
	9 916

	Bank Millennium’s interest income on loans granted to BEL Leasing
	5 795

	Bank Millennium’s interest income on the SWAP transaction with BEL Leasing
	20 378

	Bank Millennium’s interest income on the transaction with FORIN
	9 993

	Bank Millennium’s interest income on purchased BEL Leasing receivables
	48 073

	FORINWEST’s interest income on purchased BEL Leasing receivables
	2 243

	Bank Millennium’s interest and commission income on loans granted to PROLIM
	4 305

	Cash deposited in Bank Millennium by BEL Leasing
	26 863

	Cash deposited in Bank Millennium by BESTA
	6 269

	Cash deposited in Bank Millennium by BIG BG Inwestycje
	19 148

	Cash deposited in Bank Millennium by the Brokerage House
	289 222

	Cash deposited in Bank Millennium by BESTA
	21 786

	Cash deposited in Bank Millennium by FORINWEST
	53 605

	Cash deposited in Bank Millennium by Millennium TFI
	13 430

	Cash deposited in Bank Millennium by TBM
	8 021

	Value of BEL Leasing bonds held by Bank Millennium
	27 063

	Value of bonds subject to the SBB transactions between Bank Millennium and the Brokerage House
	24 699

	Value of leasing receivables purchased by Bank Millennium from BEL Leasing
	1 270 087

	Value of leasing receivables purchased by Bank Millennium from PROLIM
	26 806

	Value of leasing receivables purchased by FORINWEST from BEL Leasing
	68 663


SUPERVISORY BOARD OF Bank Millennium SA

Supervisory Board on 31 December 2003:
1. Maciej Bednarkiewicz – Supervisory Board Chairman, since: 20 February 1995

2. Ryszard Pospieszyński – Deputy Chairman and Secretary of the Supervisory Board, since: Deputy Chairman – 24 June 1997, Supervisory Board Secretary – 7 June 1989. 

3. Marek Belka – Supervisory Board Member, since: 1 November 1998 to 17 October 2001 and again since 18 December 2002. 

4. Christopher de Beck – Supervisory Board Member, since: 1 August 2000.

5. Jorge Manuel Jardim Goncalves – Supervisory Board Member, since: 14 January 1999

6. Andrzej Koźmiński – Supervisory Board Member, since: 1 August 2000.

7. Francisco de Lacerda – Supervisory Board Member, since: 16 July 2003.

8. Marek Rocki – Supervisory Board Member, since: 1 August 2000

9. Zbigniew Sobolewski – Supervisory Board Member, since: 6 March 2003

10. Gijsbert Johannes Swalef – Supervisory Board Member, since: 1 August 2000

By 6 March 2003, Mr. Jerzy Zdrzałka was also the Supervisory Board Member.

MANAGEMENT BOARD of Bank Millennium SA 

Bank’s Management Board on 31 December 2003:

1. Bogusław Kott – Chairman of the Bank's Management Board, since: 7 June 1989

2. Luis Pereira Coutinho – Deputy Chairman of the Bank's Management Board, since: 1 May 2003

3. Fernando Bicho – Management Board Member, since: 1 August 2002

4. Julianna Boniuk – Management Board Member, since: 17 July 1989

5. Wojciech Haase – Management Board Member, since: 27 June 1997

6. Anna Rapacka – Management Board Member, since: 26 October 1993

7. Rui Manuel Teixeira – Management Board Member, since: 17 July 2003

8. Jerzy Zdrzałka – Management Board Member, since: 6 March 2003

By 6 March 2003, Mr. Zbigniew Sobolewski was also the Management Board Member.

By 1 May 2003, Mr. Francisco de Lacerda was also the Management Board Deputy Chairman.

By 17 July 2003, Mr. Pedro Alvares Ribeiro was also the Management Board Member.

On 28 January 2004, Mr. Jerzy Zdrzałka resigned as the Bank's Management Board Member.

Information about the remuneration paid to the Issuer’s supervisory and management bodies for the period from 1 January 2003 to 31 December 2003
Remuneration for Bank’s Management Board members


                                  31 022,6

Remuneration for Bank’s Supervisory Board members




           1 632,0

Remuneration of the Bank’s Management Board members received in subsidiaries

   28,3

Remuneration of the Bank’s Supervisory Board members received in subsidiaries

   28,3

Information about the value of advances, loans and guarantees granted to members of the Issuer’s supervisory and management bodies

1. The indebtedness of Management Board members on account of interest on employee loans is PLN 15.1 thousand.

2. The aggregated exposure of the Bank's Management Board members on account of receivables is PLN 82.2 thousand.

3. Guarantees granted to Management Board members total PLN 37.0 thousand.

Information about the quantity and nominal value of all the issuer’s shares (ownership interests) and shares and ownership interests in entities of the issuer’s capital group held by members of management and supervisory bodies (separately for each person)
The Bank’s Management Board

1. Bogusław Kott – the Management Board Chairman;

· 3,023,174 shares of the Bank with the nominal value of PLN 1 each,

· no shares and ownership interest in Capital Group companies;

2. Luis Pereira Coutinho – the Deputy Management Board Chairman

· no Bank’s shares,

· no shares and ownership interest in Capital Group companies;

3. Fernando Bicho – Management Board Member

· no Bank’s shares,

· no shares and ownership interest in Capital Group companies;

4. Julianna Boniuk – Management Board Member

· 490,000 shares of the Bank with the nominal value of PLN 1 each,

· no shares and ownership interest in Capital Group companies;

5. Wojciech Haase – Management Board Member

· 5,246 shares of the Bank with the nominal value of PLN 1 each,

· no shares and ownership interest in Capital Group companies;

6. Anna Rapacka – Management Board Member

· 39,600 shares of the Bank with the nominal value of PLN 1 each, on the account shared with her husband,

· no shares and ownership interest in Capital Group companies;

7.   Rui Manuel Teixeira – Management Board Member

· no Bank’s shares,

· no shares and ownership interest in Capital Group companies;

· Jerzy Andrzejewicz – Proxy

· 6,260 shares of the Bank with the nominal value of PLN 1 each,

· no shares and ownership interest in Capital Group companies;

Supervisory Board

1. Maciej Bednarkiewicz – Chairman

· 94 shares of the Bank with the nominal value of PLN 1 each,

· no shares and ownership interest in Capital Group companies;

2. Ryszard Pospieszyński – Deputy Chairman

· 26,200 shares of the Bank with the nominal value of PLN 1 each,

· no shares and ownership interest in Capital Group companies;

3. Marek Belka – Supervisory Board Member

· no Bank’s shares,

· no shares and ownership interest in Capital Group companies;

4. Andrzej Koźmiński – Supervisory Board Member

· no Bank’s shares,

· no shares and ownership interest in Capital Group companies;

5. Marek Rocki – Supervisory Board Member

· no Bank’s shares,

· no shares and ownership interest in Capital Group companies;

6. Gijsbert Johannes Swalef – Supervisory Board Member

· no Bank’s shares,

· no shares and ownership interest in Capital Group companies;

7. Zbigniew Sobolewski – Supervisory Board Member

· no Bank’s shares,

· no shares and ownership interest in Capital Group companies;

8. Christopher de Beck – Supervisory Board Member

· 95,000 shares of the Bank,

· no shares and ownership interest in Capital Group companies;

9.  Francisco de Lacerda - Supervisory Board Member

· no Bank’s shares,

· no shares and ownership interest in Capital Group companies;

10. Jorge Manuel Jardim Goncalves – Supervisory Board Member

· 3,000 shares of the Bank,

· no shares and ownership interest in Capital Group companies;

Shareholders with at least 5% stake in the Bank’s share capital and in the overall number of votes at the Shareholders' Meeting:

1. Banco Comercial Portugues holds 50.00% shares and votes at the Bank’s Shareholders' Meeting.

2. EUREKO B.V. holds 20.01% shares and votes at the Bank’s Shareholders' Meeting.

Important events influencing the Group’s activity

· On 9 January 2003, the Bank's Management Board announced that on 8 January 2003, the Bank received a decision from the District Court for the Capital City of Warsaw, the 19th Business Department of the National Court Register about registering the amendment in the Bank’s articles of association, consisting in the change in the Bank’s name, which currently is “Bank Millennium Spółka Akcyjna”.

In Bank Millennium, services to clients are offered by specialised business lines operating under their own brands: Millennium (services to individual customers), Millennium Biznes (services for small businesses), Millennium PRESTIGE (private banking) and Bank Millennium Corporate Banking (services for large and medium companies). The change of the Bank’s name does not entail the need to change any contractual relations of the Bank with its clients.
· On 15 January 2003, the Bank's Management Board announced that it learned that the Moody's Investor Service Ltd. rating agency increased the Bank’s long-term deposit rating 1 level from Baa1 to A3 (level 7 in the 21-step scale) and increased the Bank’s short-term deposit rating up 1 level from Prime-2 to Prime-1 (level 1 in the 4-level scale). At the same time, the agency upheld the Bank’s financial strength rating at D (level 10 in the 13-level scale).
· On 20 January 2003, the Bank's Management Board announced that it received information that the Management Board of Centralna Tabela Ofert S.A. with its resolution number 7/03 adopted on 17 January 2003 accepted for trading no more than 20,000,000 of the Bank’s bearer bonds with par value of PLN 100 each, issued within the Bond Issue Program, in the total par value not exceeding PLN 2,000,000,000, about which the Bank announced in Communiqué number 62/2002 of 15 October 2002 introduced into public trading pursuant to the decision made by the Securities and Exchange Commission number DS1-412-13/02-9/2002 of 26 November 2002.

· On 24 February 2003 the Bank's Management Board announced that Mr. Bogusław Kott – the Bank's Management Board Chairman was appointed by the Shareholders' Meeting of Banco Comercial Portugues ("BCP") to the BCP Management Board. BCP is the largest private financial institution in Portugal and the Bank’s partner and strategic shareholder (50%). The joint strategy of both banks assumes that universal and modern financial services will be offered on the Polish market. Apart from commercial purposes, it also assumes an exchange of experience, knowledge, technology and managers at different management levels, which allows to achieve technological synergies, operations and co-operation on international markets. The appointment of Mr. Bogusław Kott – the Chairman of the Bank's Management Board, to the BCP Management Board, marks the beginning of the new stage of co-operation between both banks.  
· On 28 February 2003, the Bank's Management Board announced that operating jointly with 6 shareholders of PolCard S.A. with its seat in Warsaw ("Company") that hold together with the Bank 99.67% of the Company’s share capital, within the framework of one share sale agreement concluded with the suspending condition, on the sale of the entire block of shares totalling 99,67% of the Company’s shares, sold 6,000 registered shares of the Company with the total par value of PLN 600,000, which constitute 19.8% of the Company’s share capital for the total price of the PLN equivalent of USD 11,881,200. The shares were purchased by G.I.C. Usługi Finansowe Sp. z o.o. seated in Warsaw, a subsidiary of GTECH Corporation seated in West Greenwich, Delaware USA (the Buyer). Indirectly, the Buyer’s shareholders are also funds Innova/98 L.P. and Innova/3 L.P. The suspending condition, which must be satisfied before the title to shares is transferred to the Buyer and payment is made for the Company’s shares, is the consent of the Anti-Monopoly Office President and the decision of the Union of Polish Banks not to use the pre-emptive right to purchase the Company’s shares, to which it is entitled.
· On 14 March 2003, the Bank's Management Board informed that the Bank concluded with TBM Sp. z o.o. ("TBM") - the Bank's subsidiary, the agreement to sell the enterprise of TBM, as defined in art. 55 bullet 1 of the Commercial Code, for the total price of PLN 98,000,000. The business activity conducted within the enterprise of TBM includes in particular the comprehensive service of renovation and construction investments and real estate administration. The Bank will take over TBM employees by following the procedure of a work establishment being taken over by another employer following art. 23 index 1 of the Labour Code, effective on 12 March 2003.
· On 17 April 2003, the Bank's Management Board announced  that it received information that  on 14 April 2003 the District Court for the Capital City of Warsaw, the 19th Business Department of the National Court Register, registered the share capital increase in Millennium TFI S.A. ("TFI"), up to PLN 9,100,000, made by issuing 10,000 registered shares of the E series stock, with the nominal value of PLN 100 each, subscribed by Millennium Dom Maklerski S.A. - the Bank's subsidiary. Millennium Dom Maklerski S.A. holds 91,000 shares in TFI representing 100% of the share capital and 100% of the votes at the shareholders’ meeting. 
· On 18 April 2003, the Bank's Management Board announced that it received information that on 17 April 2003 the District Court for the Capital City of Warsaw, the 19th Business Department of the National Court Register registered the increase in the share capital of BEL Leasing Sp. z o.o. ("BEL") - the Bank's subsidiary. The BEL’s share capital was increased by reducing the share capital of BEL by PLN 500,000 by surrendering 5,000 ownership interests subscribed by the Bank upon consent of the Partner without any remuneration, and by increasing at the same time BEL’s share capital up to PLN 20,000,000, i.e. by PLN 16,000,000, by increasing the nominal value of the 40,000 ownership interests from PLN 100 to PLN 500 per ownership interest. The share capital was increased using the reserve capital, which has been accumulated from profit brought forward and earmarked by the Partner’s Meeting for the Company’s reserve capital. Due to the above, BEL’s share capital is PLN 20,000,000 and is divided into 40,000 ownership interests with a par value of PLN 500 each, of which:
1) the Bank has 39,999  ownership interests with the increased nominal value of PLN 500, with the total value of PLN 19,999,500,

2) Forinwest Sp. z o.o. in Warsaw, the Bank's subsidiary, has 1 ownership interest with the increased nominal value of PLN 500,

· On 17 April 2003, the Bank's Management Board announced that it received information that  on 22 April 2003 the District Court for the Capital City of Warsaw, the 19th Business Department of the National Court Register, registered the share capital increase in Millennium Dom Maklerski S.A. (Millennium Brokerage House), the Bank's subsidiary, up to PLN 16,500,000, made by issuing 100,000 registered shares of the D series stock, with the nominal value of PLN 10 each, which were fully subscribed by the Bank. The Bank holds 1,650,000 shares of the Millennium Brokerage House stock, representing 100% of the share capital and 100% of the votes at the shareholders’ meeting.
· On 9 May 2003, the Bank's Management Board announced that the Bank received from BESTA Sp. z o.o. - the Bank's subsidiary, the amount of PLN 5,130,666 on account of capital contribution refund.

· On 20 May 2003, the Bank's Management Board announced that the Bank received information from the Moody's rating agency that the long-term and short-term deposit rating was maintained at the same level - A3 (level 7 in the 21-level scale) and P-1 (level 1 in the 4-level scale), respectively, and that it increased the rating prospects from negative to stable. The agency provided also information about reducing the Bank’s financial strength rating from D to D- (level 11 in the 13-level scale). In its notes to the opinion, Moody’s notes that as a result of the ambitious restructuring program conducted in 2002, the Bank should reduce cost, improve productivity and reduce the level of its provisions in the short or medium term. At the same time, Moody’s notes that due to the still difficult business conditions and high competitiveness of the market, the Bank may find it difficult to reach the profitability improvement goals.
· On 23 May 2003, the Bank's Management Board announced that on 22 May 2003 it sold 6,000 shares of PolCard SA, which constituted 19.8% of its share capital, authorising to exercise 19.8% votes at the Shareholders' Meeting.

· On 6 June 2003, the Bank's Management Board announced that the Bank received from BET Trading Sp. z o.o. - the Bank's subsidiary, the amount of PLN 18,650,185 on account of capital contribution refund.

· On 6 June 2003, the Bank's Management Board announced that it received information that on 5 June 2003 the District Court for the Capital City of Warsaw, the 19th Business Department of the National Court Register registered the increase in the share capital of BET Trading Sp. z o.o. ("BET") - the Bank's subsidiary, by:

1. increasing the share capital of BET by PLN 132,600 in connection with the need to increase the nominal value of ownership interest resulting from the Commercial Company Code, and

2. increasing the share capital of BET by PLN 9,867,000, by issuing 19,734 new ownership interests with the nominal value of PLN 500 each, and the issue price of PLN 940, i.e. for the total amount of PLN 18,549,960, which were fully subscribed by the Bank. 

After the registration of share capital amounting to PLN 21,867,000 and divided into 43,734 at PLN 500 each, the Bank has 43,733 ownership interests at PLN 500 each, i.e. 99.99% in the capital and votes at the BET Partners’ Meeting, and the remaining 1 ownership interests worth PLN 500, i.e. 0.01% in the capital and votes at the BET Partners’ Meeting is held by TBM Sp. z o.o. - the Bank's subsidiary.
· On 6 June 2003, the Bank's Management Board informed that BEL Leasing Sp. z o.o. ("BEL") - the Bank's subsidiary, purchased, 75 ownership interests from Forinwest Sp. z o.o. ("Forinwest"), the Bank's subsidiary, and 5 ownership interests  from a natural persons, in Wilga Laswoda Sp. z o.o. with its seat in Wilga. The price, at which all ownership interests were purchased, is PLN 208.85 per ownership interest. As a result of the transactions, BEL is the only partner in Wilga Laswoda Sp. z o.o. BEL purchased all the ownership interests with its own funds. The criterion, which forms the basis for considering assets as assets of considerable value is 20% of the share capital in Wilga Laswoda Sp. z o.o.  
· On 17 June 2003, the Bank's Management Board announced that the Bank received from Forinwest Sp. z o.o. - the Bank's subsidiary, the amount of PLN 160,291,725 on account of capital contribution refund.

· On 17 June 2003, the Bank's Management Board informed that on 16 June 2003, the Bank purchased from Forinwest Sp. z o.o. ("Forinwest"), the Bank's subsidiary, shares of BIG BG Inwestycje SA (“BIG Inwestycje) - the Bank's subsidiary. As a result of the transaction, the Bank purchased 1,785,000 common registered shares at PLN 101.26 per share, which constitute 16.93% of the share capital in BIG Inwestycje, and give the right to 10.27% votes at the BIG Inwestycje Shareholders' Meeting. As a result of the purchase transaction, the Bank holds 9,490,650 shares at the nominal value of PLN 100 each, which constitute 90.04% in the BIG Inwestycje share capital, and give the right to 93.96% votes at the BIG Inwestycje Shareholders' Meeting. At the same time, the Bank announces that yesterday it purchased from BIG BG Inwestycje SA, the Bank’s subsidiary, 17,000 ownership interests of Forin Sp. z o.o. (“Forin”) – the Bank’s subsidiary, for PLN 1,002.81 per ownership interest. The purchased ownership interests constitute 38.20% in the share capital and votes at the Forin Partners’ Meeting. As a result of the purchase transaction, the Bank holds 21,499 ownership interests, which constitute 48.31% in the share capital and votes at the Forin Partners’ Meeting.
· On 26 June 2003, the Bank's Management Board informed that BEL Leasing Sp. z o.o. ("BEL") - the Bank's subsidiary, concluded with the Bank a sale agreement, pursuant to which BEL purchased from the Bank 91,967 (ninety one thousand nine hundred  sixty seven) ownership interests in Debt Services Sp. z o.o. seated in Warsaw, the Bank's subsidiary, for the total price of PLN 10,709,557.15.  AT the same time, the Bank announces that on 26 June 2003, BEL concludes an ownership interest sale agreement with TBM Sp. z o.o. seated in Warsaw (“TBM”) - the Bank's subsidiary, by whose virtue BEL purchased from TBM 1 ownership interest in Debt Services Sp. z o.o. for PLN 116.45. Pursuant to the above sale agreement, as at 26 June 2003, BEL became the sole partner in Debt Services Sp. z o.o.
· On 8 July 2003, the Bank's Management Board announced that on 8 July 2003, the Bank received a decision of the District Court in Warsaw, the 20th Business Department, dated 30 June 2003, to discontinue proceedings filed by Mr. Wiktor Jedamski against the Bank, Banco Comercial Portugues S.A. and Eureko B.V.  to rule the invalidity of share purchase agreements concerning shares of the former BIG Bank GDAŃSKI SA (at present: Bank Millennium SA) by Banco Comercial Portugues S.A. and Eureko B.V. from the Bank’s subsidiaries and to order the retirement of these shares.  At the same time, the Court awarded the Bank, Banco Comercial Portugues S.A. and Eureko B.V. the amount of PLN 36,000 each from Mr. Wiktor Jedamski, for representation in legal proceedings.
· On 16 July 2003, the Bank's Management Board announced that the following shareholder held at least 5% of votes at the Bank’s Extraordinary Shareholders' Meeting convened for 16 July 2003: 


No.           Shareholders 


# of votes


1.
Banco Comercial Portugues S.A.
 424 624 072


2.
EUREKO B.V.



 169 921 267


At the same time, the Bank announces that the Bank’s Extraordinary Shareholders' Meeting changed the number of the Bank Millennium SA Supervisory Board Members from 9 to 10 persons, and selected a new Bank’s Supervisory Board Member, appointing Mr. Francisco de Lacerda for that position.

Mr. Francisco de Lacerda is 42 years old. He is a graduate of the Business Administration Department at the Universidade Catolica Portuguesa in Lisbon, where he served as the assistant lecturer in 1984-85. In 1984-86, he was an analyst, advisor and director general in LOCAPOR (leasing) and UNICRE (a credit card company) From 1985 to 1987, he was the director overseeing the finance and capital market in CISF – a company providing financial and investment services, and in 1987-98 in the Hispano Americano Sociedade de Investimentos S.A. investment company. In 1990-2000, he served as Director of UIF SGPS. Since 1991 he has been affiliated with Banco Mello de Investimentos S.A. as director, executive director (1993-1995) and then, in 1995-200 with Banco Mello S.A. as executive director and since 1997, as deputy CEO. He was also a Director of Companhia de Seguros Império and CEO or Director of a number of Banco Mello subsidiaries - banks and financial companies - in Portugal and internationally. Since 2000, he was on the Board of Directors of  Banco Comercial Portugues S.A. From 7 May to 2001 to 30 April 2003 he was the First Deputy Chairman of Bank Millennium S.A., and the Deputy Chairman of Supervisory Boards in the following companies: Millennium Dom Maklerski S.A., Forin Sp. z o.o. and Bel Leasing Sp. z o.o. Since April 2002, a member of the NovaBank S.A. Management Board in Greece, and the Deputy CEO of BankEuropa Bankasi, A.S. in Turkey. He is also the Member of the following Boards of Directors: Servibanca - Empresa de Prestaçao de Serviços, A.C.E. and Fundaçao Banco Comercial Portugues. Mr. Francisco de Lacerda is not listed in the Register of Insolvent Debtors, kept pursuant to the National Court Register Act, and conducts no business, which could be deemed as competitive to the Bank.

· On 17 July 2003, the Bank's Management Board announced that the Bank’s Supervisory Board at its meeting held on 16 July 2003, supplemented the constitution of the Bank’s Management Board by appointing on 17 July 2003, Mr. Rui Manuel da Silva Teixeira as the Bank’s Management Board member.


Mr.  Manuel Teixeira is 42 years old. He graduated from the Oporto Technical University with the Electrotechnical Engineer, and then – post-graduate Industrial Management major in the Institute of Mechanical Engineering and Industrial Management (INEGI). He started his professional career in Texas Instruments (Portugal) as the Testing and Quality Engineer. In 1987 he transferred to Banco Comercial Portugues S.A. (“BCP), and he has been a senior manager since 1994. He served various functions in BCP, starting from Retain Marketing, where he worked on developing Direct Marketing and Sales Support Tools. As a Manager, he created and developed all Call Center and Telemarketing units in the entire BCP Group. He was also responsible for managing the Customer Information System: in 1994 he was part of the team, who implemented the Banco 7 project. In 1995, he was appointed to manage the BCP Group Quality Division. At the beginning of 1999, he transferred to NovaRede, first as the Deputy Coordinator and then as the head of the Network Support Division. Since the end of 2001 until moving to the Bank, he run the BCP Group Mortgage Banking Division. Mr. Manuel Teixeira is not listed in the Register of Insolvent Debtors, kept pursuant to the National Court Register Act, and conducts no business, which could be deemed as competitive to the Bank.
· On 17 July 2003, the Bank's Management Board announced that on 17 July 2003, the Supervisory Board adopted a resolution concerning the issue of unsecured bearer bonds. The intention is to issue bonds in the total value not exceeding PLN 5,000,000,000 (five billion). The par value of bonds issued in respective series may be expressed in PLN, EUR, USD or CHF. The bonds will be issued in order to finance the Bank’s current activity.  If bonds are issued at the highest assumed amount of PLN 5,000,000,000, then the ratio of the bond issue value to the issuer’s equity will be 318.06%, and the ratio of the bond issue value and all previously issued and outstanding bonds to the issuer’s equity will be 430.77%. As at 30 June 2003, the Bank’s equity is PLN 1,571,988 thousand. The Supervisory Board authorised the Bank's Management Board to set detailed terms and conditions of the issue. It is the Bank’s intention to introduce bonds into public trading and the secondary trading on the regulated market.
· On 18 July 2003, the Bank's Management Board announced that the Bank signed a syndicate agreement on responding to the invitation of Polskie Koleje Państwowe S.A. (PKP – Polish State Railways) confirming the Bank’s participation in negotiations with PKP on concluding the Agreement to service and underwrite PKP bonds with the total nominal value of PLN 1,500,000,000. The State Treasury will guarantee bond redemption and interest payments. Apart from the Bank, the following shall constitute syndicate: BRE Bank S.A., WestLB Bank Polska S.A. and ABN AMRO Bank (Polska) S.A. According to the agreement, syndicate members undertake to subscribe to bonds issued by PKP in 2003-2004, upon terms and conditions stated in the syndicate agreement, where the Bank is obligated to subscribe to PKP bonds with par value of PLN 450,000,000, including bonds with par value of PLN 175,000,000 in 2003. The syndicate undertook to guarantee the subscription of these bonds for the overall amount of PLN 1,500,000,000, where obligations accepted by syndicate members with respect to PKP are not joint and several. The Syndicate Agreement expires on the date the negotiations finally end to the disadvantage of the syndicate, and if PKP selects the syndicate’s offer – on the date the appropriate agreement to service and underwrite State Treasury-guaranteed bond issue with the total par value of PLN 1,500,000,000. The value of the above agreement exceeds 10% of the Bank’s equity.
· On 29 August 2003, the Bank's Management Board informed that BEL Leasing Sp. z o.o. ("BEL") - the Bank's subsidiary, concluded with the Bank a sale agreement, pursuant to which BEL purchased from the Bank 43,733 (forty three thousand seven hundred thirty three) ownership interests in Bond and Equity Trading – BET Trading Sp. z o.o. seated in Warsaw, the Bank's subsidiary, for the total price of PLN 31,504,378.54. At the same time, the Bank announces that on 29 August 2003, BEL concluded an ownership interest sale agreement with TBM Sp. z o.o. seated in Warsaw (“TBM”) - the Bank's subsidiary, by whose virtue BEL purchased from TBM 1 ownership interest in Debt Services Sp. z o.o. for PLN 720.38. Pursuant to the above sale agreements, as at 29 August 2003, BEL became the sole partner in Bond and Equity Trading - BET Trading Sp. z o.o.
· On 1 September 2003, the Bank's Management Board announced that the Bank received information that the international syndicate, in which it is one of the full-rights participants, won the bid to organise and run the Trade Bank of Iraq – TBI, announced in July 2003 by Coalition Provisional Authorities in Iraq. Apart from the Bank, the syndicate includes the following banks: JP Morgan Chase (as the syndicate leader), Australia and New Zealand Banking Group, National Bank of Kuwait and Standard Chartered Bank. Eight other renowned international financial institutions participated in the bind submitted by the syndicate. They will support its members in respective areas and issues covered with the project. One of the material objectives for the Bank’s participation in the syndicate is to continue to support Polish companies in their trading relationships and provide direct service of transactions concluded with Iraq and other Middle East countries. 
· On 23 September 2003, the Bank's Management Board announced that the Bank received a copy of the action filed by Grzegorz Jedamski against the Bank to the District Court in Warsaw award him the amount of PLN 299,833,300 as indemnity for the claimed unlawful acquisition of BIG BANK Spółka Akcyjna (the former ŁBR S.A.). The Bank’s legal advisors consider the claimant’s demand as ungrounded.
· On 1 October 2003, the Bank's Management Board announced that it concluded a swap agreement with Banco Comercial Portugues ("BCP"), whose purpose is to neutralise the influence of dividends received from PZU S.A. and the cost of financing the PZU SA stock investment on the Bank’s financial result. According to the concluded agreement, the Bank will receive, annually, the amount which is the equivalent of the economic cost of financing the PZU SA stock investment based on the 3-month WIBOR rate (payable quarterly) in exchange for the amount that constitutes the equivalent of the dividend received from PZU SA. The agreement regulates terms and conditions for its early termination if PZU shares are sold, and it also defines the settlement formula providing for BCP’s share in the sale income if the transaction value exceeds PLN 1,600,000,000. The Bank keeps full control over the PZU SA stock. The agreement has been concluded for 5 years.
· On 1 October 2003, the Bank announced, referring to the Memorandum of Agreement signed on 22 September 2003 by the Bank, Bank Handlowy w Warszawie S.A., Bank Polska Kasa Opieki S.A., Bank Przemysłowo-Handlowy PBK S.A., ING Bank Śląski S.A. and Kredyt Bank S.A. and in subsequent days by Export Import Bank of Korea, Korea Export Insurance Corporation, Daewoo Motor Company Ltd. and Daewoo-FSO Motor S.A. ("Daewoo-FSO") that on 30 September 2003 the Memorandum of Agreement was ratified by the last of its parties, and therefore was deemed as concluded as provided in its clauses.  The subject matter of the Memorandum of Agreement is to restructure debt of Daewoo-FSO by changing terms and conditions for repayment and reducing the debt amount from Daewoo-FSO to the Bank and other creditors by (i) exchanging such accounts receivable directly or indirectly into share capital in Daewoo-FSO made by contractual deduction, (ii) reducing debt by composition proceedings or memorandums of agreement concluded by Daewoo-FSO with its creditors. The purpose of the restructuring is to achieve the optimum repayment of amounts due from Daewoo-FSO to its creditors, while ensuring that the business activity of Daewoo-FSO will be continued generally within the previous extent. 
· On 13 October 2003, the Bank's Management Board announced that on 10 October 2003, 5,956,292 shares of series E stock in Stalexport SA (“Stalexport”) were received to the Bank’s account with Millennium Dom Maklerski S.A., as a result of a transfer outside of the regulated market. As a result of the Stalexport share purchase transaction, the Bank held 10,292,664 Stalexport shares, which was 9.55% of the Stalexport share capital and gave right to 10,292,664 votes at the Shareholders' Meeting, which was 9.55% of the overall number of votes at the Stalexport Shareholders' Meeting. Before the Stalexport share purchase transaction, the Bank held 4,336,372 Stalexport shares, which accounted for 4.02% of the Stalexport share capital and gave rights to 4,336,372 votes at the Shareholders' Meeting, which was 4.02% of the overall number of votes at the Stalexport Shareholders' Meeting.   
· On 31 October 2003, referring to Communiqué number 63/2002 of 18 October 2002, the Bank's Management Board informed that BEL Leasing Sp. z o.o. ("BEL") - the Bank's subsidiary, received a decision of the District Court for the Capital City of Warsaw, the 19th Business Department of the National Court Register of 28 October 2003, on merging BEL with Debt Services Sp. z o.o. The merger was conducted following the procedure and upon rules defined in art. 516 of the Commercial Company Code, i.e. without increasing BEL’s share capital, without a resolution adopted by BEL’s Partners’ Meeting and without the need to introduce changes to the BEL company charter.
· On 14 November 2003, referring to Communiqué number 63/2002 of 18 October 2002, the Bank's Management Board informed that BEL Leasing Sp. z o.o. ("BEL") - the Bank's subsidiary, received a decision of the District Court for the Capital City of Warsaw, the 19th Business Department of the National Court Register of 28 October 2003, on merging BEL with Wilga Laswoda Sp. z o.o. - the Bank’s affiliate. The merger was conducted following the procedure and upon rules defined in art. 516 of the Commercial Company Code, i.e. without increasing BEL’s share capital, without a resolution adopted by BEL’s Partners’ Meeting and without the need to introduce changes to the BEL company charter.
· On 20 November 2003, the Bank's Management Board announced that on 17 November 2003 the Bank’s sale transaction of 1,420,000 shares of Stalexport SA (“Stalexport”) was settled on the Bank’s account with Millennium Dom Maklerski S.A. As a result of the Stalexport share sale transaction, the Bank held 4,613,919 Stalexport shares, which was 4.28% of the Stalexport share capital and gave right to 4,613,919 votes at the Shareholders' Meeting, which was 4.28% of the overall number of votes at the Stalexport Shareholders' Meeting. Before the Stalexport share sale transaction, the Bank held 6,033,919 Stalexport shares, which accounted for 5.60% of the Stalexport share capital and gave rights to 6,033,919 votes at the Shareholders' Meeting, which was 5.60% of the overall number of votes at the Stalexport Shareholders' Meeting.   
· On 10 December 2003 the Bank's Management Board announced that on 9 December 2003, the District Court in Warsaw as the first instance court rejected the suit filed by Mr. Grzegorz Jedamski  against the Bank and the State Treasury to rule the invalidity of the share sale agreement concluded on 5 November 1999 concerning shares of Powszechny Zakład Ubezpieczeń S.A.
· On 17 December 2003, referring to Communiqué number 63/2002 of 18 October 2003, the Bank's Management Board announced that on 17 December 2003 the Bank concluded ownership interest purchase agreements concerning ownership interests in FORIN Sp. z o.o. (”Forin”), with the following entities: 1. BEL LEASING Sp. z o.o. on the sale of 14,000 ownership interest in Forin, for the total amount of PLN 783,160, which is 31.46% of all ownership interests and gives right to 31.46% of votes at the Forin’s Partners’ Meeting, 2. BET TRADING Sp. z o.o. on the sale of 9,000 ownership interest in Forin, for the total amount of PLN 503,460, which is 20.22% of all ownership interests and gives right to 20.22% of votes at the Forin’s Partners’ Meeting, and 3. TBM Sp.z o.o. on the sale of 1 ownership interest in Forin for the total amount of PLN 56, which is 0.01% of all ownership interests and gives right to 0.01% of votes at the Forin’s Partners’ Meeting.  As a result of the purchase transaction, the Bank holds 44,500 ownership interests with the nominal value of PLN 1,000 each, which constitute 100% of the share capital and give right to 100% votes at the Forin’s Partners' Meeting.
· On 22 December 2003, the Bank’s Management Board announced that it concluded a revolving loan agreement of PLN 105,000,000 with Forinwest Sp. z o.o., the Bank’s subsidiary, on market terms, to be used for financing leasing receivables of BEL Leasing Sp. z o.o. – the Bank’s subsidiary. The loan was granted for the period from 22 December 2003 to 31 December 2006.
· On 22 December 2003, the Bank’s Management Board announced that on 22 December 2003, the Bank paid PLN 4,000,000 and subscribed to purchase participation units in Millennium FIO Stable Growth investment fund managed by Millennium TFI SA – a company affiliated with the Bank.

· On 23 December 2003, the Bank's Management Board informed that on 22 December 2003m BEL Leasing Sp. z o.o. ("BEL") - the Bank's subsidiary, concluded the following agreements with Forinwest Sp. z o.o. ("Forinwest"), the Bank's subsidiary: 1) loan agreement, by virtue of which Forinwest granted a loan of PLN 105,000,000 to Bel on market conditions. The loan will be repaid by 31 December 2006, 2) the receivable transfer agreement to secure the above loan agreement. The total value of receivables subject to the transfer on the date of the agreement is PLN 105,000,000. The agreement was concluded with a suspending condition that the result, i.e. the transfer of receivables will take place at the moment Forinwest delivers to BEL a statement that it commences the realisation of the collateral. Forinwest is authorised to make such statement if BEL: a) delays the repayment of the loan more than 14 days, b) does not make – within 14 days after the end of the quarter, if the value of receivables constituting the collateral decreases at the end of the quarter – another transfer of receivables so that the total value of receivables securing the loan agreement at the end of the quarter is at least equal to PLN 105,000,000.

· On 30 December 2003, the Bank’s Management Board announced that on 29 December 2003, BEL Leasing Sp. z o.o. (“BEL”), the Bank's subsidiary, concluded with the Bank an issue agreement for the Bank to carry out and service the bond issue program for bonds issued by BEL (“Issue Agreement”) and additionally concluded with the Bank additional agreements related to the bond issue program, i.e. the agreement obligating the Bank to guarantee the payment of cash benefits on account of the bonds (“Guarantee Agreement”) and the agreement to open and keep the issue account. The Issue Agreement was concluded for the term from 29 December 2003 to 29 December 2006. The value of the bond issue program is PLN 135,000,000. The bonds will not have a document form and will be issued in private issues as zero-coupon or coupon debt securities. According to the Guarantee Agreement, the Bank undertook to provide guarantees of paying cash benefits on account of respective bond series issued pursuant to the Issue Agreement.   
· On 31 December 2003, the Bank's Management Board announced that the Bank received a decision of the District Court for the Capital City of Warsaw, the 19th Business Department of the National Court Register of 31 December 2003 on entering the new address of the Bank’s registered seat, i.e. Al. Jerozolimskie 123a, 02-017 Warsaw.

Information about material events occurring after 31 December 2003

· On 15 January 2004, the Bank's Management Board informed that on 14 January 2004 the extraordinary meeting of partners in FORIN Sp. z o.o. ("FORIN") - the Bank's subsidiary, adopted a resolution for partners to make additional contributions of PLN 20,025,000 by 19 January 2004. The Bank is the sole partner in FORIN.
· On 16 January 2003, the Bank's Management Board announced that on 16 January 2004 it received information that on 29 December 2003 the District Court for the Capital City of Warsaw, the 20th Business Department of the National Court Register reduction in the share capital of BESTA Sp. z o.o. ("BESTA") - the Bank's subsidiary, down to PLN 50,000, divided into 100 ownership interests worth PLN 500 each. The Bank holds 100 shares in BESTA, representing 100% of the share capital and 100% of the votes at the partners’ meeting. 
· On 21 January 2004, the Bank's Management Board informed that on 21 January 2004 BEL Leasing Sp. z o.o. ("BEL") - the Bank's subsidiary, concluded the following agreements with Forinwest Sp. z o.o. ("Forinwest"), the Bank's subsidiary:

1) loan agreement, by virtue of which Forinwest granted a loan of PLN 115.000.000 to Bel on market conditions. The loan will be repaid by 31 January 2007,

2) the receivable transfer agreement to secure the above loan agreement. The total value of receivables subject to the transfer on the date of the agreement is PLN 115,000,000. The agreement was concluded with a suspending condition that the result, i.e. the transfer of receivables will take place at the moment Forinwest delivers to BEL a statement that it commences the realisation of the collateral. Forinwest is authorised to make such statement if BEL:

a) delays the repayment of the loan by over 14 days,

b) does not make – within 14 days after the end of the quarter and if the value of receivables constituting collateral decreases at the end of the quarter – another transfer of receivables so that the total value of receivables securing the loan agreement at the end of the quarter is at least equal to PLN 115,000,000.

· On 29 January 2004, the Bank's Management Board announced that Mr. Jerzy Zdrzałka stepped down as the Bank’s Management Board Member on 28 January 2004 for personal reasons.

· On 29 January 2004, the Bank's Management Board announced that the Bank’s Supervisory Board, upon request of the Bank’s Management Board adopted a resolution to select the entity to audit the Bank’s individual annual financial statements and consolidated financial statements of other entities from the Bank Millennium Capital Group in the period of three years from 2004 to 2006 inclusive. KPMG Polska Audyt Sp. z o.o. with registered seat in Warsaw at ul. Chłodna 51 was selected. The company is entered in the list of entities authorised to audit financial statements under number 458. The Bank has already used services provided by KPMG Polska Audyt Sp. z o.o. in the following areas:
· auditing annual financial statements of the Bank and the Bank Millennium Capital Group for years 2001-2003,
· reviewing semi-annual financial statements of the Bank and the Bank Millennium Capital Group for years 2001-2003,
· On 6 February 2004, the Bank's Management Board informed that the Bank concluded the agreement on purchasing the enterprise (as defined in art. 55 bullet 1 of the Civil Code) of Forin Sp. z o.o. („Forin”), the company affiliated with the Bank, for the total price equal to PLN 1,389,000. The subject matter of Forin’s enterprise includes in particular: running operations, which consist in trading receivables, factoring, forfeiting, accepting bills for discounting, granting loans. By virtue of the above enterprise purchase agreement, the Bank took over employees of Forin following the procedure of transferring a work establishment to another employer as defined in art. 23 bullet 1 of the Labour Code. The enterprise was handed over on the date of the enterprise purchase agreement.

· On 20 February 2004, the Bank's Management Board announced that it concluded a tentative agreement with Santander Consumer Finance S.A., a company with registered seat in Madrid, Spain („SCF”). The agreement was concluded with the suspending condition that SCF purchases all shares in the share capital of Polskie Towarzystwo Finansowe S.A., a company with registered seat in Wrocław ("PTF").  Pursuant to the tentative agreement, SCF in particular undertook that after the above condition is satisfied, it will ensure that PTF and CC-Bank SA, a company with registered seat in Poznań (“CC-Bank”) conclude the following agreements:
1) agreements on the Bank transferring to CC-Bank accounts receivable on account of the portfolio of car loans granted by the Bank via PTF under the co-operation agreement concluded between the Bank and PTF on 4 February 2000 and ensuring that CC-Bank replaces the Bank in the legal relationship resulting from that co-operation agreement;

2) an agreement that releases PTF from its obligations under co-operation agreements concluded between the Bank and PTF on 19 December 2000 and 23 December 2003 by virtue of which PTF provides mortgage loan intermediation services to the Bank;

The tentative agreement provides that:

1) as the price for transferring receivables on account of the concluded loan agreements pursuant to the agreement in item 1) above CC-Bank shall pay the Bank PLN 150 million plus the principal outstanding  on the date of the transfer, which currently is approximately PLN 2,120 million;

2) on account of mutual settlement of parties by virtue of the agreement described in item 2) above, the Bank shall pay PTF PLN 30 million on account of the resignation of the part of the interest margin, to which PTF is entitled according to that agreement.

The value of the agreement which exceeds 10% of the Bank’s equity was accepted as the criterion used to consider the agreement as material.

· On 27 February 2004, referring to Communiqué number 63/2002 of 18 October 2002, the Bank's Management Board informed that BEL Leasing Sp. z o.o. ("BEL") - the Bank's subsidiary, received a decision of the District Court for the Capital City of Warsaw, the 19th Business Department of the National Court Register of 28 October 2003, on merging BEL with Bond and Equity Trading - BET Trading Sp. z o.o. The merger was conducted following the procedure and upon rules defined in art. 516 of the Commercial Company Code, i.e. without increasing BEL’s share capital, without a resolution adopted by BEL’s Partners’ Meeting and without the need to introduce changes to the BEL company charter.
· On 22 March 2004, the Bank’s Management Board announced that it received information from Santander Consumer Finance S.A. ("SCF") that the suspending condition defined in item 1.4 of the tentative agreement, about which the Bank informed in Communiqué dated 20 February 2004, was satisfied. Due to the above, since 12 March 2004, SCF has held 100% of shares in Polskie Towarzystwo Finansowe S.A.
Finalising this preliminary agreement (described in detail in the Communique of 20 February 2004 – enclosed above) will be done in 2Q 2004.

Corporate Governance

The Company is fully complying with the rules of corporate governance adopted by it and contained in the document “Best Practice in Public Companies in 2002”.
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� The reported net result for 2002 was PLN 183.9 million, but it was adjusted due to the changes in accounting principles applicable to derivative transactions valuation.


� This amount does not correspond to the amount of receivables from customers and the State budget, as disclosed in the Bank’s balance sheet, as it also incorporates receivables from financial entities which are not banks; furthermore, this amount does not incorporate outstanding mature interest and accrued not mature interest included in the balance-sheet amount.
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