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NOTES

1. CONCENTRATION OF LENDING EXPOSURE TO ENTITIES AND GROUPS FROM FINANCIAL AND NON-FINANCIAL SECTORS BY INDUSTRY AND BY TERRITORY (INCLUDING RISK ASSESSMENT)

The structure of BIG Bank GDAŃSKI S.A.’s exposure as of 30 June 2002 was as follows (after elimination of intragroup transactions):

- by entity (on-balance sheet exposure)

No.
Name
Amount in PLN  ‘000
Share in gross amounts due from clients and public sector entities

1
Entity No. 1
          264,664    
2.85%

2
Entity No. 2
          210,474    
2.27%

3
Entity No. 3
          203,707    
2.19%

4
Entity No. 4
          180,000    
1.94%

5
Entity No. 5
          146,933    
1.58%

6
Entity No. 6
          145,226    
1.56%

7
Entity No. 7
          131,091    
1.41%

8
Entity No. 8
          130,857    
1.41%

9
Entity No. 9
          111,747    
1.20%

10
Entity No. 10
          110,910    
1.19%

11
Entity No. 11
          108,747    
1.17%

12
Entity No. 12
          107,630    
1.16%

13
Entity No. 13
            98,270    
1.06%

14
Entity No. 14
            94,706    
1.02%

15
Entity No. 15
            85,963    
0.93%

16
Entity No. 16
            79,711    
0.86%

17
Entity No. 17
            73,809    
0.80%

18
Entity No. 18
            72,557    
0.78%

19
Entity No. 19
            71,843    
0.77%

20
Entity No. 20
            71,837    
0.77%

Exposure to the largest clients credited by BIG Bank GDAŃSKI S.A. does not exceed 2.90% of gross amounts due from clients and public sector entities.  There is no excessive exposure to any particular client.

- by group (on-balance sheet exposure)
No.
Name
Amount in PLN  ‘000
Share in gross amounts due from clients and public sector entities

1
Group No. 1
264,664
2.85%

2
Group No. 2
254,993
2.75%

3
Group No. 3
251,453
2.71%

4
Group No. 4
229,681
2.47%

5
Group No. 5
203,707
2.19%

6
Group No. 6
180,000
1.94%

7
Group No. 7
146,933
1.58%

8
Group No. 8
145,981
1.57%

Exposure to other groups does not exceed 1.5% of gross amounts due from clients and public sector entities. Exposure to the largest groups credited by the Bank does not exceed 2.8% of gross amounts due from clients and public sector entities. There is no excessive exposure to any particular group.

- by industry (on-balance sheet exposure)

No.  Industry



Amount in PLN ‘000
Share in gross amounts due from









 clients and public sector entities

1. Households




2,702,786


29.11 %

2. Trade 
 



1,157,960


12.47 %

3. Metal industry




   801,868


  8.64 %

4. Construction 




   723,114


  7.79 %

5. Financial intermediation


   521,796


  5.62 %

6. Chemical and rubber industry


   519,942


  5.60 %

There is no excessive concentration to any particular industry since exposure to households (consumer loans) is spread over hundreds of thousands of individuals. 
- on- and off-balance sheet exposure to clients and groups 

Clients

No.
Name
Amount in PLN ‘000
Exposure to equity

1
Entity No. 1
348,807
24.06 %

2
Entity No. 2
326,159
22.50 %

3
Entity No. 3
305,621
21.09%

Groups







No.
Name
Amount in PLN ‘000
Exposure to equity

1
Group No. 1
348,807
24.06 %

2
Group No. 2
326,159
22.50 %

3
Group No. 3
305,621
21.09%

4
Group No. 4
261,018
18.00%

As of 30 June 2002, exposure to the largest client credited by the Bank did not exceed the statutory limit of liabilities contracted on demand of a customer in relations with an individual entity, i.e. 25% of equity pursuant to Art. 71, par. 1 of the Banking Law.

As of 30 June 2002, exposure to the largest groups of entities related by capital or organization did not exceed the statutory limit of liabilities contracted on demand of a customer in relations with a group of entities related by capital or organization that take business risk together, i.e. 25% of  equity pursuant to Art. 71, par. 1 of the Banking Law.
· on-balance sheet exposure by territory (province)

PROVINCE

(WOJEWÓDZTWO)
LOANS AND BORROWINGS GRANTED (GROSS)

Dolnośląskie
2,180,618

Kujawsko-pomorskie
650,386

Lubelskie
84,208

Lubuskie
70,635

Łódzkie
125,731

Małopolskie
129,811

Mazowieckie
3,007,788

Opolskie
18,750

Podkarpackie
59,499

Podlaskie
58,273

Pomorskie
1 360 143

Śląskie
261 934

Świętokrzyskie
66 596

Warmińsko-mazurskie
318 772

Wielkopolskie
181 928

Zachodnio-pomorskie
565 104

TOTAL
9 140 175

2. SOURCES OF DEPOSITS BY SECTOR AND BY TERRITORY (PLN ‘000; after elimination of intragroup transactions) 

SECTOR
CURRENT ACCOUNTS AND TERM DEPOSITS

Retail customers
7,566,961

Affluent customers
1,027,419

Small and medium-sized enterprises
362,967

Corporate customers
4,087,272

TOTAL
13,044,619

PROVINCE

(WOJEWÓDZTWO)
CURRENT ACCOUNTS AND TERM DEPOSITS

Dolnośląskie
354,144

Kujawsko-pomorskie
1,441,880

Lubelskie
151,059

Lubuskie
133,509

Łódzkie
389,885

Małopolskie
269,794

Mazowieckie
3,506,425

Opolskie
108,408

Podkarpackie
68,885

Podlaskie
618,259

Pomorskie
3,543,136

Śląskie
538,176

Świętokrzyskie
62,947

Warmińsko-mazurskie
916,424

Wielkopolskie
512,006

Zachodnio-pomorskie
429,682

TOTAL
13,044,619

3. CHANGES IN FINANCIAL SUPPORT TO FOREIGN BRANCHES 

Companies from the BIG Group do not have any foreign branches.

4. FINANCIAL INSTRUMENTS

The Group concludes transactions involving financial instruments for speculative purposes and to manage foreign currency risk and interest rate risk.

Settlements in respect of open positions depend on the nature of an instrument and are made on a monthly, quarterly or annual basis or at maturity.

A variable interest rate is based on an interest rate prevailing in the interbank market at the beginning of an interest period. A fixed interest rate depends on the nature of an instrument and the purpose of the transaction.
The Bank concludes the following transactions:

-FX FORWARD; 

-FX SWAP; 

-CCIRS, 

-IRS;

-FRA;

- FX Options;

- Equity Swap.

Cross currency interest rate swaps (CCIRS) consist in swapping flows of interest accrued on nominal values denominated in different currencies. The Bank concludes transactions involving CCIRS in the interbank market and with clients.

Interest rate swaps (IRS) consist in swapping flows of interest accrued on nominal values denominated in the same currency. The Bank concludes transactions involving IRS in the interbank market and with clients.

Parties to FRA (forward rate agreement) exchange the difference between the interest rate specified in FRA and a variable reference rate calculated on the agreed principal amount. The Bank concludes FRAs in the interbank market and with customers.

The buyer of an option acquires the right to purchase (call option) or sell (put option) a specified foreign currency denominated amount at the foreign exchange rate agreed in advance on a future date. The Bank concludes transactions involving foreign currency options in the interbank market and with clients.

Equity Swaps consists in swapping flows of interest accrued on nominal values. These flows of interest depend on a stock exchange index. The Bank concludes equity swaps in the interbank market.

Off-balance sheet contingent liabilities of BIG Bank GDAŃSKI S.A. after elimination of intragroup transactions (gross)

Up to 3 months
3 moths to 1 year
1 to 5 years
Over 5 years
TOTAL








Unused credit lines






     Financial institutions
118,647
115,190
113,562

347,399

     Enterprises and individuals
1,671,967
405,593
256,175
468,035
2,801,770

     Public sector entities
76,667
13,247
14,706
1,008
105,628

TOTAL
1,867,281
534,030
384,443
469,043
3,254,797








Guarantees granted






     Financial institutions
2,776
95,658
2,437
22,400
123,271

     Enterprises and individuals
78,551
127,404
125,125
29,997
361,077

     Public sector entities
15,408
4,178
30,463
46,250
96,299

TOTAL
96,735
227,240
158,025
98,647
580,647

Liabilities of BIG Bank GDAŃSKI S.A. net of accrued interest after elimination of intragroup transactions

Payable on demand
Up to 3 months
3 moths to 1 year
1 to 5 years
Over 5 years
TOTAL



fixed interest rate
variable interest rate
fixed interest rate
variable interest rate
fixed interest rate
variable interest rate
fixed interest rate
variable interest rate














Financial sector
246,489
499,665
20,332
716,557
1,291
7
0
550,000
0
2,034,341

Banks
17,845
482,975
930
716,372
814


550,000
0
1,768,936

Insurance companies
43,100
4,175
17,479
137
0




64,891

Other financial institutions 
185,544
12,515
1,923
48
477
7
0


200,514













Non-financial sector
3,016,888
5,437,563
776,858
1,371,420
752,000
735,311
222,294
156,978
4,042
12,473,354

Enterprises and other
1,122,543
1,178,138
257,209
49,389
2,948
461
278
30
0
2,610,996

Individuals
1,339,456
3,771,772
431,977
1,319,467
748,969
734,850
221,925
156,948
4,042
8,729,406

Public sector entities
554,889
487,653
87,672
2,564
83
0
91
0

1,132,952













TOTAL
3,263,377
5,937,228
797,190
2,087,977
753,291
735,318
222,294
706,978
4,042
14,507,695

Receivables of BIG Bank GDAŃSKI S.A. due from customers and public sector entities (gross) net of interest after elimination of intragroup transactions

Payable on demand
Up to 3 months
3 moths to 1 year
1 to 5 years
Over 5 years
TOTAL



fixed interest rate
variable interest rate
fixed interest rate
variable interest rate
fixed interest rate
variable interest rate
fixed interest rate
variable interest rate


Enterprises, state-owned companies
93,593
12,913
29,065
2,167
62,223
0
73,963
0
172,595
446,519

Enterprises, private companies, cooperatives, individual entrepreneurs, farmers
896,042
337,834
758,847
32,691
938,668
0
1,136,107
0
1,065,970
5,166,159

Non-commercial institutions
4,022
2,533
14
530
0
0
7,896
0
2
14,997

Retail customers (mortgage loans and credit cards excluded)
285,135
8,297
270,718
0
272,648
0
775,054
0
603,902
2,215,754

Retail customers – mortgage loans
0
5,765
188,099
0
5,874
0
35,720
0
168,751
404,209

Retail customers – credit cards
0
2,463
80,360
0
0
0
0
0
0
82,823

Public sector entities
16,888
4,738
11,527
0
10,645
5,331
154,292
5,669
210,476
419,566

Total gross
1,295,680
374,543
1,338,630
35,388
1,290,058
5,331
2,183,032
5,669
2,221,696
8,750,027

FINANCIAL LEASING
Payable on demand
Up to 3 months
3 moths to 1 year
1 to 5 years
Over 5 years
TOTAL









Financial institutions 
0
0
0
0
0
0

Non-financial institutions
0
152,606
260,005
685,633
122,936
1,221,180

TOTAL
0
152,606
260,005
685,633
122,936
1,221,180

FACTORING
Payable on demand
Up to 3 months
3 moths to 1 year
1 to 5 years
Over 5 years
TOTAL









Financial institutions 
0
0
0
0
0
0

Non-financial institutions
0
225,612
40,335
145,732
0
411,679

TOTAL
0
225,612
40,335
145,732
0
411,679

Debt securities –  gains and losses (the BIG Group)

Purchase price
Fair value increases
Fair value decreases
Accrued interest
Fair value

Tradable as of 30.06.2002
1,098,342
3,966
1,174
38,284
1,139,417

Tradable as of 01.01.2002
579,347
3,011
22
8,396
590,732








Available for sale as of  30.06.2002
2,459,547
45,285
1,367
119,891
2,623,357

Available for sale as of 01.01.2002
3,487,744
93,362
29
269,884
3,850,960








Held until maturity as of 30.06.2002
283,711
0
0
5,533
289,244

Held until maturity as of 30.06.2002
440,536
0
0
9,153
449,688

 Debt securities (the BIG Group)

Up to 3 months
3 moths to 1 year
1 to 5 years
Over 5 years
TOTAL








Fair value – tradable
69,207
383,107
528,419
158,716
1,139,417

   - pledged as collateral
0
0
0
0
0








Fair value – available for sale
94,647
352,574
639,553
1,129,659
2,216,433

At amortized cost  - available for sale
14,407
170,122
102,431
119,963
406,923

   - pledged as collateral
0
0
91,730
125,424
217,153








At amortized cost – held until maturity
0
0
0
289,244
289,244

Fair value – held until maturity
0
0
0
0
0

   - pledged as collateral
0
0
0
0
0

Securities not valued at fair value are issued by non-financial entities. Such securities are not quoted on  regulated markets therefore the Bank was not able to establish reliably their  fair value including current margin for credit risk. 

VALUATION OF FINANCIAL ASSETS AVAILABLE FOR SALE AT FAIR VALUE (tax effect not accounted for)
Debt securities in PLN ‘000
Value as of 1.01.02 (equity)
Change in fair value of securities in portfolio held as of 01.01.2002 and 30.06.2002


Transfer from revaluation reserve to income statement as a result of sale 
Charge off from equity in respect of maturity of securities
Value of debt securities as of 30.06.2002 purchased after 01.01.2002
Fair value of debt securities as of 30.06.2002

tradable
2,989
-
N/A
N/A
2,792
2,792 (income statement)

available for sale 
93,362
5,674
(59,551)
(7,232)
7,699
39,952 (equity)

Valuation of the portfolio of ‘tradable’ and ‘ available for sale’ debt securities is made at the end of each month in accordance with the following assumptions:

Treasury bonds: 

1. Variable interest bonds: at closing price established in the regulated market in which these securities are publicly traded. If there is no quotation on a given day, the last closing price available is used in valuation. Closing prices are published by the Warsaw Stock Exchange; 

2. Fixed interest and zero coupon bonds: at market price calculated as the arithmetic mean of the best purchase price and the best sale price established by active market participants at 4:00 p.m. as published by Reuters;

3. Bonds for which the market price is not available are valued at amortized cost, in particular, the valuation covers purchase price adjusted for accrued interest, discount, premium. 

Bonds issued by entities other than State Treasury: 

Bonds for which market price is not available are valued at amortized cost, in particular, the valuation covers purchase price adjusted for accrued interest, discount, premium.

Treasury bills 

1. Market price is calculated based on the average best yield offered by buyers and the best yield offered by sellers as established by active market participants. Yields are published by Reuters.

Foreign currency denominated securities 

Valuation is based on a price established in the active regulated market in which these securities are publicly traded  and information on prices is readily available. In absence of quotations in the regulated market, the price established by active market  participants is deemed to be a market price. Prices are published by Reuters and Bloomberg. Bonds for which the market price is not available are valued at amortized cost, in particular, the valuation covers purchase price adjusted for accrued interest, discount, premium. 

Valuation of Sell/Buy Back and Buy/Sell Back transactions

1.
Valuation of buy/sell back transactions consists in the establishment of their sale price on a given reporting day (sale price – buy back price net of interest with reference to the duration of a transaction) and its comparison with the relevant market price of an underlying security. 1st leg of a transaction is valued in accordance with rules adopted for debt securities.
2.
Valuation of sell/buy back transactions consists in the establishment of their buy back price on a given reporting day (buy back price – sale price net of interest with reference to the duration of a transaction) and its comparison with the relevant market price of an underlying security. The resulting value is recorded under net profit on financial operations.

Buy-sell-back (fair value) and sell-buy-back (fair value) by maturity
BSB
Up to 3 months
3 moths to 1 year
1 to 5 years
Over 5 years
TOTAL








Treasury bills
0
0
0
0
0

Treasury bonds
0
0
0
0
0

Bonds
0
0
0
0
0








SBB


Up to 3 months
3 moths to 1 year
1 to 5 years
Over 5 years
TOTAL








Treasury bills
(4)
453
0
0
449

Treasury bonds
0
0
1,844
(1,405) 
440

Bonds
0
0
0
624
624

Sell-buy-back transaction: nominal value by maturity

SBB


Up to 3 months
3 moths to 1 year
1 to 5 years
Over 5 years
TOTAL








Treasury bills
265,950
66,130
0
0
932,080

Treasury bonds
0
0
269,377
321,556
590,933

Bonds
0
0
0
186,295
186,294

Shares and other equity securities (the BIG Group - excluding shares in consolidated entities and companies subject to the equity method)

Purchase price
Fair value

Tradable as of 30.06.2002
7,883
5,039

Tradable as of  01.01.2002
16,840
12,591





Available for sale as of 30.06.2002
145,602
134,647

Available for sale as of 01.01.2002
103,138
92,304

THE TABLES BELOW PRESENT DATA FOR THE BIG GROUP

 1) Tradable derivatives - assets





Trade from 01.01  to  30.06.2002



Nominal value as of 30.06.2002
Collateral
Nominal value as of 01.01.2002
Collateral
Increase
Decrease









Interest rate contracts:
1,921,828
-
1,561,446
-
360,382
-

   - FRAs
150,000
-
245,000
-
-
(95,000)

   - swaps
1,771,828
-
1,316,446
-
455,382
-

   - options sold
-
-
-
-
-
-

   - options purchased
-
-
-
-
-
-

FX contracts
8,687,503
40,935
6,684,214
12,278
2,003,289
-

   - spot
1,327,663
-
331,168
0
996,495
-

   - forward
586,703
-
263,393
0
323,310
-

   - swaps
6,662,333
40,935
6,042,111
12,278
620,222
-

   - options sold
23,654
-
0
-
23,654
-

   - options purchased
87,150
-
47,542
-
39,608
-

Other derivatives
6,000
-
-
-
-
-

   - equity swaps
6,000
-
-
-
6,000
-

TOTAL
10,615,330
40,935
8,245,660
12,278
2,398,327
-

2)  Tradable derivatives - liabilities





Trade from 01.01  to  30.06.2002



Nominal value as of 30.06.2002
Collateral
Nominal value as of 01.01.2002
Collateral
Increase
Decrease









Interest rate contracts:
1,921,828
-
1,416,446
-
505,382
0

   - FRAs
150,000
-
100,000
-
50,000
-

   - swaps
1,771,828
-
1,316,446
-
455,382
-

   - options sold
-
-
-
-
-
-

   - options purchased
-
-
-
-
-
-

FX contracts
8,891,213
-
6,405,462
-
2,485,751
0

   - spot
1,328,908
-
330,925
-
997,983
-

   - forward
593,280
-
270,674
-
322,606
-

   - swaps
6,858,220
-
5,756,319
-
1,101,901
-

   - options sold
87,150
-
47,542
-
39,608
-

   - options purchased
23,654
-
0
-
23,654
-

Other derivatives
6,000
-
-
-
6,000
-

   - equity swaps
6,000
-
-
-
6,000
-









TOTAL
10,819,040
-
7,821,908
-
2,997,133
-

3)  Hedge instruments

Fair value hedge as of 30.06.2002
Fair value hedge as of 01.01.2002
Cash flow hedge as of 30.06.2002
Cash flow hedge as of 01.01.2002
Hedge of shares in net assets of foreign entities as of 30.06.2002
Hedge of shares in net assets of foreign entities as of 01.01.2002
TOTAL as of 30.06.2002
TOTAL as of 01.01.2002











FX and interest rate risk 
426,803
-
-
-
-
-
426,803
-

Other risks 
-
-
-
-
-
-
-
-

Total
426,803
-
-
-
-
-
426,803
-

4)  Derivatives as of 30.06.2002
FORWARDS
Up to 3 months
3 moths to 1 year
Over 1 year
TOTAL







TRADABLE
3,166,787
783,940
185,828
4,136,554







   - interest rate risk
200,000
100,000
-
300,000

   - fx risk
2,966,787
683,940
185,828
3,836,554

   -  other risks
-
-
-
-







HEDGING
-
-
-
-







   - interest rate risk
-
-
-
-

   - fx risk
-
-
-
-

   - other risks
-
-
-
-







TOTAL
3,166,787
783,940
185,828
4,136,554

SWAPS
Up to 3 months
3 moths to 1 year
Over 1 year
TOTAL







TRADABLE
6,590,865
3,026,430
7,823,564
17,440,860







   - interest rate swaps
-
572,000
2,971,655
3,543,655

      - fixed leg
-
266,000
1,485,828
1,751,828

      - floating leg
-
306,000
1,485,828
1,791,828

   - cross currency swaps

450,249
4,784,911
5,235,160

   - fx swap
6,590,865
2,004,181
54,998
8,650,045

   - other
-
-
12,000
12,000







HEDGING
0
0
426,803
426,803







   - interest rate swaps
-
-
-
-

        - fixed leg
-
-
-
0

        - floating leg
-
-
-
0

   - cross currency swaps
-
-
426,803
426,803

   - other
-
-
-
0







TOTAL
6,590,865
3,026,430
8,250,367
17,867,663

OPTIONS
Up to 3 months
3 moths to 1 year
Over 1 year
TOTAL







TRADABLE 
8,048
149,269
64,291
221,608

   - interest rate risk
-
-
-
-

   - fx risk
8,048
149,269
64,291
221,608

   - other risks
-
-
-
-







HEDGING
-
-
-
-







   - interest rate risk
-
-
-
-

   - fx risk
-
-
-
-

   - other risks
-
-
-
-







TOTAL
8,048
149,269
64,291
221,608

Derivatives are valued using the following models.

· FX Forwards

Forward rates used to value forwards are calculated based on the NBP’s current fixing for all currencies in the table and interest rates on deposits in individual currencies with reference to their maturity (taken from Reuters screens).

In case of interest rates on deposits placed for 1 week to 9 months, LIBOR rates are used for most currencies. Interest rates on deposits denominated in DKK, NOK, SEK, and CZK are taken from Reuters screens. All interest rates on PLN deposits (from 1W to 9M) are from  the WIBO screen.   

For maturities over 1 year to 24 months rates from a spot curve (for all currencies included in the table). As a starting point, actively traded swap curves are used to calculate the spot curve. These swap curves show a fixed coupon rate for each currency in a specified period (for PLN, EUR and USD they are taken from REUTERS screens: <PLNIRS>, <EURIRS>, <USDIRS> respectively) at 11.00 a.m. Warsaw time. Rate calculations are based on a 30-day month.

· Forward Rate Agreement

To value FRAs the Bank uses an application running in the IBIS system.  In order to calculate a discount rate the Bank applies rates from a spot curve. As a starting point, actively traded swap curves are used to calculate the spot curve (for maturity below 1 year rates prevailing in the interbank market are applied).  These swap curves show a fixed coupon rate for each currency in a specified period (for PLN, EUR and USD they are taken from REUTERS screens: <PLNIRS>, <EURIRS>, <USDIRS> respectively) at 11.00 a.m. Warsaw time. Based on these curves, implied spot curves are modeled mathematically to obtain discount rates. The valuation consists in calculation of the difference between the agreed interest rate and the relevant market rate for FRA from REUTERS screens applied to the underlying principal. The value so calculated is discounted using discount rates.  

· FX  swap

To value FX swaps the Bank has its own application developed on the model of  Bloomberg’s application.

Actively traded swap curves are used as a starting point of the model (for maturity below 1 year rates prevailing in the interbank market are applied).  These swap curves show a fixed coupon rate for each currency in a specified period (for PLN, EUR and USD they are taken from REUTERS screens: <PLNIRS>, <EURIRS>, <USDIRS> respectively) at 11.00 a.m. Warsaw time. Based on these curves, implied spot curves are modeled mathematically to obtain discount rates.

In market valuation, an fx swap is treated as taking a long position in one currency and a short position in another currency. Finally, the market value of the fx swap is calculated as the summation (taking into consideration signs for long and short positions) of current values of all payments. For payments in foreign currencies, discounted cash flows are translated at the current fixing rate. For points outside the spot curve, the model applies the line interpolation method. 

· Interest rate swap
To value PLN interest rate swaps the Bank has its own application developed on the model of  Bloomberg’s application. Actively traded swap curves are used as a starting point of the model (for maturity below 1 year rates prevailing in the interbank market are applied).  These swap curves show a fixed coupon rate for each currency in a specified period (for PLN, EUR and USD they are taken from REUTERS screens: <PLNIRS>, <EURIRS>, <USDIRS> respectively) at 11.00 a.m. Warsaw time. Based on these curves, implied spot curves are modeled mathematically to obtain discount rates. Spot curves also enable to calculate variable coupons as implied forward rates, which represent a current forecast. 

In market valuation, a swap is treated as taking a long position in a fixed interest bond and a short position in a variable interest security (or vice versa). Each cash flow generated by this combination (fixed coupon from the underlying contract, variable coupon based on implied forward rates) is calculated at the valuation date using appropriate discount rates. Finally, the market value of the swap is calculated as the summation (taking into consideration signs for long and short positions) of current values of all payments. For points outside the spot curve, the model applies the line interpolation method. Terms of cash flows are established in accordance with the contract.

· Cross currency swap

To value cross currency swaps the Bank uses its own application developed on the model of  Bloomberg’s application. Actively traded swap curves are used as a starting point of the model (for maturity below 1 year rates prevailing in the interbank market are applied).  These swap curves show a fixed coupon rate for each currency in a specified period (for PLN, EUR and USD they are taken from REUTERS screens: <PLNIRS>, <EURIRS>, <USDIRS> respectively) at 11.00 a.m. Warsaw time. Based on these curves, implied spot curves are modeled mathematically to obtain discount rates. Spot curves also enable to calculate variable coupons as implied forward rates, which represent a current forecast. 

In market valuation, a swap is treated as taking a long position in a fixed/variable interest bond in one currency and a short position in a fixed/variable interest bond in another currency. Each cash flow generated by this combination is discounted (fixed coupons from the underlying contract are discounted using discount rates, variable coupons are discounted using relevant discount rates and converted into PLN in accordance with  the fixing rate of the NBP valid on the valuation date). Finally, the market value of the cross currency swap is calculated as the summation (taking into consideration signs for long and short positions) of current values of all payments. 

For points outside the spot curve, the model applies the line interpolation method. Terms of cash flows are established in accordance with the contract.

· Options

Options are valued using the Garman-Kohlhagen model. A starting point of the Garman-Kohlhagen method is the option valuation model developed by Black and Scholes for shares that pay dividends on a continuous basis. One of basic assumptions of this model is that the normal distribution applies to fluctuations of price of the underlying instrument. Inferences from statistical tests do not support this assumption since tested empirical distributions are characterized by non-zero skewness and “fat tails” and, therefore, the probability of significant deviations from an expected value is higher than in case of the normal distribution. In option valuations, the market takes into account this fact on a par with a liquidity premium. The implied variation resulting from quotations is several times higher that the variation based on historical data. Hence, as the source of information on the implied variation parameter we use daily quotations of brokerage houses such as: Prebon – Marshall London, Tullet – Tokyo London, Garban Intercapital London, JP Morgan London. We also take an opportunity to obtain data on the value of this parameter from active participants in the option market, i.e.: BRE Bank Warszawa, Bank Handlowy Warszawa, Deutsche Bank London. Interest rates for the original transaction and a reverse hedging transaction are established as follows: for PLN – mid rate (arithmetic mean of WIBID/WIBOR prevailing on the trade date), for foreign currencies – relevant LIBOR rate prevailing on the trade date. The Bank adopted the linear interpolation method to establish market transaction parameters for unusual delivery terms.

5)  Positive/negative market values of derivatives



01.01.2002
Gains/losses in the income statement
30.06.2002

   -  interest rate transactions 
(95,736)
(28,964)
(124,700)

   -  fx transactions 
303,424
(508,380)
(204,956)

   -  other transactions
-
-
-






TOTAL
207,688
(537,344)
(329,656)

A significant change in the fair value of fx transactions resulted from high fx rates fluctuations in the period from 31 December 2001 to 30 June 2002. It should be noted, however, that in view of the characteristics of fx swaps the high value of an unrealized forward leg is accompanied by opposite high realized fx differences on a spot leg. 

6)  Positive/negative market values of hedging instruments



01.01.2002
Gains/losses from Income Statement
30.06.2002

   -  interest rate transactions 
-
-
-

   -  fx transactions 
-
(7,430)
(7,430)

   -  other transactions
-
-
-






TOTAL
-
(7,430)
(7,430)

Risk management function of BIG Bank GDAŃSKI S.A.

The main objective of a policy adopted to manage banking risks is to quantify and to parameterize comprehensively various types of risk in order to optimize the structure of the Bank’s on- and off-balance sheet items in view of profitability levels assumed for its business operations. The key areas of risk analysis include credit, market, interest risk, liquidity and operational risks. 

At the strategic level, the body in charge of formulating and monitoring risk management policies is the Management Board of the Bank. At the operational level, two high level committees, the Asset Liability Management Committee and the Credit Committee, are responsible for managing particular banking risk areas, their current control, as well as for defining current policies within the framework set out by the Management Board. 

All the risks are monitored and controlled against the profitability of the Bank’s operations and capital levels to be reached to ensure that the Bank’s operations are secure in light of capital requirements. 

Risk parameters are periodically reported within the management information function.

Credit risk

Credit risk is the uncertainty that a customer will discharge agreements signed with the Bank under which the Banks provides funds to that customer, or the uncertainty connected with the repayment of principal and interest on a specified date.

Credit risk connected with both a customer and its transaction is quantified using rating and scoring systems  that are based on quantitative and qualitative risk assessments carried out in accordance with criteria set forth by internal procedures. Credit risk assessment methods cover a range of measurable and immeasurable factors focused on the early detecting of events and circumstances that can lead to the deterioration of quality of individual lending commitments and directly affect on the allocation of a customer to an appropriate risk class. In addition, the credit risk assessment is centralized at the Bank’s level and separated from banking operations to avoid any conflicts of interests.

Depending on the potential credit exposure, type of transaction, as well as rating/scoring of a customer the credit application is transmitted to the relevant decision-making level. Decision-making levels make their decisions on the basis of detailed reports prepared by analysts in accordance with the Bank’s internal procedures and, if any, opinions from lower levels. Regardless of the customer type, the supreme decision-making body is the Credit Committee. 

The monitoring of commitments is also carried out following formal rules as a two-dimensional exercise focused both on individual transactions and the entire loan portfolio. Until the end of a lending transaction bearing credit risk, i.e. till the full repayment of all liabilities resulting from the transaction by the customer, the Bank examines the customer’s  financial standing, the quality of the collateral and whether the payments are made when due. The monitoring of individual transactions involves both operating and credit risk assessment units, as well as units in charge of the credit administration function in the system. This is to ensure the as-early-as-possible detection of possible perils in the course of servicing a credit-risk-bearing transaction. 

The Bank employs the classification of credit exposures and rules for creating provisions pursuant to the relevant Ordinance of the Minister of Finance. In order to improve their efficiency, the Bank created a Receivables Classification System (RCS) that supports the classification process. In particular, the RCS generates credit exposure proposals (following the rules determined by the National Bank of Poland), which take into account a customer’s rating (computed automatically) and whether it meets its payment deadlines. When the development of the RCS is complete, it will use an extensive database with numerous details about customers, especially their financial statements.

Market risk

Market risk is the uncertainty that interest rates, foreign exchange rates and prices of securities and their derivative instruments held by the Bank will depart from originally assumed levels and lead to uncontrolled gains and losses on positions maintained by the Bank.

In the first six months of 2002, the Bank was improving its market risk control system in order to both adapt it to requirements resulting from the evolution of the Bank’s financial operations (e.g. increasing trade in financial instruments) and to implement specific risk control procedures in compliance with laws and regulations in force. 

All the introduced changes resulted from the principle of separation of control and operating functions and covered areas connected with the organization and the methods of risk control. The Bank, following the best banking practices, refines risk measurement tool and develops risk assessment methods to confine, as a result, market risk. 

The key tool used by the Bank for the purposes of day-to-day management of its market risk is the Value at Risk (‘VaR’) method, in addition to methods recommended by the NBP (Poland’s central bank). The VaR method is the estimation of possible gains or losses (based on historical data and at 0.99 confidence level) that can arise as a result of market fluctuations based on the assumption that a given position is held unchanged till its closing. The Value at Risk Method is applied to trading and banking portfolios that include all on-balance sheet and off-balance sheet financial instruments (for interest rates in Polish zlotys and foreign currencies and for f/x risk of open position in foreign currencies).

As a supplement to the Value at Risk method, the Bank tests the historical adequacy of the adopted model (‘backtesting’) and develops scenario analysis tools for measuring risks connected with trade portfolios. Such methods are very useful  in case of extraordinary events, which cannot be anticipated by the Value at Risk method. Scenarios assume sudden and significant changes of risk factors that lead to extreme conditions (so-called stress testing).

Simultaneously to transformations of the organization and the methodology of the market risk control function, the Bank initiated IT upgrade projects that cover solutions supporting risk management. The Bank decided to implement a new dealing system for the processing of transactions carried out by the Treasury Department. From the perspective of risk control, the system has certain crucial features: it gives access to an integrated and comprehensive database of transaction details, allows for the management of all positions in real time, enables the control of utilization of limits in real time, as well as facilitate day-to-day calculations of the result  in all operational dimensions. Furthermore, the new dealing system contains applications for gathering market data used for the valuation of particular positions both during a day and on any balance sheet date. 

Interest rate risk

The Bank’s main goal pursued in the process of the management of interest rate risk is to maximize the market value of capital, to generate assumed net interest income within adopted limits and to ensure positive cash flows.

The Bank’s financial position in respect of fluctuating interest rates is limited and monitored with such tools as gap analysis on the revaluation date, duration analysis, scenario forecasting and stress testing.

A tool of significant importance in the process of the management of interest risk is, however, the behavioral analysis of the Bank’s customers in which the Bank makes use of gained experience, industry standards and theoretical estimations.

Foreign exchange risk

The main goal of the f/x risk management function is to shape the structure of assets and liabilities in foreign currencies as well as off-balance sheet items within the framework of external (banking law requirements) and internal limits. 

For open positions f/x risk is monitored with statistical tools (VaR). 

Risk connected with derivatives 

Transactions on financial derivative instruments are made to secure open balance sheet positions (hedging), as well as for trading purposes (within the internal limits). Basic derivatives used by the Bank to manage interest rat risk and f/x risk are fx forwards, forward rate agreements, interest rate swaps, currency swaps, and currency options. 

Since its derivatives trade business is continuously increasing, the Bank has amended organizational and methodological rules regarding the control and management of the related risks. The process used to manage risks associated with derivative instruments is now evolving toward the recommendations issued by the Basle Committee for that business area.

Financial derivative instruments are regularly valued (on a daily basis) at current market prices or, if no market quotations are available, by valuation models that are – as the Bank believes – the most appropriate appraisal vehicles  to determine their fair value. In the course of such valuation any changes in the value of derivatives are charged to the Bank’s income statement.

Liquidity risk

The most important objective of the liquidity risk management function is to manage assets held by the Bank so as to ensure that all the contractual liabilities of the Bank to its customers are met when due, taking into accounts unfavorable scenarios of changes in its environment. Liquidity risk could also arise when the Bank faced difficulties to obtain funds necessary to cover financial needs connected with its operations or when it were unable to cash its trading assets in a relatively short period and at relatively invariable market prices.

The Bank controls its liquidity risk on a daily basis using the net liquid asset method (liquidity gap). In order to ensure necessary current liquidity the Bank keeps the mandatory reserve at levels required by the central bank, assets on nostro accounts necessary to carry out non-cash settlements, cash at the Bank’s vaults, and a liquidity reserve consisting of highly marketable financial instruments. 

The Bank invests its asset mostly in debt securities issued by the Government of Poland, as well as in financial instruments issued by other banks and corporations with the highest ratings. Such investments ensure high liquidity and desired yields – they are readily  marketable and, thus, make up the main body of the Bank’s liquidity reserve. 

The Bank’s investment policy is in compliance with requirements set forth in the Banking Law and recommendations issued by the central bank. The Bank has adopted internal liquidity ratios that determine the proportion of total assets receivable to total liabilities, both in real terms. The Bank has assumed a secure bottom line of 90% for up-to-1-month and up-to-3-month horizons. 

The Bank has implemented procedures to be followed in situations that can lead to a significant increase in liquidity risk, so-called contingency plan to be activated in the case of deterioration of the Bank’s liquidity. The plan provides that when a local crisis occurs one of the key actions will be liquidity support granted by the Bank’s major shareholder.
Operational risk

Operational risk is inevitably linked with all types of risk generated in the course of the Bank’s operations. This is the risk of losses incurred as a result of inappropriate or deficient internal actions or processes, acts of humans, systems, and the impact of external events. Special immeasurable aspects of that risk include the risk of fraud by an employee or a third party, inappropriate authorizations of transactions, defects of hardware and teleinformation systems, insufficient training of employees, as well as the risk of human error.

The Bank is now introducing a transparent identification, monitoring and reporting system for operational risk. One of the tools used to neutralize possible risks and to eliminate their results are risk self-assessment procedures, which take into account all the processes used by the Bank. In its organizational structure, the Bank has clearly separated units in charge of the operational risk management function. Operating procedures for that function are created at head office while carried out in a decentralized way, directly by business lines.

In addition, the Bank is currently implementing a system and methodology for managing operational risk, which will be in conformity with recommendations of Poland’s Banking Supervisory Commission and international standards. One of the key components of the system will be a database of events considered as operational risk. The Bank also intends to build in self-control devices in particular processes, in particular IT ones, as well as in banking products.
























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































5. OPTIONS FOR SUBSCRIPTION OR SALE OF ORDINARY SHARES
From 1 January 2002 to 30 June 2002,  companies of the BIG Group signed no contract for options for subscription or sale of ordinary shares.

6. ASSETS USED AS SECURITY OF LIABILITIES 
As of 30 June 2002, the following assets of the BIG Group were used as security of liabilities:

1) 10-year variable-rate Treasury bonds (DZ0109), total nominal value of PLN 218,034 thousand, were pledged to secure liabilities to Credit Suisse First Boston International.

2) Treasury bonds (DZ0109), total nominal value of PLN 97,315 thousand were pledged to the NBP (Poland’s central bank) as security of the aid granted to the Bank by the NBP.

3) 5-year fixed-rate Treasury bonds (OS0603), total nominal value of PLN 239,250 thousand, were blocked as collateral of a lombard credit granted  to the Bank by the NBP.

4) 5-year fixed-rate Treasury bonds (OS0204), total nominal value of PLN 70,191 thousand, were blocked as collateral of a lombard credit granted  to the Bank by the NBP.

5) Treasury bills of PLN 260,000 thousand, were blocked as collateral of a technical credit granted to the Bank by the NBP.  

6) Treasury bills of PLN 60,940 thousand are the security of the Fund for Protection of Guaranteed Assets within the framework of the Banking Guarantee Fund.

7) NBP bonds of PLN 107,541 thousand held by the Bank were issued under Resolution 36/28/PPK/1999 of the Management Board of the National Bank of Poland of 25 June 1999 regarding the issue of bonds by the NBP for the banks in connection with the reduction of mandatory reserve. The Bank cannot dispose of these bonds prior to their maturity.
7. SELL-BUY-BACK TRANSACTIONS NOT DISCLOSED ON THE BALANCE SHEET
Information on Sell-Buy-Back transactions is disclosed in Note 4.

8. IRREVOCABLE FINANCIAL LIABILITIES INCURRED

Information on unused credit lines is shown in Note 4.
9. OFF-BALANCE SHEET ITEMS, INCLUDING CONTINGENT LIABILITIES (PLN ‘000)
Total contingent liabilities incurred:




3,948,899

Contingent liabilities incurred on behalf of consolidated companies:

   139,755

Total financing commitments granted:




3,382,443

Financing commitments granted to subsidiaries and associated entities:

· consolidated:





  136,157

· subject to the equity method:




  316,329

· not subject to consolidation or the equity method:

      1,161

Total guarantees granted:






  566,456   

Guarantees granted to subsidiaries and associated entities: 

· consolidated:





      3,599

· subject to the equity method:




           32

· not subject to consolidation or the equity method:

             0

As of 30 June 2002, the total number of guarantees (including those in respect of promissory notes and other commitments being equivalents of guarantees) was 1,300 (see the classification below):

:

Expiry date


Customer - sector 
up to 3 months 
over 3 months up to 1 year  
over 1 year up to 5 years
over 5 years
TOTAL

- financial
2,776
99,257
2,437
22,400
126,870

- non-financial
73,551
108,404
125,125
29,997
337,077

- public
15,408
3,178
21,763
1,050
41,399

TOTAL  GROSS
91,735
210,839
149,325
53,447
505,346




PROVISION
17,790


TOTAL NET
487,556

As of 30 June 2002, total contingent liabilities in respect of underwriting arrangements supporting issues of securities were PLN 78,900 thousand (see the classification below):

Issuer 
Type of securities
Expiry date
Liability on 30.06.2002 

(PLN ‘000)
Relation between the Bank and the customer 
Marketability of securities / regulated market*

Issuer 1
Bonds 
31-12-2002
1,000
-
Secondary market – the Bank’s customers

Issuer 2
Bonds
2008
7,200
-
Secondary market – the Bank’s customers

Issuer 3
Bonds
31-12-2006
5,000
-
Secondary market – the Bank’s customers

Issuer 4
Bonds
20-09-2005
8,400
-
Secondary market – the Bank’s customers

Issuer 5
Bonds
31-12-2005
300
-
Secondary market – the Bank’s customers

Issuer 6
Bonds
31-12-2012
29,600
-
Secondary market – the Bank’s customers

Issuer 7
Bonds
19-06-2003
19,000
-
Secondary market – the Bank’s customers

Issuer 8
Bonds
31-12-2009
5,400
-
Secondary market – the Bank’s customers

Issuer 9
Bonds
31-12-2008
3,000
-
Secondary market – the Bank’s customers

TOTAL
X
X
78,900
X
X

* - no guarantee disclosed above is linked with securities earmarked for public trading

10. LIABILITIES TO STATE TREASURY (CENTRAL AND LOCAL GOVERNMENT) RESULTING FROM ACQUIRED OWNERSHIP OF BUILDINGS AND STRUCTURES

As of 30 June 2002, the BIG Group had no such liabilities.

11. REVENUES, EXPENSES AND RESULTS OF OPERATIONS DISCONTINUED IN THE REPORTING PERIOD

On 7 August 2002, PTE BIG BG S.A. ceased its primary business within the framework of its merger with PTE Skarbiec-Emerytura. As of 30 June 2002, revenues  from the Company’s primary business amounted to PLN 6,275 thousand while expenses directly connected with  the primary business were PLN 4,564 thousand.

12. COST OF FIXED ASSETS UNDER CONSTRUCTION AND FIXED ASSETS FOR OWN USE
Fixed assets under construction increased by PLN 10,664 thousand from 1 January to 30 June 2002.

13. CAPITAL EXPENDITURE INCURRED AND PLANNED FOR THE NEXT 12 MONTHS FROM THE BALANCE SHEET DATE, INCLUDING THAT ON NON-FINANCIAL FIXED ASSETS
BIG Bank GDAŃSKI S.A.

· incurred



PLN 52,415 thousand

· planned (for 2002)
            

PLN 100,038 thousand 

BEL Leasing Sp. z o.o.

· incurred



PLN 1,668 thousand

· planned (for 2002)

  
PLN 2,975 thousand

FORINWEST Sp. z o.o.

· incurred



PLN 102 thousand

FROIN Sp. z o.o.

· incurred



PLN 474 thousand

DOM Maklerski BIG BG S.A.

· incurred



PLN 211 thousand

· planned (the 2nd half of 2002)

PLN 6,416 thousand

PTE BIG BG S.A.

· incurred



PLN 17 thousand

TBM Sp. z o.o.

· incurred



PLN 34,132 thousand

· planned 



PLN 70,000 thousand

14. ISSUER’S TRANSACTIONS WITH RELATED PARTIES 
The table below presents material intragroup transactions and balances eliminated from the respective items of the consolidated financial statements (PLN in thousands). 

ASSETS

30.06.02
30.06.01

Cash and balances with Central Bank, of which:
396,279
243,782

- cash deposited with BIG BG S.A. by:



   DOM Maklerski BIG BG S.A.

136,296

189,880

   BEL Leasing Sp. z o.o.
100,469
21,399

   TFI MILLENNIUM S.A.
136,913

-

   PTE BIG BG S.A.
4,251
6,802

   BET Trading Sp. z o.o.
10,432
6,739

   FORINWEST Sp. z o.o.
3,229
5,055

Amounts due from financial sector, of which:
703,347
856,111

   amounts due to BIG BG S.A. from BEL Leasing Sp. z o.o.
214,417
246,274

 amounts due to BIG BG S.A. from FORIN Sp. z o.o.
240,218
289,209

 amounts due to BIG BG S.A. from FORINWEST Sp. z o.o.

71,288
185,564

 amounts due to BIG BG S.A. from DOM Maklerski BIG BG S.A.
20,250
32,750

 amounts due to BIG BG S.A. from INEC Services Sp. z o.o.
61,489
43,984

 amounts due to FORINWEST Sp. z o.o. in respect of receivables purchased from BEL Leasing Sp. z o.o.
81,800
-

 amounts due to TBM Leasing Sp. z o.o. from INEC Services Sp. z o.o.
-
56,238

Amounts due from non-financial sector, of which:
1,048,385
964,885

 amounts due to BIG BG S.A. in respect of receivables purchased from BEL Leasing Sp. z o.o.
1,043,049
961,701

Shares in consolidated subsidiaries
1,334,298
1,227,703

   elimination of shares upon consolidation within the Group:



   BEL Leasing Sp. z o.o.
5,874
5,874

   FORIN Sp. z o.o.
44,521
4,521

   FORINWEST Sp. z o.o.
15,745
15,745

   DOM Maklerski BIG BG S.A.

14,500
13,500

   DEBT Services Sp. z o.o.
9,197
9,197

   BET Trading Sp. z o.o.
11,867
11,867

   PTE BIG BG S.A.
155,715

135,215

   BIG BG Inwestycje S.A.

1,054,033
1,020,033

   INEC Services Sp. z o.o.
0
510

   TBM Sp. z o.o.
10,513
10,476

   BBG FINANCE B.V.
4,883
-

   EUROBIG Services Sp. z o.o.

-
2

   TFI Millennium S.A.
7,450
-

Debt securities, of which:
70,961
123,560

elimination of debt securities issued by companies

from the Group and held in the Group’s portfolio

70,961
123,560

Other assets, of which:
323,793
341,928

 additional capital paid in to subsidiaries:



   BEL Leasing Sp. z o.o.
125,332
125,332

   FORINWEST Sp. z o.o.
160,292
160,292

   DEBT Services Sp. z o.o.
5,889
5,889

   BET Trading Sp. z o.o.
32,151
32,151

   EUROBIG Services Sp. z o.o.

-
9,350

LIABILITIES AND EQUITY
30.06.02
30.06.01

Amount due to financial sector, of which:
2,050,259
1,878,965

 amounts due from BIG BG S.A. to BEL Leasing Sp. z o.o.
101,547
21,737

 amounts due from BIG BG S.A. to DOM Maklerski BIG BG S.A.
136,319
189,982

 amounts due from BIG BG S.A. to BET Trading Sp. z o.o.
10,432
6,739

 amounts due from BIG BG S.A. to TFI MILLENNIUM S.A.
136,913
-

 amounts due from BEL Leasing Sp. z o.o. to FORINWEST Sp. z o.o.
70,258
-

 amounts due from L Leasing Sp. z o.o. to BIG BG S.A.
1,110,385
1,074,77

 amounts due from FORIN Sp. z o.o. to BIG BG S.A.
240,218
289,209

 amounts due from FORINWEST Sp. z o.o. to BIG BG S.A.
71,288
185,564

 amount due from INEC Services Sp. z o.o. to BIG BG S.A.
153,162
72,234

Amounts due to non-financial sector, of which:
12,813
19,700

 amounts due from BIG BG S.A. to BIG BG Inwestycje S.A.
422
3,170

 amounts due from BEL Leasing Sp. z o.o. to BIG BG S.A.
12,391
11,149

 amounts due from BIG BG S.A. to EUROBIG Services Sp. z o.o.

-
5,381

Amounts due in respect of issues of own securities, of which:
136,816
136,091

 commercial paper and bonds issued by the companies 

 from the Group and held by the Group 
136,816
136,091

Special funds and other liabilities, of which:
42,585
64,417

 amounts due from INEC Services Sp. z o.o. to TBM Sp. z o.o.

56,238

 foreign exchange gains/losses on the swap transaction made by

 BEL Leasing Sp. z o.o. and BIG BG S.A.
30,244
-

 amounts due from BEL Leasing Sp. z o.o. to BIG BG S.A.
4,092
5,088

Subordinated debt:
20,250
32,750

 loan granted by BIG BG S.A. to DOM Maklerski BIG BG S.A.
20,250
32,750

INCOME STATEMENT 
1.01 to 30.06.02
1.01 to 30.06.01

Income



  interest income, of which:
143,608
129,164

 received by BIG BG S.A. from BEL Leasing Sp. z o.o.
44,972
39,356

 in respect of receivables of BEL Leasing
56,784
-

 received by BEL Leasing Sp. z o.o. from BIG BG S.A.
6,079
185

 received by BIG BG S.A. from FORIN Sp. z o.o.
13,731
19,190

 received by BIG BG S.A. from FORINWEST Sp. z o.o.
6,599
7,564

 received by DOM Maklerski BIG BG S.A. from BIG BG S.A.
7,374
17,550

 received by BIG BG S.A. from BIG BANK S.A.
-
1,616

 received by BIG BANK S.A. from BIG BG S.A.
-
17,945

 received by BIG BG S.A. from BG Leasing S.A.
-
3,528

 received by TBM Sp. z o.o. from INEC Services Sp. z o.o.
-
4,716

  commission income, of which:
3,591
4,742

 received by DOM Maklerski BIG BG S.A. from BIG BG S.A.
1,838
-

 received by DOM Maklerski BIG BG S.A. from TFI MILLENNIUM S.A.
885
-

 received by BIG BG S.A. from BEL Leasing Sp. z o.o.
404
387

 received by BIG BG S.A. from BIG BANK S.A.
-
3,733

  other operating income, of which:
26,510
28,970

 received by FORINWEST Sp. z o.o. from BIG BG S.A.
2,215
805

 received by FORINWEST Sp. z o.o. from TBM Sp. z o.o.
4,333
54

 received by EUREKO Polska Sp. z o.o. from PTE BIG BG S.A.
-
274

 received by TBM Leasing Sp. z o.o. from BIG BG S.A.
17,589
3,711

 received by BG Leasing S.A. from BEL Leasing Sp. z o.o.
-
22,287

Expenses



 interest expense, of which:
146,382

139,455

 paid by BIG BG S.A. to BEL Leasing Sp. z o.o.
6,079
185

   in respect of receivables of BEL Leasing
50,854
-

 paid by BEL Leasing Sp. z o.o. to BIG BG S.A.
44,972
39,356

 paid by BIG BG S.A. to DOM Maklerski BIG BG S.A.
7,374
17,550

 paid by FORIN Sp. z o.o. to BIG BG S.A.
13,731
19,190

 paid by FORINWEST Sp. z o.o. to BIG BG S.A.
6,599
7,564

 paid by BIG BG S.A. to BIG BANK S.A.
-
17,945

 paid by BIG BANK S.A. to BIG BG S.A.
-
1,616

 paid by BG Leasing S.A. to BIG BG S.A.
-
3,528

 paid by INEC Services Sp. z o.o. to TBM Sp. z o.o.
-
4,716

  commission expense, of which:
1,468
4,742

 paid by BIG BG S.A. to DOM Maklerski BIG BG S.A.

547
-

 paid by BEL Leasing Sp. z o.o. to BIG BG S.A
.
404
387

 paid by BIG BANK S.A. to BIG BG S.A.
-
3,733

  other operating expenses, of which:
6,473
22,983

 paid by FORINWEST Sp. z o.o. to BIG BG S.A.
1,384
696

 paid by FORINWEST Sp. z o.o. to TBM Sp. z o.o.
3,636
-

 paid by TFI MILLENNIUM S.A. to DOM Maklerski BIG BG S.A.
792
-

 paid by BG Leasing S.A. to BEL Leasing Sp. z o.o.
-
22,287

  general and administrative expenses, of which:
20,689

5,335

 paid by BIG BG S.A. to FORINWEST Sp. z o.o.
906
131

 paid by BIG BG S.A. to TBM Sp. z o.o.
17,589
3,711

 paid by BIG BG S.A. to DOM Maklerski BIG BG S.A.

682
307

 paid by DOM Maklerski to TBM Sp. z o.o.
531
-

Transactions with related parties holding shares in BIG Bank GDAŃSKI S.A. (as of 30 June 2002):

1) Transactions with BCP

The balance on BCP’s current account with BIG BG S.A.: PLN 118 thousand

The balance on BIG BG S.A.’s current account with BCP: PLN 1,774 thousand

In addition, as of 30 June 2002, BIG Bank GDAŃSKI S.A. and BCP were  parties to swaps. Nominal value of the swaps by currency (translated into PLN):

- PLN

  12,000 thousand,

- EURO

180,410 thousand,

- USD
  
40,418 thousand

2) Transactions with EUREKO

Significant transactions with other companies from the BIG Group as of 30 June 2002

Net amounts due from PROLIM S.A. in respect of loans granted

PLN 264,831 thousand
15. NON-CONSOLIDATED JOINT-VENTURES

The BIG Group does not own any shares in such joint-ventures.

16. REVENUES AND EXPENSES OF BROKERAGE OPERATIONS

BIG Bank GDAŃSKI S.A. does not run brokerage operations. These operations are carried out by the BIG Group’s subsidiary DOM Maklerski BIG BG S.A. and their results for the period from 1 January to 30 June 2002 were as follows (PLN ‘000):

1. Revenues from primary operations

12,354

2. Expenses connected with primary operations
  2,285

17. ALLOWANCES FOR IRRECOVERABLE RECEIVABLES CHARGED TO EXPENSES
BIG Bank GDAŃSKI S.A.


1.01.02 - 30.06.02
1.01.01 - 30.06.01

Allowances for irrecoverable receivables 
4,545
18,826

  -   charged to provisions created
4,539
18,802

  -   charged to other operating expenses
6
24

18. EXPENSES CONNECTED WITH PROVISIONS CREATED FOR FUTURE LIABILITIES TO EMPLOYEES

As of 30 June 2002, provisions for future liabilities to employees amounted to (by type):

BIG Bank GDAŃSKI S.A.

- retirement packages
PLN 6,883 thousand
- unused vacations

PLN 10,977 thousand 

- bonuses and awards
PLN 29,372 thousand

BEL Leasing Sp. z o.o.

- annual bonuses

  
PLN 1,000 thousand


FORIN Sp. z o.o.

- payroll-related expenses
PLN 721 thousand

PTE BIG BG

- unused vacations


PLN 566 thousand

19. EXPENSES INCURRED FOR EMPLOYEE PENSIONS PLANS
The BIG Group does not support any employee pension plans.

20. CUSTODY OPERATIONS 

As of 30 June 2002, the Custody Department of BIG Bank GDAŃSKI S.A. served 403 accounts on which customers deposited securities admitted to public trading in Poland totaling PLN 10,462,016 thousand and securities traded abroad amounting to USD 63,232 thousand and EUR 5,159 thousand, while the total assets of the customers were PLN 5,800,000 thousand  as of 1 January 2002.

The Custody Department was appointed as bank-depositary of five investment funds from the Millennium TFI S.A. Group; it was also selected to perform such duties by a newly established closed-end investment fund. In the first six months of 2002, the Custody Department added six new brokerage houses to its partners and commenced cooperation with Bank Handlowy and BRE Bank as depositary of KPD (special depositary receipts) owned by customers. In the first six months of 2002, revenues from custody operations were PLN 933 thousand, while the forecasts assumed PLN 755 thousand.

21. SECURITIZATION OF ASSETS 

In the reporting period, the BIG Group did not acquire any securities as a result of the securitization of assets.

22. AVERAGE EMPLOYMENT (MAIN PROFESSIONAL GROUPS)  
In the period from 1 January to 30 June 2002, average employment at companies from the BIG Group was (in full time job equivalents): 

BIG Bank GDAŃSKI S.A.

5,927 full time job equivalents, of which:

· Management (Directors): 295,

· Other: 5,632.
TBM Sp. z o.o.

Other employees 
2 persons

MILLENNIUM TFI S.A.

Management – Management Board
2 persons

Other employees 
17 persons

PTE BIG BG S.A.

Management – Directors
8 persons

Other employees 
71 persons

FORINWEST Sp. z o.o.

Management – Directors
8 persons

Other employees 
19 persons

FORIN Sp. z o.o.

Management – Directors
8 persons

Other employees 
56 persons

DOM Maklerski BIG BG S.A.

Management – Directors
16 persons

Other employees 
155 persons

BEL Leasing Sp. z o.o.

Management – Directors
12 persons

Other employees 
173 persons

23. TOTAL REMUNERATION AND BONUSES (IN CASH AND IN KIND) PAID OR DUE TO THE MEMBERS OF MANAGEMENT BOARD AND SUPERVISORY BOARD 
Figures for the period from 01.01.2002 to 30.06.2002, PLN in thousands:

BIG Bank GDAŃSKI S.A.

Management Board





19,787.1

Supervisory Board




     
945.8

Management Board: remuneration received from subsidiaries
     
176.5

Supervisory Board: remuneration received from subsidiaries
       
13.1

OTHER CONSOLIDATED COMPANIES

Management Boards





  3,617.5

Supervisory Boards




   
     183.0

24. OUTSTANDING ADVANCES, LOANS, BORROWINGS, GUARANTEES AND OTHER CONTRACTS PROVIDING BENEFITS FOR THE ISSUER AND AFFILIATES
BIG Bank GDAŃSKI S.A.

As of 30 June 2002, total outstanding borrowings granted to employees from the Employee Social Fund were 6,505 thousand. 

No member of the Management Board of BIG Bank Gdański has taken any employee borrowing.

Guarantees issued:

· Mr. Pedro Alvares Ribeiro (Vice-Chairman of the Management Board of BIG BG SA) was granted by the Bank a customs guarantee for PLN 8 thousand valid until 14 February 2003.
· Mr. Francisco De Lacerda (Vice-Chairman of the Management Board of BIG BG SA) was granted by the Bank a customs guarantee for PLN 18 thousand valid until 17 September 2002.

PTE BIG BG S.A.

As of 30 June 2002, total outstanding borrowings granted to employees from the Employee Social Fund were 156.8 thousand. Interest rate: 3% p.a., repayment in monthly installments deducted from salaries.

25. SIGNIFICANT PRIOR YEARS EVENTS DISCLOSED IN THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE CURRENT PERIOD

Purchase of shares in PZU

· On 5 November 1999, a PZU S.A. share purchase agreement was entered into by the State Treasury, Eureko B.V. and BIG Bank GDAŃSKI S.A., based on which BIG Bank GDAŃSKI S.A. is committed to purchase, on its own behalf or on behalf of its subsidiary, 863,523 series A shares of PZU S.A. (Company) representing 10% of the share capital of PZU S.A. for a total price of PLN 1,006,004,295 from the State Treasury. BIG Bank GDAŃSKI S.A. and EUREKO B.V. has assumed a number of long-term obligations in respect of the development of PZU S.A. Pursuant to the agreement, the investors have been committed, inter alia, to refrain from selling PZU S.A. shares for at least five years. The investors have been also obliged to retain earnings for 1999 and 2000 and to designate them for investment and development purposes and to carry out the development program. The investors have also taken a number of obligations towards the Company’s employees and its major subsidiaries, i.e. PZU Życie S.A. and PTE PZU S.A., regarding the maintenance of the Company’s headcount at the level as at the agreement date, salary increases and provision of training to develop professional skills of employees. In addition, the investors have been committed to co-operate with the Minister of the State Treasury to introduce PZU S.A.’s shares to public trading by the end of 2001.

· On  9 November 1999, BIG Bank GDAŃSKI S.A. transferred to BIG-BG INWESTYCJE S.A., a subsidiary of the Bank, ownership of all the PZU S.A. shares acquired under the agreement. The transfer of these shares was in accordance with the provisions of the agreement entered into by the Bank and the State Treasury. The shares subject to the agreement represent 10% of PZU S.A.’s share capital and 863,523 votes at a General Meeting of Shareholders of PZU S.A., i.e. 10% of the total number of votes at this meeting. The PZU S.A. shares purchased by BIG-BG INWESTYCJE S.A. are a long-term equity investment. The purchase of PZU S.A. shares was financed by BIG Bank GDAŃSKI S.A. out of the funds provided by BIG-BG INWESTYCJE S.A. in the amount of PLN 1,006,004,295. The amount provided by BIG-BG INWESTYCJE S.A. was the own funds of this entity. 

Upon the acquisition of the PZU S.A. shares, BIG-BG INWESTYCJE S.A. assumed all the rights and duties set forth in the agreement entered into by the State Treasury and the Bank without prejudice to the liability of BIG Bank GDAŃSKI S.A. under the agreement.

· On 30 November 2000, BIG BG Inwestycje S.A., a subsidiary of BIG Bank GDAŃSKI S.A., and EUREKO B.V. concluded an agreement regarding call and put options on the sale of PZU S.A. shares. In accordance with this agreement, during 14 months from the date of the agreement, EUREKO B.V. has the right to purchase from BIG BG Inwestycje S.A. 431,761 shares in PZU S.A. representing 5% of the share capital of PZU S.A. (call option). Simultaneously, BIG BG Inwestycje S.A. has the right to sell these shares to EUREKO B.V. over the same period. Pursuant to the agreement, BIG BG Inwestycje S.A. has the right to terminate the agreement upon a 45-day notice. Assuming that EUREKO B.V. does not exercise the call option during the termination period, BIG BG Inwestycje S.A. will be obliged to pay indemnification equal to 1% of the sale price. Under the agreement concluded with the State Treasury for the sale of shares in PZU S.A. dated 5 November 1999, the transfer of 5% of the shares in PZU S.A. may be conducted without the consent of the State Treasury, provided that as a result of the transaction the Consortium will hold 30% of the shares, of which 25% will be held by EUREKO B.V. and 5% by BIG Bank GDAŃSKI S.A. 5%.

General Pension Society of BBG S.A. 

· In accordance with the permit issued by UNFE (Superintendency of Pension Funds), on 5 May 2000 BIG Bank GDAŃSKI S.A. and EUREKO B.V. with its registered office in the Netherlands entered into an agreement to sell the shares of the General Pension Society of BIG Bank GDAŃSKI S.A. ("PTE"). Under this agreement, on the date of the agreement Eureko sold to BIG Bank GDAŃSKI S.A. 58,500 series A-D shares issued by the PTE, representing 45% of PTE’s share capital, for a price calculated at the book value of these shares (i.e. PLN 148 per  share). The total par value of the shares purchased was PLN 58.5 million.

Agreement on Millennium

· On 29 December 2000, BIG Bank GDAŃSKI S.A. announced that BIG Bank GDAŃSKI S.A. (BBG) and BIG BANK S.A. (BIG BANK), a subsidiary of BBG, had entered into an agreement with Banco Comercial Portugues SA (BCP), under which BBG repurchased for PLN 530.8 million from BCP the right to 45% of the Millennium Retail Project carried out within the structures of BIG BANK. As a result of this transaction, BBG has become the sole owner of the Millennium Project. The price will be paid in one installment on 31 December 2003. In the period from the date of the agreement to the payment date no interest is to be charged. This payment will be considered as the final discharge of the mutual rights, obligations and settlements between the parties for the Millennium Project.

Other events

· On 9 August 2000, the Management Board of BIG Bank GDAŃSKI S.A. announced that in connection with the merger of BIG Bank GDAŃSKI S.A. and BIG BANK S.A., an agreement had been entered into between BIG Bank GDAŃSKI S.A. and the NBP for continuing the NBP’s assistance to support the recovery of BIG BANK S.A.’s banking business according to the terms and conditions set forth in the memorandum of understanding of 13 October 1993 signed by the NBP, Łódzki Bank Rozwoju SA (ŁBR) and Bank Inicjatyw Gospodarczych SA in Warsaw regarding the restructuring ŁBR SA, with later annexes. In accordance with the new agreement, assistance provided to BIG BANK S.A. (formerly ŁBR SA) will be available to BIG Bank GDAŃSKI S.A. after the merger within the same scope and under the same conditions as extended to BIG BANK S.A.
· During the last financial year the Bank continued the Millennium Retail Banking Network project implemented jointly with Banco Comercial Portugues S.A.

· On 5 January 2001, announced that on the same day the Regional Court for the Capital City of Warsaw deleted BIG BANK S.A. from the commercial register kept by this court as a result of the merger of BIG Bank GDAŃSKI S.A. with BIG BANK S.A. under resolutions adopted by the shareholders’ meetings of both banks on 1 August 2000 and 10 August 2000, respectively. According to these resolutions, the merger was effected pursuant to Art. 463 section 1 of the Commercial Code, i.e. by transfer of all the assets of BIG BANK SA, as acquired bank, to BIG Bank GDAŃSKI SA, as acquiring bank, in exchange for shares of BIG Bank GDAŃSKI SA, which shall be issued by BIG Bank GDAŃSKI SA to the shareholders of BIG BANK SA. The merger was accounted for based on the balance sheets as of 30 June 2000.
· On 25 June 2001, the Bank received from BG Leasing SA – the Bank’s subsidiary – a decision of the District Court in Gdańsk, XII Commercial Division of the National Commercial Registry, dated 22 June 2001, to declare the bankruptcy of BG Leasing SA with principal office in Gdańsk, al. Jana Pawła II, an to appoint Mr. Roman Chomiak as receiver in bankruptcy. The decision is not final and binding. 

· On 12 December 2001, The Bank’s Management Board announced that on 12 December 2001 it had received Decision No. 242/01 issued by the Banking Supervisory Commission on 11 December 2001, under which the Bank was allowed to record PLN 275,000,000 from the sale of bonds issued by the Bank and purchased by the Bank’s subsidiary, BBG Finance BV, headquartered in the Netherlands, as the Bank’s supplementary funds until 31 December 2006.

· On 13 December 2001, the Bank’s Management Board announced that on 12 December 2001, BBG Finance BV ("BBG Finance", "Company"), a limited liability company established in the Netherlands and the Bank’s subsidiary, had purchased 33 A-series variable interest bonds maturing in three equal installments: in December 2005, December 2006 and December 2007, of the total nominal value of EUR 33,000,000, and 80 A-series variable interest subordinated bonds maturing in 2011, of the total nominal value of EUR 80,000,000, issued by the Bank on the same day. The nominal value of each bond is EUR 1,000,000; the purchase price is equal to the nominal value.

The Bank issued and sold the bonds to increase its creditworthiness, also by raising supplementary capital.

On the same day, BBG Finance issued variable interest bonds maturing in three equal installments in December 2005, December 2006 and December 2007, of the total nominal value of EUR 33,000,000, and variable interest subordinate bonds maturing in 2011, of the total nominal value of EUR 80,000,000. The bonds were issued pursuant to the custody agreement concluded on the same day by BBG Finance with the Bank and Bank of New York as the custodian acting on behalf of investors purchasing the bonds.

At the same time, BBG Finance, the Bank and Bank of New York concluded an agency agreement, under which Bank of New York is to provide agency services to handle payments, determine interest due, maintain the bondholders’ register and act as bondholders’ custodian.

To secure its obligations under the custody agreement, on 12 December 2001, BBG Finance concluded an ownership transfer agreement for bonds issued by BBG Finance with Bank of New York.

In order to enable BBG Finance to issue bonds, on 12 December 2001, the Bank transferred EUR 1,200,000 as a premium to the Company’s share capital, pursuant to a separate agreement concluded between the Bank and the Company. After the rising, the Company’s equity accounts for 1.08% of the bond issue value.
· On 31 December 2001, the Bank received the decision of District Court of Warsaw, XIX Commercial Division of the National Commercial Registry to register the increase in the Bank’s share capital to PLN 849,181,744 on 31 December 2001. As a result of the increase in the Bank’s share capital, Banco Comercial Portugues SA holds 42.78%, and Eureko BV holds 14.99% of share capital.  The total number of votes resulting from all the shares issued is 849,248,144 after the registration of the share capital increase.
26. SIGNIFICANT SUBSEQUENT EVENTS NOT INCLUDED IN THE FINANCIAL STATEMENTS
No significant subsequent events occurred.

27. SIGNIFICANT EVENTS IN THE FINANCIAL YEAR THAT LEAD TO MATERIAL CHANGES IN THE BALANCE SHEET STRUCTURE AND FINANCIAL RESULT

· On 18 January 2002, the Management Board disclosed that the Bank had received Resolution 15/2002 of the Management Board of the Warsaw Stock Exchange. The Resolution was adopted on 18 January 2002 and concerned the admission of the series K shares to trading on the main market of the Warsaw Stock Exchange starting 25 January 2002. The Resolution applies to 424,590,872 ordinary bearer shares of series K issued by the Bank under Resolution 2 adopted by the Extraordinary General Meeting of Shareholders of 22 October 2001.   

· On 18 January 2002, the Management Board announced that the Bank had received a decision issued by Poland’s Securities and Exchange Commission on 8 January 2002 under which the Bank had been allowed to provide intermediary services in respect of selling and buying participation units in open-end investment funds and specialized open-end investment funds.

· On 6 February 2002, the Management Board communicated that the Bank had received Decision 13/02 issued by the Banking Supervisory Commission on 29 January 2002 in which the Banking Supervisory Commission gave its consent to record as supplementary funds of the Bank, till 12 December 2001, PLN 275,000,000 from the issue of 10-year subordinated bonds of EUR 80,000,000 carried out by the Bank. The bonds were sold to BBG Finance B.V., headquartered in the Netherlands. The above Decision revoked  Decision 242/01 issued by Banking Supervisory Commission on 11 December 2001, which was disclosed by the Bank in Communication 103/2001 of 12 December 2001.

· On 27 March.2002, the Management  Board of the Bank announced that it had received a notice that from 27 March 2002 on 33 million ordinary variable interest bonds and 80 million subordinated variable interest bonds were admitted to trading on the Luxembourg Stock Exchange. The bonds were issued by BBG Finance B.V., headquartered in the Netherlands  and wholly-owned by the Bank, on 12 December 2001.

· On 10 May 2002, the Management Board informed that on 9 May 2002 the Bank had signed the following agreements for the purchase of shares in BESTA Sp. z o.o. (‘BESTA’), by and between:

1. the Bank and EUREKO B.V., under which EUREKO B.V. was to sell all its shares in BESTA, i.e. 30,491 shares for PLN 900,000 zł, or 33.33% of total shares and voting rights, and

2. the Bank and SOFTBANK S.A., under which SOFTBANK S.A. was to sell 21,603 shares for PLN 800,000, or 23.62% of total shares and voting rights.

After completing those transactions, the Bank own 82,585 shares of PLN 50 each (nominal value) in BESTA, i.e. 90.28% voting rights.

The total price the Bank paid for and the book value of all the shares was PLN 1,700,000. For the Bank, the transaction is a long-term investment and was covered from the Bank’s own resources. The purchased assets were classified as significant as they represent more than 20% of BESTA’s share capital.

· On 16 May 2002, the Management Board of the Bank disclosed that from 29 January 2002 to 13 May 2002 BET Trading Sp. z o.o. (‘BET’), its subsidiary, had sold a total of 251,478 shares in ESPEBEPE-HOLDING S.A. from Szczecin, i.e. 5.85% of the share capital of ESPEBEPE-HOLDING S.A. The sold shares gave 251,478 votes, i.e. 5.63% of total voting rights. In addition, the Bank informed that DEBT Services Sp. z o.o. (‘DEBT’), its subsidiary, had sold 307,574 shares in ESPEBEPE-HOLDING S.A., i.e. 7.15% of the share capital of ESPEBEPE-HOLDING S.A. The sold shares gave 307,574 votes, i.e. 6.88% of total voting rights.  After completing the above transactions neither BET or DEBT owns any share in ESPEBEPE-HOLDING S.A.

· On 21 May 2002, the Management Board of the Bank announced that on 20 May 2002 the Bank, which owns 100% of shares in the General Pension Society of BIG Bank GDAŃSKI S.A. (‘PTE BIG BG’), signed the following agreements with BRE BANK S.A. (‘BRE’), which owns 100% of shares in General Pension Society Skarbiec-Emerytura ("PTE Skarbiec-Emerytura"): 

a) Agreement for the merger of the General Pension Society of BIG Bank GDAŃSKI S.A. with General Pension Society Skarbiec-Emerytura S.A. (‘Merger Agreement’), and

b) Option Agreement.

Simultaneously, the parties had jointly terminated the agreement for  the merger of PTE BIG BG with PTE Skarbiec-Emerytura of 19 April 2001, which had been disclosed by the Bank in Communication 28/2001 of 20 April 2001.

The merger will be executed pursuant to Article 492(1)(1) of the Commercial Companies Code with PTE Skarbiec-Emerytura as acquiring party. After the merger, the Bank will own 38.61% of shares and voting rights in PTE Skarbiec-Emerytura. The merger is subject to a permit of the Supervisory Commission for Insurance and Pension Funds (‘KNUiFE’).

Under the Option Agreement, BRE granted a put option to the Bank and the Bank granted a call option to BRE for all the shares in PTE Skarbiec-Emerytura that had been acquired by the Bank in the curse of the merger with PTE BIG BG. The selling price of those shares will be from the range PLN 320,000,000 -  382,500,000.

The Option Agreement provides that a party that violates conditions of the put or call option will be subject to a contractual penalty equal to the price for shares in PTE Skarbiec-Emerytura. That contractual penalty does not cease any other right to lawful indemnification.

BRE will be entitled to buy the shares back if it receives a permit from KNUiFE. In addition, the rights to exercise the above options will be subject to the positive registration of the merger of PTE Skarbiec-Emerytura with PTE BIG BG and to the deletion of PTE BIG BG from the National Court Register.

The agreement was classified as significant as it exceeds 10% of the Bank’s equity. 


· On 24 May 2002, the Management Board of the Bank informed that on 23 May 2002 the Bank had signed a consortium agreement for preparing and submitting a final offer for arranging and executing a PLN 1 billion issue of bonds of Polskie Koleje Państwowe S.A. (Polish Railways – ‘PKP’) that will be underwritten by the State Treasury and for arranging and managing the market for future trade in those bonds. The consortium also includes BRE Bank S.A., Westdeutsche Landesbank Polska S.A. and Deutsche Bank Polska S.A.

Pursuant to the agreement, the members of the consortium will prepare and submit their proposal in reply to an invitation submit final offers that will be assessed and decided in the course of a tender by negotiations subject to competitive terms. The agreement confirmed that the members of the consortium are responsible jointly and severally for liabilities resulting therefrom, as well as that the they are obliged to acquire the above PKP bonds in equal portions, i.e. 25% each.

If the consortium does not win the contract, the consortium agreement will expire on the date of final and binding settlement of the tender process against the consortium or on the date on which the tender will be invalidated.

The above agreement was classified as significant due to the value of its subject, which is at least equal to 10% of the Bank’s equity.

· On 4 June 2002, the Management Board of the Bank announced that the Bank had received a permit issued by the Supervisory Commission for Insurance and Pension Funds (‘KNUiFE’) on 29 May 2002 under which it had been authorized  to merge its General Pension Society (‘PTE BIG BG’) with General Pension Society Skarbiec-Emerytura S.A. (‘PTE Skarbiec-Emerytura’) pursuant to Art. 492(1)(1) of the Commercial Companies Code by transfer of all the assets of PTE BIG BG (wholly-owned by the Bank) to PTE Skarbiec-Emerytura in exchange for 3,176,181 registered ordinary shares of series J issued by PTE Skarbiec-Emerytura.

In the permit, KNUiFE decided that the liquidation of Open Pension Fund {ego} (‘OFE’), managed by PTE BIG BG, will open on 7 August 2002 and close on 31 January 2003.    


The permit allows for the discharge of the agreement between the Bank and BRE BANK S.A. (announced in Communication 31/2002 of 21 May 2002) regarding the merger of PTE BIG BG with PTE Skarbiec-Emerytura.

· On 6 June 2002, the Management Board of the Bank informed that on 5 June 2002 the Bank had signed a contract with Millennium Towarzystwo Funduszy Inwestycyjnych S.A. (the ‘Fund’), its subsidiary, and Dom Maklerski BIG BG S.A., its subsidiary, under which the Bank had undertaken to purchase on its own account the Fund’s investment certificates of series A, which had been offered under the Prospectus for Investment Certificates of series A of Millennium Fundusz Inwestycyjny Zamknięty Arbitraż plus 20 (w organizacji) (Closed-End Investment Fund Arbitrage + 20) to resell them in the primary market or an IPO.

Under that contract the Fund can call the Bank to buy certificates when it appears after the subscription is complete that any certificate of series A is not acquired by investors. The Fund is entitled to and the Bank is obliged to subscribe for all certificates of series A that are not purchased by investors (the number of which to be determined by the Fund)  or for 1,400,000 certificates, whichever is lower.

The Bank will be selling the acquired certificates of series A in the primary market until all the certificates are sold or until 20 December  2002, whichever is sooner.

The maximum commission of the Bank under the contract is PLN 140 thousand. The contract between the Bank and Millennium Fundusz Inwestycyjny Zamknięty Arbitraż plus 20 does not differ from standards for that type of agreements.

The above contract was classified as significant due to the value of its subject, which equals at least 10% of the Bank’s equity.

· On 12 June 2002, the Management Board of the Bank informed that on the same day the Bank received a notice from the Management Board of Polskie Koleje Państwowe S.A. (‘PKP’) that on 11 June 2002 PKP had selected  the offer submitted by the banking consortium consisting of the Bank, BRE Bank S.A., Westdeutsche Landesbank Polska S.A. and Deutsche Bank Polska S.A. Accordingly, the consortium will arrange and execute the issue of PKP’s bonds (underwritten by the State Treasury) of PLN 1 billion, and, subsequently, will organize the market for trading in those bonds. Each member is obliged to acquire and pay for 25% of the total issue and is jointly and severally responsible to PKP for discharging that obligation.

· On 25 June 2002, the Management Board of the Bank (“the Bank”) announced that the Banking Supervisory Commission had decided to establish the receivership on Wschodni Bank Cukrownictwa S.A. w  Lublinie and, therefore, the validity condition of the “Agreement on support in the restructuring of Wschodni Bank Cukrownictwa S.A. w Lublinie”, concluded on 22 June 2002. The Agreement provides for the opening of a credit line for Wschodni Bank Cukrownictwa S.A.

· On 28 June 2002, the Management Board of the Bank (“the Bank”) announced that it had concluded with TBM Sp. z o.o. (“TBM”), a subsidiary of the Bank, the annex to the program agreement (which the Bank informed about in Communication No. 2/2001 of 12.01.2001) on the implementation of bonds issue program of TBM. The annex decreases the value of the bond issue program from PLN 250,000,000 to PLN 150,000,000, i.e. by PLN 100,000,000. The Bank underwrites the subscription of bonds up to PLN 150,000,00 and guarantees the redemption of bonds up to PLN 150,000,000. The remaining provisions of the program agreement are unaffected.

28. RELATIONS WITH THE LEGAL PREDECESSOR, ACQUISITION OF ASSETS, LIABILITIES AND EQUITY
From 1 January  2002  to 30 June 2002 the BIG Group did not make any acquisitions.

29. CONSOLIDATED FINANCIAL STATEMENTS AND COMPARABLE CONSOLIDATED FINANCIAL DATA ADJUSTED FOR INFLATION IF ACCUMULATED AVERAGE ANNUAL INFLATION RATE FOR THE LAST THREE YEARS OF THE ISSUER’S ACTIVITIES REACHED OR EXCEEDED 100%

From 1 January  2002  to 30 June 2002, an average annual inflation rate for the last three years did not exceed 100%.

30. DESCRIPTION OF DIFFERENCES BETWEEN DATA PRESENTED IN THE CONSOLIDATED FINANCIAL STATEMENTS AND COMPARABLE CONSOLIDATED FINANCIAL DATA AND PREVIOUSLY PREPARED AND PUBLISHED FINANCIAL STATEMENTS

Pursuant to the changes in accounting standards that came into force on 1 January 2002, the BIG Group made relevant transition adjustments and presented the effect of adopting new accounting policies as the adjustment of the opening balance of equity. The most important changes referred to the methods of valuation and presentation of financial assets and liabilities and leasing operations (adjustment are presented in detail in the note on accounting policies adopted by the BIG Group). In accordance with IAS 39 (on adopting new methods of valuation of financial assets and liabilities; Art. 10(3) of the Accounting Act provides for using IAS in areas not regulated by Polish accounting standards)  and guidelines of the Polish Securities and Exchange Commission, there were no adjustments of data presented as comparable data regarding valuation of financial assets and liabilities and a separate presentation of the deferred tax provision and assets.

As regards leasing operations, in addition to the presentation of the effect of adopting new accounting policies as the adjustment of the opening balance of equity (similar to financial assets and liabilities), the following reclassifications were made without an effect on the consolidated result or equity of the BIG Group as well as previously published data of the BIG Group for the period from 1 January to 30 June 2001:

· in the income statement, interest part of leasing installments was separated under other operating income in the amount of PLN 77,450 thousand and foreign exchange differences of PLN 12,270 were separated under foreign exchange gains/losses; the aforementioned amounts were reclassified under interest income. In addition, the depreciation of fixed assets and amortization of intangible assets and other operating income were decreased by PLN 174,222 thousand representing the depreciation of fixed assets put under lease contracts;

· on the balance sheet as of 30 June 2002, an adjustment was made to reclassify leased assets from tangible fixed assets and intangible assets to amounts due from non-financial sector, the relevant adjustments amounted to PLN 935,593 thousand and PLN 2,754 thousand, respectively;

· on the balance sheet as of 31December 2001, an adjustment was made to reclassify leased assets from tangible fixed assets and intangible assets to amounts due from non-financial sector, the relevant adjustments amounted to PLN 1,068,860 thousand and PLN 157 thousand, respectively;

· in the cash flow statements for the first six months of 2001 and for the year 2001, the reclassification was made to account for the aforementioned adjustments of the balance sheet and the income statements as regards to leasing operations. 

In addition, changes in the presentation of gains and losses on derivatives in the income statement for 1 January to 30 June 2001 resulted in the following adjustments: net profit on financial operations was decreased by PLN 145,485 thousand while interest income and interest expense increased by PLN 263,380 thousand and PLN 117,895 thousand, respectively.

The discussed changes that influenced financial result are presented in the table below:
Adjusted item
Balance as of 30.06.2001 in the financial statements as of 30.06.2001
Change
Balance as of 30.06.2001 in the financial statements as of 30.06.2002

Interest income
1,028,282
+77,450

+12,270

+263,380
1,381,382

Interest expense
976,520
+117,895
1,094,415

Net profit on financial operations
210,969
-145,485
65,484

Foreign exchange gains/losses
32,546
-12,270
20,276

Other operating income
436,878
-77,450
-174,222
185,206

Depreciation and amortization
244,313
-174,222
70,091

Other adjustments of comparable data resulted from changes in the format of financial statements. These changes included, inter alia, the separation of receivables and liabilities of public sector entities (previously they were disclosed together with receivables and liabilities of non-financial clients) and the disclosure of treasury stock under equity that is shown as a negative value (in the previously published consolidated financial statements, treasury stock held by the BIG Group decreased individual items of equity).

In should be noted that in the financial data of these financial statements for 2002, the capital adequacy ratio for the BIG Group has been presented while in comparable data the capital adequacy ratio was calculated for a parent entity, i.e. BBG S.A. This presentation manner is a consequence of the fact that the requirement to calculate a consolidated capital adequacy ratio (together with the method of calculations) was introduced at the beginning of this year.

31. CHANGES IN THE ACCOUNTING POLICIES APPLIED AND THE PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS AS COMPARED WITH PRIOR REPORTING PERIOD
Information on changes in accounting policies applied is presented in section 12.3) of the Introduction to these financial statements and Note 30.

32. ADJUSTMENTS OF FUNDAMENTAL ERRORS 

There were no fundamental errors.

33. IF THERE ARE ANY GOING CONCERN RISKS, DESCRIPTION OF THESE RISKS WITH STATEMENT THAT SUCH RISKS EXIST AND INDICATION WHETHER THE FINANCIAL STATEMENTS INCLUDE RELEVANT ADJUSTMENTS

There are no going concern risks.

34. IN CASE OF CONSOLIDATED FINANCIAL STATEMENTS PREPARED FOR THE PERIOD DURING WHICH A MERGER WAS EFFECTED – INFORMATION THAT THE FINANCIAL STATEMENTS WERE PREPARED AFTER THE MERGER WITH INDICATION OF MERGER DATE AND A METHOD ADOPTED TO SETTLE THE MERGER 

From 1 January 2002 to 30 June 2002 companies of the BIG Group did not participate in any merger.

35. DIFFERENCES BETWEEN THE BALANCE SHEET DATE OF THE CONSOLIDATED FINANCIAL STATEMENTS AND THE BALANCE SHEET DATE OF A SUBSIDIARY 

Does not apply since all consolidated companies of the BIG Group prepare their financial statements on the same balance sheet date.

36. ADJUSTMENTS AND VALUES OF INDIVIDUAL ITEMS FROM THE FINANCIAL STATEMENTS FOR WHICH DIFFERENT VALUATION METHODS AND PRINCIPLES HAVE BEEN ADOPTED 

Within the BIG Group there are no differences in methods and principles of valuation of individual items of the financial statements.
37. IF THE ISSUER DOES NOT PREPARE CONSOLIDATED STATEMENTS, LEGAL GROUNDS OF SUCH NON-PREPARATION SHOULD BE PRESENTED IN  AN ADDITIONAL NOTE 

BIG Bank GDAŃSKI prepares consolidated financial statements.

15. IF THE ISSUER PREPARING CONSOLIDATED FINANCIAL STATEMENTS EXCLUDES A SUBSIDIARY FROM CONSOLIDATION OR THE EQUITY METHOD UNDER SEPARATE REGULATIONS, AN ADDITIONAL NOTE TO THE CONSOLIDATED FINANCIAL STATEMENTS SHOULD PRESENT LEGAL GROUNDS WITH DATA JUSTIFYING THE EXCLUSION

The BIG Group consolidate all entities subject to this obligation. Reasons of exclusion from consolidation under the insignificance criterion (Accounting Act of 29 September 1994, Art. 56.2.), together with relevant justification, are described in section 9 of the Introduction to these financial statements.
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