Bank Millennium S.A.
SAB-R2002
000s of PLN


ADDITIONAL EXPLANATORY NOTES

1. INFORMATION ON THE COMPOSITION OF THE BANK’S EXPOSURE CONCENTRATION ON LOANS TO THE FINANCIAL AND NON-FINANCIAL SECTOR TO INDIVIDUAL COMPANIES, CAPITAL GROUPS, INDUSTRIAL AND GEOGRAPHIC MARKET SEGMENTS ALONG WITH AN EVALUATION OF THE RISK LINKED TO THIS EXPOSURE

Composition of the Bank’s exposure concentration as at 31 December 2002:

- to individual entities (balance sheet exposure):

#
Name
Amount in 000s of PLN
Percentage share of gross receivables from clients and the budget 

1
Customer number 1
396 084
3,44%

2
Customer number 2
298 592
2,59%

3
Customer number 3
256 790
2,23%

4
Customer number 4
249 100
2,16%

5
Customer number 5
242 000
2,10%

6
Customer number 6
208 963
1,81%

7
Customer number 7
202 536
1,76%

8
Customer number 8
199 076
1,73%

9
Customer number 9
184 194
1,60%

10
Customer number 10
140 346
1,22%

11
Customer number 11
124 308
1,08%

12
Customer number 12
105 279
0,91%

13
Customer number 13
99 012
0,86%

14
Customer number 14
96 684
0,84%

15
Customer number 15
96 137
0,83%

16
Customer number 16
93 351
0,81%

17
Customer number 17
87 895
0,76%

18
Customer number 18
87 307
0,76%

19
Customer number 19
83 768
0,73%

20
Customer number 20
77 305
0,67%

The exposure to the largest customers credited by the Bank does not exceed 3.5% of the Bank’s gross receivables from customers, financial institutions (excluding banks) and the budget. There is no excessive customer exposure concentration.

According to the existing legal regulations Bank Millennium S.A. values capital exposure to customer number 2 according to the equity method (The Bank holds 25.05% of this entity’s shares). As a result, the Bank’s total receivables by virtue of the credit exposure to customer number 2 in the amount of PLN 298.6 million are carried as normal receivables from financial institutions (by the power of the provisions in the Finance Minister’s Regulation of 10 December 2001 in the matter of provisioning the risk associated with banking activity). Having in mind the fact that Customer Number 2 uses the funds coming from Bank Millennium S.A. to finance many contracts in its leasing activity, its receivables from counterparties have additionally been depicted below (in line with the Bank’s exposure) classified according to the credit risk assessment criteria binding in banks.

Category of receivables:
Percentage

Normal
80,53%

Under observation
0,00%

At risk receivables
19,47%

- sub-standard
0,47%

- doubtful
9,43%

- loss
9,57%

Total receivables
100,00%

Giving consideration to the debt restructuring being carried out by customer number 2 with respect to some customers which is to be completed in 2003 Bank Millennium S.A. allocated reserves to general risk in the amount of PLN 14.20 million to cover the risk associated with customer number 2’s portfolio of receivables. As a result of applying this solution, the method of presenting the credit exposure to customer 2 under analysis does not affect the results and net assets of Bank Millennium S.A., nor does it affect the other line items in the financial statements.

Process of restructuring Customer A’s debt 

In the 2002 reporting year a transaction was conducted thanks to which one of the clients’ debt to the Bank was restructured. The essence of the transaction was the purchase of the real estate and the personal property of the Marine Liquid Fuel Base in Świnoujście from Customer A by Customer Number 2 and Customer A then leased this real estate and personal property. The final assignment of ownership was effected on 25 October 2002 when the agreement to finance this transaction was signed by Customer Number 2 and the Bank. The Bank granted a loan to a leasing company for financing a leasing contract. As a result of this contract the borrower was able to repay all his liabilities toward the Bank resulting from the loan agreement .
At the time of planning this transaction, it seemed inevitable that Customer B would declare bankruptcy and it was possible that Customer A would declare bankruptcy, which would precipitate difficulties in recovering the Bank’s accounts receivable. It was therefore necessary to take immediate actions to guarantee the security and to assume the highly-specialized assets of the Marine Liquid Fuel Base.

As a result of the transaction, the Bank gained a stronger position in the event of foreclosing on the collateral – the Bank’s financing in the form of the purchase of accounts receivable is secured in the form of a real estate mortgage and an assignment of the personal property.

It is also important that the transaction allowed Customer Number 2 to take control over the further procedure to sell the Base to prospective investors. Customer number 2 therefore developed the concept and took actions to sell the Base. Customer number 2 anticipates that the transaction to sell the Base will be concluded in 2003.

· Capital groups (balance sheet exposure)

#


Name
Amount in 000s of PLN
Percentage of gross receivables from customers and the budget 

1
Group number 1
396 084
3,44%

2
Group number 2
337 037
2,92%

3
Group number 3
298 592
2,59%

4
Group number 4
256 790
2,23%

5
Group number 5
251 097
2,18%

6
Group number 6
249 848
2,17%

7
Group number 7
242 000
2,10%

8
Group number 8
202 536
1,76%

9
Group number 9
199 076
1,73%

10
Group number 10
184 194
1,60%

The exposure to other capital groups does not exceed 1.3% of the Bank’s gross receivables from customers and the budget.

The exposure to the largest capital groups credited by the Bank does not exceed 3.5% of the Bank’s gross receivables from customers, financial institutions (excluding banks) and the budget. There is no excessive concentration on the part of the Bank to capital groups.

· industries (balance sheet exposure):

#  Name of the industry


        Amount in 000s of PLN
   Percentage of gross 










receivables from customers and

the budget

1. Households




3 258 617


28,27 %

2. Financial intermediacy



1 057 782


  9,18 %

3. Construction industry



1 031 696

                8,95 %

4. Wholesale trade


             1 007 280


  8,74 %

5. Transportation




   807 646


  7,01 %

6. Public administration
 


   519 873


  4,51 %

7. Electricity, water and gas supply  

   460 374


  3,99 %

8. Chemical and rubber industry


   445 259


  3,86 %
There is no excessive industrial concentration since the risk resulting from exposure to households (consumer credit) is spread over several hundred thousand natural persons. The exposure to other industrial groups does not exceed 10% of the Bank’s exposure.

- the balance sheet and off-balance sheet exposure to customers and capital groups 

Entities

#    Name



Amount in 000s of PLN

Exposure to shareholder funds

1. Entity number 1


396 084




24,17 %

2. Entity number 2


368 287




22,47 %

3. Entity number 3


306 311




18,69 %

Capital groups (jointly with individual customers)

#    Name



Amount in 000s of PLN

Exposure to shareholder funds

1. Group number 1



396 084




24,17 %

2. Group number 2



368 287




22,47 %

3. Group number 3



343 459




20,96 %

The exposure to the largest entity credited by the Bank does not exceed as at 31 December 2002 the limit of liabilities drawn down under Client instructions in relations with a single entity, i.e. according to art. 71 section 1 of the Banking Law 25% of the Bank’s shareholder funds. 

The exposure to the largest group of entities with capital or organizational ties does not exceed as at 31 December 2002 the limit of liabilities drawn down under Client instructions in relations with a group of entities with capital or organizational ties incurring joint economic risk, i.e. according to art. 71 section 1 of the Banking Law 25% of the Bank’s shareholder funds. 
- the balance sheet and off-balance sheet exposure to subsidiaries

#    Name



Amount in 000s of PLN

Exposure to shareholder funds

  1. Entity number 1


321 782




19,63 %

  2. Entity number 2


290 928




17,75 %

The exposure to the largest subsidiary credited by the Bank does not exceed as at 31 December 2002 the limit of liabilities drawn down under Client instructions in relations with subsidiaries, i.e. according to art. 71 section 1 of the Banking Law 20% of the Bank’s shareholder funds.
· The Bank’s balance sheet exposure to individual geographic segments (financial institutions excluding banks as well as non-financial entities and the budgetary sector)

VOIVODSHIP
(GROSS) CREDITS AND LOANS GRANTED

Dolnośląskie
293 740

Kujawsko-pomorskie
640 493

Lubelskie
110 288

Lubuskie
89 065

Łódzkie
134 838

Małoposkie
147 275

Mazowieckie
6 522 346

Opolskie
29 605

Podkarpackie
53 380

Podlaskie
45 688

Pomorskie
1 279 773

Śląskie
252 340

Świętokrzyskie
55 277

Warmińsko-mazurskie
240 807

Wielkopolskie
210 014

Zachodnio-pomorskie
104 492

TOTAL
10 209 421

2. DATA ABOUT THE SOURCES OF OBTAINING DEPOSITS ACCORDING TO THE SPLIT INTO INDUSTRIAL AND GEOGRAPHIC MARKET SEGMENTS (in 000s of PLN)

INDUSTRY
FUNDS ON ACCOUNT AND DEPOSITS

Retail customer segment 
7 411 845

Affluent customer segment 
960 247

SME segment
3 421 095

Large corporate segment 
889 337

TOTAL
12 682 525

VOIVODSHIP
FUNDS ON ACCOUNT AND DEPOSITS

Dolnośląskie
273 790

Kujawsko-pomorskie
1 552 188

Lubelskie
122 802

Lubuskie
119 660

Łódzkie
363 759

Małopolskie
246 241

Mazowieckie
3 192 864

Opolskie
98 148

Podkarpackie
70 962

Podlaskie
598 702

Pomorskie
3 572 288

Śląskie
531 371

Świętokrzyskie
68 686

Warmińsko-mazurskie
997 944

Wielkopolskie
478 475

Zachodnio-pomorskie
394 646

TOTAL
12 682 525

3. INFORMATION ABOUT THE CHANGES IN THE SUBSIDIES FOR FOREIGN BRANCHES 

Bank Millennium S.A. does not have foreign branches.

4. INFORMATION ABOUT FINANCIAL INSTRUMENTS

4.1. Assets and financial liabilities 

The information about debt securities, shares, participation units, derivatives, granted credits and loans was depicted in the additional explanatory notes to the balance sheet (financial notes from number 1 to number 13). The data for the financial liabilities are included in the additional explanatory notes to the balance sheet from 20 to 24.

The tables below present a supplement to the information presented in the aforementioned notes:

Debt securities (in 000s of PLN):

Amortized purchase price
Fair value increase
Fair value decrease 
Accrued interest 
Fair value

Marketable as at 31 December 2002
779 957
2 676
0
36 138
818 771

Marketable as at 01 January 2002
407 097
3 011
22
8 396
418 483








Available for sale as at 31 December 2002
1 975 687
18 837
700
75 140
2 068 963

Available for sale as at 01 January 2002
3 747 176
94 646
29
269 884
4 111 677








Held to maturity as at 31 December 2002
254 028
0
0
2 453
256 481

Held to maturity as at 01 January 2002
440 536
0
0
9 153
449 688

Debt securities (in 000s of PLN):

Up to 3 months
3 – 12 months 
1 – 5 years
5+ years
TOTAL








Fair value  - marketable
9 449
291 705
154 085
363 533
818 771

Fair value – available for sale
283 216
192 318
372 774
1 220 655
2 068 963

Fair value – held to maturity
0
0
0
256 481
256 481

Participation units and investment certificates in 000s of PLN

Purchase price
Fair value

Marketable as at 31 December 2002
87 881
94 118

Marketable as at 01 January 2002
35 000
35 000





Marketable as at 31 December 2002
16 000
17 211

Marketable as at 01 January 2002
16 000
16 000

Liabilities excluding accrued interest:




Payable on demand
Up to 3 months
3 – 12 months 
1 – 5 years
5+ years
TOTAL









 Financial institutions







 Banks
8 881
1 087 878
624216
0
550 000
2 270 975

 Insurance companies
69 986
127 870



197 856

 Other financial institutions
195 377
120 236
760
0
0
316 373









 Non-financial sector







 Corporates and others
1 186 161
1 888 856
35 539
512
0
3 111 068

 Natural persons
1 296 061
2 874 437
2 468 822
514 626
4 542
7 158 488

 Budgetary sector
519 703
321 765
967
33
0
842 468









 TOTAL
3 276 169
6 421 042
3 130 304
515 171
554 542
13 897 228

Gross receivables from the non-financial and budgetary sector without interest: 



Payable on demand
Up to 3 months
3 – 12 months 
1 – 5 years
5+ years
TOTAL









Companies, state-owned companies
136 807
38 814
50 356
61 331
245 588
532 896

Companies, private companies, cooperatives, individual entrepreneurs, farmers
1 969 396
1 260 451
615 847
1 512 613
782 084
6 140 391

Non-commercial institutions 
23 888
859
7 892
3 260
3 357
39 256

Retail (excluding mortgage loans and credit cards)
222 749
267 686
331 328
1 239 406
274 937
2 336 106

Retail – mortgage loans
0
5 713
9 552
57 083
756 653
829 001

Retail – credit cards
0
45 684
47 690
0
0
93 374

Budgetary sector
0
25 978
298 660
48 336
146 900
519 874

Gross total
2 352 840
1 645 185
1 361 325
2 922 029
2 209 519
10 490 898

Marketable derivatives – off-balance sheet assets (in 000s of PLN):





Trading from 1 January to 31 December 2002


Par value as at 31 December 2002
Security
Par value as at 01 January 2002
Security
Increase
Decrease









Interest rate contracts:
1 693 182
0
1 561 446
0
131 736
0

   - interest rate forward 
50 000
0
245 000
0
0
-195 000

   - swaps
1 643 182
0
1 316 446
0
326 736
0

   - put options
0
0
0
0
0
0

   - call options
0
0
0
0
0
0

FX contracts
8 154 495
45 413
6 851 418
12 278
1 336 213
0

   - spot
269 732
0
331 168
0
0
-61 436

   - forward
974 321
0
263 393
0
710 928
0

   - swaps
6 715 237
45 413
6 209 315
12 278
539 058
0

   - put options
48 242
0
0
0
48 242
0

   - call options
146 963
0
47 542
0
99 421
0









Other derivatives
118 500
0
0
0
118 500
0

   - equity swap
118 500
0
0
0
118 500
0









TOTAL
9 966 177
45 413
8 412 864
12 278
1 586 449
0

Marketable derivatives – off-balance sheet liabilities (in 000s of PLN):





Trading from 1 January to 31 December 2002


Par value as at 31 December 2002
Security
Par value as at 01 January 2002
Security
Increase
Decrease









Interest rate contracts:
1 693 182
0
1 416 446
0
276 736
0

   - interest rate forward 
50 000
0
100 000
0
0
-50 000

   - swaps
1 643 182
0
1 316 446
0
326 736
0

   - put options
0
0
0
0
0
0

   - call options
0
0
0
0
0
0









FX contracts
8 226 004
0
6 578 916
0
1 647 089
0

   - spot
269 662
0
330 925
0
0
-61 263

   - forward
980 528
0
270 674
0
709 854
0

   - swaps
6 780 608
0
5 929 773
0
850 835
0

   - put options
146 963
0
47 542
0
99 421
0

   - call options
48 242
0
0
0
48 242
0









Other derivatives
118 500
0
0
0
118 500
0

   - equity swap
118 500
0
0
0
118 500
0









TOTAL
10 037 686
0
7 995 362
0
2 042 325
0

Derivatives as at 31 December 2002 (in 000s of PLN):
FORWARD CONTRACTS
Up to 3 months
3-12 months
Above 1 year
TOTAL







MARKETABLE
955 006
1 057 049
582 188
2 594 243

   - linked to interest rate risk
100 000
0
0
100 000

   - linked to currency risk
855 006
1 057 049
582 188
2 494 243

   - linked to other risks 
0
0
0
0







HEDGING
0
0
0
0

   - linked to interest rate risk
0
0
0
0

   - linked to currency risk
0
0
0
0

   - linked to other risks 
0
0
0
0







TOTAL
955 006
1 057 049
582 188
2 594 243

SWAPS
Up to 3 months
3-12 months
Above 1 year
TOTAL







MARKETABLE
3 759 886
4 993 434
8 265 889
17 019 209

   - interest rate swaps
0
610 388
2 675 976
3 286 364

      - fixed leg
0
285 194
1 337 988
1 623 182

      - floating leg
0
325 194
1 337 988
1 663 182

   - cross currency swaps
0
63 074
5 255 807
5 318 881

   - fx swap
3 759 886
4 319 972
97 106
8 176 964

   - others
0
0
237 000
237 000







HEDGING
0
0
424 424
424 424

   - interest rate swaps
0
0
0
0

        - fixed leg
0
0
0
0

        - floating leg
0
0
0
0

   - cross currency swaps
0
0
424 424
424 424

   - others
0
0
0
0







TOTAL
3 759 886
4 993 434
8 690 313
17 443 633

OPTIONS
Up to 3 months
3-12 months
Above 1 year
TOTAL







MARKETABLE
54 602
300 353
35 456
390 411

   - linked to interest rate risk
0
0
0
0

   - linked to currency risk
54 602
300 353
35 456
390 411

   - linked to other risks 
0
0
0
0







HEDGING
0
0
0
0

   - linked to interest rate risk
0
0
0
0

   - linked to currency risk
0
0
0
0

   - linked to other risks 
0
0
0
0







TOTAL
54 602
300 353
35 456
390 411

Buy-sell-back (fair value) and sell-buy-back (fair value) by maturity (in PLN ‘000)


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
798
0
798

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
-18
-122
0
0
-140

Treasury bonds
0
2 049
9 339
3 374
14 761

Bonds
0
0
0
0
0

Sell-buy-back transaction: nominal value by maturity (in PLN ‘000)
SBB


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








Treasury bills
322 330
242 880
0
0
565 210

Treasury bonds
0
391 860
460 874
695 057
1 547 791

Bonds
0
0
0
161 312
161 312

4.2. Additional information about financial assets and liabilities

4.2.1.

a) Basic characterization, quantity and value of financial instruments, description of the material conditions and deadlines that may affect the amount, distribution and certainty of future cash flow and with respect to derivative instruments, in particular:

The Bank enters into derivative transactions for speculative purposes and to manage FX risk, interest rate risk, liquidity risk and market risk.

The deadlines for clearing the payments on open positions depend on the nature of the instrument and are organized in monthly, quarterly or annual intervals or on the instrument’s date of maturity.

Variable interest is based on the interest rate on the interbank market in force at the beginning of the interest period. Fixed interest depends on the nature of the instrument and the purpose for which the instrument was executed.

The Bank enters into the following transactions on financial instruments:

-FX FORWARD, 

-FX SWAP, 

-CCIRS, 

-IRS,

-FRA

- FX options

- Equity Swap transactions

CCIRS transactions entail exchanging a stream of interest payments calculated against the par values expressed in different currencies. The Bank enters into CCIRS transactions on the interbank market and with customers.

IRS transactions entail exchanging a stream of interest payments calculated against the par values expressed in the same currency. The Bank enters into IRS transactions on the interbank market and with customers. 

As a result of entering into an FRA transaction, the parties exchange the difference between the FRA rate and the variable benchmark interest rate calculated against the specified amount of capital. The Bank enters into FRA transactions on the interbank market and with customers.

The option buyer acquires the right to buy (Call option) or sell (Put option) a specific amount of a foreign currency at a pre-determined exchange rate at a future date. The Bank enters into FX option transactions on the interbank market and with customers.

Equity Swap transactions entail exchanging streams of interest payments calculated against par values. Interest streams depend on a stock exchange index. The Bank enters into Equity Swap transactions on the interbank market.

31 December 2002






Nature of the instrument
IRS
FX swap
FX options
CCS
ASSET SWAP

Number of transactions
36
108
98
26
8

Fair value
-48 945 426,00
-32 041 293,40
205 999,68
-3 553 436,84
-13 470 437,81

Purchase objective
marketable
marketable
Marketable
marketable
security

Par value
1 761 682 000,00
4 178 285 478
390 411 400,00
2 682 863 275,71
211 083 520,00

Future income / payments
variable
variable
Variable
variable
variable

Maturity
from 06-02-03 to 12-03-12
from 02-01-03 to 27-10-04
from 03-01-03 to 19-12-03
from 11-02-03 to 01-03-06
from 14-02-06 to 10-12-08

Ability to clear early
lack
lack
Lack
lack
Lack

Price / price range
Margin from -1,81 Bps to +2,38 Bps
-
Premium from PLN 100 to PLN 496 200 
Margin from 0 to 125 Bps
Margin from 0 to 4,4 Bps

Ability to convert into some other component of assets / liabilities 
lack
lack
Lack
lack
Lack

Set rates / amounts of interest, dates of payment
variable
stałe
Variable
variable
Variable

Additional security
lack
lack
Lack
lack
Lack

Other terms
lack
lack
Lack
lack
Lack

Type of risk
Interest rate
Interest rate
FX
Interest rate / FX
Interest rate / FX

01 January 2002






Nature of the instrument 
IRS
FX swap
FX options
CCS
ASSET SWAP

Number of transactions
22
117
24
15
4

Fair value
-95 235 504,98
170 453 184,01
321 304,00
129 930 988,82
704 001,46

Purchase objective
marketable
marketable
Marketable
marketable
Security

Par value
1 316 446 000,00
4 756 544 838,24
95 084 450,00
1 454 326 972,28
120 866 700,00

Future income / payments
variable
variable
variable
variable
Variable

Maturity
from 12-02-02 to 02-01-12
from 02-01-02 to 31-07-02
from 02-01-02 to 02-12-02
from 01-07-02 to 10-04-06
from 14-02-06 to 10-12-08

Ability to clear early
lack
lack
lack
lack
Lack

Price / price range
Margin from 0 to 2,38 Bps
-
Premium from PLN 700 to PLN 480 249 
Margin from 0 to 100 Bps
Margin from 0 to 2,31 Bps

Ability to convert into some other component of assets / liabilities 
lack
lack
lack
lack
Lack

Set rates / amounts of interest, dates of payment
variable
stałe
variable
variable
Variable

Additional security
lack
lack
lack
lack
Lack

Other terms
lack
lack
lack
lack
Lack

Type of risk
Interest rate
Interest rate
FX
Interest rate / FX
Interest rate / FX

b) description of the methods and material assumptions accepted to determine the fair value of the financial assets and liabilities valued at such a value

Debt securities

The valuation of the portfolio of marketable and available for sale debt securities is conducted at the end of each month according to the following assumptions:

Treasury bonds: 

1. variable interest rate; at the closing price set on the regulated market on which these instruments are publicly traded. If these papers are not traded on a given day, the valuation base shall be the final closing price. Closing prices are published by the Warsaw Stock Exchange, 

2. fixed interest rate and zero coupon; at the market price calculated as the arithmetic mean of the best purchase price and the best sales price set by active players on the public market on Reuters at 4 p.m.,

3. bonds for which the market price cannot be set are valued using the amortized cost method, in particular the valuation includes the purchase price adjusted by the accrued interest, the discount, the premium. 

Bonds of other issuers besides the State Treasury: 

Bonds for which the market price cannot be set are valued using the amortized cost method, in particular the valuation includes the purchase price adjusted by the accrued interest, the discount, the premium.

Treasury bills: 

The market price is calculated on the basis of the best mean yield offered by the buyers and the best yield offered by the sellers determined by the active market players. The yield rates are available from the Reuters service.

Securities denominated in foreign currencies: 

The valuation is made according to the price set on the active regulated market where these instruments are traded publicly and where price information is generally available. If there is no trading on the regulated market, the market price is the price set by active market players. These prices are stated in the Reuters and Bloomberg services. The bonds for which it is not possible to determine a market price are valued at amortized cost, in particular the valuation encompasses the purchase price adjusted by the accrued interest, discount and premium.
The valuation of derivatives is conducted using the models described below:

· FX Forward 

The forward rates used to price forward transactions are calculated on the basis of the current NBP fixing for all currencies included in the table and the interest rate on deposits for individual currencies while giving consideration to the terms (from the pages of the Reuters information service).

The LIBOR rates are used for most currencies in the area of the interest rate on deposits for periods ranging from 1 week to 9 months. They are from the pages of the Reuters information service for the rates on deposits in DKK, NOK, SEK and CZK. All rates for deposits in PLN (from 1W to 9M) come from the WIBO page.   

For periods above 1 year to 24 months, the rates are used from the zero coupon curve (for all currencies in the table). The starting point for calculating the zero coupon curve are the swap curves quoted actively on the market specifying the fixed coupon rate for each one of the currencies for the indicated period (from the Reuters pages for the PLN, euro and US dollar, respectively: <PLNIRS>, <EURIRS>, <USDIRS>) at 11:00 a.m. Warsaw time.  The assumption is made to calculate the FX rates that 1 month consists of 30 days.

· Forward Rate Agreement

In pricing FRA the Bank uses a proprietary application created in the IBIS system. To calculate the discount rate the Bank uses the rates on the zero coupon curve. The starting point to determine the curve are the swap curves actively quoted on the market (the rates from the interbank market are in force for periods under 1 year) specifying the fixed coupon rate for each one of the currencies for the indicated period (from the Reuters pages for the PLN, euro and US dollar, respectively: <PLNIRS>, <EURIRS>, <USDIRS>) at 11:00 a.m. Warsaw time. On the basis of these curves, the implied zero coupon curves are construed mathematically to demarcate the discount factors. The valuation of the transaction entails calculating the difference resulting from the set interest rate and the FRA market rate for a given instrument taking into consideration the amount of capital. The so determined value is discounted using the discount factors. 

· FX SWAP 

In pricing FX Swaps the Bank uses a proprietary application created according to the model accompanying the Bloomberg information service.

The starting point for the model are the actively quoted swap curves on the market (rates from the interbank market are used for periods under a year) specifying the fixed coupon rate for each one of the foreign currencies for the indicated period (from the Reuters page for the PLN, euro and US dollar, respectively: <PLNIRS>, <EURIRS>, <USDIRS>) at 11:00 a.m. Warsaw time. On the basis of these curves, the implied zero coupon curves are construed mathematically to demarcate the discount factors. 
The market valuation entails treating the swap transactions as taking a long-term position in one currency and a short position in the other currency. Finally, the market value of the FX Swap transaction is calculated as the sum (giving heed to the signs for the long and short positions) of the present values of all payments. The value of the discounted flows are converted at the binding fixing exchange rates for payments in foreign currencies. For points that are not on the zero coupon curve, the model uses the linear interpolation method for all currencies 

· Interest rate SWAP 
In pricing PLN interest rate swap transactions the Bank uses a proprietary application created according to the model accompanying the Bloomberg information service. The starting point for the model are the actively quoted swap curves on the market (rates from the interbank market are used for periods under a year) specifying the fixed coupon rate for the indicated period (from the Reuters page for the PLN, euro and US dollar, respectively: <PLNIRS>, <EURIRS>, <USDIRS>) at 11:00 a.m. Warsaw time. On the basis of these curves, the implied zero coupon curves are construed mathematically to demarcate the discount factors. The zero coupon curves (Spot Curve) make it possible to calculate simultaneously the variable coupons as implied forward rates forming the current forecast.

The market valuation entails treating the swap transaction as taking a long position in a fixed income bond and a short position in a variable income paper (or conversely). Each flow generated by this combination (the fixed coupon specified in the original agreement, the variable coupon on the basis of the implied forward rates) is derived on the valuation date using the appropriate discount factors. Finally, the market value of the swap transactions is calculated as the sum (giving heed to the signs for the long and short positions) of the present values of all payments. For points that are not on the zero coupon curve, the model uses the linear interpolation method for all currencies. The timings of the cash flows are specified according to the agreement between the parties.

· Cross Currency SWAP

In pricing Cross Currency Swaps the Bank uses a proprietary application created according to the model accompanying the Bloomberg information service. The starting point for the model are the actively quoted swap curves on the market (rates from the interbank market are used for periods under a year) specifying the fixed coupon rate for each foreign currency (from the Reuters page for the PLN, euro and US dollar, respectively: <PLNIRS>, <EURIRS>, <USDIRS>) at 11:00 a.m. Warsaw time. On the basis of these curves, the implied zero coupon curves are construed mathematically to demarcate the discount factors. The zero coupon curves (Spot Curve) make it possible to calculate simultaneously the variable coupons as implied forward rates forming the current forecast.

The market valuation entails treating the swap transaction as taking a long position in a fixed / variable income bond in one currency and a short position in a fixed / variable income bond in a second currency. Each flow generated by this combination (the fixed coupons specified in the original agreement are discounted using the discount factors, the variable coupons are converted using the appropriate discount factors and converted into PLN at the fixing exchange rate set by the National Bank of Poland on the valuation date. Finally, the market value of the Currency Swap transaction is calculated as the sum (giving heed to the signs for the long and short positions) of the present values of all payments.

For points that are not on the zero coupon curve, the model uses the linear interpolation method for all currencies. The timings of the cash flows are specified according to the agreement between the parties.

· Options

The Garman – Kohlhagen model is used for the valuation of options. The starting point for the Garman-Kohlhagen method is the option pricing model formulated by Black and Scholes for shares that pay dividends continuously. One of the model’s basic assumptions is the assumption that the price volatility of the underlying instrument has a normal distribution. The conclusions flowing from statistical tests do not allow one to accept this assumption because the empiric distributions obtained feature non-zero skewing and „long tails”, which signify a greater probability of large deviation from the expected value than for the normal distribution. The market takes this fact into consideration in option pricing as equivalent to the premium for liquidity. The implied volatility resulting from quotations is several times higher than the volatility that may be demarcated on the basis of historical data. This is precisely the root of the determination that the sources of information about the volatility parameter are the daily quotations of brokerages. The sources of information about the implied volatility parameter are the daily quotations of brokerages like Prebon – Marshall Londyn, Tullet – Tokyo London, Garban Intercapital London, JP Morgan London. We also use the opportunities to obtain data about the values for this parameter from banks that are active on the option market: BRE Bank Warsaw, Bank Handlowy Warsaw, Deutsche Bank London. The interest rates for the original and the reverse hedging transaction are specified as follows: for PLN – the MID rate (arithmetic mean of WIBID/WIBOR in force on the transaction execution date), for foreign currencies – the relevant LIBOR rate for a given currency in force on the transaction execution date. The Bank has accepted the linear interpolation method to designate the market parameters of transactions for non-standard execution dates.

Sell/Buy Back and Buy/Sell Back Transactions – valuation:

1. the valuation of buy/sell/back transactions is done by determining the sales price at a given reporting moment (sales price – repurchase price without interest taking into account the duration of the transaction) and by comparing this price with the appropriate market price used for the specific security forming the subject matter of the operation. The principles accepted for debt securities will be used for the valuation of the first leg of the transaction.

2. the valuation of sell/buy/back transactions is done by determining the repurchase price at a given reporting moment (repurchase price – sales price without interest taking into account the duration of the transaction) and by comparing this price with the appropriate market price used for the specific security forming the subject matter of the operation, the valuation result is then referred to the result on financial operations.

c) Principles accepted for placing financial instruments purchased on a regulated market in the accounting ledgers 

The Bank does not purchase financial instruments on a regulated market.

d) Information about the interest rate risk loading

Analysis of the periods to revalue the bank’s balance sheet and off-balance sheet line items exposed to interest rate risk.

ASSETS (millions of PLN)
Revaluation in up to 1 month
Revaluation in 1-3 months
Revaluation in 3-6 months
Revaluation in 6-12 months
Revaluation in 1-3 years
Revaluation in 3-5 years
Revaluation in 5+ years
Total

Interbank deposits made
561,69
51,33
10,51
0,00
0,00
0,00
0,00
623,53

Loans granted to financial and non-financial entities 
9 463,60
169,59
43,64
1 865,28
0,00
0,00
0,00
11 542,11

Marketable securities
209,57
15,14
164,88
214,74
144,69
9,27
62,03
820,32

Securities for sale
736,34
83,81
78,41
740,72
185,97
300,71
105,37
2 231,33

Securities held to maturity 
51,19
0,00
0,00
108,14
0,00
0,00
0,00
159,33

Interest rate swaps
487,45
156,12
382,36
311,53
372,38
60,19
0,00
1 770,04

FRA
49,97
0,00
49,99
0,00
0,00
0,00
0,00
99,96

Other assets exposed to interest rate risk
3 288,61
4 747,23
1 397,71
786,34
563,96
69,74
39,56
10 893,16

Other assets
0,00
62,71
0,00
3 055,25
0,00
0,00
0,00
3 117,96

Total assets
14 848,40
5 285,94
2 127,51
7 082,02
1 267,00
439,92
206,96
31 257,74











LIABILITIES (millions of PLN)
Revaluation in up to 1 month
Revaluation in 1-3 months
Revaluation in 3-6 months
Revaluation in 6-12 months
Revaluation in 1-3 years
Revaluation in 3-5 years
Revaluation in 5+ years
Total

Interbank deposits received 
785,28
300,15
621,63
0,00
216,46
0,00
0,00
1 923,51

Deposits taken from customers
6 332,99
3 326,52
1 204,31
636,79
125,77
0,01
0,00
11 626,39

Outstanding securities
0,00
0,00
459,45
419,43
0,00
0,00
0,00
878,88

Interest rate swaps
89,80
407,27
305,39
338,65
346,15
252,71
116,59
1 856,57

FRA
49,97
0,00
49,98
0,00
0,00
0,00
0,00
99,95

Other liabilities expose to interest rate risk
4 295,49
4 659,70
1 248,40
244,23
261,35
284,05
0,00
10 993,22

Other liabilities
0,00
154,12
0,00
3 725,10
0,00
0,00
0,00
3 879,22

Total liabilities
11 553,52
8 847,76
3 889,16
5 364,20
949,73
536,77
116,59
31 257,74











Unmatched in revaluation periods
3 294,88
-3 561,83
-1 761,66
1 717,83
317,26
-96,85
90,38
0,00

e) Information on credit risk weighed assets
Class of assets and financial obligations 
Value

I. ASSETS WITH RISK WEIGHT 0 %
2 512 551

1. Cash desk
274 161

3. Receivables from Class I entities
507 577

4. Receivables from Class II and III, in their secured portion:
44 904

5. Debt securities issued by Class I entity
1 209 424

6. Debt securities issued by Class II or III entity, in their portion guaranteed by Class I entity
153 320

7. Assets reducing own equity (including assets of brokerage houses within structures of the Bank)
323 165

II. ASSETS WITH RISK WEIGHT 20%
1 383 932

1. Receivables from Class II entities, in their portion not included in risk weight 0%
1 155 185

2. Receivables from Class III entities, in their secured portion:
0

3. Debt securities issued by Class II entity
228 747

III. ASSETS WITH RISK WEIGHT 50 %
1 555 724

1. Receivables from Class II entities, in their portion secured by mortgage on real property either occupied or rented out
514 833

2. Other balance sheet settlement accounts (arranging accounts)
1 040 891

IV. ASSETS WITH RISK WEIGHT 100%
12 336 414

1. Receivables not included in lower risk weights
9 730 805

2. Securities, shares and other components of own equities of other entities not included in lower risk weights
1 830 788

3. Fixed assets
608 609

4. Intangible and legal value not reducing own equities of the Bank
159 651

5. Other assets not reducing own equities of the Bank
6 561

4. Product risk weight 100% (full risk)
115 123

f) Sell-Buy-Back agreements included as off-balance sheet categories
115 123

3. Product risk weight 50% (average risk)
15 400

 c) Not effected issued loan commitments with initial term of more than 1 year
15 400

4. Product risk weight 100% (full risk)
568 058

a) Issued guarantees with credit substitute features
84 768

b) Sell-Buy-Back agreements included as off-balance sheet categories
483 290

5. Forward and option transactions
7 774 357

5. Forward and option transactions
862 175

 b) FX transactions
862 175

1. Product risk weight 0% (low risk)
2 424 251

a) Not effected issued loan commitments with initial term of up to 1 year or without termination option
2 424 251

4. Product risk weight 100% (full risk)
2 098 656

a) Issued guarantees with credit substitute features
329 294

f) Sell-Buy-Back agreements included as off-balance sheet categories
1 769 362

1. Assets included into trading portfolio of the Bank
820 515

2. Off-balance sheet liabilities included into trading portfolio.
1 365 929

4.2.2. Information on financial assets available for sale or intended for trading, valued at depreciated cost, when reliable estimation of fair price is not possible 

Securities not valued to fair value level are issued by non-financial entities. Such securities are not traded on the regulated market nor on the interbank market, so the Bank was unable to reliable determine fair value of such securities with consideration of current margin applicable to credit risk. 

4.2.3. Information on financial assets and liabilities not valued to fair value

The Bank values all portfolio assets for trading and available for sale, as well as portfolio financial liabilities for trading at fair value, except for assets described in Section 4.2.2.

4.2.4. Agreements, in result of which financial assets are transformed into securities or sell-buy-back agreements 

Such item does not appear as of 31.12.02.

4.2.5, 6. Information on consequences of valuating financial assets available for sale to their fair value level 
Valuation of financial assets available for sale to their fair value level (without considering tax effect):


Debt securities, in PLN ‘000
Valuation to fair value at beginning of period (equity)
Change in fair value of securities in portfolio at beginning and end of period
Transfer of equity from updating valuation to P&L in result of sale 
Posting out valuation of equity in relation to maturity of securities
Valuation of debt securities to fair value at end of period, when purchased to portfolio during the period
Valuation of debt securities to fair value at end of period 

Available for sale 
94 616
13 734*
79 866
13 495
3 147
18 136

* Change in value of securities available for sale securing fair value has been related to the P&L account

SBB transactions in PLN ‘000
Valuation to fair value at beginning of period (equity)
Change in fair value of transaction for SBBs in portfolio at beginning and end of period 
Transfer of equity from updating valuation to P&L in result of sale 
Posting out valuation of equity in relation to maturity of SBB
Valuation of SBBs to fair value at end of period, when purchased to portfolio during the period 
Valuation of SBBs to fair value at end of period 

Available for sale 
13 629
0
0
13 629
13 213
13 213

Shares in PLN ‘000
Valuation to fair value at beginning of period (equity)
Change in fair value of shares in portfolio at beginning and end of period 
Transfer of equity from updating valuation to P&L in result of sale 
Valuation of shares to fair value at end of period

Available for sale
0
0
0
44 625

4.2.7. Information on revenues and costs on title of sold financial assets, the fair value of which could not be previously reliably determined, with pointing to balance sheet value of assets determined for the date of sale
Such item does not appear as of 31.12.02.

4.2.8. State basis for changing valuation principles, if financial assets valued to fair value were reclassified into assets valued at adjusted purchase price

Such item does not appear as of 31.12.02.

4.2.9. Information on updating deductions on title of permanent loss of financial asserts value

As of 31.12.02 the Bank made updating deductions on title of deterioration in value debt securities in the amount of PLN 7,500,000.

4.2.10. Information on interest accrued on debt financial instruments


Up to 3 months
3 to 12 months
More than 12 months

Available for sale
58 578
16 562
0

Securities available for trading
24 834
11 304
0

Securities maintained until maturity 
1 854
599
0

4.2.11. Information on reserved interest

Data on reserved interest have been presented in Note 27 of Balance Sheet notes (“Revenue of future terms and reserved revenue”).

 4.2.12. Information on interest accrued on own issued debt financial instruments

Liabilities category
Up to 3 months
3 to 12 months
More than 12 months

Other financial liabilities
0
258
0

4.2.13. Information on nominal value of underlying instruments being the object of contracts for derivatives
This information has been presented in Section 4.1.


4.2.14. Information on purposes and principles of risk management

Risk management at Bank Millennium S.A.

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

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

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

Credit risk

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

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

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

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

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

Market risk

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

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

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

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

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

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

Interest rate risk

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

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

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

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

Currency risk

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

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

Risk associated with derivative instruments

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

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

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

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

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

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

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

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

Operating risk

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

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

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

4.2.15. Information on hedging with subdivision into hedging of fair value, securing cash flows and securing investments into a foreign entity:

Hedging instruments (PLN ‘000):

Hedging of fair value, as of 31.12.2002
Hedging of fair value, as of 01.01.2002
Hedging of cash flow as of 31.12.2002
Hedging of cash flow as of 01.01.2002
Hedging of shares in net assets of foreign entities as of 31.12.2002
Hedging of shares in net assets of foreign entities as of 01.01.2002
TOTAL for 31.12.2002
TOTAL for 01.01.2002

Foreign currency and interest rate risk 
424 424
245 383
0
0
0
0
424 424
245 383

Other risks 
0
0
0
0
0
0
0
0

TOTAL
424 424
245 383
0
0
0
0
424 424
245 383

As of 31st December 2002 the Bank holds CCIRS transactions being considered as hedging of fair value of fixed coupon Eurobonds.

Hedging comprises exchange of fixed interest rate into a variable interest rate and nominal value in currency into PLN. Valuation of CCIRS hedging transactions of Eurobonds is presented in the Profit and Loss Account.
Adjustment of hedging instruments to fair value (PLN ‘000:



01.01.2002
Profit/Loss in P&L Account
31.12.2002

   - In fixed interest rate transactions
0
0
0

   - In fx transactions
-3 902
-10 157
-14 059

   - In other 
0
0
0






TOTAL
-3 902
-10 157
-14 059

4.2.16. Information on hedging planned transactions or probable future liabilities 
As of 31.12.02 the Bank does not possess instruments hedging planned transactions or probable future liabilities.
4.2.17. Information on cash flow hedging 

As of 31.12.02 the Bank does not possess instruments hedging cash flows.

5. DATA ON EXECUTED SUBSCRIPTION OPTION OR SALE OF COMMON SHARES CONTRACTS
In the 01.01.02 - 31.12.02 period the Bank had not executed any subscription option or sale of common shares contracts.
6. DATA ON ASSETS CONSTITUTING COLLATERAL ON LIABILITIES 
The following debt securities had limited disposability as of 31.12.02 due to agreements executed by the Bank in respect thereto:

1) Treasury bonds of 10-year State loan with variable interest rate (DZ0109) and total nominal value PLN 218,034,000 constituted pledge to secure receivables of Credit Suisse First Boston International.

2) Treasury bonds DZ0109 having the nominal value of PLN 97,315,000 were encumbered with pledge to benefit of NBP and constituted security on funds received by the Bank from NBP.

3) NBP bonds having the nominal value of PLN 107,541,000 held by the Bank in its portfolio and issued pursuant to Resolution No. 36/28/PPK/1999 of 25th June 1999, Management Board of the National Bank of Poland on the issue of NBP bonds to banks in relation to the decrease in compulsory reserve percentage index. The bonds constitute securities that cannot be sold by the Bank prior to their repurchase date.

Additionally, the following securities have been blocked:

1) Treasury bonds of 10-year State loan with variable interest rate (DZ0109) and nominal value PLN 125,000,000 were blocked for purposes of a Lombard loan extended by NBP to the Bank.

2) Treasury bonds of 5-year State loan with fixed interest rate (PS0605) and nominal value of PLN 30,000,000 were blocked for purposes of a Lombard loan extended by NBP to the Bank.

3) Treasury bonds of 10-year State loan with fixed interest rate (DS1110) and nominal value of PLN 75,000,000 were blocked for purposes of a Lombard loan extended by NBP to the Bank.

4) Treasury bonds of 10-year State loan with variable interest rate (DZ0811) and nominal value of PLN 230,000,000 were blocked for purposes of a Lombard loan extended by NBP to the Bank.

5) Treasury bonds of 5-year State loan with fixed interest rate (PS0608) and nominal value of PLN 55,000,000 were blocked for purposes of a Lombard loan extended by NBP to the Bank.

6) Treasury bonds with fixed interest rate (OS0603) and nominal value of PLN 4,203,000 were blocked for purpose of an automatic loan.

7) Treasury bonds with fixed interest rate (OS0204) and nominal value of PLN 10,000,000 were blocked for purpose of an automatic loan.

8) Treasury bills with nominal value of PLN 235,000,000 were block for a technical loan extended by NBPO to the Bank.

9) Treasury bills with nominal value of PLN 60,940,000 constitute a collateral of the Fund for Protecting Guaranteed Funds within the Bank Guarantee Fund.

7. INFORMATION ON SELL-BUY-BACK TRANSACTIONS NOT INCLUDED INTO THE BALANCE SHEET
Data on Sell-Buy-Back and Buy-Sell-Back transactions have been presented in Section 4 of these Additional Notes.

8. INFORMATION ON FINANCIAL OBLIGATIONS EXTENDED, INCLUDING IRREVOCABLE OBLIGATIONS EXTENDED 
Data on unaffected credit liens have been presented in Section 4 of these Additional Notes.
9. DATA ON OFF-BALANCE SHEET ITEMS, PARTICULARLY ON CONTINGENT LIABILITIES 

Net contingent liabilities as of 31.12.02 were equal to PLN 2,853,714,000, in that:

· On title of extended guarantees and sureties and securities issue guarantees 
PLN        447,458,000

· On title of financing related obligations




PLN     2,406,256,000

Net contingent liabilities as of 31.12.01 were equal to PLN 3,124,461,000, in that:

· On title of extended guarantees and sureties and securities issue guarantees 
PLN         470,616,000

· On title of financing related obligations




PLN     2,653 845, 000

Total number of guarantees and sureties issued (including bills of exchange and other guarantee type liabilities) for 31.12.2002 was 1,318, having the following value structure:

Expiration


Customer - sector
Up to 3 months
3 months to 1 year
1 to 5 years
More than 5 years
TOTAL

- Financial
251
11 771
1 614
17 722
31 358

- Non-financial 
15 803
81 778
198 108
41 379
337 068

- Budget
43 048
2 691
1 348
13 250
60 337

GROSS TOTAL
59 102
96 240
201 070
72 351
428 763




PROVISION
14 705


NET TOTAL
414 058

Total value of contingent liabilities on title of guaranteeing issue of securities, active as of 31.12.02 was equal to PLN 33,400,000 and had the following structure:

Entity
Type of security
Expiration **
Liability as of 31.12.02 (PLN ‘000)
Affiliation to the Bank
Salability / presence on regulated market *

Entity No. 1
Commercial Paper 
20-09-2005
8 400
-
Secondary market

Entity No. 2
Commercial Paper 
31-12-2009
3 500
-
Secondary market

Entity No. 3
Commercial Paper 
31-12-2008
3 500
-
Secondary market

Entity No. 4
Commercial Paper 
30-04-2003
18 000
-
Secondary market

TOTAL
X
X
33 400
X
X

* - None of these guarantees applies to securities to be traded in public

** - Ending date of program agreement
As of 31.12.02 Bank had the following contingent liabilities to affiliates:


Consolidated
Valued using ownership rights
Others

Guarantees and sureties extended
192
125
-

Open credit lines
130 814
1 877
1 568

Guarantees and sureties received
431
-
-

10. DATA ON LIABILITIES TO STATE BUDGET OR LOCAL SELF-GOVERNMENT AUTHORITIES ON TITLE OF RECEIVING AN OWNERSHIP TITLE TO BUILDINGS AND OBJECTS

As of 31.12.02 the Bank had no such liabilities.

11. INFORMATION ON REVENUE, COSTS AND RESULTS ON DISCONTINUED BUSINESS IN THE GIVEN PERIOD OR BUSINESS TO BE DISCONTINUED IN THE FOLLOWING PERIOD, WITH DESCRIPTION OF REASONS THEREOF 

In the 1.01.02 – 31.12.02 period the Bank did not discontinue and does not expect to discontinue any of its types of business activities.

12. COSTS OF GENERATING FIXED ASSETS UNDER CONSTRUCTION, FIXED ASSETS FOR OWN NEEDS.
Increase of investments into fixed assets under construction in the 1.01.02 – 31.12.02 period amounted to PLN 34,372,000. 

13. INVESTMENT OUTLAYS INCURRED AND PLANNED IN THE FORTHCOMING 12 MONTH PERIOD FROM THE BALANCE SHEET DATA 
Investment outlays incurred by the Bank in the 1.01.02 – 31.12.02 period were PLN 79,470,000.

Moreover, a subsidiary of the Bank had performed services on contract of the Bank in the 1.01.02 – 31.12.02 period valued at PLN 53,003,000.

Plan of investment outlays for 2003 allocated to investments performed by Bank Millennium S.A. equals PLN 129,500,000.

Investment outlays incurred by the Bank in the 1.01.01 – 31.12.01 period were PLN 41,850,000.

The 2002 investments plan is PLN 115,000,000.

Moreover, a subsidiary of the Bank had performed services on contract of the Bank in the 1.01.01 – 31.12.01 period valued at PLN 64,341,000.

14.  INFORMATION ON ISSUER’S TRANSACTIONS WITH AFFILIATES 

List of significant transactions of the Bank with consolidated subsidiaries (PLN ‘000):

ASSETS

31.12.02
31.12.01

Receivables, including:
1 611 800
1 952 267

   from BEL Leasing Sp. z o.o.
213 465
258 946

   from FORIN Sp. z o.o.
256 199
247 788

   from FORINWEST Sp. z o.o.

64 046
237 644

   from DOM Maklerski BIG BG S.A.
20 250
32 750

   from DEBT Services Sp. z o.o.
2 940
4 496

   from INEC Services Sp. z o.o.
-
54 880

   from BET Trading Sp. z o.o.
-
15 885

   repurchased receivables of BEL Leasing Sp. z o.o.

1 054 900
1 110 036

Shares in entities consolidated on ownership rights valuation basis
1 164 611
534 981

   BEL Leasing Sp. z o.o.
200 878
240 062

   FORINWEST Sp. z o.o.
56 681
43 277

   DOM Maklerski BIG BG S.A.

26 376
32 642

   BET Trading Sp. z o.o.
1 312
-

   BIG BG Inwestycje S.A.

867 068
210 133

   TBM Sp. z o.o.
2 531
1 883

   BBG FINANCE B.V.
4 897
4 290

   PROLIM S.A.
2 344
2 694

   BESTA Sp. z o.o.
2 524
-

Debt securities
149 773
168 867

Elimination of debt securities values in respect to debt securities issued by companies of the Group included into the Bank’s portfolio
149 773
168 867

Other assets, including:
185 026
336 177

   Additional payments into equity of subsidiaries



   BEL Leasing Sp. z o.o.
-
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.
18 650
32 151

   PTE BIG BG S.A.
-
12 500

LIABILITIES
31.12.02
31.12.01

Liabilities, in that:
463 256
201 836

   to BEL Leasing Sp. z o.o.
42 399
22 733

   to DOM Maklerski BIG BG S.A.
203 203
142 402

   to TBM Sp. z o.o.
62 395
607

   to FORINWEST Sp. z o.o.
15 052
130

   to TFI MILLENNIUM S.A.
130 680
-

   to FORIN Sp. z o.o.
5 651
16 494

   to BIG BG Inwestycje S.A.
2 760
2 532

Other liabilities on title of financial instruments:

   resulting from SWAP transaction with BEL Leasing Sp. z o.o.
31450
-

Special funds and other liabilities, including:
4 671
13 776

   Bank’s liabilities to TBM Sp. z o.o.
2 106
2 956

Bank’s liabilities to FORINWEST Sp. z o.o.
765
1 623

Exchange rate differences on the SWAP transactions executed by and between BEL Leasing Sp. z o.o. and Bank
-
6 250

PROFIT AND LOSS ACCOUNT
1.01 - 31.12.02
1.01 - 31.12.01

Revenue on title of:



  Interest, including :
137 161
175 051

   received from BEL Leasing Sp. z o.o.
90 481
88 678

   received from FORIN Sp. z o.o.
26 686
40 579

   received from FORINWEST Sp. z o.o.
7 812
446

   received from DOM Maklerski BIG BG S.A. 
1 836
4 714

   received from BIG BANK S.A.
-
1 616

   received from BIG BG Inwestycje S.A.
-
3 396

  Fees, including:
1 604
6 058

   received from FORINWEST Sp. z o.o.
203
233

   received from BEL Leasing Sp. z o.o.
958
1 479

   received from TBM Sp. z o.o.
241
336

   received from BIG BANK S.A.
-
3 733

Costs on title of:



  Interest, including:
30 867
54 991

   incurred to benefit of BEL Leasing Sp. z o.o.
13 599
188

   incurred to benefit of DOM Maklerski BIG BG S.A.
14 320
31 770

   incurred to benefit of TBM Sp. z o.o.
1 549
704

   incurred to benefit of BIG BANK S.A.
-
17 945

  Bank’s actions, including:
43 041
15 185

   incurred to benefit of TBM Sp. z o.o.
38 879
14 088

   incurred to benefit of FORINWEST Sp. z o.o.
2 528
545

Result on title of financial operations, including:
258
11 009

   executed with BEL Leasing Sp. z o.o.
127
11 009

Junior loans extended to DOM Maklerski BIG BG S.A.

The Bank is continuing service of a junior loan taken over on 21st April 1998 and extended by the former Bank Gdański S.A. to DOM MAKLERSKI BIG BG S.A. on 29th April 1997, in the principal amount of PLN 20,250,000 for a term ending on 1st May 2007 (prolonged from the expiration date of previous agreement, i.e. on 1st May 2002).
Transactions with affiliates holding shares in the Bank (as of 31.12.2002):

1) Transactions with Banco Comercial Portugues S.A. („BCP”)

Balance on current account operated at the Bank by BCP - PLN 254,000,

Balance on current account operated at BCP by the Bank – PLN 1,657,000.

Moreover, as of 31.12.2002 the Bank held SWAP and Forward transactions with the BCP. Nominal value of transactions executed in the individual currencies was as follows (converted into PLN):

Transaction currency
SWAP
FORWARD

PLN
12 000
-

EURO
180 410
21 332

USD
40 418
-

2) Transactions with EUREKO B.V.

Balance of current account maintained at the Bank - PLN 772,000.

On title of settling sale of PTE BIG BG S.A. executed on 26th September 2002, a total amount of PLN 154,302,000 was transferred to the account of EUREKO B.V.

Significant transactions with other entities of the Capital Group as of 31.12.2002

Net receivables from PROLIM S.A. on title of loans extended


PLN 279,870,000

15. INFORMATION ON JOINT VENTURES NOT BEING CONSOLIDATED

Bank Millennium S.A. is not involved in such ventures.
16. INFORMATION ON REVENUES AND COSTS OF BROKERAGE ACTIVITIES PERFORMED BY THE BANK

Bank Millennium S.A. is not involved in brokerage.
17. INFORMATION ON WRITING-OFF LOST RECEIVABLES INTO COSTS


1.01.02 – 31.12.02
1.01.01 – 31.12.01

Deduction of lost receivables into costs
12 085
23 274

  -   debiting provisions
12 078
23 136

  -   debiting other operating costs
7
138

18. INFORMATION ON COSTS OF ESTABLISHING PROVISIONS FOR FUTURE LIABILITIES TO EMPLOYEES

Overall provision costs in 2002 was PLN 40,731,000.

Titles under which provisions were established are:
· Annual awards

· Awards fund

· Quarterly bonus

· Deferred bonus

· Vacation leave equivalent

· 12/2002 salary

· Remunerations 

19. INFORMATION ON COSTS INCURRED IN FINANCING EMPLOYEE PENSION PROGRAMS
Bank Millennium S.A. is not financing employee pension programs.

20. INFORMATION ON CUSTODY ACTIVITIES PERFORMED

Customer base

In 2002 the Custody Department (“CD”) executed 501 new custody services agreements and opened custody accounts to 473 individuals and 28 corporate customers, in that 6 for new investment funds belonging to the Millennium Group TFI. 

In result of winning a tender for custody services to be performed for entities of the PZU Group, the Bank was chosen to perform the function of a depositary bank for the PZU Group, including PZU and PZU Życie.

Expansion of the CD product offering

· 7 new Agreements on payment guarantees and delivery of securities executed with third party brokerage houses - in response to Customer interest and to make CD’s offer more attractive;

· 2 new commercial paper agreements with Bank Handlowy and BRE – to widen offer of commercial paper required by Bank’s customers; in cooperation with the Treasury Department;
· „Global custody agreement” executed with BCP Lisbon – to widen custody services offering by including foreign securities;
· Active cooperation in the Depositaries’ Council at the Union of Polish Banks, including development of legal background and procedures for borrowing securities, BISO and amendments to the Act on public trading in securities, Act on investment funds and Act on pension funds.

Result on custody business

· CD customers assets for 31.12.2002: PLN 10.23 Bln (PLN 5.8 Bln on 31/12/2001)
· Number of custody accounts for 31.12.2002: 566
· Gross revenue in 2002: PLN 2,225,650
· Net revenue in 2002: PLN 1,659,250.
21. INFORMATION ON ASSETS SECURITIZATION 

In the current reporting period the Bank did not acquire any securities in result of assets securitization.

22. INFORMATION ON AVERAGE EMPLOYMENT, BY PROFESSION GROUPS 

Average employment at the Bank in the 01.01-31.12.02 period was:

Total – 5 830 full time jobs, in that:

· Management (Officers) – 298 full time jobs

· Others – 5 532 full time jobs.
23. INFORMATION ON TOTAL VALUE IF SALARIES AND AWARDS (IN CASH AND IN KIND) PAID OR DUE TO ISSUER’S MANAGEMENT AND SUPERVISORY PERSONNEL 

Data for the 01.01.2002 – 31.12.2002 period:

Remuneration of members of the Bank’s Management Board 



PLN 26,892,500

Remuneration of members of the Bank’s Supervisory Board 



PLN   1,884,300

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

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

Data for the 01.01.2001 – 31.12.2001 period:
Remuneration of the Management Board of BIG BG S.A.



PLN 32,020,800

· in that success award for the 1.10.98 – 30.09.99 period



PLN 11,000,000

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



PLN   1,916,800 

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

· received in subsidiaries






PLN      269,500     

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

· received in subsidiaries






PLN        30,600

24. INFORMATION ON THE VALUE OF NOT REPAID ADVANCES, LOANS, CREDITS, GUARANTEES, SURETIES OR OTHER AGREEMENTS OBLIGATING TO PERFORMANCE BENEFITING THE ISSUER

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

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

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

4. Guarantees issued:

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

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

Balance of outstanding loans executed to employees from the Internal Social Services Fund at end of 2002 was:

· Value of loans outstanding from the Internal Social Services Fund for 31.12.2002 is PLN 10,777,000;

· Value of outstanding interest on employee loans for 31.12.2002 is: PLN 1,357,000.

The Bank is not maintaining a specification of loans and credit extended to employees in regular course of business, i.e. on terms and conditions applicable to Customers of the Bank.

25. INFORMATION ON IMPORTANT EVENTS OF PREVIOUS YEARS, INCLUDED INTO FINANCIAL STATEMENTS OF THE CURRENT PERIOD

Investment into shares of PZU

· An agreement was executed on 5th November 1999 by and between the State Treasury of Poland, Eureko B.V. and the Bank on purchase/sale of shares in Powszechny Zakład Ubezpieczeń S.A. (“Agreement”), pursuant to which the Bank undertook to purchase from the State treasury of Poland in its own name or in the name of a subsidiary of the Bank 863,523 Series A shares of Powszechny Zakład Ubezpieczeń S.A. (“Company”), constituting 10% of PZU S.A. share capital for the total price of 1,006,004,295. The Bank together with Eureko B.V. undertook a number of long-term obligations aimed at growth of Powszechny Zakład Ubezpieczeń S.A. The investors undertook in the Agreement inter alia that over a period of 5 years they will not sell shares acquired by them. They also undertook to defer disbursement of Company’s profit generated in 1999 and 2000 and apply it to investments, development and growth-oriented programs. The investors also undertook a number of obligations in respect to Company’s employees and its main subsidiaries, i.e.: PZU Życie S.A. and PTE PZU S.A., relating to maintaining of employment at levels applicable on the date of executing the Agreement, to increase salaries and provide professional advancement training to the employees. Investors undertook to cooperate with the Ministry of the State Treasury in the project of admitting PZU S.A. shares into public trading by the end of 2001.

· On 9th November 1999 the Bank transferred title to all shares acquired pursuant to the Agreement relating to PZU shares to BIG BG INWESTYCJE S.A. - a subsidiary of the Bank. Transfer took place in accordance with provisions of the Agreement executed by and between the Bank and the State Treasury. Shares provided for in the said agreements constitute 10% of PZU S.A. share capital and entitle to 863,523 votes at the General Meeting of Shareholders of PZU S.A., i.e. to 10% votes at the meeting. PZU S.A. shares acquired by BIG BG INWESTYCJE S.A. constitute a long-term capital investment. Financing of the PZU S.A. shares purchase took place out of funds provided by BIG BG INWESTYCJE S.A. in the amount of PLN 1,006,004,295. Amounts paid by BIG BG INWESTYCJE S.A. constituted own resources of that entity. 

Upon acquisition of PZU S.A. shares BIG BG INWESTYCJE S.A. assumed all rights and obligations set forth in the Agreement executed by and between the State Treasury and the Bank, notwithstanding liabilities assumed by the Bank under the said Agreement.

Millennium agreement

· On 29th December 2000 the Bank had informed that the Bank and BIG BANK Spółka Akcyjna (BIG BANK) – a subsidiary of the Bank, executed and agreement with Banco Comercial Portugues S.A. (BCP) under which the Bank had purchased from BCP the title to 45% value of the Millennium retail projects being implemented within BIG BANK for the price of PLN 530.8 Mln. In result of this transaction the Bank became sole owner of the Millennium project. Payment shall be made in a single installment on 31st December 2003 and will not be encumbered with any interest accrued between the date of executing the agreement until the payment date. Performance of the said Agreement shall finally resolve all mutual rights, duties and settlements existing by and between the parties in respect to the Millennium project.

Other events

· On 9th August 2000 Bank’s Management Board had informed that in reference to the Bank’s merger with BIG BANK Spółka Akcyjna, a memorandum was executed between the Bank and the NBP on continuing NBP assistance in supporting the sanation process of the BIG BANK Spółka Akcyjna banking enterprise on terms and conditions set forth in the Memorandum executed on 13th October 1993 by and between the National Bank of Poland, Łódzki Bank Rozwoju S.A. (ŁBR S.A.) and Bank Inicjatyw Gospodarczych S.A. on restructuring of ŁBR S.A., with its subsequent annexes. Currently applicable version of the Memorandum provides that assistance made available so far to BIG BANK Spółka Akcyjna (former ŁBR S.A.) shall be available to the Bank after merger of the banks, in the same scope and on the same terms and conditions as available so far to BIG BANK Spółka Akcyjna.
· In the ended year the Bank continued to implement the retail banking Millennium project being implemented jointly with Banco Comercial Portugues S.A. 

· On 5th January 2001 the Bank had informed that on 5th January 2001 District Court for the Metropolitan City of Warsaw deleted BIG BANK Spółka Akcyjna from the maintained by the said court commercial register. This took place in result of a merger between the Bank and BIG BANK effected pursuant to resolutions of the General Meetings of Shareholders of both banks adopted on 1st August 2000 and 10th August 2000, respectively. Pursuant to those resolutions, merger took place according to procedures set forth in Art. 464/1 of the Commercial Code, i.e. by transferring all assets of BIG BANK Spółka Akcyjna, as the bank being taken over, into the Bank, being the taking over bank, in exchange for shares of the Bank to be issued by the Bank to shareholders of BIG BANK Spółka Akcyjna. Merger was effected based on balance sheets prepared for 30.06.2000.

· On 25th June 2001 r. the Bank had informed that on 25th June 2001 it received from BG Leasing S.A. - a subsidiary of the Bank, Decision of the District Court in Gdańsk, Department 12 of the National Court Register, issued on 22nd June 2001, proclaiming bankruptcy of BG Leasing S.A. in Gdańsk, Al. Jana Pawła II, appointing Mr. Roman Chomiak to be the administrator in bankruptcy. The said decision is not legally binding, as yet.

· On 12.12.2001 Bank’s Management Board had informed that on 12th December 2001 it received decision No. 242/01 of the Banking Supervision Commission issued on 11th December 2001 on consenting to including cash funds of PLN 275,000,000 derived from sale of bonds issued by the Bank and acquired by BBG Finance B.V. in the Netherlands into auxiliary funds of the Bank up until 31st December 2006.

· On 13.12.2001 Bank’s Management Board had informed that on 12th December 2001 BBG Finance B.V. ("BBG Finance", "Company"), a limited liability company under Dutch law - a subsidiary of the Bank, acquired issued by the Bank 33 Series A variable interest rate bonds to be repurchased in three equal installments: in December 2005, December 2006 and December 2006, having the total nominal value of EUR 33,000,000, and 80 Series A junior variable interest rate bonds with repurchase deadline in 2011, having the total nominal value of EUR 80,000,000. The par value of each bond is EUR 1,000,000; acquisition price of each of them is equal to nominal value of such bonds.

The Bank had issued and sold these bonds for the purpose of increasing Bank’s credit capabilities, including increasing of supplementary funds of the Bank.

On the same date BBG Finance issued variable interest rate bonds with repurchase deadlines in December 2005, December 2006 and December 2007, having total nominal value of EUR 33,000,000 and junior variable interest rate bonds and repurchase deadline in 2011, having the nominal value of EUR 80,000,000. Such bonds were issued pursuant to a custody agreement executed on equal date by and between BBG Finance, 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 executed an agency agreement, under which Bank of New York was obligated to perform payment agent functions in respect to the BBG Finance bonds issued, determine the amount of interest due, operate a register of bondholders and become custodian of the bondholders.

To secure its obligations under the custody agreement, on 12th December 2001 BBG Finance executed with the Bank of New York an agreement on transfer of title to the owned by it bonds and issued by Bank Millennium S.A. 

To enable issue of the bonds by BBG Finance, on 12th December 2001 the Bank transferred EUR 1,200,000 as a bonus into share capital of the Company, in accordance with the appropriate agreement executed in this respect by and between the Bank and the Company. After the increase, Company’s share capital constitutes 1.08% of the value of bonds issued.

· On 31.12.2001 Bank’s Management Board had informed that on 31st December 2001 the Bank received a decision of registering on 31.12.2001 increase in Bank’s share capital to PLN 849,181,744 issued by the District Court for the Metropolitan City of Warsaw, Department 19 of Corporate Law and the National Court Register. Total number of votes available in result of all shares issued after the said capital increase registration equals to 849,248,144.

26. INFORMATION ON IMPORTANT EVENTS TAKING PLACE AFTER THE BALANCE SHEET DATE AND NOT INCLUDED INTO THE FINANCIAL STATEMENTS

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

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

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

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

· On 24.01.2003 Bank’s Management Board had informed of having been notified that on 24.01.2003 Dom Maklerski BIG-BG S.A. - Bank’s subsidiary, had received a decision of the District Court for the Metropolitan City of Warsaw, Department 19 of Corporate Law and the National Court Register changing the trade name, which now is styled: “Millennium Dom Maklerski Spółka Akcyjna” (abbreviated name: “Millennium Dom Maklerski S.A.”). Change of the brokerage house name does not require introduction of any amendments to contractual relationships of the brokerage house with its customers and contractors. The change of name originated from the restructuring program of Millennium Bank Group, including implementation of a new, coherent naming architecture for business lines of the Bank and its subsidiaries.

· On 31.01.2003 Bank’s Management Board informed of having executed with BESTA Sp. z o.o. (“BESTA”) - subsidiary of the Bank, a sale of enterprise agreement (“Agreement”) in respect to BESTA. In result of executing the Agreement, the Bank had acquired enterprise of BESTA (as understood in Art. 55 index 1 Civil Code) for the total price of PLN 11,174,324. Business activities performed within the BESTA enterprise comprise in particular printing and correspondence dispatching services, services associated with mass payments processing and services rendered to investment funds. Upon transfer of the enterprise to the Bank all burdens and risks associated with the being taken over property components will also pass to the Bank. All amounts to receipt of which is BESTA authorized and liabilities that BESTA is obligated to pay under court verdict or composition in court shall be credited and debited, respectively, to the Bank, without recourse to BESTA. The Bank will take over BESTA staff by way of transferring the facility to a new employer, as provided for in Art. 21 index 1 of the Labor Code, effective 31.01.2003. In result of executing this agreement, condition precedent of which the Bank had informed in its Communication No. 79/2002 of 13.12.2002 had been fulfilled.

27. INFORMATION ON MAJOR EVENTS IN THE FINANCIAL YEAR  WHICH HAD A MATERIAL IMPACT ON THE CHANGE OF THE BALANCE SHEET ITEM STRUCTURE AND ON THE FINANCIAL RESULT  

· On 18 January 2002 the Bank’s Management Board informed that it received  Resolution No. 15/2002 dated 18 October 2002  adopted by the Management Board of the Stock Exchange in Warsaw on the introduction for trading on stock the Bank’s series "K" shares.  The Resolution admitted under the regular procedure  for trading on stock on the basic market as of 25 January 2002 the number of  424.590.872 series “K” common shares of the Bank to the bearer, issued on the basis of the Resolution No. 2 adopted by the Bank’s Extraordinary Shareholders Meeting on 22 October 2001   

· On 18 January 2002 the Bank’s Management Board informed to have received the decision taken by the Commission of Securities and Stock Exchange dated 8 January 2002 permitting the Bank to be an intermediary in the sale and re-purchase of the participation units of the open investment funds  and specialist open investment funds.

· On 6 February 2002 the Bank’s Management Board informed that the Bank received the decision No. 13/02 taken by the Banking Supervision Commission ("KNB") dated 29 January 2002 in the matter of consent for posting to the Bank’s supplementary funds  until 12 December 2011 cash of 275.000.000 PLN, obtained from the issue and sale of the Bank’s 10-year subordinated bonds worth 80.000.000 euro to the Bank’s subsidiary, BBG Finance B.V. with its seat in Holland.

The above decision waived decision No. 242/01 made by KNB on 11 December 2001, about which the Bank informed in the Communiqué No. 103/2001 dated 12 December 2001 

· On 27 March 2002 the Bank’s Management Board informed that it received information on the admittance for trading as of 27 March 2002 for public trading on the Luxembourg Stock Exchange 33 million ordinary bonds bearing variable interest and 80 million of subordinated bonds bearing variable interest, issued  on 12 December 2001 by BBG Finance B.V. with its seat in Holland (the company is wholly owned by the Bank).

· On 15 April 2002 the Bank’s Management Board informed that it received information from BEL Leasing Sp. z o.o. ("BEL") – the Bank’s subsidiary  - on the satisfaction of conditions precedent provided for in the annexes to the leasing agreements concluded by BEL – as the lessor (financing) with PKP S.A. – as the lessee (user), whose signing was communicated by the Bank in the Communiqué No. 100/2001 dated 7 December 2001 In this connection as of 15 April 2002 the party to the a/m leasing agreements is PKP CARGO S.A., as the lessee (user). The total value of services on account of the a/m leasing agreements amounts to net 307.620.885,08 PLN. At the same time the Bank informed that the total amount to be paid by PKP CARGO S.A., as the lessee (user), resulting from all agreements assumed by PKP CARGO S.A. from PKP S.A. over the past 12 months amounted on 15 April 2002 some 382.114.929,85 PLN net.

· On 21 May 2002 the Bank’s Management Board informed that on 20 May 2002, the Bank which is the sole shareholder in the pension company  Powszechne Towarzystwo Emerytalne BIG Banku GDAŃSKIEGO S.A. ("PTE BIG BG") concluded with BRE BANK S.A. ("BRE") which is the sole shareholder in the pension company Powszechne Towarzystwo Emerytalne Skarbiec-Emerytura S.A. ("PTE Skarbiec-Emerytura"): 

a) the agreement on the merger of Powszechne Towarzystwo Emerytalne BIG Banku GDAŃSKIEGO S.A. and Powszechne Towarzystwo Emerytalne Skarbiec-Emerytura S.A. ("Merger Agreement"), and the

b) Option Agreement

terminating at the same time, with the agreement of the parties, the Agreement on the merger of PTE BIG BG and PTE Skarbiec-Emerytura dated 19 April 2001, the conclusion of which was communicated in the Communiqué  No. 28/2001 dated 20 April 2001 

the merger shall be effected in keeping with the procedure provided for in Art. 492  par. 1 pt 1 of the Code of Commercial Companies, and the surviving company will be PTE Skarbiec-Emerytura. The Bank’s share in the share capital and in the votes at the Shareholders Meeting of PTE Skarbiec-Emerytura after the merger will amount to 38,61%.

The merger is conditioned by the permit to be obtained from the Insurance and Pension Fund Supervision Authorities  ("KNUiFE").

Pursuant to the Option Agreement BRE granted the sale option to the Bank and the Bank granted to BRE the purchase option with respect to all the shares acquired by the Bank in PTE Skarbiec-Emerytura as a result of the registration of the merger with PTE BIG BG. The purchase price of the a/m shares by BRE will amount to between 320.000.000 PLN and 382.500.000 PLN.

The Option Agreement provides for the guarantee penalty amounting to the price for the PTE  Skarbiec-Emerytura  shares for the party defaulting the conditions of sale or the option of purchase. The payment of the guarantee penalty does not affect the rights of the Party to claim additional compensation.

the repurchase of the shares by BRE shall be conditioned  by the permit obtained from KNUiFE. The performance of the sale option or of the purchase option shall also depend on the registration of the merger of PTE Skarbiec-Emerytura and PTE BIG BG and the striking of PTE BIG BG from the National Court Register. The criterion for recognizing the agreement as the meaningful agreement shall be the exceeding of the 10% value of the Bank’s equity capital. 


· On 24 May 2002 the Bank’s Management Board informed that on 23 May 2002, the Bank signed the syndicate agreement on the preparation and submission of the final offer for the service provider responsible for organizing and conducting the issue and the servicing of the trading in  the bonds of Polish railways Polskie Koleje Państwowe S.A. ("PKP") with surety granted by the State Treasury  of the Republic of Poland worth a total of 1 000 000 000 PLN. Besides the Bank the syndicate includes: BRE Bank S.A., Westdeutsche Landesbank Polska S.A. and Deutsche Bank Polska S.A. Pursuant to the a/m Agreement  the syndicate members  shall prepare and shall submit the offer within the framework of the invitation to bidding  realizes in keeping with the negotiation procedure  with competition. The Agreement confirms the joint a several responsibility of the syndicate members for the liabilities resulting therefrom and obliges the syndicate members to acquire the a/m bonds, and the share of all the members in the commitment to  acquire the a/m bonds of PKP is equal and amounts to 25% of the total value of the issue. If the syndicate does not win the bidding, the syndicate agreement shall expire on the final resolution of the bidding to the disadvantage of the syndicate or its cancelling. The criterion for recognizing that agreement as meaningful for the Bank is the value of the object of the agreement reaches at least 10% of the value of the Bank’s equity capital.

· On 4 June 2002 the Bank’s Management Board informed that the Bank received the decision made by the Insurance and Pension Funds Supervision Authorities ("KNUiFE") dated 29 May 2002, permitting for the merger of Powszechne Towarzystwo Emerytalne BIG Banku GDAŃSKIEGO S.A. ("PTE BIG BG") and Powszechne Towarzystwo Emerytalne Skarbiec-Emerytura S.A. ("PTE Skarbiec-Emerytura") pursuant to the procedure provided for Art. 492 par.1 pt 1 Code of Commercial Companies, by transferring all the assets of PTE BIG BG, whose sole shareholder is the Bank, to PTE Skarbiec-Emerytura in return for 3.176.181 registered common shares series J issued by PTE Skarbiec-Emerytura. In making the decision on the merger KNUiFE determined that 2 August 2002 would be the date marking the beginning of the liquidation of the open pension fund Otwarty Fundusz Emerytalny {ego} ("OFE") managed by PTE BIG BG , while 31 January 2003 would mark the end of the liquidation  of OFE. The decision referred to above is the satisfaction of the condition for the realisation of the agreement between the bank and BRE BANK S.A. (about which the Bank informed in the Communiqué No. 31/2002 dated 21 May 2002 ) on the merger of PTE BIG BG and PTE Skarbiec-Emerytura.

· On 12 June 2002 the Bank’s Management Board informed that on that day the Bank received information  from the Management Board of Polish railways Polskie Koleje Państwowe S.A. ("PKP"), that the PKP Management Board selected on 11 June 2002 the bid for the provision of services in connection with the organization and conducting the issue and the services connected with the trading in the PKP bonds with surety granted by the State Treasury, worth a total of 1 000 000 000 PLN submitted by the syndicate of the banks  in the following composition: Bank, BRE Bank S.A., Westdeutsche Landesbank Polska S.A. an d Deutsche Bank Polska S.A. Each member of the syndicate agreed to acquire or to make acquire and pay for 25% of the total issue of the a/m bonds and to the joint and several liability towards PKP on that account.

· On 25 June 2002 the Bank’s Management Board ("Bank") informed that in connection with the decision taken by the Banking Supervision Commission on establishing the receivership in the bank Wschodni Bank Cukrownictwa S.A. in Lublin, and hence  the condition on the effectiveness was satisfied as provided for in the “Agreement on the assistance in the restructuring of Wschodni Bank Cukrownictwa S.A. in Lublin” by the Bank with other eleven banks. The Agreement provides for the opening of  the credit line for Wschodni Bank Cukrownictwa S.A. in Lublin.

· On 26 July 2002 , the Bank’s Management Board informed that on 26 July 2002, the Bank terminated credit agreements worth a total of 126.838.158,30 PLN to two customers, who were co-debtors.

· On 2 August 2002 , the Bank’s Management Board informed that on 1 August 2002 an Agreement was signed on the servicing  and the underwriting the bonds issue by the Polish railways Polskie Koleje Państwowe Spółka Akcyjna (PKP S.A.) guaranteed by the Polish  State Treasury with the total nominal value of 1.000.000.000 PLN by PKP S.A. and the bank syndicate comprising Bank, BRE Bank S.A., Deutsche Bank Polska S.A. and Westdeutsche Landesbank Polska S.A. The PKP S.A. bonds shall be issued not later than 60 days after the Agreement is signed on the servicing and underwriting the PKP S.A. bond issue. The bonds shall be offered for purchase in keeping   with the provisions of Art. 9 pt 3 of the Law dated 29 June 1995 on bonds as later amended. Each of the banks members of the syndicate agreed to acquire or to make acquire  and pay for 25% of the total issue  of the bonds and shall be jointly and severally liable towards PKP S.A. if the bonds are not acquired  by the investors. The criterion for recognizing that agreement as meaningful for the Bank is the value of the object of the agreement reaches at least 10% of the value of the Bank’s equity capital. 

· On 30 August 2002 the Bank’s Management Board informed that on 29 August 2002 FORIN Sp. z o.o. with its seat in Warsaw – the Bank’s subsidiary, concluded an annex to the agreement with "Nadwiślański Węgiel" S.A. with its seat in Tychy on the purchasing by "FORIN" Sp. z o.o. of the receivables from "Nadwiślański Węgiel" S.A. and their monitoring and settlement. According to the signed annex "FORIN" Sp. z o.o. agreed to acquire receivables from "Nadwiślański Węgiel" S.A., on the conditions provided for in the agreement up to the total of 205.000.000 PLN.

· On 19 September 2002 the Bank’s Management Board informed that the Bank concluded the Assurefinance Agreement with the insurance company Powszechny Zakład Ubezpieczeń Spółka Akcyjna and life insurance company Powszechny Zakład Ubezpieczeń na Życie Spółka Akcyjna – to develop and distribute products and to develop a common offer to satisfy the Customers’ needs.

· On 26 September 2002 the Bank’s Management Board informed that the Bank sold to BRE Bank Spółka Akcyjna ("BRE") 3.176.181 registered shares series J of the pension company Powszechne Towarzystwo Emerytalne Skarbiec-Emerytura S.A. ("PTE"), with the nominal value of 10 PLN each, which represent 38,61% in the share capital and guarantee the same number of votes at the Shareholders Meeting of PTE. The value of the sold assets recorded in the Bank’s books amounted to 163.914.660 PLN, while liabilities towards other entities amounted to 161.814.894 PLN. The share sale transaction was conducted through the  Investment House of BRE Bank S.A. The total price for the shares sold amounted to 382.500.000 PLN, and the sum of 500.000 PLN was retained by BRE until the parties settle the costs for preparing the computer software for transferring the registered fund members. As a result of the transaction  the Bank is not a holder of the PTE shares. The shares were sold in effect of the implementation of the Option Agreement concluded between the Bank  and BRE on 20 May 2002, about which the Bank informed in the Communiqué No. nr 31/2002 dated 21 May 2002. The value of the sold assets exceeded 10% of the value of the Bank’s equity capital.

· On 1 October 2002 the Bank’s Management Board informed that on 30 September 2002 BEL Leasing Sp. z o.o. ("BEL") – the Bank’s subsidiary concluded with the leasing company Branżowe Towarzystwo Leasingowe TABOR S.A. ("BTL") four agreements ("agreements"), on the basis of which BEL shall acquire a total of 336 railway cars with the total value which is the PLN equivalent of 11.827.350,92 Euro net, and 14.429.368,12 Euro VAT inclusive, which translated into PLN at the average rate announced by NBP  on 30 September 2002 (4,1482) amounts to respectively: 49.062.217,09 PLN net and 59.855.904,84 PLN VAT inclusive. At the same time, the total value of benefits resulting from the sales agreements concluded by BEL and BTL over the past 12 months, jointly with the a/m sales agreements, is the PLN equivalent of 27.125.690,60 Euro net, and  33.093.342,53 euro VAT inclusive, which translated into PLN at the average rate announced by NBP on 30 September 2002 (4,1482) amounts to respectively: 112.522.789,75 PLN net and 137.277.803,48 PLN Vat inclusive.

Transfer of ownership to the railway cars to BEL depends on the repayment by BTL of the liabilities which are secured by the railway cars, referred to above. Pursuant to the conditions of the agreement upon purchasing the railway cars, BEL shall assume the rights and duties of the financing party resulting from the lease agreements concluded by BTL and PKP CARGO S.A. The value of benefits resulting from the a/m lease agreements  amounts to 53.578.687,08 PLN net, and  65.365.998,24 PLN VAT inclusive. The agreements were concluded subject to the transfer of ownership to the railway cars  to BEL (condition precedent). 

By the same, the total value of  the benefits resulting from the lease agreements concluded by BEL and PKP CARGO S.A. over the past q2 months , including the  a/m lease agreements  shall add to 112.563.998,08 PLN net, and 137.328.077,66 PLN VAT inclusive. 

· The Bank’s Management Board informed in connection with the Communiqué dated 1 October 2002 regarding the agreements concluded on 30 September 2002 by BEL Leasing Sp. z o.o. ("BEL") – the Bank’s subsidiary and the leasing company Branżowe Towarzystwo Leasingowe TABOR S.A. with its seat in Poznań ("BTL"), that the conditions precedent referred to in § 5 of the a/m agreements were not satisfied. By the same on 3 October 2002 the ownership to railway cars was transferred to BEL. And also upon acquiring  the ownership of the railway cars, BEL assumed the rights and duties of the financing party, resulting from the lease agreements whose object are the railway cars (PKP Cargo S.A. is the party to the lease agreement). 

· On 5 October 2002 the Bank’s Management Board informed that Polish railways Polskie Koleje Państwowe S.A. ("PKP S.A.") issued bonds with the nominal value of 1.000.000.000 PLN (one billion). The issue was effected in the exercise of the Agreement on the servicing and underwriting the issue of PKP S.A. bonds, guaranteed by the State Treasury, concluded on 1 August 2002 by PKP S.A. and the bank syndicate composed of the Bank, BRE Bank S.A., Deutsche Bank Polska S.A. and Westdeutsche Landesbank Polska S.A., about which the Bank informed in the Communiqué No. nr 45/2002 dated 2 August 2002. Pursuant to the a/m agreement  each bank member of the syndicate  agreed to acquire or to make acquire  and pay for  25% of the total issue. The Bank informed that it acquired 2.425 bonds worth the aggregate of 242.500.000 PLN.

· On 15 October 2002 the Bank’s Management Board informed that the Bank adopted a resolution on the issue of unsecured bonds to the bearer. It is the intention to issue not more than  20.000.000 (twenty million) bonds with the nominal value of 100 (one hundred) PLN each, with the total nominal value of not more than 2.000.000.000 (two billion) PLN. The bonds shall not bear interest and shall be offered for purchase with discount as against their nominal value. No non-cash allowances are envisaged from the issued bonds. In case of the issue of bonds in the maximum envisaged amount of 2.000.000.000 PLN, the ratio of the value of the bond issue to the value of issuer’s equity capital is 116,63% while the ratio of the value of the issuer’s bonds and all the previously issued  and not redeemed bonds  amounts to 143,5%. As at 30 September 2002 the Bank’s equity capital amounts to 1.714.876 thousand PLN. It is the intention of the Bank to introduce the bonds for public trading in securities and the secondary trading on the CTO regulated market.

· On 18 October 2002 the Bank’s Management Board informed that it took a decision to start the restructuring process of the Capital Group. The objective of the activities is to simplify  the Group’s structure by merging some entities  making part of it and in effect to simplify the management structure, to contain the  administrative functions and reach cost synergies.

The first stage of the programme is the merger of BEL Leasing Sp. z o.o, INEC Services Spółka z o.o. with its seat in Warsaw )the entity is linked with the Bank) ("INEC"), BET Trading Sp. z o.o. and DEBT Services Sp. z o.o., by way of their overtaking by BEL Leasing Sp. z o.o. In this connection the Bank’s Management Board adopted a resolution on 18 October 2002 on the in-kind contribution of to the share capital of INEC come cash receivables due to the Bank from INEC and resulting from the agreements concluded earlier with the  Bank by that company  and concluded the agreement with  INEC on forgiving the debt to INEC on account of the receivables due for the commercial papers held by the Bank , issued by INEC on 6 December 2000 with the nominal value of 35.600.000 PLN. INEC consented for the release from the debt. The subject of the Company’s activity are the financial operations conducted on the capital market to its own account and on commission. The value of the receivables contributed by INEC posted in the Bank’s books amounted to 99.064.000 PLN and the value of the receivables is the same in the INEC books (the value was agreed on the basis of the book value). The subject of activities of Bet Trading Sp. z o.o. and  DEBT Services Sp. z o.o. includes in particular the financial operations on the capital market. BEL Leasing Sp. z o.o. is one of the leading leasing companies in Poland.

· On 8 November 2002 the Bank’s Management Board informed that it would continue the restructuring process of  the Bank’s capital group. On 7 November 2002  the Bank:

(1) received the decision of the District Court  in Warsaw on the registration by that Court of on 29 October 2002 the increase of the shares capital of the Bank’s subsidiary called INEC Services Sp. z o.o. with its seat in Warsaw ("INEC"). As a result of the increase INEC’s share capital will amount to 99.564.000 PLN, while the structure  of the share capital after the registration is following: 


- Bank     
                            - 99,5%


- BET Trading Sp. z o.o. 

-  0,5%

the total number of votes resulting from all the shares issued by INEC after the registration of the share capital increase is: 199.128. the assets contributed by the Bank in the form of the non-cash contribution is recorded in the INEC’s books at  99.064.000 PLN. The value of provisions created for those assets amounted to 105.553.000 PLN. The value of assets, at which they were contributed to INEC in the form of the in-kind contribution amounted to: 99.064.000 PLN.

(2) the agreement was signed for the sale of the shares in INEC which constitute the Bank’s financial assets, to the Bank’s subsidiary called BEL Leasing Sp. z o.o. with its seat in Warsaw ("BEL").  On the basis of that agreement the Bank sold to BEL 198.128 shares in INEC with the nominal value of 500 PLN each, and with the total nominal value of 99.064.000 PLN and at the total price of 1.135.118 PLN. The value  of the shares sold posted in the Bank’s books amounted to 99.064.000 PLN. The shares sold represent 99,5% of INEC’s share capital. The source of financing of the shares acquired by BEL was the company’s equity capital. The shares acquired by BEL will constitute the long-term capital investment in BEL. At the subsequent stage BEL will merge with INEC by way of  BEL overtaking INEC. After concluding the sale agreement  the Bank has no shares in INEC, while BEL’s share in INEC’s share capital amounts to 100%, which corresponds to 100% of the votes at the shareholders meeting of INEC.

(3) BEL, as the sole shareholder of INEC, also contributed to INEC 4.100.000 PLN worth of additional payments in the meaning of Att. 177 and subsequent of the Code of Commercial Companies.

· On 25 November 2002 the Bank’s Management Board informed that INEC Services Sp. z o.o. ("Seller") – the company with respect to which the Bank is the dominant company, was intending to sell to the investors 24.820.000 shares ("Shares") of the, representing 2,92% of the share capital and giving 2,92% votes at the Bank’s Shareholders Meeting. The Shares would be sold to the investors under the procedure for the transactions on the continuous quotation market starting on 28 November 2002 /Thursday /. If the pricing conditions  in the course of continuous quotations did not allow to realise the transaction at the minimum price agreed by the Seller, the shares could be sold under the procedure provided for the floor transactions. The Share sale price will be agreed on the basis of  the average Stock price over the past 6 months, analysis of market liquidity and the current market situation. The transaction will be co-ordinated  from the technical side  by the Brokerage House DM BIG BG S.A. The Seller reserves the right to refrain from the intended Share sale  without giving cause. Information on the desisted intention of the Share sale shall be notified in the form of the current report on 28 November 2002 

· On 26 November 2002 the Bank’s Management Board informed that the Securities and Stock Exchange Commission took a decision to consent for the public trading in the Bank’s bonds  which would be offered within the framework of the bond issue programme. Detailed conditions of the issue will be published  in the form of the Bank’s current report.

· On 3 December 2002  in connection with the Communiqué No. 63/2002 dated 18 October 2002 the Bank’s Management Board informed that BEL Leasing Sp. z o.o. ("BEL") – the Bank’s subsidiary received the decision issued by the District Court for the capital city of Warsaw, XIX Economic Division of the National Court Register  on 29 November  2002 on the merger of BEL with INEC Services Sp. z o.o. The merger was conducted in keeping with the terms and conditions specified in Art.516 of the Code of Commercial Companies i.e. without the BEL’s capital increase, without the resolution of the BEL’s shareholders meeting  and without the need to introduce changes in the BEL’s founding act.

28. INFORMATUION ON THE RELATIONS BETWEEN THE LEGAL PREDECESSOR AND THE ISSUER AND THE METHOD AND SCOPE FOR TAKING OVER THE ASSETS AND LIABILITIES 

Over the period from 01 January 2002 – 31 December 2002 the Bank did not effect any take overs.

29. FINANCIAL STATEMENT AND COMPARABLE FINANCIAL DATA ADJUSTED BY APPROPRIATE INFLATION INDICATOR – IF THE CUMULATED AVERAGE ANNUAL INFLATION RATE  OVER THE PAST THREE YEARS OF THE ISSUER’S OPERATION REACHED  OR EXCEEDED 100%

Over the period from 01 January 2002 – 31 December 2002 the average annual inflation rate over the past three years did not exceed 100%.

30. SPECIFICATION AND COMMENT TO THE DIVERGENCE BETWEEN THE DATA REVEALED IN THE FINANCIAL STATEMENT AND THE COMPARABLE FINANCIAL DATA AND THE COMPARABLE CONSOLIDATED FINANCIAL DATA, AND THE PREVIOUSLY PREPARED AND PUBLISHED FINANCIAL STATEMENTS


Any an all adjustments resulting from the application of the evaluation with the equity method in relation to the shares and interests in the subsidiaries were introduced with the retrospective date, which means that comparable data were transformed. The quantification of the adjustments is following:

Adjusted item 
Data as at 31 December 2001 in the statement at 31 December 2001
Change 
Data as at 31 December 2001 in the statement at 30 June 2002

VIII. shares and interests in the subsidiaries 
379 393
+65 130
444 523

X. shares and interests in the affiliates 
7 999
-1 472
6 527

XI. shares and interests in other units 
8 010
-7 247
763






XVIII. undistributed profit  or uncovered loss carried forward 
-89 378
+81 297
-8 081

XIX. Net profit (loss) 
44 738
-24 886
19 852

The unit’s share capital changed as  a result of the introduced changes. The value of  the changes  is following:

Reporting date 
Status of data in the previous statements 
Change 
Status of data in the current statement

31 December 2001
1 414 237
+56 411
1 470 648

Due to the changed posting of income and costs connected with  the derivative instruments in the profit and loss account over the period  1 January– 31 December 2001 following transformations were made: the  „result on financial operations” was decreased by  ........ thousand PLN, and also the interest income and cost respectively by ............ thousand PLN and ................  thousand PLN.

Belo are described the changes affecting the structure of the financial result in the form of the table:

Adjusted item 
Status of data at 31 December 2001 in the statement at 31 December 2001
Change 
Status of data at 31 December 2001 in the statement at 31 December 2002

Interest income 




Interest cost




Result of financial operations 




Other adjustments of  the comparable data resulted from the change of the format of the statements. For this reason the receivables and liabilities regarding the budget sector have been split (previously these values were  demonstrated together with the receivables/liabilities of the non-financial Customers).

31. CHANGES OF THE APPLIED STANDARDS (POLICY) OF ACCOUNTING AND THE METHOD FOR PREPARING THE FINANCIAL STATEMENT 

Information on the changes in the  accounting standards were contained in item 11.2) of the Introduction to the present statement and item 30 of the Additional Comments.

32. CORRECTION OF BASIS MISTAKES 

No basic mistakes occurred.

33. if there is uncertainly as to the possible continuation ofthe business, describe the uncertainty and declare the existence of such uncertainty as well as indicate whether the financial statement contains  adjustment connected therewith . 

There is no uncertainty as to the continued business.

34. IN CASE OF THE FINANCIAL STATEMENT PREPARED FOR THE PERIOD DURING WHICH A MERGER OCCURRED, INDICATE THAT THIS IS THE FINANCIAL STATEMENT PREPARED AFTER THE MERGER OF THE COMPANIES AND INDICATE THE DATE OF THE MERGER AND THE METHOD FOR SETTLING THE MERGER.

Over the period between  01 January 2002 – 31 December 2002 no merger was effected with the participation of the Bank.

35. IF THE ISSUER DOES NOT PREPARE THE CONSOLIDATED FINANCIAL STATEMENT QUOTE THE LEGAL BASIS FOR NOT PREPARING THE  CONSOLIDATED FINANCIAL STATEMENT.
Bank Millennium S.A. prepares the consolidated statement.
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