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1. General information

1.1 General information on the Bank

1.1.1 Bank name

Bank Millenium S.A. 

On 8 January 2003 Bank received a resolution of Register Court on registration in National Court Register of change of Bank’s statute relating to Bank’s firm. The former firm BIG Bank GDAŃSKI S.A. was replaced with firm Bank Millennium S.A.

1.1.2 Registered office

ul. Kopernika 36/40

00 – 924 Warsaw

1.1.3 Commercial registration


Seat of the court:

Warsaw


Date: 

30 April 2001


Registration number: 

KRS 0000010186

1.1.4 Tax Office and Provincial Statistical Office registration


NIP:

526-021-29-31


REGON: 

001379728

1.2 Auditor information


KPMG Polska Audyt Sp. z o.o.


ul. Chłodna 51, XVI floor


00-867 Warsaw

KPMG Polska Audyt Sp. z o.o. is registered as a company authorised to audit financial statements (number 458).

1.3 Legal status

1.3.1 Share capital

The share capital of the Bank as at 31 December 2002 amounted to PLN 849,182 thousand divided into 849,181,744 ordinary bearer shares with a nominal value of PLN 1 each.

1.3.2 Activities of the Bank

According to the Bank’s Statute, the main activities include:

· opening and maintaining bank accounts and being an intermediary in money settlements;

· granting credits and loans;

· accepting a vista deposits and term deposits and maintaining accounts for these deposits;

· dealing with foreign exchange values and facilitating transactions abroad according to foreign exchange law;

· issuing securities, trading in securities and maintaining custodian accounts for these securities;

· performing activities for the issuance, management and trade of securities on its own account and for third parties;

· granting guarantees;

· performing cheque and bill of exchange operations;

· concluding cooperation and settlement agreements with banks;

· safe-keeping of valuables and securities;

· purchasing securities issued abroad, according to the legal requirements;

-
offering cards and effecting operations with cards;

· performing term financial operations;

· purchasing and selling receivables;

· issuing banking securities;

· performing banking activities for third parties according to banking law.

1.3.3 Board of Directors

At 31 December 2002, the Management Board of the Bank comprised the following members:

President of the Management Board

Bogusław Kott 

Vice-president of the Management Board

Julianna Boniuk

Vice-president of the Management Board

Francisco de Lacerda

Vice-president of the Management Board

Wojciech Haase 

Vice-president of the Management Board

Fernando Bicho 

Vice-president of the Management Board

Anna Rapacka

Vice-president of the Management Board

Pedro Alvares Ribeiro

Vice-president of the Management Board

Zbigniew Sobolewski

On 22 July 2002, Joao Manuel Neto resigned from the position of Vice-president of the Management Board. Simultaneously, the Supervisory Board appointed Fernando Bicho as Vice-president of the Management Board (effective from 1 August 2002).

1.3.4 Supervisory Board

At 31 December 2002, the Supervisory Board of the Bank comprised the following members:

President






Maciej Bednarkiewicz

Vice-president, Secretary



Ryszard Pospieszyński

Member






Marek Belka

Member






Christopher De Beck

Member






Jorge Manuel Jardim Goncalves

Member






Andrzej Koźmiński

Member






Marek Rocki

Member






Gijsbert Johannes Swalef

Member






Jerzy Zdrzałka

On 18 December 2002 Special General Meeting of Shareholders appointed Mr. Marek Belka as Member of the Management Board.

1.4 Prior period financial statements

The financial statements for the period from 1 January 2001 to 31 December 2001 were audited by KPMG Polska Audyt Sp. z o.o. who issued a qualified opinion. 

1. The Bank has charged PLN 602 million, consisting of PLN 74 million general expenses, PLN 99 million charge of provision for a restructuring, PLN 413 million specific and general loan provision, PLN 10 million provision for diminution in value of debt securities and PLN and 6 million provision for diminution in value of shares directly to shareholders’ equity.  Additionally, under Bank’s accounting policy on deferred taxation, PLN 24 million of future tax benefit on these items was credited to shareholder’s equity. 

Under accounting standards applied in Poland, these charges and credit should have been recorded in the profit loss account for the year ended 31 December 2001.

The charges and credit described in item 1 do not affect the reported balance of shareholder’s equity as of 31 December 2001, however, had they been recorded in the profit and loss account for the year then ended, the net reported result would have been reduced by PLN 578 million.

2. Further PLN 265 million of specific loan loss provision and a PLN 25 million provision for doubtful receipt of interest income accrued during the year have been charged directly to shareholder’s equity. Under accounting standards applied in Poland, these charges should have been recorded in the profit and loss account for the year then ended.

The charges described in item 2 do not affect the reported balance of shareholder’s equity as of 31 December 2001, however, had they been recorded in the profit and loss account for the year then ended, the net reported result would have been reduced by a further PLN 290 million.

The financial statements were approved at the Shareholders’ Meeting on 20 March 2002. According to the Shareholders’ Meeting Resolution No. 5 dated 20 March 2002 the profit for the financial period ended 2001 in the amount of PLN 44,738 thousand was allocated to the general risk fund.

The closing balances as at 31 December 2001 have been properly recorded as the opening balances of the audited period with taking into consideration the adjustments resulting from the changes in accounting rules, which were presented in detail in notes 9 and 11 of ‘Introduction to the financial statements and comparative financial data’.


The financial statements of the Bank for the period ended 31 December 2001 were submitted to the District Court in Warsaw on 29 March 2002 and were published in the "National Journal" No. B 59 dated 3 July 2002.

1.5 Audit scope and responsibilities

We have audited the financial statements in accordance with the audit contract dated 15 May 2002. The financial statements include:

1. introduction;

2. the balance sheet as at 31 December 2002, with total assets and total liabilities and equity of PLN 18,612,519 thousand; 

3. solvency ratio;

4. the statement of contingencies and commitments granted as at 31 December 2002 amounting to PLN 2,853,714 thousand;

5. the profit and loss account for the fiscal period from then ended with a net profit of PLN 183,930 thousand; 

6. the statement of changes in shareholders’ equity for the period from 1 January 2002 to 31 December 2002, with increase in equity of PLN 283,923 thousand; 

7. the cash flow statement for the six months period then ended with an decrease in cash amounting to PLN 183,039 thousand; and

8. notes to the financial statements.

We conducted the audit in accordance with section 7 of the Polish Accounting Act dated 29 September 1994 (Unified version, Official Journal No. 76, item 694) and the professional norms established by the Polish National Council of Certified Auditors.

According to paragraph No. 52 of above-mentioned Accounting Act, these financial statements are responsibility of the Bank’s management. We have conducted an independent audit of these financial statements in order to express an opinion thereon and present this, together with a written auditors’ report, to the Bank’s Supervisory Board and Shareholders.

On 14 February 2002, the Bank’s Directors submitted a representation letter as to the completeness, fairness and accuracy of the financial statements presented for audit, which, amongst other things, confirmed that there were no undisclosed matters significantly influencing the information presented in the financial statements for the audited period.


All our requests for documents and information necessary for expressing our opinion and preparing the report have been fulfilled.


KPMG Polska Audyt Sp. z o.o. is independent of the Bank and the scope of the work planned and performed has not been limited in any way.  The method and scope of our audit is detailed in working papers prepared by us and retained in the offices of KPMG Polska Audyt Sp. z o.o.

Financial analysis of the Bank 

1.6 Summary of the financial statements

Detailed information relating to balance sheet, profit and loss account as well as statement of contingencies and commitments are included in the Bank’s financial statements.

1.6.1 Balance sheet

ASSETS
31.12.2002

31.12.2001


PLN ‘000

PLN’000











Cash and due from NBP
282,528

462,065






Treasury bills and other bills eligible for refinancing with NBP
16,708


19,254






Due from financial sector
1,648,830

2,520,106






Due from non-financial sector
9,293,237

7,801,815






Due from budget sector
518,899

363,856






Debt securities
3,144,215

4,882,242






Investments in subsidiary undertakings
1,163,734

557,697






Investments in associated undertakings
9,675

8,177






Investments in other entities
47,502

3,511






Other securities and other financial assets
534,512

51,000






Intangible fixed assets
228,072

249,522






Tangible fixed assets
608,609

612,051






Other assets
420,817

1,414,773






Interperiod settlements
695,181

979,198






TOTAL ASSETS
18,612,519

19,925,267






LIABILITIES
31.12.2002

31.12.2001


PLN ‘000

PLN’000

 




Due to the Central Bank 
2,797,793

2,505,212






Due to financial sector
10,318,970

12,622,038






Due to non-financial sector
843,181

804,249






Due to budget sector





552,355


219,955

Debt securities issued









Other financial instruments
486,239

0






Funds for staff benefit and other liabilities
233,191

177,884






Accruals and deferred income
616,765

737,431






Provisions
687,031

1,105,174






Subordinated loans
322,423

282,676






Share capital
849,182

849,182






Equity reserves
560,846

578,721






Revaluation reserve
76,409

30,974






Other reserves
44,738

0






Undistributed profit or unpaid loss from previous period
39,466

(8,081)






Net profit
183,930

19,852






TOTAL LIABILITIES
18,612,519

19,925,267

Off-balance sheet commitments

31.12.2002

PLN ‘000

31.12.2001

PLN’000

Commitments granted

2,853,714

3,124,461

Commitments received

980,499

773,991

Commitments resulting from sale/purchase operations

19,034,503

15,525,817

Other 

4,013,776

3,096,554

Total

26,882,492

22,520,823

1.6.2 Profit and loss account 


01.01.2002 –31.12.2002
01.01.2001 –31.12.2001



PLN ‘000
PLN ‘000







Interest income
1.894.803
2.656.658







Interest expense
(1.283.905)
(2.134.409)







Net interest income
610.898
522.249







Fee and commission income
245.447
237.389







Fee and commission expense
(45.641)
(39.748)







Net fee and commission income
199.806
197.641







Income from shares, other securities and other financial instruments

225.979

30.513







Net profit on financial operations
209.999
151.796







Net profit on foreign exchange
56.987
48.592







Profit on banking activity
1.303.669
950.791







Other operating income
42.068
12.020







Other operating expenses
(20.863)
(8.683)







General expenses
(848.012)
(691.906)







Depreciation of tangible fixed assets and amortisation of intangible fixed assets

(98.410)

(111.891)







Charges to provisions and revaluation
(882.944)
(445.393)







Release of provisions and revaluation
679.504
322.485







Decrease in respect of revaluation
(203.440)
(122.908)







Operating  profit
175.012
27.423







Extraordinary gains (losses)
1
26







Profit before taxation
175.013
27.449







Corporate income tax
78.945
22.101


Share in profit (loss) of subordinated entities valued with equity method
(70.028)
(29.698)


Net profit
183.930
19.852


2.2 
Selected financial ratios



31 December 2002
31 December 2001













Total assets (PLN thousand)

18,612,519
19,925,267






Profit before taxation (PLN thousand)

175,013
27,449






Net profit (PLN thousand)

183,930
19,852






Equity* (PLN thousand)

1,570,641
1,450,796






Net profit to average own equity**

11.2%
1.3%






Solvency ratio

9.36%
9.87%






Net receivables to total assets

61.7%
53.7%






Income earning assets to total assets

78.6%
78.2%






Cost bearing liabilities to total liabilities

79.7%
82.5%






* without current year profit

** calculated  based on average equity during the period

1.7 Interpretation of selected financial ratios

The general inflation rate for the period from 1 January 2002 to 31 December 2002 reached 0.8% (inflation in 2001 reached 3.6%).

Analyzing financial ratios it should be pointed out that as presented in item 9 of ‘Introduction to the financial statements and comparative financial data’ comparative data for the year ended 31 December 2001 take account of expenses then incurred charged against equity. With reference to the Polish accounting standards these costs should impact the result of the period when they were actually incurred. Described charges and credits do not affect the reported balance of shareholder’s equity as of 31 December 2001
Were these costs to be charged against the profit and loss account, net result of the period ended 31 December 2001 would decline by PLN 868 million.
The total balance sheet decreased by 6.6% during the period from 1 January 2002 to 31 December 2002. The most significant decrease in assets was in debt securities (by 35.6%) and other assets (by 70.3%). On the liability side, the most significant increase was in due to non-financial sector, which decreased by 18.3%.
Gross profit before tax for the year from 1 January 2002 to 31 December 2002 amounted to PLN 175.013 thousand and increased by PLN 147.564 thousand in comparison with the prior year. Gross profit before tax was significantly affected by profit on sale of subsidiary undertakings as well as profit on financial operations which caused an increase in net profit to average own equity calculated based on average equity during the period by 9.9 p.p. Bank’s solvency ratio declined by 0.51 p.p. and amounted to 9.36% as at 31 December 2002.
2. Detailed report

2.1 Accounting records

Plan of accounts and accounting principles applied by Bank were approved of by Bank’s Management Board.

Bank’s financial statements were prepared on the basis of the accounting records and supplementary documentation stored at the Bank’s premises. 

Bank maintains accounting records in two computer systems: ‘ICBS’ ‘and ‘IBIS’. To prepare the financial statements for the year ended 31 December 2002, the general ledgers of the above mentioned systems were consolidated. The Bank is in the process of unifying their accounting records to comply with Accounting Act dated 29 September 1994.

2.2 Internal control

Internal control includes functional controls performed in individual divisions responsible for the respective activity in that area of the Bank and institutional controls administered directly by a Member of the Management Board.

During our audit of the financial statements, we reviewed the underlying system of internal control in order to determine the extent of our audit procedures. Our review should not be relied upon to disclose all irregularities or material weaknesses in the system.

2.3 Solvency ratio

Solvency ratio was calculated properly.

2.4 Introduction to the financial statements

Data presented in Introduction to the financial statements were completely and properly presented by Bank’s Management Board. Introduction to the financial statements constitutes an integral part of the financial statements.

2.5 Notes to the financial statements


All information included in the notes to the financial statements is presented accurately and completely by the Bank when read in conjunction with the financial statements taken as a whole.

2.6 Statement of changes in shareholders’ equity

The statement of changes in shareholders’ equity has been prepared properly.

2.7 Statement of cash flows

The statement of cash flows has been properly prepared and is consistent with the balance sheet and profit and loss account.

2.8 Management’s report on the Bank's activity

The information presented in the Management’s report take account of the information presented in article 49 item 2 of Accounting act and they are consistent with the financial statements.

signed on the Polish original

....................................................
signed on the Polish original

..........................................................

Certified Auditor No. 4979/2575

Hanna Fludra


For KPMG Polska Audyt Sp. z o.o.

Certified Auditor No. 90027/2766
Zofia Popławska, 

Member of the Board of Directors 


signed on the Polish original

..........................................................


For KPMG Polska Audyt Sp. z o.o.

Bożena Graczyk, Partner




Warsaw, 14 February 2003

















