Bank Millennium S.A.

Date of issue: 17 April 2003

CONSOLIDATED QUARTERLY REPORT OF BANK MILLENNIUM GROUP

FOR THE 1st QUARTER OF 2003


in thousand PLN

in thousand  EURO


SELECTED FINANCIAL DATA
1 quarter accrued /                           2003
1 quarter accrued /                           2002
1 quarter accrued /                           2003
1 quarter accrued /                           2002


 period from 1.01.2003                to 31.03.2003
 period from 1.01.2002                to 31.03.2002
 period from 1.01.2003                to 31.03.2003
 period from 1.01.2002                to 31.03.2002

I. Interest income
375 739
537 445
88 464
148 774

II. Commission income
59 495
69 697
14 008
19 293

III. Result on banking activities
232 453
285 526
54 729
79 038

IV. Result on operating activities
-11 684
3 700
-2 751
1 024

V. Gross profit (loss) 
-22 948
-5 009
-5 403
-1 387

VI. Net profit (loss)
29 963
47 118
7 054
13 043

VII. Net cash flows from operating activities
-272 852
-1 222 557
-64 240
-338 424

VIII. Net cash flows from investing activities
205 089
466 162
48 286
129 041

IX. Net cash flows from financing  activities
-6 932
539 489
-1 632
149 340

X. Net cash flows, total
-74 695
-216 906
-17 586
-60 043

XI. Total assets
18 975 691
19 475 177
4 307 566
5 404 367

XII. Liabilities to the Central Bank
0
0
0
0

XIII. Liabilities to financial sector
2 640 374
1 927 180
599 377
534 793

XIV. Liabilities to  non-financial and budget sector
10 946 582
13 688 705
2 484 923
3 798 619

XV. Own equity
1 778 847
1 546 107
403 806
429 045

XVI. Share capital
849 182
849 182
192 768
235 648

XVII. Number of stock
849 181 744
849 181 744
849 181 744
849 181 744

XVIII. Book value per one stock (in zł / EUR)
2,09
1,82
0,48
0,51

XIX. Diluted book value per one stock (in zł / EUR)
-
-
-
-

XX. Solvency ratio
11,74%
11,13%
11,74%
11,13%

XXI. Profit (loss) per one ordinary stock (in zł / EUR)
0,20
0,26
0,05
0,07

XXII. Diluted Profit (loss) per one ordinary stock (in zł / EUR)
-
-
-
-

XXIII. Declared or paid out  dividend per one stock (in zł / EUR)
-
-
-
-

CONSOLIDATED BALANCE SHEET 
as at
as at
as at
as at

(PLN ‘000)
31.03.2003         quarter end /                           2003
31.12.2002         previous quarter end /                           2002
31.03.2002         quarter end /                           2002
31.12.2001          previous quarter end /                           2001

Assets





I. Cash, operations with central Bank
208 077
283 089
264 767
466 454

II. Debt securities eligible for rediscounting in the Central Bank
15 201
16 708
12 390
19 254

III. Receivables from financial sector
711 370
804 467
1 965 837
1 686 854

1. Short-term receivables
597 167
628 738
1 807 050
1 423 834

a) in current account
11 129
11 754
43 618
66 125

b) other short-term receivables
586 038
616 984
1 763 432
1 357 709

2. Long-term receivables
114 203
175 729
158 787
263 020

IV. Receivables from non-financial sector 
10 494 724
10 027 258
8 553 644
8 055 627

1. Short-term receivables
6 376 481
5 691 809
4 449 422
3 347 397

a) in current account
2 359 202
2 352 840
1 063 882
785 707

b) other short-term receivables
4 017 279
3 338 969
3 385 540
2 561 690

2. Long-term receivables
4 118 243
4 335 449
4 104 222
4 708 230

V. Receivables from the budget sector
517 691
524 700
404 991
392 214

1. Short-term receivables
405 603
334 535
59 502
55 056

a) in current account
0
0
10 821
7 622

b) other short-term receivables
405 603
334 535
48 681
47 434

2. Long-term receivables
112 088
190 165
345 489
337 158

VI . Receivables from purchased underwritten securities 
0
0
0
0

VII. Debt securities
3 144 272
3 012 772
4 814 728
4 935 356

VIII. Receivables from subordinated companies valued by equity method
288 997
302 703
109 304
2 202

1. Subsidiaries
0
0
0
0

2. Affiliated
0
0
0
0

3. Associated
288 997
302 703
109 304
2 202

IX. Stock and shares in subsidiaries valued by equity method
328
891
0
0

X. Stock and shares in affiliated companies valued by equity method
0
0
0
0

XI. Stock and shares in associated companies valued by equity method
2 720
423 365
358 141
319 975

XII. Stock and shares in other companies 
1 275 713
63 052
37 966
53 894

XIII . Other securities and other financial assets
443 786
537 146
316 326
51 000

XIV. Intangible and legal assets, of which:
230 286
230 331
250 939
254 357

- goodwill
6 111
0
0
0

XV. Goodwill of subordinated companies
0
765 944
799 736
811 000

XVI. Tangible fixed assets
689 081
705 465
732 840
705 222

XVII. Other  assets
250 944
269 691
171 726
1 162 347

1. Acquired assets – for divestiture
7 366
7 641
8 905
9 220

2. Inventory
179
2 122
483
1 083

3. Others
243 399
259 928
162 338
1 152 044

XVIII. Accruals
702 501
758 827
681 842
1 010 501

1. Deferred tax assets
422 212
489 031
380 091
516 290

2. Other accruals
280 289
269 796
301 751
494 211

Total assets
18 975 691
18 726 409
19 475 177
19 926 257

Liabilities





I. Liabilities to the Central Bank
0
0
0
0

II. Liabilities to financial sector
2 640 283
2 145 335
1 889 841
2 223 512

1. Short-term liabilities
2 090 283
1 595 335
682 663
1 035 696

a) in current account
84 221
60 379
73 181
85 697

b) other short term liabilities
2 006 062
1 534 956
609 482
949 999

2. Long-term liabilities
550 000
550 000
1 207 178
1 187 816

III. Liabilities to  non-financial sector
9 947 232
10 871 145
12 809 776
12 890 418

1. Short-term liabilities
9 142 628
10 351 465
11 642 038
11 697 467

a) in current account, of which:
2 833 190
2 908 873
1 829 419
2 028 661

- savings
0
0
0
0

b) other short-term liabilities, of which:
6 309 438
7 442 592
9 812 619
9 668 806

- savings
0
0
0
0

2. Long-term liabilities, of which:
804 604
519 680
1 167 738
1 192 951

- savings
0
0
0
0

IV. Liabilities to  budget sector
987 727
843 183
878 332
804 249

1. Short-term liabilities
987 532
843 150
878 262
804 170

a) in current account
570 871
519 705
418 248
385 779

b) other short term liabilities
416 661
323 445
460 014
418 391

2. Long-term liabilities
195
33
70
79

V . Liabilities from purchased underwritten securities 
0
0
0
0

VI. Liabilities from  issue of debt securities
1 060 530
552 355
281 275
303 455

1. Short-term
903 627
409 688
143 551
169 832

2. Long-term
156 903
142 667
137 724
133 623

VII. Other liabilities from financial instruments
664 554
454 789
225 332
0

VIII. Liabilities to subordinated companies valued by equity method
11 715
193 561
37 936
83 398

1. Subsidiaries
11 623
350
0
0

2. Affiliated
0
0
0
0

3. Associated
92
193 211
37 936
83 398

IX. Special funds and other liabilities
282 601
276 545
280 800
244 332

X. Costs and revenues accounted for in time and deferred
646 736
571 975
436 548
568 918

1. Deferred expenses
126 317
127 361
84 363
206 517

2. Negative goodwill
0
0
0
0

3. Other deferred revenues 
520 419
444 614
352 185
362 401

XI. Negative goodwill of subordinated companies
0
0
8 978
7 014

XII. Provisions
598 184
740 527
795 740
1 047 636

1. Deferred income tax allowance
349 572
435 433
392 438
586 708

2. Other provisions
248 612
305 094
403 302
460 928

a) short-term
30 974
45 811
199 128
106 664

b) long-term
217 638
259 283
204 174
354 264

XIII. Subordinated liabilities
357 282
322 423
293 490
282 676

XIV. Minority equity
0
0
0
0

XV. Share capital
849 182
849 182
849 182
849 182

XVI. Payments due to share capital (negative value)
0
0
0
0

XVII. Own stock (negative values)
0
0
-80 921
-80 921

XVIII. Capital reserve
785 792
755 449
759 100
776 889

XIX. Capital reserve from revaluation
70 762
76 560
77 004
31 147

XX. Other reserve capital
145 677
143 691
145 616
100 868

XXI. Exchange rate differences from conversion of subordinated units
0
0
0
0

1. Positive exchange differences
0
0
0
0

2. Negative exchange differences
0
0
0
0

XXII. Profit (loss) of previous years
-102 529
-254 241
-259 970
-226 368

XXIII. Net profit (loss) 
29 963
183 930
47 118
19 852

Total liabilities
18 975 691
18 726 409
19 475 177
19 926 257

Solvency ratio
11,74%
10,66%
11,13%
9,87%







Book value
1 778 847
1 754 571
1 546 107
1 477 662

Number of shares
849 181 744
849 181 744
849 181 744
849 181 744

Book value per share (in zł)
2,09
2,07
1,82
1,74







Diluted number of shares
-
-
-
-

Diluted book value per share (in zł)
-
-
-
-

CONSOLIDATED OFF BALANCE-SHEET ITEMS
as at
as at
as at
as at

(PLN ‘000)
31.03.2003         quarter end /                           2003
31.12.2002         previous quarter end /                           2002
31.03.2002         quarter end /                           2002
31.12.2001          previous quarter end /                           2001

I. Off balance-sheet contingent liabilities offered and received
3 317 041
3 702 776
4 256 328
3 864 344

1. Liabilities granted:
2 335 778
2 722 708
3 520 033
3 029 605

a) financial 
1 833 311
2 275 442
3 096 868
2 643 032

b) guaranties
502 467
447 266
423 165
386 573

2. Liabilities granted:
981 263
980 068
736 295
834 739

a) financial 
0
0
5 005
67 120

b) guaranties
981 263
980 068
731 290
767 619

II. Liabilities arising from purchase/sale transactions
23 464 334
18 549 556
17 724 652
15 185 160

III. Other (on account of 
3 767 315
4 014 721
3 025 683
3 067 664

   - interest rate swaps
3 278 183
3 523 364
2 664 252
2 628 876

   - options
409 068
390 411
214 496
65 231

   - FRAs
64 000
100 000
120 000
345 000

 - assets acquired in return for receivables
15 118
0
25 976
27 593

- other
946
946
959
964

Total off balance-sheet items
30 548 690
26 267 053
25 006 663
22 117 168

CONSOLIDATED INCOME STATEMENT
1 quarter accrued             (current year)
1 quarter accrued              (previous year)


period from 1.01.2003  to 31.03.2003
period from 1.01.2002                to 31.03.2002

I. Interest income
375 739
537 445

II. Interest cost
233 362
390 278

III. Net interest income (I-II)
142 377
147 167

IV. Commission income
59 495
69 697

V. Commission cost
10 354
11 595

VI. Net commission income (IV-V)
49 141
58 102

VII. Net income from the sale of products, commodities and materials
0
0

VIII. Cost of the sale of products, commodities and materials
0
0

IX. Sales cost 
0
0

X. Result on sale (VII-VIII-IX)
0
0

XI. Income from shares and stock, other securities and other financial instruments, with variable income amount
0
42

1. From subsidiaries
0
0

2. From affiliated companies
0
0

3. From associated companies
0
0

4. From other companies
0
42

XII. Result on financial operations
21 186
67 317

XIII. Result on FX position
19 749
12 898

XIV. Result on banking operations
232 453
285 526

XV. Other operating revenues
28 370
29 836

XVI. Other operating costs
20 129
29 518

XVII. Overhead costs
210 608
217 347

XVIII. Depreciation of fixed assets  and intangible and legal assets
29 417
33 340

XIX. Provisions and  revaluation reserve
446 009
149 348

1. Provisions for special purpose allowances and overall banking risk
446 009
149 348

2. Revaluation of financial assets
0
0

XX. Release of provisions and revaluation
433 656
117 891

1. Release of reserves for special purpose allowances and overall banking risk

117 891

2. Revaluation of financial assets
0
0

XXI. Net provisions and revaluation reserve (XIX - XX)
12 353
31 457

XXII. Result on operations
-11 684
3 700

XXIII. Result on extraordinary operations
0
-10

1. Extraordinary profits
0
1

2. Extraordinary losses
0
11

XXIV. Amortization of goodwill of subordinated companies 
11 264
11 264

XXV. Amortization of negative goodwill of subordinated companies 
0
2 565

XXVI. Gross profit  (loss) 
-22 948
-5 009

XXVII. Income tax
-16 685
-20 642

1. Current portion
254
46 846

2. Deferred portion
-16 939
-67 488

XXVIII. Other obligatory charges on profit (additions to loss)

0

XXIX. Share in  profit (loss) of subordinated companies evaluated by equity method
36 226
31 485

XXX. Minority (profits) losses
0
0

XXXI. Net profit (loss) 
29 963
47 118





Net profit (loss)  (annualized)
166 775
129 947

Weighted average number of ordinary shares
832 635 077
505 918 590

Profit (loss) per one ordinary share (in zł)
0,20
0,26

Weighted average number of diluted ordinary shares 
-
-

Diluted profit (loss) per one ordinary share (in zł)
-
-

STATEMENT OF CHANGES IN CONSOLIDATED EQUITY
1 quarter                         (current year)
1 quarter                         (previous year)


 period from  1.01.2003                 31.03.2003
 period from  1.01.2002                do 31.03.2002

I. Own equity at beginning of period (OB)
1 754 571
1 470 648

a) changes in accounting principles (policy) 
0
40 720

b) adjustment for covering PZU S.A. by consolidation
0
0

c) corrections of basic errors
0
0

I.a. Own equity at beginning of period (OB), after reconciliation of comparative data
1 754 571
1 511 368

1. Share capital at beginning of period
849 182
849 182

1.1. Changes in share capital
0
0

a) increases (due to)
0
0

- stock issue



-



b) decreases (due to)
0
0

- stock depreciation



-



1.2. Stock capital at end of period
849 182
849 182

2. Due payments to share capital at beginning of period
0
0

2.1. Change in due payments to share capital
0
0

a) increases (due to)
0
0

-



b) decreases (due to)
0
0

-



2.2. Due payments to share capital at end of period
0
0

3. Own stock at beginning of period
0
-80 921

a) increases (due to)
0
0

-



b) decreases (due to)
0
0

-



3.1. Own stock at end of period
0
-80 921

4. Capital reserve  at beginning of period
755 449
776 889

4.1. Changes in capital reserve
30 343
-17 789

a) increases (due to)
48 219
87

   - issue of stock in excess of par value 
0
0

   - profit distribution 
48 109
83

   - transfer from revaluation reserve
110
0

   - other
0
4

b) decreases (due to)
17 876
17 876

   - loss coverage 
17 876
17 876

   - other
0
0

4.2. Capital reserve  at end of period
785 792
759 100

5. Revaluation reserve at beginning of period
76 560
31 147

a) changes in accounting principles (policy)
0
67 220

b) corrections of basic errors
0
0

5.a.  Revaluation reserve at beginning of period after reconciliation of comparative data
76 560
98 367

5.1. Changes in revaluation reserve
-5 798
-21 363

a) increases (due to)
0
0

   - purchase and valuation of financial assets available for sale
0
0

b) decreases (due to)
5 798
21 363

   - sale and liquidation of fixed assets
0
4

   - sale and valuation of financial assets available for sale
5 688
21 359

   - transfer to capital reserve
110
0

5.2. Revaluation reserve at end of period
70 762
77 004

6. General bank risk fund at beginning of period
44 738
0

6.1. Changes in general bank risk fund 
0
0

a) increases (due to)
0
44 738

   - distribution of profits
0
44 738

   -



b) decreases (due to)
0
0

-
0
0

6.2. General bank risk fund at end of period
44 738
44 738

7. Other capital reserves at beginning of period 
98 953
100 868

7.1. Changes in other capital reserves
1 986
10

a) increases (due to)
1 986
10

   - distribution of profits
1 986
10

   -
0
0

b) decreases (due to)
0
0

 - 
0
0

7.2. Other capital reserves at end of period 
100 939
100 878

8. Changes in foreign currency translations of subordinated shares



9. Profit (loss) of previous years at beginning of period



9.1. Profit of previous years at beginning of period
0
0

a) changes in accounting principles (policy)



b) corrections of basic errors

0

9.2. Profit of previous years at beginning of period, after reconciliation of comparative data
0
0

9.3. Change in profit of previous years
0
0

- distribution of profit of previous years
0
0

b) decreases (due to)

0

-

0

b) decreases (due to)
0
0

-



9.4. Profit of previous years at end of period
0
0

9.5. Loss of previous years at beginning of period
-254 241
-226 368

a) changes in accounting principles (policy)
0
-26 500

b) adjustment for covering PZU S.A. by consolidation
0
0

c) corrections of basic errors
0
0

9.6. Loss of previous years at beginning of period, after reconciliation of comparative data
-254 241
-252 868

9.7. Change in loss of previous years
151 712
-7 102

a) increases (due to)
445 911
350 708

   - increase on account of profit in previous year
128 102
65 664

   - loss coverage by capital reserve
17 876
17 876

   - amortization of capital reserve
7 790
10 099

   - loss of minority shareholders
0
106

   - elimination of reserve  for intra-group receivables
0
15 095

   - result of de-consolidation of BG Leasing S.A. and Eureko Polska Sp. z o.o. 
0
98 634

   - share in profits of associated companies
122 736
101 466

   - unrealized profits from intra-group transactions
0
38 856

   - result of de-consolidation of PTE BIG BG S.A.
169 407
0

   - other
0
2 912

b) decreases (due to)
294 199
357 810

   - carryforward of the loss of previous year
41 925
265 833

   - elimination of reserve  for intra-group receivables
103 739
0

   - unrealized profits from intra-group transactions
21 960
0

   - depreciation of goodwill on consolidation
45 056
45 084

   - distribution of profits
50 096
44 832

   - other consolidation adjustments
31 423
2 061

9.8. Loss of previous years at end of period
-102 529
-259 970

9.9. Profit (loss) of previous years at end of period 
-102 529
-259 970

10. Net result
29 963
47 118

a) net profit
29 963
47 118

b) net loss



II. Own equity at end of period (CB )
1 778 847
1 537 129

III. Own equity after the proposed distribution of profit (coverage of loss) 



CONSOLIDATED CASH FLOWS
1 quarter accrued             (current year)
1 quarter accrued              (previous year)


period from 1.01.2003                 31.03.2003
period from 1.01.2002                do 31.03.2002

A. Cash flows from operating activities – direct method



I. Proceeds
0
0

1. Interest



2. Commissions



3. Sale



4. Other operating proceeds



II. Expenses
0
0

1. Interest



2. Commissions



3. Deliveries and services



4. Remunerations



5. Social insurance and other benefits



6. Other overheads



7. Taxes and public charges



8. Other operating expenses



III. Net cash flows from operating activities (I - II) – direct method
0
0

A. Cash flows from operating activities – indirect method



I. Net profit (loss)
29 963
47 118

II. Joint adjustments:
-302 815
-1 269 675

1. Minority profits (losses) 
0
0

2. Share in net (profits) losses of subordinated companies valued by equity method
-36 226
-31 485

3. Amortization, of which:
40 681
42 038

· amortization of goodwill of subordinated companies and negative goodwill of subordinated companies
11 264
8 699

4. (Profits) losses due to FX differences
77 489
34 231

5. Interest and  share in dividend profits
45 032
24 731

6. (Profit) loss on investing activities
-1 164
469

7. Status change of provisions
-140 794
270 118

8. Status change of surplus
1 943
600

9. Status change of  debt securities
-293 110
-357 455

10. Status change of receivables from financial sector
108 627
-430 845

11. Status change of receivables from non-financial sector
-460 451
-432 409

12 . Status change of receivables from purchased underwritten securities
0
0

13. Status change of shares or stock, other securities and other financial assets
13 662
15 193

14. Status change of liabilities to financial sector
239 658
-159 837

15. Status change of liabilities to non-financial and budget sector
-768 096
52 469

16. Status change of liabilities from sold underwritten securities
0
0

17. Status change of liabilities from securities
489 616
-22 180

18. Status change of liabilities in other liabilities
317 272
113 593

19. Status change of liabilities in accruals
-121 425
-448 353

20. Status change of liabilities in deferred revenues
184 471
60 555

21. Other corrections
0
-1 108

III. Net cash flows from operating activities (I +/- II) – indirect method 
-272 852
-1 222 557

B. Cash flows from investing activities



I. Proceeds
223 052
526 135

1. Sale of  shares or stock in subsidiaries
0
0

2. Sale of  shares or stock in affiliated companies
0
0

3. Sale of  shares or stock in associated companies
0
0

4. Sale of  shares or stock in other companies, of other securities and other financial assets
216 916
525 699

5. Sale of intangible and legal assets and tangible fixed assets
2 652
436

6. Sale of investments in real estate and intangible and legal assets
3 484
0

7. Other investment proceeds
0
0

II. Expenses
17 963
59 973

1. Purchase of shares or stock in subsidiaries 
0
0

2. Purchase of shares or stock in affiliated companies
0
0

3. Purchase of shares or stock in associated companies
0
0

3. Purchase of shares or stock in other companies, of other securities and other financial assets
0
67

5. Purchase of intangible and legal assets and tangible fixed assets
13 265
51 315

6. Investments in real estate and intangible and legal assets
4 698
8 591

7. Other investment expenses
0
0

III Net cash flows from investing activities (I - II)
205 089
466 162

C. Cash flows from financing  activities



I. Proceeds
0
764 264

1. Long-term borrowing in other banks
0
0

2. Long-term borrowing from institutions of the financial sector other than banks
0
0

3. Issue of debt securities
0
0

4. Increased status of subordinated liabilities
0
0

5. Net proceeds from issue of shares and additional payments to capital
0
764 264

6. Other financial proceeds
0
0

II. Expenses
6 932
224 775

1. Repayment of long-term debts to other banks
0
218 358

2. Repayment of long-term debts to other institutions of the financial sector other than banks

0

3. Redemption of debt securities
0
0

4. On account of financial liabilities
0
0

5. Payment of liabilities stemming from financial leasing contracts
0
0

6. Decrease in subordinated liabilities
0
0

7. Dividends and other payouts to owners
0
0

8. Dividends and other profit sharing paid to minority holders
0
0

9. Other than payment to owners expenses due to division of profits
0
0

10. Purchase of own stock
0
0

11. Other financial expenses
6 932
6 417

III. Net cash flows from financing  activities (I - II)
-6 932
539 489

D. Net cash flows, total (A.III +/- B.III +/- C.III)
-74 695
-216 906

E. Balance-sheet change  in cash flow, of which:
-74 695
-216 906

- change in cash flow due to exchange rate differences
0
0

F. Cash flow at beginning of period
294 805
481 673

G. Cash flow at end  of period (F+/- D), of which:
220 110
264 767

- with limited disposal
0
0

Information on the 1st Quarter 2003 activity
The Management Board of Bank Millennium SA (“the Bank”) hereby informs that in the first quarter of the financial year of 2003 (January 1 to March 31, 2003) the consolidated net profit of the Capital Group of Bank Millennium reached PLN 29,9 million. 

In the same period, net profit of Bank Millennium S.A. was also PLN 29,9 million.

Equal results of the Group and the Bank resulted from the fact that, according to legal requirements, shares held in subsidiaries were consolidated into the individual accounts using the equity method.

On a comparable basis, consolidated net profit in the first quarter of 2002 in the Group and in the Bank amounted to PLN 47.1 million.

In the first quarter of 2003 accounting year return on equity (ROE) was 6.9% as compared to 12.6% in 2002. Bank Millennium Group (ROA) reached 0.6% and earnings per share (EPS) were PLN 0.14.

There were following factors in the first quarter of 2003, which had significant influence on operations of Bank Millennium Group: 

Firstly, the continued difficult macroeconomic environment, still marked by low economic growth, which caused deterioration of the economic standing of some of the Bank’s clients, high unemployment and decreasing level of savings. All of these factors influenced significantly the income on banking activity.

Secondly, the positive impact of completion of the restructuring program of the Bank Millennium Group upon activity and cost effectiveness. 

Profitability Ratios
31.03.02
31.03.03
Change

Net profit (PLN million)
47.1
29,9
-17.2

ROE
12.6%
6.9%
-5.7 pp

ROA
1.0%
0.6%
-0.4 pp

EPS
PLN 0.22 
PLN 0.14
PLN 0.08

Key factors impacting financial result:

1.

In the first quarter of 2003, consolidated net interest income reached PLN 142.4 million staying at a similar level of the PLN 147.2 million posted in the first three months of 2002. Maintenance of a similar level of this item resulted from the Bank pursuing a consistent pricing policy. At the same time the Bank was consistently expanding the credit function and launched modified credit analysis and risk control mechanisms.

2.

Net commissions reached PLN 49.1 million compared to PLN 58.1 million in the first quarter of 2002. In the first quarter of 2003 Bank made significant commission expenses to external operators resulted from growing number of loans extended through these entities .  This evolution was influenced by the Bank’s effort to increase the number of transactions made through electronic channels - mainly in the corporate segment - which being less expensive to the Clients, originate less commissions, but simultaneously lower transaction costs for the Bank and release time to commercial activity in the Branches.

3.

In the first three months of 2003 the result on other non-interest income was PLN 66.1 million which compares with PLN 100.1 million achieved in the homologous period of the previous year. This evolution was influenced by:

· Result on financial operations of PLN 46.3 million which is below the PLN 87.2 million achieved in the first quarter of 2002. However, the results obtained in 2002 were influenced by the profits in the bonds portfolio resulting from positions that had anticipated the decrease in the market rates. This item also includes the impact of the consolidation of the PZU net income deducted of the cost of depreciation of goodwill (PLN 25.2 million).
· Higher income in FX operations in the first three months of 2003 (PLN 19.7 million) than in the first quarter of 2002 (PLN 12.9 million), resulting in great extent from customer driven operations.
Operating Ratios
31.03.02
31.03.03
Change

Net Interest Margin (*)
3.86%
3.87%
0.01 pp

Costs base (**)  (PLN million)
250
240
-4.25%



(*)Net Interest Margin / Average Interest Earning Assets


(**)Personnel Costs, Administrative Costs and Depreciation
Other operating income and expense was PLN 8.2 million in the first three months of 2003, which compares with PLN 0.3 million achieved in the homologous period of the previous year.

The cost base of the Bank Millennium Group in the first quarter of 2003 was PLN 240.0 million which represents a decrease of 4.25% when compared with the PLN 250.7 million booked in the first three months of last year.
Personnel costs were the main contributor for the decrease of the Group’s cost base by accounting for PLN 105.4 million which represents a decrease of 7% when compared with the amount registered in the homologous period of 2002 (PLN 113.4 million).  This evolution resulted from the rationalization of the Bank commercial support structures and back office occurred during 2002.

Depreciation reduced 11.8% in the period under analysis from PLN 33.3 million (EUR 7.6 million) booked in the end of March 2002 to PLN 29.4 million (EUR 6.7 million).
Cost efficiency of the Group improved 4.25% in 2003. However, due to the decrease in the result on financial operations, the cost to income ratio presented a deterioration in the first quarter of 2003 (90%), when compared with the homologous period of 2002 (82%). Bank Millennium is confident that the results of the cost optimization together with the already implemented processes of stimulating the commercial activity and increase earnings will have additional positive impact on this indicator.
Improvement in credit risk management allowed a decrease in the provisioning level in the first quarter of 2003, after the extraordinary charge made in the fourth quarter of 2002. During these first three months of 2003, specific provisions increased by PLN 12.4 million, while in the first quarter by PLN 31.5 million. This evolution was also influenced by the Bank’s decision, taken this quarter, to keep the general provision just in strict compliance with the current provisioning rules (i.e., 1.5% of consumer loans).
Gross profit of the Capital Group of Bank Millennium in Q1 2003, adjusted by income from the consolidation of PZU profits, was PLN 13.5 million.

The net profit was PLN 30.0 million, and includes a positive effect of PLN 16.7 million of tax settlements related to the credit receivables provisions. These provisions were opened in previous financial periods, but they could not be posted as tax deductible. At present, the formal conditions have been met, and they may be reported as tax deductible.
Total assets as at 31 March 2003 stood at PLN 18,976 million, which compares with PLN 19,475 million on 31 of March 2002, decreasing 2.6%. The key reason behind the decrease is related to the reduction of saving propensity typical  for the entire banking system, leading to a negative deposits evolution into the 12 months. The Balance Sheet structure changed along the year as the loans to deposits ratio increased from 65.5% to 92.5%, which had a positive effect on net interest income.
At the end of March 2003 loans to customers amounted to PLN 11,012 million, increasing 22.9% from PLN 8,960 million at the end of the first three months of 2002. This increase reflects the dynamics of the Bank Millennium’s credit activity in the segments of mortgage, corporate and consumer loans, as a result of commercial activity of external operators and the different specialized segmented networks of the Bank. The retail segment made a significant contribution to the growth in credit activity – the share of loans granted to individuals in total loans increased from 25% on March 31, 2002 to 32% in the end of first quarter 2003.
Total deposits from customers, including Bank Millennium bonds placed, stood at PLN 11,899 million, down 13% from PLN 13,689 million on March 31, 2001and 1.2 less than on December 31, 2002 (PLN 12.039 mln ).  This decline resulted from the macroeconomic situation reflected in the decrease of deposits in the entire banking system (accoring to preliminary estimates of NBP  by PLN 4 billion ), and was also related to the Bank’s pricing policy aimed at protecting the net interest margin. During the first quarter of 2003, Millennium TFI completed its first year of full commercial activity placing open-end and closed-end mutual funds mainly to the Bank’s Customers base. The amount mutual funds under management by Millennium TFI as at 31 of March, 2003, was PLN 476.2 million which compares with PLN 13.8 million in the end of the homologous period in 2002.

Operating Ratios

(PLN million)
31.03.02
31.03.03
Change

Total Assets
19.475
18.976
-2,6%

Total Deposits from Customers (1)
13.689
11.899
-13%

Total Mutual Funds
14
476
---

Total Loans to Customers (2) 
8.960
11.012
23%

Own Funds (3)
1.812
2.054
13%


(1) Includes Bank bonds placed in Clients

(2) Shareholders Equity + Subordinated Debt
On March 31, 2003, the capital adequacy ratio for the Group was 11.74%.
At March 31, 2003, irregular loans according to the NBP classification at the Group level constituted 24.32% of all granted loans, showing a deterioration of ratio as compared to the corresponding period of the previous year by 1.84% (22.48%).  In the same period, the ratio of coverage of overdue loans by provisions decreased by 84 bp, according to the NBP criteria. According to international standards also this indicator show a slight deterioration, especially in the coverage ratio which is related to the changes made in the Bank’s policy for creating general provisions.
Loan Quality Ratios (Bank)
31.03.02
31.03.03
Change

According to NBP regulations
Overdue Loans / 

Total Loans
22,48%
24,32%
1,84 pp


Provisions / 

Overdue Loans
41,19%
40,35%
  -0,84 pp 

According to international standards
Overdue Loans / 

Total Loans
11,83%
15,25%
3,42 pp


Provisions /

Overdue Loans
78,27%
64,33%
 -13,94 pp

Summary

In 2003, Bank Millennium Group will be performing its first year after the complete implementation of the full restructuring programme that took place during the last two financial years and culminated with the adoption of the new brand name in January 2003.

The Bank is based now on a state-of-the-art., unified operational platform to service individual and corporate Customers, making use of multiple channels of distribution and recently reinforced with the Internet banking for individuals “Millenet “, launched in the beginning of the year, and that has shown encouraging number of new registered users. 

The Bank Millennium Group is now stronger to face the challenges of increased competition in a still difficult macroeconomic environment. 

 ADDITIONAL INFORMATION

On January 8, 2003, the Bank received a decision issued by the Registry Court on the registration of an amendment to the Bylaws of the Bank under which the company name (trade name) of the Bank was changed. The new name of  the Bank, i.e., "Bank Millennium Społka Akcyjna" and its abbreviated form, i.e., "Bank Millennium S.A.", supercedes the previous name: „BIG Bank GDANSKI Społka Akcyjna” and the abbreviated name: „BIG Bank GDANSKI S.A.”.

At the same time the name of the Group was changed. Its previous name: „BIG Bank GDANSKI Group” was replaced by: „Bank Millennium Group”.

I. PRINCIPLES ADOPTED IN THE PREPARATION OF THE CONSOLIDATED QUARTERLY REPORT 

This report includes consolidated financial data of the Bank Millennium Group presented in the form of a balance sheet, income statement and statement of cash flows as well as a statement of movements in shareholders’ equity as of March 31, 2003 in accordance with the Ordinance of the Council of Ministers of October 16, 2001 on current and periodical information submitted by issuers of securities, as amended.

The information has been prepared based on the „Accounting Policies Adopted by the Bank Millennium Group”, described in detail in the consolidated annual report as of December 31, 2002, published on February 14, 2003.

With effect from January 1, 2003, the Bank changed the principles adopted in general risk provisioning. The ratio used to calculate provisions for regular receivables from individuals was reduced from 2.5% to 1.5% and, in addition, the Bank discontinued the establishment of a general provision for 1.5% of regular loans granted to enterprises and mortgage loans. The principles in force are in compliance with the Ordinance of the Ministry of Finance of December 10, 2001. The establishment of additional provisions (higher than provided for by the law) for regular receivables due from business entities, individuals and in respect of housing loans resulted from the conservative provisioning policy pursued by the Bank in 2001 and 2002 dictated by unfavorable macroeconomic conditions prevailing in Poland. Since the economy showed signs of recovery, the Bank decided to change this policy. It should be noted that the ratio of provisions (specific and general) to irregular loans recorded by the Bank in the end of the previous year was one of the highest in the banking sector.

Furthermore, from January 1, 2003, the Bank writes receivables off without their depreciation in specific circumstances.  

Conditions to qualify receivables to charge to specific provisions adopted by the Bank are as follows:

Receivables will be charged to specific provisions when it is possible to write off the entire loan. This will apply to groups of loans considered as lost, in particular when their irrecoverability is probable.

This means that specific provisions will be charged, in particular, with the following loans:

· Loans classified as lost in accordance with criteria specified by the Minister of Finance in the Ordinance of December 10, 2001 on establishment of provisions for risks connected with banking operations (Journal of Laws No. 01.149, item. 1672, as amended);

· Loans that do not have viable collateral, the collateral enforcement process is completed and the established specific provision amounts to 100% of the principal due; 

· Loans with high probability of being lost, in particular when the Bank initiated executory proceedings, a debtor is deceased or an enterprise is deleted from the relevant register of business entities, a company is liquidated, declared bankrupt or if the place of residence of a debtor is unknown and his property is not disclosed.

The writing-off process will be preceded by an individual evaluation of recoverability. 

The receivables will be deemed irrecoverable when after 12 months from the date of their classification as lost there is no practicable possibility to recover these receivables and when the financial standing of a borrower deteriorated irreversibly while the fair value of collateral is close to zero.

Loans considered to be irrecoverable which value is so low that their further holding in the Bank’s loan portfolio cannot be justified are also subject to writing off. 

Specific provisions are charged each time when it is unreasonable or undesirable to defer the time of writing off a practically worthless asset even if in the future it would be possible to recover such loan in part due to the right of the Bank to seek payment from a debtor. 

The following rates were used to translate amounts in EUR:

· balance sheet items: 4.4052 PLN/EUR exchange rate as of March 31, 2003 (comparable data: 3.6036 PLN/EUR exchange rate);

· income statement items from January 1 to March 31, 2003: 4.2474 PLN/EURO exchange rate calculated as the average of exchange rates at the end January, February, and March 2003 (comparable data: 3.6125 PLN/EURO exchange rate).

II. STRUCTURE OF THE BANK MILLENNIUM GROUP

Bank Millennium S.A. is the parent company of the Group. Other Group members consolidated as of M 31, 2003 were as follows:

Company
Business
Consolidation method

BEL Leasing Sp. z o.o.
leasing services
full

Millennium Dom Maklerski S.A.
brokerage services
full

Forin Sp. z o.o.
factoring
full

Forinwest Sp. z o.o.
management of other companies
full

BBG FINANCE B.V.
financing of the Group’s companies
full

BIG BG INWESTYCJE S.A.
financial operations  in the capital market and advisory services 
full

BET Trading Sp. z o.o.
financial operations in the market of Treasury debt instruments
full

DEBT Services Sp. z o.o.
financial operations in the market of Treasury debt instruments
full

TBM Sp. z o.o. 
financial operations  in the capital market and advisory services 
full

Millennium TFI S.A.
investment fund establishment and management
full

In addition, in view of the fact that Bank Millennium Group is a major investor in other companies, when the scope of their activities is significant (in relation to the Group’s data), or if commitment to such a company is important to the Group for other reasons, then the shares held in such companies have been shown in  the consolidated report according to the equity method. As of March 31, 2003, this method was applied with regard to:

1. Prolim S.A.

2. BESTA Sp. z o.o.

In the case of affiliated companies intended for sale, or when their scale of operations is marginal to the Group, the commitment to such companies is shown in the consolidated report at purchase price including write-offs in respect of permanent diminution of their value.

Pursuant to the criteria set forth in Art.. 57 and  58 of the Accounting Law, the following  companies of the Group were not subject to consolidation: 

PLN in thousand

Company
Balance sheet total
%(*)
Comments
Data as of

Bank Millennium S.A.
18,551,225 (**)
-

Dec. 31, 2002

Lubuskie Fabryki Mebli S.A.
19,395
0.10%
intended for sale
Nov. 30, 2002

Reess Trading Sp. z o.o.
101
0.00%

Dec. 31, 2002

Wilga Las Woda Sp. z o.o
86
0.00%

Dec. 31, 2002

BG Leasing S.A.

0.00%
bankrupt

ACCON Services Sp. z o.o.
572
0.00%

Dec. 31, 2002

(*) Percentage share of data in the balance sheet total of Bank Millennium S.A.

(**) Balance sheet total not affected by equity method valuation

III. EVENTS WHICH OCCURRED BETWEEN THE DATE OF THIS REPORT AND ITS PUBLICATION DATE 

As a result of the sale by BCP of 20.86% of shares it held in EUREKO B.V. (the transaction was concluded on 31 March 2003), the investment of the Bank Millennium`s strategic investor (BCP) in EUREKO, which, together with the Bank, forms a consortium holding 31.8% shares in PZU S.A., was reduced materially to 5%.

Thus, on 15 April 2003, the Management Board of the Bank, in agreement with the Supervisory Board, decided to stop the use of the equity method for the valuation of the investment in PZU S.A., with effect from 31 March 2003.

Thus, as of 31 March 2003, the Bank’s shares in PZU will be valued at book value, as defined on that day.

IV. SHAREHOLDERS HOLDING AT LEAST 5% OF TOTAL NUMBER OF VOTES AT THE GENERAL MEETING OF SHAREHOLDERS OF THE PARENT ENTITY – BANK MILLENNIUM S.A.

Data as of  the date of the previous consolidated quarterly report 

Shareholder


Number of shares
% in the share capital


Number of votes 
%  votes at General Meeting of Shareholders

Banco Comercial Portugues S.A.
424,624,072
50.00
424,624,072
50.00

EUREKO B.V.
169,669,678
19.98
169,669,678
19.98

Data as of  the date of this consolidated quarterly report 

Shareholder


Number of shares
% in the share capital


Number of votes 
%  votes at General Meeting of Shareholders

Banco Comercial Portugues S.A.
424,624,072
50.00
424,624,072
50.00

EUREKO B.V.
169,669,678
19.98
169,669,678
19.98

V. CHANGES IN THE NUMBER OF SHARES HELD IN BANK MILLENNIUM S.A. BY PERSONS MANAGING OR SUPERVISING THE BANK

The Bank does not have any information on changes in the number of shares held in Bank Millennium S.A. by persons managing or supervising the Bank that occurred in the period between the previous consolidated quarterly report and this report.

VI. PENDING LITIGATIONS

Major pending litigations involving the Bank:

· an action brought by  Mr. A. Glodek against the Bank on August 24, 1994 regarding PLN 14.537.257,57 on account of the damages alleged to be incurred by the plaintiff, including the opportunity costs connected with the operations of the former Brokerage House of the Bank;

· an action brought by  Mr. Wiktor Jedamski on April 19, 2000  against the Bank, EUREKO B.V. and BCP to nullify the agreements on purchase of the Bank’s shares by EUREKO B.V. and BCP. The value of subject of the litigation  amounts to PLN 53.498.450,00;. 

· an action brought by the Bank on July 22, 1998 against the State Treasury for PLN 65.613.512,20 on account of the liability of the State Treasury stemming from the purchase by  the former  Bank Gdanski S.A. of the receivables of public health service which, contrary to representations and warranties appeared to be disputable;

· an action brought by Mr. Grzegorz Jedamski on November 11, 2000  against the Bank and the State Treasury  to nullify  the agreement on purchase  of 10%  of  shares in Powszechny Zakład Ubezpieczen S.A. from the State Treasury. The value of subject of the litigation is PLN 1.006.004.295,00.

VII. TRANSACTIONS BETWEEN COMPANIES FROM THE BANK MILLENNIUM GROUP IN EXCESS OF  500 000 EURO

From January 1 through March 31, 2003, all transactions between companies from the Bank Millennium Group were made on an arm’s length basis and resulted from current operations. The only exception are the transactions described below which were concluded on an arm’s length basis but fell beyond the scope of current operations due to their characteristics:

· On January 3, 2003, the Management Board of the Bank disclosed that it has signed the following agreements with BEL Leasing Sp. z o.o. ("BEL"), the Bank’s subsidiary: 1. an agreement for the assignment of rights from the General Insurance Agreement between BEL and Towarzystwo Ubezpieczeniowe Allianz Polska S.A., and 2. an agreement for the assignment of rights from the General Motor Insurance Agreements between BEL and Powszechny Zakład Ubezpieczen S.A. The above agreements were signed to secure the Bank’s receivables from agreements of funding, which were disclosed by the Bank in Communications No. 111/2000 of December 29, 2000 and 21/2002 of March 13, 2002.

· On January 31, 2003, the Management Board of the Bank informed that it had concluded an agreement with BESTA Sp. z o.o. (“BESTA”), the Bank’s subsidiary, for the sale of BESTA enterprise (the “Agreement”). As a result, the Bank acquired the enterprise of BESTA within the meaning of Article 55.1 of the Civil Code for the total price of PLN 11,174,324.00. Business activities of the BESTA enterprise include in particular correspondence printing and dispatching services, services associated with mass payments processing and services rendered to investment funds. Upon the transfer of the enterprise on behalf of the Bank, all burdens and risks associated with the taken over property will also pass on the Bank. All amounts BESTA is authorized to receive or obliged to pay under a court decision or composition before the court are transferred on behalf of the Bank without any right of recourse to BESTA. The Bank will take over BESTA’s employees by way of the transfer of an enterprise on another employer pursuant to Article 21.1 of the Labor Code, with effect from January 31, 2003. By entering into this Agreement, the condition notified in the Bank’s Communication No. 79/2002 of December 13, 2002 had been satisfied.

· On March 14, 2003, the Management Board of the Bank informed that the Bank had signed with TBM Sp. z o.o. ("TBM"), the Bank’s subsidiary, an agreement for the sale of the enterprise of TBM within the meaning of Article 55.1 of the Civil Code for the total price of PLN 98,000,000. Business activities of TBM include, in particular, total real estate development and administration services. The Bank will take over TBM’s employees by way of the transfer of an enterprise on another employer pursuant to Article 21.1 of the Labor Code, with effect from March 12, 2003.

VIII. LOANS GUARANTEED OR GUARANTEES ISSUED BY THE BANK 

In 1Q 2003, the Bank did not issue guarantees for loans or other guarantees to any single entity that would lead to the Bank’s total commitment towards such entity in excess of 10% of  the shareholders’ equity of the Bank.

IX. INCOME TAX

· Income tax due

Income tax due (imposed on profit before tax) was determined in accordance with the Corporate Income Tax Act of February 15, 1992. The key factor that affected the income tax charge for January 1 – March 31, 2003 was that the tax base of the parent company (which contributes the most to public dues) was a negative amount as a result of the exclusion of the dividends and earnings (taxed at a flat rate) received from legal persons from the tax base. 

· Deferred income tax

Pursuant to art. 37.3 of the Accounting Act, business entities are obligated to create provisions for deferred income tax to account for differences in recognizing revenues as received and expenses as incurred under the Accounting Act and the Corporate Income Tax Act of February 15, 1992. Therefore, companies from the Bank Millennium Group (under tax laws and regulations in force, the Bank Millennium Group is not a so-called ‘tax group’) establish provisions for income tax on a monthly basis, taking into account all timing differences for which there is certainty of their conversion into taxable income or tax-deductible costs in subsequent reporting periods. That approach allows to equalize the charge on pre-tax profits and ensures that revenues and costs of the current financial year will not impact financial results generated in the future.

In the reporting period, the value of the compensated part of income tax decreased, primarily due to realized interest on securities and foreign exchange losses on a swap at the parent company level.

X. ADDITIONAL NOTES TO FINANCIAL DATA

In 1Q 2003, Bank Millennium wrote off irrecoverable receivables against provisions in the following amounts:

institutional clients – PLN 6,933.6 thousand,

individual clients – PLN 13,219.8 thousand.

Since the method of presentation of certain data was modified, the following amendments of previously disclosed comparable data (as of March 31, 2002) was effected while preparing this report:

Income statement:

1) since the method of presentation of interest margin paid to an external operator was changed “interest expense” was increased and “commission expense” was decreased by PLN 9,142 thousand,

2) as a result of the reclassification of expenses “other operating expenses” were decreased and “general and administrative expenses” were increased by PLN 4,850 thousand,

3) as a result of the change in the method of presentation of certain commission incomes from factoring operations run by a subsidiary, an amount of PLN 2,153 thousand was transferred from “other operating revenues” to “commission income”. 

Balance sheet:

1) after implementing a new presentation method, all settlements connected with derivative instruments were transferred to the balance sheet lines, respectively: assets – “other securities”; liabilities “other liabilities from financial instruments” (in the previous report these lines only included the result of the valuation of derivative instruments to their market value). The above amendment is quantified as follows:

· assets: “other securities and other financial assets” increased by PLN 254,358 thousand while “other assets” decreased by PLN 115,822 thousand and “other deferred costs” decreased by PLN 138,536 thousand,

· liabilities: “other liabilities from financial instruments” increased by PLN 163,007 thousand while “other liabilities” decreased by PLN 8,218 thousand, “other long-term provisions” decreased by PLN 8,222 thousand and “other deferred and restricted income” decreased by PLN 146,567 thousand.

Since the valuation of shares in PZU S.A. using the equity method is discontinued, the shares are now included in “shares in other companies” on the balance sheet in the amount of PLN 1,212,114 thousand. That amount is the sum of the value of the shares in PZU determined using the equity method as of March 31, 2003 (PLN 457,434 thousand) and the unamortized goodwill of the subsidiaries as of March 31, 2003 (PLN 754,680 thousand).
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