THE MANAGEMENT BOARD’S COMMENTARY ON THE ECONOMIC ACTIVITY OF

BIG Bank GDAŃSKI S.A.

IN THE PERIOD

FROM 01 JANUARY 2001 TO 30 JUNE 2001
The economic activity conducted from 01 January 2001 to 30 June 2001 is reflected in the financial statements on which this commentary is based.
The Bank’s performance for 1H2001 has been compared with the results for the 9 months of the 15 month financial year of 1999/2000, after subtracting from them the results of 1Q2001, i.e. from 1 October 1999 to 31 December 1999.

Furthermore, the Bank’s performance for the 6 months of 2001 does not include the performance of BIG Bank S.A. generated during the 4 days of 2001 until the merger on 5 January 2001.
Income Statement

BIG Bank GDAŃSKI SA generated net earnings in the reporting period of PLN 0.7 million, in other words PLN 149.3 million less than in the financial statements for the same period one year ago. 
The bank’s result on banking activity in the period under analysis amounted to PLN 463.0 million. It is 18.8% lower than last year, i.e. by PLN 106.9 million. 

The breakdown of the result on the Bank’s banking activity and the net profit in the first two quarters of the 2001 financial year in comparison with the same period last year is as follows:

For the period                                                                               01.01.2000-30.06.2000    01.01.2001-30.06.2001 


Previous year                   Current year

I. Interest income
 844 948

1 089 122

II. Interest expenses
 700 022

   969 796

III. Result on interest (I-II) 
 144 926

   119 326

IV. Commission income
 102 735

   111 507

V. Commission expenses
     5 398

     23 768

VI. Result on commissions (IV-V) 
   97 337

     87 739

VII. Income on equities and interest, other securities and other economic rights 
 258 553

     28 874

VIII. Result on financing operations
   61 008

   205 952

IX. Result on FX position
     8 158

     21 149

X. Result on banking activity
 569 982

   463 040

XI. Other operating income
     4 922

       7 361

XII. Other operating expenses
   15 201

     23 505

XIII. Bank’s operating expenses
 213 061

   352 287

XIV. Depreciation of fixed assets and intangible assets
   22 180

     63 594

XV. Charges to reserves and to revaluation charges
 160 184

   209 320

XVI. Release of reserves and revaluation charge reductions
   56 705

   178 793

XVII. Difference of reserves and revaluation (XV- XVI)
 -103 479

   -30 527

XVIII. Result on operating activity 
  220 983

         488

XIX. Result on extraordinary operations
           43

            24

   1. Extraordinary gains
           53

            85

   2. Extraordinary losses
           10

            61

XX. Gross profit (loss)
  221 026

          512

XXI. Mandatory reduction in the financial result
    71 005

        -167


XXII. Net profit (loss)
  150 021

          679

Result on interest
BIG Bank GDAŃSKI SA generated PLN 119.3 million in net interest in the first two quarters of the 2001 financial year as opposed to PLN 144.9 million in the same period last year.

In comparison with the previous period interest expenses increased by PLN 269.8 million, i.e. by 38.5% against lower growth in interest income of PLN 244.2 million., i.e. by 28.9%.

This was caused by higher incremental growth in the volume of liabilities and equity, inter alia as the result of capturing the liabilities and equity of BIG Bank S.A. in the liabilities and equity of BIG Bank Gdański, as well by continued growth over the first six months of this year. 

Another merger effect was the change in the composition of assets. There was an increase in the share of investments in debt securities and an increase in the receivables from financial institutions thereby precipitating a decline in the yield of the assets held.  The value of the debt securities increased by PLN 2 453.68 thousand (i.e. by 74%), while receivables from the financial sector increased by PLN 1 641.46 thousand, i.e. by 74%. Their share in the composition of assets increased by 13.1%. At the same time, there was a decline in the share of receivables from the non-financial and budgetary sector in the structure of assets by 16.3%, precipitated mostly by the conversion of budgetary receivables into T-bonds in the second half of 2000 and the partial slowdown in the growth in the value of the loan portfolio. 

Result on commissions
In the first two quarters of the 2001 financial year BIG Bank GDAŃSKI S.A. generated a result on commissions in the amount of PLN 87.7 million, i.e. 9.9% less than in the same period one year ago. 

Commission income was 8.6% higher at PLN 111.5 million. Commission expenses in 1H2001 was PLN 18.4 million higher than in the same period in the 1999/2000 financial year. This was mostly caused by the higher expenses paid to credit intermediaries. 

Income on equities and shares, result on financial operations and FX gains

In 1H2001 BIG Bank GDAŃSKI SA realized income on equities, shares and other securities worth PLN 28.9 million, i.e. PLN 229.7 million less than in the same period one year ago. This decline largely results from the fact that in the same period one year ago interest was sold in TBM Leasing and Inec Services and this contributed to a high result on this line item in the income statement.

The result on financial operations was PLN 206.0 million which was PLN 144.9 million higher than in the same period last year. This was caused by the increase in the level of selling debt papers and better performance on derivatives transactions.

The result on foreign exchange in 1H2001 was PLN 12.0 million higher than last year and amounted to PLN 21.1 million.

Other income statement line items

The result on other income and operating expenses in 1H2001 was PLN 5.9 million lower than in the same period last year.

The operating expenses at BIG Bank GDAŃSKI SA in 1H2001 amounted to PLN 352.3 million; nominally, they were 65.3% higher than last year. The cost increase over last year was The increase in costs over the same period last year was brought about by merging BIG Bank S.A. including the Millennium branch network, whereby there were higher costs of remuneration, maintenance and rental as well as other physical expenses.

The depreciation of fixed assets and intangible assets in the period under discussion amounted to PLN 63.6 million, which signifies an increase of PLN 41.4 million over the same period last year in connection with expanding the branch network with the outlets and head office of BIG Bank S.A. and the Millennium outlets. 

At BIG Bank GDAŃSKI S.A. in 1H2001 the difference in provisions and the revaluation reserve amounted to PLN –30.5 million.

The gross profit earned in the period under discussion amounted to PLN 0.5 million.

The net profit in 1H2001 amounted to PLN 0.7 million.

Balance Sheet

The balance sheet amount of BIG Bank GDAŃSKI SA as at the end of June 2001 amounted to PLN 19 488.9 million, which in comparison with last year signifies 28.2% nominal growth. This growth is the effect of the merger with BIG Bank S.A. and the continuation in the development of operations at BIG Bank GDAŃSKI S.A.

Assets

The asset composition at BIG Bank GDAŃSKI SA as at 30 June 2001 in comparison with 30 June 2000 may be presented as follows:

As at
30.06.2000
30.06.2001

ASSETS




I. Cash on hand, operations with the central bank
      390 650
     439 256
II. Debt securities eligible for rediscounting at the central bank
        33 162
        25 456
III. Receivables from the financial sector
   2 170 118
   3 811 581
   1. Current account
      102 545
      239 794
   2. Term deposits
   2 067 573
   3 571 787
IV. Receivables from the non-financial and budgetary sectors
 7 907 424
   6 961 244
   1. Current account
      519 498
      823 265
   2. Term deposits 
   7 387 926
   6 137 979
V. Receivables on purchased securities with a repo promise
                   0
                 0
VI. Debt securities
   3 304 653
  5 758 332

VII. Equities and interest in subsidiaries 
      567 858
    373 704

VIII. Equities and interest in affiliates 
        13 036
      12 942

IX. Equities and interest in other units
        19 542
        4 095

X. Other securities and other economic rights
              0
               0

XI. Intangible assets
        14 250
     330 207

XII. Property, plant and equipment
      246 217
     688 779

XIII. Treasury stock for sale
                  0
                0

XIV. Other assets
     445 658
      666 781

XV. Prepayments and accruals 
        89 050
      416 550

TOTAL ASSETS
 15 201 518           19 488 927

Receivables from the non-financial and budgetary sectors accounted for the largest share of 35.7% in the asset composition of BIG Bank GDAŃSKI S.A. as at 30 June 2001. In comparison with last year this line item of assets declined by PLN 946.2 million, i.e. by 12%, mostly as a result of the conversion of the receivables from the State Treasury into debt securities.

In the 6 months of the 2000/2001 financial year the share of receivables from financial entities in the Bank’s composition of assets jumped from 14.3% at the end of June 2000 to 19.6% in the balance sheet at the end of June 2001. The value of these receivables over last year grew by PLN 1,641.5 million. The increase in the balance of receivables from financial entities is linked to more intensive activity on the interbank market and the increase in term receivables from resident banks.

The largest share in the debt paper portfolio is held by papers issued by state institutions, i.e. 97%. In comparison with the previous financial year, there was a 74.2% increase in debt paper value, mostly as a result of the conversion of the accounts receivable from the state treasury into T-bonds. 

Equities, interest and other securities accounted for 2% of the Bank’s assets as at 30 June 2001.

Intangible assets grew in comparison with last year from PLN 14.3 million to PLN 330.2 million in connection with purchasing the rights to Millennium.

As at 30 June 2000 the value of property, plant and equipment stood at PLN 688.8 million; it was PLN 442.6 million higher than at the end of June in the previous financial year. Property, plant and equipment increased its share in the composition of assets from 1.6% in 2000 to 3.5% in 2001. The growth in the value of property, plant and equipment was mostly caused by acquiring the assets of BIG Bank S.A. including the Millennium branch network.

The share of other assets and prepayments and accruals including prepaid costs and other debtors amounted to 5.6% of the Bank’s assets.
Liabilities and equity

The composition of liabilities and equity at BIG Bank GDAŃSKI SA as at 30 June 2001 in comparison with 30 June 2000:

LIABILITIES AND EQUITY
30.06.2000
30.06.2001

I. Liabilities to the central bank
                0
     140 150

II. Liabilities to the financial sector
  9 399 951
  2 742 625

   1. Current
       47 610
       49 379

   2. Term
  9 352 341
  2 693 246

III. Liabilities to the non-financial sector
      And the budgetary sector
  2 980 563
13 850 329

   1. Savings deposits, including : 
               0
               0

      a) Current
                 0
               0

      b) Term
  

   2. Others, including:
2 980 563 
13 850 329

     a) Current
1 574 593
  2 162 300

     b) Term
1 405  970
11 688 029

IV. Liabilities on sold securities with a granted repo promise
               0
                0

V. Liabilities on treasury securities
               0
     103 642

VI. Special funds and other liabilities and equity
   273 729
     528 723

VII. Costs and income settled over term and reserved
   321 348
     560 204

VIII. Provisions
   421 727
     214 924

   1. Income tax provisions
    188 568
     118 159

   2. Other provisions
    233 159
       96 765

IX. Subordinated liabilities
                0
                0

X. Share capital
     424 591
     424 591

XI. Other payments to share capital (negative amount) 

              0
                0

XII. Reserve capital
   350 199
     358 982

XIII. Revaluation reserve 
     30 069
       30 974

XIV. Other reserve capital
   775 489
    622 482

XV. FX differences on converting foreign branches

              0
                0


XVI. Retained earnings or uncovered losses brought forward
                0
    -  89 378

XVII. Net profit (loss)
   223 952
            679

TOTAL LIABILITIES AND EQUITY 
15 201 618
19 488 927

Liabilities to financial institutions compared to last year fell by 70.8% i.e. from PLN 9,400.0 million to PLN 2 742.6 million. The value of these liabilities in the composition of the total balance sheet amount fell from 61.8% to 14.1% at the end of June 2001. As at 30 June 2000 this line item included the liabilities to BIG Bank S.A. As a result of the merger with BIG Bank S.A. the amount of these liabilities declined considerably.

During the first 6 months of the 2001 financial year the amount of liabilities to the non-financial sector and the budgetary sector jumped from PLN 2 980.6 million to PLN 13 850.3 million. This occurred as a result of merging BIG Bank S.A. and the continued growth in the deposit base over the first six months of the current year.

Own funds at the end of June 2001 amounted to PLN 1 348 million, i.e.  7.0% of liabilities and equity. In comparison with the balance from last year they fell by PLN 456 million, i.e. by 25%. The Bank has covered the potential risk for accounts receivable from the General Banking Fund Risk with respect to which there is a risk of loss amounting to PLN 290 million. 

The share in total liabilities and equity of the line item entitled special funds and other liabilities and equity and accruals and deferred income, which include inter alia the social fund, reserved interest, various creditors and costs settled over time grew from 3.9% to 5.6% and their total value at the end of June 2001 amounted to PLN 1 088.9 million.

At the end of June 2001 the line item entitled provisions, in comparison with the preceding year, had fallen from PLN 421.7 million to PLN 214.9 million. 

The balance sheet profit after the first six months amounted to PLN 0.7 million, which is PLN 223.3 million less than the profit at the end of June 2000, i.e. the result for the period of 9 months. In comparison with the same period in the 1999/00 financial year, i.e. 6 months, the net profit is lower by PLN 149.3 million. 
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