INTRODUCTION

1. ISSUER’S CORE BUSINESS

Line of business according to EKD
:
financial intermediary services except for insurance and old age and disability pension funds

Area of activity:
conforms to the Banking Law of 29 August 1997, art. 5 and art. 6, in particular: taking cash deposits, keeping other bank accounts, granting loans, guarantees, issuing bank securities, trading securities, conducting bank cash settlements, granting cash loans, check and bill of exchange operations, issuing charge cards and operations using them, buying and selling accounts receivable, granting sureties.

The financial statements are presented for the period from 01 January 2001 to 30 June 2001 and the comparable data are for the period from 01 October 1999 to 30 June 2000.

2. STATEMENT OF WHETHER THE FINANCIAL STATEMENTS FOR THE PREVIOUS PERIOD WERE TRANSFORMED

There was a change in how the line item entitled the result on financial operations on securities in the interim report for the current financial year is presented:

In previous periods the profit realized on the sale of T-bonds included: profit on the sale of bonds and the discount settled from the bond purchase date to the date of sale.

In the current period the Bank has modified the program handling treasury operations to settle separately the realized discount which is shown in the line item entitled interest income on securities and the realized profit on the par value shown in the line item entitled result on financial operations on securities.

Accordingly, the following presentation adjustments have been made in this report to the income statement for the period from 1 October 1999 to 30 June 2000 with reference to the data presented in the interim report drawn up as at 30 June 2000:

· interest income has been increased by the loss realized on the sale of bonds in the amount of PLN 6 309 thousand, 

· the result on financial operations has been reduced by the same amount.

To state the fair value of the rights to the Millennium project, the method of their valuation and settlement has changed:
- the valuation method used up till now:

The Polish zloty equivalent of the bridge loans granted in Euro and estimated for that future date has been subtracted from the obligation to pay PLN 530.8 million in December 2003 (using the relevant hypotheses concerning the EURO/PLN exchange rate in December 2003 and the hypotheses concerning EURIBOR in subsequent years from 2001 to 2003).

- after changing the valuation principle:

The current value of the future amount of PLN 530.8 million was calculated on the date of the change (using the relevant discount rate). On the date of change, the Polish zloty equivalent was subtracted from the number (at the spot rate on the date of changing the method) of both bridge loans. 

The calculated amount will be depreciated for 20 years.

As a result of changing the valuation method, the gross value of this asset component has fallen by PLN 102.1 million and a provision was established for the interest on the obligation in the amount of PLN 16 million.

3. ACCOUNTING PRINCIPLES IN FORCE FROM 01 JANUARY 2001 TO 30 JUNE 2001

I. Introduction
The accounting principles applied by the Bank incorporate the provisions of the Accountancy Act of 29 September 1994, Resolution number 1/98 of the Banking Supervision Commission of 3 June 1998 in the matter of the detailed accounting principles of banks and for drawing up notes (as amended), Resolution Number 8/99 of the Banking Supervision Commission of 22 December 1999 in the matter of provisioning for bank activity risk, the Regulation issued by the Council of Ministers of 22 December 1998 in the matter of the type, form and scope of current and periodic information and the deadlines for the issuers of securities approved for public trading to forward them. The units of the former BIG S.A. group banking operations according to the Bank Chart of Accounts at BBG (BPK BBG), which was developed on the basis of the Model Chart of Accounts introduced by Directive number 4/95 issued by the President of NBP of 22 February 1995. The units of the former Bank Gdański S.A. group banking operations according to the COMPANY CHART OF ACCOUNTS AT BBG, which is based on the Bank Chart of Accounts of ‘86. As at the balance sheet date, all BBG units were drawing up the report of the individual accounts according to BPK BBG.

II. Fixed assets and intangible assets
1. Records are kept at purchase prices or at the value established by revaluation.

2. The depreciation rates accepted by the Bank conform to the table of annual depreciation rates applied for fiscal purposes constituting an attachment to the CIT Act. The annual depreciation rate for computer sets is 30%.

3. Depreciation is done according to the straight line method.

4. Investments in progress and advance payments for investments are shown at purchase price or price cost and are not subject to depreciation.

5. In 1995, 1996, 1998 and 1999 the Bank availed itself of investment relief. The value of the assets subject to this relief amounted to PLN 59 904 thousand. As at 30 June 2001 the value of depreciation to be settled by virtue of investment relief amounted to PLN 12 482 thousand.

6. The principles for capitalizing and settling investment expenditures in the Millennium retail network:

Expenditures incurred for branches:

· The following principles are applied to expenses incurred directly for the branch until the month when it is commissioned for usage:

· All expenditures are subject to capitalization on investment accounts until the month when the branch is commissioned for usage,

· In the month when the branch is commissioned these expenditures are booked to the relevant categories of fixed assets, intangible assets and prepaid expenses,

· In the month after the branch is commissioned the assessment of depreciation charges commences and prepaid costs are settled, whose basis is the entirety of expenditures incurred.

· The following principles are applied to expenses incurred directly for a given branch from the month after the month when it is commissioned for usage:

· All expenditures incurred for newly-acquired asset components are recorded immediately in the relevant category of fixed or intangible assets and from the next month are subject to depreciation,

· The other expenses are directly debited to current operating costs at the moment when they are incurred.

· The principles above are not applicable to expenditures for VAT input tax concerning goods forwarded and used for the purposes of representation and advertising. These expenditures are directly debited to current operating expenses.

Expenditures incurred for the Operating Center:

· All expenditures incurred for the Operating Center are subject to settlement in a given month to the relevant categories of fixed assets and intangible assets as well as to settlement whereby they are debited directly to current operating expenses or via depreciation at 1/250 of the expenditures incurred in this month multiplied by the number of branches commissioned in this month.

· The following principles are accepted for the expenditures incurred for the Operating Center until the month when the branch(es) are commissioned:

· Expenditures are capitalized on investment accounts until the month when the branch(es) are commissioned at 1/250 of the expenditures incurred multiplied by the number of branches that have not been commissioned,

· In the month when the branch(es) are commissioned these expenditures are booked to the relevant categories of fixed assets, intangible assets and prepaid costs at 1/250 of the expenditures incurred multiplied by the number of branches that have been commissioned,

· In the month following the month when the branch(es) are commissioned the assessment of depreciation charges and the settlement of prepaid costs shall begin whose basis is the value corresponding to 1/250 of the expenditures incurred multiplied by the number of branches that have been commissioned.

· The following principles are accepted for the expenditures incurred for the Operating Center from the month after the month when the branch(es) are commissioned:

· The expenditures incurred for newly-acquired asset components or to increase the value of commissioned asset components are recorded immediately as the relevant category of fixed assets or intangible assets and are subject to depreciation from the following month – at 1/250 of the expenditures multiplied by the number of commissioned branches,

· The other types of expenditures are directly debited to current operating expenses at the time they are incurred – at 1/250 of the these expenditures multiplied by the number of commissioned branches,

· Expenditures corresponding to 1/250 of these expenditures multiplied by the number of branches that have not been commissioned are subject to capitalization on investment accounts.

· The expenditures to develop the marketing concept and the promotional campaign and the expenditures for media production – incurred in the month when the branch(es) are commissioned and in subsequent months are fully subject to capitalization as the costs of development work. Depreciation charges against these expenditures are made beginning from the next month after the month when the branch(es) are commissioned against 1/250 of these expenditures multiplied by the number of commissioned branches.

· On the date of the merger of BIG Bank Gdański and BIG Bank, including the Millennium retail network, the organizational units of the current Millennium Operating Center were merged with the relevant units of the Head Office in the merged bank and jointly perform the functions for the Millennium retail network and for the remaining part of the merged bank. All expenditures incurred by the units of the Head Office of the merged bank from the date of the merger are booked to the relevant categories of fixed assets, intangible assets and are debited in full to current operating expenses. The principle of pro rata settlement with respect to the number of commissioned Millennium retail network branches is not applicable to these expenditures.

The settlement of financial costs of the investment process:

· The financial costs incurred (i.e. interest and FX gains/losses on a loan received in a foreign currency, which is used to finance some of the investment expenditures) proportionally increase the value of capital expenditures financed entirely or in part from the loan – until they are settled to the relevant categories of fixed assets, intangible assets and pre-paid costs.

· Financial costs compounded on investment accounts are settled using the principles specified for such capital expenditures that were financed in full or in party from the loan.

· The financial costs incurred proportionally increase the value of the asset components whose purchase was financed in full or in part from the loan.

· If expenditures are financed with a loan and they are debited directly to operating costs, the financing costs proportionally corresponding to these expenditures are also debited to the current operating costs.

III. Receivables and liabilities
1. Receivables and liabilities are shown at the price requiring payment.

2. In the financial statements receivables are presented at their net value, i.e. minus the special purpose provisions established.

3. Special purpose provisions are established for granted off-balance sheet liabilities that are irrevocable and at risk of being irregular.

IV. Assets acquired in exchange for debt
1. Assets acquired in exchange for debt are shown at the amount of the debt for which the assets were acquired but no higher than the net sales price of the acquired asset.

2. A special purpose provision is established for the difference between the determined value of the acquired asset and the amount of debt.

V. Securities

1. Trading debt securities:

· Debt trading securities are shown at purchase price adjusted by accrued interest, discount, premium but at a value that does not exceed the net sales price. If this value is higher than the net sales price, the difference is included in the costs of financial operations. The valuation of debt trading securities is carried out at the end of every month. The discount is settled over time according to the exponential method.

· The sale of debt trading securities is settled using the FIFO principle.

2. Debt investment securities:
· Debt investment securities are shown at the purchase price adjusted by accrued interest, discount, premium. An impairment provision is established for securities not issued by the state treasury or central bank. The discount is settled according to the exponential method.

· The papers are redeemed by the issuer after the issue period.

3. Marketable equities:

· the valuation of the equities is carried out at the end of the month at the current sales price – no higher than the purchase price. Revaluation charges are made for a reduction in value for the amount of the difference between the value of the equities and the current sales price,

· a sale is settled at the weighted average value of the securities recorded on the sales date.

4. Investment-grade equities:

· the valuation of the equities is carried out no less frequently than at the end of every quarter according to the average exchange price during the most recent three months – no higher, however, than the purchase price and a revaluation reserve is established for the impairment thereof,

· a sale is settled at the weighted average value of the securities recorded on the sales date.

5. Shares and interest in subsidiaries, affiliates and minority interest:

· the valuation of public companies is carried out at the end of every quarter at the current sales price but no higher than the purchase price and a revaluation reserve is established for the impairment thereof, 

· a valuation of unlisted equities and interest in subsidiaries, affiliates and minority shareholdings is carried out on the date of the annual balance sheet. In the event of impairment, revaluation reserves are made in the amount of the difference between the current value and the sales price.

VI. Financial derivatives:

1. FX forward

The base amounts of open transactions on FX forwards (currency purchased and sold) are shown in off-balance sheet line items and presented in the line item entitled „Liabilities related to the realization of buy/sale operations”. Amounts in foreign currencies are converted at the average NBP exchange rate on the balance sheet date. Forward transactions are valued at the estimated fair value at the end of each month and the valuation is presented in other assets / liabilities and equity in correspondence to the result on the FX position.

2. FX SWAP

The base amounts of open transactions on FX Swaps (currency purchased and sold) are shown in off-balance sheet line items and are presented in the line item entitled Liabilities related to the realization of buy/sale operations. Amounts in foreign currencies are converted at the average NBP exchange rate on the balance sheet date. FX swaps are not marked to market. The valuation entails the settlement of the swap points and Valuation entails settling swap points and suspending the FX gains/losses on other assets / liabilities and equity as calculated between the transaction execution date and the balance sheet date. The result of the depreciation of swap points is posted in the result on financial operations and in prepayments, accruals and deferred income. 

3. Interest rate swaps (IRS)

The base amounts of open IRS transactions (currency purchased and sold) are shown in off-balance sheet line items and are presented in the line item entitled „Other off-balance sheet positions”. IRS transactions are not marked to market. These transactions are settled by assessing the interest to be paid and received and by capturing the same in the result on financial operations and in prepayments, accruals and deferred income, respectively.

4. FX options

The base amounts of open FX options (only foreign currency) are converted at the average NBP exchange rate on the balance sheet date and are shown in off-balance sheet line items and are presented in the line item entitled „Other off-balance sheet positions”. The premium paid and received and presented in other assets / liabilities and equity is settled over time in correspondence to the result on operations on financial instruments. FX options are valued at the estimated fair value at the end of each month and the valuation is presented in other assets / liabilities and equity in correspondence to the result on financial operations.

5. Cross – Currency Swap (CCS)

The base amounts of open CCS transactions (currency purchased and sold) are shown in off-balance sheet line items and are presented in the line item entitled Liabilities related to the realization of buy/sale operations. Amounts in foreign currencies are converted at the average NBP exchange rate on the balance sheet date. CCS transactions are not marked to market. The valuation entails assessing interest to be paid and to be received and on suspending the FX gains/losses on other assets / liabilities and equity as calculated between the transaction execution date and the balance sheet date. CCS interest income is captured in the result on financial operations and in the balance sheet in the line item entitled prepayments, accruals and deferred income.

Until 30 September 1999 a provision was established for FX gains / losses (calculated as the accrued gains / losses from the transaction execution date until 30 September 1999) in the liabilities and equity side of the balance sheet in the line item entitled other provisions. This provision is released upon the maturity of the financial instrument. As at 30 June 2001 this position concerned open CCS transactions executed prior to 30 September 1999.

VII. Assets and liabilities and equity denominated in foreign currencies
1. Assets and liabilities and equity constituting balance sheet and off-balance sheet FX line items are shown as converted into Polish zloty at the average exchange rate for the individual currencies as established by the President of NBP on the balance sheet date.

2. The balances of FX accounts are automatically converted at the end of every day at the average exchange rate for the individual currencies as established by the President of NBP.

VIII. Interest income

1. Interest receivables are calculated year-to-date up to the last day of the accounting period. 

2. Accrued interest in favor of the Bank for the current reporting period on normal receivables is included in income. 

3. Accrued unpaid interest from the time when reclassifying receivables to irregular receivables are captured on settlement accounts as qualified income and is not captured in the income statement until received. 
4. Discount interest on the purchased accounts receivable are recorded on settlement accounts as income received in advance and is settled on the accrual basis over time to income.
IX. Interest expenses
1. Interest liabilities are calculated year-to-date until the last day of the reporting period.

2. The accrued liabilities falling in the current reporting period are included in costs and captured in the income statement.

X. Bank commissions and fees

Commission and fee income /expenses are included in the income statement using the cash method, i.e. at the time of payment. If the nature of a transaction so requires, the accrual principle is used to settle commission income and expenses.

XI. Provisions for irregular receivables and general risk

1. Credit receivables, the accounts receivable purchased, other assets at risk and granted off-balance sheet liabilities are classified and provisioned according to the binding provisions. 

Special purpose provisions are established according to the principles outlined in Resolution Number 8/99 of the Banking Supervision Commission on 22 December 1999 in the matter of provisioning the risk of banking activity. The following percentage rates of provisioning are used for individual groups of risk:

·  Normal receivables (only credits and loans granted to private persons for non-business purposes)
  



1.5%,

·  Sub-standard receivables


20%,

· Doubtful receivables



50%,

· Loss receivables


            100%.

When defining the necessary level of special purpose provisions, the collateral envisaged in Resolution Number 8/99 of the Banking Supervision Commission of 22 December 1999 in the matter of provisioning the risk of banking activity was taken into consideration. A valuation of collateral was made at liquidation value for some credit receivables at higher credit risk in order to define the necessary level of provisioning.

2. The general risk provision is debited to the current period’s costs to cover the risks associated with banking activity based on the provisions in the Banking Law.

3. As at 30 June 2001 the general risk provision was used to cover:

· regular receivables from natural persons in the amount of PLN 11 800.41 thousand, 

receivables under observation for PLN 6 550.01 thousand

XII. Provision for retirement severance pay and employee leave

1. Retirement severance pay

According to the Employee Remuneration Bylaws at BBG SA and the Labor Code, employees, after having worked a specified number of years and reaching a required age, are vested with the right to receive retirement severance pay. The Bank’s obligations for retirement severance pay are calculated as the current value of liabilities on the years of service. The provision is revalued twice per annum (December and June). The current calculations of the Bank’s future obligation to employees in this area are calculated according to the headcount and salaries as at 30 June 2001. The retirement severance pay has been discounted to current value (as at 30 June). The discount rate was accepted to be 5%, which corresponds to the average expected real rate of return on fixed income and low risk assets (e.g. T-bonds) during the estimation period. In these calculations the retirement probability table in individual years was used; it is widely applied in these types of estimates. 

The Bank provisioned 100% of the amount calculated.

2. Cost of unused employee leave

The provision for unused leave by Bank employees is established once per year (December) on the basis of the status of unused leave for the year drawing to an end. At present, the provision does not include leave in 2001 and is the sum of the equivalent figures calculated separately for each Bank employee.

XIII. Charges on the temporary difference in income tax

1. The principle of creating charges on the temporary difference in income tax has been in force at the Bank since 1 October 1995.

2. At the end of every month a provision is established for the temporary difference in income tax to be paid in the next reporting period. This difference is caused by the different moment for recognizing income as achieved or an expense as incurred according to the Accountancy Act and fiscal provisions.

XIV. Goods and services tax (VAT)

The Bank does not deduct input tax from output tax on goods and services. The Bank is a VAT taxpayer on other transactions besides banking operations.

XV. Issue costs
The costs of issuing the shares of series J stock have been included in intangible assets and will be depreciated for 5 years. This follows from the fact that there was no issue premium.

4. STATEMENT OF WHETHER THE FINANCIAL STATEMENTS PRESENTED HEREUNDER INCLUDE THE ADJUSTMENTS RESULTING FROM THE QUALIFICATIONS IN THE OPINIONS OF ENTITIES AUTHORIZED TO CONDUCT AUDITS

There were no qualifications in the opinions of the entities authorized to audit financial statements in the previous years.

5. STATEMENT OF WHETHER THE FINANCIAL STATEMENTS INCLUDE CUMULATIVE DATA

Within the framework of BIG Bank GDAŃSKI S.A. there are no independent organizational units that draw up separate financial statements.

6. STATEMENT OF THE AREAS OF THE ACTUAL DIFFERENCES BETWEEN IAS AND THE ACCOUNTING PRINCIPLES APPLICABLE TO THE BANK IN FORCE AS AT 30 JUNE 2001

1. The valuation and presentation of financial assets and liabilities and equity according to IAS 39:

a) Marketable securities

· Principle accepted to draw up the IAS statements: Marketable securities and ones for sale are valued at market value (if it is not possible to assess their market value accurately, they are carried at purchase price).

· Principles applied when drawing up Polish GAAP statements: Marketable securities are valued at the lower of two values: purchase price (for debt securities the purchase price is adjusted by the discount/premium settled exponentially) or the market value, investment-grade debt securities are shown at purchase price adjusted by the discount/premium settled exponentially while investment-grade equity instruments are shown at purchase price. Investment-grade equities on the WSE are valued at their average price during the most recent quarter.

b) derivatives

· Principle accepted to draw up the IAS statements: Derivatives are marked to market and are captured in the balance sheet..

· Principles applied when drawing up Polish GAAP statements: 

Cross – Currency Swap (CCS)

Amounts in foreign currencies are converted at the average NBP exchange rate on the balance sheet date. CCS transactions are not marked to market. The valuation entails assessing the interest to be paid and to be received and hanging the FX gains/losses assessed between the transaction execution date and the balance sheet date on other assets/liabilities and equity. The interest result on CCS is captured in the result on financial operations and in the balance sheet as prepayments, accruals and deferred income.

Interest rate swaps (IRS)

IRS transactions are not marked to market. They are settled by calculating the interest to be paid and received and then they are captured respectively in the result on financial operations and as prepayments, accruals and deferred income.

FX options

The underlying amounts of open FX options (only a foreign currency) are converted at the average NBP exchange rate. The premium paid and received presented in other assets / liabilities and equity is settled over time in correspondence to the result on the operations on financial instruments. FX options are valued at the estimated fair value at the end of every month, while the valuation is presented on other assets / liabilities and equity in correspondence to the result on financial operations.

FX forwards

Amounts in foreign currencies are converted at the average NBP exchange rate on the balance sheet date. Forwards are valued at the estimated fair value at the end of every month, while the valuation is presented on other assets / liabilities and equity in correspondence to the result on the FX position.

FX Swaps

Amounts in foreign currencies are converted at the average NBP exchange rate on the balance sheet date. FX swaps are not marked to market. The valuation entails settling swap points and suspending the FX gains/losses on other assets / liabilities and equity as calculated between the transaction execution date and the balance sheet date. The result of depreciating the swap points is posted in the result on financial operations and in the balance sheet in the line items entitled prepayments, accruals and deferred income.

c) Sell/buy back transactions
· Principle accepted to draw up the IAS statements: assets forming the subject matter of sell/buy back transactions are not removed from the balance sheet.

· Principles applied when drawing up Polish GAAP statements: Sell/buy back transactions are posted as two separate transactions: sale and repurchase of these assets.

2. In the IAS statements the establishment of special purpose provisions with the resources of the General Risk Banking Fund (Polish GAAP) was incorporated in the income statement.

3. The general risk provision – in the IAS statement this provision is presented as one that reduces the Bank’s assets.

4. Costs of development work – the bank capitalizes and settles over time the expenditures incurred in connection with the construction of the Millennium retail bank network; in the IAS report these expenses are debited to the income statement when they are incurred.

5. The higher cash balance in the cash flow account following from capturing hereunder the marketable debt securities with a maturity up to 3 months.

6. Reserved and compounded interest – this interest is eliminated from the balance sheet in the IAS statement.

7. Deferred tax – the IAS statement shows a different deferred tax amount by virtue of incorporating the Polish GAAP-IAS adjustments in the calculation of the deferred tax provision.

8. A different method of classifying and grouping the line items presented in the balance sheet and income statement customizing the statements to IAS.

A detailed explanation of the differences and a quantification thereof will be presented in the consolidated financial statements of the BIG Group whose parent company is the Bank.
� EKD means Business Activity Classification.
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