NOTES TO THE CONSOLIDATED HALF-YEAR REPORT OF THE BIG GROUP 

FOR THE PERIOD 1.01 – 30.06. 2002

The Management Board of BIG Bank GDAŃSKI SA (“the Bank”) hereby announces that, in the first semester of the financial year of 2002 (January 1 to June 30, 2002), it has generated consolidated net profit of PLN 119.7 million, whereas loss of PLN –25.1 million was recorded in the comparable period of 2001.

The consolidated return on equity (ROE) for the Group was 15.6% for the period, which compares to a negative result in the homologous period in 2001. Return on total assets (ROA) of the BBG Group was 1.24%. Earnings per share (EPS) in the first six months of this year were PLN 0,34.

Profitability Indicators
30 Jun 01
30 Jun 02

Net Profit (PLN million)
- 25.1
119.7

ROE
n.a.
15.6%

ROA
n.a.
1.24%

EPS (*)
n.a.
PLN 0.28

EPS (**)
n.a.
PLN 0.34

(*) Calculated according to the annualised semi-annual profit

(**) Calculated according to the profit for the most recent 12 months

Activity of the Group in the first six months of 2002 was focused on reaching the targets assumed for the restructuring program, and particularly in what concerns efficient migration of customers to our centralised platform, extension of our offer of financial products and services and on the effort to constantly improve our quality of service levels. Despite the weak macroeconomic environment, the Group managed to achieve satisfactory results, in particular in terms of net profit, which in these six months exceeds the Group’s income for the entire previous year by 86%.

Factors and events affecting the financial results 

The Polish accounting rules changed on January 1st, 2002. To make the statements a meaningful basis for comparison, adjustments were made by shifting swap operations from profit on financial operations to interest income and interest expenses, and by moving fixed assets from leasing operations to receivables. With reference to the recognition of changes in fair value of securities available for sale the Bank adopted guidelines given by International Accounting Standards in compliance with the USGAAP
 and draft amendment of Ordinance to the PAS
 issued by the Ministry of Finance. 

The consolidated net interest income in the period under analysis reached PLN 358.3 million, which represents 24.8% growth over the PLN 287.0 million accounted in the first half of 2001. This favourable evolution was strongly influenced by the increase in the transformation ratio (reflecting the degree, to which loans are financed with deposits) and by the results of a pricing policy aimed to protect the erosion of the net interest margin. The net interest margin increased to 4.62%, which represents more 87 basis points over the values of the homologous period of the previous year.

Operating Indicators
30 Jun 01
30 Jun 02

Net Interest Margin (*)
3.75%
4.62%

Loans to Customers / Deposits from Customers
52.4%
75.8%

Operating Costs / 

Result on banking activities  (**)
96.6%
79.1%



(*) Net Interest / Average Interest Earning Assets

(**) Staff cost, Other Administrative costs and Depreciation / Results on Banking Activity (including  the income from consolidation of PZU share of profit).

Other non interest income, amounted to PLN 162.5 million, which represents increase of 57% over the total amount accounted in the homologous period of last year (PLN 97.1 million). Foreign exchange results of PLN 34.3 million also marked a significant improvement of 69% in the period under analysis over the PLN 20.3 million accounted in first semester of 2001

In the first half of 2000, net commission income totalled PLN 91.9 million, as compared to PLN 95.1 million at the end of the second quarter of 2001 (-3.4%). Although the net commissions evolution shows slight decrease, the Group accounted PLN 134.9 million of commission income as at June 30, 2002, representing an increase of 9% over the homologous period of last year. However, this net evolution was adversely affected by an significant increase in commissions paid to intermediaries in the consumer credit business, which increased from PLN 5.3 millions as at June 30, 2001 to PLN 16.4 million at the end of the first half of 2002. This fact is linked to the important growth of loans granted through external operators with a strong positive impact on the net interest income. 

The result on banking operations in the first half of 2002 was PLN 612.7 million as compared to PLN 479.2 million. This meant an increase in the result on banking operations by PLN 133,5 million, i.e. 28%. 

Operating costs (staff costs, other administrative expenses and depreciation) amounted to PLN 517.2 million, which represents an increase of 4.7% over the PLN 494.2 million posted in the first semester of 2001.

On June 30, 2002, the Group posted PLN 211.9 million of staff cost, which represents a decrease of 1.5% over the PLN 215.2 million accounted in the homologous period of 2001. This evolution reflects already some impact of the restructuring process of the Bank, which also includes the employment rationalisation program. 

Other administrative costs increased by 14.7%, from PLN 208.9 million accounted at the end of the first half of 2001 to PLN 239.6 million as at June 30, 2002. This change was affected by the already mentioned impact of the non-recurring costs related to migration of clients and operations to the new IT system.

Efficiency has shown improvement in the first semester of 2002, as cost to income
 stood at 79.1%, which represents a decrease of 17.5 b.p. when compared with the 96.6% presented in the homologous period of 2001. We may expect that the full implementation of the Bank’s restructuring plan, in particularly regarding the migration of BBG branches to Millennium, will continue its positive impact on this indicator.

Net provisions in the first half of 2002 reached PLN 61.9 million, which compares with PLN 141.9 million in the first six months of 2001, representing a decrease of PLN 80.0 million. The lower provision level was influenced by the Bank’s introduction of a new approach to valuation of collateral, which was caused by the deteriorating macroeconomic conditions, resulting in the creation of significant provisions in 2001.

The Group’s net profit of 119,7 million PLN includes a positive effects of PLN 55.0 million  resulting the settlement of tax due in connection with specific provisions for credit receivables set up in the earlier accounting periods, which had not been captured as tax deductible cost in those periods. These provisions became tax deductible as the respective receivables became uncollectable.

Total Assets stood similarly at the same level as in the first semester of 2001. However a significant change occurred in the Balance Sheet structure as the ratio of transformation of deposits in credit evolved from 52.4% to 75.8% in the period and also through improvement of net interest margin in a situation of comfortable liquidity.

Loans to customers totalled PLN 9,845 million as at June 30, 2002, that is 33% above the amount of loans granted to customers as at June 30, 2001 of PLN 7,402 million.

This continuous dynamic growth of both Corporate and Individual business areas results from the specialisation achieved with the implementation of the new segmentation approach supported by modern technologies of credit risk assessment and by enhancement of the focus on fast-growing mortgage business. It is important to underscore increase of the share of loans to individuals in total loans, which evolved in the period from 22% as at June 30, 2001 to 28% in the end of the first six months of 2002.
Total deposits from customers stood at PLN 12,997 million at the end of the first half of 2002, as compared with PLN 14,114 million as at June 30, 2001. This evolution was influenced by the Bank’s decision to implement in the last quarter of 2001 a pricing policy aimed to protect the commercial spreads, which had visible impact on the net interest income. 

However, as regards Clients’ funds under management of the Group, applied in tailored financial products and mutual funds
, the balance evolved from PLN 1,604 million in the end of the first semester of 2001 to PLN 1,780 million in the end of the first half of 2002, thus a growth of 11%. 

Own capital of BIG Group totalled PLN 1,861 million as at June 30, with capital adequacy ratio as at the same date standing at 10.4%.

Activity Indicators 

(PLN millions)
30 Jun 01
30 Jun 02
Change

2002 / 2001

Total Assets
19 739
19 380
-1.8%

Total Clients’ Funds (*)
15 719
14 777
-6.0%

Total Deposits from Customers
14  114
12 997
-7.9%

Total Loans to Customers (**)
7 402
9 845
33.0%

Own Funds (***)
1 342
1 861
38.7%


(*)  Clients’ funds include deposits, mutual funds and treasury products 

(**)Loans to Customers as at June 30, 2001 were adjusted by leasing 


(***)Shareholders Equity + Subordinated Debt

Irregular loans at the Bank level accounted for 20.5% of total loans at the end of June 2002 (20.4% at the end of the same period of 2001), according to NBP regulations, or to 12.6%, according to the timeliness of debt service (9.4% at first half of 2001). 

Following the adoption of a more conservative policy for collateral valuation, in the second quarter of 2002 the Bank increased specific credit provisions. The purpose of these actions was to increase balance sheet strength. 

The Bank assumes that general risk provisions would cover the target of 1.5% of the corporate loan portfolio and 2.5% of the retail loan portfolio. 

As a result of that, the Bank shows an important improvement of provision coverage: 46.2% as at June 30, 2002, as compared with the 36.1% shown in the end of the first half of last year.
Loan Quality Indicators
30 Jun 01
31 Dec 01
31 Mar 02
30 Jun 02

According to NBP regulations

   Irregular loans / Total Loans

    Provisions / Irregular loans
20.4%

36.1%
20.8%

51.9%
22.5%

40.9%
20.5%

46.2%

According to international rules

    Irregular loans / Total Loans

    Provisions / Irregular loans
9.4%

78.2%
13.9%

77.7%
11.8%

77.7%
12.6%

75.2%

The Bank assumes that the implementation in 2001 of a totally redesigned credit decision system for each of the areas of business (corporate, small business, retail Clients), will lead to future improvement of these ratios. 

Share price

As at June 29, 2002, the Bank’s shares closed at PLN 3.18 at the Warsaw Stock Exchange, representing a market capitalisation of PLN 2.7 billion. The stock price in the end of the first quarter of 2002 reflects an upward trend and shows 15.6% increase related to the share price in the end of 2001. The growth compares favourably to the whole market, since for the same period of time WIG grew by only 1,4%.

Conclusions

In the first half of 2002 the BBG Group has almost completed the restructuring of its commercial platform to service individual Clients. As of August 2002, thanks to the implementation of the new IT platform and the transfer of the customer’s account and its servicing all individuals will be managed in the single Millennium systems. 

Simultaneously, the segmented and modernised commercial areas continued to develop their business, conquering new Clients and expanding its offer by mutual funds, new modalities of mortgage loans, and different cross selling initiatives showing the continuity of the Bank’s dynamics.

In the near future, with the end of the transformation process, the Group will be able to benefit from the efficiency improvements at the banking operation costs level and headcount evolution, that are projected to become significantly higher after the transformation is completed.

The Bank is consistently implementing the necessary actions to build a modern institution, able to compete for a leading position among the main competitors in the domestic financial market, and obtain a sustained growth of business, cost synergies and of profitability indicators.

MATERIAL ACHIEVEMENTS AND FAILURES OF THE ISSUER IN THE PERIOD ENCOMPASSED BY THIS REPORT

Implementation of the new IT platform remains one of the most critical objectives of the Bank’s restructuring program. This will facilitate the provision of modern services to clients of all the Bank’s business lines separated according to the new client segmentation approach, i.e.:

· Millennium – the retail banking network

· Millennium Biznes – the small business banking network

· Millennium PRESTIGE – the network serving affluent individual Clients

· Regional Business Centres – servicing large and mid-corporates

· The Central Unit – servicing strategic and large corporate customers

When that decision to unify the IT platform was made, the Bank served corporate clients using the IBIS system, individual clients in classic retail branches using the ZORBA system, and on the ICBS platform, in the newly-established Millennium retail network. 

In mid-2001, the Bank decided to concentrate all its retail operations under the umbrella and using the concept of the Millennium brand. In result, this meant primarily the provision of operating facilities, which would enable the bank to serve individual clients using a unified standard and in real time in all Millennium outlets in Poland.

At the end of the 1st quarter of 2002, the Bank started automatic migration of accounts of clients served by traditional BBG branches to the ICBS platform used by Millennium and extended prior to this activity. At the same time, the transformation process was launched, adjusting classic BIG Bank GDAŃSKI S.A. retail branches to the service standard provided by the Millennium network.

The process of individual customer migration implemented over March – July 2002 was planned in such way so as not to disturb the client’s current co-operation with the Bank. The accounts are migrated automatically, without the clients’ participation, on Saturdays and Sundays 

In result of these activities, as of June 30, 2002:

· 465,000 Client accounts were migrated, which constitutes 74% of the total number of accounts scheduled for migration from March till July 2002,

· 71 branches were fully migrated to the new IT platform, which constitutes 72% of the total number of accounts scheduled for migration from March till July 2002,

Upon the completion of the migration process, the individual clients of Bank will have at their disposal a nation-wide network of branches equipped with the fully centralised system allowing to perform financial transactions based on a uniform offer and Millennium standards binding throughout the country. 

On the day this information is published, the migration process of retail client accounts from the Zorba operating system to the unified ICBS platform was successfully finished. This means that since July 26, 2002, 96% of individual clients of BBG are serviced according to the Millennium service model.

In August 2002, the Bank will start the migration of clients from the IBIS branch system, the BBG IT platform used to service corporate clients. The first pilots indicated that we were ready to start the program, which is to be carried out in August and September 2002.

Simultaneously, the Bank is consistently developing the network of automatic distribution channels substantially complementing services offered by the branches.

As at June 30, 2002, BBG customers have availability to 867 ATMs (of which 405 located inside Millennium branches).

Regarding the Call Centre activity, another of the strategic distribution channels of the Bank, there was an increase of 21.8% in the number of transactions ordered by customers in June 2002 when compared with the homologous performance in 2001.

By the end of June 2002 the corporate customers using the BBG direct banking solution realised 61% of the corporate customers transactions electronically. 

Introduction of the common IT platform for all business lines will facilitate faster implementation of cross selling - one of the key assumptions for the Bank’s new commercial strategy. Even now Millennium TFI, which has been authorised to offer participation units in open-end pension funds through BBG branches since February 2002, achieved so far PLN 151.7 million of assets under management at the end of June 2002 due to the cross selling effort in the Bank’s branch network. By June 30, 2002, the banking network sold PZU insurance policies to 6,800 clients. At the end of the first semester, the Bank introduced new insurance for VISA and American Express cards, providing the clients with considerable value at a slight price. At the same time, the Millennium Biznes area has developed together with PZU a customised package of insurance products for clients from that segment. The large and mid-corporate segment has finished the implementation of the detailed cross-selling program for leasing and factoring products. As of June 30, 2002, 85% of Forin’s new factoring contracts are sold by the Bank’s network. At the same time, 18% new leasing agreements are concluded via the BBG corporate banking network.
� USGAAP – Unite States General Accepted Accounting Principles.


� PAS – Polish Accounting Standards.


�  Cost to Income ratio includes as income the consolidated share in PZU’s profit. 


� In 2002 the item total loans covers lease receivables, which in 2001 were mirrored in fixed assets. To enable comparison, the result in this item for 2001 was adjusted, to take into account lease receivables.


� Open-end investment funds are managed by Millennium TFI, a subsidiary of the Group, which began operation in 1st Quarter of 2002
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