PAGE  

BIG Bank GDAŃSKI S.A. 

Report on the Financial Statement Audit 
for the Financial Year from 1 October 1999 to 31 December 2000

Chartered Accountant’s Report 

For the Shareholders of BIG Bank GDAŃSKI S.A.

This report has been written in connection with the audit of the financial statements of BIG Bank GDAŃSKI S.A. with its registered offices in Warsaw at ul. Kopernika 36/40 (hereinafter referred to as the „Bank”). The following financial statements were audited, viz. the balance sheet as of 31 December 2000 with total assets and liabilities and equity of PLN 16 231 289 thousand, the profit and loss statement for the financial year from 1 October 1999 to 31 December 2000 showing a net profit of PLN 119 648 thousand, the notes and the cash flow statement for the financial year from 1 October 1999 to 31 December 2000 showing a reduction in the balance of net cash in the amount of PLN 178 809 thousand. These financial statements were signed by the Company’s Management Board and the person responsible for keeping the accounting ledgers on 31 January 2001. This report should be read along with the chartered accountant’s opinion for the shareholders of BIG Bank GDAŃSKI S.A. dated 31 January 2001 concerning the aforementioned financial statements. The opinion about the financial statements expresses the general conclusion stemming from the audit conducted. This conclusion does not constitute a sum of the marks given to the results of auditing individual line items in the financial statements or issues, but presumes that the relevant weight (materiality) is ascribed to individual findings giving consideration to the impact exerted by the ascertained facts on the fairness and correctness of the financial statements.

The current financial period encompasses 15 consecutive months from 1 October 1999 to 31 December 2000. The previous financial period encompassed the 12 months ending on 30 September 1999.

This report contains 48 consecutively numbered pages and is comprised by the following sections:
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I. General Characterization of BIG Bank GDAŃSKI S.A.

(a) Scale of Operations and Organizational Structure

BIG Bank GDAŃSKI S.A. is an universal bank operating on the territory of the Republic of Poland. As of 31 December 2000 the Bank’s total balance sheet value amounted to PLN 16 231 289 thousand, the Bank’s share capital amounted to PLN 424 591 thousand, while the Bank’s net assets (including net earnings) stood at PLN 1 699 997 thousand. The average annual headcount at the Bank during the financial year was 4 022 employees.

(b) Establishment of the Bank 

On 18 April 1989 the Governor of NBP, pursuant to the provisions in articles 73 and 81 of the Act dated 31 January 1989 and entitled “Banking Law” (with subsequent amendments) expressed consent to establish Bank Inicjatyw Gospodarczych BIG Spółka Akcyjna (,,BIG S.A.’’) in Warsaw and for this Bank to operate on the area of the Republic of Poland.

The Bank launched operations on 17 July 1989 as BIG S.A. The Bank’s founding act was drawn up in the form of a notary deed in a State Notary Office in Warsaw on 7 June 1989 and it was registered in section AV 9539.89. The Court of Registration for Warsaw – Prague issued its decision on 30 June 1989 to enter the Company into the Commercial Registry in section B under number RHB 18874.

On 12 September 1997 BIG S.A. merged with Bank GDAŃSKI S.A. The merged Bank was registered under the name BIG Bank GDAŃSKI S.A.

(c) Bank’s Line of Business

The Bank conducts its operations on the basis of the Commercial Code and the Banking Law.

The Company’s line of business during the audited financial year was as follows:

-
opening and keeping bank accounts and conducting cash settlements,

-
granting and drawing down credits and cash loans,

-
taking savings deposits and term deposits,

-
taking and making deposits in other banks,

-
trading foreign valuables and conducing financial administration for foreign trade according to principles conforming to the Foreign Currency Law,

-
issuing securities, trading these securities and keeping custodial securities accounts,

-
granting and taking banking sureties and guarantees,

-
conducting check and bill of exchange operations,

-
entering into cooperation and payment agreements with banks,

-
safekeeping things and securities and providing access to safe deposit boxes,

· purchasing securities issued abroad as designated by the proper Polish authorities,

· performing other actions in favor of legal and natural persons to the extent covered by the Banking Law,

I. 
General Characterization of BIG Bank GDAŃSKI S.A. (continued)

(c)
Bank’s Line of Business (continued)

-
performing actions under orders in association with issuing and managing securities and trading securities for its own account or of third persons.

The Bank holds a full foreign currency permit.

(d)
Composition of the Bank’s Management Board

Bogusław Kott 
Chairman
from 1 Oct. 99
until 31 Dec. 00

Julianna Boniuk
Member 
from 1 Oct. 99
until 31 July 00


Deputy Chairman 
from 1 August 00
until 31 Dec. 00

Clifford W. Evans
Deputy Chairman
from 1 August 00 
until 31 Dec. 00

Jose Joao Guilherme
Deputy Chairman
from 1 August 00 
until 31 Dec. 00

Wojciech Haase 
Member
from 1 Oct. 99
until 31 July 00


Deputy Chairman
from 1 August 00
until 31 Dec. 00

Joao Manuel Manso Neto
Deputy Chairman
from 1 August 00 
until 31 Dec. 00

Anna Rapacka 
Deputy Chairman
from 1 Oct. 99
until 31 Dec. 00

Zbigniew Sobolewski 
Deputy Chairman
from 1 Oct. 99
until 31 Dec. 00

Andrzej Betlej
Deputy Chairman
from 1 Oct. 99
until 1 August 00

Lech Kurkliński 
Member
from 1 Oct. 99
until 1 August 00

II. Bank’s Operating Performance and Its Financial and Asset Standing as of 31 December 2000. Summary.

The ensuing part of the report presents the abbreviated financial statements of BIG Bank GDAŃSKI S.A., an analysis of the material changes to its structure and a commentary about the substantial trends, which have affected financial performance and profitability in the audited financial period and its asset and financial standing on the balance sheet date in comparison with the previous year.

The analysis of the Bank’s financial performance, profitability and substantial trends for the financial period ending 31 December 2000 in comparison with the performance for the financial period ending 30 September 1999 is impeded by the varying duration of these periods (the financial period ending 31 December 2000 encompassed 15 consecutive months while the previous financial period encompassed 12 months). To facilitate the comparison of financial data, estimates were used, i.e. average annual data for the period ending 31 December 2000.

In the audited financial period the Bank recorded a decline in net earnings of PLN 49 059 thousand, i.e. they fell from PLN 168 707 thousand in the year ending 30 September 1999 to PLN 119 648 thousand in the year ending 31 December 2000. This was primarily the consequence of the Bank’s higher operating expenses, which grew by PLN 155 568 thousand, i.e. from PLN 321 118 thousand in the previous period to PLN 476 686 thousand in the current period (the greatest growth was recorded in the Bank’s operational expenses which increased by PLN 92 227 thousand). The second factor reducing the net result was the earned interest margin of 11.0%, i.e. 7.6 percentage points below the margin earned last year, computed as the percentage of interest earnings in total interest income. Moreover, growth in the special-purpose reserves established for credits at risk was recorded in the audited period – the difference between the reserves and the revaluation for the period ending 31 December 2000 was higher by PLN 57 274 thousand than for the period ending 30 September 1999. Another factor exerting an adverse impact on the Bank’s performance was the decline in the FX gain and the decline in the result on financing operations by PLN 79 150 thousand and PLN 37 889 thousand, respectively. The fall in the result was compensated for with higher income on the sale of participations which grew during the audited period by PLN 191 360 thousand and with the absence of an income tax burden charged to gross profits.

From 1 October 1999 to 31 December 2000 the balance sheet value of BIG Bank GDAŃSKI grew by 27.5%, which was primarily caused by the increase in the deposits obtained from BIG Bank S.A. The Bank took deposits from BIG Bank S.A. as the result of the agreement entered into on 26 November 1997 with BIG Bank S.A. Pursuant to this agreement, the Bank accepted and guaranteed on behalf of BIG Bank S.A. FX and PLN deposits. BIG BANK S.A. invested the funds acquired in this manner with BIG Bank GDAŃSKI S.A. As of 31 December 2000 the amount of these deposits was higher by PLN 3 148 800 thousand than as of 30 September 1999, when it stood at PLN 5 092 200 thousand. The Bank primarily invested the funds acquired in receivables from other financial institutions and in participations in subsidiaries. Their balance as of 31 December 2000, in comparison with 30 September 1999 changed by PLN 2 195 323 thousand, i.e. 181.2% and by PLN 414 133 thousand, i.e. 275.2%, respectively. The balance of debt securities surged in the audited period by PLN 2 251 972 thousand, i.e. 103.5 %. Moreover, substantial growth was recorded in intangible assets and prepayments and accruals which surged upwards by PLN 312 039 thousand and 377 981 thousand, respectively.

Important Factors which Affected the Bank’s Financial Performance and Profitability in the Financial Period Ending 31 December 2000:

1. The result on interest fell during the current period by 4.4% while the interest margin fell from 18.6% to 11.0% (computed as the percentage of interest earnings in total interest income). Giving consideration to estimated data, i.e. incorporating the varying duration of the periods under comparison, the decline in the result on interest amounted to 23.5%. The PLN loans granted by the Bank were mostly based on the WIBOR market rate. The interest on FX loans was primarily based on the EURIBOR rate. Their share in the balance of receivables as of 31 December 2000 oscillated between 42.2% (receivables from clients and the budget) and 44.2% (receivables from other financial institutions). During the audited period the WIBOR and EURIBOR rates recorded growth of 3.13%, i.e. from 16.32% to 19.45%) and 1.77%, i.e. from 3.09% to 4,86%, respectively. The annual average interest on the Bank’s PLN loans was 19.73%, while the annual average interest on the loans based on the EURIBOR rate was 4.28%. In the previous financial period the annual average interest on PLN loans was 19.86%, while for FX loans it was 6.89%. The Bank’s sources of financing were primarily the PLN deposits taken from BIG Bank S.A. Their share in the balance of liabilities to financial institutions as of 31 December 2000 stood at 79.9%. The decline in the result on interest was primarily related to the change in the interest rate for deposits by BIG BANK S.A. This interest rate was raised by a total of 6.15 percentage points during the audited period. Until 21 February 2000 the Bank applied an interest rate based on the yield of 52-week t-bills. This yield, as of 1 October 1999 stood at 13.30%, while at the end of February 2000 it surged to 17.70%. As of 21 February 2000 the Bank introduced interest rates for deposits based on the average WIBOR and WIBID rate (1-month rate). The WIBOR rate as of 29 February 2000 was 18.27%. As of 15 September 2000 the interest on these deposits was standardized and based on the WIBOR rate. As of 31 December 2000 the WIBOR rate (1-month) was 19.40%. The factors enumerated above caused interest expenses to rise more quickly from 1 October 1999 to 31 December 2000 than interest income – 76.1% growth in interest expenses against growth in interest income of 61.1%. Comparing the estimated data, the growth in interest expenses amounted to 40.9%, while interest income rose by 28.9%. 

2. Substantial growth on income from participations was recorded, i.e. from PLN 9 027 thousand in the period ending 30 September 1999 to PLN 200 387 thousand in the period ending 31 December 2000. The major component of growth was the profit earned on selling the interest in TBM Leasing Sp. z o.o. worth PLN 118 918 thousand and the profit on the sale of the shares in POLKOMTEL S.A. worth PLN 46 604 thousand. On the date when the interest in TBM Leasing Sp. z o.o. was sold, the company’s portfolio included 24 821 987 shares of BIG Bank GDAŃSKI S.A. stock.

3. FX gains fell by 66.2% from PLN 119 552 thousand in the previous financial period to PLN 40 402 thousand in the current financial period. Considering estimated data, i.e. incorporating the varying duration of the periods under consideration, the decline amounted to 73.0%. This decline is the result of changes in presentation, i.e. until the end of 1999 the Bank set up FX loss provisions for swap transactions. As of January 2000 these gains / losses are depicted in the FX gain / loss line item, hence the result is much lower than last year. The provisions established in the year ending 30 September 1999 for FX gains / losses amounted to PLN 56 129 thousand. The reduction in the FX gain / loss line item is also the effect of the unfavorable change in the Euro exchange rate. It fell during the audited period from 4.3977 to 3.8544. As of 31 December 2000 31.4% of the balance of receivables from the financial sector were denominated in Euro.

4. A 54.9% decline in the profit on operating activity was recorded (63.9% according to estimated data), from PLN 264 868 thousand in the previous financial period to PLN 119 484 thousand in the current period. This was the result of not just the factors depicted in items 1 and 3 but also the Bank’s higher operating expenses. They grew by 48.4% (18.8% according to estimated data), from PLN 321 118 thousand in the period ending 30 September 1999 to 476 686 thousand in the period ending 31 December 2000. Operational expenses accounted for the greatest percentage of the Bank’s expenses and recorded the greatest growth. As of 31 December 2000 they amounted to PLN 227 488 thousand. Administrative expenses worth PLN 93 811 thousand (commentary 29) were the major contributors to these expenses. The Bank’s operating expense to total income ratio as of 31 December 2000 stood at 15.7%, while in the previous financial period it amounted to 16.2%. The Bank’s per capita operating expenses grew from PLN 75 thousand in the period ending 30 September 1999 to PLN 119 thousand in the period ending 31 December 2000. Considering the 12-month financial period ending 31 December 2000, the Bank’s per capita operating expenses stood at PLN 95 thousand.

5. In the audited period the charges to provisions and for revaluation were higher by PLN 225 962 thousand than in the period ending 30 September 1999, while the provisions released in the audited period were higher by PLN 168 688 thousand than last year. This was linked to the deterioration in the Bank’s credit portfolio. As of 31 December 2000 the share of normal receivables from clients and the budgetary sector in the gross balance stood at 71.0%. It was 20.1% lower than as of 30 September 1999. The ratio of provisions to gross receivables from clients and the budgetary sector recorded growth from 1.0% as of 30 September 1999 to 2.9% as of 31 December 2000.

6. Net profit declined by 29.1%, i.e. from PLN 168 707 thousand in the previous financial period to PLN 119 648 thousand in the current financial period (according to estimated data net profit fell by 43.3%). The effective tax rate was 0.2% as a result of the tax loss of PLN 244 547 thousand incurred in the current period and the other temporary gains / losses.

Important Factors which Affected the Structure of Assets and Liabilities and Equity in the Bank’s Balance Sheet as of 31 December 2000

1. From 30 September 1999 to 31 December 2000 the balance of debt securities grew by 103.5%. This growth resulted from converting the State Treasury’s accounts receivable into treasury bonds. As a result of conversion the portfolio of debt securities held by the Bank expanded to include bonds with a par value of PLN 2 643 830 thousand, while receivables from clients and the budgetary sector recorded a downturn of 25.0%, i.e. by PLN 1 886 218 thousand. These bonds with a par value of PLN 479 979 thousand were sold in this period.
2. The 181.2% increase in the balance of receivables from the financial sector over 30 September 1999 was the effect of the larger deposits made by the Bank on the interbank market. These funds were mostly acquired from the funds deposited with the Bank by BIG BANK S.A. 

3. In the current financial period the Bank increased its commitment to its subsidiaries by 275.2%, mostly by subscribing new issues of shares in two companies, i.e. BIG Bank S.A. worth PLN 170 000 thousand and BIG-BG Inwestycje S.A. worth PLN 169 800 thousand. Moreover, the Bank repurchased EUREKO B.V.’s 45% stake in the BBG S.A. Pension Fund Company.
4. Growth in the balance of intangible assets of PLN 312 039 thousand was recorded, i.e. by 1 788.4% over 30 September 2000. This growth ensued from repurchasing from Banco Comercial Portugues SA (BCP) the rights to 45% of the Millennium Project – the retail banking network operating within BIG Bank S.A. The amount of PLN 312 100 thousand captured in the financial statements reflects the project’s value minus the Bank’s liabilities, which shall be remitted on 31 December 2003 (commentary 7).

5. The amount of prepayments and accruals shown in the financial statements as of 31 December 2000 is higher by PLN 377 981 thousand than as of 30 September 1999 on account of the prepaid interest worth PLN 255 912 thousand. The interest paid concerns the 15-year loan for PLN 550 000 thousand granted to the Bank by Credit Suisse First Boston International (CSFB Int.) in the audited period (commentary 10).

6. The 19.1% decline in the balance of liabilities to clients and the budgetary sector over the balance as of 30 September 1999 is an effect of the below market interest rates applied by the Bank. The annual average interest rate on the Bank’s PLN deposits was 12.33%, while the market’s annual average interest rate stood at 13.08% (averaged on the basis of the monthly data for the period from 1 October 1999 to 31 December 2000 as published by the Rzeczpospolita daily newspaper).

Differences between the Comparative Data Contained in the Financial Statements for the Period ended 31 December 2000 and the Previously Published Data

To ensure comparability of financial data between the current and previous financial periods the Bank made changes to the following line items in the profit and loss statement:

1. Interest income from 1 October 1998 to 30 September 1999 was reduced by the profit realized on the sale of bonds of PLN 142 579 thousand. The amount of interest income shown in the financial statements signed by the Bank’s Management Board on 7 December 1999 stood at PLN 1 469 068 thousand.

2. The result on financing operations from 1 October 1998 to 30 September 1999 was increased by the aforementioned profit realized on the sale of bonds. The amount of the result on financing operations shown in the financial statements signed by the Bank’s Management Board on 7 December 1999 stood at PLN 48 942 thousand.

III. Discussion of the Line Items in the Financial Statements 

Balance Sheet at the End of the Financial Period:



Not confirmed

Confirmed










Commentary
31 Dec. 2000

30 Sept. 1999

Increase / decrease

Increase / decrease

31 Dec. 2000

30 Sept. 1999



(000s PLN)

(000s PLN)

(000s PLN)

%

Structure

Structure











%

%

ASSETS













Cash and funds in the central bank
1
383 479

580 825

(197 346)

-34.0

2.4

4.6

Debt securities eligible to be discounted in the central bank 

34 150

35 785

(1 635)

-4.6

0.2

0.3

Receivables from other financial institutions 
2
3 406 578

1 211 255

2 195 323

181.2

21.0

9.5

Receivables from clients and the budgetary sector
3
5 656 383

7 542 601

(1 886 218)

-25.0

34.8

59.2

Debt securities 
4
4 428 123

2 176 151

2 251 972  

103.5

27.3

17.1

Participations in subsidiaries
5
564 597

150 464

414 133

275.2

3.5

1.2

Participations in affiliates

12 049

12 029

20

0.2

0.1

0.1

Participations and other variable income securities

20 340

27 458

(7 118)

-26.0

0.1

0.2

Intangible assets
7
329 487

17 448

312 039

1 788.4

2.0

0.1

Property, plant and equipment 
8
390 887

240 390

150 497

62.6

2.4

1.9

Other assets
9
563 622

676 987

(113 365)

-16.7

3.5

5.3

Prepayments and accruals
10
441 594

63 613

377 981

594.2

2.7

0.5

TOTAL ASSETS

16 231 289

12 735 006

3 496 283

27.5

100.0

100.0















Balance Sheet at the End of the Financial Period (continued):



Not confirmed

Confirmed










Commentary
31 Dec. 2000

30 Sept. 1999

Increase / decrease

Increase / decrease

31 Dec. 2000

30 Sept. 1999





(000s PLN)

(000s PLN)

%

Structure

Structure











%

%

LIABILITIES AND EQUITY













Liabilities to other financial institutions 
11
10 340 625

6 558 095

3 782 530

57.7

63.7

51.5

Liabilities to clients and the budgetary sector
12
2 912 191

3 601 887

(689 696)

-19.1

17.9

28.3

Special funds and other liabilities and equity
13
511 532

440 273

71 259

16.2

3.1

3.5

Accruals and deferred income 
14
495 263

221 979

273 284

123.1

3.1

1.8

Provisions
15
271 681

298 455

(26 774)

-9.0

1.7

2.3

Share capital
16
424 591

424 591

0

0

2.6

3.3

Reserve capital
17
350 342

333 198

17 144

5.1

2.2

2.6

Other reserve capital
18
775 490

657 621

117 869

17.9

4.8

5.2

Capital on the revaluation of fixed assets

29 926

30 200

(274)

-0.9

0.2

0.2

Net financial profit of the current financial year 

119 648

168 707

(49 059)

-29.1

0.7

1.3

TOTAL LIABILITIES AND EQUITY

16 231 289

12 735 006

3 496 283

27.5

100.0

100.0















Profit and Loss Statement for the Financial Period from 1 October 1999 to 31 December 2000





Not confirmed

Confirmed











Item

Commentary

15 months to 31 Dec. 2000

12 months to 30 Sept. 99

Increase / decrease

Increase / decrease

Adjusted **
increase / decrease 

15 months to 31 Dec. 2000

12 months to 30 Sept. 99





(000s PLN)

(000s PLN)

(000s PLN)





Structure *

Structure *





(A)

(B)

(A) – (B)

[(A)-(B)]/(B)

















%



%

%

I
Interest income
21

2 137 504

1 326 489 

811 015

61.1

28.9

70.6

66.7

II
Interest expenses
22

(1 901 438)

(1 079 638)

821 800

76.1

40.9

-65.3

-62.7

III
Profit on interest


236 066

246 851

(10.785)

-4.4

-23.5





IV
Commission income
24

249 841

263 088

(13 247)

-5.0

-24.0

8.2

13.2

V
Commission expenses
25

(13 293)

(49 143)

(35 850)

-73.0

-78.4

-0.5

-2.9

VI
Profit on commissions


236 548

213 945

22 603

10.6

-11.5





VII
Income on participations and other securities
26

200 387

9 027

191 360

2 119.9

1 675.9

6.6

0.5

VIII
Result on financing operations
27

153 632

191 521

(37.889)

-19.8 

-35.8

5.1

9.7

IX
FX gain
28

40 402

119 552

(79 150)

-66.2

-73.0

1.3

6.0

X
Profit on banking activity


867 035

780 896

86 139

11.0

-11.2





XI
Other operating income


11 804

11 353

451

4.0

-16.8

0.4

0.6

XII
Other operating expenses


(40 587)

(38 027)

2 560

6.7

-14.6

-1.4

-2.2

XIII
Bank’s operating expenses
29

(476 686) 

(321 118)

155 568

48.4

18.8

-16.4

-18.6

XIV
Depreciation of fixed assets and amortization of intangible assets
30

(58 387)

(41 815)

16 572

39.6

11.7

-2.0

-2.4

XV
Charges to provisions and for revaluation
31

(418 817)

(192 855)

225 962

117.2

73.7

-14.4

-11.2

XVI
Released provisions and revaluation reductions
32

235 122

66 434

168 688

253.9

183.1

7.8

3.3

XVII
Profit on operating activity 


119 484

264 868

(145 384)

-54.9

-63.9





XVIII
Result on extraordinary operations 


(117)

8

(125)

-1 562.5

-1 070.0

0.0

0.0

XIX
Gross profit


119 367

264 876

(145 509)

-54.9

-63.9





XX
Income tax
33

281

(96 169)

(96 450)

-100.3

-100.2





XXI
Net profit


119 648

168 707

(49 059)

-29.1

-43.3
























Total income (I+IV+VII+VIII+IX+XI+XVI+XVIII)


3 028 575

1 987 472







100.0

100.0


Total expenses (II+V+ XII+XIII+XIV+XV)


(2 909 208)

(1 722 596)







-100.0

-100.0


Gross profit


119 367

264 876











*
The columns entitled ,,Structure’’ present the share of individual line items of income and expenses, respectively in total income or expenses making up the gross result.

**
To facilitate the financial data portrayed, as they depend on the time factor, the column entitled „adjusted increase / decrease” was added. This column presents the percentage changes assuming a 12-month period ending 31 December 2000 (these increases / decreased were estimated as follows: the data for the period ending 31 December 2000 were divided by 15 months and multiplied by 12).

Comparative Analysis – Operating Activity and the Financial Standing at the End of the Financial Period 


Commentary

15 months to 31 Dec. 2000

12 months to 30 Sept. 1999

Gross profit [000s PLN]


119 367

264 876

Balance sheet total [000s PLN]


16 231 289

12 735 006

Bank’s capital adequacy according to NBP methodology
20

13.71%

17.40%

1st profitability ratio (gross profit / total operating expenses)
29

4.10%

15.38%

2nd profitability ratio (gross profit / total income)


3.9%

13.3%

Operating productivity ratio (Bank’s operating expenses and depreciation / net interest margin)


226.7%

147.0%

ROE (net profit / average equity minus net profit)
23

6.33%**

12.10%

ROA (gross profit / average total assets)
23

0.66%**

2.26%

Rate of income on loans to clients and the budgetary sector (interest and commissions charged / net average balance of loans to clients and the budgetary sector)


21.54%**

18.36%

Price of external funds (interest paid / average balance of external funds)
22

12.99%**

11.45%

Share of equity funds in liabilities and equity (average balance of equity with net profit / average balance of total liabilities and equity)
23

11.44%

13.23%

Share of loans to clients and the budgetary sector in assets (net average balance of loans to clients and the budgetary sector / average balance of total assets)
3

45.57%

50.53%

Share of irregular loans to clients and the budgetary sector in total loans (gross average balance of irregular loans to clients and the budgetary sector / gross average balance of loans to clients and the budgetary sector)
3

12.60%

7.22%

Share of working assets (net average balance of working assets / average balance of total assets)
23

87.27%

86.32%

1st degree liquidity ratio (assets up to 1 month maturity / liabilities up to 1 month maturity)*
19

0.43

1.30

2nd degree liquidity ratio (assets up to 3 month’s maturity / liabilities up to 3 month’s maturity)*
19

0.47

0.93

Global FX position (total )[%]
28

2.14%

2.09%

Net Earnings per share [000s PLN]


0.28

0.40

Book value per share [000s PLN]


4.00

3.80

*
In the 1st and 2nd degree liquidity ratios the sum of assets with a maturity of up to 1 month includes the entire balance of marketable debt securities issued by the State Treasury. The other marketable debt securities and the investment debt securities were classified according to their actual maturities at the end of a given period. 

** 
Since the periods under comparison differ (15 months in the period ending 31 December 2000 and 12 months in the period ending 30 September 1999) these ratios have been calculated using estimated data i.e. the figures in the income statement for the period ending 31 December 2000 were divided by 15 months and multiplied by 12.

1. Cash and Funds in the Central Bank



31 Dec. 2000

30 Sept. 1999



(000s PLN)

(000s PLN)







Balance

383 479

580 825

The major line item was the cash kept in the bank’s tills constituting 80.6% of the balance and the cash on the current account at the National Bank of Poland (NBP) representing 19.1% of the balance.

The balance of the funds at the Central Bank as of 30 November 2000 were confirmed in direct correspondence with NBP.

Treasury stamps for the most part account for other cash.

As of 30 September 1999 a portion of the loan loss provision kept on the current account at NBP is kept in the form of NBP’s registered bonds in connection with Resolution Number 36/28/PPK/1999 of the NBP Management Board, dated  25 June 1999, coming into force in the matter of the NBP issuing bonds for banks in connection with lowering the loan loss provision rates. The value of the NBP bonds blocked for maintaining the loan loss provision as of 31 December 2000 was PLN 276 536 thousand.

2. Receivables from Other Financial Institutions



31 Dec. 2000

30 Sept. 1999



(000s PLN)

(000s PLN)







Balance

3 406 578

1 211 255

The structure of the balance of receivables from other financial institutions as of 31 December 2000 was as follows:





31 Dec. 2000





(000s PLN)







Current receivables



111 976

Term receivables



3 299 462

Interest



85 903

Gross receivables from other financial institutions 



3 497 341

Special-purpose provisions



(90 763)

Net receivables from other financial institutions



3 406 578

2.
Receivables from Other Financial Institutions (continued)

The change in the gross balance when comparing the balance as of 31 December 2000 and as of 30 September 1999 primarily ensued from the 190.7% growth in term receivables. This was primarily caused by the increase in the balance of interbank deposits made by the Bank from PLN 647 939 thousand as of 30 September 1999 to PLN 2 331 642 thousand as of 31 December 2000. Moreover, the balance of receivables from other financial institutions as of 31 December 2000 was comprised by loans granted to the BIG Bank S.A subsidiary to finance the Millennium Project. The total utilization of these loans at the end of the period was PLN 324 610 thousand.  At the same time, there was growth in the receivables from non-bank financial institutions from PLN 204 869 thousand as of 30 September 1999 to PLN 546 363 thousand as of 31 December 2000. 58.6% of the balance are lease loans granted inter alia to BEL Leasing Sp. z o.o., BG Leasing Sp. z o.o. and TBM Leasing Sp. z o.o.

Under the audit as of 30 November 2000, until date when this report was written, we have obtained confirmation on 60.3% of the receivables from other financial institutions.

The gross receivables from other financial institutions, excluding interest, but including subordinated loans, maturing within 3 months amounted to PLN 2 262 555 thousand, which constituted 66.3% of the gross balance, including current receivables – PLN 111 976 thousand (3.3% of the gross balance). The receivables maturing from 3 to 12 months amounted to PLN 599 588 thousand, which represented 17.6% of the gross balance.  The gross remaining receivables from other financial institutions of PLN 549 297 thousand matured later than 1 year, including gross receivables from financial institutions in excess of 5 years at 0.9% of the gross balance. Receivables whose maturity has expired as of 31 December 2000 amounted to PLN 42 374 thousand (1.2% of the gross balance).

Net receivables from other financial institutions in foreign currencies as of 31 December 2000 stood at PLN 1 539 890 thousand, i.e. 44.2% of the net balance, while PLN receivables stood at PLN 1 866 688 thousand, i.e. 54.8% of the gross balance.

94.9% of the gross receivables from other financial institutions excluding interest were regular. This ratio at the end of the year ending 30 September 1999 stood at 98.8%. The Bank does not have receivables under observation. The gross amount of receivables at risk from other financial institutions was as follows: 



31 Dec. 2000

30 Sept. 1999



(000s PLN)

(000s PLN)







Sub-standard receivables

1 448

9 073

Doubtful receivables

117 755

483

Loss receivables

53 171

3 291

Total

172 374

12 847

2.
Receivables from Other Financial Institutions (continued)

The decline in the qualitative structure of receivables from other financial institutions was reflected in the growth in the share of provisions in gross receivables at risk (excluding the amount of interest). This ratio grew from 12.9% as of 30 September 1999 to 52.7% as of 31 December 2000. 95.3% of the provisions established as of 31 December 2000 were provisions for the Bank’s commitment to three entities belonging to the BBG Group: BG Leasing S.A. (provision of PLN 32 265 thousand), INEC Services Sp. z o.o. (provision of PLN 28 250 thousand) and TBM Leasing Sp. z o.o. (provision of PLN 25 975 thousand). On 20 April 2000 a motion was filed with the District Court in Gdańsk to open composition proceedings on BG Leasing S.A. The amount of provisions for receivables from the financial sector as of 31 December 2000 was lower than the amount of receivables at risk on account of the collateral taken by the Bank to reduce the amount of the provisions. Moreover, according to Resolution Number 8/99 of the Banking Supervision Commission dated  22 December 1999 in the matter of creating provisions for the risk related to banking activity, the provisions for receivables were established at 20%, 50% or 100% of the receivables at risk.

3. Receivables from Clients and the Budgetary Sector



31 Dec. 2000

30 Sept. 1999



(000s PLN)

(000s PLN)







Balance

5 656 383

7 542 601 

The following line items accounted for the balance of receivables from clients and the budgetary sector as of 31 December 2000:





31 Dec. 2000





(000s PLN)







Receivables from clients



5 459 612

Receivables from the budgetary sector



207 418

Interest accrued but not due



62 861

Interest due but not paid



90 135

Receivables on subsidies to the interest rate on preferential loans



3 745

Gross receivables from clients and the budgetary sector 



5 823 771

Special-purpose provisions



(167 388)

Net receivables from clients and the budgetary sector



5 656 383

Comparing the balance as of 31 December 2000 and as of 30 September 1999, the portfolio of gross receivables from clients and the budgetary sector (excluding interest) recorded a decline of PLN 1 607 234 thousand, i.e. by 22%. 

3.
Receivables from Clients and the Budgetary Sector (continued)

The reduction in the balance of receivables from clients and the budgetary sector followed mainly from converting the state treasury A/R with a par value of PLN 1 648 321 thousand and the interest A/R worth PLN 781 700 thousand (including accrued interest of PLN 369 845 thousand) into T-bonds. The par value of the bonds received by the Bank stood at PLN 2 643 830 thousand. The difference between the value of the converted A/R and the par value of the bonds of PLN 213 809 thousand is the discount at which the conversion was conducted.

Gross receivables from clients and the budgetary sector (excluding interest) maturing within 3 months amounted to PLN 1 268 028 thousand, which represented 22.4% of the balance, of which current receivables amounted to PLN 507 885 thousand, i.e. 9.0% of the balance. 

The amount of receivables maturing from 3 to 12 months was PLN 898 240 thousand, which gave 15.8% of the balance. The rest of the gross receivables from clients and the budgetary sector matured above 1 year, including receivables beyond 5 years amounting to PLN 1 006 730 thousand, while the receivables whose maturity has elapsed were worth PLN 76 419 thousand.

Gross loans to clients and the budgetary sector (excluding interest) by client type as of 31 December 2000 was as follows:

· Natural persons of PLN 1 334 848 thousand (23.5% of the balance),
· Businesses and companies of PLN 4 053 502 thousand (71.5% of the balance),
· Budgetary sector units and other non-financial units of PLN 282 425 thousand (5.0% of the balance).
Net receivables from clients and the budgetary sector in foreign currencies as of 31 December 2000 stood at PLN 2 422 722 thousand, which represented 42.8% of the balance of the net receivables from clients and the budgetary sector, while PLN receivables amounted to PLN 3 233 661 thousand, i.e. 57.2% of the balance.

The structure of receivables from clients and the budgetary sector as of 31 December 2000 was as follows: 




31 Dec. 2000


%

(000s PLN)






Regular
71,0

4 028 340

Under observation
9,7

549 872

Sub-standard
8,0

453 865

Doubtful
8,4

473 551

Loss
2,9

165 147

Gross total receivables from clients and the budgetary sector (excluding interest)
100,00

5 670 775

Provisions 


(167 388)

Net total receivables from clients and the budgetary sector (excluding interest)


5 503 387

3.
Receivables from Clients and the Budgetary Sector (continued)

The value of gross receivables at risk from clients and the budgetary sector as of 31 December 2000 stood at PLN 1 092 563 thousand. The created provisions constituted 15.3% of the gross receivables at risk from clients and the budgetary sector as of 31 December 2000 and were wholly composed by provisions for irregular receivables. The provisions for regular and under observation receivables as of 31 December 2000 were captured in the general risk provision (commentary 15).

In the year ending 30 September 1999 the percentage of coverage with provisions was similar at 13.1% (the balance of special-purpose provisions reducing the gross balance as of 30 September 1999 stood at PLN 74 924 thousand), while in the year ending 30 September 1998 it was 25.2%. The lower coverage of receivables from clients and the budgetary sector with special-purpose provisions in the financial period ending 31 December 2000 followed from the high level of collateral (PLN 946 304 thousand as of 31 December 2000) taken into consideration when establishing provisions for irregular receivables. In turn, the lower coverage of receivables with special-purpose provisions as of 30 September 1999 followed from the partial coverage of these receivables with the general risk provision.

The Bank establishes provisions for receivables at risk and for regular and under observation receivables from clients and the budgetary sector according to Resolution Number 8/99 of the Banking Supervision Commission  dated  22 December 1999 in the matter of the principles for creating provisions for the risk related to the bank’s operations.

The increase / decrease in the balance of provisions in the audited financial year was as follows:




Financial year up to 
31 Dec. 2000




(000s PLN)






Opening balance


74 924

Establishing provisions for receivables at risk


193 285

Establishing provisions for receivables that are under observation and regular


871

Receivables written down against provisions 


(16 663)

Releasing provisions for receivables at risk


(79 443)

Releasing provisions for receivables that are under observation and regular


(5 444)

Differences in the valuation of provisions in foreign currencies 


(142)

Closing balance


167 388

As of 31 December 2000 the Bank did not exceed the commitment limit to any entity or any entities with equity and organizational ties as prescribed by article 71 section 1 of the Act dated  29 August 1997 and entitled Banking Law (Journal of Laws, Number 140, Item 939). The commitment to BIG Bank S.A stood at 116.6% of own funds and concerned the guarantees granted for a total amount of PLN 1 318 273 thousand., credits (the amount of credits used was PLN 324 610 thousand and the open credit lines was PLN 125 000 thousand) and shares of BIG Bank S.A. worth PLN 200 793 thousand.

Debt Securities 


31 Dec. 2000

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
4 428 123

2 176 151

The growth in the balance of debt securities was more than double i.e. 103.5% when comparing the balance thereof as of 31 December 2000 and as of 30 September 1999 and stemmed from converting the receivables on the purchased accounts receivable from the State Treasury into State Treasury bonds. In the audited period the Bank converted accounts receivable worth a total of PLN 2 430 021 thousand (including interest accounts receivable worth PLN 781 700 thousand). As a result of the conversion, the Bank’s portfolio of debt securities expanded to include bonds with a par value of PLN 2 643 830 thousand. In the audited period some of the bonds with a par value of PLN 479 979 thousand were sold. The Bank treats the converted bonds remaining as of 31 December 2000 as investment securities. 

The structure of debt securities as of 31 December 2000 was as follows:




31 Dec. 2000




(000s PLN)

1  Marketable debt securities









Cash bills


784

Treasury bills


6 256

2-year state bonds


41 165

3-year state bonds


477

5-year state bonds


869 864

10-year state bonds


262 135

Gdańsk municipal bonds 


18 329

Commercial paper


30 619




1 229 629

2  Investment debt securities









Treasury bills


9 792

Cash bills


49 349

3-year state bonds


52 937

5-year state bonds


2 129 415

10-year state bonds


416 915

NBP bonds


276 536

Minister of Finance’s restructuring bonds


121 450

Bonds issued by banks


77 423

Gdańsk municipal bonds


14 383

Gdańsk Refinery bonds 


50 294




3 198 494

Total 1+2


4 428 123

4.
Debt securities  (continued)
The interest due on debt securities included in the total amount of debt securities as of 31 December 2000 stood at PLN 332 104 thousand, which represented 7.5% of the net balance of debt securities, including compounded interest on the restructuring bonds worth PLN 111 755 thousand.

97.2% of the balance of the bonds issued by banks were issued by CSFB Int. The remaining part of the balance is comprised by BIG Bank S.A. bonds.

The balance of t-bills as of 31 December 2000 included bills with a par value of PLN 10 570 thousand  (balance sheet value of PLN 9 792 thousand), blocked according to the Act on the Bank Guarantee Fund, to collateralize possible liabilities against charges to the Fund for the Protection of Guaranteed Funds.

The NBP bonds which the Bank held in its portfolio as of 31 December 2000 were issued on the basis of resolution number 36/28/PPK/1999 adopted by the Management Board of the National Bank of Poland on 25 June 1999 in the matter of NBP issuing bonds for banks in connection with reducing the loan loss provision rates. These bonds are registered securities and the Bank may not alienate them prior to their maturity. The maturities fall on 30 September in five consecutive years starting in 2005.

The discount on fixed-income bonds (5-years), 10-year bonds and NBP bonds, t-bills and cash bills is settled in the profit and loss statement using the exponential method.

The other debt securities in the Bank’s portfolio as of 31 December 2000 were shown at purchase price adjusted by accrued interest, discount and premium.

Debt securities by negotiability as of 31 December  2000 were as follows:




31 Dec. 2000


%

(000s PLN)






With unlimited negotiability on the Warsaw Stock Exchange S.A.
85,2

3 772 908

With unlimited negotiability but not listed on the WSE nor traded on the OTC market 
4,0

177 839

With limited negotiability 
10,8

477 376

Total
100,00

4 428 123

All the debt securities held by the Bank were denominated in Polish zloty.

4. Participations in Subsidiaries


31 Dec. 2000

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
564 597

150 464

The following line items comprised the balance of participations in the units that the Bank considers to be subsidiaries as of 31 December 2000:

Entity Name
Purchase Cost

Founding Capital

Bank’s Share of Capital


(000s PLN)

(000s PLN)

%








Dom Maklerski BIG BG Sp. z o.o.
13 500

13 500

100,00

Forin Sp. z o.o.
4 499

4 500

99,99

Forinwest Sp. z o.o.
15 744

6 286

99,99

BIG Finance Sp. Z o.o.
100

100

99,99

Debt Services Sp. z o.o.
9 197

9 197

99,99

Bet Trading Sp. z o.o.
11 867 

11 867 

99,99

Gdańska Spółka Inwestycyjna Sp. z o.o.
100

100

100,00

BIG BANK S.A.
200 792

200 880

99,96

PTE BIG Bank GDAŃSKI S.A.
133 415

130 200

100,00

Bel Leasing Sp. z o.o.
5 871

4 500

99,95

BIG - BG Inwestycje S.A.
171 010

1 020 000

16,76

BG Leasing S.A.
900

1 000

74,00

Lubuskie Fabryki Mebli S.A.
6 700

13 400

50,00

EUROBIG Services Sp. z o.o.
2

4

55,00

Gross total 
573 697





Provision
(9 100)





Net total 
564 597





The growth in the balance of participations in subsidiaries from 30 September 1999 to 31 December 2000 followed mostly from subscribing the issuance of shares of two companies, i.e. BIG Bank S.A. in the amount of PLN 170 000 thousand and BIG-BG Inwestycje S.A. in the amount of PLN 169 800 thousand. Moreover, the Bank repurchased from EUREKO B.V. its 45% stake in the pension fund company and subscribed the issues of new shares thereby increasing the value of the purchased interest by PLN 67 415 thousand. The subsidiary portfolio includes Forinwest Sp. z o.o. – hitherto a subsidiary of Forin Sp. z o.o.- the Bank bought its shares from Bel Leasing Sp. z o.o.

As of 31 December the portfolio of BIG-BG Inwestycje S.A. includes the shares of PZU S.A. representing 10% of PZU’s share capital. The state treasury has submitted a motion to the District Court in Warsaw to invalidate the purchase transaction, i.e. the shares purchased by the BIG Bank GDAŃSKI S.A. Group.

As of 31 December 2000 the Bank established provisions for the participations in its pension fund company and in BG Leasing S.A. worth PLN 8 200 thousand and 900 thousand, respectively. 

5.
Participations in Subsidiaries (continued)

Except for the interest in Gdańska Spółka Inwestycyjna Sp. z o.o. (Gdański Investment Company), the remaining participations in the subsidiaries listed above are treated as investments by the Bank.

The following subsidiaries of BIG BG S.A. have been included in consolidation under the full method within the capital group as of 31 December 2000 r.: 

· Brokerage House BIG-BG Sp. z o.o., 

· Forin Sp. z o.o., 

· Forinwest Sp. z o.o.,

· Debt Services Sp. z o.o., 

· BIG BANK S.A., 

· BG Leasing S.A., 

· Bel Leasing Sp. z o.o.,

· Bet Trading Sp. z o.o,

· EUROBIG Sp. z o.o.,

· Pension Fund Company BIG Bank GDAŃSKI S.A.

The Bank’s total commitment to subsidiaries on participations and additional equity contributions as of 31 December 2000 amounted to PLN 906 699 thousand, which represented 57.4% of the Bank’s equity on this balance sheet date.

The Bank follows article 6 section 3 of the Act dated  29 August 1997 and entitled the Banking Law, according to which the Bank’s commitment to subscribed and / or purchased shares or rights to shares, interest in another non-bank legal person or participation units in trust funds, purchased real estate, mortgage-backed accounts receivable, contributions in article 178 of the Commercial Code and general partnership contributions and sums in general partnerships may not exceed 60% of the Bank’s shareholder funds as of the balance sheet date.

5. The Bank’s Total Commitment to Subsidiaries and Affiliates

The Bank’s total balance sheet and off-balance sheet commitment (including additional equity contributions and granted guarantees worth PLN 1 458 272 thousand) to subsidiaries and affiliates as of 31 December 2000 stood at PLN 3 843 879 thousand, which constituted 243.2% of the Bank’s equity as of the balance sheet date.

6. Intangible Assets


31 Dec. 2000

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
329 487

17 448

In the audited financial period from 1 October 1999 to 31 December 2000 growth of PLN 312 039 thousand was recorded in intangible assets.. This growth was caused by the purchase of 45% of the rights to the Millennium Project – a retail banking network. This project was the subject matter of a tri-partite Cooperation Agreement signed on 15 May 1998 by and between BIG Bank GDAŃSKI S.A., BIG Bank S.A and Banco Comercial Portugues SA (BCP). According to this agreement, the Bank financed 55% of the construction of the retail banking services while BCP financed the other 45%. 

In the future BCP was supposed to have subscribed 45% of the shares in BIG Bank S.A., i.e. in the structure where the Millennium Project was functioning. On 29 December 2000 an agreement was signed by BIG Bank GDAŃSKI S.A. and BCP in which it was decided inter alia that upon the merger of BIG Bank GDAŃSKI S.A. and BIG Bank S.A. the Cooperation Agreement would be dissolved. According to the valuation performed by an independent investment bank as of 30 November 2000, the value of the rights to 45% of the Millennium Project was estimated at PLN 530 800 thousand. According to the previously mentioned agreement, the value of the rights to 45%of the project was set as the difference between the valuation of 45% of the rights to the project and the value of the bridge loans granted to the Bank by BCP to finance the 45% stake in the Millennium Project at their future value, i.e. on the transaction settlement date of 31 December 2003 The future value of the loans has been calculated as residual capital to be repaid as of 31 December 2003 and interest assessed for payment until 2003. The value of the liabilities has been shown as the forward course of a settlement transaction.

The amortization of intangible assets in the audited financial year amounted to PLN 11 703 thousand.

7. Property, Plant and Equipment 


31 Dec. 2000



30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
390 887

240 390

The growth in property, plant and equipment when comparing the balance as of 31 December 2000 with the balance as of 30 September 1999, of PLN 150 497 thousand, i.e. 62.6% growth was mostly the result of the appearance of advance payments for investments worth PLN 139 000 thousand. In the audited financial period the Bank signed an agreement with a subsidiary Forin Sp. z o.o. to purchase the share to the perpetual right of usufruct to use land at Klimczak Street in Warsaw. According to the agreement, the Bank would subscribe 19/50 of the land i.e. 15 hectares. 

A pre-condition for the effectiveness of the aforementioned agreement was supposed to have been obtaining the consent of the Minister of Internal Affairs and Administration by 31 December 2000 for the Bank to purchase the aforementioned shares. The Bank did not obtain the aforementioned consent.

The depreciation of property, plant and equipment for the audited financial period until 31 December 2000 stood at PLN 46 684 thousand.

The depletion of fixed assets, measured as the relationship of accumulated depreciation to the gross value of fixed assets as of 31 December 2000 stood at 44.1%. The same ratio on 30 September 2000 amounts to 39.5%.



8. Other Assets


31 Dec. 2000 

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
563 622

676 987

The net balance of other assets as of 31 December 2000 was comprised by the following positions (percentage of the balance):


31 Dec. 2000

30 Sept. 1999






Additional equity contributions to subsidiaries and affiliates
335 568

482 670

Settlement accounts
124 670

150 177

Various debtors
101 762

42 588

Others
1 622

1 552


563 622

676 987

The gross value of other assets as of 31 December 2000 is reduced by the established provisions worth PLN 5 540 thousand. The balance of provisions is comprised primarily by the provision of PLN 2 566 thousand reducing the value of the additional contributions to Besta Sp. z o.o.

The balance of the settlement accounts line item as of 31 December 2000 was comprised mainly by settlements on financial instrument operations worth PLN 91 768 thousand and unsettled interbank transactions worth PLN 32 693 thousand. 

In the „Various Debtors” line item captures PLN 73 412 thousand of overpaid corporate income tax.

The 16.7% reduction of the net balance of other assets from 1 October 1999 to 31 December 2000 ensued primarily from the refund of equity contributions to subsidiaries. 

As of 31 December 2000 the equity contributions made by the Bank to subsidiaries were as follows:

Entity Name
Equity contributions as of 31 Dec. 2000

Total equity contributions as of 30 Sept. 1999

Increase / decrease of equity contributions 

from 1 Oct. 99 to 31 Dec. 00


(000s PLN)

(000s PLN)

(000s PLN)








Bel Leasing Sp. z o.o.
125 320

125 793

(473)

BIG Finance Sp. z o.o.
0

600

(600)

Debt Services Sp. z o.o.
5 889

16 833

(10 944)

BET Trading Sp. z o.o.
32 151

51 138

(18 987)

INEC Services Sp. z o.o.
0

63 000

(63 000)

TBM Leasing Sp. z o.o.
0

50 500

(50 500)

Forin Sp. z o.o.
0

160 825

(160 825)

Forinwest Sp. z o.o. 
160 293

0

160 293

Total
323 653

468 689

(145 036)



9. 
Other Assets (continued)


Total equity contributions as of 31 Dec. 2000

Total equity contributions as of 30 Sept. 1999

Increase / decrease of equity contributions 

from 1 Oct. 99 to 31 Dec. 00

Additional equity contributions to affiliates
(000s PLN)

(000s PLN)

(000s PLN)








EUROBIG Services Sp. z o.o.
9 350

9 350

-

Besta Sp. z o.o.
5 131

4 631

500

Gross total 
14 481

13 981

500

Provision
(2 566)

0



Net total 
11 915

13 981



The provision established to make additional contributions to Besta Sp. z o.o. reduced the gross amount of equity contributions to affiliates as of 31 December 2000.

9. Prepayments and Accruals


31 Dec. 2000

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
441 594

63 613

The balance of prepayments and accruals at the end of the audited financial year was comprised by the following:




(000s PLN)






· Prepaid expenses

263 801

· Accrued interest on swap transactions

175 080

· Others 

2 713



441 594

The growth in the balance of prepayments and accruals from 1 October 1999 to 31 December 2000 amounting to PLN 377 981 thousand, i.e. 594.2% ensued primarily from the growth in prepaid expenses whose balance as of 30 September 1999 amounted to PLN 6 353 thousand.

In the audited period the Bank entered into a credit facility with CSFB Int. according to which CSFB Int. granted a loan to the Bank worth PLN 550 000 whose maturity is in 2015. The interest on this loan of PLN 255 912 thousand for the years 2006-2015 according to the agreement was paid and shown in the line item „prepayments and accruals”.

10.
Prepayments and Accruals (continued)

The next cause of the increase in the balance of prepayments and accruals was the increase in the number of swap transactions conducted by the Bank. In the audited period the Bank entered into an agreement with the Morgan Guaranty Trust Company making it possible to enter into interest rate swap transactions. The balance of interest accrued on swap transactions is comprised by interest accrued on the following transactions:




(000s PLN)






· interest accrued on swap transactions with Merrill Lynch

78 755

· interest accrued on interest rate swaps

76 983

· settlements of other swap transactions 

19 342



175 080

The newly-concluded swap transactions were primarily linked to the conversion of the State Treasury’s accounts receivable into fixed coupon bonds (10% or 12%). The concluded transactions aimed to convert the income on fixed income assets into income on variable income assets. As of 31 December 2000 the Bank conducted a valuation of the market value of the interest rate swaps. The result (loss) not including the interest income up to the valuation date stood at PLN 10 846 thousand. The portfolio of assets (bonds) backed by the aforementioned portfolio of swaps showed as of 31 December 2000 a surplus above market value of PLN 52 121 thousand. According to Polish accounting principles this surplus is not shown in the financial statements.

In addition to hedging swaps the Bank also carried out swaps under orders from clients.

10. Liabilities to other financial institutions


31 Dec. 2000

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
10 340 625

6 558 095

The balance of liabilities to other financial institutions as of 31 December 2000 comprised interbank deposits taken worth PLN 8 515 288 thousand (82.3% of the balance), loans and credits received from other banks worth PLN 1 599 494 thousand (15.5% of the balance), liabilities to insurance institutions worth 42 458 thousand (0.4% of the balance), other liabilities to financial institutions worth PLN 116 472 thousand (1.1% of the balance) and interest on the liabilities to other financial institutions worth PLN 66 913 thousand, which represents 0.7% of the balance.

98.7% of the liabilities to the financial sector as of 31 December 2000 were term liabilities.

Under the audit as of 30 November 2000 we confirmed 94.3% of the balance of liabilities to financial institutions. 

11.
Liabilities to other financial institutions (continued)

The 57.7% growth in liabilities to the financial sector from 1 October 1999 to 31 December 2000 followed from the 56.7% growth in term liabilities. This growth, similar to the previous financial period, was mostly caused by the Bank taking deposits from BIG Bank S.A. As of 31 December 2000 the deposits from BIG Bank S.A. accounted for 96.8% of all deposits taken from other banks. As of 30 September 1999 this ratio stood at 85.7%. 

The Bank took deposits from BIG Bank S.A. in connection with the tri-partite memorandum of understanding in the matter of sanitizing the former ŁBR S.A. and the Sanation Program, on the basis of which the Bank took and guaranteed FX and PLN deposits from clients on behalf of BIG Bank S.A.  These deposits were recorded outside the books and were transferred on a daily basis to BIG Bank S.A. through BIG Bank S.A.’s auxiliary account in the Bank. In turn, BIG BANK S.A. re-deposited these amounts with the Bank as PLN term deposits. The interest on these deposits during the audited period fluctuated (commentary II, item 1 in the introduction).

The other cause of higher liabilities was that the Bank acquired funds in the form of two 3-year foreign loans from a bank syndicate. The leading bank was Bayerische Landesbank Girozentrale with its registered offices in Munich and it was for USD 160 000 thousand and Euro 19 800 thousand. FX loans were to equalize the Bank’s unmatched FX structure as the Bank primarily finances its activities with PLN deposits while 42%-44% of the loans granted are FX loans.

Liabilities to other financial institutions due and payable within 3 months amounted to PLN 8 676 514 thousand, i.e. 84.5% of the balance (excluding interest) as of 31 December 2000, including current liabilities worth PLN 129 273 thousand (1.3% of the balance). The due and payable liabilities to other financial institutions from 3 months to 1 year amounted to PLN 68 996 thousand, accounting for 0.7% of the balance, while liabilities due and payable above one year amounted to PLN 978 202 thousand, i.e. 9.5% of the balance. In connection with the 15-year loan taken down by the Bank with CSFB Int., as of 31 December 2000 the Bank held liabilities worth PLN 550 000 thousand with a maturity of greater than 5 years.

In the audited period the Bank recorded a substantial change in the maturity structure of liabilities to the financial sector in comparison with the status as of 30 September 1999. The increase in liabilities to other financial institutions due and payable within 3 months grew from 34.8% to 84.5%. In turn, the ratio of liabilities falling due from 3 months to 1 year declined from 58.1% to 0.7%. The change in the maturity structure is the effect of replacing as of 15 September 2000 the one-year deposits taken from BIG Bank S.A. with one-month deposits.

The balance of liabilities to other financial institutions in foreign currencies as of 31 December 2000 stood at PLN 1 279 698 thousand, accounting for 12.4% of the balance of liabilities to the financial sector.

11. Liabilities to Clients and the Budgetary Sector


31 Dec. 2000

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
2 912 191

3 601 887

The balance of liabilities to clients and the budgetary sector as of 31 December 2000 was comprised by deposits taken from clients and the budgetary sector worth PLN 2 877 123 thousand accounting for 98.9% of the balance and interest on the liabilities from clients and the budgetary sector worth PLN 35 068 thousand, accounting for 1.1% of the balance.

The change in liabilities from clients and the budgetary sector, comparing them with their status as of 31 December 2000 and as of 30 September 1999 resulted mostly from the 49.0% decrease in deposits from businesses and companies, i.e. by PLN 374 469 thousand and the 16.9% decrease in deposits from private individuals, i.e. by PLN 403 075 thousand. The recorded decrease in the balance of liabilities to clients followed from the Bank offering below market interest on deposits. The annual average interest rate on PLN deposits at the Bank amounted to 12.33%, while market interest amounted to 13.08% (average data for the 15 audited months on the basis of the Rzeczpospolita daily newspaper). 

Gross liabilities to clients and the budgetary sector (excluding interest) coming due within 3 months amounted to PLN 2 400 499 thousand, accounting for 83.4% of the balance, including the current liabilities of PLN 1 519 682 thousand, i.e. 52.8% of the balance. The liabilities coming due from 3 months to 1 year amounted to PLN 459 102 thousand, in other words 16.0% of the balance. The rest of the liabilities to clients and the budgetary sector was due and payable above one year, whereupon the Bank did not have liabilities to clients and the budgetary sector with a maturity beyond 5 years.

Liabilities to clients and the budgetary sector by client type as of 31 December 2000, giving consideration to their share of the balance, were as follows:

· Natural persons with PLN 1 975 254 thousand (67.8% of the balance)

· Businesses and companies with PLN 389 152 thousand (13.4% of the balance) 

· Budgetary sector units and other non-financial entities with PLN 547 786 thousand (18.8% of the balance).

Liabilities to clients and the budgetary sector in foreign currencies as of 31 December 2000 amounted to PLN 874 879 thousand, accounting for 30.0% of the total balance of liabilities to clients and the budgetary sector.

12. Special Funds and Other Liabilities and Equity 


31 Dec. 2000

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
511 532

440 273

The balance of special funds as of 31 December 2000 stood at PLN 10 059 thousand. The balance of other liabilities and equity as of 31 December 2000 was comprised by the following line items:




(000s PLN)






Settlement accounts 


99 809

Liabilities to the ZUS social security company and other public and legal entities


8 300

Company Social Benefits Fund


10 059

Cash collateral liabilities 


37 215

Other creditors


356 149

Total


511 532

The 16.2% growth in the balance of special funds and other liabilities and equity as of 31 December 2000 compared with 30 September 1999 stemmed primarily from the growth in liabilities to other creditors. This followed from repurchasing the rights from BCP to 45% of the Millennium Project according to the agreement 29 December 2000. Payment for the purchase of these rights shall be rendered on 31 December 2003, thus as of 31 December 2000 the Bank has shown a liability for the future settlement of this transaction worth PLN 312 100 thousand (commentary 7).

98.7% of the line item entitled „settlement accounts” are interbank settlements, or unsettled transactions carried out via the Sybir and Eliksir systems. These transactions are cleared within four days from their occurrence in the branch. The remaining amount of PLN 1 263 thousand are settlements on financial instrument operations.

13. Accruals and Deferred Income


31 Dec. 2000

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
495 263

221 979

The balance of this line item as of 30 September 1999 was comprised by the following:

· Cost accruals


153 956

· Deferred income


178 094

· Reserved income


163 213




495 263

14. 
Accruals and Deferred Income (continued)

The largest line item in deferred income at the end of the audited financial period was, just like last year, the discount on purchased accounts receivable worth PLN 166 063 thousand. Compared with the status as of 30 September 1999 the discount on A/R grew by PLN 98 638 thousand. This discount primarily concerns lease A/R purchased from Bel Leasing Sp. z o.o. The value of the discount linked to the A/R purchased from this company amounted to PLN 156 186 thousand as of 31 December 2000. The A/R are purchased from Bel Leasing on the basis of the financing agreements entered into in previous years and on the power of which the Bank repurchases the A./R due to Bel Leasing Sp. z o.o. by virtue of the lease agreements signed with clients. 

In the balance of accruals and deferred income the largest share is held by settlements on swap transactions worth PLN 102,156 thousand. They have recorded growth of PLN 97 199 thousand over 30 September 1999 as a result of the greater number of concluded swap transactions (commentary 10).

Moreover, the balance of accruals and deferred income includes provisions for physical expenses to be incurred and other expenses relating to the financial year ending 31 December 2000. The amount of provisions established by the Bank stands at PLN 50 264 thousand. 

Deferred income:



31 Dec. 2000




(000s PLN)






Reserved interest


136 412

Compounded interest


26 014

Other


787

Total


163 213

14. Provisions 


31 Dec. 2000

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
271 681

298 455

The balance of provisions as of 31 December 2000 was comprised by the following line items:




31 Dec. 2000




(000s PLN)






General risk provision


73 740

Income tax provision


113 011

Other provisions


84 930

Total


271 681

15. 
Provisions (continued)

91.5% of the balance of the other provisions as of 31 December 2000 is a provision for FX gains / losses on swap transactions with Merrill Lynch in previous years for PLN 77 682 thousand. During the audited period the Bank changed the method of settling FX gains. As of 1 January 2000 the Bank ceased to create provisions for FX gains on swap transactions. According to the newly-adopted principles the fluctuations of FX rates on these transactions are reflected in the FX gains line item. The rest of the „other provisions” line item amounting to PLN 7 248 thousand applies to off-balance sheet liabilities.

The Bank establishes a provision for general risk to cover the risk associated with banking activity according to article 130 of the Banking Law of 29 August 1997.

15. Share Capital


31 Dec. 2000

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
424 591

424 591

The share capital of BIG Bank GDAŃSKI S.A. is divided into 424 590 872 shares with a par value of PLN 1 each, of which there are 66 400 registered founding shares of stock, 58 168 ordinary registered shares of stock and 424 466 304 bearer shares of stock.

Shareholding structure (at least a 5% stake in the Bank’s share capital and total number of votes at the shareholders meeting)


Number of shares
% stake in the Bank’s share capital 
% of votes at the shareholders meeting 






Banco Comercial Portugues S.A.
84 851 973
19.98
19.98

Achmea Holding NV
42 411 578
9.99
9.99

EUREKO B.V.
42 423 261
9.99
9.99

Carothers Trading Limited
38 164 104
8.99
8.99

PRIORY INVESTMENTS CORP.
34 719 726
8.18
8.18

INEC Services Sp. z o.o.
24 820 000
5.85
5.85

M + P Holding S.A.
22 926 139
5.40
5.40 

16. Reserve Capital


31 Dec. 2000

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
350 342

333 198

The increase in reserve capital during the year ending 31 December 2000 followed from the charge to net profit in the previous financial year worth PLN 16 871 thousand and approved by Resolution Number 5 of the Shareholders Meeting of BIG BG S.A. on 28 January 2000 and the transference of some of the revaluation capital in the amount of PLN 273 thousand in connection with the sale of fixed assets revalued in prior years.

17. Other Reserve Capital 


31 Dec. 2000

30 Sept. 1999


(000s PLN)

(000s PLN)






Balance 
775 490

657 621

Other reserve capital was comprised by other reserve capital worth PLN 622 468 thousand and the general banking risk fund worth PLN 153 022 thousand. During 2000 the other reserve capital grew by 31 409 thousand as a result of distributing the profits for the financial year ending 30 September 1999, while the general banking risk fund grew by PLN 86 460 thousand.

According to the Banking Law of 29 August 1999 the former general risk fund, created on the basis of article 96 of the Banking Law of 31 January 1989, was liquidated, except that the amounts constituting the equivalent value of the charges to expenses – PLN 180 240 thousand minus corporate income tax of PLN 10 940 thousand, was transferred to other reserve capital. The charge made against the Bank’s profit for the financial period ending 30 September 1999 in the amount of PLN 86 460 thousand was captured in the „new” line item entitled general banking risk fund.

Basic Operating Risk Ratios

18. Liquidity


31 Dec. 2000

30 Sept. 1999






Assets maturing to 1 month (000s PLN)
4 598 035

4 093 138

Liabilities due and payable to 1 month (000s PLN)
10 650 002

3 148 175

1st degree liquidity ratio
0,43

1,30

Assets maturing to 3 months (000s PLN)
5 153 540

4 864 278

Liabilities due and payable to 3 months (000s PLN)
11 077 013

5 229 864

2nd degree liquidity ratio
0,47

0,93

The assets maturing and the liabilities coming due within 1 month were taken into consideration when calculating the 2nd degree liquidity ratio.

19. 
Liquidity (continued)

For the purpose of liquidity the marketable debt securities issued by the state treasury were classified as maturing up to 1 month since there is a liquid market for these securities. Other marketable debt securities and all investment debt securities were classified according to their actual maturities. The calculation does not include the T-bills blocked according to the Act on the Bank Guarantee Fund to hedge possible liabilities on charges to the Fund for Protecting Guaranteed Funds and NBP bonds maintained by the Bank in connection with the loan loss provision level.

The important decline in both the 1st degree and the 2nd degree liquidity ratios follows from the Bank’s changes to the deposits received by BIG Bank S.A. As of 15 September the Bank ratified that instead of 1-year deposits the Bank will accept 1-month deposits. As of 31 December 2000 these deposits amounted to PLN 8 421 000 thousand and constituted 79.7% of the balance of liabilities to the financial sector.

19. Capital Adequacy 

The Bank’s capital adequacy as of 31 December 2000 was 13.71% which was 3.69 percentage points lower than the level computed as of 30 September 1999.

The Bank’s capital adequacy at the end of the current financial year was higher than the minimum capital adequacy for banks, i.e. 8% of the assets and risk-adjusted off-balance sheet liabilities, required in conformance with article 128 section 1 of the Act dated  29 August 1997 and entitled Banking Law (Journal of Laws, Number 140, Item 939).

Profit and Loss Statement 

20. Interest Income


15 months  

to 31 Dec. 2000



12 months 

to 30 Sept. 1999
Increase / decrease
Increase / decrease


(000s PLN)

(000s PLN)
(000s PLN)
%








Balance
2 137 504

1 326 489
811 015
61,1

The comparison of the Bank’s income and expenses incurred for the financial year ending 31 December 2000 with the performance in the year ending 30 September 1999 is hampered by the different length of the periods compared (the financial period ending 31 December 2000 included 15 consecutive months, while the previous financial period included 12 months, respectively).

An analysis of average monthly interest income calculated as interest income for a given financial period / number of months in a given financial period shows that income has grown by 28.9%, i.e. from PLN 110 541 thousand generated monthly in the year ending 30 September 1999 to PLN 142 500 thousand generated in the financial period ending 31 December 2000.

21.
Interest Income (continued)

The structure of interest income for the financial year ending 31 December 2000 in comparison with the financial year ending 30 September 1999 has been depicted below:

Interest income on:
15 months to 31 Dec. 2000

12 months to 30 Sept. 1999


(%)

(%)

Clients and the budgetary sector
59.6

62.3

Securities
25.5

28.7

Other financial institutions
10.6

3.5

Other*
4.3

5.5


100.0

100.0

* This line item contains interest on restructuring bonds, subordinated loans and lease transactions 

The 28.9% growth in the average monthly interest income is the result of the 23.4% growth in the total amount of working assets (including receivables from the financial sector, the non-financial sector and debt securities) i.e. from PLN 10 930 007 thousand as of 30 September 1999 to PLN 13 491 084 thousand as of 31 December 2000. The increase in interest income also followed from the WIBOR and EURIBOR rate hikes on whose basis loans were granted. In the audited period the 3-month WIBOR and EURIBOR rates surged upwards by 3.13 percentage points (from 16.32% to 19.45%) and 1.77 percentage points (from 3.09% to 4.86%), respectively (data from the Rzeczypospolita daily newspaper). 

The annual average interest on the PLN loans granted by the Bank to clients and budgetary sector units stood at 19.73%. This did not deviate substantially from the annual average market interest rate which stood at 19.29% for business loans and 20.29% for personal loans (the market interest was calculated by taking the average of the data for the 15 months from 1 October 1999 to 31 December 2000 as published in the Rzeczpospolita daily newspaper as the average of 20 banks). The annual average interest rate for loans granted by the Bank on the basis of the EURIBOR rate was 4.28%.

The interest income from the financial sector nearly quadrupled. The increase in the share of this group of income in the period ending 31 December 2000 compared with the period ending 30 September 1999 was the result of the changes in the structure of the Bank’s assets in the audited period and the increase in interest rates on the interbank market. The share of interest income from the financial sector in total interest income jumped from 3.5% in the period ending 30 September 1999 to 10.6% in the year ending 31 December 2000, while the receivables from other financial institutions as of 31 December 2000 recorded growth of 181.3% over the balance as of 30 September 1999.

The value of the interest income on securities in the audited period did not change substantially in comparison with the year ended 30 September 1999 

21. Interest expenses


15 months 

to 31 Dec. 2000

15 months
to 30 Sept. 1999
Increase / decrease
Increase / decrease


(000s PLN)

(000s PLN)
(000s PLN)
%








Balance
1 901 438

1 079 638
812 800
76,1

An analysis of the average monthly interest expenses calculated as the interest expenses for a given financial period / the number of months in that given financial period, indicates 40.9% growth in expenses, i.e. from the PLN 89 970 thousand monthly achieved in the year ending 30 September 1999 to PLN 126 763 thousand in the financial period ending 31 December 2000.

The structure of interest expenses has been depicted below for the financial year ended 31 December 2000 in comparison to the financial year ended 30 September 1999. 

Interest expenses on:
15 months to 31 Dec. 2000

15 months to 30 Sept. 1999


(%)

(%)

Other financial institutions
84.6

74.6

Clients and the budgetary sector
15.3

25.1

Other
0.1

0.3


100.0

100.0

The greatest share of total interest expenses in the financial period from 1 October 1999 to 31 December 2000, just like in the previous financial period, was recorded by interest on operations with the financial sector. In comparison to the year ended 30 September 1999 this figure jumped by 99.9% i.e. by PLN 804 269 thousand (using estimated data i.e. calculated for a 12-month period the growth was 59.9%). The growth in interest expenses was materially caused by the 57.7% increase in the balance of liabilities to the financial sector, including the increase in the amount of deposits received from BIG Bank S.A. from PLN 5 092 200 thousand as of 30 September 1999 to PLN 8 241 000 thousand as of 31 December 2000. Until 21 February 2000 the interest on the deposits of BIG Bank S.A. was based on the yield for 52-week T-bills. This yield was 13.30% as of 1 October 1999. At the end of February 2000 it jumped to 17.70%. As of 15 September 2000 the interest rate on these deposits was based on the 1-month WIBOR rate, which stood at 19.40% as of 31 December 2000. Accordingly, in the audited period there was growth in the ratio of servicing working liabilities from 11.45% in the year ending 30 September 1999 to 12.99% in the year ending 31 December 2000, calculated as the ratio of the average balance of interest expenses to the average balance of external funds received.

The annual average interest on PLN deposits was 12.33% in the audited period in comparison with market interest on 3-month deposits of 13.08% (market interest was computed by averaging the data for 15 months from 1 October 1999 to 31 December 2000 as published in the Rzeczpospolita daily newspaper).

Interest Margin and Profitability Ratios 


15 months 

to 31 Dec. 2000
12 months
to 30 Sept. 1999
Increase / decrease
Increase / decrease


(000s PLN)
(000s PLN)
(000s PLN)
%







Interest profit (thousand)
236 066
246 851
(10 785)
-4.4%







Percentage share of interest profit in total interest income 
11.0%
18.6%

-7.6%

In the audited period the Bank recorded a 4.4% decline in interest profit; according to estimated data, i.e. using a theoretical 12-month financial period the decline was 23.5%.

ROE calculated as the ratio of net profit to the average balance of equity (excluding net profit) fell from 12.1% in the financial year ending 30 September 1999 to 7.9% in the financial year ending 31 December 2000. According to estimated data ROE was 6.3% for the period ended 31 December 2000. Similarly constructed ratios including net profit in equity would stand at 10.9% for the period ended 30 September 1999 and 7.2% for the period ended 31 December 2000, respectively (the ratio using the estimated data for the period ended 31 December 2000 would be 5.8%).

There was a 29.1% decline in net profit in the audited financial year in comparison with the financial year ended 30 September 1999, while the value of average equity (without net profit) in the same period grew by 8.5%. The decline in net profit would be 43.3% if estimated data were used.

Furthermore, there was a substantial decline in ROA from 2.3% in the financial year ending 30 September 1999 to 0.7% in the financial year ending 31 December 2000. Coupled with 23.4% growth in average assets, this points to a decline in the yield of the asset structure as the assets generated less income than in the previous year. The lower asset income in the audited period follows inter alia from the Bank’s increased commitment in subsidiaries and affiliates (commentary 5), from which the Bank receives limited income in the form of dividends.

The share of equity in liabilities and equity calculated as the ratio of average equity with profits to the average of total liabilities and equity in the financial year ending 31 December 2000 fell to 11.44% in comparison with the financial year ended 30 September 1999 when it stood at 13.23%.

In the financial year ending 31 December 2000 there was slight growth in the share of working assets in total assets computed for the average balance at the end and beginning of the financial period. This share grew in the financial year ending 31 December 2000 to 87.27% while it stood at 86.32% during the previous year.

Commission Income


Financial year 

to 31 Dec. 2000

Financial year
to 30 Sept. 1999
Increase / decrease
Increase / decrease


(000s PLN)

(000s PLN)
(000s PLN)
%








Commission income (000s PLN)
249 841

263 088
(13 247)
-5.0

Pro rata portion of commission income to total commission income and interest income from clients and the budgetary sector
16.4%

24.2%
-
-7.8 p.p.

Commission income for the financial period from 1 October 1999 to 31 December 2000 only included commissions on banking activity.

An analysis of monthly average commission income, calculated at the commission income for a given financial period / number of months in that financial period, points to a 24.0% decline in the commission proceeds, i.e. from PLN 21 924 thousand monthly in the year ending 30 September 1999 to PLN 16 656 thousand in the financial period ended 31 December 2000.

When singling out the 5.0% decline in commission income over the previous financial period, one should note that in the year ending 30 September 1999 the Bank generated substantial commissions from its subsidiaries that were payable in advance for the entire financing period worth a total of PLN 63 600 thousand. These commissions were posted once according to the accounting principle accepted by the Bank. In turn, similar substantial commissions were not recorded in the audited period. After taking this fact into consideration one should assert that the monthly average commission income in comparable financial periods was nearly the same.

22. Commission expenses


Financial year
to 31 Dec. 2000

Financial year
to 30 Sept. 1999
Increase / decrease
Increase / decrease


(000s PLN)

(000s PLN)
(000s PLN)
%








Balance
13 293

49 143
(35,850)
-73.0

The commission expenses for the financial period from 30 September 1999 to 31 December 2000 encompassed only banking activity commissions. 

An analysis of the monthly average commission expenses, calculated as commission expenses for a given financial period / number of months in that given financial period, points to a 78.4% decline in this group of expenses, i.e. from PLN 4 095 thousand generated monthly in the year ending 30 September 1999 to PLN 886 thousand generated in the financial period ended 31 December 2000.

25. 
Commission Expenses (continued)

When singling out the 73.0% decline in commission expenses over the previous financial period, one should note that in the previous financial year the Bank paid commissions of PLN 43 064 thousand to LUKAS Bank Świętokrzyski S.A. In turn, the Bank did not record substantial commission expenses in the audited period. After incorporating this fact one should assert that the average monthly commission expenses in comparable financial periods were nearly the same.

23. Income on Participations and Other Securities 


Financial year 

to 31 Dec. 2000

Financial year
to 30 Sept. 1999
Increase / decrease
Increase / decrease


(000s PLN)

(000s PLN)
(000s PLN)
%








Balance
200 387

9 027
191 360
2 119,9

Income on participations and other securities for the financial year from 1 October 1999 to 31 December 2000 included income from subsidiaries of PLN 152 936 thousand, accounting for 76.3% of the balance and income from other units worth PLN 47 451 thousand, accounting for 23.7% of the balance.

The balance of the income on participations from subsidiaries for the financial year ended 31 December 2000 was comprised inter alia by the following:

· Profit on the sale of the interest in TBM Leasing Sp. z o.o. in the amount of PLN 118 918 thousand,

· Profit on the sale of the interest in INEC Services Sp. z o.o. in the amount of PLN 27 279 thousand.

With respect to the profit on the sale of the interest in INEC Services Sp. z o.o. the stated amount follows from two sales transactions of this interest. As a result of the first sales transaction to Polskie Towarzystwo Finansowe S.A. (PTF S.A.) and TBM Leasing Sp. z o.o. the Bank realized a profit of PLN 127 504 thousand. On 21 December 2000 the Bank repurchased the interest for PLN 100 625 thousand, and then on 29 December 2000 it sold it to a subsidiary, viz. BET Trading Sp. z o.o. for PLN 400 thousand according to the agreement signed. As a result of this transaction the Bank realized a loss of PLN 100 225 thousand which reduced taxable income. The repurchase price and the later sales price were set by the parties in the concluded agreements. According to article 14 section 1 of the Corporate Income Tax Act, the income on the sale of economic rights is their value as expressed in the sales price. The basic principle resulting from this provision is to accept the value of the economic right at the price set by the parties in the agreement. However, the tax authority may specify the income at the level of the economic right’s market value as it designates.

The balance of income on participations from other units was comprised primarily by the profit on the sale of interest in Polkomtel S.A. for a total amount of PLN 46 604 thousand.




24. Result on Financing Operations


Financial year 

to 31 Dec. 2000

Financial year
to 30 Sept. 1999
Increase / decrease
Increase / decrease


(000s PLN)

(000s PLN)
(000s PLN)
%








Balance
153 632

191 521
(37 889)
-19,8

The largest line items affecting the result on financing operations for the period from 1 October 1999 to 31 December 2000 were as follows:



(000s PLN)





Result on operations with derivatives

178 437

Result on financial operations with securities 

(24 805)

The result on operations with financial derivatives is comprised by income on the T-bonds related to swap transactions worth PLN 370 552 thousand and the investment expenses related to these transactions worth PLN 192 115 thousand. The Bank posts expenses and income on swap transactions according to the accrual method capturing them in the line item entitled result on financing operations.

The substantial decline in the line item entitled result on financing operations for the financial year ended 31 December 2000 compared with the previous financial year ended 30 September 1999 followed primarily from the loss realized on financing operations with securities in the amount of PLN 24 805 thousand. This result was comprised by the loss on the sale of T-bonds in the amount of PLN 18 842 thousand, the provision of PLN 9 100 thousand which was set up for the commercial bonds of Pezetel S.A. and the profit on the sale of the shares of Sokołów S.A.

25. FX Gain / Loss


Financial year 

to 31 Dec. 2000

Financial year
to 30 Sept. 1999
Increase / decrease
Increase / decrease


(000s PLN)

(000s PLN)
(000s PLN)
%








Balance
40 402

119 552
(79 150)
-66,2

The decline in the FX gain of PLN 79 150 thousand is the effect of changing the method of presentation, i.e. up to the end of 1999 the Bank created provisions for FX losses on the swap transactions concluded with Merrill Lynch. As of January 2000 these gains / losses are presented in the line item entitled FX gains, hence its value was much lower last year. The amount of provisions established in the year ending 30 September 1999 for FX gains / losses was PLN 56 129 thousand. In the audited period provisions worth PLN 12 890 thousand were released thereby reducing the FX gain for the period ended 31 December 200. Giving consideration to the aforementioned actions on the swap provisions, the FX gain fell from PLN 63 423 thousand for the financial period ending 30 September 1999 to PLN 53 292 for the period ended 31 December 2000.

As of 31 December 2000 the largest items in the balance of foreign currencies were denominated in German marks – a long position of PLN 945 888 thousand and in EURO – a short position of PLN 994 437 thousand. According to resolution Number 11/98 of the Banking Supervision Commission dated  14 October 1998 in the matter of the standards for permissible foreign currency risk in the activity of banks, the limitations of the individual foreign currency position to 15% of shareholder funds do not apply to the individual positions for the currencies of the EMU member countries. The currency positions of these currencies is included in the currency position of the EURO. As of 31 December 2000 the total commitment in foreign currencies creating the Euro currency basket was PLN 23 271 thousand, i.e. 1.92% of the shareholder funds (a short position). The Bank’s total currency position as of 31 December 2000 was PLN 25 931 thousand, i.e. 2.14% of the Bank’s shareholder funds (short position). The Bank adheres to the standards of permissible currency risk as prescribed by the aforementioned resolution.

26. Bank’s Operating Expenses 


15 months  

to 31 Dec. 2000

12 months
to 30 Sept. 1999
Increase / decrease
Increase / decrease


(000s PLN)

(000s PLN)
(000s PLN)
%








Bank’s operating expenses (000s PLN)
476 686

321 118
155 568
48.4

Annual average headcount in persons
4 022 

4 287
(265)
-6.2

Bank’s per capita operating expenses 
(000s PLN)
118.5

75
43.5
58.0

Bank’s operating expenses to total income 
15.7%

16.2%

-0.5%

Per capita net profit (000s PLN)
29.7

39.4
(9.7)
-24.6

The largest line items of the Bank’s operating expenses for the financial period from 1 October 1999 to 31 December 2000 were operational expenses worth a total of PLN 227 489 thousand, which accounted for 47.7% of the balance, and remuneration worth PLN 213 615 thousand, accounting for 44.8% of the balance and payroll expenses of PLN 35 583 thousand, i.e. 7.5% of the balance. Compared with the year ending 30 September 1999 the share of payroll expenses in the Bank’s operating expenses fell by 1.8 percentage points.

When pointing out the 48.4% growth in the Bank’s operating expenses in the audited period in comparison with the period ended 30 September 1999 one should note that the audited period encompassed 15 months as opposed to the 12 months in the previous financial period. According to estimated data, the growth in the Bank’s operating expenses amounted to 18.8%, while the Bank’s per capita expenses recorded growth of 26.4%.
29. 
Bank’s Operating Expenses (continued)

Operational expenses are comprised by expenditures related to the following:


(000s PLN)




Administrative expenses
93 812

Expenses of advisory and audit services 
55 034

Communications and IT expenses
36 583

Expenses incurred in favor of the Bank Guarantee Fund 
19 838

Expenses of promotion and representation 
14 349

Expenses in favor of employees
7 859

Other
14

Total operational expenses
227 489

Administrative expenses held the largest percentage of operational expenses: 41.2% of the balance. These expenses also included fixed operational fees (primarily rental expenses) of PLN 42 162 thousand, property security expenses: PLN 19 119 thousand and materials required for the Bank’s current activity worth PLN 9 032 thousand.

The profitability ratio measuring gross profit to the Bank’s total expenses of activity for the financial year ending on 31 December 2000 was 4.1%. It was 11.3% lower than for the previous financial year ending on 30 September 1999. This decline was caused by the 54.9% decrease in gross profit while the Bank’s total expenses surged upwards during the current financial year by 68.9% over the previous financial year. According to estimated data, gross profit recorded a 63.9% decline while the Bank’s total expenses jumped up by 35.1%.

The change in the Bank’s operating expenses in the financial periods under comparison from 1 October 1998 to 30 September 1999 and from 1 October 1999 to 31 December 2000 follows mainly from the 68.2% increase in operational expenses (substantial increase in the expenses of advisory services). According to estimated data, giving consideration to a 12-month financial period, the increase in operational expenses amounted to 34.5%. Payroll expenses also exerted an adverse impact on the profitability ratio as they swelled during the audited period by 42.7% (14.2% according to estimated data).  In the year ending 30 September 1999 payroll expenses jumped by 24.3%. 

27. Depreciation of Fixed Assets and Amortization of Intangible Assets


15 months
to 31 Dec. 2000

12 months
to  30 Sept. 1999
Increase / decrease
Increase / decrease


(000s PLN)

(000s PLN)
(000s PLN)
%








Balance
58 387

41 815
16 572
39,6

30.
Depreciation of Fixed Assets and Amortization of Intangible Assets (continued)

The structure of depreciation expenses for the financial year ended 31 December 2000 by source is depicted below:


(000s PLN)

· Depreciation of property, plant and equipment
46 684

· Amortization of intangible assets
11 703


58 387

According to estimated data, i.e. using a 12-month financial period, depreciation expenses recorded 11.7% growth.

Pursuant to the regulation issued by the Minister of Finance on 17 January 1997 in the matter of depreciating fixed assets and amortizing intangible assets (Journal of Laws, Number 6, Item 35) the Bank applies the linear method of depreciation. 

28. Charges to Provisions and for Revaluation


15 months
to 31 Dec. 2000

12 months
to  30 Sept. 99 
Increase / decrease
Increase / decrease
Reduction


(000s PLN)

(000s PLN)
(000s PLN)
%










Balance
418 817

192 855
225 962
117,2
73,7

The charges to provisions and for revaluation purposes for the financial period from 1 October 1999 to 31 December 2000 were comprised by provisions worth PLN 408 954 thousand constituting 97.6% of the balance and the revaluation of the financial assets worth PLN 9 863 thousand, accounting for 2.4% of the balance. The balance sheet balances of provisions have been depicted in commentaries 2, 3 and 5. According to estimated data, there was a 73.7% increase in charges to provisions and for revaluation purposes in the audited period.

The revaluation of the financial assets concerns the provisions established for the participations in the pension fund company (PLN 8 200 thousand), BG Leasing S.A. (PLN 900 thousand) and Besta Sp. z o.o. (PLN 763 thousand).

(000s PLN)

Charges to provisions for the following:

· Irregular receivables from clients and the budgetary sector
193 285

· Regular receivables and under observation
871

· Irregular receivables from financial institutions
94 938

· Off-balance sheet liabilities
10 111

Revaluation of financial assets
9 863

General risk provision
86 460

Others

23 289
Total

418 817

Releasing Provisions and Downwards Revaluation


15 months
to 31 Dec. 2000

12 months
to  30 Sept. 1999
Increase / decrease
Increase / decrease
Reduction


(000s PLN)

(000s PLN)
(000s PLN)
%










Balance
235 122

66 434
168 688
253,9
183,1

The released provisions and the revaluation reductions for the financial period from 1 October 1999 to 31 December 2000 comprised released provisions worth PLN 234 072 thousand, i.e. 99.6% of the balance and revaluation reductions concerning financial assets worth PLN 1 050 thousand, accounting for 0.4% of the balance. Using estimated data, 183.1% growth was recorded in the audited financial period in the value of released provisions and revaluation reductions.

(000s PLN)

Release of provisions for the following:

· Irregular receivables from clients and the budgetary sector
79 442

· Irregular receivables from financial institutions
5 314

· Regular receivables and under observation
5 444

· Off-balance sheet liabilities
4 265

Revaluation of financial assets
1 050

General risk provision
105 776

Others

33 831

Total

235 122

29. Income Tax 


15 months 
to 31 Dec. 2000

12 months
to  30 Sept. 1999
Increase / decrease


(000s PLN)

(000s PLN)
(000s PLN)







Income tax due
0

77 378
(77 378)

Deferred income tax
(281)

18 791
(19 072)

Burden on the financial result
(281)

96 169
(96 450)

The Bank closed the financial period from 1 October 1999 to 31 December 2000 Bank with a tax loss of PLN 244 547 thousand. As of 31 December 2000 the Bank’s receivables by virtue of the overpaid income tax amounted to PLN 73 412 thousand.

33.
Income Tax (continued)

(a) Income Tax Due 

Income tax is assessed at the 34% rate and is calculated based on gross earnings as determined by the accountancy provisions, adjusted by income not subject to taxation and non-expensible costs.


15 months
to 31 Dec. 2000

12 months
to 30 Sept. 1999


(000s PLN)

(000s PLN)

Gross profit
119 368

264 876

Expenses and losses not acknowledged by fiscal provisions as expensible (increases in taxable income)
1 013 596

151 449

Income which according to fiscal provisions is not included in taxable income (decreases in taxable income)
(1 320 408)

(350 171)

Other increases / decreases to taxable income as foreseen by fiscal provisions (positive or negative value)
(57 103) 

148 786

Taxable income subject to income tax
(244 547) 

214 940

Income tax 
0

77 378

Tax deductions (dividend tax)
0  

(224)

Income tax due 
0

77 154

The calculation of income tax due is in note 43 to the financial statements of BIG Bank GDAŃSKI S.A. submitted to the Polish SEC.

(b)
Deferred Income Tax 

The deferred income tax is calculated based on temporary differences in acknowledging income and expenses for accounting purposes and to calculate income tax. 

The calculation of the deferred income tax provision has been presented below:


Financial year
to 31 Dec. 2000


(000s PLN)

By virtue of the following:


Temporary differences reversible in 2001 (1)
44 088

Interest on the loan from CSFB Int. (2)
56 301

Interest on the State Treasury’s accounts receivable converted into bonds (3)
73 270

Tax loss (4)
(60 648)

Deferred income tax liability 
113 011

The calculation of the deferred income tax has been presented with a breakdown into temporary differences which have been acknowledged as expenses / income according to the fiscal provisions in 2001 and those differences which will be captured in the calculation of income tax due in subsequent years.

33.
Income Tax (continued)

(1) Fiscal liabilities on temporary differences reversible in 2001:




Financial year
to 31 Dec. 2000




(000s PLN)

Temporary differences between gross profit and taxable income:




Net interest and discount to be received


215 673

Investment tax break 


15 809

Compounded interest 


101 113

Income taxed in advance


(2 803)

Income to be received under swap operations


72 923

FX gains / losses on swap operations


(24 830)

Provision for expenses to be paid


(50 523)

Prepaid expenses 


(9 610)

Provisions for doubtful and loss loans 


(160 876)

Unrealized FX gains / losses (surplus of gains over losses)


681

Interest taxed in 1991


(101)

Total temporary differences


157 456

Deferred income tax provision (28%)


44 088

To calculate the deferred income tax provision the Bank treats the part of the discount on lease accounts receivable which was not settled in the profit and loss statement to be future taxable income.

(2) Tax liability for interest paid in advance 

In the audited period the Bank received a long-term loan (15 years) from CSFB Int. worth PLN 550 000 thousand. Interest of PLN 255 912 thousand for the years 2006-2015 was paid in advance according to the credit facility. Article 20 of the amended Corporate Income Tax Act dated 15 February 1992 specifies the tax rate in force as of 1 January 2004 at 22% of taxable income. The Bank used this rate to compute the deferred income tax liability against the interest paid.

(3) The tax liability for the interest on the State Treasury’s accounts receivable converted into bonds

33.
Income Tax (continued)

In the audited period the Bank converted the State Treasury’s accounts receivable worth a total of PLN 2 430 021 thousand (principal and interest) into State Treasury bonds. The converted accounts receivable include accrued interest of PLN 369 845 thousand. As a result of the conversion the portfolio of debt securities held by the Bank was enlarged to include bonds with a par value of PLN 2 643 830 thousand. In the audited period some of these bonds were sold and consequently the amount of accrued interest on the converted accounts receivable fell by PLN 76 546 thousand. The calculation of the „realized” interest on the accounts receivable is done in proportion to the bonds sold. The usage of the pro rata method follows from the fact that the Bank does not keep detailed records making it possible to identify the bonds sold with the converted accounts receivable, and thus with the accrued interest. The Bank treats the bonds remaining as of 31 December 2000 originating from this conversion as investment papers. The interest accrued against the converted accounts receivable and ascribed to these bonds amounted to PLN 293 391 thousand as of 31 December 2000. This interest shall be recognized as income increasing taxable income at the moment of bond redemption. The calculation of the tax liability incorporating the maturity of individual bonds has been depicted below:

Converted interest as of 31 December 2000 

(000s PLN)
Maturity of the bonds
Tax rate
Deferred tax provision 

 (000s PLN)






127 613
2002 r.
28%
35 732

53 351
2003 r.
24%
12 804

112 427
2004 r.
22%
24 734

293 391


73 270

(4) Tax due on tax loss

The tax loss of PLN 244 547 thousand realized from 1 October 1999 to 31 December 2000 may be settled over five consecutive years according to binding fiscal provisions with a maximum of 50% of the tax loss in a given year. The Bank has embraced the principle of evenly covering the tax loss with the income to be generated over the five consecutive years. The calculation of the tax due by virtue thereof has been portrayed below:

Financial year
Loss (000s PLN)
Tax rate
Tax due

(000s PLN) 






2001
48 909
28%
13 695

2002
48 909
28%
13 695

2003
48 909
24%
11 738

2004
48 909
22%
10 760

2005
48 909
22%
10 760




60 648

33.
Income Tax (continued)

 (c)
Deferred Tax Provision





(000s PLN)




Balance of the deferred tax provision at the beginning of the financial year 
113 292

Required balance of the deferred tax provision at the end of the financial year
(113 011)

Necessary reduction in the deferred tax provision 
281

The slight change in the balance of the deferred tax provision in the periods under comparison, i.e. 30 September 1999 and 31 December 2000 is the effect of not incorporating special-purpose provisions in the calculation of deferred tax as of 30 September 1999. Giving consideration to the inclusion of special-purpose provisions worth PLN 121 077 thousand (provisions released in 2000 not constituting taxable income) in the calculation of the deferred tax provision, the amount of the required provision as of 30 September 1999 was lower by PLN 41 166 thousand (PLN 121 077 thousand * 34%). It stood at PLN 72 126 thousand. The burden on the result for the period ended 31 December  2000 was therefore higher by PLN 40 885 thousand (PLN 113 011 thousand – PLN 72 126 thousand). Further, considering the permanent differences on the investment premium of PLN 12 023 thousand, the burden on the result fell by PLN 4 088 thousand (PLN 12 023 * 34%). As a result of the foregoing changes, the effective burden on the result for the period ending 31 December 2000 would amount to PLN 36 797 thousand, i.e. 30.75%.

30. Collateral on Assets Instituted in favor of Third Persons 

As of 31 December 2000 the 3-year state variable-coupon bonds (symbol TPO501) with a total par value of PLN 51 550 thousand constituted a lien as collateral for the accounts receivable of Bank Handlowy S.A. w Warszawie by virtue of the limit for depository operations worth PLN 50 000 thousand. 

The 10-year state variable-coupon bonds (symbol DZ0109) with a total par value of PLN 169 137 thousand constituted a lien as collateral for the accounts receivable of Credit Suisse First Boston International (CSFB Int.)
Treasury bills with a par value of PLN 10 570 thousand constitute collateral for the Fund for the Protection of Guaranteed Funds within the framework of the Bank Guarantee Fund. The balance sheet value of the blocked t-bills as of 31 December 2000 stood at PLN 9 792 thousand.

The NBP bonds worth PLN 276 536 thousand and which the Bank was holding in its portfolio as of 31 December 2000 were issued on the basis of Resolution Number 36/28/PPK/1999 adopted by the Management Board of the National Bank of Poland dated  25 June 1999 in the matter of NBP issuing bonds to banks in connection with reducing the loan loss provision rates. These bonds are registered securities and the Bank may not alienate them prior to the elapse of the redemption deadline.

31. Events after the Balance Sheet Date 

On 5 January 2001, according to the resolution adopted by the Shareholders Meeting of BIG Bank GDAŃSKI S.A. on 1 August 2000, the Bank merged with BIG BANK S.A. This merger took place under the course provided for in article 463 section 1 of the Commercial Code, i.e. by transferring all of the assets of BIG BANK S.A., the acquired bank, to BIG Bank GDAŃSKI S.A., as the acquiring bank, in exchange for shares of BIG Bank GDAŃSKI S.A. According to the exchange parity embraced in the resolution, 2 shares of BIG Bank GDAŃSKI S.A. shall be awarded for every share of BIG BANK S.A. 

IV. Chartered Accountant’s Assertions 

(a) During the audit the Bank presented the requested information, clarifications and representations; it also produced a representation on completely capturing the data in the accounting ledgers and showing all conditional liabilities and about providing information about the material events that occurred after the balance sheet date up until the date of filing the representation.

(b) The Bank keeps accounting ledgers on the basis of the current company chart of accounts approved by the Bank’s Management Board, the list of accounting ledgers used and documentation for the data processing system in conformance with the Accountancy Act. The business operations we audited were documented completely and transparently and they were correctly classified in the accounting ledgers. The accounting entries we audited were made correctly and completely on the basis of accounting evidence. The financial statements stem from properly kept accounting ledgers. The accounting ledgers are properly stored.

(c) The closing balance at the end of the Bank’s previous financial year was properly entered in the accounting ledgers as the opening balance for the current period. The assets and liabilities and equity in the balance sheet were presented correctly and fairly in all material aspects. 

(d) The Bank’s internal control system was audited to a sufficient degree to express an audit opinion. On the basis of auditing the Company’s internal control system and auditing the credibility of individual line items in the financial statements one could express a general opinion about the correctness and the fairness of these financial statements.

(e) The line items affecting the gross financial result on the Bank’s operating activity were captured completely and correctly in all material aspects.

(f) The Bank’s gross financial result was correctly transformed into the net financial result in all material aspects. 

(g) The Bank’s cash flow statement was correctly drawn up in connection with the balance sheet, the profit and loss statement and the accounting ledgers.

(h) The notes present all the material information prescribed by resolution number 1/98 of the Banking Supervision Commission dated  3 June 1998 in the matter of the particular accounting principles for banks and for drawing up notes (Official Journal of NBP, Number 14, Item 27) issued on the basis of article 81 section 1 sub-section 1 of the Accountancy Act dated  29 September 1994 in a complete and correct fashion.

(i) The continuity of the principles applied has been maintained with respect to last year.

(j) The unit’s operating report incorporates the issues required by the Accountancy Act. The financial information contained therein conform to what is presented in the financial statements. 

(k) The financial statements for the financial year from 1 October 1998 to 30 September 1999 were approved by the Shareholders Meeting in Resolution Number 1 dated  28 January 2000, filed on 24 February 2000 in the District Court of Warsaw in the 16th Business Registration Division and was published on 13 June 2000 in Monitor Polski B Number 72.

V. General Information concerning the Audit Conducted

(a)
PricewaterhouseCoopers Sp. z o.o. was selected to be the Bank’s chartered accountant by resolution number 9/2000 adopted by the Bank’s Supervisory Board on 1 August 2000. 

(b)
The audit was conducted pursuant to the agreement entered into on 29 September 2000 by and between BIG Bank Gdański S.A. as the principal and PricewaterhouseCoopers Sp. z o.o. with its registered offices in Warsaw at ul. Nowogrodzka 68 as the contractor in the period:

· Initial audit 

from 18 December 2000 to 15 January 2001;

· Final audit 

from 15 January 2001 to 31 January 2001.

(c)
The inventory of cash on hand and on bank accounts was conducted as of 31 December 2000 in the financial year under audit. 
(d)
The Bank did not conduct an inventory as of 31 December 2000 of all receivables and liabilities. This does not conform to the requirements of article 26 of the Accountancy Act dated 29 September 1994, nor to the provisions of Chapter 3 of Resolution Number 1/98 of the Banking Supervision Commission dated 3 June 1998 in the matter of the particular accounting principles for banks and for drawing up notes. Despite this fact, it was possible to conduct an audit of the Bank’s balance sheet components, which were not inventoried.
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