
The Capital Group of Bank Millennium S.A.

INDEPENDENT AUDITOR’S REPORT 

ON THE AUDIT OF 

THE CONSOLIDATED FINANCIAL STATEMENTS
 FOR THE PERIOD

FROM 1 JANUARY 2002 TO 31 DECEMBER 2002
Contents

31.
General information

1.1
General information of the Parent
3
1.2
Structure of the Capital Group
3
1.3
Auditor information
4
1.4 
Legal status
5
1.5
Information on the consolidated financial statements for the previous period
5
2.
Financial analysis of the Group
8
2.1
Summary of the consolidated financial statements
8
2.2
Selected financial ratios
13
2.3
Interpretation of selected financial ratios
14
3.
Detailed report
15
3.1
Accounting principles
15
3.2
Accounting principles for the preparation of the consolidated financial statements
15
3.3
Solvency ratio of the Capital Group
15
3.4
Introduction to the consolidated financial statements
15
3.5
Notes to the consolidated financial statements
16
3.6
Statement of changes in consolidated shareholders’ equity
16
3.7
Consolidated cash flow statement
16
3.8
Management’s report on the Capital Group’s activity
16



1.
General information

1.1
General information of the Parent

1.1.1
Name of the Parent Entity

Bank Millenium S.A. 

(further: “Bank”, “The Parent Entity”)

On 8 January 2003 the Parent Entity received a resolution of Register Court on registration in National Court Register of change of the Parent Entity’s statute relating to the Parent Entity’s firm. The former firm BIG Bank GDAŃSKI S.A. was replaced with firm Bank Millennium S.A. Simultaneously firm of Capital Group was altered from Capital Group of BIG Bank GDAŃSKI S.A. to Capital Group of Bank Millennium S.A.

1.1.2
Registered office of the Parent Entity

ul. Kopernika 36/40

00-924 Warsaw

1.1.3
Commercial registration

Seat of the court: 

Warsaw 

Date of registration: 
30 April 2001

Registration number: 
KRS 0000010186

1.1.4
Tax Office and Provincial Statistical Office registration


NIP:


526-021-29-31


REGON:

001379728

1.2
Structure of the Capital Group


In the audited period, the structure of the Capital Group of Bank Millennium S.A. (“The Capital Group”) was as follows:

Parent Entity: 

· Bank Millennium S.A.

Subsidiary entities:

· BIG BG INWESTYCJE S.A.

· Millennium TFI S.A.

· Millennium Dom Maklerski S.A.

· BBG Finance B.V.

· BEL Leasing Sp. z o.o.

· BET Trading Sp. z o.o.

· DEBT Services Sp. z o.o.

· Forin Sp. z o.o.

· Forinwest Sp. z o.o.

· TBM Sp. z o.o.

Associated entities:

· PZU S.A. 
· Prolim S.A.

· BESTA Sp. z o.o.


Entities excluded from the consolidation.

Subsidiary entities:

· BG Leasing S.A. 

· DOBI S.A.

· Lubuskie Fabryki Mebli S.A.

· ACCON Services Sp. z o.o.

· Reess Trading Sp. z o.o.

· Wilga Las Woda Sp. z o.o.

Associated entities:

· Pomorskie Hurtowe Centrum Rolno-Spożywcze S.A.

· SPC S.A.

· Hevelius Management Sp. z o.o.

· Towarzystwo Handlowe Weiman i S-ka Sp. z o.o.

The subsidiary and associated entities of the Capital Group of the Bank were excluded from the consolidation on the basis of Article 57 and 58 of the Accounting Act dated 29 September 1994. 
1.3
Auditor information


KPMG Polska Audyt Sp. z o.o.

ul. Chłodna 51, XVI Floor

00-867 Warsaw 


KPMG Polska Audyt Sp. z o.o. is registered as a company authorized to audit financial statements (number 458).

1.4 
Legal status 

1.4.1
Share capital


The share capital of the Parent Entity as at 31 December 2002 amounted to PLN 849,182 thousand divided into 849,181,744 shares with a nominal value of PLN 1 each.

1.4.2
The Management Board of the Parent Entity


The Management Board of the Parent Entity as at 31 December 2001 comprised the following members:

President of the Management Board

Bogusław Kott 

Vice-president of the Management Board

Julianna Boniuk

Vice-president of the Management Board

Francisco de Lacerda

Vice-president of the Management Board

Wojciech Haase 

Vice-president of the Management Board

Fernando Bicho 

Vice-president of the Management Board

Anna Rapacka

Vice-president of the Management Board

Pedro Alvares Ribeiro

Vice-president of the Management Board

Zbigniew Sobolewski

On 22 July 2002, Joao Manuel Neto resigned from the position of Vice-president of the Management Board. Simultaneously, the Supervisory Board appointed Fernando Bicho as Vice-president of the Management Board (effective from 1 August 2002).

1.5
Information on the consolidated financial statements for the previous period


The consolidated financial statements of the Capital Group for the period from 1 January 2001 to 31 December 2001 were audited by KPMG Polska Audyt Sp. z o.o. who issued a qualified opinion.

1. The Capital Group has charged PLN 559 million, comprising PLN 7 million interest expenses, PLN 74 million general expenses, PLN 99 million charge of provision for a restructuring, PLN 368 million specific and general loan loss provisions, PLN 6 million provision for diminution in value of shares directly to shareholders’ equity and PLN 5 million deferred tax assets adjustment. Additionally, under Capital Group’s accounting policy on deferred taxation, PLN 24 million of future tax benefit on these items was credited to shareholder’s equity. Under accounting standards applied in Poland, these charges and credit should have been recorded in the profit loss account for the year ended 31 December 2001.

The charges and credit described in item 1 do not affect the reported balance of shareholder’s equity as of 31 December 2001, however, had they been recorded in the profit and loss account for the year then ended, the net reported result would have been reduced by PLN 535 million.
2. Further PLN 265 million of specific loan loss reserves and a PLN 25 million provision for doubtful receipt of interest income accrued during the year have been charged directly to shareholder’s equity. Under accounting standards applied in Poland, the charges of PLN 265 million should have been recorded in the profit and loss account for the year ended 31 December 2001 and 25 million provision for doubtful receipt of interest income should have reduced interest income of the year ended 31 December 2001.

The charges described in item 2 do not affect the reported balance of shareholder’s equity as of 31 December 2001, however, had they been recorded in the profit and loss account for the year then ended, the net reported result would have been reduced by a further PLN 290 million.


The consolidated financial statements for the period from 1 January 2001 to 31 December 2001 were approved at the General Shareholders’ Meeting on 20 March 2002, and submitted to the District Court in Warsaw on 29 March 2002 and then published in the "National Journal" No. B-123 dated 19 July 2002.

1.6
Audit scope and responsibilities

We have audited the consolidated financial statements in accordance with the contract dated 15 May 2002. The financial statements include
1. introduction;

2. the consolidated balance sheet as at 31 December 2002 with total assets and liabilities of PLN 18,726,409 thousand;

3. solvency ratio of the Capital Group;

4. the consolidated statement of contingencies and commitments granted as at 31 December 2002 amounting to PLN 2,722,708 thousand;

5. the consolidated profit and loss account for the sis months period ended 31 December 2002 with a net profit amounting to PLN 183,930 thousand;

6. the statement of changes in shareholders’ consolidated equity, with equity as at 31 December 2002 of PLN 1,754,571 thousand;

7. the consolidated cash flow statement for the period ended 31 December 2002 with a decrease in cash balances amounting to PLN 186,868 thousand;

8. notes to the financial statements.

We conducted the audit in accordance with section 7 of the Polish Accounting Act dated 29 September 1994 (Unified version, 2002, Official Journal No. 76, item 694) and the professional norms established by the Polish National Council of Certified Auditors.

According to paragraph 52 of the above mentioned Accounting Act, these consolidated financial statements are the responsibility of the Parent Entity’s management. We have conducted an independent audit of these consolidated financial statements in order to express an opinion thereon and present this, together with a written auditors’ report, to the Bank’s Supervisory Board and Shareholders.

On 14 February 2003, the Management Board of the Parent Entity submitted a representation letter as to the completeness, fairness and accuracy of the financial statements presented for audit, which, amongst other things, confirmed that there were no undisclosed matters significantly influencing the information presented in the financial statements for the year ended 31 December 2002.

All our requests for additional documents and information necessary for expressing our opinion and preparing the report have been fulfilled.

KPMG Polska Audyt Sp. z o.o. is independent of the Parent Entity and the Capital Group and the scope of the work planned and performed has not been limited in any way.  The method and scope of our audit is detailed in working papers prepared by us and retained in the offices of KPMG Polska Audyt Sp. z o.o.

1.7 
Information on the audited financial statements of subsidiary and associated entities included in the consolidation 
The audit of financial statements of subsidiaries and associated entities of Bank Millenium S.A. was out of scope of this audit.

2.
Financial analysis of the Group

2.1 Summary of the consolidated financial statements

Detailed information relating to the consolidated balance sheet, consolidated profit and loss account, consolidated off-balance sheet items and consolidated cash flow is included in the Capital Group’s consolidated financial statements.

2.1.1
Consolidated balance sheet

ASSETS
31.12.2002

PLN ‘000

31.12.2001

PLN ‘000






Cash and due from NBP
283,089

466,454






Treasury bills and other bills eligible for refinancing in Central Bank
16,708

19,254






Due from financial sector
804,467

1,686,854






Due from non-financial sector
10,027,258

8,055,627






Due from budget sector
524,700

392,214






Debt securities
3,012,772

4,935,356






Due from subsidiaries consolidated on equity method basis
302,703

2,202






Investments in subsidiaries consolidated on equity method basis
891

0






Investments in associated undertakings consolidated on equity method  basis
423,365

319,975






Other investments
63,052

53,894






Other securities and other financial assets
537,146

51,000






Intangible assets
230,331

254,357






Goodwill of subsidiaries
765,944

811,000






Tangible fixed assets
705,465

705,222






Other assets
269,691

1,162,347 






Interperiod settlements
758,827

1,010,501

TOTAL ASSETS
18,726,409

19,926,257

LIABILITIES


31.12.2002

PLN ‘000

31.12.2001

PLN ‘000






Due to financial sector
2,145,335

2,223,512






Due to non-financial sector
10,871,145

12,890,418






Due to budget sector
843,183

804,249






Debt securities issued
552,355

303,455






Other financial instruments
454,789

0






Due to subsidiaries  consolidated on equity basis
193,561

83,398






Special funds and other liabilities
276,545

244,332






Accruals and deferred income
571,975

568,918






Negative  value of minority shareholders
0

7,014






Provisions
740,527

1,047,636






Subordinated debt
322,423

282,676






Share capital 
849,182

849,182






Own shares (negative value)
0

(80,921)






Equity reserves
755,449

776,889






Revaluation reserve
76,560

31,147






Other reserves
143,691

100,868






Undistributed profit (not covered loss) from prior year
(254,241)

(226,368)






Net profit 
183,930

19,852






TOTAL LIABILITIES
18,726,409

19,926,257

2.1.2     Off-balance sheet commitments as at 31 December 2002


31.12.2002

PLN’000                         
31.12.2001

PLN’000                         






Liabilities granted
2,722,708

3,029,605

Liabilities received
980,068

834,739

Commitments resulting from sale/purchase transactions
18,549,556

15,185,160

Other
4,014,721

3,067,664

TOTAL 
26,267,053

22,117,168

2.1.3     Consolidated profit and loss account 


01.01.2002 – 31.12.2002

PLN ‘000
01.01.2001 –31.12.2001

PLN ‘000






Interest income
1,931,636

2,715,925






Interest expense
(1,262,348)

(2,127,171)






Net interest income 
669,288

588,754






Fee and commission income
265,668

263,392






Fee and commission expense
(48,680)

(49,174)






Net fee and commission income 
216,988

214,218






Income from shares, other securities and other financial instruments
226,673

13,187






Net profit on financial operations
210,768

160,784






Net profit on foreign exchange 
70,175

58,149






Profit on banking activity
1,393,892

1,035,092






Other operating income
145,023

229,453






Other operating expenses
(121,431)

(93,673)






General expenses
(952,117)

(829,355)






Depreciation
(126,109)

(126,709)






Charges to provisions and revaluation
(879,745)

(560,203)






Release of provisions and revaluation
542,581

305,939






Net releases of provisions and decrease in respect of revaluation 
(337,164)

(254,264)






Operating profit 
2,094

(39,456)






Extraordinary gains / (losses)
(13)

847






Charges to goodwill from consolidation
(45,056)

(45,084)






Charge to capital reserve from consolidation
7,790

10,099






Profit before taxation
(35,184)

(73,593)






Corporate income tax
96,378

(8,126)






Other obligatory charges to profit / (loss)
0

0






Share in (profits) losses of entities included in the consolidation on equity basis
122,736

101,466


0

106

Profit / (loss) of minority shareholders




Net profit
183,930

19,852

2.2 Selected financial ratios



31.12.2002


31.12.2001








Total assets (PLN thousand)

18,726,409
19,926,257






Profit before taxation (PLN thousand)

(35,184)
(73,593)






Net profit (PLN thousand)

183,930
19,852






Consolidated equity* (PLN thousand)

1,570,641
1,450,797






Net profit to average balance of consolidated equity**

11.2%
1.3%






Solvency ratio of the Capital Group*** 

10.66%
9.87%






Net receivables to total assets

60.7%
51.0%






Income earning assets to total assets

76.8%
75.7%






Cost bearing liabilities to total liabilities

78.7%
82.8%

* without current year profit

** calculated  based on average equity during the period

*** in 2001 solvency ratio was calculated for the Parent Entity
2.3
Interpretation of selected financial ratios 

The general inflation rate for the period from 1 January 2002 to 31 December 2002 reached 0.8% (inflation in 2001 reached 3.6%).

Analyzing financial ratios it should be pointed out that as presented in item 10.2 of ‘Introduction to the consolidated financial statements and comparative consolidated financial data’ comparative data for the year ended 31 December 2001 take account of expenses then incurred charged against equity. With reference to the Polish accounting standards these costs should impact the result of the period when they were actually incurred. Described charges and credits do not affect the reported balance of consolidated shareholder’s equity as of 31 December 2001.
Were these costs to be charged against the profit and loss account, net result of the period ended 31 December 2001 would decline by PLN 825 million.
The total balance sheet decreased by 6.0% during the period from 1 January 2002 to 31 December 2002. The most significant decrease in assets was in due from financial institutions (by 52.3%) and in debt securities (by 39.0%). Simultaneously due from customers and budget sector increased by 24.5%. On the liability side, the most significant decrease was in customer deposits and due to budget sector, which decreased by 15.7%.
Consolidated net profit for the year from 1 January 2002 to 31 December 2002 amounted to PLN 183.930 thousand and increased by PLN 164.078 thousand in comparison with the prior year. Net profit was significantly affected by profit on sale of subsidiary undertakings as well as profit on financial operations. Share of net profit of subsidiaries consolidated with equity method taking account of current effect of goodwill depreciation charge accounts for 46% of net profit of Capital Group.

Over the analysed period there was an increase in net profit to average own equity calculated based on average equity of Capital Group during the period by 9.9 p.p. Solvency ratio of the Capital Group amounted to 10.66% as at 31 December 2002.
3.
Detailed report

3.1
Accounting principles


The accounting principles applied by the Parent Entity comply with the Accounting Act dated 29 September 1994 (Unified version, 2002, Official Journal No. 76, item 694) and the Minister of Finance Ordinance dated 10 December 2001 regarding special accounting rules for banks (Official Journal No. 149, item 1673).


As the consolidated entities apply different accounting principles in certain respects, their financial statements were adjusted to ensure unified disclosure.  


The financial statements of the consolidated entities were prepared at the same date as financial statements of the Parent Entity.

3.2
Accounting principles for the preparation of the consolidated financial statements 


The consolidated financial statements of the Capital Group of Bank Millennium S.A. have been prepared in accordance with relevant legal regulation concerning capital groups, included in the chapter 6 of the Accounting Act dated 29 September 1994, regulations issued on the basis of the Act as well as regulations concerning entities issuing securities admitted to public trading, which are applied on a consistent basis.


The basis for preparation of consolidated financial statement was consolidation documentation. The consolidation documentation prepared by the Parent Entity complies with and the Minister of Finance Ordinance dated 12 December 2001 regarding the special rules for consolidated bank accounting and consolidated financial holding companies accounting (Official Journal No. 152, item 1728).


The accounting principles of the subsidiaries and associated entities have been presented in detail in chapter 9 and 12 of the ‘Introduction to the consolidated financial statements and comparative consolidated financial data’ of Bank Millennium S.A. 

3.3
Solvency ratio of the Capital Group


Solvency ratio of the Capital Group was calculated properly.

3.4
Introduction to the consolidated financial statements

Data presented in Introduction to the consolidated financial statements were completely and properly presented by Bank’s Management Board. Introduction to the consolidated financial statements constitutes an integral part of the consolidated financial statements.

3.5
Notes to the consolidated financial statements


All information included in the notes to the consolidated financial statements is presented accurately and completely when read in conjunction with the financial statement taken as a whole.

3.6
Statement of changes in consolidated shareholders’ equity


The statement of changes in consolidated equity has been prepared properly.

3.7
Consolidated cash flow statement 


The consolidated cash flow statement has been prepared properly and is consistent with the consolidated balance sheet and the consolidated profit and loss account. 

3.8
Management’s report on the Capital Group’s activity


The information presented in the Management’s report take account of the information presented in article 49 item 2 of Accounting act and they are consistent with the financial statements.


signed on the Polish original


signed on the Polish original

....................................................
..........................................................

Certified Auditor No. 4979/2575

Hanna Fludra 
For KPMG Polska Audyt Sp. z o.o.

Certified Auditor No. 90027/2766

Zofia Popławska, 

Member of the Board of Directors





signed on the Polish original


.....................................................


For KPMG Polska Audyt Sp. z o.o.

Bożena Graczyk, Partner




Warsaw, 14 February 2003
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