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Letter from the Chairman of the Management Board of Bank Millennium S.A.

Dear Sir/Madam,

2003 was the first year of our operation under the name of Bank Millennium. I am pleased to inform you that both our Customers as well as the banking market have fully accepted this change perceiving the Bank Millennium brand as one of the best recognised brands among all banks operating in Poland. We are also satisfied that – as survey results show – going hand-in-hand is strong appreciation of our new product offer and quality of Customer service.

In the past twelve months activity of the Bank – as in the case of the entire banking sector – was materially affected by the slowdown of economic growth, particularly strongly felt in the first half of the year. It this situation the Bank planned and implemented internal business stimulation programmes, which combined with economic recovery noted in 3rd and 4th Quarters of 2003, permitted reversal of unfavourable business trends from the beginning of the year. Customer’s Funds in Group Millennium increased by 4.4% over last year. In result of deterioration of the financial standing of many corporate customers and due to prudential lending policy the level of Loans to Customers remained unchanged from 2002. At the same time it is worth noting the increase of the share of mortgage loans and retail credit as well as lease transactions in the total loans portfolio.

Considering the still difficult economic situation the Bank maintained its provisions as at end of 2003 at a level similar to that in 2002.

In 2003 positive results of the Bank’s 2001-2002 restructuring programme became apparent. The total operating costs of Millennium Group fell in the past 12 months by 16.8%, with personnel costs coming 18.6% down in result of implementation of a broad employment streamlining programme. As at end of the year Bank Millennium Group had a headcount of 4426, which means a reduction by 25%, with Bank Millennium itself accounting for 3977 persons i.e. 26% less than in 2002. It should be considered that last year the Bank was effectively controlling its operating costs, at the same time seeking further areas for their future reduction.

Thanks to latest technologies being introduced and the reform of the sales network Bank Millennium was able in 2nd Quarter 2003 to make material changes in the offer targeted at individual customers. This had to do with standardisation of the structure of personal accounts available, employing the Millekonto name, simplification of the account opening procedure, reduction of prices and commissions for services as well as development of cross-selling. At the same time the Bank has put greater emphasis on on-line sales of mortgage loans, TFI units and services via Millenet – the on-line banking system for individual customers. These efforts have brought noticeable positive results towards the end of last year and the beginning of this year.

In 2003 Bank Millennium as a participant in an international consortium led by J.P.Morgan Bank, successfully participated together with other banks from the consortium in a tender held by the Iraqi administration for the creation and management of the Trade Bank of Iraq. The role of Bank Millennium as a participant in this international team involves building a clearing system, which would enable efficient service of contracts signed in the Iraq reconstruction programme. The Bank also intends – thanks to co-operation with other participants in the banking consortium – to provide modern financial services to Polish companies signing export and import contracts with Iraq.

In 2003 the Bank Millennium Group focused on taking advantage of opportunities coming from successful implementation of restructuring programmes. These brought expected results regarding reduction of all cost categories. At the same time the Bank was pursuing a number of programmes to stimulate business activity, which permitted reversal of unfavourable trends, which came with the business climate deterioration, especially strongly experienced in the first half of last year. The positive effects of these efforts are a strong sign of continued growth of the Bank in the nearest future.

Bogusław Kott

Chairman of the Management Board
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