PROKOM SOFTWARE S.A.

INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE 6 MONTHS PERIOD ENDED 30 JUNE 2003

PREPARED IN ACCORDANCE WITH INTERNATIONAL 

FINANCIAL REPORTING STANDARDS

TOGETHER WITH AUDITORS’ REVIEW REPORT
Report of the independent auditors

To the Supervisory Board and Shareholders

of Prokom Software S.A.

We have reviewed the accompanying condensed consolidated financial statements of PROKOM SOFTWARE S.A. (the “Company”) for the 6 month period ended 30 June 2003. These condensed consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to issue a report on these condensed consolidated financial statements based on our review.

We conducted our review in accordance with the International Standard on Auditing applicable to review engagements. This Standard requires that we plan and perform the review to obtain moderate assurance as to whether the financial statements are free of material misstatement. A review is limited primarily to inquiries of company personnel and analytical procedures applied to financial data and thus provides less assurance than an audit. We have not performed an audit and, accordingly, we do not express an audit opinion on the accompanying condensed consolidated financial statements.

As described in “Basis of preparation of the condensed consolidated financial statements – point (d)”, embedded derivatives related to the contracts in foreign currencies concluded by the Group were not fully separated, valued and reflected as of 31 December 2002 and as of 30 June 2003 in the accompanying condensed consolidated financial statements. International Accounting Standard No 39 (IAS 39) requires the embedded derivatives to be separated, valued and reflected in the financial statements separately from the principal contract. During our review, we were unable to assess the impact of the above issue on the accompanying condensed consolidated financial statements for the 6 month period ended 30 June 2003.

As described in Note 14 to the accompanying condensed consolidated financial statements, the Company has a purchase option in respect to certain shares of its subsidiary Softbank S.A., which was valued and disclosed in the accompanying condensed consolidated financial statements as of 31 December 2002 and 30 June 2003, based on the method detailed in the above mentioned note. The valuation method adopted by the Company is not in accordance with accepted methods normally used in valuing similar financial instruments. However, the Company did not prepare a valuation of the option in accordance with methods normally used in valuing similar financial instruments and we were unable to estimate the impact of the option valuation on the accompanying condensed consolidated financial statements for the 6 month period ended 30 June 2003.

Based on our review, except for the matters referred to in the paragraphs above, nothing has come to our attention that causes us to believe that the accompanying condensed consolidated financial statements are not presented fairly, in all material respects, in accordance with International Financial Reporting Standards issued by the International Accounting Standards Board.

Without further qualifying our report, we draw attention to the following matters:

As described in “Basis of preparation of the condensed consolidated financial statements” in the accompanying condensed consolidated financial statements, beginning with the first half of 2003, the Company has changed its contracts revenue and costs recognition policy. In prior periods the Company was unable to recognize contract revenues and costs based on percentage of completion basis as defined in the International Accounting Standard No 11 (IAS 11). As a result, the Company applied the above change in accounting policy prospectively, without making any adjustments to retained earnings as of 31 December 2002 or comparative data for the 6 month period ended 30 June 2002. Consequently, the accompanying condensed consolidated financial statements do not include any effect of the above described accounting policy change as of 31 December 2002 and prior periods. 

As presented in Note 14 to the accompanying condensed consolidated financial statements the goodwill resulting from Wonlok S.A. acquisition  as at 30 June 2003 amounts to 35,716 thousand zloty. As at 30 June 2003 Wonlok S.A. had net liabilities amounting to 7,908 thousand zloty. Wonlok S.A. loss for the period from 1 January 2003 to 30 June 2003 amounted to 3,578 thousand zloty. A valuation of Wonlok S.A. prepared by Softbank S.A.- the Company’s subsidiary - indicates a value in excess of the assets of Wonlok S.A. included in the accompanying condensed consolidated financial statements. Moreover the realization of the assets is dependant on Wonlok S.A. achieving the future results assumed in the valuation.

We also reported separately on the consolidated financial statements of the Company for 6 months period ended 30 June 2003 prepared in accordance with Polish Accounting Standards (“PAS”). The significant differences between PAS and International Financial Reporting Standards as far as they concern the accompanying condensed consolidated financial statements referred to are summarized in Note 21 of the accompanying condensed consolidated financial statements.

Warsaw, Poland

24 October 2003

Prokom Software S.A.

CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

FOR THE 6 MONTHS PERIOD ENDED 30 JUNE 2003
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The accompanying Condensed consolidated financial information were authorized for issue in accordance with a resolution of the Management Board of Prokom Software S.A. on 24 October 2003.

On behalf of the Management Board:

Dariusz Górka
Krzysztof Wilski


Member of the Management Board
Vice President of the Management Board

General information

Prokom Software S.A. (“the Company”), a joint stock company, incorporated and domiciled in Poland is the Group’s parent company. The Company was formed in 1997 under Polish law as stated in the Notarial Deed by a Notary Izabela Miklas of 14 May 1991. 

The Company was entered into the National Court Register Entry No. KRS 0000041559 on 8 August 2003.

The address of its registered office is: Warsaw, Al. Jerozolimskie 65/79, Poland.

Since 10 February 1998 the Company’s shares have been listed on the Warsaw Stock Exchange. In December 1997 the Company also signed an agreement with the Bank of New York on the basis of which Global Depository Receipts were issued and are currently listed in London and traded under Rule 144(a) in the United States of America.

The Group’s principal activities are:

(i) providing information technology services and equipment comprising the design, installation and implementation of comprehensive information technology solutions to large companies and government entities in Poland;

(ii) internet services and media activities;

Condensed consolidated balance sheet as of 30 June 2003

	 
	Note
	30 June 2003

unaudited
	31 December 2002 



	 
	 
	 
	 

	ASSETS 
	 
	 
	 

	
	
	
	

	CURRENT ASSETS
	 
	 
	 

	Cash and cash equivalents
	 
	74 767 
	87 469 

	Held for trading investments
	 
	 
	 

	Related parties
	 9
	18 807 
	- 

	Other
	 
	73 028 
	35 820 

	 
	 
	91 835 
	35 820 

	Held to maturity investments
	 
	 
	 

	Related parties
	 9
	- 
	- 

	Other
	 
	- 
	9 798 

	 
	 
	- 
	9 798 

	Trade receivables
	 2
	 
	 

	Related parties
	 9
	6 970 
	17 370 

	Other
	 
	314 199 
	464 924 

	 
	 
	321 169 
	482 294 

	Other receivables
	 
	 
	 

	Related parties
	 9
	22 086 
	22 053 

	Other
	 
	35 763 
	48 985 

	 
	 
	57 849 
	71 038 

	Inventories and work in progress
	 
	18 307 
	67 877 

	Prepaid expenses
	 
	26 233 
	21 841 

	TOTAL CURRENT ASSETS
	 
	590 160 
	776 137 

	 
	 
	 
	 

	NON-CURRENT ASSETS
	 
	 
	 

	Restricted cash
	 
	35 224 
	35 337 

	Held to maturity investments
	 
	 
	 

	Related parties
	 9
	283 648 
	283 245 

	Other
	 
	- 
	2 303 

	 
	 
	283 648 
	285 548 

	Non-current receivables
	 
	 
	 

	Related parties
	 9
	10 350 
	9 288 

	Other
	 4
	83 164 
	81 887 

	 
	 
	93 514 
	91 175 

	Deferred tax
	 
	21 255 
	37 875 

	Available for sale investments 
	 
	13 282 
	7 048 

	Interest in associated undertakings 
	 
	28 559 
	36 613 

	Goodwill on consolidation
	 
	192 954 
	155 114 

	Intangible fixed assets
	 3
	27 229 
	25 698 

	Tangible fixed assets
	 3
	126 526 
	133 503 

	TOTAL NON-CURRENT ASSETS
	 
	822 191 
	807 911 

	 
	 
	 
	 

	TOTAL ASSETS
	 
	1 412 351 
	1 584 048 

	 
	 
	 
	 


Condensed consolidated balance sheet as of 30 June 2003 cont.

	 
	Note
	30 June 2003

unaudited
	31 December 2002



	LIABILITIES AND SHAREHOLDERS EQUITY
	 
	 
	 

	
	
	
	

	CURRENT LIABILITIES
	 
	 
	 

	Short term borrowings
	 7
	189 500 
	188 821 

	Trade accounts payable
	 
	 
	 

	Related parties
	9 
	491 
	7 220 

	Other
	 
	104 296 
	324 461 

	 
	 
	104 787 
	331 681 

	Other liabilities
	 
	 
	 

	Government
	 
	39 215 
	79 436 

	Employees
	 
	3 426 
	4 455 

	Accruals and other liabilities
	 
	100 237 
	55 327 

	Deferred income
	 
	19 471 
	12 580 

	TOTAL CURRENT LIABILITIES
	 
	456 636 
	672 300 

	 
	 
	 
	 

	NON-CURRENT LIABILITIES
	 
	 
	 

	Long term borrowings
	 6
	256 924 
	227 326 

	Provisions
	 
	1 224 
	2 351 

	TOTAL NON-CURRENT LIABILITIES
	 
	258 148 
	229 677 

	 
	 
	 
	 

	MINORITY INTERESTS
	 
	132 502 
	146 393 

	 
	 
	 
	 

	SHAREHOLDERS’ EQUITY
	 
	 
	 

	Share capital 
	 5
	13 828 
	13 828 

	Share premium
	 
	195 348 
	195 348 

	Retained earnings
	 
	355 889 
	326 502 

	TOTAL SHAREHOLDERS' EQUITY
	 
	565 065 
	535 678 

	 
	 
	 
	 

	TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY
	 
	1 412 351 
	1 584 048 

	 
	 
	 
	 


Condensed consolidated income statement for the 6 months period ended 30 June 2003

	 
	Note
	6 months ended 
30 June 2003

unaudited
	6 months ended 
30 June 2002

restated, unaudited

	INCOME STATEMENT
	 
	 
	 

	 
	 
	 
	 

	Revenues
	 8
	693 054 
	429 998 

	Cost of sales
	 
	(473 607)
	(235 492)

	GROSS MARGIN
	 
	219 447 
	194 506 

	 
	 
	 
	 

	Selling costs
	 
	(37 159)
	(17 012)

	General and administrative expenses
	 
	(124 672)
	(80 318)

	Other operating income / (expenses), net
	 
	(7 960)
	(15 948)

	OPERATING PROFIT
	 
	49 656 
	81 228 

	 
	 
	 
	 

	Financial income / (expenses), net
	 
	26 838 
	(2 615)

	Share in results of associates
	 
	(4 120)
	(4 060)

	Loss on dilution in subsidiary
	 14
	(5 041)
	- 

	Dilution gain on associates
	 
	- 
	997 

	PROFIT BEFORE INCOME TAXES
	 
	67 333 
	75 550 

	 
	 
	 
	 

	Corporate income tax
	 
	(30 214)
	(25 595)

	NET PROFIT FROM ORDINARY ACTIVITY 
	 
	37 119 
	49 955 

	 
	 
	 
	 

	Minority interest
	 
	(7 438)
	(3 759)

	NET PROFIT
	 
	29 681 
	46 196 

	 
	 
	 
	 

	Basic and diluted earnings per share (in PLN):
	11 
	2,19 
	3,40 

	 
	 
	 
	 


Condensed consolidated statement of changes in shareholders’ equity for the 6 months period ended 30 June 2003

	 
	Note
	Share capital
	Share premium
	Retained earnings restated
	Total shareholders equity restated

	Balance at 1 January 2002 as previously reported
	 
	13 756 
	195 348 
	268 800 
	477 904 

	Effect of correcting fundamental error
	1
	
	
	(19 872)
	(19 872)

	Balance at 1 January 2002 as restated
	
	
	
	248 928 
	458 032 

	Net profit for 6 months ended 30 June 2002 as previously reported
	 
	- 
	- 
	26 324 
	26 324 

	Effect of correcting fundamental error
	1
	
	
	19 872 
	19 872 

	Balance at 30 June 2002 unaudited, restated
	 
	13 756 
	195 348 
	295 124 
	504 228 

	 
	 
	 
	 
	 
	 

	Balance at 1 January 2003
	 
	13 828 
	195 348 
	326 502 
	535 678 

	Net profit for 6 months ended 30 June 2003
	 
	- 
	- 
	29 681 
	29 681 

	Other
	 
	- 
	- 
	(294)
	(294)

	 
	 
	 
	 
	 
	 

	Balance at 30 June 2003 unaudited
	5 
	13 828 
	195 348 
	355 889 
	565 065 

	 
	 
	 
	 
	 
	 


Condensed consolidated cash flow statement for the 6 months period ended 30 June 2003

	 
	 
	6 months ended 30 June 2003

unaudited
	6 months ended 30 June 2002

restated, unaudited

	Net cash flow from (used in) operating activities:
	 
	 
	 

	Net profit before taxation
	 
	67 333 
	75 550 

	Adjustments to reconcile net profit to net cash generated by operating activities
	 
	 
	 

	Depreciation and amortization
	 
	40 693 
	28 099 

	Loss on associated undertakings
	 
	4 120 
	4 060 

	Dilution loss on subsidiary 
	 
	5 041 
	- 

	Changes in working capital
	 
	(20 630)
	28 816 

	Interest expense
	 
	20 156 
	16 349 

	Investment income
	 
	(63 035)
	(19 204)

	   Other
	 
	(8 028)
	- 

	Net cash (used in) generated by operating activities
	 
	45 650 
	133 670 

	 
	 
	 
	 

	Interest paid
	 
	(18 210)
	(14 832)

	   Tax paid
	 
	(13 594)
	(20 036)

	Net cash (used in) from operating activities
	 
	13 846 
	98 802 

	 
	 
	 
	 

	Cash flow used in investing activities:
	 
	 
	 

	Purchase of held for trading and available for sale investments 
	 
	(131 580)
	(57 571)

	Sales of held for trading and available for sale investments 
	 
	93 160 
	76 165 

	Purchase of tangible fixed assets
	 
	(6 762)
	(22 797)

	Purchase of intangible fixed assets
	 
	(7 644)
	(870)

	Purchase of / (receipts from) held to maturity investments

from related parties
	 
	(403)
	3 604 

	Sales of other held to maturity investments
	 
	12 101 
	- 

	Dividends received
	 
	2 940 
	- 

	Purchase of subsidiaries
	 
	(19 916)
	(136 126)

	Cash and cash equivalents of subsidiaries acquired
	 
	604 
	5 067 

	Loans (given) / repaid
	 
	(4 595)
	(23 844)

	Bank interest received
	 
	3 951 
	2 246 

	Interest received from related parties
	 
	10 711 
	29 203 

	Interest received from loans to non related parties
	 
	3 518 
	758 

	   Other
	 
	298 
	- 

	Net cash used in investing activities
	 
	(43 617)
	(124 165)

	 
	 
	 
	 

	Cash flow from (used in) financing activities:
	 
	 
	 

	Proceeds from bank loans and commercial papers
	 
	255 925 
	270 420 

	Repayment of bank loans and commercial papers
	 
	(227 020)
	(294 868)

	Dividends paid to minority interests
	 
	(2 548)
	- 

	   Other
	 
	(9 288)
	159 

	Net cash provided by (used in) financing activities
	 
	17 069 
	(24 289)

	Net change in cash and cash equivalents
	 
	(12 702)
	(49 652)

	Cash and cash equivalents at the beginning of the period
	 
	87 469 
	73 173 

	Cash and cash equivalents at the end of the period
	 
	74 767 
	23 521 

	 
	 
	 
	 


Basis of preparation of the condensed financial statements

a) The Group applied for these condensed consolidated financial statements International Financial Reporting Standards (“IFRS”) effective for respective accounting periods.

The Group entities maintain their books of account in accordance with accounting principles and practices employed by enterprises in Poland as required by Polish Accounting Standards (“PAS”) as defined by the amended Accounting Act (“Amended Accounting Act”). These financial statements include certain adjustments not reflected in the Company’s or other Group entities books to present these statements in accordance with standards and interpretations issued by International Accounting Standard Board (“IASB”) and the International Financial Reporting Interpretation Comitee (“IFRIC” formerly Standing Interpretations Committee (“SIC”)), and other Group entities and their effect on net profit and net assets resulting from adopting International Financing Reporting Standards are presented in Note 21.

These financial statements contains all adjustments which are necessary for a fair statement of the Company’s consolidated results of operations and cash flow for the interim periods ended on 30 June 2003 and 30 June 2002 and the Company’s consolidated financial position as of 30 June 2003 and 31 December 2002. The interim financial statements results are not necessarily indicative of the results for the full year.

These interim condensed consolidated financial statements for the 6 months period ended 30 June 2003 have been prepared in accordance with IAS 34 Interim Financial Reporting. The accounting policies used in the preparation of the interim financial statements are consistent with those used in the annual financial statements for the year ended 31 December 2002 except for the accounting treatment of long-term contracts.

These interim condensed financial statements should be read in conjunction with the financial statements for the year ended 31 December 2002.

These interim condensed consolidated financial statements were prepared on the going concern basis. The Company and all subsidiaries and associates are assumed to continue in operation for the foreseeable future. There were no circumstances in the reported period indicating otherwise.

Certain prior period amounts have been reclassified in order to conform to the current period presentation format.

In the previous reporting periods, the Company recognized the revenue from software production and implementation according to sales invoices included in this reporting period. At the same time, on the basis of its estimate, it recognized the corresponding amount of costs through the creation of accruals which maintained the margin on a fixed (historically realized) level. Costs relating to unrecognized revenues were capitalized under work-in-progress in the balance sheet. The use of this method in the past was due to limitations resulting from the accounting for the costs of realized contracts as applied by the Company. 

b) In the first 6 months of 2003 the Company changed its accounting policy relating to the recognition of revenue on IT contracts to the percentage of completion method. In accordance with this method, revenue and costs are recognized based on percentage of completion basis proportionately to the degree of completion of the service as at the balance sheet date, provided that this can be reliably measured. If the outcome of the transaction cannot be reasonably determined, revenue is recognized only up to the amount of costs incurred. Revenue from maintenance services is recognized on a straight line basis over the term of the contract.

The Company accounted for the contracts as at 30 June 2003 in accordance with the new accounting policy as described above and, as a result, in comparison to the previous accounting policy, it recognized additional revenue of PLN 42.647k, additional operating expenses of PLN 33.561k and, in consequence, a gross profit on sales of PLN 9.086k. In addition, the Company released a portion of the provision for ensuring a fixed margin on contracts from the previous years. The amount of the released provision was PLN 6.962k.

Due to the fact that the tools and records relating to the costs of contracts in progress were implemented in the largest entities in 2003, the Group is unable to make this change on a retrospective basis, as it is not possible to calculate the amount of adjustment to revenues and costs resulting from the adopted accounting policy in relation to prior periods, nor to calculate appropriate adjustments to the comparable data for the first 6 months of 2002. In the opinion of the Management of Prokom Software S.A., the impact of the potential adjustment on the opening balances as at 31 December 2002 should not differ significantly from the adjustment indicated above and introduced as at 30 June 2003, though a reasonable estimate of this amount is not possible. Therefore, the profit and loss account for the first 6 months of 2003 includes an effect of the above change in accounting policy, and the data for the first six months of 2002 and as at 31 December 2002 are not comparable to the data for the first six months of 2003 in respect of this change.

c) When the outcome of a long-term contract for IT services cannot be estimated reliably, contract revenue is recognized only to the extent of contract cost incurred that is probable will be recoverable; and contract costs are recognized when incurred.

When the outcome of a long-term contract for IT services can be estimated reliably, contract revenue and contract costs are recognized over the period of the contract, respectively, as revenues and expenses. The Group uses the percentage of completion method to determine the appropriate amount of revenues and costs to recognize in a given period. The stage of completion is measured by reference to the proportion that contract costs incurred for work performed to date bear to the estimated total contract costs.

In determining costs incurred up to the balance sheet date, any costs relating to future activity on a contract are excluded and shown as contract work in progress. The aggregative of the costs incurred and the profit/loss recognized on each contract is compared against the billings up to the balance sheet date.

Where costs incurred and recognized profits (less recognized loses) exceed progress billings, the balance is shown as due from customers on long-term contracts, under receivables. Where progress billings exceeded costs incurred plus recognized profits (less recognized loses), the balance is shown as due to customers on long-term contracts, under accruals and other liabilities.

d) An embedded derivative is separated from the host contract and accounted for as a derivative if all of the following conditions are met:

· the economic characteristics and risks of the embedded derivative are not closely related to the economic characteristics and risks of the host contract;

· a separate instrument with the same terms as the embedded derivative would meet the definition of a derivative;

· the hybrid (combined) instrument is not measured at fair value with changes in fair value reported in net profit or loss.

Embedded derivatives are accounted for similarly to derivative financial instruments that are not designated as hedging instruments. The Group has a policy of not separating embedded derivatives from the rent space agreements.

Notes to the condensed consolidated financial statements

1. Restatement of comparative data

In the year ended 31 December 2001, the Group recognized revenue of approximately PLN 27,600 from the sale in March 2001 of a non-exclusive, time unlimited license to PUP Spin Sp. z o.o. During 2002, further information became available that clarified that the sale was dependent upon the success of PUP Spin Sp. z o.o. securing a specific contract and thus revenue on this sale should not have been recognized in 2001 in accordance with International Accounting Standard Number 18 “Revenue” (IAS 18). Subsequently, PUP Spin Sp. z o.o. did not secure the related contract and no revenue has arisen. 

As a result, the revenue and net profit for the year ended 31 December 2001 was overstated by approximately PLN 27,600 and PLN 19,872, respectively. 

The Group reconsidered the accounting treatment applied in 2001 in respect of the sale of a software license to PUP Spin Sp. z o.o and decided that it should restate the 2001 income statement and balance sheet to correct this fundamental error, following the benchmark treatment specified in the International Accounting Standard Number 8 “Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies” (IAS 8). As the result, adjustment has been made to the opening balance of retained earnings. Comparative financial statements have been restated.

The following is a summary of the adjustments made to comparative data in order to correct the fundamental error in the financial statements of 2001:

Consolidated income statement positions:

	 
	 
	Year Ended 
31 December 2001

	Net profit as previously reported
	 
	14 215 

	Decrease in revenues 
	 
	(27 600)

	Decrease in corporate income tax expense 
	 
	7 728 

	Net loss restated
	 
	(5 657)

	 
	 
	 


Because of the above adjustments the comparative data in the financial statements for the 6 months ended 2003 need to be restated in the following manner:

Consolidated income statement positions:

	 
	 
	6 Months Ended 
30 June 2002 unaudited

	Net profit as previously reported
	 
	26 324 

	Increase in revenues 
	 
	27 600 

	Increase in corporate income tax expense 
	 
	(7 728)

	Net profit as restated
	 
	46 196 

	 
	 
	 


Consolidated net asset positions:

	 
	 
	31 December 2001

	Retained earnings as previously reported
	 
	268 800 

	Decrease in revenues 
	 
	(27 600)

	Decrease in corporate income tax expense 
	 
	7 728 

	Retained earnings restated
	 
	248 928

	 
	 
	 


2. Trade receivables

	 
	30 June 2003 unaudited
	31 December 2002

	Trade receivables
	285 978 
	479 903 

	Less: Allowance for bad & doubtful debts
	(12 100)
	(14 979)

	Related parties
	6 970 
	17 370 

	Accrued revenue
	40 321 
	- 

	 
	321 169 
	482 294 

	 
	 
	 


Trade receivables, which are presented net of allowance for bad & doubtful debts, reflect the nature of the Group’s business, which is focused on a small number of large contracts for major Polish corporations and government entities.

The Group has policies in place to ensure that sales of products and services are made to customers with an appropriate credit history. Due to this, management believes that there is no additional credit risk beyond amounts provided for collection losses inherent in the Group’ trade receivables.

Accrued revenue represents amounts of revenue recognized based on percentage of completion estimation.

3. Tangible and intangible fixed assets

	Six months ended 30 June 2003
	Property, plant and equipment
	Intangible assets

	Opening net book value
	133 503 
	25 698 

	Additions
	13 095 
	12 244 

	Disposals
	(9 620)
	(7 298)

	Depreciation/amortization, impairment and other movements
	(10 452)
	(3 415)

	Closing net book value
	126 526 
	27 229 

	 
	 
	 


4. Other long-term receivables

	 
	30 June 2003 unaudited
	31 December 2002

	Loans granted and other
	83 164 
	81 887 

	 
	83 164 
	81 887 

	 
	 
	 


The above balance includes a loan granted to a third party in the amount of PLN 66,731 for the acquisition of shares in a company is operating in IT business. The loan is secured on these shares and on the rights to acquire shares in this company. The management of the Company performed a detailed analysis of this company and its valuation and based on this and current financial results of the company concluded that recoverability of this asset is not impaired.

5. Share capital 

The total authorized number of shares in issue is as follows (not in thousands):

	 
	30 June 2003 unaudited
	31 December 2002

	Series A preference shares
	185 416 
	185 416 

	Series B shares
	9 814 584 
	9 814 584 

	Series C shares
	2 700 000 
	2 700 000 

	Series D shares 
	762 000 
	762 000 

	Series F shares 
	72 524 
	72 524 

	 
	13 534 524 
	13 534 524 

	 
	 
	 


All shares are fully paid. The Company does not hold treasury shares. No dividend has been declared nor paid in the period ended 30 June 2003.

a. Nominal value of shares 

All shares are issued at a nominal value of PLN 1 (not in thousands). Additionally, in 1996 share capital was adjusted by the effect of hyperinflation in the amount of PLN 294.

b. Shareholders’ rights

Each A-series preference share carries five voting rights. The shares of B, C, D and F-series confer one vote per share. All classes of issued shares rank equally in terms of dividends and return on capital.

c. Significant shareholders

The following shareholders held more than 5% of shares:

	 
	30 June 2003 unaudited
	31 December 2002

	Prokom Investments S.A.*
	 
	 

	% of ownership
	19,61%
	21,61%

	% of voting rights
	20,67%
	22,56%

	Ryszard Krauze
	 
	 

	% of ownership
	13,95%
	13,95%

	% of voting rights
	14,52%
	14,52%

	Bank of New York**
	 
	 

	% of ownership
	13,71%
	12,92%

	% of voting rights
	12,99%
	12,25%

	 
	 
	 


*Mr. Ryszard Krauze owned accordingly 66.77% and 96.03% shares of Prokom Investments S.A. as of 30.06.2003 and 30.06.2002

**Depository bank in GDR program

6. Long-term borrowings

	 
	30 June 2003 unaudited
	31 December 2002

	Long term bank loans (a)
	46 556 
	22 153 

	Long term convertible bonds (b)
	208 334 
	205 139 

	Other
	2 034 
	34 

	 
	256 924 
	227 326 

	 
	 
	 


a. Long-term bank loans

	 
	30 June 2003 unaudited
	31 December 2002

	Bank loan (1) from Bank Przemysłowo-Handlowy PBK S.A.
	- 
	47 147 

	Bank loan (2) from Bank Przemysłowo-Handlowy PBK S.A.
	- 
	76 000 

	Bank loan from Raiffeisen Bank Polska S.A.
	45 425 
	- 

	Other
	1 131 
	1 153 

	Short-term portion
	- 
	(102 147)

	 
	46 556 
	22 153 

	 
	 
	 


Loan from Raiffeisen Bank Polska S.A.

This loan is denominated in PLN and was granted on 17 April 2003. The purpose of the loan was financing of the current activities of the Company.

The loan facility may be drawn up to the maximum amount of PLN 90,000 and bears an interest rate of one week WIBOR + bank margin. The loan must be repaid until 29 October 2004. The loan is secured by a blank promissory note, transfer of rights to the Company’s bank account maintained in Raiffeisen Bank Polska S.A. and transfer of rights to receivables from selected trade contracts.

The fair values of long term bank loans are based on discounted cash flows using a discount rate based on the borrowing rate which the directors believe would be available to the Group at the balance sheet date and approximate their carrying values.

b. Long-term convertible bonds

The Extraordinary General Shareholders’ Meeting of Prokom Software S.A. held on 17 September 2001 passed a resolution on the issuing of 20,000 A class bearer bonds convertible into E class ordinary bearer shares. On 7 December 2001 Prokom Software S.A. issued convertible bonds amounting to PLN 200m.

These bonds were issued on 7 December 2001 based on the following terms:

	Nominal value (in PLN per bond - not in thousands)
	10,000

	Exercise price (in PLN per bond - not in thousands)
	10,000

	Interest rate per annum (fixed)
	9% per annum (365 days)

	Interest period
	6 months

	Maturity
	7 December 2004

	Conversion rate to shares (in PLN per bond – not in thousands)
	149.25

	Conversion rate to shares (number of shares per bond - not in thousands) 
	67

	Conversion period
	semi annually until maturity

	Additional premium payable at maturity 
	Nominal value plus 8% bonus

	Amount paid prior to maturity if the terms of the issue are not fulfilled
	Nominal value plus 12% bonus

	Deadlines for submitting declarations to convert bonds into shares:
	

	First date of conversion
	14 December 2001

	Following dates
	6 months after the date of allocation, however not later than 45 days before maturity




The Group performed valuation of debt security instrument i.e. convertible bonds based on the valuation of the fair value of capital element of this instrument, as of 7 December 2001 and through determining the value of this option as the difference between the value of compound instrument and the value of a debt element („hypothetical bond”). The basis for the comparison was the amount of debt resulting from the issuance by the Company of promissory notes on 7 December 2001. The risk attached to this debt was similar to the risk attached to convertible bonds, however the life-span of promissory notes was shorter. Given the above, the Group additionally used the margin comparison method of long- and short-term financial instruments on the financial market. The thus calculated IRR for bonds was 11,63% and was higher than the IRR calculated for hypothetical bonds and amounting to 10,82%. With this level of IRR for hypothetical bonds, the value of convertible bond would approximate the nominal value of issued bonds and the balance of capital element would be zero. 

On the basis of data relating to alternative financing instruments and the available market interest rates at the time of the issue of convertible bonds, the Management of the Company, based on analysis performed, stated that it is not necessary to separate and state the value of the equity component relating to the above convertible bonds.

Between 30 June 2003 and the date of these financial statements, the bondholders converted 3,831 convertible A class bonds into 256,677 E class ordinary bearer shares of Prokom Software S.A. of the nominal value of 1 PLN.

7. Short-term borrowings

	 
	30 June 2003 unaudited
	31 December 2002

	Short term bank loans 
	84 853 
	155 012 

	Short term commercial papers 
	104 647 
	33 809 

	 
	189 500 
	188 821 

	 
	 
	 


The fair values of short term borrowings are based on discounted cash flows using discount rate based on the borrowing rate which the directors believe would be available to the Group at the balance sheet date and approximate their carrying amounts.

a. Short-term bank loans

	 
	30 June 2003 unaudited
	31 December 2002

	Bank loan (1) from Bank Przemysłowo-Handlowy PBK S.A.
	- 
	102 147 

	Bank loan (2) from Bank Przemysłowo-Handlowy PBK S.A.
	75 868 
	- 

	Bank overdraft from Raiffeisen Bank Polska S.A.
	- 
	38 520 

	Bank overdraft from BRE Bank S.A.
	4 583 
	9 449 

	Other
	4 402 
	4 896 

	 
	84 853 
	155 012 

	 
	 
	 


Bank loan (2) from Bank Przemysłowo-Handlowy PBK S.A. represents one year revolving credit facility denominated in PLN with the maximum amount of PLN 200,000 and an interest rate of one month WIBOR + bank margin. The agreement was signed on 19 May 2003. The purpose of the facility was to repay all the outstanding loans from Bank Przemysłowo-Handlowy PBK S.A. and to finance the current activities of the Company. The facility is secured by the mortgage on the property not owned by the Group up to the value of PLN 120,000 and by transfer of rights from a trade contract.

Bank overdraft from BRE Bank S.A. is denominated in PLN (maximum overdraft facility is PLN 15,000) and bears an interest rate of one month WIBOR + bank margin. The overdraft facility is secured by a blank promissory note.

b. Short-term commercial papers 

Commercial papers issued by the Company bear an annual interest rate of 6.1-8.6%. These commercial papers are short term in nature with an average maturity of 140 days. The nominal value of commercial papers issued by the Company as at 30 June 2003 is PLN 105,000 (31 December 2002: PLN 34,869).

The fair values of short term commercial papers are based on discounted cash flows using a discount rate based on the borrowing rate which the directors believe would be available to the Group at the balance sheet date and approximate their carrying value.

8. Segment information

	 
	Software implementation  6 months ended 30 June 2003 unaudited
	Software implementation  6 months ended 30 June 2002 unaudited
	Internet  and media activities  
6 months ended 
30 June 2003 unaudited
	Internet and media activities  
6 months ended 
30 June 2002 unaudited
	Total  

6 months ended 
30 June 2003 unaudited
	Total  

6 months ended 
30 June 2002 unaudited

	Total sales
	690 479 
	435 860 
	8 991 
	4 682 
	699 470 
	440 542 

	Inter-segment sales
	(4 427)
	(9 601)
	(1 989)
	(943)
	(6 416)
	(10 544)

	External sales
	686 052 
	426 259 
	7 002 
	3 739 
	693 054 
	429 998 

	 
	 
	 
	 
	 
	 
	 

	Segment result
	75 844 
	102 203 
	(5 356)
	(2 750)
	70 488 
	99 453 

	Non allocated operating expenses
	 
	 
	 
	 
	(20 832)
	(18 225)

	Operating profit
	 
	 
	 
	 
	49 656 
	81 228 

	 
	 
	 
	 
	 
	 
	 

	Share of result of associates
	(1 443)
	1 367 
	(2 677)
	(5 427)
	(4 120)
	(4 060)

	Financial revenue, net
	- 
	- 
	- 
	- 
	26 838 
	(2 615)

	Dilution loss on subsidiary
	
	
	
	
	(5 041)
	-

	Dilution gain on associate 
	 
	 
	 
	 
	-
	997 

	Profit before taxation
	 
	 
	 
	 
	67 333 
	75 550 

	Taxation
	 
	 
	 
	 
	(30 214)
	(25 595)

	Minority interest
	 
	 
	 
	 
	(7 438)
	(3 759)

	Net profit / (loss)
	 
	 
	 
	 
	29 681 
	46 196 

	 
	 
	 
	 
	 
	 
	 


Sales prices between business segments approximate market values. Segment costs have been allocated as appropriate based on rationale, other segment costs not determined, have been included as unallocated corporate expenses, reconciling total segment results to profit from operations.

9. Segment information (continued)

	 
	Software implementation             as at                          30 June 2003 unaudited
	Software implementation           as at                           31 Dec 2002
	Internet and media activities  
as at
30 June 2003 unaudited
	Internet and media activities  
as at
31 Dec 2002
	Total  

as at
30 June 2003 unaudited
	Total  

as at
31 Dec 2002

	Segment assets
	1,077,968 
	1,285,371 
	16 780 
	17 393 
	1 094 748 
	1 302 764 

	Investment in associated undertakings
	26 920 
	30 602 
	1 639 
	6 011 
	28 559 
	36 613 

	Other non allocated group assets
	 
	 
	 
	 
	289 044 
	244 671 

	Total consolidated assets
	 
	 
	 
	 
	1 412 351 
	1 584 048 

	 
	 
	 
	 
	 
	 
	 

	Segment liabilities
	213 591 
	410 886 
	14 902 
	5 721 
	228 493 
	416 607 

	Non allocated group liabilities
	 
	 
	 
	 
	486 291 
	485 370 

	Total consolidated liabilities
	 
	 
	 
	 
	714 784 
	901 977 

	 
	 
	 
	 
	 
	 
	 

	Capital expenditures
	24 428 
	145 482 
	911 
	373 
	 
	 

	Depreciation of fixed assets
	(11 905)
	(27 094)
	(1 066)
	(1 387)
	 
	 

	Other non cash expenses
	11 610 
	11 098 
	19 
	715 
	 
	 

	 
	 
	 
	 
	 
	 
	 


8.       Segment information (continued)

The Group does not present geographical segments because it does not provide products or services within different economic environments and, therefore, is not subject to different risks and returns related to the said environments. Poland is the home country of the Group. Almost all of the Group’s trading revenue is generated in Poland and all of its operating assets are located in Poland.

Analysis of sales by category:

	 
	6 months ended 30 June 2003 unaudited
	6 months ended 30 June 2002 unaudited

	Software implementation:
	 
	 

	Sales of software licenses
	57 397 
	39 036 

	Implementation and maintenance services
	315 155 
	200 390 

	Other services
	7 359 
	85 339 

	Computer hardware
	230 578 
	69 829 

	Computer software
	62 967 
	29 462 

	Other trading goods
	12 596 
	2 203 

	 
	686 052 
	426 259 

	Internet activities:
	 
	 

	Sale of media and services
	3 474 
	790 

	Sale of computer hardware and software
	3 528 
	2 949 

	 
	7 002 
	3 739 

	 
	 
	 

	External sales
	693 054 
	429 998 

	 
	 
	 


10. Related parties

a. Related party receivables and investments

	 
	30 June 2003 unaudited
	31 December 2002

	Amounts due from Prokom Investments S.A. 
	314 357 
	313 129 

	Softbank shares option
	18 807 
	- 

	Trade receivables from other related parties
- included in trade receivables
	6 139 
	17 370 

	Loans to directors 
	1 495 
	1 456 

	Other receivables from other related parties
- included in other receivables
	1 063 
	1 

	 
	341 861 
	331 956 

	Less long term portion - held to maturity investments
	(283 648)
	(283 245)

	Less long term portion - receivables
	(10 350)
	(9 288)

	 
	47 863 
	39 423 

	 
	 
	 


Amounts due from Prokom Investments S.A.

Amounts due from Prokom Investments S.A. are as follows:

	 
	30 June 2003 unaudited
	31 December 2002

	Commercial papers - included in held to maturity investments (i)
	283 648 
	283 245 

	Advance for lease of office space - included in other current receivables (ii)
	19 797 
	19 796 

	Funding for joint real estate projects (apartments) - included in other current receivables
	793 
	800 

	Funding for joint real estate projects (other) - included in long term receivables (iii)
	7 686 
	7 686 

	Deposits - included in long term receivables
	1 602 
	1 602 

	Other
	831 
	- 

	 
	314 357 
	313 129 

	Less long term portion - held to maturity investments
	(283 648)
	(283 245)

	Less long term portion - receivables
	(9 288)
	(9 288)

	 
	21 421 
	20 596 

	 
	 
	 


Prokom Investments S.A. is a minority shareholder of the Company owning 19.61% at 30 June 2003. The President of the Management Board of the Company and Chief Executive Officer – Mr. Ryszard Krauze is also the The President of the Management Board and Chief Executive Officer of Prokom Investments S.A. and is a majority shareholder of this company (including indirect interest). The principal activity of Prokom Investments S.A. is investing in real estate undertakings and in companies operating in the following businesses: real estate developments, biotechnology, building construction, banking and other.

9.      Related parties (continued)

(i) Prokom Investments S.A. commercial papers are presented as held to maturity investments. Prokom Investments S.A. commercial papers are short term as determined by maturity of each individual paper (up to twelve months). However, in 2002 and in first 6 months of 2003 most of the redeemed issues were replaced by new. In 2002 the Company and Prokom Investments S.A. renegotiated payment terms in respect of commercial papers. As a result, commercial papers were reclassified to non-current assets, however detailed timing of repayments was not specified. The management of the Company expects to continue to renew these investments for the foreseeable future. Commercial papers issued by Prokom Investments S.A. outstanding as at 30 June 2003 bear an average interest of 6.5 % (8.0 % in 2002). The management of the Company, based on analysis of financial statements of Prokom Investmets S.A. and other documents, believes that there are no circumstances or events that could influence adversely the recoverability of that asset.

As at 30 June 2003, Prokom Software SA. held the following commercial papers of Prokom Investments S.A., issued by Raiffeisen Bank Polska S.A. and sold by the bank in its own name:



Nominal
Carrying
Maturity
Profitability



value
amount

[360 days]



34,000
33,957
08-07-2003 
6.40%



50,000
49,938
08-07-2003 
6.40%



50,000
49,938
08-07-2003 
6.40%



50,000
49,938
08-07-2003 
6.40%



50,000
49,938
08-07-2003 
6.40%



50,000
49,938
08-07-2003 
6.40%


Total
284,000
283,647

(ii) In July 1999, the Company signed an office space lease contract with Prokom Investments S.A. The Company advanced PLN 19,797 to Prokom Investments S.A. as a guarantee payment in respect of the lease. The amount bears no interest. It is to be repaid before the lease commences which is expected to be the end of 2003. As at 30 June 2003 the building to be leased was under construction, which was carried out by Prokom Investments S.A.

(iii) The Company was also investing in other real estate project undertaken by Prokom Investments S.A. (office building) and investment, as at 31 December 2001 amounted to PLN 9,720. This receivable did not bear interest and had no fixed repayment date. Part of these receivables was settled in 2002 (PLN 2,034). The amount outstanding as at 30 June 2002 bears no interest and has no defined maturity.

(iv) On 3 March 2003, Prokom Software S.A. and Prokom Investments S.A. made a final settlement of the joint venture agreement which related to the construction of an apartment building in Gdynia Orłowo. As a result of this settlement, Prokom Software S.A. became the owner of this apartment building and received its share in profits from the sale of other apartments. Total balance of this settlement was PLN 38.9 million, of which PLN 0.8 million was the amount which Prokom Software S.A. received in respect of its share in the profit from the sale of apartments. The Management Board intends to use the new apartments as the hotel base for parties co-operating with the Company on its projects.

9.      Related parties (continued)

Trade receivables from other related parties

	 
	30 June 2003 unaudited
	31 December 2002

	Wirtualna Polska S.A. (associate)
	- 
	4 508 

	Postdata S.A. (associate)
	5 872 
	8 816 

	Incenti S.A. (associate)
	251 
	3 426 

	Other
	16 
	620 

	 
	6 139 
	17 370 

	 
	 
	 


Trade receivables from other related parties consist mostly of receivables from associates. These receivables relate to sales of services and products, which were carried out on commercial terms and conditions and at market prices.

Salaries and Loans to directors

Loans to directors comprise a loan granted to a Management Board member in the amount of PLN 1,495 (PLN 1,456 as at 31 December 2002). The loan matures on 20 December 2003 and bears an interest of 6% p.a. The loan is unsecured. The loan is included in current receivables.

Remuneration for the members of Management and Supervisory Board of the Company paid out in the reporting period was as follows: 

	
	30 June 2003 unaudited
	31 December 2002

	Management Board – Prokom Software S.A.
	3,887
	4,297

	Supervisory Board – Prokom Software S.A.
	173
	232

	Management Board – subsidiaries or affiliates 
	73
	-

	Supervisory Board – subsidiaries or affiliates
	-
	-

	Total 
	4,133
	4,529


b. Related party trade payables

	 
	30 June 2003 unaudited
	31 December 2002

	Incenti S.A. (associate)
	269 
	4 257 

	Koma Nord
	78 
	- 

	Amounts due to Prokom Investments S.A. 
	96 
	2 188 

	Other
	48 
	775 

	 
	491 
	7 220 

	 
	 
	 


The above trade payables relate to purchases of services and products. These purchases were carried out on commercial terms and conditions and at market prices. 

9.      Related parties (continued)

c. Income from sale of products and services 

	 
	6 months ended 30 June 2003 unaudited
	6 months ended 30 June 2002

	Prokom Investments S.A.
	1 325 
	- 

	Postdata S.A. (associate)
	22 248 
	19 797 

	Incenti S.A. (associate)
	7 813 
	2 562 

	Wirtualna Polska S.A. (associate)
	36 
	202 

	ce-market.com S.A. (associate)
	210 
	- 

	Other
	348 
	354 

	 
	31 980 
	22 915 

	 
	 
	 


The above sales were carried out on commercial terms and conditions and at market prices.

d. Financial income / (expenses) net 

	 
	6 months ended 30 June 2003

unaudited
	6 months ended 30 June 2002 unaudited

	Prokom Investments S.A. (interest on commercial papers) 
	10 672 
	18 699 

	Prokom Investments S.A. (commission on bank loan guarantee paid to Prokom Investments S.A.)
	(1 185)
	- 

	Ryszard Krauze (commission on providing security for the bank loan

paid to Mr. Ryszard Krauze)
	(1 326)
	- 

	Postdata S.A. (dividends received)
	2 940 
	980 

	Other
	109 
	33 

	 
	11 210 
	19 712 

	 
	 
	 


As at 20 September 2002 the Company signed an agreement according to which Prokom Investments S.A. pledged its 875,000 shares (not in thousands) in the Company as security for the Company’s bank loan. Based on this agreement the commission charged by Prokom Investments S.A. for this security equaled to PLN 1,185 for 6 months period ended 30 June 2003. The amount of commission will not be adjusted in the future for changes in the market value of the Company’s shares. 

On 15 May 2003, Prokom Software S.A. entered into an agreement with Mr Ryszard Krauze, under which Prokom Software S.A. will be required to pay Ryszard Krauze a remuneration amounting to 1,6% of the maxium mortgage (hipoteka kaucyjna) which was established up to the amount of PLN 122 million and which runs from 28 October 2002. This remuneration is in respect of pledging Ryszard Krauze’s property as a collateral for a bank credit which Prokom Software S.A. took out in Bank Przemysłowo - Handlowy PBK S.A.

9.      Related parties (continued)

e. External services costs 

	 
	6 months ended

30 June 2003 unaudited
	6 months ended

30 June 2002 unaudited

	Prokom Investment S.A.
	12 095 
	16 451 

	Incenti S.A. (associate)
	34 
	- 

	Other
	96 
	23 

	 
	12 225 
	16 474 

	 
	 
	 


The services purchased from Prokom Investments S.A. comprise:

	 
	6 months ended

30 June 2003 unaudited
	6 months ended

30 June 2002 unaudited

	Rental of cars
	363 
	482 

	Rental of office space
	9 580 
	14 722 

	Marketing costs
	174 
	174 

	Other
	1 978 
	1 073 

	 
	12 095 
	16 451 

	 
	 
	 


Rentals of cars and office space were carried out on commercial terms and conditions and at market prices.

9.      Related parties (continued)

f. Commitments and contingencies

Commitments

The future minimum lease payments under non-cancelable leases are as follows:

	 
	30 June 2003 unaudited
	31 December 2002

	Amounts falling due: 
	 
	 

	In less than 1 year 
	14 837 
	- 

	After 1 year and not later than 5 years
	148 373 
	133 832 

	Later than 5 years
	133 536 
	133 832 

	 
	296 746 
	267 664 

	 
	 
	 


The future minimum lease payments comprise mainly commitments for lease of office space. In July 1999, the Company signed an office space lease contract with Prokom Investments S.A. and advanced PLN 19,797 as a guarantee payment in respect of the lease (Note 9a(ii)). 

The lease is expected to commence at the time the construction of the leased building is completed by Prokom Investments S.A., expected to be the end of 2003. The lease period is ten years.

On 15 November 2001 Prokom Software S.A. signed with Prokom Investments S.A. an annex to the agreement dated 5 July 1999, for the rental of building located at ul. Podolska in Gdynia; this annex specified that the rental period will be 10 years. Monthly rental fee was set at approx. EUR 555 thousand for the whole building, with the rental space of 18.361,10 square meters. Total amount of future liability of Prokom Software S.A. resulting from the 10-year rental period amounts to approx. EUR 66 million (PLN 294 million, using the average NBP rate of exchange as of 30.06.2003). In accordance with the provisions contained in Annex signed on 20 March 2003, the lease period is to commence no later than on 1 January 2004. 

Further agreements stipulate that only a registered office of Prokom Software S.A. is to be located in this building. On the one hand, Prokom Software S.A. is interested in renting out the building for the period of 10 years whilst on the on the other hand, an entity financing the construction of this building is interested in receiving fixed revenue which would allow it to cover the costs of financing the construction over this specified period. 

Whilst reserving the right to use the building at Podolska street for the period of 10 years, the Company entered into a number of conditional agreements for commissioning the sale of the building which guarantee the right to purchase the building. 

On 15 November 2001, Prokom Software S.A. signed the first conditional sale commissioning agreement with REL GAMMA Sp. z o.o., which is the entity that financed the construction of the building for the period of 2 years, which was carried out by Prokom Investments S.A., based on the agreement regarding the investor replacement and financing the investment. 

Pursuant to the provisions of the first agreement for commissioning the sale, concluded between Prokom Investments S.A. acting in the capacity of the investor, and REL GAMMA Sp. z o.o. as the source of financing, where no conditions resulting in the termination of the investor –replacement agreement occur, Prokom Software S.A. will be required to sell the building for the account and on behalf of  REL GAMMA Sp. z o.o. and to pay the guarantee amount at the maximum amount of PLN 110 as a security for the execution of the agreement, or – where the sale commissioning agreement is not executed for the benefit of a third party,  Prokom Software S.A. will be entitled to repurchase the building from REL GAMMA for the amount which will be set based on the condition of the building, not higher however than PLN 110 million. 

On 15 November 2001 Prokom Software S.A. also signed the second conditional agreement for commissioning the sale of this real estate, with Prokom Software S.A. REL GAMMA, as the prospective lessor of the property (after the building has been constructed) whereby the lessor status of REL GAMMA Sp. z o.o. result from the agreement with Prokom Investments S.A.; this agreement was singed for the period of 5 years.

On the basis of this second conditional agreement for commissioning the sale, if the said lease agreement is terminated, Prokom Software S.A. will be required to sell the building for the account of and in the name of REL GAMMA Sp. z o.o. and to pay the deposit amounting to the max. of PLN 110 million to secure the execution of the agreement, or – if the sale commissioning agreement is not executed for the benefit of a third party, Prokom Software S.A. will be entitled to repurchase the building from REL GAMMA for the price which will be set based on the condition of the building, not higher however than PLN 110 million.

Additionally, on 15 November 2001, Prokom Software S.A. signed the third sale commissioning agreement with ING Lease Sp. z o.o., as the future lessor of real estate at Poldolska street, whereby the lesssor status results from a lease agreement concluded between ING Lease Sp. z o.o. and Prokom Investments S.A.; this agreement was signed for the period of dive years. 

Under this sale commissioning agreement between ING Lease Sp. z o.o. and Prokom Investments S.A., which will come into effect not earlier that in 2008, Prokom Software S.A. will be required to sell the building for the account of and in the name of  ING Lease Sp. z o.o. and to pay the deposit amounting to the max. of PLN 93 million to secure the execution of the agreement, if the commissioning sale agreement is terminated. If however the sale commissioning agreement is not executed for the benefit of a third party, Prokom Software S.A. will be entitled to repurchase the building from REL GAMMA for the amount which will be set based on the condition of the building, not higher however than PLN 93 million.

Until the date of the preparation of these financial statements, the building located at Podolska street was not given over for use by Prokom Software S.A., and thus all risks attached to the realization of this investment were not transferred to Prokom Software S.A.

This agreement contains an embedded derivative which was not reflected in the Group’s profit and loss account or in the balance sheet as of 30 June 2003. Given the relatively high fluctuations of the EUR/ PLN exchange rate which change the interest rate proportions both in Poland and in the EUR-zone, including this embedded derivative in the financial statements  may have a significant effect on the Group’s result in the next accounting periods. Additionally, due to the accession of Poland to the EUR-zone, the embedded derivative in question will cease to exist before the half of the lease term has elapsed. 

Having the above issues in mind, and acting in accordance with the „substance over form principle”, the management board of the Company decided not to present the valuation of this financial instrument in the balance sheet and in the profit and loss account, but to disclose instead the terms of the agreement and the background information for this instrument. 

· On 13 August 2002, Prokom Software S.A. (lessee) signed with Air Zentralschweiz AG (lessor) an agreement for the lease of a passenger plane for the period of 5 years. Monthly lease installments are secured by the guarantee promissory notes of Prokom Software S.A. As of 30.06.2003 the total balance of future lease liabilities from these promissory notes was USD 7,750 thousand which was equal to PLN 30,199 thousand (translated using the average NBP exchange rate as of 30.06.2003).

· On 21 August 2000, Prokom Software S.A. (lessee) signed with Prokom Investments S.A. (lessor) an agreement for the lease of office space of 6,569 m2 located at 127 Grójecka street in Warsaw. The lease agreement is valid until 31 July 2011 and the monthly lease installment is PLN 801 thousand. Together with the office space, the lessee is to additionally receive a parking lot for 184 cars, in return for a monthly payment of PLN 81 thousand. 

· A lease agreement for the rental of office space and of parking lot was signed on 21.06.2000 between Softbank S.A. and Wiśniowy Developments E Sp. z o.o.. The agreement was signed for the period of 7 years (until 20.06.2007). Monthly lease installment for the rental of office space of 1,101 square meters and for the car park for 46 vehicles is approximately EUR 38 thousand.

· On 1 November 2002, The Polished Group SA signed with KBP-1 Sp. z o.o. an agreement for the rental of office premises located at Kraków Business Park in Zabierzów near Kraków. The agreement was signed for the period of 10 years. Monthly lease installment was set at USD 22,050. As of 31 December 2002, the lease liability of The Polished Group SA resulting from the 10-year lease period amounts to USD 2,646 thousand (PLN 10,584 thousand). 

As of 30 June 2003 and 30 June 2002 the Group did not have any contingent receivables. 

As at 30 June 2003 the Group had contingent liabilities in respect of guarantees given to related parties amounting to PLN 2,772.

11. Transactions with Nihonswi AG

As at 30 June 2003 the Company has a receivable from Nihonswi AG in the amount of PLN 14,945 representing a loan granted to that party.

Nihonswi AG holds 34.9% of the share capital and is entitled to 34.9% of total voting rights of KPNS Sp. z o.o., which is one of the shareholders of Prokom Investments S.A. (significant investor of the Company).

12.  Earnings per share

The basic earnings per share ratio is calculated by dividing the net profit attributable to shareholders by the weighted average number of ordinary shares in issue during the year.

	 
	6 months ended 
30 June 2003 unaudited
	6 months ended 
30 June 2002 unaudited

	 
	 
	 

	Net profit attributable to shareholders
	29 681 
	46 196 

	Number of ordinary shares in issue (not in thousands)
	13 534 524 
	13 462 000 

	Weighted average number of ordinary shares in issue 

(not in thousands)
	13 534 524 
	13 606 559 

	Basic earnings per share (not in thousands)
	2,19 
	3,40 

	
	 
	 


No financial instruments generating diluted earnings per share existed as at 30 June 2003 and 30 June 2002. The effect of convertible bonds was anti-dilutive.

13. Commitments and contingencies

Related parties Commitments and contingencies are described in Note 9f. 

Additionally as at 30 June 2003 the Group had contingent liabilities in respect of guarantees given to non-related parties amounting to PLN 15,005 and bank guarantees received amounting to PLN 56,245.

Lease commitments

Commitments to non-related parties are future minimum lease payments under non-cancelable operating leases:

	 
	30 June 2003 unaudited
	31 December 2002

	Amounts falling due: 
	 
	 

	In less than 1 year 
	7 172 
	4 405 

	After 1 year and not later than 5 years
	17 775 
	10 284 

	Later than 5 years
	4 692 
	5 141 

	 
	29 639 
	19 830 

	 
	 
	 


Capital commitments

As at 30 June 2003 capital commitments were nil. As at 31 December 2002 commitment to purchase equity investments amounted to PLN 26,508.

14.
Group information

a. Group companies

	Entity’s name
	Ownership interest
	Proportion of voting power held

	Subsidiaries:
	 
	 

	Combidata Poland Sp. z o.o.
	83.80%
	86.00%

	Edison S.A. *
	49.60%
	49.60%

	Internet Wizards Sp. z o.o. *
	91.20%
	91.20%

	Koma S.A. ***
	75.00%
	75.00%

	OptiX Polska Sp. z o.o.
	60.00%
	66.80%

	Prokom Internet S.A.
	95.00%
	95.00%

	PUP Spin Sp. z o.o.
	51.10%
	51.10%

	Safe Computing Sp. z o.o. *
	95.00%
	95.00%

	The Polished Group S.A. *
	95.00%
	95.00%

	www.praca.com Sp. z o.o. *
	48.50%
	48.50%

	Zeto Sp. z o.o.
	100.00%
	100.00%

	Softbank S.A.
	23.22%
	23.22%

	bezpieczeństwo.pl Sp. z o.o. **
	23.22%
	23.22%

	Mediabank S.A. **
	23.22%
	23.22%

	ZUI Novum Sp. z o.o. **
	11.84%
	11.84%

	Saba Grupa Softbank S.A. **
	17.42%
	17.42%

	Sawan Grupa Softbank S.A. **
	13.89%
	13.89%

	Softbank Serwis Sp. z o.o. **
	23.22%
	23.22%

	Stopklatka Sp. z o.o. *
	90.67%
	90.67%

	Zeto-Rodan Sp. z o.o. **
	11.84%
	11.84%

	Wonlok S.A.**
	23.22%
	23.22%

	 
	 
	 

	Associates:
	 
	 

	Ad. net S.A. *
	30.55%
	30.55%

	ce-market.com S.A. *
	43.42%
	46.79%

	Incenti S.A.
	49.00%
	49.00%

	Postdata S.A.
	49.00%
	49.00%

	Wirtualna Polska S.A. *
	20.50%
	20.50%

	NetPower S.A. **
	11.38%
	11.38%


*
percentage owned indirectly via Prokom Internet S.A.

**
percentage owned indirectly via Softbank S.A.

***
percentage owned after registration of shares redemption

All subsidiaries and associates are incorporated in Poland.

Principal activities of associates are as follows:

· internet services: Ad. net S.A., ce-market.com S.A., Wirtualna Polska S.A., NetPower S.A.;

· software implementation: Incenti S.A., Postdata S.A.
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The Group’s structure looks as follows:
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*
percentage owned after registration of shares redemption

**
control obtained using potential voting rights (SIC-33) – see 14c

The following subsidiaries and associates have not been consolidated due to immateriality to the Group: Prokom B2B S.A., Ready Sp. z o.o., Multitrade S.A., Koma Nord Sp. z o.o., Telepraca S.A., Postinfo Sp. z o.o., Spinord Sp. z o.o., Saba Serwis Sp. z o.o., Corall – Ltd. Sp. z o.o. w likwidacji, “Bielpolsoft” – Mińsk.
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Reasons for consolidating Softbank S.A. as a subsidiary using its present ownership interest:

· According to the Statute of Softbank S.A. a shareholder who holds at least 25% of voting rights has the right to choose 2 out of 3 members of the Supervisory Board; Supervisory Board appoints Management Board members by a simple majority vote.

· As of 30 June 2003 the Company owned 4.787.377 or 23,22% shares of Softbank S.A. and had an exercisable call option for additional 1.938.870 shares held by Mr. Aleksander Lesz what in total exceeded 25% shares. 

b. Dilution loss

The amount of profit reported in point 34 relates to the profit that arose on the sale of 51% of shares of the subsidiary CRM S.A.. The payment due under this transaction was made in full on the transaction date.

The loss on the sale of shares relates to the following:

· the disposal of 90% of shares of the subsidiary FinFin S.A. – loss of PLN 1,165k. The payment due under this transaction was divided into two instalments. The first instalment of PLN 174k, representing 20% of the consideration, was paid in February 2003. The remaining amount of PLN 694k, including interest (daily arithmetical average of the WIBOR rate for 6-month deposits), will be paid within 7 days of the date on which the Buyer receives the Company’s audited financial statements as at 31 December 2003.

· The redemption of a portion of shares held by the minority shareholder, Koma S.A. As a result of this, the share capital of  Koma SA decreased by PLN 14,022k, and the Group’s shareholding in the company’s capital and the total number of votes increased from 56.3% to 75.0%. Therefore, the Group lost a portion of the assets that had been so far attributed to the Group, corresponding to the percentage of its shareholding in the capital of Koma S.A  (PLN 8,001k), and, at the same time, acquired a portion of the assets of Koma S.A. that had not been earlier attributed to the Group (PLN 2,961k). The calculation of the result on this transaction was therefore as follows:

The following is the calculation of the loss on shares redemption:

	Share of net assets after shares redemption
	 
	11 848 

	Share of net assets before shares redemption
	 
	(16 889)

	Loss on dilution in subsidiary
	 
	5 041 

	 
	 
	 


In the first six months of 2003 the Group disposed of 10% of shares of the company bezpieczeństwo.pl for PLN 444k. The result on this transaction was nil due to impairment losses that were recognized in prior periods. The transaction was settled by netting off the amount due with the Group’s liabilities to Besta Sp. z o.o. for the purchase of the Agat licence.

c. Significant acquisitions

In the first six months of 2003 Prokom Software S.A. increased the number of Softbank S.A.’s shares held by purchasing, on 10 April 2003, of additional  1,442,979 shares from Aleksander Lesz. The purchased shares represent 7.0% of the company’s share capital and give right to 7.0% of votes at the annual shareholders’ meeting. 
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This transaction gave rise to a goodwill which, together with the goodwill calculated as at the date on which the relationship of subordination arose in 2002, will be amortised over the following 10 years, with PLN 46,457k being amortised from 1 January 2003, and PLN 22,498k being amortised from 1 April 2003.

As a result of this transaction, as at 30 June 2003 Prokom Software S.A. held 4,787,377 shares of Softbank S.A, which represented 23.22% of the company’s share capital and entitled to 23.22% of the total number of votes at the annual shareholders’ meeting. In addition, as at 30 June 2003, Prokom Software S.A. was in the possession of a call option for additional 1,938,870 shares of Softbank S.A., which increases its shareholding in Softbank S.A. to over 25% votes on the annual shareholders’ meeting.

The following is the calculation of goodwill that has arisen as the result of the transaction:

	Total purchase consideration
	 
	31 341 

	Fair value of net assets acquired at the date of acquisition
	 
	(8 843)

	Goodwill on acquisition
	 
	22 498 

	 
	 
	 


Total purchase consideration shown in the above calculation (PLN 31,341) includes valuation of the option relating to the amount of shares acquired (PLN 12,554) and brokerage commission (PLN 28).
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Wonlok transaction

On 3 July 2003 the Group (through Softbank S.A.) closed the transaction for the purchase from NFI "Hetman" S.A. via CA IB Securities S.A. of 892,500 bearer shares of Wonlok S.A. located in Łódź, representing 100% of the company’s share capital and giving right to 100% votes at a shareholders’ meeting. The original share purchase agreement was signed on 12 December 2002, however, in accordance with the agreement, the Company was entitled to purchase the shares of Wonlok S.A. only after the receipt of the decision from the Competition and Consumers Protection Office on 16 May 2003. 
In connection with the exclusive right of purchase vesting to Softbank S.A., in accordance with SIC-33 to IFRS, the Group acquired control over Wonlok S.A. on 16 May 2003.

As a result, the value of the acquired shares increased the long-term financial assets of Softbank S.A. as at 30 June 2003. As at the day on which control was acquired, Softbank S.A. had not paid for the shares of Wonlok S.A. (this payment was made on 3 July 2003). The total price of this transaction amounted to PLN 27,646k and, in addition to the purchase price of PLN 25,708k and additional amount of PLN 962k, it included interest of PLN 1.138k. The goodwill that arose on this transaction at the amount of 35 716k will be amortized over the following 5 years starting from 1 July 2003.

In the first six months of 2003, the Group disposed of the shares of CRM S.A.

Details of fair values of net assets acquired and goodwill are as follows:

	The assets and liabilities arising from the acquisition are as follows:
	 
	 

	Tangible fixed assets
	 
	1,303 

	Intangible fixed assets
	 
	160 

	Deferred tax asset
	
	1,371

	Trade receivables and other
	 
	1,359

	Inventories
	 
	79

	Cash and cash equivalents
	 
	604 

	Provisions
	
	(5,345)

	Trade payable
	 
	(5,942)

	Other assets and liabilities
	 
	(1,659)

	Fair value of net assets at the date of acquisition
	 
	(8,070) 

	 
	 
	 

	Minority shareholders' interest
	 
	-

	Fair value of net assets acquired
	 
	(8,070) 

	 
	 
	 

	Goodwill
	 
	35,716 

	 
	 
	 

	Total purchase consideration 
	 
	27,646 

	Less purchase consideration non satisfied in cash *
	 
	(27,646) 

	Purchase consideration satisfied in cash
	
	-

	
	
	

	
	
	

	less cash acquired 
	 
	(604)

	Cash outflow (inflow) on acquisition
	 
	(604) 

	 
	 
	 


*
other liabilities as at 30 June 2003
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In the reporting period, the Group made a provision of PLN 3,500k for the costs of compensation for  European Experts Association Limited ("EEA") in Ireland. These costs arose as a result of the purchase of Wonlok S.A. and an agreement concluded with the above-mentioned company. It represents compensation for EEA for its waiving the claims for PLN 5,000k or PLN 10,000k in the event that the revenue earned by Wonlok S.A. in the years 2003 – 2004 is higher than PLN 100,000k and PLN 150,000k respectively. 

As at 30 June 2003 Softbank S.A. has been sued for the payment of compensation of PLN 1m for the breach of the co-operation agreement with Planetia S.A. Softbank S.A. filed a counter-claim for the payment of PLN 587k in respect of lost profits. Based on the opinions issued by the lawyers who conduct the court case initiated by Planetia S.A., the Management of  Softbank S.A. is of the opinion that an outcome unfavourable for the company is not likely.

Valuation of Softbank option

Option relating to the purchase of Softbank S.A. shares by Prokom Software S.A. and the price premium on this purchase.

On 24 October 2002 Prokom Software S.A. concluded a shareholders’ agreement with Aleksander Lesz, the shareholder and President of the Management Board of Softbank S.A., according to which Prokom Software S.A. shall become a strategic investor in Softbank S.A. In accordance with the agreement, Prokom Software S.A. acquired the right to purchase, from the effective date of the agreement to 6 December 2003, all  Softbank S.A.’s shares owned by Aleksander Lesz (i.e. 5,741,666 shares), representing over 32% of the company’s share capital (call option). Aleksander Lesz acquired the right to request that Prokom Software S.A. purchases a portion of the total number of  Softbank S.A.’s shares in his possession (put option), in the period from 31 March 2003 to 6 December 2003.

Share purchase price is each time stated as an arithmetical average of the price of one share of Softbank S.A. in the period of 30 calendar days preceding the transaction date, increased by 20%. The average price from all transactions may not exceed PLN 13.

According to the agreement, in January 2006 Aleksander Lesz will be paid by Prokom Software S.A. a price premium the amount of which will depend on the market value of Softbank S.A. in the period from 31 March 2003 to 31 December 2005.

This premium will amount to 17.92% of the difference between the average market value of Softbank S.A.’s shares purchased by Prokom Software S.A. (in the period from 31 March 2003 to 31 December 2005) and the amount paid for the shares by Prokom Software S.A. According to the agreement, the average market price per share of Softbank S.A. (for the period from 31 March 2003 to 31 December 2005) used for the calculation of the premium shall not be higher than PLN 80.

The purchase of shares by Prokom Software S.A. has been spread over time. The first purchase under the shareholders’ agreement was made by the Company in December 2002, and covered 1,741,398 shares. The second purchase was made in April 2003 – the Company acquired 1,442,979 shares. As a result, as at 30 June 2003 the Company held 4,787,377 shares of Softbank S.A., giving it the right to 23.22% votes at the Annual General Shareholders’ Meeting, and a call option for additional 938,870 shares of Softbank S.A. increasing its shareholding in Softbank S.A. to more than 25% votes at the Annual General Shareholders’ Meeting.

In light of the above provisions, as at 30 June 2003 the Company performed a valuation of both its call option for Softbank S.A.’s shares (the effect of this valuation was accounted for as financial revenue) and the price premium payable on the purchase of these shares (the effect of the valuation was was accounted for as financial costs).
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The value of the call option for Softbank S.A.’s shares held as at 30 June 2003 was determined as a difference between the amount that would have been paid by Prokom Software S.A. as at 30 June 2003 for the purchase of option shares on the free market and the amount that would have been paid on that date according to the price included in the option agreement. The value so determined amounted to PLN 18,807k and was presented in the Company’s balance sheet under „current assets held for trading investment”

The same method was used to determine the value of the part of option attributable to 1,442,979 shares purchased in April, except for the fact that the valuation was performed based on the market price of the shares of Softbank S.A. at the date on which the shares were purchased, i.e. 11 April 2003. The value amounted to PLN 12,554k was accounted for as financial income. 

The price premium due to Aleksander Lesz was valued by the Group as at 30 June 2003 based on the average stock exchange price of the shares of Softbank S.A. in the period from 31 March 2003 to 30 June 2003. The value so determined amounted to PLN 7,108k and was presented in Group balance sheet under „Short-term payables”.

The Management of the Company believes that the method used to value the option is the most adequate under present market conditions, as in the case of the option being exercised, it would have a direct cash impact on the profit and loss of the Group. In spite of the fact that accounting theory recommends other methods for the valuation of options, e.g. the Black–Scholes formula, the Company decided to use an accounting standard that is most practical and better reflects the actual value of the option.

For comparison purposes, the Company has also calculated the value of the option according to the Black-Scholes formula, and it obtained a value which did not significantly differ from the value presented in the paragraph above and recorded in the financial statements.

In addition, the Company calculated the value of the call option for the shares of Softbank S.A. as at 1 January 2003, according to the above-mentioned Black-Scholes formula. Having reviewed the results of this calculation, the Management of the Company decided not to record this value in the opening balances of 2003, on the basis that it was not material when compared to the Company’s equity as at 1 January 2003.

Call option for the shares of Softbank S.A. under the Softbank S.A. Group management incentive plan

As at 30 June 2003, the Softbank S.A. Group was a party to an agreement for the sale of shares between Mr Aleksander Lesz and Softbank Serwis Sp. z o.o., dated 6 December 2001. This agreement was concluded in order to realise the management option plan for the management of the Softbank S.A. Group. Under this agreement, in the period from 10 May 2004 to 24 May 2004, upon the request of A. Lesz (put option) Softbank Serwis Sp. z o.o. is due to buy 862,500 shares of Softbank S.A. from Mr Lesz or a person appointed by him at the "guaranteed price", or, at any date not later that 9 May 2004, Softbank Serwis Sp. z o.o. may request Mr A. Lesz to sell (call option) 1,210.230 shares at the "guaranteed price". As at 30 June 2003, the guaranteed price amounted to PLN 31.59 per share. As at 30 June 2003, the net liability arising from the fair value valuation of the put and call options amounted to PLN 6,592k and was recorded under “short-term liabilities”. The realization of the transaction was secured by cash placed in a bank account of Softbank Serwis Sp. z o.o. of the value of PLN 26,116k (including interest) as at 30 June 2003.
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Call option for the purchase of Company’s shares by the management of The Polished Group S.A.

The Company has entered into an agreement with the previous shareholders of the company, the management of The Polished Group S.A. (hereinafter referred to as „TPG”). Under this agreement, the management is entitled to acquire shares in Prokom Software S.A. at PLN 1.0 per share. As of 30 June 2003, previous shareholders of TPG had a call option in respect of 13,960 shares in Prokom Software S.A. The possibility to exercise this option depends on the level of revenue from internet activities generated by TPG. The following analyses: of revenue from internet activities generated in the prior and current periods, of the dynamics in the growth of revenue from internet activities, and of the situation within the TPG capital group (TPG is currently in the process of reorganization to switch from internet to IT systems implementation activities) support the opinion of the Company’s Management that the probability to exercise this option is minimal. 

14. Employment

In the period from January to June, the average employment in the Group was as follows: 

	
	30 June 2003 unaudited
	30 June 2002 unaudited

	Management Board – the Company 
	10.8
	8.3

	Management Boards – Group entities 
	54.0
	31.0

	Management Boards - offices 
	212.6
	70.2

	Trade Department 
	253.2
	160.5

	Software production Department 
	1.449.5
	794.3

	Technical Department 
	531.1
	500.5

	Implemenatation Department 
	534.3
	486.9

	IT projects coordination department 
	77.1
	53.5

	Financial Department 
	100.4
	109.2

	Website and e-business efitorial office 
	61.7
	85.0

	Logistics Department 
	56.0
	49.3

	Administration and other
	344.3
	265.2

	Total 
	3,685.0
	2,613.9


A significant increase in the number of employees results from taking over the control over the Company and the Softbank S.A. Group.

15. Joint enterprises

· As of 30 June 2003, the Company has been a party to a joint venture, which resulted from an agreement dated 2 February 1998 between the Company and Prokom Investments S.A., regarding co-financing of the rights to a built-over property which was acquired for office-use and administration purposes. As of the balance sheet date, the exposure of the Company in respect of this investment was PLN 7,686 thousand. 

· On 3 March 2003, Prokom Software S.A. and Prokom Investments S.A. finally settled the joint venture agreement regarding the construction of an apartment building in Gdynia Orłowo. As a result of this settlement, Prokom Software S.A. became the owner of this apartment building and received its share in profits from the sale of other apartments. Total balance of this settlement was PLN 38.9 million, of which PLN 0.8 million was the amount which Prokom Software S.A. received in respect of its share in the profit from the sale of apartments.

16. Tax regulations in Poland

The existing regulations regarding VAT, corporate income tax and social security contributions are relatively new and are subject to frequent changes. These frequent changes result in there being little point of reference and few established precedents that may be followed. The binding regulations also contain uncertainties, resulting in differences in opinions regarding the legal interpretation of tax regulations both between government bodies, and between government bodies and companies. Tax and other settlements (e.g. customs or foreign currency settlements) may be subject to inspection by administrative bodies authorized to impose high penalties and fines, and any additional taxation liabilities calculated as a result must be paid together with high interest. The above circumstances mean that tax exposure is significantly greater in Poland than in countries that have a more established taxation system. No formal procedures exist to determine the final amount of a given tax liability. Tax settlements may be subject to inspections by tax authorities for a period of five years from the end of calendar year in which any given tax was due. Accordingly, there is a risk that the interpretation of tax regulations by r taxation authorities will differ from that adopted by companies in the Group which, in turn, may have a significant impact on the Groups’ tax liabilities.

17. Wirtualna Polska option

Purchase of put option / issuance of call option in respect of Wirtualna Polska S.A. shares :

On 26 October 2001 Prokom Internet S.A. issued a call option in respect of Wirtualna Polska S.A. shares, for the benefit of TP Internet Sp. z o.o. Under this option, it was required to sell all shares of Wirtualna Polska S.A., except for the shares which represented 5% of share capital. At the same time, Prokom Internet S.A. acquired from TP Internet Sp. z o.o. a put option in respect of all shares of Wirtualna Polska S.A.

These options may be exercised in the period from 1 June 2005 to 1 June 2006. Price of one share will be determined based on the number of unique visitors of the website portal maintained by Wirtualna Polska S.A., in the period prior to exercising the option. The minimum price for one share is USD 16.78 and the maximum - USD 66.40. 

18. Donations

In the first six months of 2003 the Company continued to support organisations engaged in the development of culture, sports, health care, religion and other purposes that were not directly related to its business activity. During this period, the Company made donations of PLN 4,370k, including PLN 1,207k to the Foundation of Ryszard Krauze. The core activity of this foundation is the development of culture, sports and education.
19. Subsequent events

· Power of attorney given to Mr. Mirosław Szturmowicz on 2 June 2003 was revoked by the Management Board of the Company.

· On 1 July 2003 Softbank S.A. was informed by PKO Bank Polski S.A. that the assessment of tender offers had been completed and the consortium containing Softbank S.A., Accenture Sp. z o.o. and Alnova Technologies Corp. was invited to the first stage of negotiations of the tender for the Integrated Information System.

· On 3 July 2003 Softbank S.A. finalized the acquisition of 892.500 (not in thousand) shares of Wonlok S.A., which constitute 100% of the share capital and entitle to execute 100% of total voting rights. The shares were acquired from the National Investment Fund “Hetman”. Total purchase consideration was PLN 27,646 and consisted of the purchase price in the amount of PLN 25,708, additional sum of PLN 800 and interest of PLN 1,138. Wonlok S.A. is the IT integrator specializing in the banking sector, including co-operative banking.

· On 22 July 2003 Softbank S.A. and Commercial Bank Dialog-Optim in Moscow concluded general cooperation agreement. Main subject of the agreement is the implementation of an integrated IT system. The whole process would be divided into three stages: I – analysis and preparing a project of the system, II – supply and installation of the system in the bank’s headquarters, III – full implementation of the system in all branches of the bank throughout Russia. The value of the contract amounts to USD 2,500 (equivalent to PLN 9,800) for first two stages of the process. These two stages are to be accomplished in the third quarter of 2004. The realization of the third stage would be defined in the separate agreements. Total liability of Softbank S.A. is limited to 5% of any particular agreement. The contract is insured by the Corporation for Insurance of Export Loans (KUKE).

· On 6 August 2003 the share capital increase of AWiM Mediabank S.A. (subsidiary of Softbank S.A.) had been registered by the court. The current share capital of AWiM Mediabank S.A. equals to PLN 3,815. Softbank S.A. holds 38,150 (not in thousand) shares, which constitute 100% of the share capital of AWiM Mediabank S.A. and entitle to execute 100% of total voting rights.

· On 8 August 2003 the resolution of the shareholders’ general meeting of Wirtualna Polska S.A. (associate of Prokom Internet S.A. – subsidiary of the Company) increased the share capital of Wirtualna Polska S.A. Prokom Internet S.A. acquired 2,955,683 (not in thousand) H-series shares in the increased share capital for PLN 4 (not in thousand) per share. By the date of issue of financial statements, the share capital increase was not registered by the court.

· On 18 August 2003 Softbank S.A., together with Accenture Sp. z o.o. and Alnova Technologies Corp., concluded the agreement with PKO Bank Polski S.A. for the implementation of the Integrated Information System. The agreement includes in particular sale of the software licenses and implementation and maintenance of the system. The implementation should be accomplished within 3 years. The consortium will be entitled to the total fee of USD 114,400 (equivalent to PLN 443,000) for the licenses sold and implementation and USD 8,300 – 11,000 (equivalent to PLN 32,000 – 43,000) annually for maintenance. The share of Softbank S.A. is estimated to be USD 80,000 (equivalent to PLN 310,000). Total liability of the consortium is limited to USD 60,000 (equivalent to PLN 232,000).

· On 15 September 2003 Softbank Serwis Sp. z o.o. executed call for purchase of shares from Mr. Aleksander Lesz signed an packed agreement for 862,500 (not in thousand) shares.

On 26 August 2003 Mr. Aleksander Lesz (President of the Management Board of Softbank S.A.) sold 742,000 (not in thousand) shares of Softbank S.A., which constituted 3.60% of the share capital and entitled to execute 3.60% of total voting rights. As the result of this transaction Mr. Lesz holds 1,196,870 (not in thousand) shares of Softbank S.A., which constitute 5.81% of the share capital and entitle to execute 5.81% of total voting rights. Before this transaction Mr. Lesz held 1,938,870 (not in thousand) shares of Softbank S.A., which constituted 9.41% of the share capital and entitled to execute 9.41% of total voting rights. The shares were purchased by CA IB Fund Management S.A. The total amount of Softbank’s shares held jointly by Mr. Lesz and the Company diminished by 742,000 (not in thousand). As the result of transaction Mr. Lesz and the Company hold jointly 5,984,247 (not in thousand) shares of Softbank S.A., which constitute 29.03% of the share capital and entitle to execute 29.03% of total voting rights. Before this transaction Mr. Lesz and the Company held jointly 6,726,247 (not in thousand) shares of Softbank S.A., which constituted 32.63% of the share capital and entitled to execute 32.63% of total voting rights.

· On 29 August 2003 the court registered the share capital increase of AWiM Mediabank S.A. (Softbank’s subsidiary). The current share capital of AWiM Mediabank S.A. equals to PLN 6,715. Softbank S.A. holds 67,150 (not in thousand) shares, which constitute 100% of the share capital of AWiM Mediabank S.A. and entitle to execute 134,300 (not in thousand) voting rights representing 100% of total voting rights.

· On 1 September 2003 the Company obtained final permission from the Czech government and the Czech Antimonopoly Office for the purchase of 96.52% shares of Czech IT company PVT a.s. by the consortium combined of the Company and a group of financial investors.

· On 1 September 2003 the Company and Mr. Aleksander Lesz (President of the Management Board of Softbank S.A.) concluded an annex to the shareholders agreement dated 25 October 2003, which states that Mr. Lesz will not be entitled to receive any premium on the sale of Softbank’s shares and the amount of shares under the offer will decrease by 372,000 (not in thousand). These shares will be held exclusively by Mr. Lesz.
· On 28 August 2003 the Company’s subsidiary Koma S.A. acquired 39 (not in thousand) shares from existing shareholders and 200 (not in thousand) shares of the additional share issue of the MCCnet Sp. z o.o. As the result of this transaction Koma S.A. holds 239 (not in thousand) shares of MCCnet Sp. z o.o. with the nominal value of PLN 500 (not in thousand) per share, which constitute 51% of the share capital and voting rights of MCCnet Sp. z o.o. Moreover, on the basis of the purchase agreement, Koma S.A. is entitled to increase its share in MCCnet Sp. z o.o. to 76%. The specialization and experience of MCCnet Sp. z o.o. would allow Koma S.A. to take the leading role in the Group as a provider of the mobile services for B2B, B2C. The acquisition also allows to participate in the projects connected with rapidly growing Wi-Fi networks and IVR applications. MCCnet Sp. z o.o. developed transmission protocols which improve the quality and reliability of GPRS data transfer. One of MCCnet Sp. z o.o. key customers is PTK Centertel Sp. z o.o. – the mobile telecommunication operator.

· On 5 September 2003 Prokom Investments SA (dependent on Mr. Ryszard Krauze – President of the Management Board of the Company) sold 193,956 (not in thousand) ordinary bearer shares of the Company at the average price of PLN 177 (not in thousand) per share. As the result of this transaction Mr. Krauze, together with Prokom Investments SA, hold 4,349,087 (not in thousand) shares of the Company, which constitute 32.13% of the share capital and 4,829,567 (not in thousand) voting rights, which entitle to execute 33.83% of total voting rights. Before the transaction Mr. Krauze and Prokom Investments SA held 4,543,034 (not in thousand) shares of the Company, which constituted 33.57% of the share capital and 5,023,523 (not in thousand) voting rights, which entitled to execute 35.19% of total voting rights.

· On 10 September 2003 Softbank Serwis Sp. z o.o. (subsidiary of Softbank S.A.) acting as the trustee of the motivation program for key executives, acquired 862,250 (not in thousand) shares of Softbank S.A. with the nominal value of PLN 1.00 (not in thousand) per share for PLN 31.40 (not in thousand) per share. These shares constituted 4.18% of the share capital of Softbank S.A. and entitled to execute 4.18% of total voting rights. They were offered to key executives entitled to participate in the motivation program. As the offer was not subscribed, Softbank Serwis Sp. z o.o. sold on 10 September 2003 862.250 (not in thousand) shares of Softbank S.A. for PLN 28.00 (not in thousand) per share. Termination of the motivation program resulted in the release of restricted cash in the amount of PLN 22,000 and would have a positive impact on Softbank’s group financial results.

· On 11 September 2003 Softbank S.A. concluded the loan facility agreement with Bank Przemysłowo-Handlowy PBK S.A. The loan facility in the amount of PLN 30,000 would be designated to finance current business operations of Softbank S.A. The loan facility matures on 30 June 2004.

· On 12 September 2003 the Company acquired from Tacoma Consulting a.s. 20 (not in thousand) shares with the nominal value of CZK 100 (not in thousand) per share in ST Consulting a.s. with its seat in Prague, Czech Republic, for the total purchase consideration of CZK 2,250 (equivalent to PLN 306). The shares acquired constitute 100% of the share capital and entitle to execute 100% of total voting rights of ST Consulting a.s. ST Consulting a.s. was subsequently converted into PVT Prokom a.s. and it would take over full control over IT operations of PVT a.s.

· As the result of conversion of 3,831 (not in thousand) A-series convertible bonds, the National Depository For Securities (KDPW S.A.) registered 256,677 (not in thousand) E-series ordinary bearer shares of the Company with the nominal value of PLN 1.00 (not in thousand) per share. The Company’s shareholders structure after the registration looks as follows:

	Name
	No. of voting rights (not in thousand)
	% of total voting rights

	Prokom Investments S.A.
	2,756,253
	18.97%

	Ryszard Krauze
	2,073,314
	14.27%

	Bank of New York
	1,711,953
	11.78%

	Others
	7,991,345
	54.98%


· On 12 September 2003 the Management Board of the Warsaw Stock Exchange passed the resolution concerning listing of additional 256,677 (not in thousand) E-series ordinary bearer shares. These shares would be listed on the Warsaw Stock Exchange main market on 19 September 2003, providing that on the same day the National Depository for Securities (KDPW S.A.) would assimilate these shares with 13,276,584 (not in thousand) shares already listed.

· On 15 September 2003 the Company was informed by PZU S.A. that PZU S.A. together with its subsidiary PZU Życie SA hold jointly 752,036 (not in thousand) shares of the Company, which constitute 5.45% of the share capital and entitle to execute 752,036 (not in thousand) voting rights (5.17% of total voting rights).

· On 18 September 2003, in accordance with the agreement concluded on 22 May 2003, the Company acquired from the Czech Consolidation Agency 196,010 (not in thousand) shares with the nominal value of CZK 1,000 (not n thousand) per share of PVT a.s. for the total purchase price of CZK 401,428 (equivalent to PLN 54,434). The shares acquired constitute 25% of the share capital and total voting rights. The purchase consideration was satisfied partially in cash in the amount of CZK 120,429 (equivalent to PLN 16,246). The remaining part was financed by a bank loan provided by a Czech in the amount of CZK 280,999 (equivalent to PLN 38,188). This loan would be replaced within the following six months by another loan provided by the Czech bank to the new entity established by the Company in the Czech Republic (PVT Prokom a.s.). As the result of this transaction and based on the agreement with its financial partners, the Company would obtain full control over IT operations of PVT a.s.

· On 19 September 2003 the District Court of Warsaw concerning registered the Company’s share capital increase in the amount of 256,677 (not in thousand) E-series shares resulting from conversion of 3,831 (not in thousand) A-series convertible bonds. After the increase the share capital of the Company amounts to PLN 13,791,201 and splits into 13,791,201 (not in thousand) shares with the nominal value of PLN 1.00 (not in thousand) per share, entitling to execute 14,532,865 voting rights.

The current structure of the Company’s share capital looks as follows (number of shares not in thousand):

185,416

A-series preferred shares (5 voting rights each),

9,814,584

B-series ordinary bearer shares,

2,700,000

C-series ordinary bearer shares,

762,000

D-series ordinary bearer shares,

256,677

E-series ordinary bearer shares,

72,524


F-series ordinary bearer shares.

· On 24 September 2003 Prokom Investments S.A. (dependent on Mr. Ryszard Krauze – President of the Management Board of the Company) sold 100,000 (not in thousand) ordinary bearer shares of the Company at the average price of PLN 172 (not in thousand) per share. As the result of this transaction Mr. Krauze, together with Prokom Investments SA, hold 4,249,087 (not in thousand) shares of the Company, which constitute 30.81% of the share capital and 4,729,567 (not in thousand) voting rights, which entitle to execute 32.54% of total voting rights. Before the transaction Mr. Krauze and Prokom Investments S.A. held 4,349,087 (not in thousand) shares of the Company, which constituted 31.53% of the share capital and 4,829,567 (not in thousand) voting rights, which entitled to execute 33.24% of total voting rights.

· On 29 September 2003 the Company obtained final permission from the President of Consumer and Competition Protection Office regarding TETRA System Polska S.A., founded jointly by Motorola Inc., Prokom Software S.A., ComputerLand S.A. and Telekomunikacja Energetyczna Tel-Energo S.A.
· On 29 September 2003 Wonlok S.A. (Epsilio S.A. – the new name under court registration) and Saba Grupa Softbank S.A., both 100% subsidiaries of Softbank S.A., concluded the agreement under which Wonlok S.A. acquired the enterprise of Saba Grupa Softbank S.A. (collection of tangible and intangible assets, except for the business name and the right of perpetual usufruct of land) for the purchase consideration of PLN 100 (based on the independent expert’s valuation). The acquisition would take place on 1 October 2003. The assets acquired had the net book value of PLN 0 and were used for the provision of IT services mainly to the co-operative banking sector, in which Wonlok S.A. is present as well. The fair value of the net asset hasn’t been determined yet.

· On 30 September 2003 Softbank S.A. pledged its shares of Wonlok S.A. for the purpose of securing the loan facility in ING Bank Śląski S.A. The pledge concerns 892,500 (not in thousand) shares of Wonlok S.A. with the nominal value of PLN 1.00 (not in thousand) per share, which constitute 100% of the share capital of Wonlok S.A. and entitle to execute 100% of total voting rights. The loan facility in the amount of PLN 10,000 would be designated to finance current business operations of Softbank S.A.

· On 3 October 2003 Softbank S.A. was officially informed by the Ministry of Internal Affairs and Administration (MSWiA) that Softbank’s offer was chosen on September 2nd, 2003 as the most advantageous in the public tender for design, implementation, maintenance and development of the information system of the Central Register of Vehicles and Drivers (CEPiK).

· On 22 October 2003 the Company obtained permission from the President of Consumer and Competition Protection Office regarding C2 System Polska S.A. and RUM IT S.A., founded jointly by Prokom Software S.A. and ComputerLand S.A

The Group companies maintain their accounts in accordance with the accounting principles and practices employed by enterprises in Poland as is required by the Amended Accounting Act. The financial statements set out above reflect certain adjustments not reflected in the companies statutory books to present these financial statements in accordance with IFRS.

The adjustments to the consolidated financial statements prepared under Polish Accounting Standards ("PAS") are set out below:

20. Transformation for IFRS purposes
	
	Net profit for 6 months period ended 30 June 2003
	Net profit for 6 months period ended 30 June 2002

	
	(unaudited)
	(unaudited)

	
	
	

	PAS basis consolidated 
	29 353
	43 861

	
	
	

	Depreciation of capitalized shares issuance costs less deferred tax
	328
	1 474

	Amortisation of Koma S.A. and Combidata Poland Sp. z o.o. goodwill
	-
	861

	Other (net)
	-
	-

	
	----
	----

	IFRS consolidated
	29 681
	46 196

	
	====
	====


	
	Net assets as at

	
	30 June 2003
	30 June 2002

	
	(unaudited)
	(unaudited)

	
	
	

	PAS basis consolidated
	566 546
	508 803

	
	
	

	Capitalized shares issuance costs less deferred tax
	(2 069)
	(3 859)

	Value of Koma S.A. and Combidata Poland Sp. z o.o. goodwill
	-
	(1 109)

	Other
	588
	393

	
	------
	------

	IFRS consolidated
	565 065
	504 228

	
	======
	======


6
The accompanying notes form an integral part of these consolidated financial statements
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