WBK SA                                                           SAB-PS 2000                                                                     in PLN k


Introduction

Wielkopolski Bank Kredytowy (WBK SA), the dominant entity of WBK Group was registered, pursuant to a legally effective ruling of the Court of Registers in Poznań, on 31 October 1991 under no RHB 6308 in the Register of Companies.

The Bank’s registered office is located in Poznań, Pl. Wolności 16.

According to EKD (European Business Classification), the main business of WBK SA is “other monetary intermediation”.

The Bank operates in line with the Banking Law Act, Commercial Code, Accounting Act, the Bank Statutes and other regulations of Polish law. WBK is a universal bank offering a wide range of bank services nationally as well as internationally. The main areas of activities comprise:


· granting loans, guaranties and bank guaranties 
· granting cash advances,

· accepting money deposits payable on demand or at a due date as well as operating accounts for these deposits, 

· running other banking accounts,
· issuing banking securities,
· performing bank money settlements / clearings,

· performing cheque and bill of exchange operations

· issuing payment cards and handling card operations,

· performing forward financial operations 
· buying and selling cash receivables (debts)

· safekeeping of objects and securities as well as providing access to safe-boxes 

· performing foreign currency operations in the scope defined in the authorization of the Governor of the National Bank of Poland;

· performing ordered operations related to the issue of securities;

· performing operations of the Bank – the representative of a bond holder;

In addition, the Bank is entitled to perform other activities listed in the Bank’s Statutes.

Apart from the dominant entity, the consolidated financial statements include: 

· Gliwicki Bank Handlowy S.A.;

· Dom Maklerski WBK SA (Brokerage House);

Gliwicki Bank Handlowy, in which WBK has a 90.97% shareholding, is also a universal bank. According to EKD (European Business Classification) its main activity is “other monetary intermediation”.

Dom Maklerski, wholly owned by WBK, was established on 23 July 1999. Following the decisions of the Securities and Stock Exchange Commission, Supervisory Board of  Spółka Akcyjna Centralna Tabela Ofert and in line with the Statutes, Dom Maklerski offers the following services:

· buying or selling securities on the customer’s account
· buying or selling securities on its own account in order to progress tasks related to the organization of the regulated market
· operating securities accounts and securities-related accounts;
· offering securities in the primary trading or initial public offer (IPO);
· undertaking actual and legal actions aimed at taking up or purchasing by a customer the securities which are not admitted to the public trading;
· undertaking actions related to servicing trust funds, pension funds as well as investment funds;
· undertaking actions in the CTO market – regulated off stock exchange trading.
The affiliated and subsidiary undertakings listed in the table below were not consolidated in the financial statements, to the extent allowed by the Accounting Act (art.56, item 2) and Resolution no. 2/98 of the Banking Supervision Commission, due to immaterial volumes of their financial figures as compared to WBK’s figures for first half of 2000, i.e.:

· balance sheet total

PLN
12,788,713 k

· interest income


PLN
689,625 k

Selected financial highlights of companies composing WBK Group:

Company 
Shareholding

%
Balance sheet total PLN k
Income on sales of goods, products and financial operations PLN k

Subsidiaries of WBK 




WBK Finanse & Leasing SA 
99.99%
96,079
14,202

WBK Nieruchomości SA 
99.80%
352
781

Masa upadłości – Lubuska Wytwórnia Win 
Sp. z o.o. (*)
81.69%
261
639

Brytyjsko Polskie Towarzystwo Finansowe WBK-CU Sp. z o.o.
60.00%
2,050
5.191

AIB WBK Fund Management Sp. z o.o.
54.00%
6,575
6.303

PB Polsoft Sp. z o.o.
51.00%
4,225
7.467

Affiliates of WBK




WBK AIB Asset Management SA 
50.00%
11,310
739

Subsidiaries of GBH 




Agrotechma Sp. z o.o. - in bankruptcy
68,00%
395
16

Affiliates of GBH 




Euroad Leasing Sp.z o.o.
37,50%
1,112
225

NOTA Sp. z o.o. – in bankruptcy (**)
25,00%
6
 -

      *   as at 31.12.1999

      ** as at 11.01.2000 (opening balance of liquidation)


The entities composing WBK Group do not hold shares in other companies making up the Group.

The consolidated financial statements include data for the period from 1 January to 30 June 2000 as well as comparable data for the period from 1 January to 30 June 1999.  

Due to the fact that Dom Maklerski WBK S.A. was established on 23 July 1999 and it commenced its operations on 2  November 1999, i.e. since the purchase of  Central Brokerage Office (CBO) from WBK S.A., and the financial data of the CBO for 6 months of 1999 are disclosed in WBK half year financial statements, the financial data for the half year of 2000 are fully comparable with the financial figures for 1999. 

Furthermore, in order to ensure comparability of data included in the consolidated financial statements for the first 6 months of  1999 with figures presented in the consolidated financial statements for the first 6 months of  2000, a change in the statements of the dominant entity was introduced.  This change implied moving the provision for long service awards from “charges for provisions and revaluation” to “the Bank’s operating costs” (remuneration) in the profit and loss account.  In the balance sheet, this item was moved from “provisions” to “accruals” .  This change has no impact on the size of the balance sheet total, capitals and financial result and it is compliant with the requirements of the Cabinet’s Ordinance dated 22 December 1998 on the type, format and range of current and periodical information as well as on dates of its submission by issuers of publicly traded securities. 


The consolidated financial statements for the first six months of 2000 were based on the consistently run and maintained consolidation documentation, application of accounting principles and policies, including the valuation of assets and liabilities as well as calculation of the financial result, as defined in the Accounting Act of 29 September 1994, Resolution no 1/98 of the Banking Supervision Commission of 3 June 1998 relating to specific policies to be employed by banks in the preparation of additional information,  Resolution no 2/98 of the Banking Supervision Commission of 3 June 1998 relating to specific policies to be employed by banks in the preparation of consolidated financial statements.  Financial statements of Dom Maklerski for the purposes of consolidation were prepared in line with the regulations which apply to WBK Group.


Under the acquisition accounting method a consolidated balance sheet and profit and loss accounted are prepared by adding the respective items of the balance sheet as well as of profit and loss account which are then subject to appropriate adjustments, transfers and eliminations on consolidation.

As at the date of gaining a control over a subsidiary, the value of its net assets is determined and the arising (due to elimination of the subsidiary’s shares acquisition cost by the dominant entity and relevant value of the share capital of the subsidiary) goodwill or reserve on consolidation are amortised over a period of five years beginning with the month following the date of gaining the control over the subsidiary.  

Detailed data referring to determination and amortisation of goodwill of the subsidiaries are included in the Note 13.

WBK Group employs the following principles of assets and liabilities valuation as well as calculation of the financial result:

· Amounts due from financial, non financial and public sectors are presented in the financial statements as a net value, i.e. in the nominal value increased by matured and accrued interest less specific provisions raised in line with binding regulations.

· Debt securities as well as equity shares are classified according to the purpose of their holding – held for trading or held for investment. 

· Debt securities held for trading are shown in the balance sheet according to their acquisition price adjusted by the accrued interest, discount and premium, however, not higher than their net sell price. When the value defined in such a way is higher than the net sell price, the difference is taken to the costs of financial operations. 

· Debt securities held for investment are shown in the Bank’s ledger according to their purchase price adjusted by the accrued interest, discount and premium, including write downs due to the permanent loss of their value.

Brady bonds, commercial paper and municipal bonds included in this category were valued according to their market price, which in case of Brady bonds was calculated on the basis of average market price provided by the Reuter’s system as at 30.06.2000; the commercial paper and municipal bonds were valued according to the average yield of treasury bills (increased by the margin for credit risk) with the same residual maturity as the period to the nearest revaluation of the interest rate (bonds) or residual maturity (commercial paper).

NBP bonds are not quoted on the market, thus their market value is based on their book value.

· Equity shares, which are held for trading, are shown in the balance sheet at their purchase price, however not higher than the net sell price. In case the net sell price is lower than the acquisition price, the difference is incorporated into the costs of financial operations. Equity shares purchased and classified as investments are shown according to their purchase price, including write downs due to the permanent loss of their value.

· Shares and interests with unlimited marketability, unlisted and not being subject to regulated off-stock exchange trading were valued according to the purchase value less the provision raised.

· Units in trust funds are disclosed at their purchase price adjusted by the write downs due to the permanent loss of their value.

· Fixed and intangible assets are valued at their purchase price, which comprises the amount due to a vendor and other costs directly related to the purchase, adjusted by charges for depreciation. Depreciation charges are calculated using a straight-line method in relation to the majority of WBK’s fixed and intangible assets. In view of the planned liquidation of the currently used branch software (SEZAM), the accelerated amortization has been applied for this group of intangibles. 

The amortisation related to the liquidated, sold or given away fixed and intangible assets is disclosed as other operating costs.

· Assets taken over for debts are disclosed at the value of the debt for which the asset was taken over. Some of the items are valued in line with § 28 sec. 1 point 5 of the Resolution of the Banking Supervision Commission dated 3 June 1998. There is a specific provision for the possible difference between the amount of debt and the asset value raised in line with the regulations referred to above.

· Liabilities, including funds in banking accounts are disclosed in the amount required to be paid, including the accrued interest.

· Assets and liabilities being balance sheet and off balance sheet items, expressed in foreign currency are shown in PLN, calculated according to the average exchange rate for each currency set up by the Governor of the National Bank of Poland, (NBP) applicable on the last business day of the accounting period.

· Interest income and expense are presented in the P&L Account on the accrual basis, i.e. showing all income in a given period (except for interest matured and non-matured on problem receivables, capitalised interest and interest received downward related to succeeding accounting periods) and incurred costs (interest matured and non-matured related to the given period), irrespective of their payment date.

· Commissions/fees comprising income on granting loans, advances and bank guarantees are taken to profit of the accounting period when that loan or a guarantee was granted except for loans which jointly meet the following criteria: the minimum loan amount is 1 million PLN and the repayment period is longer than 12 months. The commission on such loans is taken to the financial result proportionally every month, in the amount related to the given accounting period.

· Profit on foreign exchange operations is presented in the item ‘Foreign exchange profit’, and profit on derivative transactions (SWAP and FRA) is shown under ‘Profit on financial operations’.

· Specific provisions for receivables categorised to problem loans, as well as for off balance sheet liabilities, are created in line with the Resolution No. 8/99 of the Banking Supervision Commission dated 22 December 1999.

· General risk provision was raised only by WBK within the Group. It is taken to costs of the current year in order to cover risks related to banking operations, pursuant to art. 130 of the Banking Law dated 29 August 1997.

Moreover, making use of possibility created by the Resolution No. 8/99 of the Banking Supervision Commission, the Bank uses general risk provision to cover the risk related to the following liabilities:

· loans granted to private customers under regular loan category,

· watched loans category;
· Provision for corporate income tax is created for timing tax differences relating to the recognition of income and cost in different periods for accounting and taxation purposes. As at 30 June 2000, WBK subsidiaries had timing differences taken to payables on the deferred income tax.

The entities of WBK Group do not constitute an income tax group. The corporate income tax on the gross profit as well as the corporate income tax based on the tax regulations is calculated separately for each company.

Figures representing individual items of the consolidated balance sheet and profit and loss account for the first half of 2000 were translated into EURO in line with the following rules:

· Balance sheet items and book value per share  – according to the average EURO rate expressed in PLN as at the balance sheet date, announced by the NBP – 4.2075,

· Profit and loss account items and earnings per share for 6 months – according to the rate which is an arithmetical average of rates applied for the last day of every ended month of 2000 – 4.0772 (January – 4.1250, February – 4.0539, March – 3.9650, April – 4.0226, May – 4.0894, June – 4.2075);

Summary financial statements of non-consolidated subsidiary and affiliated companies, in the format defined by § 3 item 2 point 2 in the Ordinance of the Minister Of  Finance, dated 19 November 1999 constitute an appendix to the consolidated financial statements.

The auditor, PricewaterhouseCoopers Sp. z o.o., after reviewing financial accounts of companies composing WBK Group for six months of 2000 and the comparative period of previous year did not raise any qualifications in their report. Therefore, there was no need to make any adjustments to the data presented in the financial statements.

There are no internal organisational units in the dominant entity or in its consolidated subsidiaries, which would have to prepare separate financial statements. 

Wielkopolski Bank Kredytowy SA produces consolidated financial statements in line with the Polish accounting principles (PAP), as well as under International Accounting Standards (IAS). Main differences between these two are:

· different manner of grouping the items presented in the balance sheet, the profit and loss account and cash flow statement;

· excluding from balance sheet capitalised and overdue interest, settlements due to advances granted by the Company’s Social Benefits Fund, exclusion of settlements referring to write-offs due to investment allowance;

· allocating the general risk reserve to a specific provision for regular and watch loans as well as to a general provision reducing the amounts due from customers;

· increasing the Bank’s tangible fixed assets, liabilities and depreciation in the profit statement by lease, which in line with the Polish regulations is presented as an operating lease;

· higher volume of funds in the cash flow arising from including interbank deposits and debt securities with the primary maturity of up to 3 months.

There are no differences in the value of own funds and net profit calculated according to PAP and  IAS:

· own funds based on PAP:

PLN 876,250 k;

· own funds based on IAS:


PLN 876,250 k;

· net profit based on PAP:


PLN 104,717 k;

· net profit based on IAS:


PLN 104,717 k;
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(Translation only)


