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INTRODUCTION

I. Operations of Bank Zachodni WBK S.A. Group

Bank Zachodni WBK S.A. is the dominant entity of the Bank Zachodni WBK S.A. Group. In consolidated financial statements the following entities are consolidated using acquisition accounting method: Bank Zachodni WBK S.A. and Dom Maklerski WBK S.A. Other companies, which are included in Bank ZACHODNI WBK S.A. Group, and are not consolidated in presented financial statements, are presented in the table in paragraph III.2.

Operations of dominant entity - Bank Zachodni WBK S.A.

Bank Zachodni WBK S.A. was established following the merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy on 13 June 2001.

On that day the District Court for Wrocław – Fabryczna, the 6th Economic Unit of the Domestic Court Registry registered the merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A., and the District Court in Poznań, the Economic Unit of the Domestic Court Registry deleted Wielkopolski Bank Kredytowy S.A from the Domestic Court Registry.

Bank Zachodni WBK S.A. was registered by the District Court for Wrocław – Fabryczna, the 6th Economic Unit of the Domestic Court Registry in the register of business entities under no. KRS 8723 run in w Domestic Court Registry.

The share capital of Bank Zachodni WBK S.A. totals PLN 729,602,840.

The Bank’s registered office is in Wrocław and the Bank’s name reads “Bank Zachodni WBK Spółka Akcyjna”.

Bank Zachodni WBK S.A. was assigned the identification number REGON 930041341, which, amongst other, implies the following information:

· Specific legal form: 16 Joint Stock Companies,

· Type of business:

· According to Polish Business Classification (PKD) 6512A - “Other banking operations”,

· According to European Business Classification (EKD) 6512 - “Other monetary intermediation”.

Bank Zachodni WBK S.A. is a universal commercial bank offering a wide range of bank services nationally as well as internationally for private individuals and businesses.

The business of Bank Zachodni WBK S.A., in line with the Statutes, comprises the following bank activities:

1. accepting money deposits payable on demand or at a due date as well as operating accounts for these deposits, including accepting and depositing cash in domestic and foreign banks,

2. operating other bank accounts,

3. granting loans,

4. granting bank guaranties,

5. issuing bank securities,

6. performance of financial settlements,

7. granting cash advances,

8. performing cheque and bill of exchange operations,

9. issuing payment cards and processing card operations,

10.  performing term financial operations,

11. trading in receivables,

12. safekeeping of objects and securities as well as providing access to safe deposit-boxes,

13. foreign currency operations,

14. granting civil law guarantees,

15. performing commissioned activities in relation to issue of securities,

16. performing operations of the bank – a representative of  bond holders.

Other operations of the Bank, which are non-banking activities include:

1. taking up or acquiring shares, interests of other corporate entity or contribution on limited partnerships or  units in trust funds and investment certificates in accordance with the principles specified by the Banking Law act,

2. incurring liabilities related to the issue of securities,

3. proprietary trading in securities or on behalf of third parties,

4. performing swaps of debts into other elements of the debtor's assets,

5. acquiring and disposing real estates and debts secured by a mortgage,

6. providing consultancy and advisory services in relation to financial matters,

7. providing other financial services including:

a) operating securities accounts,

b) providing agency and co-operation in receiving loans and advances,

c) performing collection activities on the basis of documents confirming the existence of cash receivables,

d) concluding and delivering agreements with businesses, including foreign ones, on agency on lodgements to bank accounts,

e) financial and operational participation in international projects and undertakings,

f) performing trust activities,

g) providing leasing, factoring, forfeiting, franchising services as well stand-by and firm commitment underwriting,

h) trading in transferable property rights from securities and in transferable property rights, the price of which directly or indirectly depends on the price of securities (derivative rights) on the Bank’s own account or as ordered by third parties, 

i) performing activities, as requested by the Minister of Treasury and set forth in the Act of 30.08.1996 on commercialization and privatization of state-owned enterprises,

j) accepting the management of shares held by the Treasury of State,

8. providing sales-related services for open pension funds,

9. performing the function of a custodian as specified in regulations on organization and functioning of pensions funds,

10. performing the function of a custodian as specified in regulations on organization and functioning of investment funds,

11. agency in selling insurance, lease and pension products, units in funds and certificates of investment funds.

The Bank can also perform, at the request of other banks, the operations mentioned above, when these operations fall within the scope of activities of those banks. Bank Zachodni WBK S.A. can co-operate with domestic, foreign and international banks and financial institutions in the course of its operations and provided services in the area of cash transportation.

The Bank may establish or join clearing chambers in the form of commercial law companies with the objective of exchanging payment orders and defining mutual receivables arising from these orders. If a specific regulation requires that a relevant consent is obtained to perform these activities, it must be obtained prior to performing these activities.

1. Operations of Dom Maklerski WBK S.A.

Dom Maklerski WBK SA, was established by a force of a notary deed, dated 23 July 1999, and entered in the Register of Companies run by the Court of Registers in Poznań, on 28 July 1999, under the no. RHB 12981.

According to the decision of Securities and Exchanges Commission (KPWiG – 4021-9/2001), Management Board of Centralna Tabela Ofert S.A. and Statue, Dom Maklerski WBK S.A. performs the following services:

1. offering securities in the primary trading or initial public offer (IPO);

2. buying or selling securities on the customer’s account ( brokerage services);

3. buying or selling securities on its own account in order progress tasks related to the organization of the regulated market;

4. operating securities accounts and securities-related accounts;

5. undertaking actual and legal actions aimed at taking up or purchasing by a customer the securities which are not admitted to the public trading;

6. undertaking actions related to servicing trust funds, pension funds as well as investment funds;

7. undertaking of actions in the CTO market – regulated off stock exchange trading.

On 21 December 2000 the AGM of Dom Maklerski WBK S.A. took resolution on merger of DM WBK S.A. and DM BZ S.A. in Wrocław. The merger took place on 11 May 2001.
II. Description of accounting principles adopted for preparation of Financial Statements of Bank Zachodni WBK S.A.

2. Legal basis applied to financial statements of Bank Zachodni WBK S.A. 

The Bank operates in line with the Banking Law Act, Commercial Code, Accounting Act, the Bank Statutes and other regulations of Polish law.

The consolidated financial statements for the first half of 2001 were prepared based on consistently maintained consolidation documentation, application of accounting principles and policies, relating to the valuation of assets and liabilities and the determination of the financial result, as defined in the following legal acts:

· Accounting Act, dated 29 September 1994 (Journal of Laws no. 121, item 591 with subsequent amendments),

· Banking Law Act, dated 29 August 1997 (Journal of Laws no. 140, item 939 with subsequent amendments)

· Act on Corporate Income Tax, dated 15 February 1992 (Journal of Laws no. 106, item 48 with subsequent amendments)

· Ordinance of the Cabinet, dated 22 December 1998, with regard to the nature, form and range of current and periodic information submitted by the issuers of quoted securities (Journal of Laws no. 163, item 1160),

· Ordinance of the Minister of Finance, dated 19 November 1999, on defining more rigid criteria than those specified in the Accounting act in relation to issuers of quoted securities and issuers of securities applying for their admission to public trading,

· Ordinance of the Minister of Finance, dated 19 November 1999, on additional information in financial statements of banks and in consolidated financial statements of banks with regard to entities which are issuers of securities admitted to public trading or issuers of securities applying for admitting to public trading,

· Resolution of the Banking Supervision Commission no. 1/98, dated 3 June 1998, on the special accounting principles applied in banks and on the preparation of notes to the financial statements (Journal of the NBP no. 14, item 27),

· Resolution of the Banking Supervision Commission no. 2/98, dated 3 June 1998, on the special accounting principles applied in banks and on the preparation of consolidated financial statements (Journal of the NBP no. 14, item 28),

· Resolution no. 8/99 of the Banking Supervision Commission, dated 22 December  1999, on principles for the creation of provisions for banking risk (Journal of the NBP no. 26, item 43),

· Guidelines of the Securities and Stock Exchanges Commission, dated 23 February 2000, on the differences between PAP and IAS or US GAAP and Guidelines of the Securities and Stock Exchanges Commission, dated 15 December 2000, on the reconciliation of financial statements to IAS or US GAAP.

The financial statements of Bank Zachodni WBK S.A. for the first half of 2001 are the first interim report for the Bank published after the merger process, which took place on 13th June 2001. The merger was conducted in accordance with British GAAP rules, particularly with FRS 6 and it is presented in the consolidated financial statements for the I half-year of 2001.

3. Legal basis applied to financial statements of Dom Maklerski WBK S.A.

The financial statements of Dom Maklerski WBK S.A. was prepared in accordance with the following legal acts:

· Accounting Act, dated 29 September 1994 (Journal of Laws no. 121, item 591 with subsequent amendments),

· Ordinance of the Minister of Finance, dated 15 June 1999, on the special accounting principles applied in banks in which the brokerage activity is conducted.

III. Principles for asset and liability valuation as well as determination of the financial result in Bank Zachodni WBK S.A. Group

4. Principles for asset and liability valuation as well as determination of the financial result in Bank Zachodni WBK S.A.

Pursuant to the above regulations, the dominant entity - Bank Zachodni WBK applies the following principles for asset and liability valuation as well as determination of the financial result:

1. Amounts due from financial, non financial and public sectors are presented in the financial statements at their net value, i.e. in the nominal value increased by due and accrued interest and decreased by specific provisions raised for receivables.

2. 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 purchase price adjusted by accrued interest, the discount and the premium, however, not higher than the net sale price. When the value determined in such a way is higher than the net sale price, the difference is taken to the costs of financial operations. Debt securities held for investment are shown in the Bank’s accounting records according to their purchase price adjusted by accrued interest, the discount and the premium, and net of provisions for permanent loss of value.

Equity shares held for trading, are shown in the balance sheet at their purchase price, however not higher than their net sale price. In case the net sale price is lower than the purchase price, the difference is incorporated into costs of financial operations.

Equity shares purchased and classified as investments are shown according to their purchase price and net of provisions for 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 created provisions.

3. Units in trust funds are disclosed at their purchase price adjusted for provisions due to permanent loss of value. Dividend income from investment funds, which invest exclusively in government and pay dividends on a semi-annual basis are recognized in the profit and loss account on an accrual basis.

4. Fixed and intangible assets are shown at their purchase price, which comprises the amount due to the vendor and other costs directly related to the purchase, after adjustments of depreciation charges calculated under a straight line method according to rates defined in the Bank Zachodni WBK depreciation plan for 2001. The rates take account of the planned economic life and technological wear and tear. Depreciation/amortization relating to liquidated, sold or donated fixed and intangible assets is disclosed as other operating costs.

5. Goodwill represents the difference between the market value and the price paid for particular assets. In line with PAR, goodwill is taken to intangibles, and amortized over the period of five years according to a straight-line method.

6. Debt / assets swaps are disclosed at the value of the debt for which the assets were taken over. Some of the items are valued in line with § 28 sec. 1 point 5 of Resolution no. 1 of the Banking Supervision Commission, dated 3 June 1998. A specific provision is raised for the difference between the amount of the debt and the value set in line with the regulations referred to the above.

7. Liabilities, including funds in banking accounts, are shown in the amount due to be paid, including accrued interest.

8. Assets and liabilities representing balance sheet and off balance sheet f/x items are shown in PLN, translated according to the average exchange rate for each currency set by the Governor of the National Bank of Poland, (NBP) applicable on the last business day of the accounting period.

9. Interest income and expense are presented in the P&L Account on an accrual basis, i.e. showing all income (except for interest due and accrued on problem receivables, capitalized interest and interest received in advance) and incurred costs (interest due and accrued in the period to which they relate), irrespective of their payment date.

10. Commissions comprising income on granting loans, advances and guarantees are taken to profit of the accounting period when that loan or a guarantee was granted, except for loans fulfilling the following criteria: the minimum loan amount is PLN 1 million and the repayment period is longer than 12 months. 

11. The result on f/x SWAPS is disclosed in the item ‘Profit on financial operations’, however the result from zloty operations is shown under ‘Net interest income’. F/X SWAPS were valued in such a way that their forward leg reflects the market value, while the spot leg is revalued in line with the fixing rate as at 30 June 2001; the value shown in the profit and loss account is the total of these revaluations less accrued SWAP points.

12. Specific provisions for receivables categorized as regular - in respect of personal consumer loans (except for home loans), as ‘watch’ and problem ones, as well as for off balance sheet liabilities committed, are created in line with the Resolution of the Banking Supervision Commission no. 8/99, dated 22 December 1998.

13. Provision for general risk is charged to costs of the current year in order to cover risks related to the banking operations, pursuant to art. 130 of the Banking Law, dated 29 August 1997.

14. The provision for corporate income tax is created for timing tax differences related to the recognition of income and cost in different periods in line with the Accounting Act and the binding tax regulations. In the case of specific provisions for lost loans, a decision was taken to assess individually whether a particular provision meets the requirement to be recognized as tax deductible or not. That was the condition to raise a provision for deferred tax.

In the Group entities there are temporary negative differences – disclosed under prepayments, as well as positive differences – for which provision is created. 

The units within Bank Zachodni WBK S.A. Group do not compose a taxation group and therefore, the calculation of income tax based on the P.B.T as well as the calculation of income tax based on the tax regulations are carried out separately in each of the subsidiaries.

15. The taxation charge represents corporate income tax calculated based on the profit before taxation adjusted by income tax arising from the CIT return and by the provision for deferred tax.

16. Merger costs of WBK S.A. and BZ S.A. were shown in the books of the merged Bank Zachodni WBK S.A. – dominant entity - at historical value and they were all charged to costs of banking operations.

Information, which is included in the half-year report for the first half of 2001, was prepared in compliance with the principles of asset and liability valuation and determination of the financial result as at the day of producing the statements. It also takes account of adjustments relating to provisions, a temporary provision for deferred tax and revaluation charges.

Comparable data of both banks were presented according to unified principles in compliance with applicable regulations accounting principles. Comparable financial data for 2000 presented in the statements for the first-half of 2001 were presented as a total of individual items in the financial statements of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A. Adjustments which aimed at elimination of balances of mutual receivables and liabilities, and revenues and costs of intercompany transactions between the two banks were made.

In order to make the first half of 2000 of dominant entity comparable, part of provisions for problem loans in the amount of PLN 150.3m, raised in the second half of 2000 in Bank Zachodni, was moved to the first half of 2000. This amount was determined following a review of provisions for problem loans created last year. In addition, provisions for deferred costs created in the second half of 2000 were moved to the first half of 2000, including provisions for jubilee awards and pension compensations, as this was the actual requirement for the first half of 2000.The detailed information is presented in the table below:

PLN  mln
BZ
WBK
BZ WBK

Pre-tax profit
98.1
115.6
213.7 

-  transfer of provisions 

   created in 2h  to 1h 2000
(150.3)



-  creation of  the required 

   reward provision for jubilee 

   and retirement benefits
(8.9)



-  provisions raised
(1.5) 



Pre-tax profit /loss
(62.6)
115.6
53.0

Income tax
(21.3)
(19.8)
(41.1)  

After tax profit/loss
(83.9)
95.8
11.9     

5. Principles for asset and liability valuation as well as determination of the financial result in Dom Maklerski WBK S.A.

The accounting books of Dom Maklerski WBK S.A. are run in accordance to the following accounting rules:

· continuity principle, according to which unified business operations grouping rules are applied with regard to valuation of assets and liabilities, calculation of profit and depreciation charges and preparation of financial statement, 

· accrual principle, according to which we report all revenues and costs attributable to these revenues are posted in the books irrespectively from the payment date,

· prudent valuation principle, according to which assets and liabilities have been valued based on actual costs decreased by:

· depreciation charge,

· specific risk reserves.

· materiality principle, according to which all material business operations were presented in the books.

The consolidated half-year report presents the data of the Bank Zachodni WBK S.A. Group, which consists of Bank Zachodni WBK S.A. – dominant entity and Dom Maklerski WBK S.A. – the unit consolidated using acquisition method.

Consolidated financial statements for the first half-year of 2000 and 2001 were prepared by way of totalling the individual items in the consolidated financial statements of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A. Adjustments aimed at elimination of mutual balances of liabilities and receivables as well as income and costs arising from transactions between the two banks were made.

In 2000 Gliwicki Bank Handlowy S.A. was consolidated by acquisition accounting method. The bank enterprise of GBH S.A. was bought in the second half of 2000 by Wielkopolski Bank Kredytowy S.A. 

The data presented in the consolidated financial statements for the first half of 2001 is comparable to the previous period due to that all assets and liabilities of bought GBH S.A. banking enterprise are included in financial statements.

In the first half of 2001 due to not significant values of individual financial data, resulting from financial statements of GBH S.A. in comparison to values achieved by Bank Zachodni WBK S.A. in the first half of 2001 GBH S.A. is not consolidated.

On the basis of Accounting Act dated 29 September 1994, Resolution of the Banking Supervision Commission no. 2/98 dated 3 June 1998 and Ordinance of the Minister of Finance dated 19 November 1999, in the consolidated financial statements the following subsidiaries and affiliates are not included due to the not significant individual financial data, resulting from financial statements of the subsidiaries and affiliates in comparison to the values achieved by Bank Zachodni WBK S.A. in I half-year 2001:

· total assets as at 30.06.2001


PLN23.934.910k,

· interest income for the period 1.01-30.06.2001r.
PLN1.436.139kł.
Detailed information on companies excluded from consolidation is presented in the table below: 

Name of the entity


Percentage
Total

% share 

Income from sale

% share





of owned

assets

in total

of products

in income of





share

PLNk

assets of

and financial operations 
BZ WBK S.A.





capital



BZ WBK S.A.
PLNk

Subsidiaries of Bank Zachodni WBK S.A.

BZ WBK Finanse & Leasing**

  99.99%

263,794

1.102

39,534


2.753

WBK Nieruchomości SA

  99.99%

       396

0.002

   454


0.032

GBH SA



  97.23%

  23,755

0.099

 1,222


0.085

Brytyjsko Polskie 

Towarzystwo Finansowe

WBK - CU Sp. z o.o.

  60.00%

   1,397

0.006

3,904


0.272

AIB WBK 

Fund Management 

Sp. z o.o.



  54.00%

   7,636

0.032

  7446


0.518

PB Polsoft Sp. z o.o.

  51.00%

   5,375

0.022

  7,415


0.516

WBK Nieruchomości 

i Wspólnicy Sp. Komandytowa
  99.99%

156.279

0.653

     237


0.017

Zachodnie Systemy 

Teleinformatyczne Sp. z o.o. 

100.00%

    1,676

0.007

 2,833


0.197

Gospodarstwo Rolne 

Niepruszewo Sp. z o.o.

100.00%

  10,905

0.046

 3,593


0.250

Gospodarstwo Rolne

Cisy Sp. z o.o.



100.00%

        79

0.000

-

Affiliates of  Bank Zachodni WBK S.A.

WBK AIB Asset

Management SA


50.00%
 
  13,573

0.057

3,261


0.227

EUROAD Leasing Sp. z o.o.
**
37.50%

    1,112**

0.005

   317**


0.022

eCard SA



28.57%

    3,772**

0.016

     86**


0.006

International Westfund Holdings Ltd.***
33.70%

  11,486

0.048

    893


0.062

Kanwig-Trading Żurawica Sp. z o.o.*
77.00%

-

Kanwig Agencja Celna Sp. z o.o.*
49.00%

       286

0.001

-

*    Data as at 31.12.1999

**  Data as at 31 .12.2000

*** Data as at 31.12. 2000, calculated according to average rate of NBP: PLN/GBP = 6,1903 (as at 31.12.2000)

Total sum of assets, income from sale of products and financial operations of non consolidated units do not exceed 20% of individual values of financial statement which are: total assets in amount PLN 24.619.592k and total income from sale and income on financial operations in amount PLN1.541.079k, calculated using the assumption that all subsidiaries and affiliates are included without any eliminations.

IV. Principles of PLN conversion into EURO

Financial data in relation to individual items of the consolidated financial statements of Bank Zachodni WBK S.A. for the first half of 2001 were converted into EURO according to the following rules:

Selected balance sheet data and the book value per share  – according to the EURO average rate translated into zloty and announced by the NBP as on the balance day – 3.3783.

Selected P&L account data for the first half of 2001 – according to the exchange rate calculated as the arithmetic mean of exchange rates on the last day of each ended month in a half-year - 3.5806 (January – 3.8015, February – 3.7535, March – 3.6170, April – 3.5364, May – 3.3969, June – 3.3783).

V. Auditor's statement on the financial statements for the first half of 2001

The auditor, PricewaterhouseCoopers Sp. z o.o, after reviewing financial statements of Bank Zachodni WBK S.A. for the first half of 2001 issued a statement without any qualifications.

Comparable data of Bank Zachodni WBK S.A. for the period from 1st January to 30th June 2001 were prepared on the basis of consolidated financial statements of banks for the period to 30th June 2001. PricewaterhouseCoopers Sp. z o.o, after reviewing consolidated financial statements of Wielkopolski Bank Kredytowy S.A. for the first half of 2000 issued on 23rd August 2000 statement without qualifications. The consolidated financial statement of Bank Zachodni S.A. for the first half of 2000 was not subject of review or audit.

VI. Internal organizational units

There are no internal organizational units in the Bank Zachodni WBK S.A. structure, which would prepare separate financial statements.

VII. Differences in relation to preparation of statements in line with Polish Accounting Regulations and International Accounting Standards

For the period from 1st January to 30th June 2001 Bank Zachodni WBK S.A. did not prepared and did not publish financial statements according to International Accounting Standards. Main differences in the financial statements prepared in line with Polish Accounting Principles (PAR) and International Accounting Standards (IAS) consist in a different classification of items in the balance sheet, profit and loss account and the cash flow statement. The main identified and taken into consideration differences in preparing the financial statements according to the IAS are as follows:

· Lower balance sheet total due to the netting of suspended and overdue interest on loan balances,

· The margin on receivables is not included in the balance sheet,

· Loans granted from the Bank’s Social Fund are balanced in the balance sheet,

· Presentation of operating lease in the balance sheet, which according to IAS is presented as finance lease and inclusion of land, held on perpetual usufruct by (long leasehold) by Bank Zachodni WBK SA. into fixed assets.

Due to the introduction of the IAS 39 “Financial Instruments” on 1st January 2001 the bank started works connected with implementation of the IAS 39. The review of critical fields was made and the interdepartmental team was established. The team is to implement the project by the 31st December 2001. The application of IAS 39 may have an impact on valuation of assets and liabilities and the financial result.
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