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Additional Explanatory Notes

1.  Concentration mix of the bank Zachodni WBK S.A. Group exposure to individual entities, groups and sectors

In pursuing its credit policy, the Group of Bank Zachodni WBK S.A. adheres to the prudence rules set out in the Act on Banking Law.

All loans sanctioned by Bank Zachodni WBK S.A – dominant entity - are within the set percentage limit of the exposure against own funds. As at 30 June 2001, the own funds of Bank Zachodni WBK S.A. were PLN 2,148.3m. The credit exposure toward one customer or a capital group should not exceed PLN 537.1m. 

Within its lending policy, BZ WBK applies the rule of exposure to relatively low risk sectors, which together with the loan portfolio diversification allows to eliminate a potential risk connected with granting excessively high loans to entities within the same sector.

The Bank applies credit policies in respect of financing individual sectors and companies representing different industries.

As at 30 June 2001, the mix of sectors in the loan portfolio was as follows:

Sector
% Share

Trade
17.66

Food industry
6.42

Financial intermediation
4.66

Wood and paper industry
4.60

Chemical industry
5.20

Power industry
4.66

Telecommunication
4.36

Construction
4.65

Construction
4.50

Agriculture
2.89

Metal industry
2.38

Car industry
4.88

Clothing
2.27

Transport
1.60

Mining
1.91

Real estates
2.58

Administration
3.08

Other services
3.53

Other
18.17

Total
100.0

Businesses with the largest share in the Bank’s loan portfolio are customers with whom Bank Zachodni WBK S.A. has had a long-lasting relationship. Monitoring of their financial standing and repayment capacity is conducted on an on-going basis.  Risk related to financing these customers, taking into account the relationship history, applicable procedures and security covers, is assessed as low. 

Bank Zachodni WBK S.A. granted loans and guarantees to entities where it holds equity investments. As at 30 June 2001, the total amount of loans and guarantees utilised by these entities was PLN 397,576.5k, which represents 18.5% of the dominant entity’s own funds.

2. Financial Instruments

The table below presents information on securities referred to in art. 3 item 3 of the Act on Public Trading in Securities, dated 21 August 1997 (Journal of Laws No. 118, item 754, with subsequent amendments), other derivative rights related to proprietary interests that are subject of the issuer’s investments and forward transactions.


PLN Interest Rate SWAP
PLN Future Rate Agreements

Sold
PLN Future Rate Agreements

Bought
FX Swaps

/FX

Forwards
Option for IRS 

in USD sold
Option for IRS

 in USD bought
Options for Euroindex 

in PLN

bought

Nominal value 

(PLNk)
1.140.711,17
100,00.00
150,000.00


12,650,297.7


32,494.86
32,494.86
306,608.21



Purpose
Hedging
Trading
Trading
Trading
Trading
Trading
Hedging.

Maturity

Date range
From

20-07-01

to 20-03-06
27-08-2001
From 

31-08-01

 to 23-10-01
From

 02-07-01 

to 27-06-02
12-08-02
12-08-02
From 

30-09-03

to 06-02-04

Possibility of early settlement
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Price/

Range of Prices
from 8.5 %
from 15.45 %
From 14.77 %
from 0.0019

do 39.84
151.11
-71.49
-27,795.83

Possibility to convert into other asset/liability
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Expected cashflows
Variable
Variable
Variable
Variable
Variable
Variable
Variable

Additional collaterals
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Other terms & conditions
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Type of risk
Interest rate
Interest rate
Interest rate
Interest rate./

liquidity
Interest rate
Interest rate
Interest rate

Off-balance sheet contingent liabilities of Bank Zachodni WBK S.A. Group

As at 30 June 2001, contingent liabilities of the dominant entity - Bank Zachodni WBK S.A. totalled PLN 3,694,985k, of which:

1.
granted liabilities:
PLN 3,052,501k

2.
accepted liabilities:
   PLN 642,484k

The granted liabilities include:

1.
liabilities in relation to financing:
PLN 2,434,429k;

2.
guarantees:
   PLN 618,072k.

The amount of PLN 5,045.69k accounting for the off-balance sheet liabilities of the subsidiaries and associates comprises guarantees granted to Dom Maklerski WBK S.A. in the amount of PLN 143k, WBK Nieruchomości SA in the amount of PLN 16.9k and Inter Groclin Auto S.A. in the amount of PLN 4,885.79k.

Liabilities related to financing included import letters of credit of PLN 79,139k. 

Liabilities due to buy/sell transactions of PLN 29,586,243k include:

· Liabilities due to f/x transactions of PLN 26,618,233k, with a breakdown into:

1.
Bought foreign currencies:
  PLN 13,114,682k

2.
Sold foreign currencies:
  PLN13,427,323k

3.
Positive SWAP differentials:
         PLN 82,608k

4.
Negative SWAP differentials:
          -PLN 6,380k

· transactions in financial instruments amounted to PLN 2,968,010k, of which:

1.
bought:
PLN 1,612,309k;

2.
sold:
PLN 1,355,701k;

The item “Others” in amount PLN 3,560,292k includes:

· assets taken over totalling PLN 1,413,253k;

· other liabilities in the amount of PLN 2,147,039k.includes 

· liabilities due to securities received in the amount of PLN 21,433k, 

· liabilities issued – in the amount of PLN 1,452,765k, where:

1.
bonds as a security for a lombard loan: 
PLN 1,418,065k;

2.
T-Bills serving as a collateral for liabilities to the Banking Guarantee Fund: 
     PLN 34,700k

· liabilities due to assets received in amount PLN12,128k,

· other off-balance sheet in amount PLN 672,841k.

As at 30 June 2001, contingent liabilities of Dom Maklerski WBK S.A. – unit consolidated by acquisition accounting method - totalled PLN 7k. It consists of guarantee bill of exchange.

3. Amounts due to the State budget or local governments related to the ownership title to buildings and premises

As at 30 June 2001, the Group of Bank Zachodni WBK S.A. did not hold any liabilities toward the State budget or the local governments arising from the ownership title to buildings and premises.

4. Income, costs and impact of discontinued operations in the accounting period or of the operations planned to be discontinued in the next period

In the first half of 2001, there was no income or costs related to discontinued operations in Bank Zachodni WBK S.A.

5. Costs of commenced investments, fixed assets and development for the Group’s own needs

As at 30 June 2001, the commenced investments in Bank Zachodni WBK S.A. totalled PLN 164,694k. Commenced investments in hardware and software across the Group totalled PLN 10,425k, whereas the construction investments and the original furnishing of outlets totalled PLN 154,268k.

As at 30 June 2001, pursuant to finance lease contracts, Bank Zachodni WBK S.A. leases fixed assets with a gross value of PLN 201.7k.

Part of fixed assets such as hardware, vehicles and multimedia equipment are used by Bank Zachodni WBK S.A on the basis of operating lease agreements. The value of these fixed assets is posted in the lessor’s books. The bank runs an off-balance sheet registration according to the market value, including VAT as on the day of leasing the asset to Bank Zachodni WBK S.A.  The value of these assets totals PLN 13,526.3k.

6. Incurred and planned capital expenditure
In 2001, the capital expenditure incurred by Bank Zachodni WBK S.A in respect of fixed assets amounted to PLN 207,294k. Equity investments, i.e. purchase of shares and interests for investment purposes were PLN 26,458.3k. The largest of them included contributions related to eCard S.A., payments for shareholding in AWSA Holland BV and the purchase of GBH shares.

The capital expenditure incurred by Dom Maklerski WBK S.A. in respect of IT amounted to PLN 1,240k and in respect of other projects PLN 659k.

The capital expenditure for fixed assets planned by dominant entity of the Group of Bank Zachodni WBK S.A. for the second half of 2001 is PLN 550,407k. This amount comprises expenditure for information technology of PLN 377,675k and for construction, modernisation and other items in the amount of PLN 172,732k.

The capital expenditure for fixed assets planned by Dom Maklerski WBK S.A. for the second half of 2001 is PLN 4,664k.

7. Significant inter-company transactions of the issuer and its connected entities
As at 30 June 2001, the value of eliminated transactions between the dominant entity and Dom Maklerski WBK S.A consolidated under the acquisition accounting method is as follows:

Item
PLN’000

Amounts due from financial sector
136,294

Amounts due to financial sector
136,294

Other assets
357

Other liabilities
357

Interest income
16,312

Interest expense
16,312

Commission income
302

Commission expense
302

Other operating income
2,936

Other operating costs
2,936

These items were excluded from the consolidated financial statements of Bank Zachodni WBK Group.

As a result of transactions with Bank Zachodni WBK Group entities, which were excluded from consolidation, the balances in the financial statements are as follows:

Item
PLN’000

Amounts due from financial sector
79,290

Amounts due from non-financial and public sectors
27

Amounts due to financial sector
24,319

Amounts due to non-financial and public sectors
1,589

The above items were moved in the consolidated financial statements of Bank Zachodni WBK Group.

8. Management of Bank Zachodni WBK S.A. related companies

In the first half of 2001, the dominant entity - Bank Zachodni WBK S.A. participated in the management of its subsidiary or associated undertakings by having the Bank’s representatives on the company’s Management or Supervisory Boards. Information on the number of persons on Management or Supervisory Boards in individual companies is presented below:

Company
No. of persons

Gliwicki Bank Handlowy S.A.


5 – Bank Council

3 – Management Board



WBK Finanse & Leasing SA
6 – Supervisory Board

Dom Maklerski WBK SA
5 – Supervisory Board

WBK Nieruchomości SA
6 – Supervisory Board

AIB WBK Fund Management Sp. z o.o.
2 – Supervisory Board

PB Polsoft Sp. z o.o.
2 – Supervisory Board

WBK AIB Asset Management SA
3 – Supervisory Board

Gospodarstwo Rolne CISY Sp. z o.o. w likwidacji
3 – Supervisory Board

Gospodarstwo Rolne Niepruszewo Sp. z o.o.
3 – Supervisory Board

Zachodnie Systemy  Teleinformatyczne Sp. z o.o.
3 – Supervisory Board

NFI Magna Polonia SA
2 – Supervisory Board

eCard SA
2 – Supervisory Board

EUROAD Leasing Sp. z o.o.
1 – Supervisory Board

9. Joint undertakings which are subject neither to consolidation under acquisition accounting method nor equity method

In the first half of 2001, Bank Zachodni WBK S.A. did not participate in joint undertakings with other companies, which were subject, neither to consolidation under acquisition accounting nor equity method.

10. Staff numbers in Bank Zachodni WBK S.A. Group

As at 30 June 2001, staff number in Bank Zachodni WBK S.A. was 10,550 FTE’s. As compared to combined data for Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A. as at 30 June 2000, the headcount was lower by 3.9%. As at 30 June 2001, staff number in Dom Maklerski WBK S.A. was 369 FTE’s.

Bank Zachodni WBK S.A. is working on employment restructuring programme. 

The dominant entity is not able to define the level of further costs connected with severance payments. Consequently in the first half of 2001 the provision for severance payments was not created.

11. Remuneration for the Management Board and Supervisory Board of the dominant entity

The remuneration paid in 2001 to the members of Bank Zachodni WBK S.A Management Board amounted to PLN 6,093.5k and to the members of the Supervisory Board – PLN 246.2k.

In the first half of 2001, members of the Management Board received a remuneration of PLN 33.2k from a subsidiary. In 2001, no member of the Supervisory Board or Management Board of Bank Zachodni WBK received remuneration from any subsidiary or associated companies.

12. Advances, loans, borrowings and guarantees sanctioned to members of the Management Board and Supervisory Board of the dominant entity

As at 30 June 2001, members of the Supervisory and Management Boards of Bank Zachodni WBK S.A. did not hold credit accounts with this bank. 

Members of the Supervisory and Management Boards of Bank Zachodni WBK S.A. did not receive any advances, loans, or guarantees with the Banks associated and subsidiary undertakings.

13. Significant events related to previous years and included in the consolidated financial statements

No significant events relating to previous years took place, which were included in the consolidated financial statements of Bank Zachodni WBK S.A. Group for the first half of 2001.

14. Significant post-balance sheet date events which were not reflected in the consolidated financial statements for 2001

After the balance sheet date, i.e. 30 June 2001, no significant events occurred in the Group of Bank Zachodni WBK S.A., which would have an impact on the consolidated financial statements.

15. Relations between legal predecessor and the entity – dominant entity as well as on the method and range of taking over assets and liabilities

Bank Zachodni S.A. – the dominant entity of the Group - was established in 1989 as one of the nine state-owned regional banks hived off from the National Bank of Poland. In 1991 it was transformed into a Joint Stock Company of the State Treasury. In 1999 the Bank was privatized and gained AIB European Investments Ltd. as its strategic investor. Bank Zachodni WBK S.A. was established as a result of the merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A. on 13 June 2001.

16. Inflation rates in the financial statements

In recent years the inflation rate in Poland has not exceeded 20% (annualised). Therefore, there is no need to adjust the financial figures in the financial statements by a relevant inflation rate.

17. Changes to the adopted accounting principles and format of the consolidated financial statements

The consolidated report for the first half of 2001 is the first published report of Bank Zachodni WBK S.A. – the entity established as a result of the merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A.

The comparable data of both banks have been presented according to unified principles in compliance with the applicable regulations, accounting principles and calculation of a provision for the deferred tax. The comparable financial data for 2000 shown in the report for the first half of 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.

18. Differences between the data disclosed in the financial statements and comparable financial data from the financial statements previously prepared and published

The changes in presentation in financial statements were made in comparison with published consolidated quarterly report for the 2nd quarter 2001. Due to continuation of harmonisation of accounting rules applied in both banks before the merger the suspended interests from receivables under recovery were included in the balance sheet and prepayments due to the deferred tax with income tax provisions were balanced. Due to that fact the total assets were changed in individual periods.

Moreover bank changed the way of presentation of SWAP transactions which decreased the value of off balance sheet items. The net profit was changed due to the change of provision for GBH S.A. shares which was not included in the consolidation adjustments. GBH S.A. – is not consolidated starting from 1st  January 2001. 

Due to above changes in the consolidated cash flow statement the balance of liabilities and receivables were changed. 
Other Supplementary Information

Information on Bank’s involvement in significant claims

In the first half of 2001 no proceedings were instituted and brought to court or state administration bodies in relation to liabilities or receivables of the Bank whose total value would represent at least 10% of the Bank’s own funds.

BGŻ S.A. v/s WBK S.A

Provincial Court in Warsaw, with its ruling of 5 June 1998, dismissed entirely the claim of the Head Office of Bank Gospodarki Żywnościowej in Warsaw to adjudicate the return of the amount which was received in the course of legal recovery proceedings from a reguarantee granted by BGŻ SA in favour of WBK for the debts of Spółdzielnia Przetwórstwa Owocowo – Warzywnego “Frutex” in Ełk and the interest payment related to the amount adjudged to BGŻ SA

BGŻ SA lodged an appeal against the ruling, which was delivered, to the Bank on 1 March 1999. The court reviewed the appeal on 7 September 1999. By its ruling of 21 September 1999, the Court of Appeal in Warsaw took into account the appeal of Bank Gospodarki Żywnościowej S.A. in Warsaw against the ruling of the Lower Court (the court of the first instance) favourable for WBK and adjudicated the payment by WBK to BGŻ of PLN 9,094k together with the statutory interest due for the periods indicated in the ruling as the reimbursement of the amount received by WBK in the execution proceedings, conducted due to the BGŻ’s re-guarantee of the liabilities of Spółdzielnia Przetwórstwa Owocowo-Warzywnego “Frutex” in Ełk towards WBK.

The ruling is not enforceable. WBK S.A. lodged an appeal for cassation (annulment) to the Appeal Court. The date of the hearing will be set by the Superior Court ex officio. The Bank has a provision for this disputable amount.

J. Pielin v/s KBS S.A. and WBK S.A.

The Court of the first instance, (Provincial Court in Zielona Góra) conducted a case where Jerzy Pielin brought an action against Komunalny Bank Spółdzielczy in Zielona Góra and WBK SA (in connection with the acquisition of KBS by WBK).

Jerzy Pielin, the plaintiff, petitioned the court for total adjudication of PLN 1,395k from the relevant parties, together with the statutory interest accrued from 30 July 1993.  Pursuant to the ruling of 28.03. 2001. The claim of J. Pielin was entirely dismissed. The Bank holds a provision for this disputable claim.

Syndyk masy upadłosci WZWP S.A. Wrocław (receiver of Wrocław Paper Products Manufacturer) v/s WBK SA

On 9 July 1999 the receiver in bankruptcy of Wrocławskie Zakłady Wyrobów Papierniczych SA (WZWP) filed the claim to recognize the invalidity of the receivables transfer agreement which constituted the security cover for the agreement on the repayment of debt by WZWP to WBK, due to the granted loan. The receiver claims the invalidity of the agreement because at the time the transfer was made the loan was not mature. The principal debt is PLN 1,448k; the plaintiff did not claim the interest. On 10 May 2000, a ruling was passed which is partially favourable for WBK. WBK lodged an appeal against this ruling. On 24 April 2001, the court passed an unfavourable ruling for the Bank. According to it, WBK has to repay the principal debt to the plaintiff and reimburse the court proceedings.  In the opinion of the legal advisor, it is not warranted to lodge the final appeal (cassation) The Bank did not raise a provision for the court costs and the credit risk provision raised in this case amounts to PLN 1,261k

Marek Koper “KOPER” Zaopatrzenie Rolnictwa v/s WBK S.A.

During the execution proceedings, the debtor Marek Koper lodged a claim with the District Court in Łódź, to annul the enforceability of the bank’s writ of execution issued by WBK for the amount of PLN 17,991k. The date of the trial on establishing the security by suspending the execution proceedings was set for 28 January 2000. The trial scheduled for 12 December 2000 was postponed because of the court’s declaration of the debtor’s bankruptcy.

On 21 March 2001, the Court passed a favourable ruling for WBK by dismissing the claim of M. Koper.  The receiver in bankruptcy lodged an appeal to which the Bank filed a response. The separate court proceedings resulted in the declaration of the debtor’s bankruptcy. The Bank holds a credit risk provision of PLN 14,532k.

“Interinvest” sp. z o.o. v/s WBK S.A. Centrala (HO)

Interinwest SA and Mr. Piotr Gwizd filed a suit for payment against Wielkopolski Bank Kredytowy S.A. on 30 December 1999. The claim seeks:

1. to adjudicate for the benefit of the Plaintiff, Piotr Gwizd, the payment along with statutory interest effective as of the date of the claim’s delivery to the Defendant – in the total amount of PLN 20,000.,

2. to adjudicate for the benefit of the Plaintiff „Interinwest” S.A., with a registered office in Poznań, the amount of PLN 7,197,327 along with statutory interest effective as of the date of the claim’s delivery to the Defendant – in the total amount of PLN 11,855k,

3. to award costs of legal proceedings  to the Plaintiffs jointly from the Defendant.

In their statement of reasons, the Plaintiffs raised, among others, the fact that the Bank, in the agreement concluded on 19 March 1999, stated that debt it was selling was indisputable and mature (§ 1 of the agreement).  Furthermore, the Defendant stated  (§ 3 of the agreement) that as a security for the sold debt the Defendant is, among others, entitled to:

· repossession of machinery and equipment located on the debtor’s premises with a total value of PLN 515,267.89 – pursuant to the repossession agreement, dated 30 June 1998,

· repossession of materials and finished products located on the debtor’s premises with a total value of PLN 5,752,000 – pursuant to the repossession agreement, dated 30 June 1998.

As it turned out later, the repossession agreements concluded by WBK SA were invalid because of the lack from consent of the Minister of the State Treasury to transfer the ownership of assets. DZM Dozamet SA did not have such consent. According to the information obtained from the Risk Management Department, in the course of negotiations with the Plaintiff on the debt disposal, the Bank is believed to have presented the legal status of the debt to the Plaintiffs in detail. The Bank also provided access to all the documentation held. Moreover, in the course of negotiations, the Bank did not hide the fact that “Dozamet” SA did not have consent of the Minister of the State Treasury required for concluding the repossession agreement. According to the stance of the Lower Court, this fact, however, cannot be proved with the documents held.  The first document in writing, which indicates the absence of the consent of Minister of the State Treasury necessary to conclude the repossession agreements, was produced on 8 September 1999 (notification to “Interinwest”). This was a response to the letter of Mr. Piotr Gwizd, in which he denies the fact that he was informed about the lack of the Minister’s consent by “Dozamet” SA to repossess the movables.  On 28 March 2001, the Court passed an unfavourable ruling for the Bank by – adjudicating the amount of PLN 7,725k along with the statutory interest and part of the court costs for the benefit of Interinvest S.A.  The Bank lodged an appeal. The Bank holds a provision of PLN 1,950k for this disputable amount.

Proceedings related to accuracy of settlements due to tax on goods and services in respect of receivables arising from non-recourse factoring agreements

The Branch of Supreme Administration Court in Wrocław with its ruling of 17 May 2001, files no. S.A./WR2887/99, dismissed entirely the decision of the Superior Revenue Office in Wrocław, dated 31 May 1999 and submitted it for reconsideration by an appeal institution.  However, in its ruling, it agreed with stance of the Supreme Revenue Office in respect of charging the non-recourse factoring services with VAT.

As a result of this ruling, the Superior Revenue Office in  Wrocław issued a decision (ref. no. PP II 824/1004/2001) which dismissed in part the decision of the 1st instance (lower office) and determined the excess of the accrued tax over the due one totalling PLN 317.2k and set the liability of PLN 20.6k.

Information on post-balance sheet events

On 13 July 2001, the Management Board of Bank Zachodni WBK S.A., in the current report no. 17, published the draft resolutions subject to voting at the Annual General Meeting, held on 26 July 2001.

The Management Board of Bank Zachodni WBK S.A. convened the Extraordinary General Meeting for 20 August 2001.

The Supervisory Board at the meeting on 25 July 2001 adopted the following resolutions related to changes in the composition of the Bank’s Management Board: 

1. John Moyney was recalled from the position of Member of Bank Zachodni WBK Management Board,

2. Maciej Węgrzyński was appointed Member of Bank Zachodni WBK Management Board for the term of office which ends on the day of holding the Extraordinary General Meeting of Bank Zachodni WBK Shareholders which approves the Bank’s financial statements, balance sheet, profit and loss account for the accounting year 2002.

On 26 July 2001, the Extraordinary General Meeting of Bank Zachodni WBK Shareholders was held which approved changes in the composition of the Supervisory Board and amendments to the Bank’s Statutes. Resolutions were published in the current report no. 21/2001 of Bank Zachodni WBK S.A.

On 1 August 2001, the Management Board of Bank Zachodni WBK S.A. informed that the after-tax profit of Bank Zachodni WBK Group planned for the end of 2001 totals PLN 154m. The previous forecast of the financial result of the merged BZWBK Group was PLN 318. WBK S.A. published it in November 2000 after the announcement of the planned merger of WBK S.A. and BZ S.A.

On 20 August 2001, the Extraordinary General Meeting of Bank Zachodni WBK Shareholders was held which approved amendments to the Bank’s Statutes, conversion of the inscribed shares of former and current employees of the bank and AIB European Investments Ltd. to bearer shares. Resolutions were published in the current report no. 24/2001 of Bank Zachodni WBK S.A.

On 17th August 2001 the management Board of Dom Maklerski WBK S.A. informed on change of the name of the company from Dom Maklerski WBK S.A. to “Dom Maklerski BZ WBK S.A.” 
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