Bank Zachodni WBK S.A.                                               SAB-R 2001                                                                 PLN’000

ADDITIONAL EXPLANATORY NOTES

1. Concentration mix of the bank’s exposure to individual entities, groups and sectors

In pursuing its credit policy, 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 are within the set percentage limit of the exposure against own funds. As at 31 December 2001 the own funds of Bank Zachodni WBK S.A. were PLN 1,803,900k (used in the calculation of the solvency ratio). The credit exposure toward one customer or a capital group should not exceed PLN 450,975k.

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.

The slowdown in the country's economy accounted for stagnation on the business loan market. In addition, the growing unemployment limits the potential of personal loan expansion. In view of a declining internal demand and high interest rates on loans, enterprises have reduced their investments, production and turnover.

The slower economic growth has an adverse impact on the loan protfolio quality. Many years of experience allowed BZ WBK SA to elaborate its own procedures and methodology of identifying potential threats. The conducted industry analyses and risk rankings as well as ongoing process of credit reviews facilitated a full identification of risks and stabilization of the sub-standard loan volumes.
As at 31 December 2001, the mix of sectors in the loan portfolio was as follows:

Sector
% Share

Trade
16.53%

People
15.27%

Other services
11.19%

Food industry
9.08%

Financial intermediation
5.78%

Power industry
5.24%

Agriculture
5.01%

Chemical industry
4.95%

Wood and paper industry
4.86%

Telecommunication
3.82%

Construction
3.72%

Machinery
3.25%

Automobile
2.57%

Mining 
2.46%

Clothing
2.43%

Metal industry
2.29%

Transport
1.37%

Municipal services
0.18%

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.

The Bank’s exposure to the largest customers is presented below:

Customer
% share in the portfolio

1
1.60%

2
1.44%

3
1.32%

4
1.18%

5
1.04%

6
1.01%

7
0.99%

8
0.85%

9
0.85%

10
0.76%

The exposure of Bank Zachodni WBK S.A. to the five largest capital groups is presented below:

Group
% Share in the portfolio

1
1.48%

2
1.25%

3
1.16%

4
0.99%

5
0.97%

Bank Zachodni WBK S.A. granted loans and guarantees to entities where it holds equity investments. As at 31 December 2001, the total amount of loans and guarantees utilised by these entities was PLN 192,252k, which represents 10.7% of the Bank’s own funds.

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.

Instrument
PLN  Interest Rate SWAP
FX Swaps
Option for IRS in USD sold
Option for IRS in USD bought
Options for Euroindex in PLN bought

Adopted accounting principles
Nominal value recorded in off balance sheet accounts. Interest accrued on a straight-line basis and taken to the balance sheet and P&L over the life of  SWAP
Nominal value recorded in off balance sheet accounts. Interest accrued on a straight-line basis and taken to the balance sheet and P&L over the life of  SWAP Adjustment to the market value at month-end
Nominal value recorded in off balance sheet accounts. Premium amortised on a straight-line basis until the option maturity
Nominal value recorded in off balance sheet accounts. Premium amortised on a straight-line basis until the option maturity
Nominal value recorded in off balance sheet accounts. Premium amortised on a straight-line basis until the option maturity

Difference between fair value and book value
-30 319,52 
5 633,30 
0,14
-0,14
-

Purpose
Hedging
Trading
Trading
Trading
Hedging

Nominal value
2 181 742,33 
22 512 521,34 
32 488,35 
32 488,35 
513 564,73 

Expected cashflows
Variable
Variable
Variable
Variable
Variable

Maturity
from 21-01-02

 to 27-11-06
from 02-01-02 

to 03-01-03
12-08-2002
12-08-2002
from 03-09-03 

To 22-11-06

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

Price/

Range of Prices
from 8.5% to 17.8%
from 0.0086 

to 6.5670
37.9
-12.41 
-47 516.44 

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

Set rates/ interest, Payments dates
Variable
Variable
Variable
Variable
Variable

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

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

Type of risk
Interest rate
Interest rate /

liquidity
Interest rate
Interest rate
Interest rate

Balance sheet liabilities of the bank due to positions in instruments totals PLN 5 890k, and contingent liabilities PLN48 411k

Bank Zachodni WBK S.A. does not at present undertake proprietary option trading. It does, however, hold in its a number of option positions, including embedded option positions, which are held on a fully matched basis, eliminating and exchange risks. These typically involve specifically tailored products denominated in PLN for which no liquid market exists. Given the lack of materiality of these positions, they are valued on a straight-line amortized premium basis.

2. Off-balance sheet liabilities

As at 31 December 2001, contingent liabilities totaled PLN 3,918,219k, of which:

1.
granted liabilities:
PLN 3,126,213k

2.
accepted liabilities:
   PLN 792,006k

The granted liabilities include:

1.
liabilities in relation to financing:
PLN 2,478,723k;

2.
guarantees:
   PLN 647,490k

The amount of PLN 647,490k accounting for the off-balance sheet liabilities (guarantees granted) of the subsidiaries guarantees granted to Dom Maklerski WBK S.A. in the amount of PLN 143k and for WBK Nieruchomości SA in the amount of PLN 18.9k.

Liabilities related to financing included import letters of credit of PLN 70,807k.

Liabilities due to buy/sell transactions of PLN 51,512,428k include:

· liabilities due to f/x transactions of PLN 46,505,425k, with a breakdown into:

1.
Bought foreign currencies:
PLN 22,910,281k 

2.
Sold foreign currencies:
PLN 23,546,733k

3.
SWAP differentials:
       PLN 48,411k

In the items 1 and 2 forward parts of SWAP – currency transaction are included.

· transactions in financial instruments amounted to PLN 5,014,864k of which:

1.
bought:
PLN 2,768,145k

2.
sold:
PLN 2,246,719k

In the amount PLN 2.246.719k the value of the sale option- PLN 7,862k. of sale of 83.927 shares in AWSA HOLLAND II BV Company was included. Bank Zachodni WBK S.A. owns 181,778 shares in AWSA HOLLAND II BV Company, which equals 10.09% votes on the AGM. After the realisation of the option bank will own 97,851 shares of the company (5,43% votes on the AGM). The price of the option at the end of 2001 equals PLN 29.109k and was calculated as purchase price increased by interests capitalised every half-year. Interests are calculated on WIBOR 3M plus 0.2 percentage point.

The item “Others” in amount PLN 3,431,967k includes:

· assets taken over totaling PLN 1,238,155k;

· liabilities received of PLN 18,243k,

· liabilities due to assets received of PLN 1,619k.

· other liabilities totaling PLN 2,173,950k include:

· collaterals received in the amount of PLN 721,185k,

· liabilities due to securities 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

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

As at 31 December 2001, Bank Zachodni 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 2001, following the merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A., a process of branch network reconfiguration and closures of selected outlets has commenced. This will allow the Bank’s Regions and Branches to better focus on customer service.

In reference to the closure of selected outlets, it was decided that their fixed assets and intangibles will be either liquidated, donated, sold or transferred to other units.

The reconfiguration process is reflected in the financial statement for 2001 as incurred costs under the item unplanned depreciation write-offs in amount PLN 18.5m, provisions for fixed assets for sale in amount PLN 14.8m and other provisions for costs to be incurred in the amount PLN 57,910 (included in the other operating costs and staff costs).

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

As at 31 December 2001, the commenced investments in Bank Zachodni WBK S.A. totaled PLN 329,213k. Commenced investments in hardware and other across the Bank totaled PLN 299,174k, whereas the construction investments and the original furnishing of outlets totaled PLN 30,039k.

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 14,260k.

On 25 May 2000, the two banks, WBK S.A and Bank Zachodni S.A., signed an agreement with Fiserv (Europe) Limited on the purchase on ICBS software license in view of implementing an IT branch system in both banks.

Implementation of an integrated and centralized IT system in the merged bank  aims at introducing changes to the Bank’s management and organizational structure which will facilitate the enhancement of customer service. The investment is estimated at USD 100m. The new system is to bring measurable benefits in upcoming years, mainly due to automation of many operations and transactions. It is expected that the ICBS implementation will have been completed by March 2003. Costs related to the ICBS system implementation in Bank Zachodni WBK S.A. incurred in 2001 totaled PLN 211,500k. 

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 451,007k. Outlays for IT totaled PLN 327,819k. The amount of PLN 123,188k was allocated to investments connected with real estates/properties and other fixed assets, of which PLN 63,654k was earmarked for the development and modernization of the Bank’s branch network.

Equity investments, i.e. purchase of shares and interests held for investment were PLN 37,993k, where the largest expenses were driven by investments in Polfund S.A., BZ WBK Inwestycje Sp. z o.o., eCard S.A., payment for shares in AWSA Holland BV and purchase of GBH S.A shares.

The capital expenditure for fixed assets planned by Bank Zachodni WBK S.A. for 2002 is PLN 290,958k.  This amount comprises expenditure for information technology of PLN 228,744k and for construction, modernisation and other items in the amount of PLN 62,214k.

7. Significant inter-company transactions of the issuer and its connected entities
As at 31 December 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 / to financial sector
192,254

Other assets / Special Funds and other liabilities
83

Interest income
24,919

Interest expense
12

Commission income
264

Commission expense
452

Other operating income
306

Bank’s operating costs
3,689

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
146,998

Amounts due from non-financial and public sector
24

Amounts due to financial sector
44,926

Amounts due to non-financial and public sector
5,644

Interest costs
5,142

Interest income
10,746

Commission income
264

Other operating income
2,696

Other costs
14,087

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

8. Companies connected with Bank Zachodni WBK S.A.

In 2001, Bank Zachodni WBK S.A. participated in the management of its subsidiary or associated undertakings by having the Bank’s representatives on their 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

BZ WBK Finanse & Leasing SA
3 – Supervisory Board

Dom Maklerski WBK SA
6 – 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

NFI Magna Polonia SA
2 – Supervisory Board

eCard SA
2 – Supervisory Board

POLFUND – Fundusz Poręczeń Kredytowych S.A.
2 – Supervisory Board

BZ WBK Inwestycje Sp. z o.o.
4 – Supervisory Board

1 – Management Board

Lubelskie Zakłady Przemysłu Skórzanego PROTEKTOR S.A.
3 – Supervisory Board

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

In 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. Average staff numbers in Bank Zachodni WBK S.A.
As at 31 December 2001, the staff number in Bank Zachodni WBK S.A. was 10,550 FTE’s. As compared to combined data for Bank Zachodni WBK S.A. as at 31 December 2000, the headcount was lower by 13.3%. The average staff number in Bank Zachodni WBK S.A. in 2000 was 10,979, where in 2001 it was 10,403.

The employment structure in Bank Zachodni WBK S.A. by education is presented below:

No

.
Education
No, of employed as at 31.12.2001
Structure

1
University/college
4 522
46.3%

2
Secondary
5 133
52.6%

3
Vocational 
109
1.1%


Total
9 764
100%

11. Remuneration for the Management Board and Supervisory Board of Bank Zachodni WBK S.A.

The remuneration paid in 2001 to Members of Bank Zachodni WBK Management Board amounted to PLN 12,044.1k and to Members of the Supervisory Board – PLN 422.1k.

The amount 12,044.1k paid to the Management Board Members includes:

· remuneration of the Management Board of Wielkopolski Bank Kredytowy S.A. for period from 1.01 to 13.06.2001;

· remuneration of the Management Board of Bank Zachodni S.A. for period from 1.01 to 13.06.2001;

· remuneration of the Management Board of Bank Zachodni WBK S.A. for period from 13.06 to 31.12.2001.

The amount 422.1k paid to the Supervisory Board Members includes:

· remuneration of the Bank Council of Wielkopolski Bank Kredytowy S.A. for period from 1.01 to 13.06.2001;

· remuneration of the Supervisory Board of Bank Zachodni S.A. for period from 1.01 to 13.06.2001;

· remuneration of the Supervisory Board of Bank Zachodni WBK S.A. for period from 13.06 to 31.12.2001.

In 2001, Members of the Management Board received a remuneration of PLN 119k from subsidiary and associated companies. No Member of the Supervisory Board of Bank Zachodni WBK received remuneration from any subsidiary or associated companies.

The detailed information on changes of the structure of Supervisory and Management Boards of Bank Zachodni WBK S.A. is included in “Commentary of the management Board”.

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

As at 31 December 2001, the value of guarantees granted by Members of the Supervisory Board which generate obligations for the benefit of Bank Zachodni WBK S.A. totalled PLN 13.6k (interest on the liability: 20.5%, 29.46%, 30.42% - in line with credit cards regulations) and loans granted by Bank Zachodni WBK S.A. to Supervisory Board Members totalled PLN4, 7k (interest on the liability 21,75%).

Loans granted by Bank Zachodni WBK S.A. for management Board Members totalled PLN4,1k. (interest on the liability 20,75%, 29.46%, 30.42% - in line with credit cards regulations).

Members of the Supervisory and Management Boards of Bank Zachodni WBK S.A. did not operate any advances, loans, or guarantees from the Bank’s associated or subsidiary undertakings.

Spouses of Management and Supervisory Board Members, their relatives, kins up to the second degree, persons adopted or being in the course of adoption or any other persons with whom the Bank’s Management and Supervisory Board Members are personally connected have not benefited from any loans, cash advances or guarantees granted by Bank Zachodni WBK S.A. as well as its subsidiary and associated undertakings.

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

No significant events relating to previous years took place, which were included in the financial statements for 2001.

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

The following significant events took place in Bank Zachodni WBK S.A. after the balance sheet date, i.e. after 31 December 2001:

On 24.01.2002, the Supervisory Board of Bank Zachodni WBK S.A. recalled the following persons from the Bank’s Management Board composition:

- Mr. Aleksander Kompf from the position of the Vice-President of the Bank’s Management Board,

- Mr. Tadeusz Figiel from the position of Member of the Bank’s Management Board,

- Mr. Jędrzej Marciniak from the position of Member of the Bank’s Management Board,

- Ms. Dorota Poniatowska-Mańczak from the position of Member of the Bank’s Management Board,

- Mr. Jacek Sieniawski from the position of Member of the Bank’s Management Board,

- Mr. Romuald Szeliga from the position of Member of the Bank’s Management Board.

At the same time, the Supervisory Board of Bank Zachodni WBK S.A. appointed the following persons to the Management Board:

- Mr. Michał Gajewski to the position of Member of the Bank’s Management Board in charge of the Sales Division,

- Mr. Jacek Marcinowski to the position of Member of the Bank’s Management Board in charge of the Business Strategy Division.

On 30 January 2001, the Management Board of Bank Zachodni WBK S.A. approved regulations of group redundancies driven by the implementation of a new IT system. The bank forecasts that will lay off 2150 people. Detailed data on financial impact are presented in p. 5 “Income, costs and impact of discontinued operations in the accounting period or of the operations planned to be discontinued in the next period” – in connection to the described process of the rationalisation of the bank.

On 4 February 2002, Fitch Ratings (International Rating Agency) awarded Bank Zachodni WBK S.A. with Individual Rating of C/D (scale of ratings: A,B,C,D,E). At the same time, Bank Zachodni WBK S.A. received the the long-term rating: ‘BBB+’ (scale of ratings AAA, AA, A, BBB, BB, B, CCC, CC, C, DDD, DD, D, where „+” defines differences within one category), short -term: ‘F2’ (scale of ratings: F1, F2, F3, B, C, D) and support rating: ‘3’ (scale of ratings: 1, 2, 3, 4, 5). The long-term forecast has been defined as stable. The individual rating awarded to the Bank reflect, among others, the Agency’s opinion on credit risk management systems, conservative credit grading policy, limited market risk, rationalized HR structures and high quality management supported by ‘know-how’ from AIB. Furthermore, the currently implemented IT system should facilitate better risk management in the future. AIB Group support had a positive impact on long-term and short-term rating assigned to Bank Zachodni WBK S.A.

On 19th February 2002 the Management Board of Bank Zachodni WBK S.A. proposed the payment of dividend in the amount PLN30,643,319.28 from the net profit of bank Zachodni WBK S.A. earned in 2001. The proposed dividend per one share will equal PLN0.42. The proposal of the management Board will be submitted on the Annual General Meeting of Shareholders of Bank Zachodni WBK S.A.

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

Bank Zachodni S.A. 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. 

AIB European Investments Ltd. Was also strategic investor for WBK S.A. and owned 60,2% of shares in this bank.

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 (in line with art. 463 of the Commercial Code). Following art. 463 of the Commercial Code the merger of companies implied the transfer of all WBK S.A. assets onto Bank Zachodni S.A. in exchange for shares which Bank Zachodni S.A. issued to WBK shareholders. Prior to the merger, AGMs of either bank adopted relevant resolutions defining conditions of the merger.

16. Inflation rates in the financial statements

In recent years the inflation rate in Poland has not exceeded 20% – cumulated annualised inflation rate for the last three years has not reached 100% - therefore, there is no need to adjust the financial figures in the financial statements by a relevant inflation rate.

17. Difference between the data disclosed in the financial statements and comparable financial data in the financial statements previously produced and published.

The annual financial statements for 2001 were prepared basing on the pooling of interests method, which is described in details in point 22 of Additional Explanatory Notes.

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

The report for 2001 is the first published annual 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 totaling the individual items in the 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. Detailed description of the applied accounting principles and format of the financial statements has been included in “Introduction” p. 2.

19. Correction of fundamental errors, their reasons, titles and impact of generated financial implications on the financial standing, assets, liquidity, financial result and profitability

Financial statements of Bank Zachodni WBK S.A. do not include corrections of fundamental errors.

20. Uncertainty as regards the possibility of continuing the operations and actions planned or undertaken with a view to eliminate it 

There are no premises which might suggest uncertainty as regards the possibility of continuing the operations by Bank Zachodni WBK S.A. Actions undertaken by the Bank with a view to eliminating risks related to operations have been described in “Report on Operations of Bank Zachodni WBK S.A. in 2001”.

21. Merger of the companies and its profile

Financial statements of Bank Zachodni WBK SA for the year ended 31 December are the first annual accounts following the merger of 13 June 2001. The financial statements have been prepared by applying the 'pooling of interests' methodology. Polish accounting regulations applicable in 2001 did not regulate issues relating to the merger of companies, which remain under common control. Similarly, these issues are not covered by the International Accounting Standards. In this situation, the Company referred to the British standard FRS6. The criteria it specifies have been fulfilled which allowed the Company to apply the 'pooling of interests' accounting treatment.

The merger was conducted in line with UK FRS, and in particular FRS 6. The financial reporting standard no. 6 “Acquisitions and mergers” provides detailed conditions for application of two accounting methods when merging the companies, i.e. acquisition accounting and merger accounting. 

The merger of the banks has been settled with the application of merger accounting – all  criteria required by FRS 6 have been fulfilled:

1. Criterion 1 – neither of the merged parties has been presented as an acquirer or acquired,

2. Criterion 2 – all the merger parties represented by their management boards, or their representatives, participated in creating the management structure and selection of managerial cadre in the merged bank – these decisions were agreed by the parties,

3. Criterion 3 – Relative sizes of both merging entities did not differ significantly so neither of the parties could dominate the other because of its relative size.

4. Criterion 4 – in line with the merger conditions, compensation received by shareholders of both merger parties, in relation to the share capital size, covered primarily ordinary shares of the merged entity.

5. Criterion 5 – none of the shareholders of the merged entity will be interested in the future financial results relating only to the part of the merged entity.

On the basis of FRS6 the values of assets and liabilities of the merged parties were not adjusted to fair values after consolidation.

Financial results and cashflows were incorporated in the financial reports of the merged entity from the beginning of the accounting year and they were adjusted in such a manner as to achieve the compliance of accounting principles.

Merger expenses as reorganisation and restructuring costs were charged to the profit and loss account of the merged bank as at the date of effecting the merger.

Legal aspects of the merger have been described in w p. 16 “Relations between legal predecessor and the entity as well as on the method and range of taking over assets and liabilities”.

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. In total, the value of all pending cases exceeds 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 S.A.

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 plaintiff lodged an appeal to which a response was produced.  On 29.01.2002, the Appeal Court in Poznań dismissed the appeal submitted by J. Pielin and confirmed the validity of the ruling which entirely dismissed the plaintiff’s claim. The ruling is not enforceable. The plaintiff has a right to lodge an appeal for cassation (annulment) to the Superior Court. Taking into account the same stance of courts of both instances and the track record of the Superior Court, it seems that cassation (annulment) of the ruling is unlikely.

 The Bank has a provision for this disputable amount.

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

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 20k,

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 plaintiff responded to the Bank’s appeal. The hearing was set for 14.11.2001. The ruling was to be announced on 12.12.2001. On that day, however, the Appeal Court in Poznań decide to re-open the case, hear the witnesses and set the date of the next hearing ex officio The Bank holds a provision of PLN 11.689k 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 totaling PLN 317.2k and set the liability of PLN 20.6k.

On 21 August the Bank filed a complaint against this decision of the Superior Revenue Office with the Supreme Administration Court in Wrocław. (The Bank is awaiting a ruling).

Furthermore, on 15 October 2001, the Bank filed a complaint with the Supreme Administration Court in Wrocław – requesting a resumption of the proceedings ended with an enforceable ruling of the Supreme Administration Court in Wrocław, dated 17 May 2001 (Files no. I SA/Wr 2887/99), in respect of charging the non-recourse factoring services with VAT for June 1998 (The Bank is awaiting a ruling).

Bank with its letter, dated 23 October 2001, requested the Provincial Statistics Office (WUS) in Wrocław to review the Bank’s non-recourse factoring practices against the sent template agreements. The Bank has been informed that WUS in Wrocław passed over the case to the Chief Statistics Office in Warsaw. (The Bank is awaiting a response). Additionally the Bank has fully covered the liabilities toward the State's budget. If the Bank wins the litigation, it will apply to the Internal Revenue Office for the refund of the disputable amount.
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