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Additional Explanatory Notes

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

In pursuing its credit policy, WBK adheres to the prudence rules set out in the Act on Banking Law.

As at 31 December 2000, the own funds of Wielkopolski Bank Kredytowy SA were PLN 788.84m. The credit exposure toward one customer or a capital group should not exceed PLN 197.1m. All loans sanctioned by WBK SA are within the set limit.

Within its lending policy, 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 too high loans to entities within the same sector. 

In 2000, the Bank introduced credit policies in respect of financing individual sectors and companies representing different industries.

As at 31 December 2000, the mix of sectors in the loan portfolio was as follows:

Sector
% Share

Trade
17.96

Food industry
12.60

Financial agency services
11.21

Wood and paper industry
7.02

Chemical industry
6.25

Power industry
4.59

Telecommunication
4.21

Construction
3.01

Agriculture
2.54

Machine building industry
2.18

Metal industry
1.87

Car industry
1.80

Clothing
1.73

Transport
1.61

Mining
1.27

Other services
7.59

Other
12.56

Businesses with the largest share in the Bank’s loan portfolio are customers with whom WBK SA 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.

WBK SA granted loans and guarantees to entities in which it holds equity investments. As at 31 December 2000, the total amount of loans and guarantees utilized by these entities was PLN 410 957.1k, which represents 52.1% 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) and other laws related to proprietary interests being subject of the issuer’s investments and forward transactions.

Financial instruments of WBK


PLN Interest Rate SWAP
PLN Future Rate Agreements

Sell
PLN Future Rate Agreements

Purchase
PLN Future Rate Agreements

Purchase
FX Swaps

/FX

Forwards
Option for IRS w USD sold
Option for IRS w USD bought
Options for Euroindex in PLN

bought

Nominal value 

(PLNk)
278.709,87
85.000,00
135.000,00
74.241,84
4.226.631,37
33.767,08
33.737,08
246.115,43

Purpose
Hedging
Trading
Trading
Hedging
Hedging
Trading
Trading
Hedging

Maturity

Date range
from 29.09.03

to 04.12.03
from 17.01.01

to 28.02.01
from 17.01.01

to 22.02.01
from 28.09.01

to 14.10.002
from 02.01.01

to 17.12.01
12.08.02


12.08.02


from 03.09.03 

to 04.12.03

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

Price/

Range of Prices
from 15.13%
from 18,65% 

to 19,70%
from 18,85% 

to 19,70%
from 17,75% 

to 18,26%
from 0,0089

 to 7,35231
146.081,76
-69.109,39
-22.684.193,45

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

Expected cashflows
Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable

Additional collaterals
N/A
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
N/A

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

liquidity
Interest rate
Interest rate
Interest rate

2. Off-balance sheet contingent liabilities

As at 31.12.2000, the contingent liabilities totaled PLN 2,582,107k, of which:

· granted liabilities:



PLN 2,019,565k;

· accepted liabilities:



PLN 562,542k.

The granted liabilities include:

· liabilities in relation to financing:
PLN 1,609,012k;

· guarantees:



PLN 410,553k.

The amount of PLN162,3k accounting for the  off-balance sheet liabilities of the subsidiaries comprises guarantees of PLN 143.0k and of PLN 19.3k granted to DM WBK SA and WBK Nieruchomości SA, respectively.

Liabilities related to financing included import letters of credit in the amount of PLN 84.485k.

Liabilities due to buy/sell transactions in the amount of PLN 11,441,581k include:

· liabilities due to f/x transactions in the amount of PLN 8,722,325k with a break down into:

· purchased foreign currencies


PLN 4,509,586k;

· sold foreign currencies:


PLN 4,212,599k;

· SWAP differentials:



PLN 140k;

· liabilities due to transactions in securities in the amount of PLN 294,000k referring to:

· an agreement on a conditional take-up of municipal bonds granted as part of the issue-related services for the Town and Municipality of Pleszew in the amount of PLN 1,000k, which is effective until 31 August 2001;

· the NBP bills of PLN 100,000k   - reverse repo;

· the NBP bills of PLN 100,000k  - repo;

· commercial paper of Relpol SA in Żary in the amount of PLN 30,000k, with the maturity date of 3 December 2001;

· commercial paper of Howell SA in Wrocław in the amount of PLN 13,000k, with the maturity date of 31 August 2001;

· commercial paper of Art Marketing Syndicate SA in Poznań in the amount of PLN 50,000k, with the maturity date of 30 May 2003.

The issue of all commercial paper is based on the regulations of the Civil Code and all the issuers operate accounts with WBK SA branches. All issued commercial paper is marketable on the secondary market.

· transactions in financial instruments amounted to PLN 1,232,845k, of which:

· bought:
PLN 677,359k;

· sold:

PLN 555,486k;

· assets taken over in the amount of PLN 806,311k;

· other liabilities due to securities in the amount of PLN 386,100k, of which:

· bonds as a security for a lombard loan:

PLN 358,000k;

· protection fund (in line with the BFG’s ordinance):
PLN 28,100k.

3. List of amounts due to the State budget or local governments on obtaining the ownership title to buildings and premises.
As at 31.12.2000, WBK SA 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 2000, there were no income or costs related to discontinued operations in WBK SA.

The bank resigned from its investment in the retail outlet in Kędzierzyn Koźle. 

In addition, the Bank does not anticipate any income and costs relating to discontinued operations in the upcoming period.

5. Costs of commenced investments, fixed assets and development for the bank’s own needs.
As at 31 December 2000, the commenced investments in WBK SA were at PLN 46.6m. Commenced investments in IT hardware and other across the Bank amounted to PLN 7.5m, whereas the construction investments and the original furnishing of outlets amounted to PLN 39.1m.

Pursuant to finance lease contracts, WBK SA leases fixed assets with a gross value of PLN 201.7k, as at 31 December 2000.

Part of fixed assets such as hardware, vehicles and multimedia equipment are used by WBK SA on the basis of operating lease agreements. The value of these fixed assets is posted in the lessor’s books. WBK SA runs an off-balance sheet registration according to the market value including VAT as on the day of leasing the asset to WBK SA. The value of these assets totals PLN 11,355.5k.

6. Incurred and planned capital expenditure 
In 2000, the capital expenditure incurred by the Bank in respect of fixed assets amounted to PLN 124,703k. Equity investments, i.e. purchase of shares and interests for investment purposes were PLN 20,734.5k. The largest of them included raising the capital of WBK Finanse & Leasing as well as investments in the following companies: WBK Nieruchomości i Wspólnicy Sp. komandytowa, eCard SA, Polskie Zakłady Zbożowe Sp. z o.o. and CENTRAST SA.

The capital expenditure for fixed assets planned by WBK for the year 2001 amounts to PLN 310.9m, of which:

in respect of information technology:



PLN 218.4m;

in respect of construction, modernization and other items:
PLN 92.5m.

7. Significant inter-company transactions of the issuer and its connected entities
On 1 October 2000, Wielkopolski Bank Kredytowy SA acquired the ownership title to the banking enterprise of Gliwicki Bank Handlowy SA with a registered office in Gliwice. The purchase price for GBH SA (according to the balance sheet figures as at 30 September 2000) was PLN 13.7m.

As a result, goodwill of PLN 7.208k arose, which in line with the Bank’s decision is amortized beginning from 1 November 2000. The goodwill will be amortized over the period of 5 years.

The acquired banking company comprised, among others:

· fixed assets;

· financial assets;

· securities;

· inter-bank deposits.

The main item financing the assets listed above was a loan raised with the Banking Guarantee Fund, two subordinated loans sanctioned by Wielkopolski Bank Kredytowy SA and Impet and Corporate deposits taken over from GBH SA.

Pursuant to the decision of the National Bank of Poland, Wielkopolski Bank Kredytowy SA has been exempted from the obligatory reserve requirement in respect of deposits taken over from Gliwicki Bank Handlowy SA in the total amount of PLN 119,023.56k. The exemption is valid from 30.11.2000 to 30.12.2001 and it is related to effecting a rehabilitation program. With funds obtained in such a manner, WBK was obliged to buy securities issued by  the State Treasury or NBP. Until the end of 2001, the securities portfolio of WBK cannot be lower than the amount representing the exemption from the obligatory reserve.

Wielkopolski Bank Kredytowy SA has also taken over the liabilities of Gliwicki Bank Handlowy toward the Banking Guarantee Fund in the amount of PLN 48,125k.

As at 31 December 2000, the value of transactions between the dominant entity with entities consolidated under the acquisition accounting method is as follows:

Item
PLNk

Amounts due from financial sector
652

Amounts due to financial sector
141,153




Item
PLNk

Interest income
1,990

Interest expense
245,294

Commission income
308

Other operating costs
2,042

The items presented above were eliminated in consolidated financial statements of WBK Group.

As a result of transactions with WBK Group entities, which were excluded from consolidation, the following items in consolidated financial statement are as follows:

Item
PLNk

Amounts due from financial sector
12,889

Amounts due to financial sector
2,706

Amounts due to non-financial and public sectors
1,564

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

Management authorities of companies connected with the issuer in terms of capital 

Wielkopolski Bank Kredytowy SA participated in the management of its subsidiary or  affiliated undertakings by having the Bank’s representatives on the company’s boards of directors:

Company
No. of persons

Gliwicki Bank Handlowy SA
4 – Bank Council

2 – 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

Brytyjsko-Polskie Towarzystwo Finansowe WBK-CU Sp. z o.o.
1 – Management Board

8. Joint undertakings which are subject neither to the acquisition accounting method nor equity method

On 25 May 2000, the Bank signed  an agreement with Bank Zachodni SA related to a license contract with Fiserv (Europe) Limited for the purchase of ICBS software license.  WBK SA and BZ SA agreed on taking up joint actions in the area of implementing the branch system in both banks. Pursuant to an executed license contract, each bank obtained a separate license and incurs independently the purchase costs of both the license and hardware. As it was agreed by WBK SA and BZ SA, the costs will be charged to both banks in 47% and 53%, respectively.
9. Average staff numbers in WBK SA

In 2000, the average staff number in Wielkopolski Bank Kredytowy SA was 4 470 FTEs, of which:

Unit
Number of FTEs

Head Office
804

Branches
3 533

Card Center
94

Training Center in Zakrzewo
30

Mortgage Banking Center
9

Remuneration for the Management Board and Bank Council of the dominant entity

The remuneration paid in 2000 to the members of WBK’s Management Board amounted to PLN 5,952k, and to members of the Bank Council – PLN 338,9k.

In 2000, no member of the Bank Council or Management Board of WBK received remuneration from any WBK SA affiliates or subsidiaries.

10. Advances, loans, borrowings and guarantees sanctioned to members of the Management Board and Bank Council

As at 31.12 2000, the debt due to loans, borrowings and guarantees granted by WBK amounted to PLN 190k, of which to the members of Management Board – PLN 190k and to the members of the Bank’s Council - PLN 15k.

All loans were granted in compliance with the regulations on granting loans to individuals applicable in WBK SA.

Members of the Management board as well as of the Bank Council did not raise any advances, loans, or guarantees with the affiliated and subsidiary undertakings.

As at the end of 2000, the employees’ debt toward  the Bank amounted to PLN 22,123k.

11. Significant events relating to previous years and included in the financial statements for 2000
No significant events took place in previous years, which were included in the financial statements for 2000.

12. Significant post-balance sheet date events, which were not reflected in the financial statements for 2000 

After the balance sheet date, i.e. 31 December 2000, no significant events occurred which would have an impact on the financial statements.

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

During 2000, no changes to the legal status were made that would require the explanation as to the methods of the relations between the legal predecessor and the successor of the Bank.

14. Inflation rates in the financial statements

Poland is not a country with the inflation rate above 20% (annualized). Therefore, there is no need to adjust the financial figures in the consolidated financial statements by a relevant  inflation rate.

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

In 2000 no changes to the accounting principles (policy) or the format of the financial statements, as compared to the last year, were introduced.

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

In 2000, the Bank changed the principle of presenting the “Provisions for deferred costs” and “Provision for disputable amounts”. So far, both items have been disclosed in “Provisions” and in “ Write-backs of provisions” – and in line with the new principles, they are taken now to other operating income and other operating costs. The items “Other operating costs” and “Other operating costs” increased thus by PLN 2,609.9k and 1,145.1k, respectively.

Other Supplementary Information

17. Information on Bank’s involvement in the court proceedings.

In 2000 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.

Information on pending significant claims is presented below.

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 SA in Warsaw against the ruling of the Lower Court 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 shall consider the rationale for the appeal against the ruling of the Court of Appeal. The Bank has a provision for this controversial liability.

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

Jerzy Pielin, the plaintiff, petitions the court for total adjudication the amount PLN 1,395k from the relevant parties, together with the statutory interests accrued from 30 July 1993. With a decision passed on 9 October 1998, the Lower Court suspended the proceedings. The Court of Appeal abated the ruling of the Lower Court on suspending the proceedings. The Bank holds a provision for this disputable claim.

With its ruling of 17 June 1998, the Court of Appeal in Poznań dismissed the Bank's appeal against the decision of the Provincial Court in Poznań of 30 December 1997 – pursuant to which the company Inter Asame Sp. z o.o. was adjudicated the claimed amount, which was disbursed by WBK SA on the basis of a forged transfer order. The Bank paid the amount due. At the same time the provision raised for the disputable amount in question in 1997 was written-back. In July 1998, the Bank lodged an annulment claim (cassation) with the Supreme Court. The date for decision in this respect has not been determined yet.

On 9 July 1999 the receiver in bankruptcy of Wrocławskie Zakłady Wyrobów Papierniczych SA (WZWP) filed the claim to recognise 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 and the plaintiff did not claim interest. On 10 May 2000, a ruling was passed which is partially favorable for WBK. WBK lodged an appeal against this ruling. The Bank has a provision for this disputable amount.

During the execution proceedings, the debtor Marek Koper instituted a claim to 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 debtor’s summons was served on 6 October 1999. The Bank sent to the Court a response to the summons. The date of the trial on establishing the security by suspending the execution proceedings was set for the 20th of March 2000. The trial scheduled for 12 December was postponed because of the court’s announcement of the debtor’s bankruptcy. The Court sent an inquiry whether the receiver in bankruptcy will replace the Plaintiff in the proceedings. The Bank holds a provision for the disputable amount.

The Interinwest SA company and Mr. Piotr Gwizd filed a suit for payment against Wielkopolski Bank Kredytowy SA 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” SA, with a registered office in Poznań, the amount of PLN 7,197k 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 515k – 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 5,752k – 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 of consent of the Minister of the State Treasury to transfer the ownership of assets. DZM Dozamet SA did not have such a 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 presented the legal status of the debt to the Plaintiffs in detail. It also provided access to all the documents held. In the course of negotiations, the Bank did not hide the fact that “Dozamet” SA did not have a consent of the Minister of the State Treasury required for concluding the repossession agreement. 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 o 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. The Bank holds a provision for this disputable amount.

18. Funding sources and use of funds in relation to the main geographical regions of the country


The provinces according to the new administrative division were taken as the main geographical regions in the country.

Break down of WBK’s loans to and deposits of customers and public sector 

into geographical regions of the country






Amounts due from customers and public sector -  Net

Deposits of customers and public sector


Province
31.12.1999
31.12.2000
31.12.1999
31.12.2000


%
%
%
%

Dolnośląskie
4.44
5.26
7.53
6.34

Kujawsko-pomorskie
6.04
6.66
4.69
4.27

Łódzkie
2.45
2.61
2.37
2.10

Małopolskie
0.14
0.62
0.15
0.54

Mazowieckie
12.66
16.03
9.27
9.33

Opolskie
0.18
0.27
0.09
0.16

Lubuskie
8.66
8.88
8.48
6.92

Pomorskie
4.04
4.92
6.69
6.19

Śląskie
6.19
5.29
1.71
8.12

Zachodnio-pomorskie
0.60
1.00
0.86
0.90

Wielkopolskie
54.60
48.48
58.16
55.14

Total
100.00
100.00
100.00
100.00
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