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Bank Zachodni WBK S.A. Group
Registered auditor’s report 
on the consolidated financial statements
as at and for the year ended 31 December 2001
Registered auditor’s report

to the Shareholders of Bank Zachodni WBK S.A.

This report has been prepared in connection with our audit of the consolidated financial statements 
of Bank Zachodni WBK S.A., Wrocław, Rynek 9/11 (hereinafter referred to as the Group).  The audited financial statements comprise:

(i) the introduction;

(ii) the consolidated balance sheet as at 31 December 2001, showing total assets and total liabilities and equity of PLN 24,788,308 thousand;

(iii) the consolidated income statement for the year ended 31 December 2001, showing a net profit of PLN 148,509 thousand;

(iv) the consolidated cash flow statement for the year ended 31 December 2001, showing a net increase in cash and cash equivalents of PLN 476,384 thousand;

(v) the statement of changes in consolidated equity as at 31 December 2001, showing equity of PLN 2,154,432 thousand;

(vi) the list of off-balance sheet items as at 31 December 2001, showing PLN 58,870,475 thousand;

(vii) notes to the consolidated financial statements. 

The consolidated financial statements were signed by the Bank’s Management Board and the person responsible for maintaining the books of account on 5 March 2002. This report should be read 
in conjunction with the Registered Auditor’s Opinion to the Shareholders of Bank Zachodni WBK S.A. 
of 5 March 2002, relating to the above-mentioned consolidated financial statements.  The opinion is 
a general conclusion drawn from the audit.  It does not constitute a sum of all the evaluations of individual financial statement components but involves assessing the materiality of individual audit findings.  This assessment takes account of the impact of the facts noted on the truth and fairness of the consolidated financial statements taken as a whole.

The current accounting period covers the 12 consecutive months from 1 January to 31 December 2001.  The prior accounting period covered the 12 months to 31 December 2000.  The method used for preparing the comparative information for 2000 is discussed in detail in Note II.

The report contains 40 consecutively numbered pages and consists of:
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I. General information about the Bank Zachodni WBK S.A. Group

Consolidated financial statements of the Group cover the following entities:

Entity’s name
Consolidation method
Auditor 
Consolidation period

Holding company
-



Bank Zachodni WBK S.A.

PricewaterhouseCoopers Sp. z.o.o.
from 1 January to 31 December 2001

Subsidiary




Dom Maklerski BZ WBK S.A.
Acquisition accounting 
PricewaterhouseCoopers Sp. z.o.o.
from 1 January to 31 December 2001

In the year ended 31 December 2000, the consolidated financial statements of the Group covered additionally Gliwicki Bank Handlowy S.A. (GBH).  On 30 September 2000, GBH sold its organised banking enterprise to Wielkopolski Bank Kredytowy S.A. and on that date ceased its operations relating to banking services to customers, granting of loans and accepting deposits.  As a result of the said events, GBH’s scale of operations has been significantly curtailed and its significance in the consolidated financial statements has been reduced.  Consequently, GBH has not been included in the consolidated financial statements 
of the Group for the period ended 31 December 2001, which has been reflected in the full amortisation 
of goodwill on consolidation of GBH (Note 10) and ceasing to disclose the minority interest (Note 21).

Bank Zachodni WBK S.A.

(a) Formation of the Bank
Bank Zachodni S.A. (BZ) was registered in the Commercial Register under the reference number RHB 2655, on the basis of a decision of the Registration Court in Wrocław, 4th Business Division, 
on 8 November 1991.  On 13 June 2001, it merged with Wielkopolski Bank Kredytowy S.A. (WBK) to form Bank Zachodni WBK S.A.  The merger was legally approved by the resolutions of the General Shareholders' Meetings of WBK and BZ to merge the two banks, passed on 20 December 2000.

The merger was carried out as a transfer of all of the WBK assets to BZ in exchange for 40,009,302 shares.  Bank Zachodni WBK S.A. was registered on the basis of a decision of the Registration Court in Wrocław-Fabryczna, 6th Business Registration Division, on 13 June 2001, under the reference number KRS 8723.

(b) The basis of the Bank's business
The Bank operates in accordance with the Business Activity Act, the Commercial Code and the Banking Law.

(c) Scope of operations and organisational structure
Bank Zachodni WBK S.A. is a universal bank, operating in the territory of the Republic of Poland.  At the end of the current year, the Bank had 411 branch offices.  As at 31 December 2001, the Bank’s assets totalled PLN 24,829,405 thousand, share capital amounted to PLN 729,603 thousand and net assets (including net profit) amounted to PLN 2,159,506 thousand.  The average number 
of employees in the audited year was 10,403.
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(c) Scope of operations and organisational structure (cont.)

During the audited year, the Bank’s mainstream activities included:

· granting working capital and investment loans to corporate entities and granting guarantees;

· lending to individuals;

· extending guarantees,

· forward transactions;

· maintaining current, auxiliary, and savings accounts as well as term deposit accounts 
of corporate entities and individuals;

· domestic and international clearing services;

· dealing in securities;

The Bank has a full range foreign exchange licence.

(d) Composition of the Bank’s Management Board
Until 13 June 2001, i.e. the merger date, each Bank was managed by a separate Management Board.  In the period to 13 June 2001 the following people sat on the Management Boards of the Bank:


Wielkopolski Bank Kredytowy S.A

· Jacek Kseń

Chairman of the Board
· Cornelius O'Sullivan

First Deputy Chairman of the Board
· Romuald Szeliga

Deputy Chairman of the Board
· Declan Flynn

Member of the Board
· Joanna Oświecimska

Member of the Board
· Marcin Prell

Member of the Board

Bank Zachodni S.A.

· Aleksander Kompf

Chairman of the Board
· Liam Horgan

First Deputy Chairman of the Board
· Janusz Krawczyk

Member of the Board
· Mateusz Morawiecki

Member of the Board
· Jacek Sieniawski

Member of the Board
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(d)
Composition of the Bank’s Management Board (cont.)

Following the merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A. of 13 June 2001, the Bank's Supervisory Board appointed the following persons to the Management Board 
of Bank Zachodni WBK S.A.:

· Jacek Kseń

Chairman of the Board
· Richard William Horgan

First Deputy Chairman of the Board
· Aleksander Kompf

Deputy Chairman of the Board
· Tadeusz Figiel

Member of the Board
· Declan Flynn

Member of the Board
· Michael Keegan

Member of the Board
· Janusz Krawczyk

Member of the Board
· Justyn Konieczny

Member of the Board
· Jędrzej Marciniak 

Member of the Board
· Mateusz Morawiecki

Member of the Board
· John Moyney

Member of the Board
· Jacek Sieniawski

Member of the Board
· Dorota Poniatowska–Mańczak
Member of the Board
· Romuald Szeliga 

Member of the Board
On 25 July 2001, the Supervisory Board of Bank Zachodni WBK S.A. accepted the resignation 
of Mr John Moyney and removed him as Member of the Management Board. The Board decided 
to appoint Mr Maciej Węgrzyński as a Member of the Management Board.
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Dom Maklerski BZ WBK S.A.

(a) Formation of Dom Maklerski BZ WBK S.A.

Dom Maklerski WBK S.A. was formed by Resolution No. 26/99 of the Supervisory Board of WBK S.A. passed on 23 July 1999 and by Resolutions Nos. 47/99 and 48/99 of the Management Board 
of WBK S.A. passed on 21 July 1999, to form a joint stock company by issuing 440,000 registered ‘A’ shares of PLN 100 par value each, which were acquired for a cash consideration 
of PLN 44,000,000 by Wielkopolski Bank Kredytowy S.A.  The share capital was paid up on 26 July 1999.

On 21 December 2000, the Extraordinary Shareholders’ Meeting of Dom Maklerski WBK S.A. passed Resolution No. 1 to merge Dom Maklerski WBK S.A. with Dom Maklerski BZ SA.  The Resolution was prepared in the form of a Notarial Deed at the Notary’s Office of Maciej Celichowski in Poznan and registered in Rep. A No. 10037/2000.  On 21 December 2000, the General Shareholders’ Meeting of Dom Maklerski BZ S.A. also passed Resolution No. 1 to merge with Dom Maklerski WBK S.A. 

These decisions resulted from actions aimed at reorganising the structure of AIB Group entities 
in Poland, which included Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A.
The merger was effected by a transfer of the assets of Dom Maklerski BZ S.A. to Dom Maklerski WBK S.A. for a consideration of 226,805 B-series shares of a value of PLN 100 each, issued 
by Dom Maklerski WBK S.A. to be allotted to the Shareholders of the acquired company, i.e. Dom Maklerski BZ S.A.  The shares were allotted automatically on 11 May 2001, i.e. the date 
of registering the merged entity under the number KRS 0000006408 by the District Court in Poznan, 21st Business Department of the National Court Register.
(b) The basis of Dom Maklerski BZ WBK S.A.’s business

Dom Maklerski BZ WBK S.A. operates in accordance with the Business Act, the Commercial Code, the Act on Public Trading in Securities of 21 August 1997 (Journal of Laws 1997: No. 118/754, with subsequent amendments), and the licences granted by the Securities and Exchange Commission. 

(c) Scope of operations and organisational structure

Dom Maklerski BZ WBK S.A. is a brokerage house which conducts its activities in the territory 
of the Republic of Poland.  At the end of the financial year, it had 49 client service outlets. 
As at 31 December 2001, the total assets of Dom Maklerski BZ WBK S.A. amounted to PLN 231,843 thousand, the share capital amounted to PLN 66,681 thousand, and the net assets (including net profit for the year) amounted to PLN 75,390 thousand.  The average number of employees during the audited year was 338.

I.
General information about the Bank Zachodni WBK S.A. Group

(c)
Scope of operations and organisational structure (cont.)

In the audited year, the Company’s activities were:

On the basis of SEC Decision No. 4021-12/99 dated 9 August 1999:

· offering securities on the primary market or in initial public offerings;

· sale and purchase of securities on behalf of third parties (brokerage services) according to the rules specified in art. 34 of the Act of 21 August 1997 Law on public trading in securities;

· sale and purchase of securities on own account to attain OTC market organisation objectives;

· maintaining securities accounts and related cash accounts.

On the basis of SEC Decision No. 4033-8/99 dated 9 August 1999:

· undertaking actual and legal actions to bring about acquisition of securities not admitted for public trading by a customer, as well as other actions related to trading in such securities.

On the basis of SEC Decision No. 4035-22/99 dated 9 August 1999:

· servicing trust fund management companies, investment fund management companies, investment funds, pension fund management companies, and pension funds.

On the basis of SEC Decision No. 4030-8/2000 dated 26 May 2000:

· organisation of secondary trading in ‘A’, ‘B’, ‘C’ ordinary bearer shares of Polski Koncern Naftowy Orlen S.A., Płock outside the regulated market.
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(d) Composition of the Management Board of Dom Maklerski BZ WBK S.A.

Until 11 May 2001, i.e. the merger date, a separate Management Board managed each company.  In the period to 11 May 2001 the following people sat on the Management Boards of the companies:


DM BZ S.A.

· Urszula Banaszczak-Soroka
Chairman
· Łucja Smółka
Member
DM WBK S.A.

· Mariusz Sadłocha
Chairman


· Piotr Konieczka
Deputy Chairman


· Ryszard Czerwiński
Member


· Bogdan Kornacki

Member
until 28 March 2001
Following the merger of Dom Maklerski BZ S.A. and Dom Maklerski WBK S.A., 
on 11 May 2001, the Supervisory Board of the Company appointed the following persons 
as members of the Management Board of Dom Maklerski BZ WBK S.A.:

· Mariusz Sadłocha
Chairman


· Piotr Konieczka
Deputy Chairman


· Ryszard Czerwiński
Member

Financial analysis

The following sections of the report present abridged consolidated financial statements of the Bank Zachodni WBK S.A. Group, an analysis of significant changes in their structure, and comments 
on significant trends that affected the Group’s results of operations and profitability in the current year and its financial position as at the balance sheet date compared with the prior year.

Financial statements prepared on a historical cost basis do not take account of inflation.  In recent years the overall level of inflation (from December to December) has been as follows:

2000
8.5%

2001
3.6%

As mentioned in Note I of this report, the only consolidated company in the year is Dom Maklerski BZ WBK S.A. (DM BZ WBK S.A.). 

The financial statements of the Bank Zachodni WBK S.A. Group for the year ended 
31 December 2001 are the first consolidated financial statements after the merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A., which took place on 13 June 2001, and the merger 
of Dom Maklerski WBK S.A. and Dom Maklerski BZ S.A., which took place on 11 May 2001.  The financial statements were prepared under the pooling of interests method.  The Polish accounting standards binding in 2001 did not govern issues related to mergers of companies remaining under common control.  Also, the issues are beyond the scope of the International Accounting Standards.  Therefore, the Bank followed the British FRS 6 standard.  Since the criteria specified therein were met, the Bank could proceed with the pooling of interest method.

The financial information contained in the balance sheet and the income statement of Bank Zachodni WBK S.A for the audited period was prepared by aggregating the balance sheets of Wielkopolski Bank Kredytowy S.A. and Bank Zachodni S.A. as at 13 June 2001, aggregating the information included in the income statement of Wielkopolski Bank Kredytowy S.A. for the period from 1 January to 13 June 2001 with information included in the income statement of Bank Zachodni S.A and making necessary adjustments to eliminate mutual transactions and make the presentation of the financial statements uniform.  The financial information contained in the balance sheet and the income statement of Dom Maklerski BZ WBK S.A. for the audited period was prepared by aggregating the balance sheets of Dom Maklerski BZ S.A. and Dom Maklerski WBK S.A. as at 11 May 2001, aggregating the information included in the income statement of Dom Maklerski BZ S.A. for the period from 1 January to 11 May 2001 with information included in the income statement of Dom Maklerski WBK S.A. and making necessary adjustments to eliminate mutual transactions and make the presentation of the financial statements uniform.


The comparative data for the year ended 31 December 2000 (hereinafter referred to as restated data) was prepared by aggregating data included in the balance sheets of Wielkopolski Bank Kredytowy S.A. and Bank Zachodni S.A. as at 31 December 2000 and data included in the income statements 
of the said entities for the 12 months ended 31 December 2000.  This was followed by necessary adjustments to eliminate mutual transactions and make the presentation of the financial statements uniform.

In the audited year, there was an 8.2% increase in borrowed funds (amounts due to financial institutions, customers and the public sector), from PLN 19,257,877 thousand as at 31 December 2000 to PLN 20,845,731 thousand as at 31 December 2001.  The Bank invested those funds primarily 
in amounts due from financial institutions, and from customers and the public sector, whose balances as at 31 December 2001 increased by 20.3% and 6.0% respectively, compared with the prior year.
In the audited year, the Group realised an 8.3 pp. lower net interest margin (calculated as a ratio of net interest income to interest income) than in 2000.  Net interest income for the year ended
31 December 2001 was lower by PLN 261,677 thousand than for the prior year.

II.
Financial analysis (cont.)

The analysis of the Group’s operations indicates a 7.2% increase in the Group's net profit, i.e. 
by PLN 9,949 thousand, which is mainly due to an increase in the result on financial operations 
by 100.8% as well as higher commission income of 11.8%, accompanied by an increase in the Group’s overheads of 16.8%. 
Additionally the financial analysis shows:

· a 4.7% decrease in interest income from PLN 2,780,130 thousand in 2000 to PLN 2,650,326 thousand in 2001;

· a 7.0 % increase in interest expense from PLN 1,896,703 thousand in 2000 to 2,028,576 thousand in 2001;

· a 28.4% decrease in net provisions and write-downs.

II. Discussion of consolidated financial statement components

Balance sheet as at the end of the current year



31.12.2001 

31.12.2000

restated

Change

Change

31.12.2001

Structure

31.12.2000

restated

Structure



PLN’000

PLN’000

PLN’000

%

%

%















ASSETS



























Cash and balances with the Central Bank
1
1,316,242

898,498

417,744  

46.5 

5.3 

3.9

Amounts due from financial institutions
2
6,461,330

5,373,193

1,088,137 

20.3 

26.1 

23.6 

Amounts due from customers and the public sector
3
10,630,427

10,029,168

601,259 

6.0 

42.9 

44.1 

Debt securities
4
4,022,209

4,611,723

(589,514)

(12.8)

16.2 

20.3 

Shares in non-consolidated subsidiaries and associates
5
131,814

27,862

103,952 

373.1 

0.5 

0.2 

Amounts due from non-consolidated subsidiaries and associates
6
159,242

19,867

139,375 

701.5 

0.6 

0.1 

Shares in other entities
7
137,828

158,777

(20,949)

(13.2)

0.6 

0.7 

Other securities and other property rights
8
9,545

231,064

(221,519)

(95.9)

0.1 

1.0 

Intangible assets
9
63,454

73,120

(9,666)

(13.2)

0.3 

0.3 

Goodwill on consolidation
10
-

1,959

(1,959)

(100.0)

-

- 

Tangible fixed assets
11
1,022,560

759,349

263,211 

34.7 

4.1 

3.3 

Other assets
12
278,935

320,582

(41,647)

(13.0)

1.1 

1.4 

Prepayments and accrued income
13
554,722

242,814

311,908 

128.5 

2.2 

1.1 

TOTAL ASSETS

24,788,308

22,747,976

2,040,332  

9.0 

100.0

100.0

Balance sheet as at the end of the current year (cont.)



31.12.2001

31.12.2000

restated

Change

Change

31.12.2001

Structure

31.12.2000

restated

Structure



PLN’000

PLN’000

PLN’000

%

%

%















LIABILITIES AND EQUITY













Amounts due to financial institutions
14
1,998,703

1,754,466

244,237 

13.9 

8.0

7.7

Amounts due to customers and the public sector
15
18,847,028

17,503,411

1,343,617 

7.7 

76.1

77.0

Special funds and other liabilities
16
703,304

606,236

97,068 

16.0 

2.8

2.7

Accruals, deferred income and suspended interest
17
834,435

628,153

206,282 

32.8 

3.4

2.8

Provisions
18
202,008

185,864

16,144 

8.7 

0.8

0.8

Amounts due to non-consolidated subsidiaries and associates 
19
38,350

5,256

33,094 

629.6 

0.2

-

Issue of debt securities

-

1,642

(1,642)

(100.0)

-

-

Subordinated liabilities
20
10,048

10,048

-  

- 

0.1

0.1

Minority interest
21
-

593

(593)

(100.0)



-

Share capital
23
729,603

729,603

-  

0.0 

2.9

3.2

Supplementary capital
24
380,466

463,405

(82,939)

(17.9)

1.5

2.0

Revaluation reserve
25
70,087

71,004

(917)

(1.3)

0.3

0.3

Other reserves
26
820,393

643,011

177,382 

27.6 

3.3

2.8

Retained earnings
27
5,374

6,724

(1,350)

(20.1)

-

-

Net profit for the year

148,509

138,560

9,949 

7.2 

0.6

0.6

TOTAL LIABILITIES AND EQUITY

24,788,308

22,747,976

2,040,332 

9.0 

100.0

100.0
















OFF-BALANCE SHEET ITEMS



























Contingent liabilities granted

3,126,213

2,878,654









Contingent liabilities received

792,006

672,876









Liabilities arising from sale/buy-back transactions

51,520,289

12,693,041









Other

3,431,967

2,269,134









Total

58,870,475

18,513,705









Consolidated income statement for the year ended 31 December 2001



31.12.2001

31.12.2000

restated

Change 

Change 

31.12.2001

Structure

31.12.2000

restated

Structure



PLN’000

PLN’000

PLN’000

%

%

%

Interest income
28
2,650,326 

2,780,130 

(129,804)

(4.7)

59.9

66.1

Interest expense
29
(2,028,576)

(1,896,703)

(131,873)

7.0  

47.1

47.8

Net interest income/(expense)

621,750 

883,427 

(261,677)

(29.6)





Commission income
30
481,329    

430,447 

50,882 

11.8   

10.9

10.2

Commission expense
31
(79,727)

(59,383)

(20,344)

34.3 

1.8

1.5

Net commission income/(expense)

401,602 

371,064 

30,538 

8.2 





Income from shares, other securities and other property rights
32
7,101 

1,563  

5,538 

354.3  

0.2

-

Result on financial operations
33
414,660 

206,521 

208,139 

100.8 

9.4

4.9

Foreign exchange result
34
137,076  

127,946 

9,130 

7.1 

3.1

3.0

Profit on banking activities

1,582,189 

1,590,521  

(8,332)

(0.5)





Other operating income
35
68,095  

93,609  

(25,514)

(27.3)

1.5

2.2

Other operating expenses
36
(76,877)

(66,673)

(10,204)

15.3 

1.8

1.7

Overhead costs of the Group
37
(1,108,774)

(949,094)

(159,680)

16.8 

25.8

23.9

Depreciation and amortisation
38
(135,082)

(143,254)

8,172 

(5.7)

3.1

3.6

Provisions and write-downs
39
(873,870)

(853,168)

(20,702)

2.4 

20.3

21.5

Release of provisions and write-downs
40
668,828 

566,867   

101,961 

18.0 

15.1

13.5

Net provisions and write-downs

(205,042)

(286,301)

81,259 

(28.4)





Operating profit

124,509 

238,808 

(114,299)

(47.9)





Net extraordinary gains/(losses)

(253)

(16)

(237)

(1,481.3)

-

-

Amortisation of goodwill on consolidation

(1,959)

(3,465)

1,506 

(43.5)

-

0.1%

Profit before tax

122,297 

235,327 

(113,030)

(48.0)





Taxation
41
26,212 

(96,712)

122,924 

(127.1)





Minority interest

-

(55)

55 

(100.0)





Net profit

148,509 

138,560 

9,949  

7.2  



















Total income

4,427,415

4,207,083









Total costs

(4,305,118)

(3,971,756)









Comparative analysis – operating activities and financial position as at the end of the year



31.12.2001
31.12.2000

restated

Profit before tax PLN’000

122,297
235,327

Total assets PLN’000

24,788,308
22,747,976

Capital adequacy ratio calculated in accordance with the NBP methodology (Bank Zachodni WBK S.A.)

13.14
13.09

Profitability ratio (profit before tax/total operating expenses)

2.8%
5.9%

Return on equity (net profit/average equity)

7.1%
7.3%

Return on assets (profit before tax/average assets)

0.5%
1.0%

Return on loans (interest and commission received/average gross performing loans)

20.4%
23.2%

Cost of borrowings (interest expense/average deposits)

10.0%
10.3%

Equity to liabilities and equity (equity/total liabilities and equity)

8.7%
9.0%

Loans to assets (gross loans to customers and the public sector/total assets)

47.2%
48%

Gross non-performing loans to total loans (gross non-performing loans to customers and the public sector/total gross loans to customers and the public sector-note 3)

20.4%
18.1%

Working assets ratio

85.2%
88.0%

Liquidity I (assets due within 1 month/liabilities due within 1 month) (1)

0.77
0.89

Liquidity II (assets due within 3 months/liabilities due within 3 months) (1)

0.76
0.74

Earnings per share (PLN)

2.04
1.97

Carrying value per share (PLN)

29.5
28.1

(1) Liquidity ratios I & II include the total balance of debt securities issued by the NBP or the State Treasury as at the end of a given year, classified as maturing within up to one month, except for Treasury bills which represent a security against the Guaranteed Deposit Protection Fund of PLN 77,842 thousand, NBP bonds of PLN 475,115 thousand representing a part of the obligatory reserve and restructuring bonds of PLN 109,195 thousand.  The debt securities listed were classified in accordance with their maturity dates.
Analysis of the Bank Zachodni WBK S.A. Group consolidation

Consolidated financial result

Entity
Profit/(loss) before tax
Consolidation adjustments 
Elimination of inter-company transactions
Profit/(loss) before tax after eliminations


PLN’000
PLN’000
PLN’000
PLN’000

Bank Zachodni WBK S.A.
125,932
(3,357)
21,336  
143,911 

Dom Maklerski BZ WBK S.A.
(4,942) 
4,664  
(21,336)
(21,614)







Profit before tax after consolidation adjustments


122,297   

Tax


26,212   

Net profit


148,509   

Consolidated balance sheet
Total assets of Bank Zachodni WBK S.A.

24,829,405 

Total assets of DM BZ S.A 

231,843 

Total assets of Bank Zachodni WBK S.A. and DM BZ WBK S.A.

25,061,248

Elimination of inter-company balances

(192,337) 





Total assets of Bank Zachodni WBK S.A. and DM BZ WBK S.A. after eliminations

24,868,911





Consolidation adjustments:



Value of shares of DM BZ WBK S.A.

(68,091) 

Intangible assets of Bank Zachodni WBK S.A. (goodwill arising on purchase of the GBH banking enterprise)

(5,539) 

Intangible assets of DM BZ WBK S.A.

(6,947) 

Tangible fixed assets of DM BZ WBK S.A.

113  

Presentation adjustment of DM BZ WBK S.A accruals

(139)

Total assets after eliminations and consolidation adjustments 

24,788,308 

Total liabilities and equity of Bank Zachodni WBK S.A. 

24,829,405 

Total liabilities and equity of DM BZ WBK S.A 

231,843 

Total liabilities and equity of Bank Zachodni WBK S.A. and DM BZ WBK S.A. 

25,061,117 

Elimination of inter-company balances

(192,337)

Total liabilities and equity of Bank Zachodni WBK S.A. and DM BZ WBK S.A. after eliminations

24,868,911 





Consolidation adjustments:



Equity of DM BZ WBK S.A.

(66,681) 

Other consolidation adjustments of equity

(13,783) 

Presentation adjustment of DM BZ WBK S.A. accruals

                (139)  

Total liabilities and equity after eliminations and consolidation adjustments

24,788,308

1. Cash and balances with the Central Bank



31.12.2001

31.12.2000

restated



PLN’000

PLN’000

Balance

1,316,242

898,498

Cash and balances with the Central Bank of Bank Zachodni WBK S.A. represented 100% of the total balance.

Cash at bank of PLN 591,630 thousand and cash on a current account with the National Bank 
of Poland (NBP) of PLN 723,166 thousand were the principal components of the balance as at 
31 December 2001.

Amounts due from the Central Bank were directly confirmed with the NBP 
as at 31 December 2001.

Cash equivalents of PLN 1,446 thousand comprised mainly cheques, bills of exchange and other items.

The Bank calculates, deposits and maintains an obligatory reserve in accordance with Resolution No. 10/98 of the Management Board of the National Bank of Poland of 5 June 1998 on the rules and procedure for calculating and maintaining obligatory reserve deposits by banks (NBP Journal of Laws No. 12, item 23).

Since 30 September 1999, a part of the obligatory reserve deposit kept in a current account with the NBP has been maintained in the form of registered NBP bonds as a result of adopting the provisions of Resolution No. 36/28/PPK/1999 of the Management Board of the National Bank of Poland dated 25 June 1999 relating to the NBP issuing bonds for banks in connection with the reduction of obligatory reserve rates (Note 4).
Moreover, as a result of purchasing a banking enterprise from Gliwicki Bank Handlowy S.A., Bank Zachodni WBK S.A. obtained exemption from depositing a part of the obligatory reserve in the period from 30 November 2000 to 31 December 2001.
2. Amounts due from financial institutions



31.12.2001

31.12.2000  restated



PLN’000

PLN’000








Balance

6,461,330

5,373,193

Amounts due from Bank Zachodni WBK S.A. represent 99.9% of the total balance.

In the audited year, amounts due from financial institutions (net of interest) increased 
by PLN 1,088,137 thousand, i.e. by 20.3%.  The change in the Bank’s portfolio related mainly to an increase in bank deposits accepted of PLN 1,266,780 thousand, i.e. 27.7%.

As at 31 December 2001, gross amounts due from financial institutions of PLN 6,552,434 thousand comprised current accounts of PLN 125,103 thousand, term amounts due of PLN 6,307,795 thousand and interest of PLN 119,536 thousand. Bad debt provisions 
as at 31 December 2001 amounted to PLN 91,104 thousand.

2.
Amounts due from financial institutions (cont.)

Gross amounts due from financial institutions (net of interest) maturing within 3 months accounted for 68.8% of the total balance, including amounts due relating to current accounts 
of PLN 125,103 thousand, and amounts due maturing within 3 to 12 months represented 16.9% of the total balance.  The remaining amounts due from financial institutions mature within more than 1 year, including amounts due maturing within more than 5 years of PLN 93,739 thousand, and amounts overdue of PLN 42,232 thousand.

Maturity is analysed on the basis of the actual maturity dates in relation to the balance sheet date.

As at 31 December 2001, gross amounts due from financial institutions denominated in foreign currencies accounted for 82.7% of the balance. 

Gross amounts due (net of interest) classified as performing and watch represented 98.1% of the total balance.

Gross non-performing amounts due from financial institutions (net of interest) are as follows: 

· substandard of PLN 2,611 thousand;

· doubtful of PLN 14,898 thousand;

· loss of PLN 103,239 thousand. 

Provisions of PLN 91,104 thousand recorded as at 31 December 2001 account for 75.4% 
of gross non-performing amounts due from financial institutions (net of interest).

3. Amounts due from customers and the public sector



31.12.2001

31.12.2000 restated



PLN’000 

PLN’000 








Balance

10,630,427

10,029,168

Amounts due of Bank Zachodni WBK S.A. represent 99.9% of the total balance.

The balance of amounts due from customers and the public sector as at 31 December 2001 comprised the following:


PLN’000

Amounts due from customers and the public sector
11,193,195

Accrued interest not due
86,115

Interest due not received
414,870

Gross amounts due from customers and the public sector
11,694,180

Specific provisions
(1,063,753)

Net amounts due from customers and the public sector
10,630,427

3.
Amounts due from customers and the public sector (cont.)

When comparing balances as at 31 December 2001 and 31 December 2000, it may be noted that gross amounts due from customers and the public sector (net of interest) increased by PLN 759,919 thousand i.e. by 7.3%. 
Gross amounts due from customers and the public sector (net of interest) maturing within 
3 months accounted for 26.8% of the total balance, and amounts due maturing within 3 to 12 months represented 18.7% of the total balance.  The remaining amounts due from financial institutions mature within more than 1 year, including amounts due maturing within more than 
5 years of PLN 1,593,686 thousand, and amounts overdue of PLN 1,126,106 thousand.

Maturity is analysed on the basis of actual maturity dates in relation to the balance sheet date.

Gross amounts due from customers and the public sector denominated in foreign currencies (inclusive of interest) accounted for 22.0% of the balance as at 31 December 2001. 
The structure of gross loans to customers and the public sector (net of interest) as 
at 31 December 2001 is as follows:


31.12.2001

31.12.2001

31.12.2000 restated

31.12.2000 restated


PLN’000

(%)

PLN’000

(%)

Pass
6,624,472

59.2

6,554,919

62.8

Watch
2,287,766

20.4

1,997,919

19.2

Substandard
514,065

4.6

586,828

5.6

Doubtful
629,432

5.6

462,585

4.4

Loss
1,137,460

10.2

831,025

8.0

Total, gross
11,193,195

100.0

10,433,276

100.0

The share of gross non-performing loans in total loans in the year ended 31 December 2001 amounted to 20.4% and increased by 2.4 p.p. compared to the prior year.
Movements in provisions in the period from 1 January 2001 to 31 December 2001 are shown 
in the table below.  The table covers movements in provisions for amounts due from customers and the public sector and from non-consolidated subsidiaries and associates.


PLN’000

Opening balance
879,222

Provisions recorded
784,268

Other increase
10,001

Provisions release
(517,657)

Provisions utilised
(80,095)

Other decrease
(11,986)

Closing balance
1,063,753

3.
Amounts due from customers and the public sector (cont.)

As at 31 December 2001, the Bank did not exceed its exposure limits in respect of any entity or group of entities related in terms of equity or organisational structure as specified in Art. 71.1 
of the Banking Law of 29 August 1997 (Journal of Laws No. 140, item 939).

4. Debt securities



31.12.2001

31.12.2000  restated



PLN’000 

PLN’000 








Balance

4,022,209

4,611,723

Debt securities of Bank Zachodni WBK S.A. represent 99.9% of the total balance.

The balance of debt securities as at 31 December 2001 comprised the following:

(i) debt securities with fixed interest rate:


PLN’000 




Treasury bills
517,558

NBP bills
99,334

Treasury bonds
1,827,019

Debentures and notes
54,760

Total gross fixed interest debt securities
2,498,671

Specific provisions
(984)

Total net fixed interest debt securities
2,497,687

Debt securities listed in (i) represent 62.1% of the gross debt securities as at 31 December 2001.

The total balance of Treasury bills includes bills of PLN 59,350 thousand representing collateral for the Guaranteed Deposit Protection Fund set up under the Banking Guarantee Fund Act.  Moreover, Treasury bills with a par value of PLN 40,000 thousand constituted collateral for the loan extended by the Banking Guarantee Fund.

(ii) variable interest debt securities:


PLN’000 




Treasury bonds
448,547

NBP bonds
965,707

Municipal bonds and debentures
112,430

Total gross variable interest debt securities
1,526,684

Specific provisions
(2,162)

Total net variable interest debt securities
1,524,522

4.
Debt securities (cont.)

Debt securities listed in (ii) represent 37.9% of the gross debt securities as at 31 December 2001.

The 12.8% decrease in debt securities in the year ended 31 December 2001 resulted mainly from a decrease in NBP bills of PLN 546,480 thousand, a decrease in Treasury bonds 
of PLN 179,494 thousand and an increase in Treasury bills of PLN 155,960 thousand.  Proceeds from the reduction of the debt security portfolio were invested in loans to customers and interbank deposits.

The NBP bonds which the Bank held in its portfolio as at 31 December 2001 were issued on the basis of a Resolution of the Management Board of the National Bank of Poland of 25 June 1999 relating to the NBP issuing bonds for banks in connection with the reduction of obligatory reserve deposit rates.  The said bonds are registered securities, and the Bank may not sell them before their maturity.  The maturity dates fall on the 30th September of the five consecutive years beginning from 2005.
The NBP bonds which the Bank purchased in place of the former non-interest-bearing obligatory reserve bear interest according to the inflation rate.  These bonds cannot be sold, therefore their value cannot be confirmed by the market.  The bonds were valued in accordance with the methodology adopted by Bank Zachodni WBK S.A., i.e. at cost including accrued interest. Due to the fact that banks have to purchase and maintain these bonds until redemption and due to the high creditworthiness of the issuer, such measurement is correct.

5. Shares in non-consolidated subsidiaries and associates



31.12.2001

31.12.2000  restated



PLN’000 

PLN’000 








Balance

131,814

27,862

Shares held by Bank Zachodni WBK S.A. represent 100.0% of the total balance.  The portfolio 
of companies has been described in the audit report on the stand-alone financial statements 
of the Bank. 

6. Amounts due from non-consolidated subsidiaries and associates



31.12.2001

31.12.2000  restated



PLN’000 

PLN’000 








Balance

159,242

19,867

The balance comprises amounts due from non-consolidated subsidiaries.  An amount due from WBK Finance & Leasing S.A. accounts for 90.2% of the total balance.

Shares in other entities



31.12.2001

31.12.2000  restated



PLN’000 

PLN’000 








Balance

137,828

158,777

Shares held by Bank Zachodni WBK S.A. represent 97.7% of the total balance.

As at 31 December 2001, shares in other entities (in net value) comprised:


PLN’000 




Shares in banks
719

Shares in financial institutions
33,241

Shares in non-financial institutions
103,868


137,828

Net variable yield investment shares represented 65.0% of the balance as at 31 December 2001. Trading securities represented 32.9% and operating securities of Dom Maklerski BZ WBK S.A. accounted for the remaining 2.1%.

Additional information about shares in other entities held by group entities of the Bank Zachodni WBK S.A. Group are included in the audit reports of the stand-alone financial statements of these entities.

7. Other securities and other property rights


31.12.2001

31.12.2000  restated



PLN’000 

PLN’000 








Balance

9,545

231,064

Shares held by Bank Zachodni WBK S.A. represent 100.0% of the total balance. The balance decreased mainly as a result of the disposal of units in the trust fund Arka amounting to PLN 257,074 thousand.

III
Discussion of the financial statement components

8. Intangible assets



31.12.2001

31.12.2000 

restated



PLN’000 

PLN’000 








Balance

63,454

73,120

94.9% of the balance comprised intangible assets owned by Bank Zachodni WBK S.A.

As at 31 December 2001, intangible assets comprised:


PLN’000

Start-up or further share issue costs of a joint-stock company
311

Goodwill
592

Computer software
48,920

Other intangible assets
13,631


63,454

Intangible assets – movements during the year:


PLN’000




Gross book value as at 31.12.2000
265,975

Additions:
30,114  

transfers from assets under construction 
26,364 

other
3,750

Disposals:
(453)

sale and scrapping 
(369)

other
(84)

Gross book value as at 31.12.2001 
295,606 

Accumulated amortisation as at 31.12.2001
(232,152)

Net book value as at 31.12.2001
63,454 

III. Discussion of the financial statement components

9. Goodwill on consolidation



31.12.2001

31.12.2000

  restated



PLN’000 

PLN’000 








Balance

-

1,959

The balance decreased by PLN 1,959 thousand as a result of full amortisation of goodwill 
on consolidation of GBH S.A. in relation to consolidating the Company in the period ended 
31 December 2001 (Note I).

10. Tangible fixed assets



31.12.2001

31.12.2000 restated



PLN’000 

PLN’000 








Balance

1,022,560

759,349

99.2% of tangible fixed assets comprise the fixed assets of Bank Zachodni WBK S.A.

Tangible fixed assets – movements during the year:


PLN’000




Gross book value as at 31.12.2000
1,118,758 

Additions:
491,631  

                    assets under construction
417,072 

other
74,559 

Disposals:
(97,185)

sale and scrapping 
(29,937)

other
(67,248)

Gross book value as at 31.12.2001 
1,513,204 

Accumulated depreciation as at 31.12.2001
   (490,644)

Net book value as at 31.12.2001
1,022,560 

As at 31 December 2001, the net book value of tangible fixed assets increased by PLN 263,211 thousand, i.e. by 34.7% compared with 31 December 2000.

The increase was mainly due to an increase in assets under construction (an increase of PLN 208,756 thousand, i.e. 173.2%).  The largest capital expenditure related to implementing a new computer system at the Bank.  Moreover, the Bank opened new branch offices and modernised its head office in Wrocław.  In 2001, the Computer Centre at ul. Strzegomska in Wrocław was also commissioned for use.
III
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11. Other assets



31.12.2001

31.12.2000 

restated



PLN’000

PLN’000








Balance

278,935

320,582

95.3% of the balance comprises other assets owned by Bank Zachodni WBK S.A.

As at 31 December 2001, other assets comprise:



PLN’000





Sundry debtors

273,328

Interbank balances

14,602

Assets for sale

1,051

Other assets, gross

288,981

Provision

(10,046)

Other assets, net

278,935

Interbank balances were cleared in the first working days of 2002.

Budget settlements in respect of income tax include excess withholdings for the years 2000 and 2001. 

III
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12. Prepayments and accrued income



31.12.2001

31.12.2000 

restated



PLN’000

PLN’000








Balance

554,722

242,814

99.8% of the balance comprises prepayments and accrued income of Bank Zachodni WBK S.A.

The largest components of prepayments as at the end of the current year are as follows:



31.12.2001



PLN’000 





Deferred income tax

122,628

Prepaid expenses

19,870

Valuation of financial instruments

411,674

Accrued income 

550



554,722

In the year ended 31 December 2001, prepayments and accrued income increased by PLN 311,908 thousand, i.e. by 128.4%, mainly as a result of an increase in the value of financial instruments of PLN 225,669 thousand, compared with 31 December 2000, and a deferred tax asset of PLN 122,628 thousand.  The increase in the value of financial instruments is mainly due to an increase in the volume of such transactions concluded by the Bank.

13. Amounts due to financial institutions



31.12.2001

31.12.2000 

restated



PLN’000

PLN’000 








Balance

1,998,703

1,754,466

99.9% of the balance comprises amounts due to other financial institutions by Bank Zachodni WBK S.A. The balance of amounts due to financial institutions as at 31 December 2001 includes the principal amounts of PLN 1,992,412 thousand and accrued interest of PLN 6,291 thousand.

An increase in amounts due to financial institutions in the year ended 31 December 2001 of 13.9% results mainly from an increase in term amounts due, whose share in the gross balance 
as at 31 December 2001 amounted to 93.8%.

As at 31 December 2001, foreign currency amounts due to financial institutions amounted 
to PLN 951,545 thousand.

III
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14. Amounts due to customers and the public sector



31.12.2001

31.12.2000 

restated



PLN’000

PLN’000








Balance

18,847,028

17,503,411

99.3% of the balance comprises amounts due by Bank Zachodni WBK S.A.

As at 31 December 2001, the balance of amounts due to customers and the public sector consisted of deposits accepted from customers and the public sector of PLN 18,613,291 thousand and interest due of PLN 233,737 thousand.

Amounts due to customers and the public sector denominated in foreign currencies accounted for 14.9% of the total balance as at 31 December 2001.

15. Special funds and other liabilities



31.12.2001

31.12.2000 

restated



PLN’000

PLN’000








Balance

703,304

606,236

97.9% of the balance comprises special funds and other liabilities of Bank Zachodni WBK S.A. 

As at 31 December 2001, the balance of special funds and other liabilities comprised: payables 
in respect of interbank and interbranch settlements of PLN 482,415 cleared over the first few working days of 2002, sundry creditors of PLN 172,834 thousand, National Securities Deposit settlements of PLN 11,253 thousand, special funds of PLN 34,895 thousand and other items 
of PLN 1,907 thousand.

Additional information on special funds and other liabilities of Bank Zachodni WBK S.A. Group entities are presented in the reports from the audits of the stand-alone financial statements of those entities. 

III. Discussion of the financial statement components

16. Accruals, deferred income and suspended interest



31.12.2001

31.12.2000

restated



PLN’000

PLN’000








Balance

834,435

628,153

99.9% of the balance comprises accruals and deferred income of Bank Zachodni WBK S.A. 

As at the end of the year, accruals, deferred income and suspended interest included:



31.12.2001



PLN’000 





Accruals

298,171

Deferred income

51,808

Suspended income

484,456



834,435

Accruals include an accrual for employee bonuses of PLN 14,500 thousand, long service and one-off retirement bonuses of PLN 46,363 thousand, differences to be cleared on transactions 
in financial instruments of PLN 226,856 thousand and other items of PLN 10,452 thousand.

Deferred income includes income received in advance of PLN 42,128 thousand and other deferred income of PLN 9,680 thousand.

As at 31 December 2001, suspended income includes:



31.12.2001



PLN’000 





Suspended interest

478,693

Capitalised interest

4,088

Other

1,675



484,456

III. Discussion of the financial statement components

17. Provisions



31.12.2001

31.12.2000

restated



PLN’000

PLN’000








Balance

202,008

185,864

99.0% of the balance relates to Bank Zachodni WBK S.A. 

As at 31 December 2001, the Group disclosed the following provisions:



PLN’000





General banking risk provision

87,537

Costs to be incurred

57,910

Off-balance-sheet contingent liabilities

14,162

Litigations

32,835

Other

9,564



202,008

The purpose of the general banking risk provision is to cover risks arising from banking activities.  This provision is created on the basis of Art. 130 of the Banking Law Act. 
In accordance with that article, the annual charge made in respect of the provision may not exceed the amount transferred from prior year profits to the general banking risk reserve.

The amount transferred in the current year to the general banking risk reserve from the prior year net profit amounted to PLN 55,000 thousand (Note 26).  Moreover, in the audited year the Bank released a general banking risk provision of PLN 30,000 thousand.  The release related 
to discount loans obtained under false pretences (based on forged documents) by a group 
of related parties from three of the Bank’s branch offices.  In the current year, a provision was created for the said loans amounting to PLN 30,182 thousand.  Due to the materiality and specific nature of this provision, the Bank decided to release a part of the general banking risk provision to cover the losses incurred.

The provision for costs to be incurred is one of the elements of the anticipated expenditure which will have to be incurred in the future as part of the planned restructuring which the Bank has recognised in the financial statements as at and for the year ended 31 December 2001.

In 2001, after the merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A., the process of restructuring the Bank’s Head Office and branches commenced, which covers streamlining the branch office network, changes to the Bank’s structure and related employment restructuring.  This process is to be completed by the end of 2003.  The Bank recognised the future restructuring-related costs in its financial statements for 2001.  Detailed information on the Bank’s restructuring was presented in the report from the stand-alone financial statements of the Bank.

III.
Discussion of the financial statement components

18. Amounts due to non-consolidated subsidiaries and associates 



31.12.2001

31.12.2000

  restated



PLN’000 

PLN’000 








Balance

38,350

5,256

The balance comprises solely liabilities to non-consolidated subsidiaries.  The change in the balance results mainly from an increase in term deposits accepted from Gliwicki Bank Handlowy S.A., which as at 31 December 2001 amounted to PLN 23,224 thousand, i.e. 60.6% of liabilities to non-consolidated subsidiaries and associates.

19. Subordinated liabilities



31.12.2001

31.12.2000

restated



PLN’000

PLN’000








Balance

10,048

10,048

The balance represents a subordinated loan granted by Ford Credit Europe plc of PLN 10,000 thousand.
20. Minority interest



31.12.2001

31.12.2000 
restated



PLN’000 

PLN’000 








Balance

-

593

The decrease in the balance of minority interest is the effect of not accounting for Gliwicki Bank Handlowy S.A. in the consolidated financial statements as at 31 December 2001 (Note I).

III.
Discussion of the financial statement components

21. Equity

The comparative data relating to the Group’s equity as at 31 December 2000 include adjustments resulting from applying the equity combination method in the preparation of the Group’s consolidated financial statements as at and for the year ended 31 December 2001 (Note II).  Converting the equity of Bank Zachodni S.A. Group and Wielkopolski Bank Kredytowy S.A. Group as at 31 December 2000 to the format required in the financial statements for the current year is shown in the table below.

31.12.2000
BZ S.A. Group

WBK S.A. Group

New issue

Eliminations

Total

Share capital
329,510

86,020

400,093

(86,020)

729,603

Supplementary capital
412,058

51,347

-

-

463,405

Reserves
295,929

732,159

-

(314,073)

714,015

Revaluation reserve
20,688

50,316

-

-

71,004

Other reserves
215,431

536,843

-

(314,073)

438,201

General banking risk reserve
59,810

145,000

-

-

204,810

Retained earnings/loss brought forward
-

6,724

-

-

6,724

Profit/(loss)

for 2000
(85,138)

223,698

-

-

138,560

Total
952,359

1,099,948

400,093

(400,093)

2,052,307

The equity of the Bank Zachodni WBK S.A. Group as at 31 December 2001 includes a new share issue 
of PLN 400,093 thousand.  The net excess of the value of the issue over the merged share capital amounting to PLN 314,073 thousand is set off against reserves (in the “Eliminations” column).  The share capital of WBK S.A. was eliminated in an amount equal to the par value of the new issue.

22. Share capital



31.12.2001

31.12.2000 
restated



PLN’000 

PLN’000 








Balance

729,603

729,603

The share capital of the Bank Zachodni WBK S.A. Group comprises the share capital of Bank Zachodni WBK S.A.

The share capital amounts to PLN 729,603 thousand and consists of 72,960,284 shares with a par value of PLN 10 each.  

III.
Discussion of the financial statement components

The shareholding structure as at 31 December 2001, which at the same time reflects the share in voting rights at the General Shareholders’ Meeting, is presented below:



 (%)





AIB European Investments Ltd.

70.5

Other

29.5



100.0

23. Supplementary capital



31.12.2001

31.12.2000

restated



PLN’000

PLN’000








Balance

380,466

463,405

99.9% of the supplementary capital of the Bank Zachodni WBK S.A. Group comprises the supplementary capital of Bank Zachodni WBK S.A.

In the year ended 31 December 2001, the balance of supplementary capital dropped by PLN 82,939 thousand.  This drop is mainly due to covering the loss brought forward of the former Bank Zachodni S.A. which amounted to PLN 89,980 thousand.

24. Revaluation reserve



31.12.2001

31.12.2000

restated



PLN’000

PLN’000








Balance

70,087

71,004

The revaluation reserve of the Bank Zachodni WBK S.A. Group comprises the revaluation reserve of Bank Zachodni WBK S.A.

A change in the revaluation reserve in the year ended 31 December 2001 resulted from transferring PLN 917 thousand to other reserves as a result of selling tangible fixed assets which were revalued in 1995.

III.
Discussion of the financial statement components

25. Other reserves

Other reserves include Bank Zachodni WBK S.A. reserves, net of accumulated amortisation of goodwill on consolidation which was transferred to retained earnings/loss brought forward.



31.12.2001

31.12.2000

restated



PLN’000

PLN’000








Balance

820,393

643,011

Other reserves of the Bank Zachodni WBK S.A. Group comprise:

· a general banking risk reserve of PLN 259,810 thousand;

· other reserves of PLN 560,583 thousand.

The increase in other reserves in the audited year resulted from:
· PLN 179,336 thousand being transferred from the former WBK S.A.’s net profit to reserves;

· PLN 594 thousand of DM WBK S.A. profit for the year ended 31 December 2000 being transferred to reserves;

· PLN 917 thousand being transferred from the revaluation reserve.

The decrease in other reserves was the result of a transfer of the amortisation of goodwill on the acquisition of the bank from Gliwicki Bank S.A. of PLN 3,465 thousand for the year ended 31 December 2000 to retained earnings.

26. Retained earnings



31.12.2001

31.12.2000

restated



PLN’000

PLN’000








Balance

5,374

6,724

Retained earnings – movements during the year:



PLN’000  





Balance as at 1 January 2001 (restated)

6,724 

Amortisation of goodwill for 2000

3,465 

Transfer of the DM BZ WBK S.A. profit for 1999 to supplementary capital

(4,407)

Other

(408)

Balance as at 31 December 2001

5,374 
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27. Interest income



12 months to

31.12.2001

12 months to

31.12.2000

restated



PLN’000

PLN’000








Balance

2,650,326

2,780,130

99.9% of the balance comprises interest income of Bank Zachodni WBK S.A.

Interest income for the period ended 31 December 2001 comprised interest from the financial sector (13.8%), interest from customers and the public sector (60.0%), on securities (23.8%) and other (2.4%).

The decrease in interest income compared with the prior year was mainly due to the interest income from customers and the public sector going down by 4.7%.  This was due, among other things, to the Monetary Policy Board reducing interest rates six times, which led to reductions 
in loan interest rates, and the share of non-performing loans in total gross amounts due from customers and the public sector going up from 18.1% as at the end of the previous year to 20.4% as at the end of the current year.  Interest on non-performing loans is shown as suspended income under the Bank’s liabilities and equity and recognised in the income statement upon being paid.

As at 31 December 2001, debt securities amounted to 16.2% of total assets (31 December 2000: 20.3%), term deposits from the financial sector to 25.6% (31 December 2000: 23.4%) and amounts due from customers and the public sector amounted to 42.9% (31 December 2000: 44.1%).

28. Interest expense



12 months to

31.12.2001

12 months to

31.12.2000

restated



PLN’000

PLN’000








Balance

2,028,576

1,896,703

99.5% of the balance comprises interest expense of Bank Zachodni WBK S.A.
Interest expense for the year ended 31 December 2001 comprised interest payable to customers and the public sector (88.9%), to financial institutions (11.0%), and other interest expense (0.1%).

As at 31 December 2001, interest expense increased by 7.0% compared with the balance 
as at 31 December 2000. The increase in interest expense compared with the prior year was mainly due to a 7.2% increase in interest paid to customers and the public sector and a 6.7% increase in interest paid to financial institutions.
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29. Commission income



12 months to

31.12.2001

12 months to

31.12.2000

restated



PLN’000

PLN’000








Balance

481,329

430,447

94.8% of the balance comprises commission income of Bank Zachodni WBK S.A. 

In the year ended 31 December 2001, commission income comprised commission on banking activities of PLN 456,336 thousand and commission on brokerage activities of PLN 24,993 thousand.

In the audited year, commission on banking activities increased by 17.0% and commission 
on brokerage activities dropped by 38.3% compared with the prior year. 

The largest increase in the Bank’s fee and commission income was noted in commissions 
on servicing credit and debit cards.  This is mainly the result of a large volume of card transactions (compared with the prior year, the total volume of this type of transaction increased by ca. 230%).

30. Commission expense



12 months to

31.12.2001

12 months to

31.12.2000

restated



PLN’000

PLN’000








Balance

79,727

59,383

91.8% of the balance comprised commission expense of Bank Zachodni WBK S.A. 

In the year ended 31 December 2001, commission expense included costs of banking operations of PLN 73,173 thousand and costs of brokerage activities of PLN 6,554 thousand.

Compared with the prior year, commission expense increased by 34.3%. 
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31. Income from shares, other securities and other property rights



12 months to

31.12.2001

12 months to

31.12.2000

restated



PLN’000

PLN’000








Balance

7,701

1,563

100.0% of the balance comprises income of Bank Zachodni WBK S.A.

Additional information on income from shares and other securities is presented in the report from the audit of the stand-alone financial statements of Bank Zachodni WBK S.A.

32. Result on financial operations



12 months to

31.12.2001

12 months to

31.12.2000

restated



PLN’000

PLN’000








Balance

414,660

206,521

The balance comprises a gain on financial transactions of Bank Zachodni WBK S.A of PLN 415,726 thousand and a loss on financial transactions of Dom Maklerski BZ WBK S.A. of PLN 1,066 thousand.
The following items affected the result on financial operations for the year ended
31 December 2001:

· net gain on securities of PLN 14,833 thousand;

· net gain on other financial transaction of PLN 399,827 thousand.

A detailed analysis of the result on financial operations of Bank Zachodni WBK S.A. is presented in the report on the audit of the stand-alone financial statements of the bank.
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33. Foreign exchange result



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000)

(PLN ‘000)








Balance

137,076

127,946

100% of the balance comprises the foreign exchange result of Bank Zachodni WBK S.A.
34. Other operating income



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000)

(PLN ‘000)








Balance

68,095

93,609

87.7% of the balance comprises operating income of Bank Zachodni WBK S.A.

In the audited year, other operating income dropped by PLN 25,514 thousand compared with the prior year.

Other operating income for the year ended 31 December 2001 comprised the following:


(PLN ‘000)

Proceeds from sale or scrapping of tangible fixed assets or assets for resale 
27,868

Income from non-core activities 
12,690

Income from managing third party assets
10,791

Other
16,746


68,095

Income from sale or scrapping of tangible fixed assets and assets for resale constituted the largest item of other operating income in 2001.  This resulted mainly from selling real estate and assets for resale, including a building in Gliwice for PLN 5,400 thousand. 

III
Discussion of the financial statement components

35. Other operating expenses



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000)

(PLN ‘000)








Balance

76,877

66,673

96.7% of the balance comprises other operating expenses of Bank Zachodni WBK S.A.

Other operating expenses for the year ended 31 December 2001 comprised the following:


(PLN ‘000) 




Net book value of tangible fixed assets scrapped or sold
22,280

Unscheduled amortisation and depreciation 
18,576

Provision for costs to be incurred and disputed receivables
18,546

Other
17,475

         
76,877

Detailed analyses of other operating expenses are included in the reports from the audits of the stand-alone financial statements of Bank Zachodni WBK S.A. and Dom Maklerski BZ WBK S.A.

36. Overhead costs of the Group



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000) 

(PLN ‘000) 








Balance

1,108,774

949,094

97.0% of the balance comprises the overhead costs of Bank Zachodni WBK S.A.

Wages and salaries and remuneration charges comprise the largest components of the overhead costs of the Group for the year ended 31 December 2001 (55.9% of the balance).  The costs increased by PLN 74,481 thousand (i.e. 13.6%) compared with the prior year.

The increase in overhead costs of the Group compared with 2000 was mainly the effect 
of an increase in wages and salaries (commented above) and remuneration charges as well 
as an increase in external services.  The increase in salaries was due mainly to the provisions for the planned restructuring of the Bank (note 18). The costs of external services increased mainly as a result of advisory services related to the merger of the Banks.
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37. Depreciation and amortisation



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000)

(PLN ‘000)








Balance

135,082

143,254

98.9% of the balance comprises amortisation and depreciation of Bank Zachodni WBK S.A.

Based on the Minister of Finance’s Decree of 17 January 1998 on amortisation and depreciation of fixed assets (Journal of Laws No. 6, item 35), the Group charges amortisation and depreciation using the straight-line method. 

38. Provisions and write-downs



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000) 

(PLN ‘000) 








Balance

873,870

853,168

99.9% of the balance comprises provisions and write-downs of Bank Zachodni WBK S.A.

Provisions and write-downs recognised in the year ended 31 December 2001 comprised provisions set up.

The change in the balance of provisions and write-downs recognised in comparable periods ended 31 December 2000 and 31 December 2001, resulted mainly from an increase in bad debt provisions of 9.2%. 
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39. Release of provisions and write-downs



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000)

(PLN ‘000)








Balance

668,828

566,876

99.9% of the balance comprises release of provisions and write-downs at Bank Zachodni WBK S.A.
Release of provisions and write-downs for the year ended 31 December 2001 comprised mainly reversed provisions of PLN 656,320 thousand and write-downs of financial assets of PLN 12,508 thousand.

The change in the release of provisions and write-downs in comparable periods ended 31 December 2000 and 31 December 2001 resulted from an increase in the release of bad debt provisions of 16.3%, and utilisation of the provision for general banking risk of PLN 30,000 thousand (Note 18).

40. Taxation



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000)

(PLN ‘000)

Balance
26,212

(96,712) 

Corporation income tax due is calculated at the 28.0% rate applicable in 2001 and on the basis 
of profit before tax determined according to accounting regulations, adjusted for non-taxable income and non-deductible costs. 

The deferred tax provision is calculated at the 28% rate applicable in 2001 on the basis of timing differences in recognition of income as earned and costs as incurred for accounting and tax purposes.  The Bank calculates the deferred tax provision using the full method.

Additional information is included in the reports from the audits of the stand-alone financial statements of Group companies.
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41. Assets put up as collateral

Detailed information on the Group’s assets put up as collateral is included in the stand-alone annual report of WBK S.A. submitted to the Securities and Exchange Commission.

42. Contingent liabilities 

Contingent liabilities as at 31 December 2001 comprised mainly: 

· The Bank is a party to 14 lawsuits where the disputed amounts exceed PLN 500 thousand. Management believes that provisions recognised in respect of the said lawsuits are sufficient to fully cover the disputed amounts.

· In prior years the Bank made use of investment relief.  Moreover, in the current year, the Bank made use of the investment relief bonus related to the 2000 investment relief. 
To be able to use investment relief, companies must comply with all tax regulations. 
In the event of failure to comply with tax regulations, there is a risk of losing the right 
to all previously used investment relief.  Since 2000, due to the stringency of the tax regime being lessened, the risk is much lower than in prior years.  Payment of any overdue tax liabilities identified within a specified deadline enables companies to retain the right 
to investment relief and bonuses.

· Contingent liabilities relating to guarantees amount to PLN 647,490 thousand.

· Contingent liabilities relating to financing as at 31 December 2001 amount to PLN 2,478,723 thousand.

· In accordance with the Polish Bank Guarantee Fund Law, Bank Zachodni WBK SA participates in the obligatory deposit guarantee system relating to deposits of individuals.  Banks involved in the deposit guarantee system are obliged to make predetermined annual payments to the Fund.  In the event of a bank being declared insolvent, the Bank Guarantee Fund (BFG) may also call on the remaining participants in the system to make additional one-off payments. 

· As at 31 December 2001, the value of securities of the brokerage house clients in clients’ securities accounts amounted to PLN 4,694,404 thousand (including PLN 930,987 in the underwriter’s portfolio).  The value of securities maintained by the brokerage house 
in document form amounted to PLN 482,804 thousand as at the balance sheet date.

IV. The auditor’s statement

(a) The Parent Company and the consolidated subsidiaries presented all the information, explanations and representations required by us in the course of the audit, and provided us with 
a letter of representation confirming the completeness of the information included in the accounting records, and the disclosure of all contingent liabilities and post balance sheet events which occurred up to the date on which that letter was signed.

(b) The Parent Company maintains its consolidation documents in accordance with the Accounting Act.  Consolidation exclusions, adjustments and other consolidation procedures are documented in a clear manner.

(c) Except for the issue described below, the accounting policies adopted by the Group comply with the Accounting Act and are used consistently.

(d) The closing balances as at the end of the prior year were correctly brought forward as current year opening balances.  Balances disclosed in the accounting records of Wielkopolski Bank Kredytowy S.A. as at the date of its merger with Bank Zachodni S.A., i.e. as at 13 June 2001 were correctly restated and disclosed in the financial statements of the Bank as at and for the year ended 31 December 2001, in all material respects.  Balances disclosed in the accounting records of Dom Maklerski WBK S.A. as at the date of its merger with Dom Maklerski BZ S.A., i.e. 
as at 11 May 2001, were correctly restated in all material respects and disclosed in the financial statements of the subsidiary as at 31 December 2001.  Assets, liabilities and equity are shown 
in a true and fair manner in all material respects from the perspective of the financial statements as a whole.
(e) The Parent Company’s internal control system was reviewed adequately to express an audit opinion.  Based on our review of the internal control system and on our substantive tests of the individual financial statement components, we were able to express a general and comprehensive opinion on the truth and fairness of those financial statements. 

(f) The Group equity was consolidated correctly. 

(g) Mutual receivables and payables and income and expenses were excluded in accordance with the Accounting Act. 

(h) Eliminations of results not realised by the entities subject to consolidation and included in the value of assets were made in accordance with the Accounting Act.

(i) Entities which were not included in the consolidated financial statements were eliminated from consolidation in accordance with the provisions of Article 56 of the Accounting Act. 

(j) The notes to the financial statements show completely and correctly all the significant information specified in Resolution No. 2/98 of the Banking Supervision Commission of 3 June 1998 on the detailed rules for preparing consolidated financial statements by banks, issued on the basis of Art. 81 clause 1 item 1 of the Accounting Act of 29 September 1994.

V. General information about the audit

(a)
PricewaterhouseCoopers Sp. z o.o. was appointed auditor of the Group by Resolution No. 5/2001 of the Bank Zachodni WBK S.A. Supervisory Board of 25 July 2001, in accordance with the Bank’s Memorandum of Association. 

(b)
The audit was conducted in accordance with the agreement signed on 12 November 2001 by and between the Bank (the Engager) and PricewaterhouseCoopers Sp. z o.o., Warsaw, ul. Nowogrodzka 68 (the Engaged), in the following periods: 

· interim audit from 10 December 2001 to 21 December 2001

· final audit from 7 January 2002 to 19 February 2002.
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