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BANK ZACHODNI WBK S.A.
Registered auditor’s report on the financial statements
as at and for the year ended 31 December 2001

(Translation only)

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 financial statements of Bank Zachodni WBK S.A., Wrocław, Rynek 9/11 (hereinafter referred to as the Bank).  The audited financial statements comprise:
(i) the introduction;

(ii) the balance sheet as at 31 December 2001, showing total assets and total liabilities and equity of PLN 24,829,405 thousand;

(iii) the income statement for the year ended 31 December 2001, showing a net profit of PLN 151,398 thousand;

(iv) the cash flow statement for the year ended 31 December 2001, showing a net increase in cash and cash equivalents of PLN 479,707 thousand;

(v) the statement of changes in equity as at 31 December 2001, showing equity of PLN 2,159,506 thousand;

(vi) the listing of off-balance sheet items, showing PLN 58,870,475 thousand;

(vii) the notes to the financial statements.

The financial statements were signed by the Bank’s Management Board and the person responsible for maintaining the books of account on 19 February 2002.  This report should be read in conjunction with the Registered Auditor’s Opinion to the Shareholders of Bank Zachodni WBK S.A. of 19 February 2002, relating to the above-mentioned 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 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. Detailed description of the method of presentation of comparative data for the year 2000 is presented in Note II.

The report contains 50 consecutively numbered pages and consists of:
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Member of the Management Board
Registered Audit Company No. 144

Registered Auditor

No. 90033/7039

Warsaw, 19 February 2002

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

(a) Scope of activities and organisational structure

Bank Zachodni WBK S.A. is a universal bank, operating on 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, total assets of the Bank amounted to 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 annual average number of employees in the audited year was 10,403.

(b) 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 the 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 the decision of the Registration Court in Wrocław-Fabryczna, 6th Business Registration Division, on 13 June 2001, under the reference number KRS 8723.

(c) Scope of the Bank's business

The Bank operates in accordance with the Commercial Code and the Banking Law.

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;

· 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;

· electronic banking services;

· agency services in respect of insurance and pension products.

The Bank has a full range foreign exchange licence.
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(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
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 recalled him from the position of the Management Board Member.  The Board decided to appoint Mr Maciej Węgrzyński a Member of the Management Board.

II. The summary of the Bank’s performance and financial position as at 31 December 2001

The following sections of the report present abridged financial statements of Bank Zachodni WBK S.A., an analysis of significant changes to their structure, and comments on significant trends that affected the Bank’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.

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

2000
8.5%

2001
3.6%

The financial statements of Bank Zachodni WBK S.A. for the year ended 31 December 2001 are the first financial statements after the merger which took place on 13 June 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.  Similarly, the issues are beyond the scope of the International Accounting Standards.  Therefore, the Bank followed the British standard FRS 6.  Since the criteria specified therein have been 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 comparative data for the year ended 31 December 2000 (hereinafter referred to as restated data) were 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 these 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 8.3% increase in borrowed funds (amounts due to financial institutions, customers and the public sector), from PLN 19,333,200 thousand as at 31 December 2000 to PLN 20,937,834 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 23.0% and 5.9% respectively, compared with the prior year.

In the audited year, the Bank realised a lower net interest margin (calculated as a ratio of net interest income to interest income) than in the year 2000.  The interest margin in the audited year was 22.9%, while in 2000 it was 30,5%.  Net interest income for the year ended 31 December 2001 was lower by PLN 229,036 thousand, i.e. by 27.4% than for the prior year.

The analysis of the Bank's operations indicates a 12.9% increase in the Bank's net profit, i.e. by PLN 17,312 thousand, which is mainly due to an increase in the result on financial operations by 102.8% as well as 14.6% higher commission income.

II.
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In the audited period, there was a slight increase in the return on capital employed, calculated as a ratio of net profit to average equity, by 0.2 points, up to 7.2% and a decrease in the profitability ratio, calculated as a ratio of profit before tax for the period to total operating expenses, by 2.7 points, to 2.6%.  Detailed trends are discussed in Section III of this report.

Important factors which influenced the Bank's results of operations and profitability for the year ended 31 December 2001

1. In the current year, there was a decrease in net interest income by 27.4%, accompanied by a decrease in interest margin (calculated as a ratio of net interest income to interest income) from 30.5% to 22.9%.  Interest income in the current year decreased by 3.3% (PLN 90,434 thousand) compared with the prior year.  The decrease was primarily due to interest earned from customers and the public sector dropping by 4.2% (PLN 70,250 thousand).  Despite the 5.9% increase in amounts due from customers and the public sector compared to 31 December 2000, the interest income decreased, mainly due to significant cuts of interest rates in 2001 (the Polish Monetary Policy Board cut base interest rates by 7.7% in 2001).

Interest on PLN deposits from customers and the public sector dominated in the interest cost structure (89.3%).  

2. In the year ended 31 December 2001, commission income increased by PLN 48,753 thousand, i.e. by 14.6%, compared with the year ended 31 December 2000.  The highest increase was noted in commission on processing card transactions where net commission income amounted to PLN 82,351 thousand.  This was mainly a consequence of a considerable growth in the volume of card transactions processed by the Bank (by ca. 230%) and a growth in the average value of transactions.

3. The increase in profit on banking activities was additionally brought about by the increased result on financial operations, mainly due to higher income from transactions in financial instruments. The result on transactions in financial instruments increased from PLN 264,215 thousand in 2000 to PLN 399,827 thousand in 2001 and was generated mainly from currency swap transactions.

4. In the period ended 31 December 2001, Bank's overhead costs increased by 20.0%. The increase was primarily due to the following factors:

· an increase in payroll costs by PLN 76,685 thousand, which includes an accrual for severance fees of PLN 50,907 thousand due to the planned employment restructuring (Note 34), 

· an increase in costs of external services by PLN 69,399 thousand, including PLN 28,077 thousand of consultancy fees related to the merger of the Banks.  Following the outsourcing of bank guard and security services to an external firm, the cost of security (PLN 35,240 thousand) constitutes another material item.

II .
The summary of the Bank’s performance and financial position as at 31 December 2001
Important factors which influenced the Bank's structure of assets, liabilities and equity as at 31 December 2001:

1. There was a 46.5% increase in cash and balances with the Central Bank compared with the prior year.  The high balance of cash as at 31 December 2001 results from the Bank's cash management due to the need to maintain an obligatory reserve in the form of a specific average monthly balance on the NBP account.

2. Amounts due from financial institutions increased by 23.0% compared with the balance as at the year ended 31 December 2000, mainly as a result of an increased number of foreign currency placements with foreign banks (increase by PLN 1,127,124 thousand) and PLN placements with local and foreign banks (increase by PLN 104,636 thousand) which were financed by deposits collected on the interbank market, from customers and the public sector.

3. Amounts due from customers and the public sector as at 31 December 2001 were PLN 10,630,378 thousand, i.e. they increased by PLN 596,218 thousand (5.9%) compared with the balance as at 31 December 2000.  This was mainly attributable to an increase in amounts due from customers by 6.9% and an increase in amounts due from the public sector by 14.1%.  Amounts due denominated in PLN were the main contributor to this increase.

4. Amounts due to financial institutions increased by PLN 84,616 thousand (4.0%) compared with the prior period, which was mainly due to an increase in the balance of term deposits.

5. The 8.8% increase in amounts due to customers and the public sector as at 31 December 2001 was mainly due to an increase, by PLN 1,581,779 thousand, in amounts due to individuals.  This was a result of the Bank continuing in 2001 to offer subscriptions for the Euro-Index Deposit and the introduction of Impet Plus deposits, a new product popular with the customers (Note 13).

III. Discussion of the financial statement components

Balance sheet as at the end of the current year


Note
31.12.2001

31.12.2000

Change

Change

31.12.2001

31.12.2000





restated





Structure

Structure



(PLN '000)

(PLN '000)

(PLN '000)

%

%

%

ASSETS



























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

898,493

417,749    

46.5)

5.3

3.9

Amounts due from financial institutions
2
6,614,795

5,375,955

1,238,840

23.0

26.6

23.6

Amounts due from customers and the public sector
3
10,630,378

10,034,160

596,218

5.9

42.8

44.0

Debt securities
4
4,022,147

4,611,642

(589,495)

(12.8)

16.2

20.2

Shares in subsidiaries
5
152,462

105,591

46,871

44.4

0.6

0.5

Shares in associates
6
47,443

9,890

37,553

379.7

0.2

0.1

Shares and other variable income securities
7
144,164

382,223

(238,059)

(62.3)

0.6

1.7

Intangible assets
8
65,760

77,958

(12,198) 

(15.6)   

0.3

0.3

Tangible fixed assets
9
1,017,432

752,483

264,949

35.2

4.1

3.3

Other assets
10
265,190

293,837

(28,647)

(9.7)

1.1

1.3

Prepayments and accrued income
11
553,392

242,322

311,070

128.4

2.2

1.1

TOTAL ASSETS

24,829,405

22,784,554

2,044,851

9.0

100.0

100.0
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Balance sheet as at the end of the current year (cont.)


Note
31.12.2001

31.12.2000

Change

Change

31.12.2001

31.12.2000





restated





Structure

Structure



(PLN '000)

(PLN '000)

(PLN '000)

%

%

%

LIABILITIES AND EQUITY













Amounts due to financial institutions
12
2,223,627

2,139,011

84,616)

4.0)

9.0

9.4

Amounts due to customers and the public sector
13
18,714,207

17,194,189

1,520,018

8.8

75.4

75.5

Issue of debt securities

-

1,642

(1,642)

(100.0)





Special funds and other liabilities
14
688,709

576,838

111,871

19.4

2.8

2.5

Accruals, deferred income and suspended interest
15
831,300

623,761

207,539

33.3

3.3

2.7

Provisions
16
202,008

186,226

15,782)

8.5)

0.8

0.8

Subordinated liabilities
17
10,048

10,048

-

-





Share capital
19
729,603

729,603

-

-

2.9

3.2

Supplementary capital
20
373,371

463,351

(89,980)

(19.4)

1.5

2.1

Revaluation reserve
21
70,087

71,004

(917) 

(1.3) 

0.3

0.3

Other reserves
22
835,047

654,795

180,252

27.5

3.4

2.9

Net profit for the year

151,398

134,086

17,312

12.9

0.6

0.6

TOTAL LIABILITIES AND EQUITY

24,829,405

22,784,554

2,044,851

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











55,438,508

16,244,571









Off-balance sheet items include receivables and liabilities arising from derivative instrument related transactions.
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Income statement for the year ended 31 December 2001


Note

Current year

Prior year

restated

Change 

Change

Structure

2001

Structure

2000




(PLN '000)

(PLN '000)

(PLN '000)

%

%

%
















Interest income
25

2,649,628

2,740,062

(90,434)

(3.3)

60.2

66.5

Interest expense
26

(2,042,482) 

(1,903,880) 

(138,602) 

7.3

47.8

48.9

Net interest income/(expense)


607,146

836,182

(229,036) 

(27.4)





Commission income
27

456,788

386,179

70,609

18.3

10.4

9.4

Commission expense
28

(73,437) 

(51,581) 

(21,856) 

42.4

1.7

1.3

Net commission income/(expense)


383,351

334,598

48,753

14.6





Income from shares and other securities
29

9,943

1,568)

8,375

534.1

0.2

0.0

Result on financial operations
30

415,726

204,978

210,748

102.8

9.5

5.0

Foreign exchange result
31

137,076

126,975

10,101

8.0

3.1

3.1

Profit/(loss) on banking activities


1,553,242

1,504,301

48,941

3.3





Other operating income
32

63,401

109,855

(46,454) 

(42.3) 

1.4

2.7

Other operating expenses
33

(74,678) 

(94,373) 

19,695

(20.9) 

1.7

2.4

Overhead costs
34

(1,075,867) 

(896,524) 

(179,343) 

20.0

25.2

23.0

Depreciation and amortisation
35

(134,997) 

(138,882) 

3,885)

(2.8)

3.2

3.6

Provisions and write-downs
36

(873,709) 

(812,152) 

(61,557) 

7.6

20.4

20.8

Release of provisions and write-downs
37

668,793

547,165

121,628

22.2

15.2

13.3

Operating profit/(loss)


126,185

219,390

(93,205)

(42.5)





Net extraordinary gains/(losses)


(253)

(16) 

(237)

1481.3

0.0

0.0

Profit/(loss) before tax


125,932

219,374

(93,442)

(42.6)





Taxation
38

25,466)

(85,288) 

110,754

(129.9) 





Net profit/(loss)


151,398

134,086

17,312

12.9




















Total income


4,401,355

4,116,782

284,573

7

100.0

100.0

Total costs


(4,275,423)

(3,897,408)

(378,015)

10

100.0

100.0

III.
Discussion of the financial statement components

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



Note
31.12.2001
31.12.2000

restated

Profit before tax (PLN’000)

II
125,932
219,374

Total assets (PLN’000)

II
24,829,405
22,784,554

Capital adequacy ratio calculated in accordance with the NBP methodology

24
13.14%
13.09%

Profitability ratio (profit before tax/total operating expenses)

34
2.9%
5.6%

Return on equity (net profit/average equity)

26
7.2%
7.0%

Return on assets (profit before tax/average assets)

26
0.5%
1.0%

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


20.2%
22.6%

Cost of borrowings (interest expense/average deposits)

26
10.0%
10.1%

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

26
8.7%
9.0%

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

3
47.1%
47.9%

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)


20.4%
18.1%

Working assets ratio

26
85.7%
87.9%

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

23
0.76
0.86

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

23
0.74
0.71

Earnings per share (PLN)


2.08
1.84

Carrying value per share (PLN)


29.60
28.14

(1) Liquidity ratios I & II include the total balance of debt securities 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 Guaranteed Deposit Protection Fund of PLN 59,350 thousand and Treasury bills of PLN 40,000 thousand representing collateral for the loan from the Bank Guarantee Fund, classified as maturing within 1 to 5 years.  NBP bonds of PLN 965,707 thousand representing a part of the obligatory reserve were classified according to their maturity dates arising from the dates of the NBP redeeming individual tranches (see Note 4).
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1. Cash and balances with the Central Bank








31.12.2001

31.12.2000





restated



(PLN '000)

(PLN '000)








Balance

1,316,242

898,493

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 the 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).
From 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 the Resolution No. 36/28/PPK/1999 of the Management Board of the National Bank of Poland dated 25 June 1999 on 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.
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Discussion of the financial statement components

2. Amounts due from financial institutions



31.12.2001

31.12.2000





restated 



(PLN '000)

(PLN '000) 







Balance

6,614,795

5,375,955

As at 31 December 2000, amounts due from financial institutions included the following items:


(PLN '000) 

Current amounts
121,725

Term amounts
6,464,655

Accrued interest not due
94,745

Interest due, not paid
24,774

Gross amounts due from financial institutions
6,705,899

Specific provisions
(91,104)

Net amounts due from financial institutions
6,614,795

In the audited year, gross amounts due from financial institutions (net of interest) increased by PLN 1,175,044 thousand, i.e. by 21.7%.  The change in the Bank’s portfolio related mainly to an increase in bank deposits accepted by PLN 1,266,780 thousand, i.e. by 27.7%.  Foreign currency deposits increased by PLN 1,127,124 thousand, whereas PLN deposits increased by PLN 104,636 thousand.

As at 31 December 2001, gross bank deposits (net of interest) constituted 88% of total term amounts due.

As part of our audit, we had confirmed 32.8% of term amounts due from financial institutions by the date of this report.
Maturity is analysed on the basis of the actual maturity dates in relation to the balance sheet date (net of interest).

31.12.2001

(PLN '000) 

% 






up to 1 month
2,653,687

40.3

up to 3 months
1,815,596

27.6

between 3 months and 1 year
1,113,059

16.9

over 1 year
961,806

14.6

overdue
42,232

0.6


6,586,380



100.0

As at 31 December 2001, gross amounts due from financial institutions denominated in foreign currencies accounted for 79.1% of the balance
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33. Amounts due from financial institutions (cont.)

Amounts due classified as performing amounted to PLN 6,285,325 thousand and represented 95.4% of gross amounts due from financial institutions (net of interest).

Non-performing and watch amounts due from financial institutions (net of interest) are as follows:


31.12.2001 

(PLN '000) 

31.12.2000 

restated 

(PLN '000) 






Watch
180,307

119,565

Substandard
2,611

36,838

Doubtful
14,898

7,414

Lost
103,239

96,163


301,055

259,980

Provisions of PLN 91,104 thousand recorded as at 31 December 2001 account for 30.3% 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

10,630,378

10,034,160

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


(PLN '000) 




Amounts due from customers and the public sector
11,192,504

Accrued interest not due
86,115

Interest due not received
414,870

Gross amounts due from customers and the public sector
11,693,489

Specific provisions
(1,063,111)

Net amounts due from customers and the public sector
10,630,378

The gross balance includes specific provisions of PLN 887,808 thousand which, in the period to 31 December 2001, increased by PLN 175,303 thousand.

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 749,182 thousand, i.e. by 7.2%.

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

The increase in gross amounts due from customers resulted mainly from higher corporate demand for loans due to lower interest rates.  In 2001, there was an increase in housing loans granted to individuals due to their attempt to use a related PIT relief which was discontinued effective from 1 January 2002.

As part of our audit, we obtained confirmation of 60.2% of the selected sample by the date of this report.

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


31.12.2001




(PLN '000) 

%  






up to 1 month
2,585,981

23.1

up to 3 months
546,527

4.9

between 3 months and 1 year
2,183,148

19.5

over 1 year
4,751,434

42.4

overdue
1,125,414

10.1


11,192,504

100.0

Gross loans to customers and the public sector (net of interest) by category were as follows as at 31 December 2001:


(PLN '000) 




Individuals
1,794,914

Enterprises, companies and other non-financial entities
9,008,539

Public sector entities, including:
389,051

State Budget
4,046

Local authorities
385,005


11,192,504

Gross amounts due from customers and the public sector denominated in foreign currencies (inclusive of interest) accounted for 21.6% of the balance as at 31 December 2001.

III.
Discussion of the financial statement components

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

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

31.12.2000






restated 




(PLN '000) 

(%) 

(PLN '000) 

(%) 










Pass
6,624,473

59.2

6,553,063

62.8

Watch
2,287,766

20.4

1,997,919

19.1

Substandard
513,373

4.6

587,736

5.6

Doubtful
629,432

5.6

462,585

4.4

Lost
1,137,460

10.2

842,019

8.1

Total, gross
11,192,504

100.0

10,443,322

100.0

Gross non-performing and watch amounts due from customers and the public sector as at 31 December 2001 amounted to PLN 4,568,031 thousand.

The share of gross amounts due from customers and the public sector in total assets, calculated as a ratio of gross amounts due from customers and the public sector to total assets, decreased from 47.9% in the year ended 31 December 2000 to 47.1% in the year ended 31 December 2001.

The share of gross non-performing loans in total loans in the year ended 31 December 2001 amounted to 20.4% and increased compared to the prior year when it amounted to 18.1%.

Provisions recorded accounted for 46.6% of gross non-performing loans to customers and the public sector.  The basis for calculating the provisions was decreased by the amount of collateral provided.  The Bank sets up provisions for non-performing loans in accordance with the Resolution No. 8/99 of the Banking Supervision Commission of 22 December 1999 on principles for providing against banking risk.

Movements in provisions in the period from 1 January 2001 to 31 December 2001 were as follows:


(PLN '000)




Opening balance
887,808

Provisions recorded
784,268

Increase due to foreign exchange differences
9,905

Provisions utilised
(79,981)

Provisions released 
(527,586)

Decrease due to foreign exchange differences
(11,303)

Closing balance
1,063,111

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).
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4. Debt securities



31.12.2001

31.12.2000





restated 



(PLN '000) 

(PLN '000) 








Balance

4,022,147

4,611,642

The balance of debt securities as at 31 December 2001 and as at 31 December 2000 comprised the following:



31.12.2001


(PLN '000)

31.12.2000
restated

(PLN '000)







Debt securities with fixed interest rate

2,498,671

2,912,667

Debt securities with variable interest rate

1,526,622

1,699,639

Gross debt securities

4,025,293

4,612,306

Specific provisions

(3,146)

(664)

Net debt securities

4,022,147

4,611,642

The structure of fixed interest debt securities as at 31 December 2001 is as follows:


(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

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.

The structure of variable interest debt securities as at 31 December 2001 is as follows:


(PLN '000) 




Treasury bonds
448,547

NBP bonds
965,707

Municipal bonds and debentures
112,368

Total gross variable interest debt securities 
1,526,622

Specific provisions
(2,162)

Total net variable interest debt securities
1,524,460
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4. Debt securities (cont.)

The 12.8% decrease in debt securities in the year ended 31 December 2001 resulted mainly from a decrease in NBP bills by PLN 546,480 thousand, a decrease in Treasury bonds by PLN 179,494 thousand and an increase in Treasury bills by 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 the Resolution of the Management Board of the National Bank of Poland of 25 June 1999 concerning the NBP issuing bonds for banks in connection with the reduction of obligatory reserve deposit rates.  Those 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 structure of net debt securities as at the end of the audited year was as follows:

· Investment portfolio of PLN 3,299,896 thousand (as at 31 December 2000: PLN 4,018,343 thousand);

· Trading portfolio of PLN 722,251 thousand (as at 31 December 2000: PLN 593,299 thousand).

Net debt securities by transferability as at the balance sheet date were as follows:


31.12.2001


(PLN '000)
31.12.2000
restated

(PLN '000)

Debt securities with unlimited transferability, listed on the Warsaw Stock Exchange
2,193,187 

2,342,348 






Debt securities with unlimited transferability, not listed on the Warsaw Stock Exchange
523,136 

443,151 






Debt securities with unlimited transferability, subject to trading on the regulated, over-the-counter, secondary market
248,523 

699,059 






Debt securities with limited transferability
1,057,301 

1,127,084 

Total
4,022,147 

4,611,642 
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4.
Debt securities (cont.)

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.

The valuation principles in respect of other debt securities are included in the notes to the financial statements.

5. Shares in subsidiaries


31.12.2001

31.12.2000 

restated



(PLN’000) 

(PLN’000) 








Balance

152,462

105,591

As at 31 December 2001, the gross book value of shares in subsidiaries of PLN 157,331 thousand was shown net of provision of PLN 4,869 thousand.

The gross book value of shares in subsidiaries as at 31 December 2001 comprises:





(PLN’000)







Dom Maklerski BZ WBK S.A.



68,091

WBK Nieruchomości i Wspólnicy Sp. komandytowa



37,736

Gliwicki Bank Handlowy S.A.



26,909

BZ WBK Finanse & Leasing S.A.



15,012

BZ WBK Inwestycje Sp. z o.o.



5,470 

AIB WBK Fund Management Sp. z o.o.



2,989

Gospodarstwo Rolne Cisy Sp. z o.o. in liquidation



700

Brytyjsko-Polskie Towarzystwo Finansowe WBK - CU Sp. z o.o.



218

PB Polsoft Sp. z o.o.



103

WBK Nieruchomości S.A.



103





157,331

In the year 2000, the Bank acquired 99.99% shares in WBK Nieruchomości i Wspólnicy Spółka Komandytowa for a total value of PLN 42,048 thousand. In 2001, a part of the shares were paid up; however, until the end of 2001, shares of PLN 4,312 thousand have not been paid up and are disclosed as an off-balance sheet liability.

In November 2001, the Bank established BZ WBK Inwestycje Sp. z o.o. and sold to it a part of its equity investment portfolio (Note 7). 
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5. Shares in associates


31.12.2001

31.12.2000 

restated



(PLN’000)

(PLN’000) 








Balance

47,443

9,890

The gross balance of shares in associates as at 31 December 2001 amounts to PLN 59,465 thousand and is shown net of a provision of PLN 12,022 thousand, set up mainly for shares in NFI Magna Polonia S.A. (PLN 11,348 thousand). 

Gross shares in associates as at 31 December 2001 comprise:





(PLN’000)







NFI Magna Polonia S.A. 



42,073

WBK  AIB Asset Management S.A.



6,755

POLFUND-Fundusz Poręczeń Kredytowych S.A.



5,000

eCard S.A.



3,171

Lubelskie Zakłady Przemysłu Skórzanego Protektor S.A.



1,640

Kanwig-Trading Żurawica Sp. z o.o. in liquidation



670

WESTFUND Ltd., Ireland



151

Kanwig Agencja Celna Sp. z o.o. in liquidation



5





59,465

The increase in the balance of shares in associates of PLN 37,553 thousand in the audited period results mainly from a reclassification of NFI Magna Polonia S.A. shares with a value of PLN 30,725 thousand net, which as at 31 December 2000 were shown under minority interest, and from the acquisition of POLFUND – Fundusz Poręczeń Kredytowych S.A. shares with a net value of PLN 5,000 thousand.
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6. Shares and other variable income securities


31.12.2001

31.12.2000 

restated



(PLN’000)

(PLN’000) 








Balance

144,164

382,223

As at 31 December 2001, shares and other variable income securities comprised:

· trading portfolio with a gross value of PLN 45,193 thousand,

· investment portfolio with a gross value of PLN 101,968 thousand.

As at 31 December 2001, the gross balance of shares and other variable income securities has been reduced by a provision of PLN 2,997 thousand (as at 31 December 2000: PLN 40,119 thousand).

The gross balance of securities in the investment portfolio as at 31 December 2001 comprised the following items:


(PLN’000) 




AWSA Holland II B.V. 
46,047

Commercial Union Powszechne Towarzystwo Emerytalne BPH CU WBK S.A.
21,013

Units in “Arka” Unit Trusts 
9,545

Commercial Union Polska Towarzystwo Ubezpieczeń na Życie S.A.
8,046

Inter Groclin Auto S.A. 
6,752

Commercial Union Polska Towarzystwo Ubezpieczeń Ogólnych S.A.
2,119

Fabryka Nici ODRA S.A. in bankruptcy
2,111

Other
6,335


101,968

The gross balance of trading securities as at 31 December 2001 comprised the following items:


(PLN’000)




SOFTBANK S.A.
23,136

AMS S.A.
14,240

Polska Grupa Farmaceutyczna S.A.
6,360

PKN Orlen S.A.
1,457


45,193

The change in gross shares and other variable income securities during the year ended 31 December 2001 resulted from a decrease in the balance of the investment portfolio by PLN 198,088 thousand and a decrease in the balance of trading securities by PLN 63,473 thousand.
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7. Shares and other variable income securities (cont.)

In 2001, the Bank redeemed units in the “Arka” Unit Trusts for a total of PLN 257,074 thousand, decreasing the balance of the units to PLN 9,545 thousand.

In the audited year, the Bank sold a part of its securities portfolio.  The sale of shares in Huta Lucchini Sp. z o.o. with a gross book value of PLN 22,222 thousand (PLN 12,000 thousand net as at the selling date) and shares in BPT Telbank S.A. with a gross book value of PLN 6,151 thousand (equal to their net value) represented the largest components of the sale transactions. The shares were sold for PLN 12,000 thousand and PLN 17,499 thousand, respectively.

In November 2001, the Bank also established a new company, BZ WBK Inwestycje Sp. z o.o., and sold to it a part of its equity investment portfolio. The Company was established in order to remove from the Bank’s portfolio shares in companies whose sizes and operating profiles were incompatible with the Bank’s investment strategy.  The total net value of the shares sold to BZ WBK Inwestycje Sp. z o.o. was PLN 7,417 thousand.

The Bank has complied with Art. 6, clause 1, item 1, of the Banking Law of 29 August 1997 according to which the Bank’s investment in allotted and/or acquired shares and rights to shares, shares in other legal entities which are not banks or participation units in unit trusts, acquired real estate, mortgaged debts, additional contributions made under Art. 178 of the Commercial Code, contributions and liability amounts of limited partners in limited partnerships may not exceed in total 60% of the Bank’s equity.
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7. Intangible assets



31.12.2001

31.12.2000  

restated



(PLN’000) 

(PLN’000) 








Balance

65,760

77,958

Net intangible assets comprise the following:


Gross book value 

as at 

31.12.2000 restated 

(PLN’000)



Accumulated amortisation as at

31.12.2000 restated

(PLN’000)

Gross book value

as at

31.12.2001

(PLN’000)

Accumulated amortisation as at

31.12.2001

(PLN’000)

Net book 

value

 as at

31.12.2000 restated

(PLN’000)

Net book value 

as at

31.12.2001

(PLN’000)

Deferred start-up expenses
383

(68)

438

(127)

315

311














Goodwill on acquisition
152,887

(132,297)

152,900

(146,769)

20,590

6,131














Purchased concessions, patents and licences
17,445

(8,812)

19,008

(15,725)

8,635

3,283














Purchased computer software
82,841

(43,943)

109,380

(62,443)

38,898

46,937














Purchased right to perpetual usufruct of land
1,264

(540)

1,179

(643)

724

536














Other
14,933

(6,137)

14,946

(6,384)

8,796

8,562














Total
269,753

(191,797)

297,851

(232,091)

77,958

65,760

As at 31 December 2001, the accumulated amortisation of purchased concessions, patents and licences included an amount of PLN 1,856 thousand (Note 16) relating to unscheduled amortisation resulting from implementation of a new computer system and liquidation of the former one.

III
Discussion of the financial statement components

34. Intangible assets (cont.)

Intangible assets – movements during the year:


(PLN’000)




Gross book value as at 31.12.2000 (restated)
269,753

Additions:
28,425

· purchase
24,765

· transfer from assets under construction
1,657

· other
2,003

Disposals:
(327)

· sale and scrapping 
(327)

Gross book value as at 31.12.2001
297,851

Accumulated amortisation as at 31.12.2001
(232,091)

Net book value as at 31.12.2001
65,760

The amortisation charge for the year amounted to PLN 37,274 thousand.

In the audited year ended 31 December 2001, the net balance of intangible assets decreased by PLN 12,198 thousand (15.6%).  The decrease was mainly due to amortisation of goodwill on acquisition (PLN 14,472 thousand) and computer licences and software (PLN 23,557 thousand). On the other hand, the gross book value of software increased by PLN 26,729 thousand as a result of purchasing licences and software for the servers in the computer centre of the Bank. 
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8. Tangible fixed assets



31.12.2001

31.12.2000 restated



(PLN’000) 

(PLN’000) 








Balance

1,017,432

752,483

The balance of tangible fixed assets as at 31 December 2001 comprised the following:


Gross book value 

as at 31.12.2000 restated 

(PLN’000)



Accumulated depreciation as at

31.12.2000 restated (PLN’000)

Gross book value 

as at  31.12.2001

(PLN’000)

Accumulated depreciation

 as at

31.12.2001

(PLN’000)

Net book 

value

 as at 31.12.2000 restated

(PLN’000)

Net book 

value 

as at

31.12.2001 

(PLN’000)

Freehold land and buildings occupied by the Bank
413,721

(70,266)

530,600

(119,312)

343,455

411,288














Other land and buildings
49,206

(6,539)

42,555

(6,991)

42,667

35,564














Plant and machinery
385,970

(197,850)

517,859

(300,028)

188,120

217,831














Motor vehicles
17,696

(7,722)

15,780

(6,596)

9,974

9,184














Other tangible fixed assets
123,555

(74,111)

67,970

(53,618)

49,444

14,352














Assets under construction
118,823

-

329,213

-

118,823

329,213














Total
1,108,971

(356,488)

1,503,977

(486,545)

752,483

1,017,432

As at 31 December 2001, accumulated depreciation of freehold land and buildings occupied by the Bank and plant and machinery included also unscheduled depreciation charges of PLN 5,410 thousand and PLN 11,309 thousand, respectively, and a provision for tangible fixed assets to be sold of PLN 14,833 thousand.  The depreciation charges are due to a change in the assessment of the useful life of the assets, and the provisions result from valuation of assets to be sold at their net realisable values.  Both decisions were made as a result of a review of selected assets carried out as consequence of deciding to commence the restructuring process (Note 16). 

The net book value of tangible fixed assets as at 31 December 2001 increased by PLN 264,949 thousand, i.e. by 35.2% compared with the balance as at 31 December 2000.

The increase in tangible fixed assets was mainly a result of an increase in assets under construction (an increase of PLN 210,390 thousand, i.e. by 177.1%).  The largest expenditure related to implementing a new computer system at the Bank. Moreover, the Bank opened new branch offices and modernised its head office building in Wrocław.  In 2001, the Computer Centre building at ul. Strzegomska in Wrocław was commissioned.

The depreciation charge for the year amounted to PLN 97,723 thousand.  The wear and tear of tangible fixed assets, measured as a ratio of accumulated depreciation and the gross book value of tangible fixed assets as at 31 December 2001, amounted to 32.4%.
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9. Other assets


31.12.2001

31.12.2000 

restated



(PLN’000) 

(PLN’000) 








Balance

265,190

293,837

The gross balance of other assets as at 31 December 2001 comprised the following:


31.12.2001



(PLN’000) 





Sundry debtors

163,699

Accrued costs of option premium

59,090

Employee loans from the Company Social Fund 

24,432

Interbank balances

14,602

Subordinated loans

8,892

Other, related to auxiliary activities

3,344

Assets for sale

1,051



275,110

Provisions of PLN 9,920 thousand, which decreased by PLN 6,308 thousand compared with the prior year, are included in the balance of other assets as at 31 December 2001.

The option premium relates to purchased financial instruments constituting collateral for a Euro-Index investment and interest rate SWAP transactions. The Bank concluded an option purchase transaction to minimise the risk of interest rate fluctuations.

Interbank balances were cleared in subsequent working days of 2002.

The balance of subordinated loans includes a loan granted by Bank Zachodni WBK S.A. to Credit Lyonnais Bank Polska S.A. of PLN 8,556 thousand, bearing a floating 3-month WIBOR interest rate plus the Bank’s margin of 1.625 p.p., which was granted on 31 December 1996 for a 5-year period and which matures on 2 January 2002.  The loan was repaid on that date.

The balance of sundry debtors comprises the following items: 



31.12.2001



(PLN’000) 





Receivables in respect of ATM clearings

92,905

Receivables in respect of sales of materials and services 

33,614

Disputed claims, shortages and losses

4,688

Other

32,492



163,699
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10. Prepayments and accrued income



31.12.2001

31.12.2000 

restated



(PLN’000) 

(PLN’000) 








Balance

553,392

242,322

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



31.12.2001



(PLN’000) 





Deferred income tax

121,434

Prepaid expenses

19,734

Valuation of financial instruments

411,674

Accrued income 

550



553,392

In the year ended 31 December 2001, prepayments and accrued income increased by PLN 311,070 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 121,434 thousand (Note 38). The increase in the value of financial instruments is mainly due to an increase in the volume of such transactions concluded by the Bank.

11. Amounts due to financial institutions


31.12.2001

31.12.2000 

restated



(PLN’000) 

(PLN’000) 








Balance

2,223,627

2,139,011

The balance of amounts due to financial institutions as at 31 December 2001 includes the principal amounts of PLN 2,217,162 thousand and accrued interest of PLN 6,465 thousand.

As part of the audit, we confirmed 29.0% of amounts due to financial institutions as at the date of this report.

An increase in amounts due to financial institutions in the year ended 31 December 2001 of 4.0% results from an increase in term amounts due, mainly in respect of foreign currency deposits of PLN 457,031 thousand, and a simultaneous decrease in PLN deposits of PLN 372,415 thousand.
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35. Amounts due to financial institutions (cont.)
Amounts due to financial institutions by maturity as at 31 December 2001 were as follows:


(PLN’000)

% 






Up to 1 month
1,676,712

75.4

1 to 3 months
238,110

10.7

3 months to 1 year
192,526

8.7

Over 1 year
109,814

4.9

Interest
6,465

0.3


2,223,627

100.0

The balance of amounts due to financial institutions denominated in foreign currencies as at 31 December 2001 represents 42.8% of the total balance of amounts due to financial institutions.

12. Amounts due to customers and the public sector



31.12.2001

31.12.2000 

restated



(PLN’000) 

(PLN’000) 








Balance

18,714,207

17,194,189

The balance of amounts due to customers and the public sector as at 31 December 2001 consisted of deposits accepted from customers and the public sector of PLN  18,480,470 thousand and interest due of PLN 233,737 thousand.

As part of the audit, we confirmed 59.6% of the selected sample by the date of this report.

The change in the balance of amounts due to customers and the public sector, comparing the balances as at 1 December 2001 and 31 December 2000, resulted from an increase in deposits from individuals (by 14%) and business entities (by 5%), and a simultaneous decrease in amounts due to the public sector and other non-financial entities by 18%. The increase in the balance of amounts due to customers and the public sector (net of interest) of PLN 1,524,464 thousand results from an increase in current liabilities of PLN 990,031 thousand and term liabilities of PLN 534,433 thousand. 

In the audited year, the structure of term amounts due to customers and the public sector changed.  Amounts falling due after more than one year increased by PLN 1,709,804 thousand and term amounts due within one year dropped by PLN 1,175,373 thousand.  In November 2001, the Bank introduced a new deposit product, IMPET PLUS investment deposit. The product involves accepting funds for a period of 3, 5 or 10 years with an option to pay interest every 3 or 6 months. 
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36. Amounts due to customers and the public sector (cont.)

Amounts due to customers and the public sector by maturity as at 31 December 2001 were as follows:


(PLN’000) 

% 






Up to 1 month
11,011,008

58.8

1 to 3 months
3,225,948

17.2

3 months to 1 year
2,154,841

11.5

Over 1 year
2,088,673

11.3

Interest
233,737

1.2


18,714,207

100.0

Amounts due to customers and the public sector by type of client as at 31 December 2001, taking into account their share in the balance, are as follows:

· individuals – 70.4% of the balance;

· enterprises and companies – 23.4% of the balance;

· public sector and other non-financial entities – 6.2% of the balance.

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.

13. Special funds and other liabilities



31.12.2001

31.12.2000 

restated



(PLN’000) 

(PLN’000) 








Balance

688,709

576,838

The balance of special funds and other liabilities as at 31 December 2001 comprised: payables in respect of interbank and interbranch settlements of PLN 482,498 thousand (2000: PLN 470,177 thousand) cleared over the first few working days of 2002, sundry creditors of PLN 172,834 thousand and special funds of PLN 33,377 thousand.

The large balance of interbank and interbranch settlements as at 31 December 2001 resulted from transactions concluded by means of the KIR and Eliksir clearing systems which are cleared after the transaction date.  Those transactions are cleared within three days of their conclusion.  The Bank has cleared those interbank and interbranch balances. 
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14. Accruals, deferred income and suspended interest



31.12.2001

31.12.2000

restated



(PLN’000) 

(PLN’000) 








Balance

831,300

623,761

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



31.12.2001



(PLN’000) 





Accruals

295,036

Deferred income

51,808

Suspended income

484,456



831,300

Accruals include an accrual for bonuses of PLN 14,500 thousand, long service and one-off retirement bonuses of PLN 45,321 thousand, differences to be cleared on transactions in financial instruments of PLN 226,856 thousand and other of PLN 8,359 thousand.

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



31.12.2001



(PLN’000) 





Suspended interest

478,693

Capitalised interest

4,088

Other

1,675



484,456

As at 31 December 2001, accruals, deferred income and suspended interest increased by 33.3% compared with 31 December 2000.  The increase was mainly due to differences to be cleared on transactions in financial instruments going up by PLN 211,530 thousand compared with 31 December 2000.
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15. Provisions



31.12.2001

31.12.2000

restated



(PLN’000) 

(PLN’000) 








Balance

202,008

186,226

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



(PLN’000)





General banking risk provision

87,537

Off-balance-sheet contingent liabilities

14,162

Costs to be incurred

57,910

Other

42,399



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 22).  Moreover, in the audited year the Bank released a general banking risk provision of PLN 30,000 thousand.  The release mainly 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 of PLN 57,910 thousand 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 was 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.  A summary analysis of the items recognised is shown in the table on the following page.
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37. Provisions (cont.)



12 months to 

31.12.2001

(PLN’000)





Unplanned amortisation charges (Note 8)

1,856

Unplanned depreciation charges (Note 9)

16,719

Provision for fixed assets to be sold (Note 9)

14,833

Provision for costs associated with relinquishing office space leased

7,003

Provision for severance pay (Note 34)

50,907

Other restructuring costs

2,311



93,629





Other provisions include provisions for claims in dispute of PLN 35,657 thousand and other of PLN 6,742 thousand.

17. 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.
As set out in the letter from NBP, Ref. NB/ZKZT/1278/96/JD, the loan received from Ford Credit Europe plc of PLN 10,000 thousand is treated as a subordinated liability.  The loan was obtained on 10 July 1996 for a period of 6 years, and it bears an interest rate of 1% p.a.  The loan is a contribution of Ford Credit Europe plc to the restructuring of the Polish banking system and was made to Bank Zachodni WBK S.A. in connection with the acquisition of the net assets of Bydgoski Bank Budownictwa S.A. in 1996.
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18. Equity

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

Wielkopolski

Bank Kredytowy S.A.

New issue of shares

Elimination

Total












Share capital
329,510

86,020

400,093

(86,020)

729,603

Supplementary capital
412,004

51,347

-

-

463,351

Reserves
295,929

743,943

-

(314,073)

722,799

Revaluation reserve
20,688

50,316

-

-

71,004

Other reserves
215,431

548,627

-

(314,073)

449,985

General banking risk reserve
59,810

145,000

-

-

204,810

Profit/(loss)

for 2000
(89,980)

224,066





134,086

Total
947,463

1,105,376

400,093

(400,093)

2,049,839

The merged Bank’s equity as at 31 December 2001 includes a new share issue of PLN 400,093 thousand. The net value of the issue amounting to PLN 314,073 thousand is set off against reserves (in the “Elimination” column). The elimination of capital of former WBK S.A. is made in the amount of nominal value of the n new issue of share.

19. Share capital

The share capital consists of 72,960,284 ordinary shares with a par value of PLN 10 each.  There are no preference shares.  The share capital was paid up in full.

Shareholding structure (at least 5% of shares and voting rights at GSM)
Shareholding (%)
Voting rights (%)





AIB European Investments Ltd.
70.5
70.5
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20. Supplementary capital


31.12.2001

31.12.2000

restated



(PLN’000) 

(PLN’000) 








Balance

373,371

463,351

A decrease in supplementary capital in the year ended 31 December 2001 is due to covering the loss brought forward of the former Bank Zachodni S.A. amounting to PLN 89,980 thousand.

21. Revaluation reserve



31.12.2001

31.12.2000

restated



(PLN’000) 

(PLN’000) 








Balance

70,087

71,004

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.

22. Other reserves



31.12.2001

31.12.2000

restated



(PLN’000)

(PLN’000)








Balance

835,047

654,795

Other reserves comprise:

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

· other of PLN 575,237 thousand.

The increase in other reserves in the audited year resulted from:
· PLN 124,335 thousand being transferred from the former WBK S.A.’s net profit on to reserves;

· PLN 55,000 thousand being transferred from net profit on to the general banking risk reserve;

· PLN 917 thousand being transferred from the revaluation reserve.
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23. The Bank’s liquidity


31.12.2001

31.12.2000

restated






Assets maturing within 1 month (PLN’000)
9,693,860

10,495,401

Liabilities maturing within 1 month (PLN’000)
12,830,120

12,190,321

Liquidity I
0.76

0.86

Assets maturing within 3 months (PLN’000)
12,055,983

11,493,425

Liabilities maturing within 3 months (PLN’000)
16,335,162

16,125,922

Liquidity II
0.74

0.71

Assets and liabilities maturing within 1 month were included in the calculation of the liquidity II ratio.

Liquidity ratios include the entire portfolio of debt securities as at the end of a given year, classified as maturing within one month due to there being a market for them, except for Treasury bills constituting a security for the Guaranteed Deposit Protection Fund of PLN 59,350 thousand, classified as maturing between 1 and 5 years, as well as NBP bonds of PLN 965,706 thousand representing a part of the obligatory reserve deposit.  These bonds have been classified in accordance with maturities determined on the basis of the dates of NBP redeeming individual tranches.
The changes in the liquidity ratios were mainly due to changes in the balances of amounts due to and from customers and the public sector. The decrease in Liquidity I is in line with the decrease of amounts due from that sector maturing in one month accompanied by the increase of the amounts due to the sector.

The increase in Liquidity II ratio is an effect of the change in the structure of term deposits of customers and the public sector. Large increase in the amounts due to customers maturing between 6 and 12 months is observed with a decrease in amounts due maturing below 3 months (see also Note 13).

24.
Capital adequacy ratio
As at 31 December 2001, the Bank’s capital adequacy ratio amounted to 13.14% and was 0.05% higher than the corresponding ratio as at 31 December 2000.

The Bank’s capital adequacy ratio as at the end of the current year is higher than the minimum capital adequacy ratio for banks, i.e. 8% of risk-weighted off-balance-sheet assets and liabilities, as specified in Art. 128, clause 1, of the Banking Law Act of 29 August 1997 (Journal of Laws 140, item 939).
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38. Interest income



12 months to

31.12.2001

12 months to

31.12.2000

restated



(PLN’000) 

(PLN’000) 








Balance

2,649,628

2,740,062

Interest income for the year ended 31 December 2001 comprised interest from financial institutions (13.8%), interest from customers and the public sector (60.0%), interest on securities (23.8%), and other income (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 4.2%.  This was due to, among other things, Monetary Policy Council reducing interest rates six times. These reductions 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 17.3% as at the end of the previous year to 19.2% 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.

39. Interest expense



12 months to

31.12.2001

12 months to

31.12.2000

restated



(PLN’000) 

(PLN’000) 








Balance

2,042,482

1,903,880

Interest expense for the year ended 31 December 2001 comprised interest payable to financial institutions (12.2%), customers and the public sector (87.7%), and other (0.1%).

The increase in interest expense compared with the prior year was mainly due to 23.7% increase in interest paid to customers and the public sector and 45.1% decrease in interest paid to financial institutions.
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26. Interest expense (cont.)

Interest margin and profitability ratios


Year ended

31.12.2001
Year ended

31.12.2000

restated
Change
Change


(PLN’000) 
(PLN’000) 
(PLN’000) 
(%)

Interest gain 
607,146
836,182
(229,036)
(27.4)

Interest gain to total interest income (%)
22.9%
30.5%
(7.6) p.p.


There was a slight increase in return on equity calculated as a ratio of net profit to average equity, from 7.0% in the year ended 31 December 2000 to 7.2% in the year ended 31 December 2001.

In the audited year, net profit increased by 12.9% compared with the year ended 31 December 2000, whereas average equity increased by 10.5% in the corresponding period.

There was also a decrease in return on assets from 1.0% in the year ended 31 December 2000 to 0.5% in the year ended 31 December 2001.  This was due to a change in the asset structure: in 2001 there was a significant increase in the percentage of amounts due from financial institutions which are much less profitable than amounts due from customers and the public sector.

There was a further increase in gearing.  The ratio of equity to liabilities & equity, calculated as the ratio of equity to total liabilities & equity in the year ended 31 December 2001 (8.7%) was slightly lower compared with the year ended 31 December 2000 (9.0%).

There was a slight decrease in the ratio of working assets to total assets, calculated by reference to balances as at the beginning and end of the current year.  This ratio went down to 85.7% in the year ended 31 December 2001, whereas in the prior year it amounted to 87.9%.
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40. Commission income



12 months to

31.12.2001

12 months to

31.12.2000

restated



(PLN’000) 

(PLN’000) 








Balance

456,788

386,179

Commission income to total commission and interest income
14.7%
12.4% 

Commission income covers commission on the following activities:



12 months to

31.12.2001



(PLN’000) 





Servicing credit and debit cards

131,173

Servicing current and personal accounts

124,137

Commission on loans extended

85,009

Cash transaction processing

68,311

Foreign exchange transactions

27,842

Other

20,316



456,788

The largest increase (PLN 48,753 thousand) within the structure of total income from fees and commission occurred in commission for servicing credit and debit cards.  This was mainly due to an increased volume of card transactions (the total number of such transactions went up by approx. 230% compared with the prior year).

Commission for granting loans, banking guarantees and bill-of-exchange warranties, as well as commission related to letters of credit, are credited to income upon being received, i.e. when a given loan, guarantee, warranty or letter of credit is granted, except for loans exceeding PLN 1 million with a repayment period in excess of 12 months where commission is credited to income in proportion to the amount repaid in a given period.

Applying the cash basis in the recognition of commission for loans, guarantees, warranties and letters of credit granted is a generally accepted practice in Poland.  However, in accordance with the best foreign banking practice, such commission should be recognised in the income statement over the term of a given loan, guarantee, warranty or letter of credit.
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41. Commission expense


12 months to

31.12.2001

12 months to

31.12.2000

restated



(PLN’000) 

(PLN’000) 








Balance

73,437

51,581

Commission expense on banking activities comprises the following:



12 months to

31.12.2001



(PLN’000) 





Servicing credit and debit cards

48,642

Commission paid to other banks

9,865

Commission paid to Poczta Polska

1,466

Commission on international transactions

1,276

Other

12,188



73,437

Compared with the prior year, commission expenses went up by 42.4%, i.e. PLN 21,856 thousand.

42. Income from shares and other securities



12 months to

31.12.2001

12 months to

31.12.2000

restated



(PLN’000) 

(PLN’000) 








Balance

9,943

1,568

Income from shares and other securities for the year ended 31 December 2001 comprised income from sale of shares in subsidiaries (PLN 9,565 thousand) and associates (PLN 378 thousand).

In the audited year, the Bank conducted two material share sale transactions.  The first transaction related to the sale of Zachodnie Systemy Teleinformatyczne S.A.’s shares, on which the Bank made a profit of PLN 3,929 thousand.  Moreover, the Bank sold to BZ WBK Inwestycje Sp. z o.o. (Note 7) shares in Gospodarstwo Rolne Niepruszewo, incurring a loss of PLN 4,780 thousand on this transaction.

The remaining portion of the balance is mainly composed of dividends received, among them dividend received from Dom Maklerski BZ WBK S.A. amounting to PLN 2,842 thousand. 
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43. Result on financial operations


12 months to

31.12.2001

12 months to

31.12.2000

restated



(PLN’000) 

(PLN’000) 








Balance

415,726

204,978

The following items affected the result on financial operations for the year ended 31 December 2001:

· net gain on securities of PLN 15,899 thousand;

· net gain on transactions in financial instruments of PLN 399,827 thousand.

Net gain on securities for the year ended 31 December 2001 comprised income from transactions in securities of PLN 81,046 thousand and costs of transactions in securities of PLN 65,147 thousand.
Net gain on other financial operations mainly comprised a gain on transactions in financial instruments of PLN 422,658 thousand. 

44. Foreign exchange result



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000) 

(PLN ‘000) 








Balance

137,076

126,975

The Bank complies with the regulations governing the acceptable currency exposure limits set in the Resolution No. 11/98 of the Banking Supervision Commission dated 14 October 1998 on acceptable currency exposure limits for banks, issued in accordance with art. 137 of the Banking Law Act dated 29 August 1997.
The highest foreign currency balances as at 31 December 2001 are denominated in Euro. The Bank’s long position with regard to this currency as at the year end was PLN 481,079 thousand.
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45. Other operating income



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000) 

(PLN ‘000) 








Balance

63,401

109,855

Other operating income for the period from 1 January 2001 to 31 December 2001 comprised the following:


(PLN ‘000) 

Proceeds from sale or scrapping of tangible fixed assets or assets for resale 
27,788

Income from non-core activities 
8,973

Proceeds from the sale of goods for resale
7,406

Other
19,234


63,401

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 property and assets for resale, including a building in Gliwice of PLN 5,400 thousand. 

46. Other operating expenses



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000) 

(PLN ‘000) 








Balance

74,678

94,373

Other operating expenses for the period from 1 January 2001 to 31 December 2001 comprised the following:


(PLN ‘000) 

Net book value of tangible fixed assets scrapped or sold
21,936

Unplanned amortisation and depreciation 
18,576

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

Other
15,620

         
74,678

The largest items contributing to the balance were: net book value of tangible fixed assets sold (29.3%), of which PLN 5,062 thousand pertained to sale of real property in Gliwice referred to in Note 32.

Unplanned amortisation and depreciation charges represent costs relating to the planned restructuring of the Bank’s activities, recognised in the accounting records for the year ended 31 December 2001 (Note 16).

III.
Discussion of the financial statement components

47. Overhead costs of the Bank



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000) 

(PLN ‘000) 








Balance

1,075,867

896,524

Overhead costs of the Bank for the year 2001 increased by 20.0% compared with 2000.


12 months to 

31.12.2001
12 months to 

 31.12.2000 

restated
Change 
Change

%







Overhead costs (PLN thousand)
1,075,867
896,524
179,343
20.0

Average annual number of employees 
10,403
10,979
576
5.2

Overhead costs per employee 
(PLN thousand)
103.4
81.7
21.7
26.6

Overhead costs to total revenue (%)
24.4
21.2
3.2 p.p.


Net profit per employee 

(PLN thousand)
14.6
12.2
2.4 
19.7

Salaries and related expenses (55.7%) and maintenance costs (representing the remaining portion of the balance) were the largest components of overhead costs for the year ended 31 December 2001. Salaries and related employee benefits include PLN 50,907 thousand pertaining to a provision for costs relating to the planned restructuring of the Bank (Note 16).

Running costs and other costs included the following:



12 months to 31.12.2001



(PLN ‘000) 





Rent and maintenance of buildings 

99,845

Information system maintenance

59,142

Advertising and marketing

52,911

Postal and telecommunication charges

39,051

Bank security

35,240

Clearance and teletransmission

28,335

Consulting services

28,077

Repairs and renovation

27,718

Transportation costs

17,654

Taxes and charges

12,815

Other

75,922



476,710

The profitability ratio, calculated as a ratio of profit before tax to total overhead costs of the Bank for the current year was 2.9%. The ratio was lower than for the year ended 31 December 2000 (5.6%). The change was mainly due to an increase in overhead costs of the Bank (by 20,0%) and a decrease in profit before tax by 42.6%.
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34.
Overhead costs of the Bank (cont.)
The change in overhead costs of the Bank between periods ended 31 December 2000 and 31 December 2001 resulted mainly from an increase in salaries and related charges by 18.0% and consultancy fees - by 1,803.5%. The increase in salaries and related employee benefits resulted mainly from the fact that a provision for costs of the planned restructuring was recognised (as discussed above). The increase in consultancy fees was mainly due to fees related to the merger of the Banks.

48. Depreciation and amortisation



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000) 

(PLN ‘000) 








Balance

134,997

138,882

Depreciation and amortisation for the period ended 31 December 2001 (by category):



(PLN ‘000) 





Depreciation (Note 9)

97,723

Amortisation (Note 8)

37,274

         

134,997

Based on the Corporation Income Tax Act of 15 February 1992 (with subsequent amendments) the Bank charges amortisation and depreciation using the straight-line method. 
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49. Provisions and write-downs



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000) 

(PLN ‘000) 








Balance

873,709

812,152

Provisions and write-downs recognised in the year ended 31 December 2001 included the following: 


12 months to 31.12.2001 restated
(PLN ‘000)

Structure

%

12 months to 31.12.2000 restated
(PLN ‘000)

Structure

%

Amounts due from customers and the public sector, and from financial institutions
830,891

95.1

760,987

93.7










General banking risk
-

-

19,200

2.4










Off-balance sheet liabilities
22,898

2.6

12,750

1.6










Write-downs of financial fixed assets
-



1,260

0.1










Revaluation of tangible fixed assets
14,833

1.7

-

-










Diminution in value of securities 
5,004

0.6

17,893

2.2










Assets for sale
83

-

62

-










Total provisions and write-downs 
873,709

100.0

812,152

100.0

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



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000) 

(PLN ‘000) 








Balance

668,793

547,165

Release of provisions and write-downs for the year ended 31 December 2001 comprised mainly reversed provisions of PLN 656,285 thousand.

Release of provisions in the audited year was as follows:


12 months to  31.12.2001  pro forma
(PLN ‘000) 

Structure  

% 

12 months to  31.12.2000  restated 
(PLN ‘000) 

Structure 

%

Amounts due from customers and the public sector, and from financial institutions
573,468

85.7

492,192

90.0










Off-balance sheet liabilities
19,173

2.9

31,332

5.7










General banking risk
30,000

4.5

-

-










Diminution in value of securities
33,232

5.0

16,791

3.1










Reversal of write-downs in respect of financial fixed assets
12,508

1.9

6,730

1.2










Other
412

-

120

-










Total release of provisions and write-downs 
668,793

100.0

547,165

100.0

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 by 16.5%, and utilisation of the provision for general banking risk of PLN 30,000 thousand (Note 16).

III
Discussion of the financial statement components

51. Corporation income tax



12 months to 31.12.2001

12 months to 31.12.2000 

restated



(PLN ‘000) 

(PLN ‘000) 

Corporation income tax due (a)
128,950

98,931

Deferred income tax (b)
(154,416)

(14,893)

Other prior year taxation
- 

1,250


(25,466)

85,288

(a) Corporation income tax due
Corporation income tax due is calculated at 28% 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 calculation of corporation income tax is shown in Note 43 to the financial statements of Bank Zachodni WBK S.A. prepared for the Polish Securities and Exchange Commission.

(b) Deferred income tax

The deferred tax provision is calculated at 28% 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 deferred tax provision using the full method.
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38.
Corporation income tax (cont.)

Deferred tax provision is calculated in the following manner:




12 months to
 31.12.2001r.




(PLN ‘000) 

Timing differences between profit before tax and the tax base:




Deferred income


550,477

Valuation of derivatives


270,128

Investment relief 


74,285

Timing difference resulting from the inclusion of income and costs of WBK Nieruchomości Sp. Komandytowa determined according to tax regulations in the calculation of the corporation income tax of the Bank


35,024

Capitalised interest on loans


(3,905)

Accrued costs payable


(215,868)

Income taxed in advance 


(16,418) 

Amortisation of capitalised merger costs


(16,354)

Bad debt provisions to be deducted


(621,788)

Other provisions


(223,193)

Valuation of derivatives


(244,177)

Discounting of bills of exchange


(1,157)

Total timing differences


(412,946)

Deferred tax provision (at applicable rate)


(121,434)

Deferred tax provision at start of year 
33,173 

Required deferred tax provision balance at end of year
(121,434)

Decrease in deferred tax provision
154,607 

Release of the deferred tax provision and recognition of a deferred tax asset resulted mainly from an increase in bad debt provisions and an increase in other provisions which the Bank treats as timing differences in deferred tax calculation.
52. Assets put up as collateral

As at 31 December 2001, Treasury bills with a nominal value of PLN 59,350 thousand have been put up as collateral for the Guaranteed Deposit Protection Fund, as included in the Banking Guarantee Fund. In addition, Treasury bills with a nominal value of PLN 40,000 thousand have been pledged as collateral for a loan from the Banking Guarantee Fund. 

III
Discussion of the financial statement components

53. 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. The Management believes that provisions recognised in respect of those lawsuits are sufficient to fully cover the disputed amounts.

· In prior years the Bank availed itself of investment relief. Moreover, in the current year the Bank availed itself 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 case of failure to comply with tax regulations, there is a risk of losing right to all previously used investment relief. Since 2000, due to lessening the tax regime, 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 S.A. 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 system participants to make additional one-off payments. 

IV. The auditor’s statement

(a) The Bank 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 Bank maintains its accounting records in accordance with the Accounting Act, making use of an up-to date chart of accounts approved by its Management Board, a detailed listing of the books of account, and the documentation of the data processing system.  The business transactions we audited have been recorded in a clear and complete manner and correctly classified in the accounting records. The accounting entries we examined were complete and accurate and had been posted on the basis of accounting documents. The financial statements were based on accounting records which had been correctly maintained. The accounting records are stored properly.

(c) In all material respects, the closing balances as at the end of the prior year were correctly brought forward as the opening balances of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A. 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.  Assets, liabilities and equity are shown in a true and fair manner in all material respects.
(d) The Bank’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. It was not the object of the audit to provide any assurance as to the appropriate operation of the internal control system.

(e) The items which affected the operating profit of the Bank have been recorded in a complete and fair manner in all material respects.

(f) The Bank’s profit before tax has been properly translated into the net profit in all material respects. 

(g) The Bank’s cash flow statement was prepared properly in conjunction with the balance sheet, the income statement and the accounting records.

(h) The notes to the financial statements show completely and correctly all the significant information specified in the Decree of the Council of Ministers of 16 October 2001 on the type, form and scope of current and periodical information and deadlines for their reporting by issuers of securities admitted for public trading (Journal of Laws No. 139).

IV.
The auditor’s statement

(i) The Directors’ report covers all the information required by the Accounting Act.  The financial information included therein is consistent with that presented in the financial statements. 

(j) The accounting policies have been applied consistently compared with the prior year.

(k) The financial statements of Bank Zachodni S.A. for the year ended 31 December 2000 were approved by Resolution of the General Shareholders’ Meeting of 3 April 2001, filed with the District Court in Wrocław on 10 April 2001 and published in Monitor Polski B No 207 on 11 July 2001.

(l) The financial statements of Wielkopolski Bank Kredytowy S.A. for the year ended 31 December 2000 have been approved by Resolution of the General Shareholders’ Meeting of 4 April 2001, filed with the District Court in Poznań on 13 April 2001 and published in Monitor Polski B No. 684 on 31 October 2001.

V. General information about the audit

(a)
PricewaterhouseCoopers Sp. z o.o. was appointed auditor of the Bank by Resolution No. 5/2001 of the Bank’s 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.

(c) During the audited year the Bank confirmed the balances of its assets and liabilities by means of:

· direct confirmation of balances with banks, debtors and creditors:

-
cash at bank
as at 31 December 2001;

-
receivables
as at 31 December 2001;

-
payables 
as at 31 December 2001;

-
securities
as at 31 December 2001.
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