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Additional Explanatory notes

Information on the exposure concentration mix of the bank’s group to individual entities, groups, and sectors as well as the assessment of risk related to such exposure


WBK applies the prudence rules set out in the Banking Law. 

However, as a result of the establishment of Dom Maklerski  (a subsidiary) and decrease in the equity of Magna Polonia (financial statements published on 14 February 2000) – the company in which WBK holds an equity investment in excess of 10% of the Bank’s own funds, WBK’s own funds as well as the concentration limit amount in relation to one entity dropped as at 31.12.1999. 

As a result of these developments, the end of 1999 saw two cases where the concentration  ratios in WBK were exceeded.  These excesses did not exist at the moment of taking the loan decisions. 

The concentration ratio in the first case was 28.31%, in the other – 27.94%, where the Bank’s own funds as at 31 December 1999 amounted to PLN 635,660k.  At the time of sanctioning the loans, the concentration ratios were respectively 24.89% against the Bank’s own funds of PLN 723,099k and 24.56% against the Bank’s own funds of PLN 723,082k.. 

Negotiations with the borrowers on executing annexes to these loan agreements are in progress.

The concentration ratio was exceeded in two more cases; in the first case it was 25.64% and in the other 25.17%. At the time of sanctioning these loans, the concentration ratios were 22.54%, against the Bank’s own funds of PLN 723,099k and 23.93% against the Bank’s own funds of PLN 668,560k.

The exposure towards the first client comprises, among others, an overdraft which represents  43% of the total debt and which is due on 24 April 2000. In addition, the Bank holds bonds  (commercial paper) of this client the redemption  date of which is on 27 May 2000.

The loan repayment by the other borrower is due on 23 March 2000.

The exposure towards the remaining six largest clients ranged from 16.2% to 24.4% of the  Bank’s own funds. 

The exposure of banks to individual entities, groups and sectors is diversified.

Within its lending policy, WBK applies the rule of exposure to sectors of a relatively low risk. Substantial diversification of the loan portfolio allows to eliminate a potential risk connected with granting too high loans to entities in the same sector. As at 31 December 1999, sectors representing the largest share in the loan portfolio were: trade (18.5%) services  (17.45%), food industry (13.4%) and power industry (7.8%).


WBK  granted loans and guarantees to entities in which it holds equity investments. As at 31 December 1999, the total amount of loans and guarantees utilized by these entities was PLN 100,281k, which represents 15.77% of the Bank’s own funds.


WBK SA granted loans to entities connected in terms of capital. The largest total loan exposure to entities from one group in the sugar industry amounted to PLN 101,163k, which accounts for 15.9% of the Bank’s own funds.

The exposure to the remaining six biggest groups ranged from 12.9 % to 3.7% of the Bank’s own funds.  These groups operate in the following industries: automotive, computer, construction and lease.


As at 31 December 1999, shares, interests and other securities (gross) held in WBK portfolio represented 35.9% of the Bank’s own funds. In the mix of WBK’s shares and interests, shares in the banking sector represented 4.3% and the largest equity investment in one entity accounted for 6.9% of the Bank’s own funds.

Information on “financial instruments” – securities, referred to in art. 3 item 3 of the Act on Public Trading in Securities dated 21 August 1997 (Journal of Laws  No. 118, item 754, with subsequent amendments) and other laws related to proprietary interests being subject of the issuer’s investments and forward transactions.

Financial instruments of WBK


Currency Interest Rate SWAPS
PLN Future Rate Agreements
PLN Future Rate Agreements

 Sell
PLN Future Rate Agreements

 Purchase
PLN Future Rate Agreements

 Purchase
PLN FX Swaps/FX Forwards
Cross currency FX SWAPS

Nominal Value

(PLN equivalent)
47 365
60 000
145 000


75 000
20 000
1 457 540
299 772

Purpose
Hedging 
Trading
Trading


Trading
Hedging
Hedging
Hedging

Maturity 

Date Range
15.08.2008
up

 07.08.00

to

21.09.00
up

03.04.00

to

18.09.00


up

21.04.00

to

18.09.00
up

21.04.00

to

21.07.00
up

03.01.00

to

30.12.00
up

06.01.00

to

14.01.00

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


N/A


N/A


N/A
N/A

Price / Range of Prices
to

6.09%
up

14.04%
up

12.15%

to

15.15%
up

12.80%

to

15.30%
up

11.94%

to

12.85%
up

0.698

to

5.9858
various

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


N/A
N/A
N/A
N/A

Expected Cash Flows
Variable
Variable
Variable
Variable
Variable
10 963
503

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

Other terms
N/A
N/A
N/A
N/A
N/A
N/A
N/A

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

Significant information on contingent liabilities, including those which arise from subissue contracts, guarantees and banking guarantees (including bills of exchange) granted by the issuer and, separately on the ones granted to non-consolidated undertakings, as well as consolidated subsidiary and affiliated undertakings.

As at 31.12.1999, the contingent liabilities totalled PLN 1,906,965k, of which:

· granted liabilities
PLN 1,539,714k

· accepted liabilities
PLN    367,251k

The granted liabilities include:

-
liabilities in relation to financing
PLN 1,258,951k

-
guarantees



PLN    280,763k

The guarantees amount includes guarantees granted to consolidated subsidiaries in the amount of PLN 55,810k, of which a guarantee of PLN 50,000k has a B/E nature.

Within the financing-related liabilities we can distinguish the following:

· liabilities due to credit risk arising from irrevocable obligations 

in the amount of

PLN 1,204,517k

· import letter of credit

PLN      21,741k

· shares not paid up

PLN      32,693k

Liabilities arising from shares which are not paid up relate to amounts unpaid to two entities in which the Bank holds long term equity investments (Autostrada Wielkopolska S.A. – PLN 31,871k, Life Insurance Company Commercial Union S.A. PLN 822k).

Liabilities due to purchase/sale transactions in the amount of PLN 6,307,120k include:

-
liabilities due to fx transactions


PLN 3,775,791k, of which:


-
purchased foreign currencies


PLN 1,894,448k


-
sold foreign currencies


PLN 1,852,265k


-
differences from SWAP transactions

PLN      29,078k

· liabilities due to transactions in securities in the amount of PLN 59,000k referring to: 

· agreements on a conditional take-up of municipal bonds granted as part of the issue – related services for Pleszew in the amount of PLN 5,000k, which is effective until 31 August 2001.

· Commercial paper in the amount of PLN 54,000k comprising:

· Commercial paper of Polskie Projekty Inwestycyjne S.A.in the amount of PLN 11,000k,  with the maturity date of 15 March 2000;

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

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

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

· transaction in financial instruments amounted to PLN 454,730k, of which:

-
purchased
PLN 252,365k

-
sold

PLN 202,365k

· assets taken over in the amount of PLN 673,637k

· other liabilities due to securities established as guarantees in the amount of PLN 1,343,963k

List of amounts due to the State budget or local governments on obtaining the title of ownership to buildings and premises.
As at 31.12.1999 WBK did not hold any liabilities toward the State budget or the local governments arising from the title of ownership to buildings and premises.

Income, costs and results of discontinued operations in the accounting period or of the operations planned to be discontinued in the next period.
In 1999, there were no income or costs of much significance relating to discontinued operations in WBK. Income and costs relating to discontinued operations are not anticipated in upcoming periods.

Costs of commenced investments, fixed assets and development for the bank’s own needs.
External contractors performed all investments in WBK. Therefore there were no costs of commenced investments, fixed assets and development for the bank’s own needs.

Incurred and planned capital expenditure in the 12 months following the balance sheet date.
In 1999, the capital expenditure incurred by the Bank in respect of fixed assets amounted to PLN 92,598k whereas the equity investment costs amounted to PLN 97,586k, in which the biggest expenditure related to the following investments: Dom Maklerski WBK, Magna Polonia, Commercial Union PTE, AIB Fund Management  as well as the units of Fundusz Powierniczy Arka.

The capital expenditure planned by WBK for the year 2000 amounts to PLN 179m, of which:

· in respect of tangible fixed assets: PLN 57m

· in respect of information technology: PLN 122m.

Significant inter-company transactions of the issuer, i.e. transfer of rights and liabilities against payment or/and free of charge

Transactions with the affiliated undertakings which were consolidated under the acquisition accounting method

Sale by WBK to:


DM WBK SA
Branch of the Bank – brokerage company under the name of Wielkopolski Bank Kredytowy SA Centralne Biuro Maklerskie w Poznaniu
39,000


DM WBK SA
Shares of Inter Groclin Auto S.A.
7,125


DM WBK SA
Shares of Howell S.A.
624


DM WBK SA
Shares of LZPS Protektor S.A.
365


DM WBK SA
Shares of Centrostal S.A.
320


GBH S.A.
Shares of  LZPS Protektor S.A.
365

Purchase by WBK  from:


DM WBK SA
Shares Inter Groclin Auto S.A.
7,125


DM WBK SA
Shares Howell S.A.
624


DM WBK SA
Shares LZPS Protektor S.A.
212


DM WBK SA
Shares Centrostal S.A.
319


GBH S.A.
Shares LZPS Protektor S.A.
372

As at 31 December 1999, the following items of the WBK financial statements reflect transactions concluded in 1999with the consolidated undertakings:


Current receivables
69


Subordinated loans
14,363


Current liabilities
31,645


Term deposits
1,190,077


Interest income
1,379


Income on  securities sold which are subject to repurchase agreement
1,924


Other operating income related to the sale of CBM
13,602


Other operating income
518


Interest expense
94,138


Commission expense
89


Other operating costs
28

Transactions with the affiliated undertakings (eliminated from consolidation)

Sale by WBK to:


WBK Finanse&Leasing SA
Shares LZPS Protektor SA
210


WBK Finanse&Leasing SA


Shares BKB Perspektywa SA
50

Purchase by WBK  from:


WBK Finanse&Leasing SA
Shares of NFI Magna Polonia SA
4,004


WBK Finanse&Leasing SA
Shares of LZPS Protektor SA
210


WBK Finanse&Leasing SA
Operational leasing of computer equipment
497


Projekty Bankowe Polsoft
Computer services
7,753

*The market value of the operating lease item: PLN 3,5m.

As at 31 December 1999, the following items of the WBK financial statements reflect transactions concluded in 1999 with the undertakings eliminated from consolidation:


Amounts due from financial sector
12,364


Amounts due from non-financial sector
640


Amounts due to financial sector
1,762


Amounts due to non-financial sector
2,395


Interst and commission income
1,282


Interest and commission expense
784

As at 31 December 1999, the following items of the WBK financial statements reflect transactions concluded in 1999 with the dominant entity:


Current receivables from the dominant entity
13


Term deposits from the dominant entity
341,704


Current amounts due to the dominant entity
4,592


Term deposits at the dominant entity
355,707


Other amounts due to the dominant entity
5,984


Interest income
11,833


Interest expense
4,681

Other significant transactions of affiliated undertakings:

From the point of view of the vendors:


GBH to AIB Capital Markets plc
Shares of NFI Magna Polonia SA
2 175


WBK to AIB Capital Markets plc
Shares of NFI Magna Polonia SA
2 719


BHW Holding AG to WBK Finanse&Leasing SA
Shares of BKB Perspektywa SA
50

Figures relating to companies connected with the issuer in terms of capital.

WBK representatives took part in the management process by participating in the board of directors in the following entities composing  WBK Group:

Company
Number of participants

Gliwicki Bank Handlowy S.A.
5 – Bank Council

4 – Management Board

WBK Finanse & Leasing S.A.
6 – Bank Council

Dom Maklerski WBK S.A.
6 – Bank Council

WBK Nieruchomości S.A.
5 – Bank Council

AIB WBK Fund Management Sp. z o.o.
2 – Bank Council

PB Polsoft Sp. z o.o.
2 – Bank Council

WBK AIB Asset Management S.A.
3 – Bank Council

1 – Board of Management

WBK representatives did not participate in the management of Brytyjsko-Polskie Towarzystwo Finansowe WBK CU nor in  Lubuska Wytwórnia Win in bankruptcy, which is managed by the receiver in bankruptcy.

Information on joint undertakings which are subject neither to the acquisition accounting method nor equity method
There were no joint undertakings within the Group in 1999.

Information on average staff numbers with a relevant breakdown into professional groups.
In 1999 the average staff number was 4,453  FTEs, of which:




Head Office
    639

Branches
3 514

Central Brokerage Office*
   183

Card Centre
     84

Training Centre in Zakrzewo
     33

*Central Brokerage Office functioned within the Bank until 30.10.99.
Information on remuneration, together with the remuneration allocated from profit, paid to the members of the bank’s management board and supervising bodies of the issuer in the issuer’s company, and separately for the subsidiaries and affiliates (separately for each group)
The remuneration paid in 1999 to the members of WBK’s Management Board amounted to PLN 2,613k, and to the members of the Bank Council – PLN 293k

In 1999, no member of the Bank Council or Management Board  of WBK received remuneration from WBK affiliates or subsidiaries.

Information on the value of advances, loans, borrowings and guarantees, together with information on interest rates and repayment conditions, granted to the members of the Bank’s Management Board and supervising bodies of the issuer, and separately for the subsidiaries and affiliates (separately for each group).
As at 31.12 1999, the debt due to loans, borrowings and guarantees committed by WBK amounted to PLN 25k, of which to the members of Management Board – PLN 8k and to the members of the Bank’s Council - PLN 17k.

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

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

As at the end of 1999, the employees’ debt toward  the Bank amounted to PLN 18,033k.

Information on significant events related to previous years and included in the financial statements for the current period.
No significant events relating to previous years took place, which were included in the 1999 financial statements.

Information on significant post balance sheet date events, which were not reflected in the financial statements for the current period.

There were no significant post balance sheet date events in WBK SA, i.e. events that occurred after 31.12.1999, which would have an impact on the financial statements.

No significant events occured after the balance sheet date, i.e. after 31 December 1999, which would have affect ed the financial statements.

On 11 February 2000, the court announced bankruptcy of Bank Staropolski S.A. In line with the Act on Banking Guarantee Fund, WBK participates in the obligatory system of guarantying deposits of personal individuals and is obliged to make annual contributions to this Fund. In case of bank's bankruptcy, BFG can call the remaining participants of the system to make a one-off payment/contribution.

As of today, there are only estimates of funds necessary to cover the quaranteed deposits of the bankrupt bank. Exluding the amounts to be collected by the receiver in bankruptcy in the isolvent bank and those allocated for this purpose by BFG, the amount will total ca PLN 600m.  It is estimated that WBK share in the deposit payment will be 2.73%, i.e. approximately PLN 16.4m.

Information on relations between the legal predecessor and the entity as well as on the method and range of taking over  assets and liabilities.
During 1999, no changes to the legal status were made that would require the explanation as to the methods of the relations between the legal predecessor and the successor of the Bank.

The financial statements and the comparative financial data adjusted by a relevant inflation rate, with the source defined, and taking the period of the last financial statements as a base period – provided that the last 3 years of the issuer’s activity were characterised by a high inflation rate – above 20%
Poland is not a country with the inflation rate above 20% (annualized). Therefore, there was no need to adjust the financial figures in the financial statements by the inflation rate.

Changes to the adopted accounting principles (policy) and format of the financial statements as compared to the previous accounting year (accounting years), reasons for their introduction and the financial impact on the capital and financial situation, liquidity as well as financial profit/loss and profitability.
In 1999 no changes to the accounting principles (policy) or the format of the financial statements, as compared to the last year,  were introduced.

In view of selling the Central Brokerage Office in 4Q 1999, data relating to its operations for ten months are included in the WBK financial statements for 1999, which does not impact the comparability of these data with the figures for the previous year.

The list and explanation of the differences between data disclosed in the financial statements and comparable financial data from the  financial statements previously prepared and published.
Complying with the requirement arising from the Ordinance of the Cabinet, dated 22 December 1998, on the type, format and frequency of current and periodic information to be provided by issuers of securities admitted to the public trading (Journal of Laws No. 163 item 1160), and on the responsibility to prepare financial statements in a manner that ensures the comparability of the data disclosed in the financial reports for 1999 with data presented for the previous year, the change was made in the presentation of the item “Profit on financial operations”. It includes now a charge for depreciation of  units in trust funds in the amount of PLN 683k, disclosed so far in “Charges for provisions and revaluation”.


Compared to figures presented in the report for 4Q 1999, a solvency ratio changed. This results from the decrease in Magna Polonia’s equity – the company in which WBK has an equity investment in excess of 10% of its own funds.   The financial statements of Magna Polonia were published on 16 February 2000.

Other supplementary information 

Information on Bank’s involvement in the court proceedings.

In 1999 no proceedings were instituted and brought to court or state administration bodies in relation to liabilities or receivables of the dominant entity whose total value would represent at least 10% of the Bank’s own funds.

Information on pending significant claims is presented below.

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

BGŻ SA lodged an appeal against the ruling, which was delivered to the Bank on 1 March 1999. The court reviewed the appeal on 7 September. 
By its ruling of 21 September 1999, the Court of Appeal in Warsaw took into account the appeal of Bank Gospodarki Żywnościowej S.A. in Warsaw against the ruling of the Lower Court favourable for WBK and adjudicated the payment by WBK to BGŻ of PLN 9,0947k together with the statutory interest due for the periods indicated in the ruling as the reimbursement of the amount  received by WBK in the execution proceedings, conducted due to the BGŻ’s re-guarantee of the liabilities of Spółdzielnia Przetwórstwa Owocowo-Warzywnego “Frutex” in Ełk towards WBK.

The ruling is not enforceable. WBK shall consider the rationale for the appeal against the ruling of the Court of Appeal. The Bank has a provision for this controversial liability.

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

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

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

On 9 July 1999 the receiver in bankruptcy of Wrocławskie Zakłady Wyrobów Papierniczych SA (WZWP) filed the claim to recognise the invalidity of the receivables transfer agreement which constituted the security cover for the agreement on the repayment of debt by WZWP to WBK, due to the granted loan. The receiver claims the invalidity of the agreement because at the time the transfer was made the loan was not mature. The principal debt is PLN 1,448k and the plaintiff does not claim interest. There was no provision raised for court liabilities, and the provision for the credit risk is PLN 1,261k.  


During the execution proceedings, the debtor Marek Koper instituted a claim to the provincial Court in Lódź, to annul the enforceability of the bank’s writ of execution issued by WBK for the amount of PLN 17,991k. The debtor’s summons was delivered on  6 October 1999. The Bank sent to the Court a response to the summons.  The date of the trial on establishing the security by suspending the execution proceedings is set for the 20th  of March 2000.  Provision for the credit risk in this case amounts to  PLN 14,532k.

Information on income and expense related to the Bank’s brokerage activities in 1999.
Costs of the Bank’s brokerage operations until 30 October 1999 amounted to PLN 17,948k while the income was PLN 20,358k.

Information on the Bank’s credit exposure to entities where  the total value of exposure arising from the loans sanctioned exceeds 10% of the Bank’s own funds.

Customer
Amount

in PLN k
Maturity date

Agencja Rynku Rolnego 
140 000
31-12-00

Agencja Rynku Rolnego 
120 000
31-03-00

Fundusz Ubezpieczeń Społecznych
160 000
23-03-00

Telekomunikacja Polska SA
65 000
14-05-05

Rafineria Gdańska SA
64 885
24-04-06

Rafineria Gdańska SA
70 000
21-04-00

Wielkopolskie Zakłady Tłuszczowe Sp z o.o.
90 000
25-07-00

Petrochemia Płock SA 
150 000
31-03-00

Zakłady Piwowarskie w Żywcu SA
85 000
01-05-00

Zakłady Piwowarskie w Żywcu SA
60 000
31-12-99

Polska Telefonia Cyfrowa – konsorcjum
67 857
16-12-05

Zepter International Poland Sp. z o.o.
77 912
31-08-07

Information on funding sources and use of funds in relation to main geographical regions of the country.


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

Breakdown of WBK’s loans to and deposits of customers and public sector into geographical regions of the country.
Province
Amounts due from customers and public sector - net

Deposits of customers and public sector



31.12.1998
31.12.1999
31.12.1998
31.12.1999


%
%
%
%

Dolnośląskie
5.79
4.44
8.21
7.53

Kujawsko-pomorskie
8.81
6.04
5.07
4.69

Łódzkie
1.75
2.45
2.91
2.37

Małopolskie
0.0
0.14
0.06
0.15

Mazowieckie
14.94
12.66
9.30
9.27

Opolskie
0.16
0.18
0.06
0.09

Lubuskie
9.73
8.66
9.06
8.48

Pomorskie
1.66
4.04
7.35
6.69

Śląskie
4.05
6.19
2.06
1.71

Zachodnio-pomorskie
0.75
0.60
0.74
0.86

Wielkopolskie
52.36
54.6
55.18
58.16

Total
100
100
100
100
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