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1
General

1.1 General information on the Bank

1.1.1 Bank name

Bank Zachodni WBK S.A.

1.1.2 Registered office

Rynek 9/11

50-950 Wrocław

1.1.3 Commercial registration


Seat of the court: 

Wrocław


Date: 

27 April 2001

Registration number: 
0000008723
1.1.4 Tax Office and Provincial Statistical Office registration


NIP:
896-000-56-73


REGON:
930041341

1.2 Auditor information


KPMG Polska Audyt Sp. z o. o.


Ul. Chlodna 51, XVI p.


00-867 Warsaw

KPMG Polska Audyt Sp. z o.o. is registered as a company authorized to audit financial statements (number 458).

1.3 Legal status

1.3.1 Share capital 


Bank Zachodni WBK S.A. was established on 13 June 2001 for an indefinite period as a result of a merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A. under Resolution No 30/KNB/01 of Commission of Banking Supervision dated 7 March 2001. 


The share capital of the Bank as at 31 December 2003 amounts to PLN 729,602,840 divided into 72.960.284 common shares with a nominal value of PLN 10 each.

1.3.2 Scope of activities

According to the Bank's Statute, the main activities include:

· receiving and maintaining current and term deposits, including accepting and placing cash deposits in domestic and foreign banks, 

· maintaining other bank accounts, 

· granting loans, 

· granting and confirming guarantees and letters of credit,

· issuing banking securities, 

· performing cash settlements, 

· granting cash advances, 

· performing cheque and bill of exchange operations, 

· issuing payment cards and processing card operations, 

· performing term financial operations, 

· trading in receivables, 

· safekeeping of goods and securities as well as providing access to safe deposit-boxes, 

· foreign currency operations,

· granting civil law guarantees,

· performing operations related to the issue of securities, 
· acting as the representative of bond holders.
Additionally the Bank is illegible to perform the following activities:

· acquiring shares, rights from shares and participations of another corporate entity and contributions to limited partnerships or limited joint stock partnerships, or units and investment certificates in investment funds; making contributions to limited liability companies within the limits specified by the Banking Law,

· incurring liabilities related to the issue of securities, 

· trading in securities on Bank’s own account or on other parties’ account,  

· exchanging debts for debtor’s assets, 

· acquiring and disposing of real estates and debts secured by a mortgage,

· providing consultancy and advisory services in relation to financial matters,
· providing other financial services,
· selling pension funds,

· acting as a depositary under the definition of investment funds act,

· acting as sales agent of insurance, leasing, factoring, forfeiting, franchising products and participation units and certificates of investment funds.

Additionally the bank may perform the above activities on the instruction of another bank. In accordance with the Bank’s strategy, the Bank may also cooperate with the domestic, foreign and international banks and financial institutions and perform services of transportation of goods.

1.3.3 Board of Directors

At 31 December 2003 the Board of Directors of the Bank is comprised of the following members:

President:



Mr. Jacek Kseń

First Vice-president:



Mr. Cornelius O’Sullivan

Board Members:



Mr. Declan Flynn





Mr. Michał Gajewski








Mr. Michael Laurence Keegan








Mr. Justyn Konieczny








Mr. Janusz Krawczyk








Mr. Jacek Marcinowski








Mr. Mateusz Morawiecki








Mr. Feliks Szyszkowiak

Mr. Maciej Węgrzyński

On 14 March 2003 Mr. William Richard Horgan completed his assignment with Bank Zachodni WBK S.A. On the same day, Mr. Cornelius O’Sullivan took up the position of the First Vice-President of the Management Board.  

On 14 January 2004 Mr. Maciej Węgrzyński resigned form the position of the Member of the Management Board of Bank Zachodni WBK S.A.  
1.4 Prior period financial statements


The financial statements for the period from 1 January 2002 to 31 December 2002 were audited by KPMG Sp. z o.o. and received an unqualified opinion.


The financial statements were approved at the ordinary shareholders meeting on 10 April 2003 where it was resolved to distribute the profit for the prior financial year as follows:

	· Reserve capital
	PLN     116,366,010.56

	· General banking risk fund
	 PLN     100,000,000.00

	· Dividend for shareholders
	PLN       53,990,610.16

	
	PLN    270,356,620.72



The closing balances as at 31 December 2002 have been properly recorded as the opening balances as at 1 January 2003.


The financial statements for the period from 1 January 2002 to 31 December 2002 were presented to the registered court on 25 April 2003 and published in “Monitor Polski B” No 159 on 25 June 2003.

1.5 Audit scope and responsibilities


In accordance with the contract dated 10 October 2003 we have audited the financial statements of the Bank comprising:

1) introduction to the financial statements;

2) the balance sheet as at 31 December 2003 with total assets and total equity and liabilities of PLN 23,521,630 thousand;

3) capital adequacy ratio;

4) the off-balance sheet contingencies granted amounting to PLN 4,377,641 thousand as at 31 December 2003;
5) the profit and loss statement for the period then ended with a net profit of PLN 116,951 thousand;

6) the statement of changes in own equity for the period from 1 January 2003 to 31 December 2003 with an increase of own equity of PLN 9,928 thousand;

7) the cash flow statement for the period the ended with an decrease in cash of PLN 455,791 thousand; 

8) supplementary information and explanation.


We have conducted our audit in compliance with International Standards on Auditing as issued by the International Federation of Accountants, Chapter 7 of the Accounting Act (the Act), dated 29 September 1994 (Official Journal from 2002, No 76, item 694 with subsequent amendments) and the auditing standards issued by the National Council of Chartered Accountants.


According to Art. 52 of the Act, the Bank's directors are responsible for the preparation of the financial statements. We have conducted an independent audit of these financial statements in order to express an opinion thereon and present this, together with a written auditors’ report to the Shareholders of the Bank.


On 24 February 2004 the Bank’s directors submitted a representation letter as to the completeness, fairness and accuracy of the financial statements presented for audit and, amongst other things, confirmed that there were no undisclosed matters significantly influencing the information presented in the financial statements for the year ended 31 December 2003.


All our requests for additional documents and information necessary for expressing our opinion and preparing the report have been fulfilled.


KPMG Polska Audyt Sp. z o.o. is independent of the Bank and the scope of the work planned and performed has not been limited in any way. The method and scope of our audit is detailed in working papers prepared by us and retained in the offices of KPMG Polska Audyt Sp. z o.o.

2
Financial analysis of the Bank

2.1 Summary of the financial statements

Detailed information relating to the balance sheet, profit and loss account and the statement of contingencies and commitments are included in the Bank’s financial statements.

2.1.1
Balance sheet

	
	31.12.2003
	
	
	
	31.12.2002
	
	

	
	
	
	PLN 000
	
	
	
	PLN 000
	
	

	ASSETS
	
	
	
	
	
	
	

	
	
	Cash and amounts due from the NBP
	1,161,481
	
	
	
	1,378,661
	
	

	
	
	Due from the financial sector
	1,570,597
	
	
	
	3,100,603
	
	

	
	
	Due from the non-financial sector
	11,969,910
	
	
	
	11,189,066
	
	

	
	
	Due from the budget sector
	568,291
	
	
	
	447,668
	
	

	
	
	Due from repurchase contracts
	5,806
	
	
	
	37,000
	
	

	
	
	Debt securities
	6,121,343
	
	
	
	5,880,749
	
	

	
	
	Shares in subsidiaries
	185,059
	
	
	
	190,870
	
	

	
	
	Shares in affiliates
	54,322
	
	
	
	55,233
	
	

	
	
	Shares in other entities
	255,124
	
	
	
	234,568
	
	

	
	
	Other securities and other financial assets
	156,715
	
	
	
	239,176
	
	

	
	
	Intangible fixed assets
	282,434
	
	
	
	262,465
	
	

	
	
	Tangible fixed assets
	690,830
	
	
	
	895,111
	
	

	
	
	Other assets
	217,585
	
	
	
	275,890
	
	

	
	
	Prepayments
	282,133
	
	
	
	447,334
	
	

	
	
	
	 
	
	
	
	 
	
	

	Total assets
	23,521,630
	
	
	
	24,634,394
	
	

	
	
	
	
	
	
	
	
	
	

	LIABILITIES
	
	
	
	
	
	
	

	
	Liabilities
	
	
	
	
	
	
	

	
	
	Due to the financial sector
	1,540,718
	
	
	
	2,497,392
	
	

	
	
	Due to the non-financial sector
	16,480,777
	
	
	
	16,272,277
	
	

	
	
	Due to the budget sector
	1,065,538
	
	
	
	993,829
	
	

	
	
	Reverse repurchase contracts
	0
	
	
	
	20,004
	
	

	
	
	Issue of own papers
	531,242
	
	
	
	381,823
	
	

	
	
	Other liabilities from the financial instruments
	259,407
	
	
	
	330,214
	
	

	
	
	Special funds and other liabilities
	398,008
	
	
	
	630,454
	
	

	
	
	Accruals and deferred income
	473,648
	
	
	
	591,620
	
	

	
	
	Provisions
	238,593
	
	
	
	393,010
	
	

	
	
	
	20,987,931
	
	
	
	22,110,623
	
	

	
	Equity
	
	
	
	
	
	
	

	
	
	Share capital
	729,603
	
	
	
	729,603
	
	

	
	
	Statutory reserves
	373,371
	
	
	
	373,371
	
	

	
	
	Revaluation reserves
	158,461
	
	
	
	192,387
	
	

	
	
	Reserve capital
	1,177,287
	
	
	
	957,445
	
	

	
	
	Profit from previous years
	(21,974)
	
	
	
	608
	
	

	
	
	Net profit for the current year
	116,951
	
	
	
	270,357
	
	

	
	
	
	2,533,699
	
	
	
	2,523,771
	
	

	
	
	
	
	
	
	
	
	
	

	Total liabilities
	23,521,630
	
	
	
	24,634,394
	
	


	
	31.12.2003
	
	
	
	31.12.2002

	Capital adequacy ratio
	11.77%
	
	
	
	10.86%

	
	
	
	
	
	

	
	
	
	
	
	

	OFF BALANCE SHEET
	
	
	
	
	

	
	
	
	31.12.2003
	
	
	
	31.12.2002

	
	
	
	PLN 000
	
	
	
	PLN 000

	
	
	Contingencies granted
	4,377,641
	
	
	
	3,654,523

	
	
	Contingencies received
	503,857
	
	
	
	1,116,509

	
	
	Contingencies from purchase/sale transactions
	41,650,063
	
	
	
	48,236,556

	
	
	Other
	47,087
	
	
	
	31,777

	
	
	
	
	
	
	
	

	Total off balance sheet
	46,578,648
	
	
	
	53,039,365


2.1.2
Profit and loss account

	
	01.01.2003 - 31.12.2003
	
	
	
	01.01.2002 - 31.12.2002

	
	PLN 000
	
	
	
	PLN 000

	Interest income
	1,357,778 
	
	
	
	1,787,218 

	Interest expense
	(580,548)
	
	
	
	(1,005,907)

	Net interest income
	777,230 
	
	
	
	781,311 

	
	
	
	
	
	

	Fee and commission income
	596,955 
	
	
	
	533,486 

	Fee and commission expense
	(93,220)
	
	
	
	(84,986)

	Net fee and commission income
	503,735 
	
	
	
	448,500 

	Income from shares and other securities
	51,530 
	
	
	
	43,037 

	Net profit/(loss) on financial operations
	72,096 
	
	
	
	239,427 

	Net profit/(loss) on foreign exchange results
	143,365 
	
	
	
	144,393 

	Profit on banking operations
	1,547,956 
	
	
	
	1,656,668 

	
	
	
	
	
	

	Other operating income
	42,870 
	
	
	
	49,141 

	Other operating expense
	(80,524)
	
	
	
	(16,680)

	General expenses
	(958,103)
	
	
	
	(998,106)

	Depreciation
	(216,778)
	
	
	
	(157,861)

	
	
	
	
	
	

	Increase of provisions and revaluation
	(680,171)
	
	
	
	(1,194,881)

	Release of provisions and revaluation
	553,531 
	
	
	
	1,025,767 

	Net change in provision
	(126,640)
	
	
	
	(169,114)

	Operating income
	208,781
	
	
	
	364,048

	Extraordinary items
	

506 
	
	
	
	189 

	
	
	
	
	
	

	Profit before taxation
	209,287 
	
	
	
	364,237

	
	 
	
	
	
	 

	Corporate income tax
	(113,016)
	
	
	
	(106,370) 

	Share in net profits/(loses) of subsidiaries valued with equity method
	20,680 
	
	
	
	12,490 

	Net profit
	116,951 
	
	
	
	270,357 


2.2
Selected financial ratios

	
	2003
	
	2002

	Total assets
	23,521,630
	
	24,634,394

	Gross profit
	209,287
	
	364,237

	Net profit
	116,951
	
	270,357

	Equity 
	2,533,699
	
	2,523,771

	Return on equity *
	4.8%
	
	12.0%

	Capital adequacy ratio
	11.8%
	
	10.9%

	Net loans to total assets
	53.3%
	
	47.2%

	Interest bearing assets to total assets
	86.0%
	
	83.8%

	Interest bearing liabilities to total liabilities
	83.4%
	
	81.9%

	
	
	
	

	
	
	
	

	* Excluding current year earnings from equity
	
	
	

	
	
	
	


2.3 Interpretation of selected financial ratios

In comparison to 2002 total assets did not change significantly. During the year the largest growth within assets was in amounts due from the non financial sector which grew by PLN 780,844 thousand (7.0%). In addition amounts due from financial sector decreased by PLN 1,530,006 thousand (49.3%). On the liabilities side, amounts due to the non-financial sector increased by PLN 208,500 thousand. Simultaneously amounts due to financial institutions decreased by PLN 956,674 thousand (38.3%).

The Banks’ net profit for the year 2003 amounted to PLN 116,951 thousand which is lower than the previous year, 2002, by 56.7%. Interest and commission result for the year 2003 amounted to a similar level as the result in 2002. The result on financial operations decreased by PLN 167,331 (69.9%) in the current year when compared to the previous year 2002, which had a significant impact on the current year financial result.

3
Detailed report

3.1 Accounting records

The Bank's accounting principles, chart of accounts and procedures are the responsibility of management and have been approved by the Board of Directors.

The financial statements are supported by an accounting system and supporting documents, which are safeguarded by the Bank. 
3.2 Internal control


Internal control includes functional control in particular departments responsible for the specific area of the Bank’s activity and internal audit subordinated directly to the Management Board.

During the conduct of our audit of the financial statements we have reviewed the underlying system of internal control in order to determine the extent of our audit procedures. Our review should not be relied upon to disclose all irregularities or material weaknesses of the system.

3.3 Principles of prudence applied by the Bank and the capital adequacy ratio

In the context of the audit of the financial statements, no material exceptions have been noted in the principles of prudence applied by the Bank. Capital adequacy ratio was calculated properly.

3.4 Materiality levels applied by the auditor

In order to issue the audit opinion on the financial statements treated as a whole, materiality levels applied by the auditor were adequate to the materiality and the risk assessment of particular items of the financial statements.

3.5 Introduction to the financial statements

All information included in the introduction to the financial statements is presented accurately and completely by the Bank’s Management Board. The introduction to the financial statements constitutes an integral part of the financial statements.

3.6 Supplementary information and explanations

All information included in the supplementary information and explanations to the financial statements are presented accurately and completely by the Bank when read in conjunction with the financial statements taken as a whole.
3.7 Management Board Report on the Bank's activities

The Management Board Report on the Bank's activities includes the information required by Art. 49 note 2 of the Accounting Act and the information is consistent with the financial statements.

3.8 Information on the independent auditors’ opinion

Based on our audit of the financial statements as of and for the year ending 31 December 2003 we have issued an unqualified opinion.

	signed on the Polish original

....................................................
	signed on the Polish original

..........................................................

	Certified Auditor No. 4979/2575

Hanna Fludra
	For KPMG Polska Audyt Sp. z o.o.

ul. Chłodna 51; 00-867 Warsaw

Certified Auditor No. 796/1670

Bogdan Dębicki Board Member

	
	signed on the Polish original

..........................................................

	
	For KPMG Polska Audyt Sp. z o.o.

ul. Chłodna 51; 00-867 Warsaw

Richard Cysarz, Director/Proxy

	
	

	Warsaw, 24 February 2004
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