Commentary to the Bank Zachodni WBK S.A.

performance in Q3 2001

1.    Introduction 

The commentary to Bank Zachodni WBK SA quarterly report has been presented in the following order: 

· Principles behind presentation -  this part defines the principles of data presentation and factors affecting their comparability with the data for the previous periods,

· Financial performance - presents the bank’s results in Q3 2001,

· Additional information . 

2.
Principles behind the presentation

 Legal basis

The quarterly report includes balance sheet, P&L account, and cash flow statements produced in line with the binding legal acts:

· Accounting Act, dated 29 September 1994 (Journal of Laws no. 121, item 591 with subsequent amendments),

· Banking Law Act, dated 29 August 1997 (Journal of Laws no. 140, item 939 with subsequent amendments)

· Act on Corporate Income Tax,  dated 15 February 1992 (Journal of Laws no. 106, item 48 with subsequent amendments)

· Ordinance of the Cabinet, dated 22 December 1998, with regard to the nature, form and range of current and periodic information submitted by the issuers of quoted securities (Journal of Laws no. 163, item 1160),

· Ordinance of the Minister of Finance, dated 19 November 1999, on defining more rigid criteria than those specified in the Accounting act in relation to issuers of quoted securities and issuers of securities applying for their admission to public trading,

· Ordinance of the Minister of Finance, dated 19 November 1999, on additional information in financial statements of banks and in consolidated financial statements of banks with regard to entities which are issuers of securities admitted to public trading or issuers of securities applying for admitting to public trading,

· Resolution of the Banking Supervision Commission no. 1/98, dated 3 June 1998, on the special accounting principles applied in banks and on the preparation of notes to the financial statements (Journal of the NBP no. 14, item 27),

· Resolution no. 8/99 of the Banking Supervision Commission, dated 22 December 1999, on principles for the creation of provisions for banking risk (Journal of the NBP no. 26, item 43).

Information included in the quarterly report is prepared in accordance with principles for asset and liability valuation as well as determination of the financial result as at the date of the report, and includes adjustments due to provisions, provision for deferred income tax liability and write offs due to revaluation of fixed assets.

Principles of the valuation of assets and liabilities and the determination of the financial result
Pursuant to the mentioned above regulations Bank Zachodni  WBK S.A. applies the principles of assets and liabilities valuation and determination of the financial result, which were described in details in the quarterly report SAB QII-2001 for the II quarter 2001 and in the half- year report SAB P2001, and since the date of publication they have not changed.

Investment allowance

As at 30.09.2001 Bank Zachodni WBK S.A. benefited from an investment allowance in amount PLN 4,968.5k. and allowance premium of PLN 277.9k.

Comparability with previous periods 
Comparative data of both banks were presented in a uniform format in compliance with the regulations, accounting principles and deferred tax provision calculation rules. The comparable financial data for the year 2000 were produced by summing up respective items from the individual financial statements of Bank Zachodni S.A. and WBK S.A. Adjustments were made to eliminate mutual balances as well as costs and revenues resulting from transactions conducted between both banks in the previous year. To bring the financial statements for three quarters of 2000 of Bank Zachodni S.A. to comparability, a part of the provisions raised in the 4th quarter was moved into the third quarter accounts. As a result,  the net profit decreased by PLN 111m.

Principles of PLN conversion into EURO

Selected financial data for 3Q 2001 were converted according to the following rules:

· Selected balance sheet data and the book value per share - according to the EURO average rate translated into PLN and announced by the NBP as at the balance sheet day - 3,8810.

· Selected P&L account data for the first six months of 2001 - according to the exchange rate calculated as an arithmetic mean of exchange rates on the days ending the particular months – 3.5806 (January – 3.8015, February –3.7535, March – 3.6170, April – 3.5364, May – 3.3969, June – 3.3783, July – 3,7110, August – 3,8843, September – 3,8810).

Shareholding structure

At end-September 2001, according to the knowledge of the Management Board, the only shareholder with more than 5% of the total votes at the AGM, was AIB European Investments Ltd., with the registered office in Dublin (70,5%).

As at the end of September 2001, members of the Management Board held 4607 Bank Zachodni WBK shares - unchanged compared to the figures as at 30 June 2001. As at 30 September 2001 members of the Supervisory Board held 330 Bank Zachodni WBK S.A. shares. As at 30 June members of the Supervisory Board held no shares of the bank. 
3.
Financial performance & business development

Overview

In the first three quarters of the year, BZWBK generated profit after tax of PLN 160.2 mln. Interest and non-interest income is growing but the bank’s performance remains affected by a difficult macroeconomic conditions in Poland. 

Income

The bank’s revenues in the third quarter of 2001 amounted to PLN 399 mln and were PLN 50 mln higher than in the previous quarter. The main source of revenues is interest income, which adjusted for SWAP points (PLN 114 mln) totalled PLN 246,5 mln for the quarter (PLN 746,7 mln for three quarters). The main sources of non-interest income are f/x profits, loan arrangement fees, current account maintenance fees and transaction fees. Their contribution to the total non-interest income exceeded 87% in the first three quarters of 2001. 

Operating costs

In the first three quarters of the year, total operating costs were 14% up on 2000. At the same time staff costs went down by 7%. Other operating costs increased mainly as a result of branch network expansion and respective growth in rental costs. Merger costs in the third quarter totalled PLN 34,6 mln (PLN 60.6 mln for the first three quarters of 2001).

Changes in the structure of the balance sheet

Total assets of the bank remained relatively static in the third quarter. At the same time loan portfolio increased by 7%, mainly as a result of increase in preferential agricultural loans and lending to businesses. SME and personal lending remains static, which reflects low propensity to borrow in current macroeconomic conditions. The value of new mortgage lending in the third quarter amounted to PLN 85 mln and at end –September totalled  PLN 493.7 mln. FX denominated mortgage loans constituted almost 45% of the total book. The quality of mortgage loans remains very good. 

On the liabilities side, customer deposits went up by over PLN 371 mln in the quarter with quite encouraging growth in current accounts driven mainly by increase of balances on business accounts.

Distribution channels development

Branch Banking & ATMs: At end-September 2001, the bank’s network consisted of 450 branches: 12 new outlets were launched, three were closed down and the other three relocated during Q3 2001. In the third quarter, the number of  ATMs was increased by 10 new units, bringing the total to 543. 

Electronic Banking: The total number of BZ WBK cards exceeded 1 037 000. Pay cards made up 95% of the total.  Number of transactions has shown stable growth over the past few quarters.
In the third quarter, number of BZWBK24 customers increased by 31 thousand and totalled 161 thousand. Number of internet banking customers totalled 102 thousand (26% up on end-June 2001). Over 80% of BZWBK’s internet banking customers are individuals. 
Income tax

As at 30.09.2001 the amount of income tax shown in P&L account of Bank Zachodni WBK S.A. totalled PLN  

-17,530.0 k, and income tax liabilities of Bank Zachodni WBK S.A. calculated in accordance with the Polish tax regulations amounted to PLN 103.385,0k. The difference of PLN -120,915.0 k results from the following: 

· future income tax liability as at 30 September 2001 calculated on the income to be earned as at the same date  -  PLN 133,932.01k,

· utilised tax provision from the previous years – PLN 79,955.0k,

· deferred income tax assets – PLN 174,892.0k.

As at 30 September 2001, Bank Zachodni S.A. deducted donations of PLN 917.6 k from the taxable base. The amount of payable tax included PLN 2,678.6k representing tax paid on dividends. Income tax on extraordinary items amounted to PLN 7.0 k.

4.
Additional information

Information on Bank’s involvement in significant claims

In the 3rd quarter of 2001 there were no new proceedings instituted and brought to court or state administration bodies in relation to liabilities or receivables of the bank and its subsidiaries with total value representing at least 10% of the bank’s own funds.

Additional financial information

As at 30 September 2001

In PLNk

Total of own and supplementary funds
2 010 628

Net balance sheet total
24 026 888

Amounts due from financial sector – total net, including 
4 016 433

banks – residents  gross
1 257 166

Amounts due from financial sector – total net, including
11 238 083

     a) from business entities (gross)
9 230 664

     b) from personal customers (gross)
1 707 180

     c) problem  (gross)
2 361 310

Securities
6 352 020

Fixed assets
1 189 805

Amounts due to financial sector – total
1 906 431

Including banks residents
1 422 546

Amount due to non-financial and public sector
18 374 801




a) Total business deposits
3 472 972

of which:


- in PLN
2 957 995

- demand
1 366 543

b) Personal deposits
12 919 717

of which:


- in PLN
10 889 647

- demand
1 990 577




Solvency ratio in %
13,31




Interest income
2 055 095

Net interest income
426 053

Net commission income
282 810

Profit on operations
1 124 490

Bank’s operating costs
(733 511)

Balance of provisions 
(155 178)

Pre-tax profit
142 676

After tax profit
160 206
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