Commentary to WBK performance in the 3Q 2000

1.
Introduction
The commentary to WBK 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 against performance in the previous periods,
· Additional information – includes additional financial information and the listing of the most important events, which occurred after the publication of the previous report and may affect the future performance of the bank.
This commentary is not a direct translation of the document presented to the Polish Securities and Exchange Commission. 

2.
Principles behind the presentation

Comparability with figures of the previous periods

The manner of presenting the 3Q 2000 results is generally comparable to the manner of presenting the performance for 3Q 1999.  Marginal differences arise from:

· In 4Q 1999, WBK spun off  the Central Brokerage Office and transformed it into a subsidiary undertaking (Dom Maklerski WBK). The new company’s financial figures are consolidated in the enclosed WBK financial report for 3Q 2000, whereas in the corresponding period of 1999 the brokerage operations were conducted within WBK. This has little impact on comparability of WBK’s performance in 3Q 1999 and 3Q 2000.

· In 3Q 2000, a provision for long service awards was presented in a different manner than in 1999. It reduced the item of “Other provisions” and increased the item of “Deferred costs and income” by PLN 4,126k. Accordingly, this was reflected in the income statement under headings “The bank’s operating costs” and “Charges for provisions”, whereas in the cash flow statement in the items of “Movement in the balance of other provisions” and “Change in the balance of accruals”.

Accounting principles applied by the bank have been presented in more detail in the WBK 1999 annual report and they have not changed in 2000.

Principles of PLN conversion into Euro 

Selected financial data for 3Q 2000 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 zloty and announced by the NBP as on the day ending the quarter – PLN 3.9960.

Selected P&L account data for 3 quarters of 2000 – according to the exchange rate calculated as the arithmetic mean of exchange rates on the days ending the particular months in 2000 – 4.0772 (January – 4.1250, February 4.0539, March – 3.9650, April – 4.0226, May – 4.0894, June – 4.2075, July – 4.0108, August – 3.9157, September – 3.9960).

Selected P&L account data for 3Q 2000 – according to the exchange rate calculated as the arithmetic mean of exchange rates on the days ending the month of a particular quarter in 2000 – 4.0429 (July – 4.0108, August – 3.9157 , September – 3.9960).

Shareholding structure

According to the knowledge of the Bank’s Management Board, the only shareholders who had more than 5% of total voting rights as at 30.09.2000 were AIB European Investments Ltd. and the State Treasury of Poland. Since the date of publishing the report for 2Q 2000 (i.e. 2 August 2000), there have been no changes in the ownership structure in respect of the Bank’s significant stakes. 

As at the end of September 2000, members of the Bank Council and Management Board held 1573 and 5746 shares, respectively. As compared to the balance on the day of publishing the report for 2Q 2000, the number of shares held by the Management Board members increased by 1 share held by Mr. Marcin Prell, a newly appointed member of the Management Board.

3.
Financial performance

Financial standing as at the end of 3Q 2000

Income – against 3Q 1999

In 3Q 2000  the bank earned the after-tax profit that was up 17% on 3Q 1999. This is a very good result considering that the profit earned in 3Q 1999 included gains on the disposal of BPH shares.  The following factors added to the bank’s good performance:

· Favorable interest rate environment – net interest income was up 10%,

· Increased scale of operations and further development of non-interest sources of income – commission income was up 25%,

· Significant fluctuations on the f/x markets -  f/x profit was up 44%

· Lower balance of provisions raised for risk,

· Lower effective tax rate resulting from a gradual write-back of the capital provision reclassification.

Bank’s operating costs  - against 3Q 1999

WBK’s underlying costs grew by 24% on 3Q 1999 which reflects primarily the costs related to the expansion of the bank’s branch network and substantial investment program in the area of electronic banking.  Therefore, the cost income ratio in 3Q 2000 was 56.5% (63.5% for 3 quarters of 2000), whereas in 1999 the ratio was 51.2% and 59.9%, respectively.

Main changes in the balance sheet structure

As at the end of September 2000, the main balance sheet items showed lower balances as compared to the end of June, which stemmed primarily from exceptionally high volumes of loans and deposits related mainly to short-term loans for the purchase of PKN shares. The loans were transferred to the accounts of  Dom Maklerski WBK customers held with WBK, which resulted in the growth of the balance sheet total by ca PLN 850m for a few days.  After making an appropriate adjustment, the growth in the loan portfolio as at the end of September 2000 was ca 15% and it was much higher than in 3Q 1999 (ca.9%). 

Tax position after Q3 

The total corporate income tax disclosed in the profit statement is PLN 45,364k (of which PLN 29k is represented by taxation due for previous years), while the Bank’s corporate tax liability  established on the basis of  tax regulations is PLN 72,782k. 

The difference of PLN 27,448k is accounted for by a write back of the provision for the deferred tax and results from the variance between:

· future liability of PLN 7,917k. This is the balance of the provision for the future tax liabilities  of PLN 70,370k on the income bound to be received on 30.09.2000 which will be taxed only at the moment of its receipt in cash and the release of the provision created in previous years for the accrued income and costs taken to profit  but realised in cash as at 30.09.2000 of PLN 62,453k; and 

· tax to be recovered of PLN 35,365k. This is the balance of the tax payment of PLN 71,108k on interest from bank deposits accrued but not actually mature as at 30.09.2000 and the tax to be recovered under that heading of PLN 35,743k. 

4.
Additional information

Planned merger with Bank Zachodni

The Management Board of WBK decided to take necessary actions aimed at merging WBK SA with  Bank Zachodni SA.  As a result of the merger, the fifth largest bank will operate in Poland with a particularly strong position in the western part of the country. On top of that, the merger will facilitate the maximum leverage of the joint USD 100m IT investment of WBK and Banku Zachodni which has already been significantly advanced. This will allow to combine the existing technologies of Bank Zachodni and WBK SA  as well as to develop a new branch model. It will also facilitate to standardise products and services across the combined branch networks.  


The merger is planned to be conducted pursuant to article 463, point 1 of the Commercial Code, i.e. by way of contributing the entire assets of WBK to Bank Zachodni SA, raising the share capital of Bank Zachodni SA and handing out the shares of Bank Zachodni S.A. issued due to the merger to WBK’s shareholders. It is expected that before the planned merge, the shares of Bank Zachodni SA  will be introduced to public trading, while at the same time WBK’s shares will be withdrawn from quotations on the Warsaw Stock Exchange. It is also planned that the brand name of Bank Zachodni SA after the merger will read: Bank Zachodni WBK Spółka Akcyjna. It was also proposed that Mr Jacek Kseń, current President of WBK’s Management Board will become the Management Board’s President of the new bank. 


The planned merger will be effected on the basis of the financial statements outlook for the two Banks   as at 31 December 2000. It is envisaged that the merger will be entered  into commercial register in May 2001. 

Purchase of GHB banking company

On 1 October 2000, WBK purchased GBH’s banking company for PLN 13 700k.  

Changes in the composition of the Bank’s Management Board 

On 28 September 2000, the Bank Council of Wielkopolski Bank Kredytowy passed a resolution on appointing Mr Marcin Prell member of WBK’s Management Board. Mr Marcin Prell has been in charge of  the legal function since September 1997. On top of that, for three terms of office he has been Stock Exchange Court Arbitrator and Member of the Banking Ethics Commission at the Polish Bankers Association. 

On 19 October 2000, the Bank Council of Wielkopolski Bank Kredytowy accepted the resignation of Mr Aleksander Kompf from the function of Vice President of the Management Board and recalled him from the composition of WBK’s Management Board. Mr Aleksander Kompf filed his resignation due to his appointment as President of Bank Zachodni’s Management Board. 

New e-banking development initiatives 

In August 2000, WBK S.A. and Bank Zachodni S.A. signed the Letter of Intent with TP Internet sp. z o.o. on the co-operation in the area of the development of Internet banking products and services. 
Moreover, the Bank signed an agreement with eCard. Under this agreement, work will be progressed in respect of authorising, processing  and clearing the Internet card transactions.  

Information about instituted proceedings 

In Q3 2000 no proceedings  were instituted in court with regard to the Bank’s liabilities or receivables or with regard to the liabilities or receivables of its subsidiaries the total value of which would represent at least 10% of the Bank’s equity. 
Additional financial data

In relation to the intended release to Gazeta Bankowa, some additional data as at the end of September 2000 is presented. These figures have not been included in quarterly reports or they do not directly result from the report forms of the Securities and Stock Exchange Commission. 












(in PLNk)

Total of own and supplementary funds






884 643
Net balance sheet total








12 386 238
Amounts due to financial sector – total net, including:




2 517 532

banks – residents  gross 







850 367

Amounts due from non-financial and public sector – total net



5 282 023
a) from business entities (gross)







4 349 090

b) from personal customers (gross)






665 187

c) problem  (gross)








484 418
Securities









3 161 975
Fixed assets









435 585
Amounts due to financial sector – total 






3 267 533
Including banks residents







2 816 095
Amount due to non-financial and public sector:





7 334 570
a) Total business deposits







1 727 927
of which:
- in PLN









1 542 304
- demand









723 930
b) Personal deposits of which







4 765 144
- in PLN









3 912 224
- demand









1 240 044
Solvency ratio in  %








11.05
Interest income









1 112 095

Net interest income








308 744

Net commission income 







135 697

Profit on operations








630 568
Bank’s operating costs 








(343 376)
Balance of provisions








(37 222)

Pre-tax profit









207 837

After tax profit









162 473
