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WIELKOPOLSKI BANK KREDYTOWY S.A.
Registered auditor’s report on the financial statements
as at and for the year ended 31 December 2000 

Registered auditor’s report

to the Shareholders of Wielkopolski Bank Kredytowy S.A.
This report has been prepared in connection with our audit of the financial statements of Wielkopolski Bank Kredytowy  S.A., Poznań, Plac Wolności 16 (hereinafter referred to as the Bank). The audited financial statements comprise the introduction, the balance sheet as at 31 December 2000 showing total assets and total liabilities and equity of PLN 13,570,446 thousand, the income statement for the year ended 31 December 2000 showing a net profit of PLN 224,066 thousand, the cash flow statement for the year ended 31 December 2000 showing a net decrease in cash and cash equivalents of PLN 536,268 thousand, statement of movements in equity, off-balance sheet items as at 31 December 2000 of PLN 14,023,668 thousand and 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 2001. This report should be read in conjunction with the Registered Auditor’s Opinion to the Shareholders of Wielkopolski Bank Kredytowy S.A. dated 19 February 2001, 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 as a whole.
The current accounting period covers the 12 consecutive months from 1 January to 31 December 2000.  The prior accounting period covered the 12 months to 31 December 1999.
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I
General information on Wielkopolski Bank Kredytowy S.A.

(a) Scope of activities and organisational structure

Wielkopolski Bank Kredytowy 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 80 branch offices and 117 sub-branch offices. As at 31 December 2000, total assets of the Bank amounted to PLN 13,570,446 thousand, the share capital amounted to PLN 86,020 thousand and net assets (including net profit) amounted to PLN 1,105,376 thousand. The annual average number of employees during the audited year was 4,470 people.

(b) Formation of the Bank

Wielkopolski Bank Kredytowy S.A. was registered in the Commercial Register under the reference number RHB 6308 on 31 October 1991, on the basis of to a valid decision of the Registration Court in Poznań, the 11th Business Division (File XI, Reg. No. H-2185/91).
On 20 December 2000, the General Shareholders’ Meeting passed a resolution on a merger of Wielkopolski Bank Kredytowy S.A. with Bank Zachodni S.A. The merger of the two banks will take place in May 2000. 

(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 activities included:

· granting of working capital and investment loans to corporate entities and granting of guarantees;

· lending to individuals;

· futures and 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 foreign exchange licence.

(d) The Management Board of the Bank


The following people sat on the Management Board during the year:

· Jacek Kseń 
Chairman of the Board




   

             from 1 January to 31 December 2000










· Cornelius  O’Sullivan
Deputy Chairman of the Board
    from 1 January to 31 December 2000

· Aleksander Kompf
Deputy Chairman of the Board
    
from 1 January to 19 October 2000

· Romuald Szeliga 
Deputy Chairman of the Board
    from 1 January to 31 December 2000

· Brendan Holton
Member of the Board
                   from 1 January to 5 April 2000

· Joanna Oświecimska
Member of the Board                   
from 1 January to 31 December 2000

· Declan Flynn
Member of the Board
                   from 1 January to 31 December 2000

· Marcin Prell
Member of the Board                 from 28 September 31 December 2000

II
The Bank’s performance and financial position as at 31 December 2000. Summary

The following sections of the report present abridged financial statements of Wielkopolski Bank Kredytowy SA, 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.

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:

1999
-
  9.8%

2000
  -
8.5%

In the audited year there was an increase in borrowed funds (amounts due to financial institutions, customers and the public sector) by 28%, from PLN  9,090,608 thousand as at 31 December 1999 to PLN 11,629,425 thousand as at 31 December 2000. 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 2000 increased by 119% and 14% respectively, compared with the prior year.
In spite of growing interest rates, in the audited year the Bank realised a net interest margin (calculated as a ratio of net interest income to interest income) which was lower than in the year 1999.  The interest margin was 25.38% in the audited year, while in 1999 it was 37.91%.  Net interest income for the year ended 31 December 2000 was lower by PLN 6,153 thousand or 2% than for the prior year. Including the net income on SWAP transactions the interest margin would be 32.3% and comparing to previous year would be lower by 7,68 p.p.
The analysis of the Bank’s operating activitiesindicates that there was an increase in the Bank’s net profit by 21%, i.e. PLN 39,093 thousand, which was primarily a result of an increase in the result on financial operations by 60%, increase in foreign exchange result by 46% and increase in commission income by 26%. 

In the audited period there is a noticeable increase in the return on capital employed, calculated as a ratio of the net profit to average equity, by 3.24 points to 27.34% and a decrease in the profitability ratio, calculated as a ratio of gross profit for the period to total operating expenses by 5.93 points to 15.55 %. Trends are explained in Part III of this report.

Important factors which influenced the Bank's results of operations and profitability for the year ended 31 December 2000:

1. In the current year there was a decrease in net interest income by 2 %, accompanied by a decrease in interest margin (calculated as a ratio of net interest income to interest income) from 37.91% to 25.38%. Interest income in the current year increased by 47% (PLN 495,230 thousand) compared with the prior year. This growth was primarily due to an increase in interest from customers financial and the public sector as well as from the financial sector, which increased by 41% (PLN 247,266 thousand) and 143% (PLN 131,353 thousand), respectively. During the current year there was an increase in average annual balances of receivables (by 18.1% and 142% respectively). In 2000 market interest rates also increased. The analysis of the annual interest rates on loans shows that the average interest rate on loans to individuals (calculated as the weighted average of interest rates on PLN and foreign currency loans) increased from 14.5% to 16.89% or by 2.39 p.p. compared with the prior year. Amounts due from customers and the public sector were primarily financed by deposits placed by customers and the public sector.

II    The Bank’s performance and its financial position as at 31 December 2000
Important factors which influenced the Bank's results of operations and profitability for the year ended 31 December 2000 (cont’)

The average balance of deposits increased from PLN 6,146,569 thousand in 1999 to PLN7,651,519 thousand in 2000. Interest on PLN deposits from customers and public sector dominates in the interest cost structure (95%). The average interest rate for PLN term deposits accepted by the Bank increased by 3,27 p.p. compared with 1999 (from 10.45% to 13.72%).
 


Changes in average interest rates for both loans granted and deposits accepted, as presented above, resulted trends prevailing on the financial market in Poland. For example, the average market interest rate for loans in PLN to customers and the public sector increased from 17.76% in 1999 to 20.51% in 2000 (2.75 p.p.) and the similar interest rate for PLN term deposits increased from 10.99% to 13.90% (2.91 p.p.). 

2. In the year ended 31 December 2000 there was an increase in commission income by PLN 32,214 thousand or 20 % compared with the year ended 31 December 1999. The highest increase was noted in commissions on processing cards transactions, which increased by PLN 19,856 thousand or 116% compared with 1999. This was mainly a consequence of a considerable growth in the volume of card transactions processed by the Bank and a growth in an average value of transactions. 

3. The increase in the profit on banking activities was strongly influenced by the increased result on financial operations. The following factors contributed to the increase: 
· increased income on SWAP transactions. Gains on realised SWAP points increased from PLN 47,458 thousand in 1999 to PLN 137,221 thousand in 2000. Gains on unrealised points increased by PLN 37,629 compared with the prior year;

· dividends on participation units in Arka Bieżący Dochód  and Bieżący Dochód 2 trust funds amounting to a total of PLN 7,965 thousand (in the prior year the Bank did not get any income in this respect).

4. An increase in foreign exchange result (from PLN 53,447 thousand in 1999 to PLN 78,055 thousand in 2000) was mainly due to higher margins realised by the Bank in the period of an unstable PLN exchange rate and a higher turnover generated by the customers' dealers team combined with better results they obtained on individual transactions. 

II    The Bank’s performance and its financial position as at 31 December 2000
Important factors which influenced the Bank's results of operations and profitability for the year ended 31 December 2000 (cont’)
5. In the year ended 31 December 2000, an increase by 27% in the Bank's overhead costs could be noted. It was primarily due to:

· an increase in payroll costs by PLN 29,097 thousand; 

· an increase in the cost incurred in respect of the Bank Guarantee Fund by PLN 14,268 including 13,242 thousand following the bankruptcy of Bank Staropolski S.A.     

· an increase by 82% in computer hardware maintenance costs from PLN 11,294 thousand in 1999 to PLN 20,526 thousand in 2000 following a dynamic development of electronic banking as part of services offered by the Bank, 

· an increase in rental costs and fees from PLN 35,412 thousand in the prior year to PLN 43,372 thousand in the current year. In the year ended 31 December 2000 the Bank had to pay much higher rental for office space because of an increased number of branch offices and sub-branch offices. 

Important factors which influenced the structure of the Bank's assets, liabilities and equity for the year ended 31 December 2000:

1. There was a 61 % decrease in cash and balances with the Central Bank compared with the prior year. In 1999 the Bank maintained a high cash reserve due to the Y2k problem.

2. Amounts due from financial institutions increased by 119 % compared with the year ended 31 December mainly as a result of an increased number of foreign currency placements with foreign banks (increase by PLN 1,098,917 thousand) and PLN placements with local banks (increase by PLN 559,433 thousand), which were financed by deposits collected on the inter-bank market, from customers and public sector. 

In 1999, in order to secure its liquidity in case of difficulties resulting from the Y2k problem, the Bank withdrew a part of its funds from the inter-bank market and kept them as cash at Bank. 

3. Amounts due from customers and the public sector as at 31 December 2000 were PLN 5,408,994 thousand, i.e. they increased by PLN 652,879 thousand (14%) compared with 31 December 1999. This was mainly attributable to an increase in amounts due from customers by 18% and a decrease of amounts due from the public sector by 64%. Amounts denominated in foreign currencies were the main contributor to this increase. When analysing amounts due to customers and the public sector by customer type it may be noted that the increase in amounts due from corporate borrowers by PLN 606,432 thousand and in amounts due from individuals - by PLN 208,578 thousand. 

4. The decrease in amounts due to financial institutions by PLN 431,897 thousand was primarily due to a decrease in the balance of term deposits accepted from other banks by PLN 381,975 thousand. The decrease reflects changes to the Bank's liabilities structure. In the prior year, most of the deposits were accepted from Gliwicki Bank Handlowy S.A., comprising funds collected on IMPET GBH deposit. In 2000, when WBK S.A. purchased the banking enterprise from GBH S.A., these deposits, together with the new IMPET WBK deposits, are disclosed as amounts due to customers and the public sector (Note 13).
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Important factors which influenced the structure of the Bank's assets, liabilities and equity for the year ended 31 December 2000 (cont’)

5. An increase in amounts due to customers and the public sector by 42% as at 31 December 2000 resulted primarily from an increase in amounts due to individuals by PLN 2,532,947 thousand. One of the main reasons behind the increase was the introduction by the Bank in 2000 of two deposit products, which proved to be very popular with the clients: Euro-Index Deposit and Impet WBK Deposit (Note 14).

I. Discussion of the financial statement components

Balance sheet as at the end of the current year


Note
31.12.2000 

31.12.1999

Change

Change

31.12.2000 r.

31.12.1999 r.











Structure

Structure



PLN ‘000

PLN ‘000

PLN ‘000

%

%

%

ASSETS



























Cash and balances with the Central Bank
1
331,259

846,449

(515,190)

(61)

2.4

8.0

Amounts due from financial institutions
2
3,975,927

1,817,487

2,158,440

119

29.3

17.2

Amounts due from customers and the public sector
3
5,408,994

4,756,124

652,870

14

39.9

45.0

Repo transactions
4
99,462



99,462



0.7



Debt securities
5
2,700,078

2,482,353

217,725

9

19.9

23.5

Shares and other variable income securities
6
258,357

120,390

137,967

115

1.9

1.1

Shares in subsidiaries
7
72,004

68,899

3,105

5

0.5

0.7

Shares in associates
8
8,355

6,755

1,600

24

0.1

0.1

Intangible fixed assets
9
50,984

53,665

(2,681)

(5)

0.4

0.5

Tangible fixed assets
10
319,418

269,791

49,627

18

2.3

2.6

Other assets
11
147,899

109,112

38,787

36

1.1

1.0

Prepayments and accrued income
12
197,709

36,385

161,324

443

1.5

0.3

TOTAL ASSETS

13,570,446

10,567,410

3,003,036

28

100.0

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


Note
31.12.2000 

31.12.1999

Change

Change

31.12.2000 r.

31.12.1999 r.











Structure

Structure



PLN ‘000

PLN ‘000

PLN ‘000

%

%

%

LIABILITIES AND EQUITY













Amounts due to financial institutions
13
1,654,135

2,086,032

(431,897)

(21)

12.2

19.7

Amounts due to customers and the public sector
14
9,975,290

7,004,576

2,970,714

42

73.5

66.3

Reverse-repo transactions

98,733

-

98,733



0.7



Special funds and other liabilities
15
470,608

312,854

157,754

50

3.5

3.0

Accruals, deferred income and suspended interest
16
153,590

126,416

27,174

22

1.1

1.2

Provisions
17
102,666

104,825

(2,159)

(2)

0.8

1.0

Subordinated liabilities
18
10,048

10,048





0.1

0.1

Share capital
19
86,020

86,020





0.6

0.8

Supplementary capital
20
51,347

51,347





0.4

0.5

Revaluation reserve
21
50,316

51,427

(1,111)

(2)

0.4

0.5

Other reserves
22
693,627

548,892

144,735

26

5.1

5.2

Net profit for the year

224,066

184,973

39,093

21

1.6

1.7

TOTAL LIABILITIES AND EQUITY

13,570,446

10,567,410

3,003,036

28

100.0

100.0















OFF-BALANCE SHEET ITEMS













Contingent liabilities granted

2,019,565

1,539,714









Contingent liabilities received

562,542

367,251









Liabilities arising on sale and repurchase transactions

11,441,581

6,307,120











14,023,688

8,214,085









Off-balance sheet items include receivables and liabilities arising on derivatives.
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 Discussion of the financial statement components


Income statement for the year ended 31 December 2000 


Note

Current year

Prior year

Change in absolute terms 

Change

Structure

2000

Structure

1999




PLN ‘000

PLN ‘000

PLN ‘000

%

%

%
















Interest income
25

1,547,626

1,052,396

495,230

47

69

67

Interest expense
26

(1,154,864)

(653,481)

(501,383)

76

60

51

Net interest income/(expense)


392,762

398,915

(6,153)

(2)





Commission income
27

226,908

179,883

47,025

26

10

12

Commission expense
28

(37,218)

(22,407)

(14,811)

66

2

2

Net commission income/(expense)


189,690

157,476

32,214

20





Income from shares and other securities 
29

336

(674)

1,010

150

-

0

Result on financial operations
30

206,442

128,942

77,500

60

9

8

Foreign exchange result
31

78,055

53,447

24,608

46

3

3

Profit/(loss) on banking activities


867,285

738,106

129,179

18





Other operating income
32

51,494

81,997

(30,503)

(37)

3

5

Other operating expenses
33

(39,328)

(55,810)

16,482

(29)

2

4

Overhead costs
34

(462,313)

(365,115)

(97,198)

27

24

28

Depreciation and amortisation
35

(73,007)

(63,242)

(9,765)

15

4

5

Provisions and write-downs
36

(165,468)

(126,458)

(39,010)

31

8

10

Release of provisions and write-downs
37

121,629

67,064

54,565

81

6

5

Operating profit/(loss)


300,292

276,542

23,750

9





Net extraordinary gains/(losses)


195

(179)

374

200

-

0

Gross profit/(loss)


300,487

276,363

24,124

9





Taxation
38

(76,421)

(91,390)

14,969

(16)





Net profit/(loss)


224,066

184,973

39,093

21




















Total income


2,232,686

1,563,729

668,957

43

100

100

Total costs


(1,932,199)

(1,287,366)

(644,833)

50

100

100
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Discussion of financial statement components

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



Note
31.12.2000
31.12.1999

Gross profit (PLN’000)

II
300,487
276,363

Total assets (PLN’000)

II
13,570,446
10,567,410

Capital adequacy ratio calculated in accordance with the NBP methodology

24
10.24%
10.79%

Profitability ratio (Gross profit/total operating expenses)

34
15.55%
21.48%

Return on equity (net profit/average equity)

26
27.34%
24.10%

Return on assets (Gross profit/average assets)

26
2.49%
2.96%

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


20.14%
16.70%

Cost of borrowings (interest expense/average deposits)

26
11.32%
8.36%

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

26
8.40%
9.10%

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

3
43.00%
45.54%

Gross non-performing loans to total loans (gross non-performing loans to financial, non-financial and public sectors/average total gross loans to financial, non-financial and public sectors)


8.52%
8.59%

Working asset ratio

26
89.53%
89.14%

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

23
0.99
0.80

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

23
0.82
0.75

Earnings per share (PLN)


3.26
2.69

Book value per share (PLN)


16.06
13.41

(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 77,573 thousand, classified as maturing within 1 to 5 years, and NBP bonds of PLN 496,554 thousand representing a part of the mandatory reserve deposits classified as maturing within 1 to 5 years.  Those bonds have been classified according to their maturity dates arising from the dates of the NBP redeeming individual tranches (see Note 5).III
Discussion of financial statement components

1. Cash and due from the Central Bank








31.12.2000

31.12.1999



(PLN’000)

(PLN’000)








Balance

331,259

846,449

The principal component of the balance as at 31 December 2000 was cash at bank of PLN 196,260 thousand and cash and cash equivalents at a current account with the National Bank of Poland (NBP) of PLN 134,059 thousand.

Amounts due from the Central Bank were directly confirmed with the NBP.
Cash equivalents of PLN 940 thousand mainly comprised cheques, bills of exchange and Treasury stamp.

The Bank calculates, deposits and maintains a mandatory reserve in accordance with 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 mandatory reserve deposits by banks (NBP Official Journal No. 12, item 23).
Since 30 September 1999, a part of the mandatory reserve deposit kept in a current account with the NBP has been maintained in the form of registered NBP bonds in connection with Resolution No. 36/28/PPK/1999 of the Management Board of the National Bank of Poland of 25 June 1999 coming into effect, concerning the National Bank of Poland issuing bonds for banks in connection with the reduction of mandatory reserve deposit rates (Note 5).

The Bank is exempt from an obligation to deposit and maintain part of the mandatory reserve deposit relating to the deposits of the branch office of Bydgoski Bank Budownictwa S.A. taken over under a purchase-sale agreement.  The exemption covers the period from 20 December 1996 to 30 December 2000.
Moreover, in connection with purchasing a banking enterprise from Gliwicki Bank Handlowy S.A., WBK S.A. was exempted from depositing part of the mandatory reserve deposit in the period from 30 November 2000 to 31 December 2001.
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Discussion of financial statement components

2. Amounts due from the financial sector



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)










Balance

3,975,927

1,817,487

The balance of amounts due from the financial sector comprised the following items as at 31 December 2000:


(PLN’000)

Current amounts
23,806

Term amounts
3,911,474

Accrued interest not due
45,817

Interest due, not paid
832

Gross amounts due from the financial sector
3,981,929

Specific provisions
(6,002)

Net amounts due from the financial sector
3,975,927

Gross amounts due from the financial sector (net of interest) increased by PLN 2,126,198 thousand in the audited year, i.e. by 118%.  The change in the Bank’s portfolio related mainly to an increase in bank deposits accepted by PLN 2,024,211 thousand, i.e. 150%.  Foreign currency deposits increased by PLN 1,503,867 thousand, whereas deposits in PLN - by PLN 660,217 thousand.

As at 31 December 2000, gross bank deposits (net of interest) constituted 86.2% of total term amounts due.

As part of our audit, we had confirmed 23% of term amounts due from the financial sector by the date of this report.
Maturity is presented on the basis of actual maturity dates in relation to the balance sheet date.
Amounts due which mature within:
31.12.2000

(PLN’000)

%






- up to 1 month
2,293,425

58.3

- up to 3 months
523,245

13.3

- over 3 months to 1 year
569,089

14.5

- over 1 year
544,197

13.8

- overdue
5,324

0.1


3,935,280

100.0

As at 31 December 2000, gross amounts due from the financial sector, denominated in foreign currencies, accounted for 71.8% of the balance.

III
Discussion of financial statement components

3. Amounts due from the financial sector (cont.)

Amounts due classified as performing amounted to PLN 3,876,151 thousand and represented 97.3% of gross amounts due from the financial sector (net of interest).

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


31.12.2000

(PLN’000)

31.12.1999

(PLN’000)






Watch
49,419

52,160

Substandard
2,641

287

Doubtful
1,812

6,164

Loss
5,2257

-


59,129

58,611

Provisions of PLN 6,002 thousand recorded as at 31 December 2000 account for 42.4% of gross non-performing amounts due from the financial sector (net of interest).

III
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4. Amounts due from customers and the public sector



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)








Balance

5,408,994

4,756,124

The balance of amounts due from customers and the public sector as at 31 December 2000 comprised the following items:


(PLN’000)

Amounts due from customers and the public sector
5,523,934

Accrued interest not due
47,885

Interest due not received
81,220

Gross amounts due from customers and the public sector
5,653,039

Specific provisions
(244,045)

Net amounts due from customers and the public sector
5,408,994

The gross balance includes specific provisions of PLN 219,357 thousand as at 31 December 2000.

While comparing balances as at 31 December 2000 and 31 December 1999, it may be noted that gross amounts due from customers and the public sector (net of interest) increased by PLN 671,312 thousand, i.e. by 13.8%.  The change in the balance resulted from an increase in amounts due from customers by PLN 814,829 thousand, i.e. 18%, and a decrease in amounts due from the public sector by PLN 143,517 thousand, i.e. by 64%.

The rise in gross amounts due from the non-financial sector mainly resulted from the Bank’s increased exposure in large corporate loans.  In the audited year, there was a significant increase (27%) in loans extended to business entities for investment purposes.

As part of our audit, we had obtained confirmation of  49% of the selected sample by the date of this report.

Maturity is presented on the basis of actual maturity dates in relation to the balance sheet date.
Amounts due which mature within:
(PLN’000)

%

- up to 1 month
1,349,284

24.4

- up to 3 months
269,803

4.9

- over 3 months to 1 year
1,295,502

23.5

- over 1 year
2,186,525

39.6

- overdue
422,820

7.6


5,523,934

100.0
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5. Amounts due from customers and the public sector (cont.)

Gross loans to customers and the public sector (net of interest) by type of client were as follows as at 31 December 2000:


(PLN’000)

Individuals
872,818

Enterprises, companies and other non-financial entities
4,569,223

Public sector entities, including:
81,893

State Budget
271

Local authorities
80,224


5,523,934

Gross amounts due from customers and the public sector denominated in foreign currencies (inclusive of interest) accounted for 22.6% of the balance as at 31 December 2000.

The structure of gross loans to customers and the public sector (net of interest) as at 31 December 2000 is as follows:


31.12.2000

31.12.2000

31.12.1999

31.12.1999


(PLN’000)

(%)

(PLN’000)

(%)

Pass
4,608,020

83.4

4,033,740

83.1

Watch
458,420

8.3

408,204

8.4

Substandard
169,214

3.1

145,824

3.0

Doubtful
63,846

1.1

58,495

1.2

Loss
224,434

4.1

206,359

4.3

Total, gross
5,523,934

100.0

4,852,622

100.0

Gross non-performing and watch amounts due from customers and the public sector as at 31 December 2000 amounted to PLN 915,914 thousand.

The share of gross amounts due from customers and the public sector in total assets, calculated as the ratio of average gross amounts due from customers and the public sector to total assets, decreased from 45.54% in the year ended 31 December 1999 to 43.0% in the year ended 31 December 2000.

The share of gross non-performing and watch loans to total loans in the year ended 31 December 2000 amounted to 16.6% and remained similar to that of the previous year (16.9%).

Provisions recorded accounted for 53.3% 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 creates provisions for non-performing loans in accordance with Resolution No. 8/99 of the Banking Supervision Commission of 22 December 1999 on principles of creating provisions against banking risks.
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6. Amounts due from customers and the public sector (cont.)

Movements in provisions in the period from 1 January 2000 to 31 December 2000 were as follows:


31.12.2000


(PLN’000)

Opening balance
219,357

Provisions created
128,216

Increase in provisions resulting from purchasing a banking business from GBH S.A.
23,319

Other additions-transfer of  the off b/s reserves 
30

Provisions reversed
(16,481)

Provisions released
(110,396)


244,045

As at 31 December 2000, the Bank did not exceed its exposure limits in respect of any entity or a 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 938).
7. Repo transactions


31.12.2000

31.12.1999


(PLN’000)

(PLN’000)






Balance
99,462

-

The balance of amounts due in respect of purchased securities with a re-purchase clause comprises exclusively NBP bills purchased from Bank Zachodni S.A. on 29 December 2000 to be redeemed on 2 January 2001.
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8. Debt securities



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)








Balance

2,700,078

2,482,353

The balance of debt securities as at 31 December 2000 and as at 31 December 1999 comprised the following:



31.12.2000
(PLN’000)

31.12.1999
(PLN’000)

Debt securities with fixed interest rates

1,745,712

1,336,888

Debt securities with floating interest rates

954,817

1,148,743

Gross debt securities

2,700,529

2,485,631

Specific provisions

(451)

(3,278)

Net debt securities

2,700,078

2,482,353

The structure of fixed interest debt securities (in net amounts) as at 31 December 2000 is as follows:


(PLN’000)




Treasury bills
232,386

NBP bills
288,338

State Treasury 2-year bonds
91,439

State Treasury 5-year bonds
1,087,900

State Treasury 10-year bonds
31,222

Debentures and notes
13,981

Total net debt securities with fixed interest rates
1,745,266

The total amount of Treasury bills includes bills of PLN 77.573 thousand representing a security for the Guaranteed Deposit Protection Fund set up under the Banking Guarantee Fund Act and a security for a loan extended by the Banking Guarantee Fund.

The structure of debt securities with variable interest rates (in net amounts) as at 31 December 2000 is as follows:


(PLN’000)

State Treasury 3-year bonds
205,396

State Treasury 10-year bonds
151,456

NBP bonds
496,554

Municipal bonds and debentures
101,406

Total net debt securities with variable interest rates
954,812
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5. Debt securities (cont.)

The NBP bonds which the Bank held in its portfolio as at 31 December 2000 were issued on the basis of a 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 mandatory reserve deposit rates.  Those bonds are registered securities, and the Bank may not sell them before their maturity.  Those maturity dates fall on the 30th of September of five consecutive years from 2005 on.

The structure of net debt securities as at the end of the audited year was as follows:

· Investment portfolio of PLN 2,292,071 thousand (as at 31 December 1999: PLN 2,472,233 thousand);

· Trading portfolio of PLN 408,007 thousand (as at 31 December 1999: PLN 10,120 thousand).

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


31.12.2000
(PLN’000)
31.12.1999
(PLN’000)

Debt securities with unlimited transferability, listed on the Warsaw Stock Exchange
1,567,413

1,366,475






Debt securities with unlimited transferability, not listed on the Warsaw Stock Exchange
91,198

338,088






Debt securities with unlimited transferability, subject to trading on the regulated, over-the-counter, secondary market
443,151

255,894






Debt securities with limited transferability
598,316

521,896

Total
2,700,078

2,482,353

The increase by 8.8% in the balance of debt securities in the year ended 31 December 2000 resulted mainly from an increase of PLN 188,521 thousand in the balance of NBP bills, an increase of PLN 181,485 thousand in the balance of State Treasury bonds, an increase of PLN 50,096 thousand in the balance of Treasury bills and an increase in PLN 13,737 thousand in the balance of notes.  Moreover, in the audited year the Bank sold all of its Brady bonds; the resulting decrease in the balance amounted to PLN 240,674 thousand.
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9. Debt securities (cont.)

The NBP bonds which the Bank purchased in return for the existing non-interest-bearing mandatory reserve deposit bear an interest rate equal to the inflation rate.  Those bonds may not be sold; therefore, there is no market on which their value could be confirmed.  Those bonds were valued in accordance with the valuation methods adopted by WBK S.A., i.e. at cost plus accrued interest.  Due to the fact that banks are required to purchase and hold the above bonds until maturity, and in the view of high creditworthiness of their issuer, we are of the opinion that such valuation is correct.

The principles for valuation of other debt securities are presented in the notes to the financial statements.

Maturity of net debt securities is presented on the basis of the actual maturity dates:

Maturity date

31.12.2000
(PLN’000)

% of the balance







Up to 3 months

508,020

18.8

3 to 12 months

478,692

17.7

Over 1 year

1,713,366

63.5

Total 

2,700,078

100.0

Within the balance of debt securities which mature after 1 year, debt securities which mature after 5 years amounted to PLN 615,239 thousand.  As part of the audit, 98.6% of the value of debt securities balances was confirmed.
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10. Shares and other variable income securities



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)








Balance

258,357

120,390

Gross shares and other variable income securities as at 31 December 2000 comprised:

· trading portfolio with a gross value of PLN 1,964 thousand;

· investment portfolio with a gross value of PLN 282,893 thousand.

As at 31 December 2000, the gross balance of shares and other variable income securities is reduced by a provision of PLN 26,500 thousand (as at 31 December 1999: PLN 18,125 thousand).

The gross balance of securities in the investment portfolio as at 31 December 2000 comprised the following items:


31.12.2000


(PLN’000)




Units in “Arka” unit trusts
128,558

Autostrada Wielkopolska S.A.
46,020

NFI Magna Polonia S.A.
32,900

Huta Lucchini Sp. z o.o.
22,222

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

Commercial Union Polska Towarzystwo Ubezpieczeń na Życie S.A.
8,867

Inter Groclin S.A.
7,018

Polskie Zakłady Zbożowe Sp. z o.o.
5,247

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

Polskie Zakłady Zbożowe Sp. z o.o.
5,247

Other
8,929


282,893
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6.
Shares and other variable income securities (cont.)

The gross balance of trading securities comprised the following items:


31.12.2000


(PLN’000)




Polski Koncern Naftowy S.A.
1,457

Lubelskie Zakłady Przemysłu Skórzanego S.A.
507


1,964

The change in gross shares and other variable income securities during the year ended 31 December 2000 resulted from an increase in PLN 157,855 thousand in the balance of investment portfolio which was accompanied by a decrease of PLN 11,513 thousand in the balance of trading securities.
In the audited year, the Bank sold part of its securities portfolio.  The sale of shares in Impexmetal S.A. with a book value of PLN 6,343 thousand and the sale of shares in PKN Orlen S.A. with a book value of PLN 3,889 thousand represented the largest components of the sales proceeds.

In 2000, the Bank purchased participation units in “Arka” unit trusts for a total amount of PLN 121,084 thousand thus increasing the total balance of units up to PLN 128,558 thousand.

In the audited year, the Bank paid for another part of its shares in Autostrada Wielkopolska S.A. of PLN 14,149 thousand and, as at 31 December 2000, disclosed 100% of its shares in that company amounting to PLN 46,020 thousand.

WBK S.A. swapped debt for shares in Polskie Zakłady Zbożowe Sp. z o.o. amounting to PLN 5,247 thousand and sold shares in two companies being liquidated – Tarpan Sp. z o.o. (the value of shares sold – PLN 1,224 thousand) and Bagbud S.A. (the value of shares sold – PLN 906 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 another legal entity which is not a bank 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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11. Shares in subsidiaries



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)


Balance

72,004

68,899

The gross balance of shares in subsidiaries of PLN 79,351 thousand is reduced by the amount of provision recorded as at 31 December 2000 in the amount of PLN 7,347 thousand, whose balance decreased by PLN 7,115 thousand compared with 1 January 2000.

Gross shares in subsidiaries as at 31 December 2000 comprise the following:





31.12.2000





(PLN’000)

Dom Maklerski WBK S.A.



44,051

Gliwicki Bank Handlowy S.A.



26,875

WBK Finanse i Leasing S.A.



5,013

WBK Nieruchomości S.A.



103

AIB WBK Fund Management Sp. z o.o.



2,989

Polsoft Sp. z o.o.



102

WBK CU Sp. z o.o.



218





79,351

In the audited year, the Bank acquired 99.99% of shares in WBK Nieruchomości i Wspólnicy Spółka Komandytowa totalling PLN 42,048 thousand.  By the end of 2000, the shares were not paid up and therefore are included in the off balance sheet.

In December 2000, the share capital of WBK Finanse i Leasing S.A. was increased by PLN 10,000 thousand.  By 31 December 2000, the increased share capital had not been registered.  Therefore, it was disclosed in “Other assets”.

Moreover, the Bank sold all of its shares of PLN 4,462 thousand in Lubuska Wytwórnia Win Sp. z o.o.

The balance of shares in subsidiaries as at 31 December 2000 is denominated in PLN.

12. Shares in associates



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)








Balance

8,355

6,755

The gross balance of shares in associates as at 31 December 2000 comprises shares in WBK AIB Asset Management S.A. – PLN 6,755 thousand and eCard S.A. – PLN 1,600 thousand.
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8.
Shares in associates (cont.)

In the audited year, the Bank sold none of its shares in associates.

13. Intangible assets



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)








Balance

50,984

53,665

Net intangible assets comprise the following:


Gross book value as at

31.12.1999

(PLN’000)



Accumulated amortisation as at

31.12.1999

(PLN’000)

Gross book value as at

31.12.2000

(PLN’000)

Accumulated amortisation as at

31.12.2000

(PLN’000)

Net book value as at 31.12.1999

(PLN’000)

Net book value as at

31.12.2000

(PLN’000)

Deferred start-up expenses
39

(15)

39

(22)

24

17














Purchased goodwill
23,458

(14,459)

30,666

(19,389)

8,999

11,277














Purchased concessions, patents and licences
13,513

(6,452)

17,378

(8,767)

7,061

8,611














Purchased computer software
37,720

(12,563)

50,685

(25,889)

25,157

24,796














Purchased right to perpetual usufruct of land
8,197

-

300

-

8,197

300














Other
4,493

(266)

6,395

(412)

4,227

5,983














Total
87,420

(33,755)

105,463

(54,479)

53,665

50,984
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9.
Intangible assets (cont.)


Intangible assets – movements during the year:


(PLN’000)




Gross book value as at 31.12.1999
87,420

Additions:
27,547

· purchase
18,272

· transfer from assets under construction
1,399

· other
7,876

Disposals:
9,504

· sale and scrapping
8,528

· transfer to tangible fixed assets
976

Gross book value as at 31.12.2000
105,463

Accumulated amortisation as at 31.12.2000
54,479

Net book value as at 31.12.2000
50,984

The amortisation charge for the year amounted to PLN 20,982 thousand.

In the audited year, the net balance of intangible assets decreased by PLN 2,681 thousand (5%) mainly as a result of the sale of land which WBK S.A. held under perpetual usufruct (a decrease from PLN 8.197 thousand to PLN 300 thousand).

On 30 September 2000, WBK S.A. concluded a sale/purchase agreement relating to the banking enterprise of Gliwicki Bank Handlowy S.A. for PLN 13,700 thousand.  The value of net assets purchased amounted to PLN 6,877 thousand and fiscal charges – to PLN 385 thousand.  The transaction resulted in gross goodwill increasing by PLN 7,208 thousand.
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14. Tangible fixed assets



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)








Balance

319,418

269,791

The balance of tangible fixed assets as at 31 December 1999 comprised the following:


Gross book value as at 31.12.1999 (PLN’000)



Accumulated depreciation as at

31.12.1999 (PLN’000)



Gross book value as at 31.12.2000

(PLN’000)

Accumulated depreciation as at

31.12.2000

(PLN’000)

Net book value as at 31.12.1999 (PLN’000)

Net book value as at

31.12.2000

(PLN’000)

Freehold land and buildings occupied by the Bank
183,146

(35,746)

202,316

(43,651)

147,400

158,665














Other buildings and lands
5,035

(288)

4,469

(357)

4,747

4,112














Plant and machinery
162,282

(89,896)

201,099

(108,191)

72,386

92,908














Vehicles
4,559

(2,683)

5,146

(2,049)

1,876

3,097














Other tangible fixed assets
58,633

(47,251)

62,629

(48,495)

11,382

14,134














Assets under construction
32,000

-

46,502

-

32,000

46,502














Total
445,655

(175,864)

522,161

(202,743)

269,791

319,418

The net balance of tangible fixed assets as at 31 December 2000 increased by PLN 49,627 thousand, i.e. by 18.4% compared with 31 December 1999.


The increase in the net tangible fixed assets mainly resulted from a rise in “Plant and machinery” (an increase in PLN 20,522 thousand), “Assets under construction” (an increase in PLN 14,502 thousand) and “Freehold land, buildings and structures” (an increase in PLN 11,265 thousand).  The rise in tangible fixed assets results from the development of the Bank’s network of branch and sub-branch offices, as well as the commencement of a joint investment project with Bank Zachodni S.A. (“BZ S.A.”) related to the implementation of a new information system which will be used after the two banks have merged.

The depreciation charge for the audited year amounted to PLN 46,648 thousand.

The wear and tear of tangible fixed assets, measured as the ratio of accumulated depreciation to the gross book value of the tangible fixed assets as at 31 December 2000, amounts to 38.8%.
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15. Other assets



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)








Balance

147,899

109,112

The gross balance of other assets as at 31 December 2000 comprised the following:



31.12.2000



(PLN’000)





Sundry debtors

108,689

Accrued costs of option premium

21,765

Interbank balances

6,265

Cheques to be cashed

5,032

Subordinated loans

8,556

Assets for sale

84



150,391

Provisions of PLN 2,492 thousand, which increased by PLN 1,336 thousand compared with 1999, are included in the gross balance of other assets as at 31 December 2000.
The gross balance of sundry receivables comprise the following items:



31.12.2000



(PLN’000)





Corporation income tax receivables

6,926

Receivables from Poczta Polska S.A.

2,101

Loans to employees from the Social Fund to finance contributions to housing co-operatives, refurbishment, housing construction

16,007

Receivables relating to transactions conducted at Euronet ATMS using VISA cards issued by the Bank

55,896

Receivable in respect of paying up for an increase in the share capital of WBK Finanse i Leasing S.A. (Note 6)

10,000

Other

17,759



108,689

The accrued costs of option premium relate to purchased financial instruments which secure the Euro-Index deposits.  The Bank purchased the option in order to minimise the interest rate fluctuation risk.

Interbank balances were cleared over the first few business days of 2001.

The balance of subordinated loans includes a loan of PLN 8,556 thousand granted by WBK S.A. to Credit Lyonnais Bank Polska S.A. on 31 December 1996 for a period of 5 years which matures on 2 January 2002; the loan was granted in order to strengthen the bank’s capital structure.
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16. Prepayments and accrued income



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)








Balance

197,709

36,385

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



31.12.2000



(PLN’000)





Prepaid expenses

6,414

Points accrued on SWAP transactions

69,006

SWAP valuation

116,999

Rent and materials

4,316

Other

974



197,709

An increase in prepayments by 510% in the year ended 31 December 2000 is mainly attributed to the value of SWAP points accrued and reflects a higher number of such transactions concluded by the Bank and the foreign currency valuation of the notional amount of the spot component of SWAP transactions.

17. Amounts due to the financial sector



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)








Balance

1,654,135

2,086,032

The balance of amounts due to the financial sector as at 31 December 2000 includes liabilities of PLN 1,639,273 thousand and accrued interest of PLN 14,862 thousand.

As part of the audit, we had confirmed 22% of term amounts due to the financial sector as at the date of this report.

A decrease in amounts due to the financial sector by 20.7% during the year ended 31 December 2000 resulted from a fall in term amounts due, mainly PLN deposits of PLN 381,975 thousand and foreign currency deposits of PLN 126,431 thousand.  This was due to a change in the structure of those deposits.  A substantial part of that item in the previous year represented deposits of Gliwicki Bank Handlowy S.A., which would accept, through a network of WBK S.A. branch offices, clients’ funds as part of IMPET GBH deposits, subsequently placed with WBK S.A.  After the purchase of a banking enterprise from Gliwicki Bank Handlowy S.A., the IMPET GBH deposits were converted into IMPET WBK deposits and are now collected directly by the Bank.  This resulted in a decrease in the balance of amounts due to the financial sector and an increase in the balance of amounts due to non-financial clients.
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13.
Amounts due to the financial sector (cont.)

Amounts due to the financial sector by maturity as at 31 December 2000 were as follows:



(PLN’000)





Up to 1 month

1,141,772

1 to 3 months

75,950

Over 3 months to 1 year

205,580

Over 1 year

215,971

Interest

14,862



1,654,135

The balance of amounts due to the financial sector denominated in foreign currencies as at 31 December 2000 represents 28.4% of the total balance of amounts due to the financial sector.

18. Amounts due to customers and the public sector



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)








Balance

9,975,290

7,004,576

The balance of amounts due to customers and the public sector as at 31 December 2000 consisted of deposits accepted from customers and the public sector of PLN 9,833,908 thousand and interest due of PLN 141,382 thousand.

As part of the audit, we had confirmed 53% 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 2000 and 31 December 1999, resulted from an increase in deposits from individuals (by 66%), business entities (by 6%), public sector entities and other non-financial entities (by 54%).

In the audited year, the Bank introduced a new deposit product intended both for business entities and individuals, namely Euro-Index investment deposit.  The product involved accepting funds for a period of 3 years with interest rate based on the Dow Jones Eurostoxx50 index.  As at 31 December 2000, the funds accumulated by the Bank on those deposits amounted to PLN 246m.

Another significant factor which effected an increase in the balance of amounts due to customers and the public sector was the introduction of the IMPET WBK deposit (Note 13).  As at 31 December 2000, the amounts accumulated in those deposits amounted to PLN 405m.  The high popularity of that product has resulted from very attractive interest rates offered by the Bank.
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14.
Amounts due to customers and the public sector (cont.)

Amounts due to customers and the public sector by maturity as at 31 December 2000 were as follows:



(PLN’000)





Up to 1 month

6,536,347

1 to 3 months

1,936,185

Over 3 months to 1 year

1,071,923

Over 1 year to 5 years

289,453

Interest

141,382



9,975,290

Amounts due to customers and the public sector by type of client as at 31 December 2000, taking into account their share in the balance, are as follows:

· individuals – 63.6% of the balance;

· enterprises and companies – 28.6% of the balance;

· public sector and other non-financial entities – 7.7% of the balance.

Amounts due to customers and the public sector denominated in foreign currencies accounted for 12.4% of the total balance as at 31 December 2000.

19. Special funds and other liabilities



31.12.2000

31.12.1999



(PLN’000)

(PLN’000)








Balance

470,608

312,854

The balance of special funds and other liabilities as at 31 December 2000 comprised: payables in respect of interbank and interbranch settlements of PLN 367,703 thousand (in 1999: PLN 268,716 thousand) cleared over the first few business days of 2001, sundry creditors of PLN 85,297 thousand and special funds of PLN 17,608 thousand.

The large balance of interbank and interbranch balances as at 31 December 2000 resulted from uncleared transactions concluded by means of the KIR and Eliksir clearing systems.  Those transactions are cleared within three days of arising.  The Bank cleared interbank and interbranch balances over the first few business days of 2001.
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20. Accruals, deferred income and suspended interest



31.12.2000

31.12.1999



(PLN '000)

(PLN '000)








Balance

153,590

126,416

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



31.12.2000



(PLN '000)





Accruals

39,967

Deferred income

6,742

Qualified income

106,881



153,590

Accruals include a salary accrual of PLN 2,821 thousand, retirement payment and long-service bonus provisions of PLN 19,620 thousand, the balance of accrued points on swap transactions of PLN 15,326 thousand and other of PLN 2,200 thousand.

Deferred income only includes to income received in advance.

Qualified income includes:



31.12.2000



(PLN '000)





Suspended interest

105,954

Capitalised interest

691

Other

236



106,881

Accruals, deferred income and suspended interest as at 31 December 2000 increased by 14.6% compared with as at 31 December 1999.  The increase resulted mainly from increased provision for retirement payments and long-service bonuses which as at 31 December 2000 was higher by PLN 14m than as at 31 December 1999.
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21. Provisions



31.12.2000

31.12.1999



(PLN '000)

(PLN '000)








Balance

102,666

104,825

As at 31 December 2000  the Bank disclosed the following provisions:



31.12.2000



(PLN '000)





Deferred tax provision (Note 38)

5,053

General banking risk provision

77,000

Deferred costs

18,291

Off-balance sheet contingent liabilities

2,322



102,666

A general banking risk provision is designed to cover risks arising on banking activities.  The provision is created on the basis of Art. 130 of the Banking 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 1999 profits amounted to PLN 55,000 thousand zł (Note 22).

Moreover, the Bank created a general banking risk provision of PLN 77,000 thousand, of which the amount recognised in 2000 is PLN 19,200 thousand

22. Subordinated liabilities 



31.12.2000

31.12.1999



(PLN '000)

(PLN '000)








Balance

10,048

10,048

The balance represented 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 made on 10 July 1996 to be repaid in 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 WBK S.A. in connection with the acquisition of net assets of Bydgoski Bank Budownictwa S.A. in 1996.
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23. Share capital

In the period from 1 January 1999 to 31 December 1999 the Bank’s share capital did change.

The share capital comprises 68,816,000 ordinary bearer shares of PLN 1.25 par value 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.
60.14
60.14

State Treasury
5.10
5.10

24. Supplementary capital



31.12.2000

31.12.1999



(PLN '000)

(PLN '000)








Balance

51,347

51,347

In the period from 1 January 2000 to 31 December 2000 the balance of supplementary capital did not change.
25. Revaluation reserve


31.12.2000

31.12.1999



(PLN '000)

(PLN '000)








Balance

50,316

51,427

The change in revaluation reserve in the period from 1 January 2000 to 31 December 2000 resulted from the transfer of PLN 1,111 thousand to other reserves as a result of the sale of tangible fixed assets which were revalued in 1995.
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26. Other reserves



31.12.2000

31.12.1999



(PLN '000)

(PLN '000)








Balance

693,627

548,892

Other reserves comprise:

· a general banking risk reserve of PLN 145,000 thousand;

· other - PLN 548,627 thousand.

The increase in other reserves in the audited period resulted from:

· a transfer from profit to reserves of PLN 88,624 thousand
· a transfer from profit to the general banking risk reserve of PLN 55,000 thousand

· a transfer from revaluation reserve of PLN 1,111 thousand.

Key ratios

27. The liquidity of the Bank


31.12.2000

31.12.1999






Assets maturing within 1 month (PLN '000)
6,580,872

5,221,427

Liabilities maturing within 1 month (PLN '000)
6,582,964

6,521,368

Liquidity I
0,99

0,80

Assets maturing within 3 months (PLN '000)
7,373,920

5,940,902

Liabilities maturing within 3 months (PLN '000)
9,030,928

7,947,812

Liquidity II
0.82

0.75

The calculation of the liquidity II ratio takes account of assets and liabilities maturing within 1 month.

Liquidity ratios take account of the entire portfolio of debt securities as at the end of the year classified as maturing within one month, except for Treasury bills which are a security for the Guaranteed Deposit Protection Fund of PLN 77,573 thousand, classified as maturing between 1 and 5 years as well as NBP bonds of PLN 496,554 thousand representing a part of the mandatory reserve deposit.  The NBP bonds have been classified in accordance with maturities determined based on dates of redemption of individual tranches by NBP. 
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23.
The liquidity of the Bank (cont.)

The increase in liquidity ratios I and II results primarily from a growth in short-term deposits placed in other banks and lower short-term deposits accepted from other banks. Moreover, in the audited period there was an increase in all assets maturing within 3 months (except cash), higher than the increase in liabilities maturing within the same period.

24.
Capital adequacy ratio

The capital adequacy ratio of the Bank as at 31 December 2000 amounts to 10.24% and is lower by 0.67% than the ratio calculated as at 31 December 1999.

The capital adequacy ratio of the Bank as at the end of the audited period is higher than the minimum required ratio for banks, i.e. 8% of risk-weighted off-balance sheet assets and liabilities, as stipulated by Art. 128.1 of the Banking Act dated 29 August 1997 (Journal of Laws 140, item 939).
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Income statement
28. Interest income



12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

1,547,626

1,052,396

Interest income for the period from 1 January to 31 December 2000 comprises interest from the financial sector (14.4%), from customers and the public sector (54.5%), on securities (26.5%), and other income (4.6%).

The increase in interest income compared with the prior period, i.e. for the period from 1 January 2000 to 31 December 2000, resulted mainly from the increase in interest income from the financial sector by 143%, and from customers and the public sector by 41%.  It was mainly a consequence of NBP increasing the interest rates, which resulted in a similar increase on the interbank market, as well as of a significant increase in average annual balances of loans to and deposits from the interbank market.

The average annual interest rate on loans to customers and the public sector was 19.92%, which was not considerably different from the average market rate of 20.25% for corporate loans and 20.76% for consumer loans (the market interest rate was calculated on the basis of average monthly data for 12 months of 2000, published in Rzeczpospolita daily as an average for 20 banks)

The average annual interest rate of PLN deposits placed with the financial sector amounted to 19.26% (the average market rate was 18.87% and was calculated on the basis of 3-month WIBOR rates in 2000).  The ratio has been calculated based on interest received by the Bank from the financial sector divided by average monthly balances of amounts due from the financial sector.
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29. Interest expense



12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

1,154,864

653,481

Interest expense for the period from 1 January 2000 to 31 December 2000 comprises interest from the financial sector (34.7%), customers and the public sector (65.1%), and other (0.2%).

The change in interest expense compared with the prior year, resulted mainly from an increase by 56% in interest paid to customers and the public sector and an increase by 135% in interest paid to the financial sector.

The average annual interest rate on PLN term deposits from customers and the public sector amounted to 13.72% compared with the average market rate of 13.90% (average interest rate for 1-month and 3-month deposits published in Rzeczpospolita daily as an average for 20 banks).

The interest rate on deposits from the financial sector amounted to 18.09% (the average market rate amounted to 18.87% and was calculated on the basis of 3-month WIBOR rates applicable in 2000). 

The annual average interest rate on foreign currency deposits from other financial institutions was 5.94%, compared with the average market rate of 5.50%.  The market interest rates have been calculated by averaging out the data for the 12 months from 1 January 2000 to 31 December 2000 as published in Rzeczpospolita daily).

Interest margin and profitability ratios


Year ended 

31.12.2000
Year ended
31.12.2000
Change
Change


(PLN '000)
(PLN '000)
(PLN '000)
%

Interest gain (PLN thousand)
392,762
398,915
(6,153)
(1.5)

Interest gain to total interest income (%)
25.38%
37.91%
-
(12.53)

Threre was noted an increase in return on equity, calculated as the ratio of the net profit to average equity from 24.10% in the year ended 31 December 1999 to 27.34% in the year ended 31 December 2000 (page 9).

In the audited year, the net profit increased by 21.13% compared with the year ended 31 December 1999, while average equity increased by 6.79% over the same period.
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26.
Interest expense (cont.)

Return on assets decreased from 2.96% in the year ended 31 December 1999 to 2.49% in the year ended 31 December 2000. Such situation is  resulted by the change in the assets structure- in 2000 was noted increase in interbank placements which are less profitable than customer loans.

A further increase in the gearing ratio is also noticeable. The equity to liabilities and equity ratio, calculated as the ratio of average equity to average liabilities and equity in the year ended 31 December 2000 (8.40%) was slightly lower compared with the year ended 31 December 1999 (9.10%).

There was noted a slight increase in the share of working assets in total assets, calculated by reference to average balances as at the beginning and end of the year (page 9).  The ratio increased over the year ended 31 December 2000 to 89.53%, whereas in the prior year it amounted to 88.14%.

In the year ended 31 December 2000 the Bank noted an increase in the interest expense ratio calculated as interest expense to average deposits accepted. This shows that the Bank obtained deposits in the audited year at a higher cost than in the year ended 31 December 1999.

30. Commission income



12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

226,908

179,883

Proportion of commission income to total commission and interest income


12.8%
14.5%

Commission income covers commissions on the following activities:



12 months to 31.12.2000



(PLN '000)

Cash transaction processing

6,002

Non-cash transaction processing

24,650

Loans granted

37,037

Foreign exchange transactions

14,389

Banking guarantees and bill-of-exchange guarantees

6,831

Opening, keeping and servicing bank accounts

60,864

Servicing VISA cards and ATM cards

66,184

Other

10,951



226,908
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27.
Commission income (cont.)

In the audited year, commission income from banking activities increased by 26.1% compared with the prior year.

The highest increase within the total income from fees and commission was noted in the commission for servicing VISA and ATM cards.  This resulted mainly from the higher volume of card transactions (by 134% compared with the last year), combined with an increase in the average value of ATM transactions (by 10% compared with 1999).

Commissions for granting of loans, banking guarantees and bill of exchange warranties as well as commissions related to letters of credit are credited to income on receipt, which is when a given loan, guarantee, warranty or letter of credit is granted. Another policy applies to loans exceeding PLN 1m with repayment period in excess of 12 months, for which commission is credited to income in proportion to the amount repaid in a given period.

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

31. Commission expense



12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

37,218

22,407

Commission expense on banking activities comprises the following:



12 months to 31.12.2000



(PLN '000)

Commission and fees for processing ATM and VISA card transactions

29,235

Commission paid to Poczta Polska

1,916

Commission on international transactions

2,722

Commission paid to other banks

2,166

Other

1,179



37,218

Compared with the prior year, commission expense increased by 66.1%, i.e. by PLN 14,811 thousand
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32. Income from shares and other securities


12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

336

(674)

Income from shares and other securities for the period from 1 January 2000 to 31 December 2000 comprises income from the sale of shares and dividends received of PLN 3,719 thousand as well as cost of shares sold of PLN 2,843 thousand.

In the audited year, the Bank sold its interest in Tarpan Sp. z o.o. and incurred a loss of PLN 1,217 thousand on this transaction. The loss has been offset by reversing a provision recognised by the Bank for the full value of its interest in that company of PLN 1,224 thousand.  The Bank also incurred a loss on the sale of investment taken over from GBH S.A. – the company Bagbud S.A.  The Bank sold shares of the company for PLN 1 and their carrying value was PLN 906 thousand.  The loss was offset by reversing a provision which was set up by the Bank for the full value of these shares.

33. Result on financial operations


12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

206,442

128,942

The largest items which contributed to the result on financial operations in the period from 1 January 2000 to 31 December 2000 are as follows:
· gains on securities of PLN 14,938 thousand,

· gains on transactions with financial instruments of PLN 191,504 thousand.

Gains on securities resulted from profits generated on the sale of minority interest of PLN 3,638 thousand, dividend received of PLN 8,791 thousand and gains on transactions with securities of PLN 2,509 thousand.

Gains on transactions with financial instrument comprise realised income on swap transactions of PLN 188,203 thousand, accrued swap points with a value as at the end of the current year of PLN 69,150 thousand, as well as paid and accrued costs of the swap transactions of PLN 50,982 thousand and PLN 16.897 thousand, respectively
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34. Foreign exchange result


12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

78,055

53,447

The foreign exchange result for the period from 1 January 2000 to 31 December 2000 comprises:

· realised and unrealised foreign exchange gains of PLN 2,123,824 thousand

· realised and unrealised foreign exchange losses PLN 2,045,769 thousand.

The Bank complies with the regulations governing the acceptable currency exposure limits set out in the Resolution No. 11/98 of the Banking Sector Supervision Commission dated 14 October 1998 on acceptable currency exposure limits for banks, issued in accordance with art. 137 of the Banking Act dated 29 August 1997.
The highest foreign currency balances as at 31 December 2000 are denominated in USD.  The Bank’s long position with regard to this currency as at the year-end was PLN 2,766 thousand.  The global position as at 31 December 2000 was PLN 9,177 thousand.

35. Other operating income


12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

51,495

81,997

The balance as at 31 December 1999 differs from the one disclosed in the prior year report by PLN 1,145 thousand.  The difference results from the change in presentation introduced by the Bank in 2000.  At present, the release of provisions for disputed receivables and deferred costs is presented in “Other operating income”, rather than in  “Release of provisions and write-downs”, as in previous years.

Other operating income for the period from 1 January 2000 to 31 December 2000 comprised the following: 


(PLN '000)




Release of the provision for securities
6,366

Income from the sale of pension fund contracts
3,233

Proceeds from sale or scrapping of tangible fixed assets or assets for resale
24,962

Income from third party asset management
8,533

Other
8,400


51,494
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32.
Other operating income (cont.)

Income from the sale or scrapping tangible fixed assets and assets for resale constituted the largest item of other operating income in 2000.  This was mainly influenced by the sale of real property for PLN 21,971 thousand. 

Due to discontinuation of plans to build new premises for the Bank's head office, the Bank sold its right to perpetual usufruct of land where premises were to have been constructed as well as copyright to construction documentation.

36. Other operating expenses



12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

39,328

55,810

Other operating expenses for the period from 1 January 2000 to 31 December 2000 were as follows:


(PLN '000)

Consulting services costs
5,251

Cost of tangible fixed assets sold or scrapped
19,925

Deferred cost
8,694

Donations made
1,688

Other
3,770

         
39,328

The balance as at 31 December 1999 differs from the one disclosed in the prior year report by PLN 2,610 thousand.  The difference results from the change in presentation introduced by the Bank in 2000.  At present, costs of provisions for disputed claims and deferred costs are presented in “Other operating expenses”, rather than in  “Provisions and write-downs”, as in previous years (Note 36).

Cost of tangible fixed assets sold constituted the largest (50.7%) item of other operating income in 2000 of which the amount PLN 16,649 thousand pertained to the sale of real property referred to in Note 32. 
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37. Overhead costs of the Bank


12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

462,313

365,115

Overhead costs of the Bank for the year 2000 increased by 26.6% compared with the year 1999.


Year ended 

31.12.2000 
Year ended 

31.12.1999 
Change 
Change





%

Overhead costs (PLN thousand)
462,313
365,115
97,198
26.6

Average annual number of employees
4,470
4,453
17
0.4

Overhead costs per employee (PLN thousand)
103.43
81.99
21.44
26.15

Overhead costs to total revenue (%)
20.71
23.35
(2.54)
(10.88)

Net profit per employee (PLN thousand)
50.13
41.54
8.59
20.68

Salaries and salary-related expenses are the largest (54.2%) components of overhead costs for the year ended 31 December 2000. Running costs account for the remaining balance. 

Running costs included the following:



12 months to 31.12.2000



(PLN '000)





Rent and maintenance of buildings

46,503

Banking Guarantee Fund contributions and fees

21,113

Employee benefits

9,789

Postal and telecommunications charges

17,993

Bank security

10,979

Clearance and teletransmission

13,899

Computer hardware maintenance

20,526

Advertising and marketing

18,411

Other

52,555



211,768

The profitability ratio, calculated as a ratio of gross profit to total overhead costs of the Bank for the current year was 15.55%.  The ratio was lower than for the year ended 31 December 1999 (21.48%). The change was mainly due to the in crease of operating cost and interest cost.
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34.
Overhead costs of the Bank (cont.)

The change in the balance of overhead costs in comparable periods ended 31 December 1999 and 31 December 2000 resulted mainly from an increase in cost of depreciation, raw materials, fuel, power, maintenance and renewal by 43.3%, and salaries by 16.1%.

The increase in the cost of depreciation, raw materials, fuel, power, maintenance and renewal was mainly influenced by increased computer hardware maintenance costs by PLN 9,231 thousand and costs of advertising and marketing - by PLN 6,060 thousand.

38. Depreciation and amortisation 



12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

73,007

63,242

Depreciation and amortisation (by category):


(PLN '000)

Tangible fixed assets

46.648

Intangible assets

20,982

1995 investment relief

5,370

Equipment taken over before 31.12.1995

7



73,007

In the years 1994 and 1995, for the purposes of corporation income tax calculation, WBK S.A. classified the entire amount of capital expenditure which met the criteria set out in the Decree of the Council of Ministers of 25 January 1994 on deductibility of capital expenditure and reduction of corporation income tax, as costs deductible for tax purposes in the period in which they were incurred.

Moreover, tangible fixed assets subject to the investment relief were fully depreciated on a one-off basis.  At the same time, in order to avoid a distortion of the net profit/loss in the books of account and in the Bank’s financial statements, the investment relief was capitalised in prepayments and released to the income statement over the following five years.  Since 1996, in accordance with the interpretation issued by the Department of Accountancy of the Ministry of Finance the Bank discontinued that accounting treatment and adopted the usual treatment based on recording cost and accumulated depreciation, while accounting for the relief in additional records maintained solely for the purposes of corporation income tax calculation.  

In consequence, the investment relief utilised in 1996 and the years that followed was accounted for through corporation income tax in full, whereas depreciation charges are made in the accounting records in accordance with the Bank’s depreciation schedule.
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35.
Depreciation and amortisation (cont.)

In the audited year, the Bank used an additional tax premium attached to the 1999 tax relief.

In accordance with the Corporate Income Tax Act of 15 February 1992 with amendments  the Bank has adopted the straight line method of depreciation and amortisation.

39. Provisions and write-downs


12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

165,468

126,458

The balance as at 31 December 1999 differs from the one disclosed in the prior-year report by PLN 2,610 thousand. The difference results from the change in presentation introduced by the Bank in 2000. At present, cost of provisions for disputed receivables and deferred costs are presented in “Other operating expenses” rather than in “Provisions and write-downs”, as in previous years (Note 33).

Provisions and write-downs recognised in the year ended 31 December 2000 included the following provisions:


12 months to                      31.12.2000
(PLN '000)

Structure

%

12 months to 31.12.1999
(PLN '000)

Structure

%

Amounts due from customers and the public sector, and from the financial sector
132,699

80.2

72,774

57.5

Off-balance sheet liabilities
3,002

1.8

2,757

2.2

Write-down of financial fixed assets
-

-

11,514

9.1










General banking risk
19,200

11.6

35,000

27.7










Diminution in value of securities
10,545

6.3

4,413

3.5










Other
22

0.1

-

-










Total provisions
165,468

100.0

126,458

100.0
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36.
Provisions and write-downs (cont.)

The change in the balance of provisions and write-downs recognised in comparable periods ended 31 December 1999 and 31 December 2000 resulted mainly from an increase in bad debt provisions by 82.4%.

40. Reversal of provisions and write-downs


12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)








Balance

121,629

67,064

The balance as at 31 December 1999 differs from the one disclosed in the prior year report by PLN 1,145 thousand. The difference results from the change in presentation introduced by the Bank in 2000. At present, reversal of provisions for disputed receivables and deferred costs are presented in “Other operating income” rather than in “Reversal of provisions and write-downs”, as it was the case in previous years (Note 32).

Reversal of provisions and write-downs recognised in the year ended 31 December 2000 comprise mainly reversed provisions of PLN 118,976 thousand:

Reversal of provisions in the audited year was as follows:


12 months to                      31.12.2000
(PLN '000)

Structure

%

12 months to 31.12.1999
(PLN '000)

Structure 

%

Amounts due from customers and the public sector, and from the financial sector
110,348

90.7

54,224

80.8










Off-balance sheet liabilities
1,306

1.0

2,506

3.7










General banking risk
-



3,000

4.5










Diminution in the value of securities
7,316

6.1

2,330

3.5










Shares
2,653

2.1

5,004

7.5










Other
6

0.1

0

0










Total reversal of provisions and write-downs 
121,629

100.0

67,064

100.0
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37.
Reversal of provisions and write-downs (cont.)

The change in the reversal of provisions or write-downs in comparable periods ended 31 December 1999 and 31 December 2000 resulted from an increase in the reversal of bad debt provisions by 103.5% and a decrease in the provision for general banking risk and in the provision for shares.

41. Corporation income tax


12 months to 31.12.2000

12 months to 31.12.1999



(PLN '000)

(PLN '000)

Corporation income tax due (a)
98,817

79,714

Deferred income tax (b)
(22,425)

11,676

Other prior year taxation 
29

-


76,421

91,390

(a) Corporation income tax due
Corporation income tax due is calculated at the rate of 30% applicable in 2000 and on the basis of gross profit determined on the basis of accounting regulations, adjusted for non-taxable income and non-deductible costs.  The calculation of corporation income tax is presented in Note 43 to the financial statements of WBK SA prepared for the Polish Securities and Exchange Commission
.

(b) Deferred income tax

The deferred tax provision is calculated at the rate of 28% applicable in 2000 on the basis of timing differences in recognition of income as earned and costs as incurred for accounting and tax purposes.  Deferred tax provision is calculated by the Bank using the full provision method.III
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38.
Corporation income tax (cont.)

Deferred tax provision is calculated in the following manner:




Year ended 
 31.12.2000




(PLN '000)

Reconciliation of gross profitation and the tax base:




Deferred income


275,238

Investment relief 


37,149

Capitalised interest on loans


(508)

Accrued interest receivable


60,759

Income taxable in advance


(6,727)

Interest payable


(152,495)

Bad debt provisions likely to be deductible


(116,562)

Other provisions


(78,415)

Discounted bills of exchange


(392)

Total timing differences


18,047

Deferred tax provision (28%)


5,053

Deferred tax provision at start of year 
27,478

Required deferred tax provision balance at end of year
5,053

Decrease in deferred tax provision
22,425

At the end of the current year, the deferred tax provision decreased by PLN 22,425 thousand (81.6%) compared with the prior year.  The decrease results mainly from an increase in bad debt provisions likely to be deductible and accrued interest cost from deposits.

The effective tax rate for the year ended 31 December 2000 is calculated as the ratio of corporation income tax as per the income statement to gross profit and amounted to 25.4%, compared with 33.0% for the year ended 31 December 1999.

42. Assets put up as collateral
Treasury bills have been put up as collateral for the Guaranteed Deposit Protection Fund, as included in the Banking Guarantee Fund.  Their carrying value amounts to PLN 27,206 thousand. III
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43. Contingent liabilities
Contingent liabilities as at 31 December 2000 comprise mainly: 

· The Bank is a party to 17 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 used investment relief. Moreover, in current year WBK S.A. used an additional premium (tax benefit) attached to 1999 investment relief. To be able to use investment relief, companies must comply with all tax regulations. In the case of failure to comply with tax regulations, there is a risk of losing right to all previously used investment reliefs. Since 1999, due to a lessening of the tax regime, the risk is much lower than in prior years. The payment of any overdue tax liabilities identified within the specified deadline enables companies to retain the right to investment relief and premium. 

· Contingent liabilities relating to guarantees amount to PLN 410,553 thousand.
· Contingent liabilities relating to financing as at 31 December 2000 amount to PLN 1,609,012 thousand.

· In accordance with the Polish Bank Guarantee Fund Law, WBK SA participates in the obligatory deposit guarantee system relating to non-corporate deposits.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 Bank to make additional one-off payments.

II. Statement of the auditor

(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) The closing balances as at the end of the prior year were correctly brought forward as the opening balances of the current year.  Assets, liabilities and equity are presented 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/loss of the Bank have been recorded in a complete and fair manner in all material respects.

(f) The Bank’s gross profit/loss has been properly translated into the net profit/loss 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 present completely and correctly all the significant information specified in the Decree of the Council of Ministers No. 1160/98 dated 22 December 1998 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. 163/98)

(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 the Bank for the year ended 31 December 1999 have been approved by Resolution of the General Shareholders’ Meeting of 5 April 2000, filed with the District Court in Poznań on 19 April 2000 and published in Monitor Polski B on 5 July 2000.

III. General information about the audit 

(a)
PricewaterhouseCoopers Sp. z o.o. was appointed auditor of the Bank by Resolution No. 20/99 of the Bank’s Supervisory Board of 14 July 1999, in accordance with to the Bank’s Memorandum of Association.
(b)
The audit was conducted in accordance with the agreement signed on 20 December 2000 by and between the Company (the Engager) and PricewaterhouseCoopers Sp. z o.o., Warsaw, 68 Nowogrodzka Street, (the Engaged), in the following periods:
· Interim audit - from 27 November 2000 to 15 December 2000

· Final audit - from 8 January 2001 to 3 February 2001

(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 2000

- receivables 
as at 31 December 2000

- payables 

as at 31 December 2000

- securities

as at 31 December 2000

· the stock take of  fixed assets 


                              as at 31 December 2000
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