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Performance of 

Bank Zachodni WBK Capital Group  

in H1 2002
I. Macroeconomic environment 

The tables below present the basic macroeconomic indicators.  

	
	
	
	
	
	
	

	Macroeconomic indicators
	1999
	2000
	2001
	2002 f
	2003 f
	2004 f

	Real GDP (%)
	4.1
	4.0
	1.0
	1.3
	3.2
	4.0

	Inflation (% y/y, end of period)
	9.8
	8.5
	3.6
	2.4
	3.4
	3.0

	Inflation (% y/y, annualised)
	7.3
	10.1
	5.5
	2.3
	3.1
	3.2

	Intervention rate (%, end of period)
	16.50
	19.00
	11.50
	7.5
	7.5
	7.0

	Intervention rate (%, annualised)
	13.71
	17.90
	15.90
	9.0
	7.5
	7.2

	Current account deficit / GDP 
(%, end of period)
	-7.6
	-6.2
	-4.0
	-4.0
	-4.8
	-5.5

	Central budget deficit / GDP (%)
	-2.0
	-2.2
	-4.5
	-5.3
	-4.9
	-4.5

	Unemployment rate (%, end of period)
	13.1
	15.0
	17.4
	19.3
	19.0
	18.0

	
	
	
	
	
	
	

	Foreign exchange rates
	1999
	2000
	2001
	2002 f
	2003 f
	2004 f

	(annualised)
	
	
	
	
	
	

	PLN/USD
	3.97
	4.35
	4.09
	4.08
	3.91
	3.68

	PLN/EUR
	4.23
	4.01
	3.67
	3.86
	3.93
	3.75


f – forecast 

After the dramatic slow down of the GDP growth rate in Poland during 2001          (1% y-o-y), at the beginning of  2002 the economic recovery signs emerged, yet they were quickly subdued.   In Q1 2002, the GDP growth was 0.5% (y-o-y). The biggest impediment to the GDP growth in this period were investments in fixed assets which dropped by 13.3% (y-o-y), while the high level of net exports had a positive impact. The subsequent quarters should bring about slight improvement in the economic results. The economic revival is expected owing to:  the impact of cumulative interest rate cuts in 2001 and 2002 (in total 1050 basis points by the end of June this year), changes in the legislative environment (favourable to the growth of business initiatives) and improvement in the global economic activity. 

The economic slow down undermined the social confidence to the monetary policy and led to the political pressure on interest rate cuts, even though the real and nominal  interest rates  dropped by 50% during 18 months. Due to the recession, the monetary policy in H1 stayed tight. Paralleled with positive changes on the fuel and food market, this led to the decline in inflation by 1.5% (y-o-y). In June the Monetary Policy Council changed the inflation target range from 4%-6% to 2%-4%. The MPC also adopted the “small steps approach” announcing that subsequent changes in interest rates would be much smaller than previous ones.  
Despite gradual monetary policy easing, lending activity is stagnant amid persisting economic slowdown. Corporate credit fell and negative trend occurred in households’ deposits as interest rates fell substantially and interest income tax was introduced in March 2002. Also, overall deposit dynamics waned.
On the labour market, the unemployment rate reached its historical lowest with 18.1% in March 2002 r. In 2Q 2002, it seasonally improved to 17.3% in June, which is still much higher than in the corresponding period of 2001. Employment in the private enterprise sector fell and real wages dynamic decreased, which contributed to further drop of real wage bill in H2 2002. Negative trends on the labour market will probably continue by the end of 2002 when the unemployment rate may approach 19%.

C/A deficit ratio, which considerably improved last year amounting to 4% in relation to GDP, stabilised slightly above this level. The dynamics of exports, despite the relatively strong PLN  rate, is favourable and outpaces the growth in imports.

The 2002 budget posted by new government assumes a PLN 40 bn deficit. The bill was based on rather conservative macroeconomic assumptions, and revenues realisation year-to-date does not suggest serious problems with its execution.

Due to the growing demand for the Polish debt securities, in H1 2002 the zloty continued to appreciate. High budget deficit accompanied by expectations of interest rates reduction (amid falling inflation and low economic activity) brought short-term portfolio capital. The situation has changed around mid-year with a new Finance Minister appointment. This triggered nervous reaction in the market and the złoty weakened by over 5%. However, assuming no change in foreign exchange policy, the Polish currency is likely to remain relatively strong.  

II. Financial standing   

Financial performance of Bank Zachodni WBK Capital Group 



The table below presents  major developments in the basic categories of the balance sheet and P&L account items in H1 2002. 

	PLN mln 
	30-06-2002
	30-06-2001

	30-06-2001

	Change 

 in %
	Change in %

	
	1
	2
	3
	1:2
	1:3

	Total assets 
	27 611,8
	24 094,0 
	24 173,3
	14,6%
	14,2%

	Deposits
	17 862,0
	18 091,5
	18 091,8
	-1,3%
	-1,3%

	Loans
	11 609,2
	10 523,2
	10 904,2
	10,3%
	6,5%

	Net interest income 
	504,6

	508,3

	512,6
	-0,7%
	-1,6%

	Non-interest income 
	344,5
	244,5
	255,0
	40,9%
	35,1%

	Total income
	849,1
	752,8
	767,6
	12,8%
	10,6%

	Profit before tax  
	182,5
	109,0
	110,0
	67,4%
	65,9%

	Profit after tax 
	144,4
	134,1
	134,0
	7,7%
	7,8% 




In the environment of continuing recession,  Bank Zachodni WBK Capital Group’ s performance was better than in the comparable period last year thanks to the dynamically growing sales of the corporate strategic products, mulitfold restructuring efforts and higher cost-effectiveness of daily business operations.      
Profit and Loss account 

Income 



The total income of the Capital Group increased by 10.6% in H1 2002 as compared to the corresponding period last year. This results from the high pace of growth in non-interest income (35.1%), generated by fees and commissions related to maintenance of accounts, card business and fx fees, as well as fx profits produced by high business turnover originated by customers. The share of non-interest income in the Group’s  total income increased from 33.2% at end-June 2001 to 40.6% in mid-2002, which reflects the growing capacity of the Bank to generate income from other than interest sources.  The value of interest income adjusted for the income on SWAP transactions and the mark-to-market valuation of securities held for trading (ca. PLN 170m in total) decreased by 1.6%. The lower interest income of the Capital Group is due to the falling SWAP income. The substantial reductions of the NBP interest rates over the last 12 months (by 700 b.p.) and the protracting economic slowdown did not lead to significant changes in the dynamics of interest income on the Group’s credit and deposit activity
. This is reflected by the 9.1%
 growth under this item y-o-y.       

Costs 



The total operating costs of the Capital Group (incl. depreciation)   were up 3.6% on H1 2001. The main growth driver were higher cost accruals (up PLN 43.4m) raised for the costs to be incurred in H2 in line with the cost accrual policy adopted at the beginning of the year.  The underlying operating costs – adjusted for the cost accruals and  the merger costs - were up 1.1% on end-June 2001. The level of costs was impacted among others by IT system-related costs which are determined by the need to maintain three different branch banking systems in the interim period until the full roll-out of ICBS. The cost-consuming initiatives also include the intensive training sessions for the staff of Bank Zachodni WBK, prompted by  implementation of the new branch banking system ICBS, introduction of a harmonised products and procedures set, business development and execution of the corporate strategy. The costs of training and staff development led to the slight growth in staff  costs in spite of the headcount reduction by 218 FTEs across the Capital Group.     



In H1, the effects of the implemented cost control systems became discernable – there has been a clear decrease under a number of operating costs lines. Further cost savings are expected  due to the establishment of the Purchasing and Cost Management Area which is in charge of  centralised negotiations and procurement as well as saving schemes introduced across the Bank.                                

Balance sheet structure 



As at end-June 2002, the Group’s total assets were PLN 27,611.8m. The dominant item of the Capital Group’s balance sheet total are client deposits, which accounted for 65% of liabilities as at  end-June 2002. The bulk of them are personal deposits. The value of client deposits fell down by 1.3% y-o-y under the impact of decrease in the budget sector deposits which reflects deteriorating financial situation of the sector in the course of the last 12 months. More significant changes took place however in the mix of deposited resources. Short term deposits dropped by 11.9% due to the introduction of the personal interest income tax, which led to the switch of personal customers to long-term deposits (allowing to avoid taxation) and mutual funds. As a consequence, there was a three-fold growth in long-term deposits in the Group. In spite of the downwards tendency prevailing in the short-term deposits volumes, the balances of  the Group’s current accounts increased, e.g. owing to winning new customers.
Loans account for the largest portion of assets, representing 42%. In the environment of limited demand for lending, business and personal loans grew up 6.5% on June 2001. One of the major drivers here was the growth in the home loans sales (up 170% on the corresponding period last year), as a result of which  the value of the  mortgage loans  exceeded PLN 1.1bn in the middle of the year. Personal loans, on the other hand, grew at a slower rate. The Group’s loan book is very well diversified. The Group’s largest exposure is to wholesalers and second-hand traders (9.8%), while the exposures to other industries do not exceed 7% of the book each. At end-June, the “sub-standard”, “doubtful” and “lost” loans  accounted for 18.6% of the portfolio with the loan loss reserve coverage ratio at 45.6%. The so-called technical NPLs totalled ca PLN 147m at end-June 2002, which represented 6.2% of the total impaired loans value. 
II. Business development   

Bank Zachodni WBK S.A. 

Corporate strategy “Po pierwsze Klient”  

H1 of the year saw the launch of Bank Zachodni WBK’s  corporate strategy  - “Po pierwsze Klient”
 for 2002–2005, which was signed off by the Bank’s authorities at the end of last year.  The followed strategic agenda consisted in developing the conceptual design of the strategic  programmes, producing project documentation, deploying resources and executing individual project stages in line with the adopted timetables. As at end-June, 11 strategic programmes including 30 separate projects were underway. All strategic initiatives in the Bank were subject to the change control procedure which ensures co-ordination, monitoring and necessary intervention at the stage of project planning, execution, and implementation, thus limiting the risk of the change introduction.

In line with the strategy assumptions, the Bank focused on developing the areas considered as the most promising. This status was assigned to retail and commercial banking, and in particular to two customer groups - high-end customers (Premium service class) and SMEs,  and to four product lines - mortgage loans, credit cards, mutual funds and leasing. At the same time, resources were mobilised to follow through undertakings related to enhancement of credit delivery process, upgrading cost effectiveness, development of the delivery channels and upskilling human resources. 

The last half year brought about the first effects of strategic initiatives, confirming that the strategic choices made were right. Thanks to focusing selling and organisational efforts on selected strategic products, sales in the Bank grew as compared to H2 2001. The most spectacular growth was witnessed in the mutual funds area - 718% and mortgage loans - 69%. Furthermore, the new way of servicing  the Premium class personal customers – introduced as part of the strategy – was welcomed by the clients and drove their higher interest in the Bank’s offering.       
In H1 2002, a number of important actions were taken with a view to aligning the structure and focusing the people on the execution of the strategic agenda. The most significant of  these was the reorganisation of the Business Support Centre and the launch of the Performance Management Programme. 
In the second half of this year and in subsequent years, Bank Zachodni WBK will continue its strategic agenda driving at achieving the leading position in selected target markets. The introduction of customer segmentation and CRM are worth highlighting among the number of strategic undertakings which are to bring the Bank closer to meeting its overall goal. It is envisaged that both the above-mentioned initiatives will be completed by the end of 2003.  The credit delivery support  IT tools will be implemented within a similar timeframe, including the decision engine for processing personal as well as  SME loan requests. At the same time, the Bank will continue to enhance its product set, processes and procedures. For example, in H2 2002, it is planned to extend the product set by two important items: mortgage loans for SMEs and a new bond fund. The Bank will continue to increase its cost-effectiveness, develop the delivery channels and will invest in staff and management training and development. Moreover, by the end of Q2 2003, the ICBS system will have been rolled out across the whole network. 
Retail banking  

In the passed half-year, the project aimed at introducing new service principles for the Premium class customers was completed. The more affluent individuals falling under this  category were taken care of by 193 private bankers located across 153 branches. These employees provide top class customised information, advisory and operational services. The new approach to the Premium class customers upgraded the competitiveness of the Bank’s  services in this segment which is reflected by the dynamic growth in the number of “24 Prestige” accounts in both quarters of the first half of the year.    

In H1 2002, ARKA funds enjoyed the growing personal customers’ interest. They became more attractive due to the introduction of the personal interest income tax, regular interest rates cuts and higher sophistication of the customers as regards their savings and investments. Good results in this area were also driven by sales efforts made by the Bank which included mutual funds to the catalogue of corporate strategic products and its own sales targets.  In H1 2002, retail customers bought ARKA funds units in the Bank’s branches for the total of PLN 310m, i.e. eight  times more than in H2 2001.    

Term deposits were most popular among those offered by the Bank. These were a 6M Impet deposit available in traditional and electronic sales, 1M Lokata24 and  the long-term guaranteed deposit GLI Euroindex and Amerindex. Home loans and advances were most popular among lending products addressed to personal customers. By 30 June 2002,  the written facilities in this category totalled PLN 488.6m, i.e. up 69% on the pervious half-year. This was achieved thanks to the distinctive features of the product which met with appreciation of a big number of Bank Zachodni WBK’s  customers.     

In spite of considerable investment in the e-banking development, Bank Zachodni WBK brick and mortar network remains the main delivery channel for products and services both for retail, commercial and corporate customers. As at the end of June 2002, the Bank’s franchise comprised 432 branches. In H1 2002, eight new branches were launched,  17 ones were closed  and seven other were relocated.

Commercial and corporate banking  

In line with the pursued corporate strategy,  the sector of small and medium-sized enterprises  is at the core of Bank Zachodni WBK’s interest as one of the target market areas. The Bank offers SMEs  a special package of products and services linked to the current account.  In H1 2002, over 13k such packages were sold. The offering of Bank Zachodni WBK is distinctive in terms of its comprehensive approach to the sector needs, which is reflected by on-going expansion of the already rich product range. In H1 2002, the first commercial  mortgage loan was developed. It was launched at the beginning of July under the name BiznesHipoteka. The Bank is actively involved in the sector’s development by facilitating its access to capital by way of funding from its own and external sources, and indirectly by granting guarantees. Within the third agreement with EBRD entered on 25 January 2002, the Bank gained access to another EUR 20m for SME facilities. Guarantees issued to the sector’s representatives by POLFUND (the Loan Guarantee Fund being a joint undertaking of the Bank and the Canadian-Polish Entrepreneurship Foundation) are available in the Bank Zachodni WBK  branch network.                                                       

Bank Zachodni WBK supports SMEs in a comprehensive way, going beyond the traditional  banking services. In H1 2002, the Bank started to follow through the long-term nation-wide educational programmes for this segment. The most important of these initiatives, already underway, is the “ Partner of Local Business Initiative” -  undertaking of the Bank run in liaison with local government units and economic associations. The exercise aims at increasing the SME access to funding sources and organising the training for these companies, primarily for the start-ups. In September, the “1st Nation-wide SME Forum” will also be launched under the name “Your Company  in Europe”. The project is run under the patronage of the Office of the European Integration Committee with a view to preparing the companies from this sector for effective competition on the united European markets. These initiatives upgrade the knowledge and skills of entrepreneurs, build and tighten the relations with existing and potential customers as well as establish the Bank’s image and brand on the local markets. 

In H1 2002, Bank Zachodni WBK started the preparations for establishing a new Business Banking Centre in Kraków, which went life on 1 July 2002.  As a result, corporate customers are provided tailored services in four specialised  units, including this one and three others, i.e. in Poznań, Warsaw and Wrocław. The criterion deciding on the allocation to corporate customers group is the credit exposure in excess of PLN 12m. The total exposure of Bank Zachodni WBK to this segment  did not change considerably as compared to H2 last year. 

Mortgage banking  

The dynamic development of Bank Zachodni WBK  mortgage banking business witnessed in H1  proves right  the adopted strategic assumption on the high growth in this market. Primarily, however, this it the best evidence of the top quality of the Bank’s offering. Such an assessment was confirmed by a monthly “Pieniądz”
, by placing the Bank’s mortgage loan at the top as the most price-wise competitive products of this type in Poland. Home loans and advances granted to personal customers by the end of June 2002 totalled PLN 488.6m (up 69% on the previous half-year), which allowed for meeting the H1 plan in 192%. The total mortgage portfolio totalled PLN 1 080.6m at the end of June and was up 71% on the end of last year. Fx mortgage loans prevail in the portfolio, accounting for 69% of the book. The high quality of the mortgage loan in Bank Zachodni WBK’s offering is driven, among others, by efficient credit delivery, which was enhanced in the course of the year as the result of introducing several organisational and IT modifications. The most important change was the establishment of the Credit Centre as a result of consolidating the Mortgage Banking Centre and the Personal Credit Centre.  This allowed to increase the Bank’s capacity to process loan requests, and thus helped to maintain a high service standard parallel with the growing dynamics of  personal home loans sales. H12002 also saw the launch of BiznesHipoteka commercial mortgage  loan already mentioned above.

Electronic banking 

Bank Zachodni WBK remains one of the leading banks on the e-banking services market.   This is a result of a regular expansion of the customer base and functionality of the offered services. In H1 2002, the number of the Bank’s customers using electronic services  (BZWBK24) increased by 27%, reaching  255.7k. The majority of e-banking customers are retail customers  - 79%. At the end of June  this year, 168.4k customers had access to  internet services. In the course of H1 2002, a new home-banking application - Minibank24 was made available to business customers, supplementing BZWBK24 services.  

The best selling card products are credit cards and electronic cards for businesses – Business Electron. At the end of June 2002, the number of credit cards used by customers grew by 44% and totalled 83,600.  Credit cards of Bank Zachodni WBK  belong to the best  in this category on the Polish market (e.g. high safety  ensured by the scanned photo and  signature placed on  card starting from the fist half of the year). The volumes of Business Electron cards kept growing quickly. Bank Zachodni WBK   was the first one to introduce these cards  in the course of the previous half-year. As at the end of June, there were 29 700 of these cards issued. The number of all valid cards available to Bank Zachodni WBK’s customers increased by ca. 2%  and totalled 1.1m at the end of June. The moderate pace of growth in the total number of cards issued by the Bank results from the process of replacing “old” cards by the new products which better meet the customer needs (e.g. replacement of Visa Classic Debit card by the Visa Classic Credit card),  the introduction of the card renewal fee by the Bank, and gradual elimination of  dormant accounts from the data base. These actions effectively  limit the issuance of inactive cards.   

As at the end of June 2002, the Bank’s card processing infrastructure  comprised 6890 POSs and 567 ATMs. The number of POSs increased by 390 against the end of last year. The ATM network increased by 10 and it was further restructured, primarily through relocations to sites more convenient for customers.

Investment banking  

The operations of the Bank on the capital market have been characterised by an active approach to customer needs and a broad scope of activities. In the course of H1 2002, the management buy-out services were successfully continued, the agreement re. providing financial and capital advisory services was signed with a prestigious Bank’s customer, and also  – in liaison with BZ WBK Brokerage House – issue of a new series of municipal bonds of the city of Wrocław was conducted. While managing the Bank’s investment portfolio in line with the new strategy, the Bank sold shareholdings in four companies which were not compatible with the target structure of the portfolio. The latter produced good revenues on dividends. Their total gross value approved by the AGMs of individual companies and allocated to Bank Zachodni WBK was nearly PLN 6.7m. 

Selected consolidated companies of Bank Zachodni WBK  

Dom Maklerski BZ WBK S.A. (BZ WBK Brokerage House) 

Despite the difficult macro-economic situation which affected the investment climate in H1 of the year, WBK Brokerage House strengthened its market position. In April 2002, as part of the consolidation process, it acquired Profit 4U Brokerage House with 0.2% share on the spot market and 0.8 % on the futures market. Despite the slowdown on the share market, in H1 2002,  the sales of WBK Brokerage House grew by 30% paralleled by market share growth from 4.2% to 5.4%. The turnover on the stock exchange bonds market was considerably lower  compared with H2 2001 which witnessed dynamic growth in demand driven by the anticipated introduction of personal interest income tax. The 61% decline in BZ WBK Brokerage House bond dealings which reflected the market trend resulted in the reduction of the Company’s market share by merely 1 percentage point (from 8.5% to 7.5%). In H1 2002, the total spot market dealings of the Brokerage House were at PLN 1,509.9m; i.e. up 12.3% against H2 2001. Within the first six months of the year, the Company increased its share on the futures market (from 8.5% to 9.5%), owing to e.g. the introduction of the day-trading service. This and other innovative services introduced recently to the retail offering (SMS alerts, charts in real time, short sale) gave the Company the image of the most competitive player on the market of brokerage services. The significance of the modern technologies for the operations of BZ WBK Brokerage House is confirmed by the fact that vast majority of orders to conduct transactions on the secondary market are submitted through electronic channels. Apart from conducting the SEC transactions, the Brokerage House acted as an agent in both H1 offers to sell the Companies’ shares on the primary market. Moreover, it liaises closer with other units of the Capital Group, i.e. BZ WBK AIB Asset Management and BZ WBK AIB Investment Funds, for which it  successfully obtains funding.

BZ WBK Finance & Leasing S.A. and  BZ WBK Leasing S.A.    

With a view to tailoring the offering to the needs of the customers, the leasing companies specialised in financing different categories of leased assets. BZ WBK Leasing leases vehicles whereas BZ WBK Finance & Leasing leases machinery and equipment as well as computers and office equipment. Both companies strive to extend the scope of their offerings and to further develop the leasing products. At the same time, they leverage the market potential by way of developing the sales network in liaison with the leasing advisors and branches of Bank Zachodni WBK. These actions translate into generated business. The value of leasing contracts concluded in H1 2002 was at PLN 209.9m, whereas the value of the portfolio reached PLN 459.2m, i.e. was 48% up on the last year-end balance. The bulk of sales was represented by passenger cars and vehicles (53,8%). Machinery and equipment came next (42%), followed by computers and office equipment (3,8%). Leasing of passenger cars is characterised by the highest sales dynamics.         

BZ WBK Inwestycje Sp. z o.o. (BZ WBK Investments)    

 BZ WBK Investments was established at the end of 2001 to trade in shares and interests in companies spun off from the portfolio of Bank Zachodni WBK following the decision to restructure it according to the new strategy assumptions. The scope of the Company’s operations includes providing advisory and restructuring services. In the course of the first six months, the Company sold the shares of four entities and acquired shares of another two. At the same time, it prepared the sale of shares in Gospodarstwo Rolne  Niepruszewo Sp. z o.o., which was closed by 3 July 2002.  

AIB WBK Fund Management Sp. z o.o.  

In H1 2002, while managing Magna Polonia, AIB WBK Fund Management carried out a number of financially attractive projects: arranged for the sales of one of the companies, conducted merger of two other, entered into the agreement with a foreign investor to sell a block of shares in yet another company.  

WBK Nieruchomości S.A. i  Wspólnicy Spółka Komandytowa  

The scope of the Company’s operations is limited to servicing lease contracts concerning vehicles. The contracts in place envisage the repayment of lease liabilities by March 2011.          

BZ WBK AIB Asset Management S.A. &  BZ WBK Towarzystwo Funduszy Inwestycyjnych S.A. (BZ WBK Investment Funds)  

Since November 2001, a dynamic growth of the investment fund market has been recorded as a result of interest rate cuts and introduction of personal interest income tax. In Bank Zachodni WBK, investment funds became one of the strategic products and for the first time were included in the Bank’s sales plans. Moreover, new organisation of work was introduced in the Branch network, taking account of the specialist tasks related to selling investment and savings products. Owing to the market demand as well as efficient delivery, the sales of ARKA units were at PLN 310m which allowed to meet the annual plan in 155%. As at the end of June, the portfolio of ARKA funds assets totalled PLN 447.7m, giving the Company market share of 3.1% which represents significant growth against the end of last year, when it was at 1.3%.   

The sales of individual portfolios conducted by BZ WBK Asset Management totalled  PLN 23.2m, with significant growth dynamics recorded in 2Q. This is a result of the development of relationship with WBK Brokerage House, which promotes the services of BZ WBK Asset Management among its customers and acts as an agent in concluding the management agreements. The company estimates to have acquired a market share of 8%  in terms of the value of personal asset portfolios as at the end of June 2002. In H1 2002, BZ WBK Asset Management participated in organisation of two issues of investment deposits Euroindex and Amerindex, collecting funds totalling PLN 105m. Including investment funds, as at the end of June 2002, the Company managed assets of PLN 0.7bn.              

III.  Development of organisation and infrastructure    

Shareholders structure  of  Bank Zachodni WBK S.A.
According to the knowledge of the Management Board, the only shareholder with more than 5% of the total votes at the Annual General Meeting as at 30 June 2002 was AIB European Investments Ltd., with the registered office in Dublin.  

	Shareholders 

2002
	Number of shares held 
	Percentage of share capital held 
	Number of votes at the AGM
	Percentage of votes at AGM 

	AIB European Investments Ltd.
	51.413.790
	70,5
	51.413.790
	70,5


Management  

Supervisory Board 

On 11 April 2002, Annual General Meeting of Bank Zachodni WBK shareholders was held which approved the financial statements submitted by the Management Board as well as the reports on the operations of Bank Zachodni WBK and the Capital Group in 2001. Profit distribution and dividend disbursement were approved and a word of approval for 2001 was granted to the Members of the Management Board and Supervisory Board. The AGM appointed the following persons to the Supervisory Board: Gerry Byrne,  Waldemar Frąckowiak, Marian Górski, Marek Grzegorzewicz, John Power, Aleksander Szwarc, Jacek Ślotała. Marian Górski was appointed Chairman of the Supervisory Board.   

Management Board 
The Management Board of Bank Zachodni WBK started its operations in 2002 in the following composition: 

	Jacek Kseń 
	 - President of the Management Board  

	William Richard Horgan       

	- First Vice-President of the Management Board 

	Aleksander Kompf     

	- Vice-President of the Management Board 

	Tadeusz Figiel                        
	 - Member of the Management Board 

	Declan Flynn                          
	 - Member of the Management Board

	Michael Laurence Keegan                     
	 - Member of the Management Board

	Janusz Krawczyk                   
	 - Member of the Management Board

	Justyn Konieczny                      
	 - Member of the Management Board

	Jędrzej Marciniak                      
	 - Member of the Management Board

	Mateusz Morawiecki                 
	 - Member of the Management Board

	Jacek Sieniawski                     
	 - Member of the Management Board

	Dorota Poniatowska–Mańczak    
	 - Member of the Management Board

	Romuald Szeliga                        
	 - Member of the Management Board

	Maciej Węgrzyński                            
	 - Member of the Management Board


On 24 January 2002, Supervisory Board of Bank Zachodni WBK recalled the following persons from the from the Management Board:

	 Aleksander Kompf
	· from the role of Vice-President of the Bank’s Management  Board

	 Tadeusz Figiel
	- from the role of Member of the Bank’s Management Board

	 Jędrzej Marciniak
	- from the role of Member of the Bank’s Management Board

	 Dorota Poniatowska-Mańczak
	- from the role of Member of the Bank’s Management Board

	 Jacek Sieniawski 
	- from the role of Member of the Bank’s Management Board

	 Romuald Szeliga
	- from the role of Member of the Bank’s Management Board


At the same time, the following persons were appointed Members of the Management Board:


	Michał Gajewski 
	· as Management Board Member in charge of the Sales Division 

	Jacek Marcinowski
	· as Management Board Member in charge of Strategic Development Division


As at 30 June 2002, the Management Board of Bank Zachodni WBK was composed of:  

	Jacek Kseń 
	- President of the Management Board

	William Richard Horgan       

	- First Vice-President of the Management Board 

	Declan Flynn                            
	- Member of the Management Board

	Michael Laurence Keegan                       
	- Member of the Management Board

	Justyn Konieczny                      
	- Member of the Management Board

	Janusz Krawczyk                      
	- Member of the Management Board

	Michał Gajewski                         
	- Member of the Management Board

	Jacek Marcinowski  


	- Member of the Management Board

	Mateusz Morawiecki                
	- Member of the Management Board

	Maciej Węgrzyński                       
	- Member of the Management Board



The table below presents the number and face value of Bank Zachodni WBK’s  shares  held by the Management Board and the Supervisory Board of Bank Zachodni WBK.     

	
	As at 

 25-07-2002
	Face value in PLN 

	Management Board of Bank Zachodni WBK S.A.

	Jacek Kseń 
	232


	2320



	William Richard Horgan
	-
	-

	Declan James Flynn 
	-
	-

	Michał Gajewski 
	-
	-

	Michael Laurence Keegan 
	-
	-

	Justyn Jan Konieczny 
	-
	-

	Janusz Krawczyk 
	-
	-

	Jacek Marcinowski 
	-
	-

	Mateusz Morawiecki 
	-
	-

	Maciej Węgrzyński
	-
	-

	Supervisory Board of Bank Zachodni WBK S.A.

	Marian Górski
	52
	520

	Gerry Byrne
	-
	-

	Waldemar Frąckowiak
	278
	2780

	Marek Grzegorzewicz
	-
	-

	John Power 
	-
	-

	Jacek Ślotała 
	-
	-

	Aleksander Szwarc
	-
	-


Human Resources and training 

The implementation of the Performance Management Programme, intensive training, new remuneration system and employment restructuring represent the key HR projects conducted in Bank Zachodni in H1 2002. These initiatives prove that the entire Capital Group strives to ensure top quality human resources, adequate conditions for professional development of its staff as well as the required level of job satisfaction.      

The Bank’s appreciation of the importance of the development of staff potential and skills is reflected by the level of annual training budget, representing 3% of the staff costs. The first half of the year saw  over 40 training initiatives for 6.5k participants. The vast majority of the training was related to the strategy and ICBS roll-out. The training process involved, to a greater extent than before, internal trainers who conducted the bulk of sessions and workshops. The number and the significance of the training initiatives resulted in the need to introduce centralised system of training approval, planning and co-ordination. 
At the beginning of 2002, Performance Management Programme was implemented. The objective of the programme is to focus the efforts of the staff on achieving the Bank’s strategic objectives. The Programme launched the process of communicating to the employees their contribution to achieving business and strategic objectives of their respective  organisational units. It also introduced the principles of monitoring their progress in  pursuing their individual objectives as well as the responsibility of the superiors to ensure relevant support in the process. This will boost the strategic awareness of the staff and provide a stronger incentive for them to further improve the quality of performance and keep on developing and upgrading their skills.  

In the last half of the year, Bank Zachodni WBK continued employment restructuring in view of the roll-out of new IT system and reorganisation of the Business Support Centre. Reduction in the demand for human resources in the Bank’s franchise is driven by the automation of processes in the branches, centralisation of back office functions and other organisational changes. Within the six months, Bank Zachodni WBK reduced the manpower by 208 FTEs, reducing the overall employment level in the Bank (in FTEs) down to 9,555 as at the end of June. As a result of FTE cuts by 218 in the entire Capital Group, the manpower as at the end of H1 2002 was at 10,000 FTEs.        

Capital expenditure

In H1 2002, capital expenditure of Bank Zachodni WBK totalled PLN 126.5m. PLN 91.2m was spent on IT and PLN 35.3m on investments in real estate and other fixed assets. The largest IT investments were related to the roll-out of a new Branch IT system  - ICBS. Other capital-intensive projects included: mass scanning of customer signature specimens, work on the Bank’s new extensive branch network and the development of electronic services. The bulk of capital outlays for fixed assets is represented by modernisation of outlets prior to ICBS roll-out, adaptation of new premises for the needs of Business Support Centre of Bank Zachodni WBK in Warsaw and launching new outlets.   
B1 Programme 

H1 2002 was a very important period for the implementation of B1 Programme,  which is in charge of ICBS (a centralised IT system) roll-out in Bank Zachodni WBK. In the course of the first six months of the year, pilots were conducted, followed by ramp-up phase. Further, the procedures and processes were reviewed and as of 14 June 2002, mass roll-out began. By the end of June 2002, ICBS was rolled out in 105 Branches, which translates into  2370 users of the new system and over 900,000 converted accounts. The new system requires comprehensive training for the Bank’s staff. The employees of the Branches and the Business Support Centre have been gradually trained (in line with ICBS roll-out schedule) in the system operations and also in the new processes and procedures. For the training purposes, 3 training centres were established with training facilities for the new system. The cutting-edge software (the so-called Computer Based Training and training corners “the system in real life”) facilitates for individual training sessions were also put at the disposal of the staff. ICBS will have been rolled out in all the outlets of the Bank by the end of Q2 2003.

Cooperation with international financial institutions 

Bank Zachodni WBK S.A. maintains relations with foreign banks within the framework of interbank cooperation which aims at providing customers with access to competitive foreign trade settlement and financing services.  

IV. Key risk areas  

Capital management  

Bank Zachodni WBK’s policy is to maintain a strong capital base and to utilise it effectively for the benefit of its shareholders. At the end of June 2002, the Bank’s capital resources amounted to PLN 2,416.5m. Assuming further stable development of its activities, Bank Zachodni WBK. plans to maintain the existing proportion of earnings allocated for capital increases (i.e. ca. 80% of profit after tax). As at the end of  June 2002 the bank’s capital adequacy ratio was 13.12 %.
Asset and liability management

The main objective of asset and liability management is the profitable development of the Bank’s risk-taking activities within prudential parameters. Risk management in the Bank is conducted within the boundaries set in cooperation with AIB Group and covers three major risk areas: market risk, credit risk and liquidity risk. 
The Bank’s Management Board, which is ultimately responsible for risk management, has delegated authority to two high level committees: the Asset and Liability Committee (ALCO) and the Credit Committee. The two committees manage their relevant risk areas, monitor the Bank's risk profile on an on-going basis and map out current policies within the framework set by the Management Board.
Credit  risk managemnt  

The lending activity of Bank Zachodni WBK  was  focused on growing its portfolio in a way which would ensure high quality, good profitability and customer satisfaction.

Key sources of credit risk

The Bank’s credit risk stems primarily from its lending activities on retail, corporate and interbank markets. It is managed within the lending policy framework set by the Management Board through a system of delegated discretionary limits which reflect the knowledge and experience of individual managers. The Bank operates an internal credit grading system which provides easy warning of emerging threats to the loan portfolio quality.
Credit Forum     
As part of the Risk Management Process, Bank Zachodni WBK has a Credit Forum where agreements are made and communication takes place, in line with best practices of the Bank and the AIB Group re. management of high risk assets. The Forum is in charge of communicating to the Bank’s branches and the divisions in the Business Support Centre (which are directly responsible for business development and support) best industry practices, industry analyses, credit policies, grading and risk assessment systems. The Forum is composed of representatives of the management from individual divisions. 

Credit policies 

Credit policies are guidelines concerning: identification of risk types, risk assessment and the methods of risk mitigation to the level acceptable by the Bank (e.g. fx risk in the case of fx loans). Credit policies of Bank Zachodni WBK meet the standards of AIB Group.

Grading

Apart from conducting grading based on general regulations, the Bank develops and applies internal grading systems, tailored to the profile of individual segments of Borrowers (corporate customers, commercial customers), based on the experience and best practices of AIB Group.

Provisioning

Bank Zachodni WBK raises provisions in line with the applicable legal regulations (Ordinance of the Minister of Finance dd 10 December 2001 on Provisioning Against Risks Related to the Banks’ Activities from Journal of Laws dd 22 December 2001), preferring a prudential approach to recognising security when calculating the provisions.

Decision taking process
The decision taking process, as part of risk management, is based on the system of lending discretions assigned so as to reflect the knowledge and the experience of individual employees. Exposures in excess of PLN 15m are approved by Credit Committees composed of top management & executives.

Credit reviews 

Focusing on the quality of credit portfolio, the Bank conducts regular quality assurance reviews aimed at ensuring the compliance with best practices of credit delivery, adequate grading, adequate provisioning and allowing to assess objectively the professionalism of credit management. The reviews are conducted by Quality Assurance unit which operates independently of the units accepting risk within their lending discretions..

Market risks 

Bank Zachodni WBK ’s ALCO  is responsible for strategic balance sheet management within risk policies approved by the board. Its primary focus is on capital management, funding/liquidity, market risk capacity and market risk governance. Market and liquidity risk management is carried out in the Bank within the scope determined by AIB Group and approved by the board of Bank Zachodni WBK. The ALCO comprises senior divisional management. ALCO policies determine the basis for managing liquidity, interest and foreign exchange risks arising from the structure of the Bank’s balance sheet.
Market risk management 

Market risks arising in the Bank’s retail and commercial activities are transferred to the Bank’s treasury unit. This unit takes positions in marketable securities and derivatives to mitigate these risks. ALCO  has the responsibility for identifying and measuring these risks and transferring them to the treasury unit.
The principal aim of the Bank’s market risk policies are to limit the adverse impact of interest and exchange rate price movements on profitability and shareholder value, and to enhance earnings within clearly defined risk parameters. The Bank’s policies and practises in relation to market risk management reflect the following guiding principles:
a) Key market risk activities are subject to a Board approval policy framework
b) Market risk is substantially centralised in the treasury unit, managed by skilled personnel and monitored using appropriate systems and controls.
c) Market risk is measured and monitored by risk management personnel operating independently of risk taking units.
Bank Zachodni WBK  continues to operate within the parameters of conservative risk limits.
Liquidity risk management 

The objective of liquidity policy is to ensure that at all times the Bank holds sufficient funds to meet its contracted and contingent commitments to customers and counterparties at an economic price. The Bank’s liquidity policy is designed to provide adequate funding to cover both normal and abnormal working conditions. It also incorporates a liquidity contingency plan for critical situations.

Operational risk management 

Prior to the merger each Bank had managed operational risk on its own based on uniform standards introduced by AIB Group. Adhering to respective AIB principles, Bank Zachodni WBK. put in place a clear-cut system of identifying, monitoring and reporting operational risk. The main tool used for preventing potential threats and alleviating the effects of their occurrence is a self-assessment procedure which aims to identify and evaluate the risks involved in all the banking processes as performed across the organisation. Due to this procedure, the Management is well-positioned to focus attention on the most important risks.
Signatures of Bank Zachodni WBK Management Board Members:  

	Date 
	Name and surname


	Function 
	Signature 

	28-08-2002
	Jacek Kseń


	President of the Board 
	

	28-08-2002
	William  Richard Horgan


	First Vice-President of the

Board  
	on vacation  

	28-08-2002
	Declan Flynn


	Member of the Board 
	on vacation  

	28-08-2002
	Michał Gajewski


	Member of the Board
	

	28-08-2002
	Michael Laurence Keegan


	Member of the Board
	

	28-08-2002
	Justyn Konieczny


	Member of the Board
	

	28-08-2002
	Janusz Krawczyk


	Member of the Board
	

	28-08-2002
	Jacek Marcinowski


	Member of the Board
	on vacation  

	28-08-2002
	Mateusz Morawiecki


	Member of the Board
	

	28-08-2002
	Maciej Węgrzyński   

                  
	Member of the Board
	


�  Financial figures as at  30-06-2001, i.e. included in this column and in the financial statements of Bank Zachodni WBK Capital Group  SAB-PSr 2002, take into  account Bank Zachodni WBK and Dom Maklerski  BZ WBK  S.A. without the remaining  5 companies which are subject to full consolidation in 2002  (BZ WBK Finanse & Leasing S.A., BZ WBK Leasing S.A., AIB WBK Fund Management S.A.,  BZ  WBK Inwestycje  Sp. z o.o., WBK Nieruchomości  S.A. i  Wspólnicy  Spółka Komandytowa).            


� Column 3 includes comparable financial figures  as at  30-06-2001 which take account of all the companies that have been fully consolidated  since the beginning of  2002.               


�  Adjusted for income on SWAP transactions (PLN 205.7m). 


�  Adjusted  for income on SWAP transactions (PLN 124.3m) and mark-to market valuation of securities held for  


trading (PLN 45.6m). 


  





� Interest rates applied by the Group to standard business loans and term deposits are bound to market rates (WIBOR, WIMEAN) and set accordingly. Interest applicable to current deposits and personal loans  are determined by the  Asset and Liability Management Committee (ALCO).  


� It refers to the result on interest displayed in P&L account as at 30-06-2002 set against the comparable item recorded a year  before.                 


� Po  Pierwsze Klient = Customer Comes First


� Pieniądz = Money 
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