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I. Macroeconomic environment  

After the breakthrough year of 2003 in terms of economic expansion, in 2004 the Polish economy is expanding at increasingly fast rate. Statistical data for the first quarter of 2004 showed the acceleration of the GDP growth to 6.9% yoy, which was much higher than 4.7% observed in 4Q 2003 and was the highest rate since early 1997. This was achieved under steadily growing private consumption (4%) and increasing growth in investments (3.5% against 0.1% in 4Q 2003). However, large part of the growth acceleration came also from rapid stock building ahead of the EU accession (increase in inventories added ca. 2.5 percentage points to the GDP growth). Therefore, GDP breakdown showed that domestic demand acceleration (to 5.7%) was driven to a large extent by stock building. Possibly, enterprises found out that the level of inventories attained at the end of 2003 was too low given expected pickup in consumption and investment. This stock building could have also risen amid higher imports, which would explain lower than expected net exports.  

Although the official GDP growth data for 2Q 2004 have not been published yet, the second quarter also looks very optimistic. The accession to the EU introduced large volatility into macroeconomic data, as the indicators of economic activity (industrial output, retail sales) saw sharp upturn in April, just before the accession, because of consumers’ and producers’ fears of price increases and changes in regulations after EU entry, but this was followed by a deterioration in May. All in all, on average in the second quarter of this year industrial output rose 16.6% yoy after 18.7% yoy rise in the first quarter, while construction output fell 0.5% yoy in the second quarter versus 5.7% yoy  drop in the first quarter. In the second quarter average nominal growth in retail sales amounted to 14.4% as compared to 13.5% in 1Q 2004. Although, consumer inflation rose substantially in this period, retail sales data are another confirmation of strong GDP growth in the second quarter. Although GDP growth probably decelerated in 2Q 2004 as compared to 6.9% in 1Q 2004, it is still likely to show a very robust growth of around 6%.

The overall business climate remains very favourable, and it is apparent that the Polish economy has entered the stage of advanced recovery even after taking into account the effect of the EU accession. Economic growth is continuously being fuelled by flourishing exports and robust private consumption growth, while there are more signals confirming also recovering investment demand. The GDP growth rate in the entire 2004 could be around 6%.

GDP and its components, % yoy

	
	1Q 2003
	2Q 2003
	3Q 2003
	4Q 2003
	1Q 2004

	GDP
	2.3
	3.9
	4.0
	4.7
	6.9

	Domestic demand 
	2.4
	2.1
	2.4
	2.7
	5.7

	Total consumption 
	1.1
	2.8
	2.9
	3.3
	3.3

	   Private consumption 
	1.4
	3.8
	3.5
	3.9
	4.0

	Gross accumulation
	12.7
	-1.6
	-0.3
	0.9
	21.9

	   Fixed investments 
	-3.6
	-1.7
	0.4
	0.1
	3.5


 Source: CSO 

Accelerating economic activity is being accompanied by faster than expected growth in prices. CPI inflation rate picked up from 1.7% at the end of 2003 to 4.4% yoy in mid-year. It is very likely that in the summer months it will grow further to close to 5%. Although CPI inflation may fall to around 4% by year-end, it is still likely to be above the toleration band of the NBP inflation target of 2.5% +/- 1 pp. during the first months of 2005. At the same time sharp rebound in producer prices has been recorded – PPI growth jumped to above 9% yoy in May from 3.7% in December 2003.

Upward pressure in prices is originated in three major areas: markets of food and commodities (experiencing strong adverse supply shocks), as well as the EU accession. According to the central Bank’s estimates the importance of the latter factor strongly increased in the last couple of months – it was responsible for almost a half of monthly price growth in the first month after the EU entry. One could expect that negative trends on the food market would cease in the late summer due to good crops in agriculture and the implementation of the Common Agriculture Policy rules in Poland, however, unexpectedly high demand for Polish food from abroad, which appeared after the accession, may be still a factor creating upward pressure on prices. 

Sharp upturn in the rate of inflation triggered the Monetary Policy Council to raise interest rates by 50 bps at the end of June (effective since 1 July). The decision was more aggressive than expected, and was aimed mostly at preventing a rise in inflation expectations that could make more difficult to keep inflation low even after the supply-side shocks recede. What is more, the decision was followed by another rate hike in July and it seems very likely that we will see more interest rate hikes to come, as it seems that the CPI growth would remain above the inflation target for some time. However, the scale of the hikes should not be excessive, as the MPC realises that the sources of inflation growth come mostly from the areas irresponsive to monetary policy parameters. We expect the NBP’s main interest rate will continue to go up.

Together with economic expansion and inflation increase, some acceleration of money supply is observed. The annual growth of broad money M3 amounted to 7.2% in June as compared to 5.6% at the end of 2003. However, most of the components of the broad money followed the trends observed in the past. Households’ deposits continued their downward trend, falling 1.8% yoy (as compared to a fall of 2% yoy in December 2003), while deposits held by non-financial companies continuously recorded very rapid growth: almost 33% yoy against 24.1% at the end of last year. Meanwhile, on the credit market there was a complete stagnation as regards corporate loans (-2.7% yoy in June 2004 against a growth of 2.1% in December 2003). In turn, loans for households accelerated to 16.2% yoy from 13.6% at the end of 2003, which was mostly stimulated by a continuing boom on the mortgage market. Growth in cash in circulation was slowing down to 6.6% yoy in June 2004 from 17.1% six months earlier. The monetary data showed no signs of potential inflationary pressure. Stagnation in the loans for entrepreneurs and huge increase in their deposits suggests that the companies still do not spend too much money on investment outlays. On the other hand, there is also no threat of strong consumption boom, as the increase in loans for households is almost exclusively driven by mortgages.

Reduction of fears connected with political situation (after the successful vote of confidence for Marek Belka’s government) and stronger than expected rise in interest rates resulted in stabilisation of investors’ moods and triggered quite significant zloty appreciation. While during the summer holiday  the zloty is likely to remain strong at close to 4.4 against the euro, amid limited market activity and lack of important political and economic news, another wave of market volatility and zloty depreciation should be expected in September-October when the 2005 budget draft and the second vote of confidence for the cabinet is scheduled. As for the next year, we are still quite optimistic as regards the foreign exchange market and we expect strengthening of the zloty in 2005. Of course the development of FX market next year will depend on the timing and the results of parliamentary elections. While some political risks are likely to be priced-in by the market ahead of the elections, we expect it will be possible to form a coalition government able to prepare the reform of public finance sector.

Main macroeconomic indicators

	
	
	2000
	2001
	2002
	2003
	2004F

	GDP 
	% yoy
	4.0
	1.0
	1.4
	3.8
	5.9

	GDP
	PLN bn
	723.9
	760.6
	781.1
	814.7
	893.4

	Industrial production
	% yoy
	6.7
	0.6
	1.1
	8.7
	14.6

	Retail sales in real terms
	% yoy
	1.0
	0.2
	1.9
	7.9
	9.5

	Unemployment rate*
	%
	15.1
	19.4
	20.0
	20.0
	19.2

	Real gross wages growth
	% yoy
	1.3
	1.6
	1.5
	2.0
	1.1

	Current account
	EUR bn
	-10.8
	-6.0
	-5.4
	-3.6
	-3.0

	Current account
	% GDP
	-6.0
	-2.9
	-2.7
	-1.9
	-1.6

	Budget deficit*
	PLN bn
	-15.4
	-32.6
	-39.4
	-37.0
	-40.2

	Budget deficit*
	% GDP
	-2.1
	-4.3
	-5.0
	-4.5
	-4.5

	Inflation
	% yoy
	10.1
	5.5
	1.9
	0.8
	3.5

	Inflation*
	% yoy
	8.5
	3.6
	0.8
	1.7
	4.3

	Production prices
	% yoy
	7.8
	1.6
	1.0
	2.6
	7.3

	USD/PLN
	PLN
	4.35
	4.09
	4.08
	3.89
	3.79

	EUR/PLN
	PLN
	4.01
	3.67
	3.85
	4.40
	4.61

	Intervention rate NBP*
	%
	19.00
	11.50
	6.75
	5.25
	6.75

	WIBOR 3M
	%
	18.48
	16.10
	9.09
	5.69
	6.21


Source: CSO, NBP, own estimates  

* year-end,  F - forecast

Forecasts as at 10-08-2004

II. Financial performance   


The table below presents major developments in key categories of the profit and loss account of Bank Zachodni WBK Group in the first half of 2004 compared with the corresponding period of 2003. 

PLN m  

	Key  profit and loss items  
	1H 2004
	1H 2003
	Change  

	Total income 1
	988.8
	868.5
	+13.9%

	Total costs 2
	591.6
	641.4
	  -7.8%

	Profit before tax    
	302.9
	159.9
	+89.4%

	Tax  
	46.1
	45.5
	  +1.3%

	Profit after tax 
	251.6
	109.5
	    +129.8%


1  includes other operating income    

2  includes other operating costs   

Bank Zachodni WBK Group reported after-tax-profit of PLN 251.6 m for the first half of 2004 which was 129.8% up on the first half of 2003 and 95.2% up on the total 2003 figure. This strong performance was possible thanks to:   

· good business volumes growth (loans by 5.9%, savings by 4.1%)   

· sound increase in fee and commission income (by 12.9%) 

· higher yield on equity investments (by PLN 71.5 m)  

· efficient cost management (staff and operating costs down by 7%)    

· lower effective tax rate (15.2% versus 28.5% in 2003).  

Income  

In the first half of 2004, the Group produced total income of PLN 988.8 m which represented a 13.9% increase on the same period last year.     

Net interest income was PLN 427.9 m and up 5.7% due to the well-developing business volumes.  

Non-interest income grew by 21% to PLN 560.9 m. 

Net commission income, which accounts for the largest portion of non-interest income, was PLN 282 m and increased by 12.6% on the first half of 2003. The main contributors here were higher revenues from account maintenance fees, international settlements, distribution of ARKA funds and credit card fees. The growth observed in individual business lines is attributable to expanding sales of goods and services and increasing banking activity of customers. Fees from assets/fund management of BZ WBK AIB Asset Management S.A., BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. and WBK AIB Fund Management Sp. z o.o., which are disclosed in profit on sales, amounted to PLN 26.1 m and were 16.5% higher compared with the corresponding period last year. Total fee and commission income of the Group, including net commission income and profit on sales amounted to PLN 308.1 m and was up 12.9% y-o-y.   

Combined profit from financial operations and FX profit totalled PLN 113.2 m and were 9.9% down on the 2003 half-year figure due to lower trading in debt securities and derivatives. FX forward and swap income, which in the previous accounting periods was reported as income on financial operations, has been classified as FX profit. For comparison purposes, the 2003 half-year figure for FX profit was restated by PLN 37.1 m, previously included in profit from financial operations.  

Income from equity investments rose by PLN 71.5 m to PLN 115.5 m. It was boosted by dividends received from Commercial Union Group (PLN 52.8 m) and the profit from disposal of CardPoint S.A. (PLN 54.9 m). The comparative figure for the first half of 2003 includes similar items: dividend from the same capital group (PLN 23.1 m) and profit earned on disposal of another subsidiary, i.e.  Polsoft S.A. (PLN 17.4 m).

Other operating income amounted to PLN 24.1 m and was higher by 14.8% than in the same period of 2003.             

Costs  

Total costs of Bank Zachodni WBK Group in the first half of 2004 amounted to PLN 591.6 m and were 7.8%  lower than in the corresponding period last year.         

Staff and operating costs were PLN 473.5 m and down 7% under the impact of both constituent cost categories. The decline was driven mainly by an 8.7% reduction of staff costs to PLN 247.5 m stemming from substantial staff restructuring in the parent company in 2003. In the first half of 2004, the manpower figure was decreasing quite slowly due to staff movements related to allocation of resources and competences across the branch network in accordance with ongoing business requirements and assumptions underlying the Segmentation and CRM Programme. For the 12 months ended 30 June 2004 the staff figure went down by nearly 1.1 thousand FTEs groupwide.   

Operating costs fell by 5.1% to PLN 226 m. The savings are attributable to consistent actions aimed to reduce the Group’s cost base. The cost cutting projects run in the first half of 2004 focused mainly on further optimisation of costs connected with security, IT usage, telecommunication, postage and data transmission. Revised organisational and technological solutions, renegotiated  contracts with services providers and new beneficial contractual relationships brought about a significant reduction in  these cost items.    

{0><}0{>{0><}0{>Other operating costs of the Group amounted to PLN 14 m, a 33% fall versus the first half of 2003.<0} 

Depreciation decreased by 6.6% to PLN 104.1 m due to, among others, completed depreciation of the restructured branches.

Provisioning charge    

Provisioning charge to the profit and loss account was PLN 96 m and was up on the 2003 half-year figure by PLN 27.3 m following the loan book review undertaken in the first half of 2004. 


The table below presents major developments in key categories of the balance sheet of Bank Zachodni WBK Group as at the end of June 2004 versus the corresponding period of 2003.   

PLN m 
	Key balance sheet items  
	30.06.2004
	30.06.2003
	Change 

	 Total assets  
	26,066.7
	25,142.3
	+3.7%

	 Amounts due from clients 1 
	13,935.7
	13,156.4
	+5.9%

	 Customer-based financial resources2  
	18,769.4
	18,023.8
	+4.1%


1 non-financial and public sector  

2 deposits from non-financial and public sector and bonds  

As at 30 June 2004 the balance sheet total of Bank Zachodni WBK S.A. was PLN 26,066.7 m and 3.7% higher than a year before.  

Deposit base   

The main source of funding the Group’s lending business were deposits from non-financial and public sectors. Deposits from both sectors totalled PLN 17,865 m and were 2.4% up on the end-June 2003. Current account balances increased by 7.9% to PLN 6,301.9 m driven by growing liquidity of businesses. Term deposits remained stable at PLN 11,563.1 m with short-term deposit base showing a 1.9% increase due to higher balances at 1- and 3-month IMPET deposits.  

Bank Zachodni WBK Group also raised funds by the issue of  bonds and the sale of participations in investment funds. As of the end of June 2004 the Group liabilities arising from the issue of bonds of the parent company and its two leasing subsidiaries (BZ WBK Finance & Leasing S.A. and BZ WBK Leasing S.A.) totalled PLN 904.4 m and were higher by 54.5% compared with end-June 2003. 

Customer-based financial resources, including deposits from non-financial and public sectors and the Group’s bonds, amounted to PLN 18,769.4 m as at the end of June 2004 and were up 4.1% on end-June 2003. Taking into account assets of the investment funds (PLN 2,187.7 m), the Group’s total funds increased by 8.7%. They would show 10.5 % growth if the assets of the new ARKA BZ WBK Property Fund were included.  

Loan portfolio  

At the end of June 2004, total lending to non-financial and public sectors reached PLN 13,935.7 m and was higher by 5.9% yoy. Still, loans classified as “normal” and “watch” reported a 10% increase in this portfolio.  

The key growth drivers were home mortgages and lease receivables. Gross mortgage loans totalled PLN 1,954.7 m as at the end of June 2004 and were 26% higher than twelve months before. At the same time the gross leasing portfolio encompassing both leasing subsidiaries and WBK Nieruchomości S.A. i Wspólnicy grew by 36.3% to reach PLN 1,341.6 m. 

The key item of the Group’s loan portfolio were business loans, accounting for over 80% of its gross value. The remainder were personal loans with the biggest share of home mortgages, cash loans and overdrafts. 

The loan portfolio was very well diversified. There was no single dominant sector and the biggest share of  8,8% was for production of groceries and beverages.      

At the end of June 2004 the ”sub-standard”, “doubtful” and “lost” receivables (excluding interest) from non-financial and public sector accounted for 10.7% of the gross portfolio with the loan loss coverage ratio at 44.8%. In the middle of 2003, the corresponding loan quality ratios were 14.5% and 41.7% respectively. In the first half of 2004 the Bank issued 1,775 banking writs of execution for the total amount of PLN 190.6 m.

Interest rates   

In 2004, similarly to the previous periods, interest rates applied by the Group to business loans and term deposits were linked to interbank market rates (e.g. WIBOR and WIMEAN). Based on the decisions of the Monetary Policy Council, the Asset and Liabilities Management Committee (ALCO) determined interest rates for demand and term deposits as well as personal loans.


The Bank pursues a policy of maintaining a high quality loan portfolio thanks to credit sanctioning and monitoring rules aimed at minimising credit risk. This is achieved by:   

· detailed lending procedures,

· standardised credit grading,

· centralised credit decision-making process for selected groups of customers,

· credit decisions made by two persons or more (Credit Committee) in the case of large exposures,

· exposure limits for different business lines (e.g. per industry, currency, entity),

· loan portfolio diversification,

· loans secured with marketable assets or guarantees from external institutions (e.g. Bank Gospodarstwa Krajowego, Guarantee Funds),  

· consistent and effective debt restructure and recovery policy,

· adequate provisioning, 

· monitoring of borrowers’ financial and economic standing in accordance with rules and timeframes set forth by the Minister of Finance, and early identification of risk and actions aimed to eliminate the risk.

Bank Zachodni WBK S.A. lending policy is compliant with AIB Group policy. The Bank leverages the Irish market experience to implement AIB solutions aimed to better manage the lending portfolio.


On 29 April 2004, Fitch Ratings Ltd., an international rating agency, confirmed the following ratings for Bank Zachodni WBK S.A.:

· long-term: A

· short-term: F1

· individual: C/D

· support: 1    

· long-term rating outlook: positive.    

III. Business development     

Bank Zachodni WBK S.A. 


“To be regarded by our customers, wherever we operate, as outstanding for the quality of our customer proposition and to turn this into superior profit growth.”

Mission  

In accordance with the mission underpinning the “Po pierwsze: Klient” strategy, the core objective of the Bank is to develop a strong brand of an outstanding financial institution striving to enhance relations with its customers and to actively safeguard their interests.  In order to create and strengthen this image, the Bank needs to focus on its brand quality, mainly on its three main pillars: Dependable, Engaging and Pioneering. 

Based on these priorities, in the first half of 2004 the Bank continued to develop foundations of the brand and foster its image of a dependable organisation. At the same time, it focused on partnership in its relations with customers. An engaging Bank is friendly, acts quickly, offers attractive financial conditions and cares about customer satisfaction. These values are incorporated in the new corporate slogan ”It’s worth to be together” (“Warto być razem”) and are demonstrated through day-to-day contacts with customers, undertakings aimed to actively satisfy customers’ needs (Segmentation and CRM, Business Centres, Mobile Sales teams), and through seeking to offer innovative products and to guarantee short delivery time.  

Service quality management   

As part of the Bank Zachodni WBK service quality enhancement strategy “Let us be distinctive through our superior customer service”, customer satisfaction survey was carried out in the first half of 2004. The results of the survey indicate that customers are increasingly satisfied with the quality of services and that the quality level is more consistent across the branch network. Based on the survey all branches received their individual customer satisfaction index (CSI) along with a report on identified gaps and customers’ expectations. As a follow-up, branches developed and began to deploy service quality improvement plans. 
In the first half of 2004, branches implemented uniform customer contact standards to create a positive image of the Bank during the initial conversation with a customer. Another similar undertaking is the initiative which consists in optimising processes for selected products, meeting the deadlines and ongoing monitoring of service efficiency. As part of this project, in the first half of the year internal tests were run to check service delivery timeframes for home mortgages, credit cards, cash loans, leasing, cross-border and e-payments. 

With a view to successful implementation of changes regarding service quality, Service Quality Managers were appointed in the branch banking structures to provide support to the management and branch employees in deploying service quality standards and remediation plans. They also seek to ensure sharing of best practice among the Bank’s units.   
Segmentation and CRM Programme 

Bank Zachodni WBK S.A. is actively developing relations with its customers by encouraging  them to use electronic channels, initiating contacts and reaching selected customers with an optimum proposal through application of appropriate sales methods and service standards. This aim is attained thanks to the Segmentation and CRM Programme which has been delivered across the branch network since June 2003. By the end of June 2004 the process covered all the branches. It involved migration of core Bank operations, organisational changes enabling relationship managers to focus on customer service, equipping branches with IT tools for development and management of customer portfolios, and training on service quality standards. On top of that, advisors met their customers to get better insight into their needs and develop a more tailored offering. 

Strategic proposal    

Strategic products are the fundamental tool used to attract new customers and build long-term relations with them. The Bank makes all efforts to ensure that the customer proposition is distinctive and competitive in the marketplace. The current strategic proposal of Bank Zachodni WBK S.A. for personal customers encompasses: home mortgages, cash loans, credit cards, deposits, ARKA investment funds, 24Prestige account and electronic banking. Strategic products addressed to business customers include: leasing, business loans (including Biznes Hipoteka), factoring, package for professionals, foreign payments, treasury services and electronic banking.  


Key areas of activity 

In the first half of 2004, the Bank’s retail banking activity focused on increasing profitability of products and operating a prudent risk management policy. Also, in line with the adopted strategic approach, the structure and service of selected products continued to be enhanced. The actions taken yielded satisfactory financial results despite increased competition in the retail banking market. 

Development of credit offering 

With a focus on customers’ expectations and the market’s requirements, the Bank continued to modify its credit offering for personal customers. The key modifications result from the changes in the pricing policy with regard to the flagship retail products: home mortgage and cash loan. 

In January 2004, the Bank tied the nominal interest rate on home mortgages to 6M WIBOR and 6M LIBOR. Also, a margin matrix was introduced which calculates margins depending on the LTV ratio (loan amount to security value) and the loan amount. The promotional interest rate on PLN mortgages applied in the first year of lending has been maintained, the rates ranging from 4.99% to 5.99%  dependent on the downpayment measured using LTV. Thanks to the new pricing structure, the credit risk and workload connected with the lending are better reflected in the interest rate level. It also satisfies the expectations of customers, who now can be sure that the price on their loans will change in response to market rates fluctuations. 

The attractiveness of home mortgages and other mortgage-backed lending was positively affected by introduction of a number of convenient features, such as increase in availability of mortgages, adding new funding purposes, expansion of the maximum credit term for selected groups of customers, etc. Besides, the Bank started selling life policies for the main mortgage borrowers. This mortgage protection plan is offered in collaboration with Commercial Union Polska Towarzystwo Ubezpieczeń na Życie S.A. and protects the borrower’s family against the need to pay off the debt. Thanks to its distinctive features, the home mortgage offered by Bank Zachodni WBK received the highest rating in a research conducted by CBM “Indicator” (Rzeczpospolita daily, 5 February 2004). This achievement was leveraged in the promotional campaign which boosted interest in the Bank’s offer and strengthened its brand recognition. During the first half of 2004 the gross home mortgage portfolio grew by 7.3% and at the end of June 2004 totalled PLN 1,954.7 m. 
In April 2004, a new pricing policy for cash loans was introduced. The interest rate and the arrangement fee for such loans were tied to the Bank’s exposure. For loans below PLN 20 k a uniform interest rate was applied, irrespective of the credit term. For higher loans, the interest rates remain to be linked to the lending period. The threshold of PLN 20 k was also adopted for calculating the fees. Thanks to the changes in pricing and greater availability of cash loans, in the first half of 2004 the cash loan sales totalled PLN 214.5 m and were higher than in the previous 6 months by 162.9%. The gross portfolio value grew to PLN 313.2 m. 

Apart from home mortgages and cash loans, in the first half of 2004 there was a strong focus on development and sales of credit cards and leasing products (for more details see the sections devoted to electronic banking and leasing companies). 

Development of deposit offering and savings & investment products 

The basis of the Bank’s deposit offering are 3-, 6-, 12- and 24-month IMPET deposits, whose interest rate depends on the value of deposit, and a 1-month deposit available through electronic channels. 

In the reporting period the Bank’s activity focused on meeting different needs of customers with financial surplus who sought to achieve value from their investments. Beside standard deposits, the Bank offered its customers modern ways of saving. In the first half of 2004, further two issues of the Guaranteed Investment Deposits took place (2-year deposits: GLI AMER INDEX and GLI EURO KURS), whose yield depends on a stock index performance or FX rates, with guaranteed 100% payback of the investment capital. 

In response to the growing interest in the forms of saving carrying a higher rate of return than deposits, the Bank was offering attractive alternative products. Arka Funds, managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A, continued to enjoy strong popularity among the Bank’s customers. The highest demand was for share funds, which offered impressive yields in the favourable stock exchange environment. In the first half of 2004, the branches sold PLN 684.3 m worth of participation units, greatly contributing to the increase in the value of ARKA funds (to PLN 2,059 m). Apart from investment funds, the branch customers were also investing into the attractively priced 3Y bonds of BZ WBK Leasing S.A. 

Also in other areas of deposit activity the Bank was actively responding to customers’ needs. In the first 6 months of the year the Bank’s range of custody accounts was extended to include a product called Escrow Account For Real Estate Deals (RBON) which is intended for personal and business customers who transact on the property market. The RBON account allows the buyer to deposit the required payment with the Bank to be handed over to the seller once the formalities connected with the property transaction have been fully satisfied. The product was ranked the best by the Management of the Warsaw Real Estate Agents Association (WSPON) during the WSPON 10th anniversary celebration meeting on 15-16 May 2004. 

Development prospects 

In the second half of 2004, the Bank intends to expand its product range with new savings and investment products. The product offering will include subsequent issues of the Guaranteed Investment Deposits and hybrid sales combining term deposits with ARKA funds. 


Key areas of activity 

In the area of commercial banking Bank Zachodni WBK focused on building customer relations in accordance with the Segmentation and Relationship Management model. Also, in connection with Poland’s EU accession, the Bank has positioned itself to become a leader in the market of structural funds. The CRM philosophy has also been a prominent feature of the service model in corporate banking. The Bank was working towards tightening ties with large corporate customers, trying to meet their demands through comprehensive and personalised service. Further modifications were made to the credit delivery process, which enhanced the portfolio quality controls and increased the value of the Bank’s credit offering for the entire business segment. 

Development of credit processes 

The Bank’s proposition for corporate customers includes a wide range of facilities that cater for a variety of funding needs of businesses. This rich product range is supported by the effective and flexible credit delivery process which allows funding to be adjusted to the client’s individual requirements and credit capacity. According to the adopted strategy, in the first half of 2004 the focus of the Bank’s credit activity was on maintaining the high quality of the loanbook. A number of initiatives were launched to meet this end, including review of selected lending procedures, development of new and update of existing credit policies and ensuring access to reliable and high quality valuations of movable and immovable property as the basis for calculation of the securities held by the Bank. The other procedural changes improved the credit delivery process and enhanced the attractiveness of the Bank’s credit offering. 

Commercial portfolio 

In the first half of 2004, the Bank recorded a 3.4% increase in lending to Small and Medium Sized Enterprises. The attractively priced loans from the EBRD line have continued to enjoy strong popularity. Fast development could be observed in the portfolio of commercial mortgages (Biznes Hipoteka) intended for a variety of property investments. There was also a steady increase in the number of loans for investments refinanced from EU funds.  

Together in the EU 

Bank Zachodni WBK S.A. was one of the first banks in Poland to introduce comprehensive solutions designed to facilitate customers’ access to the aid funds offered by the European Union. In 2003, as part of the “Together in the EU” programme, a position of European Advisor was created in selected branches and the first credit facilities adjusted to the Phare and Sapard funding mechanisms were launched. At the end of June 2004, there were over 170 specially trained advisors in the Bank’s branches who were responsible for provision of information about EU programmes, assistance in establishing contacts with the institutions present in the EU funds market and sale of the Bank’s products. With the strong commitment of the Bank’s employees, in the first half of 2004 there was a noticeable increase in lending connected with pre-accession funds, even though Phare released the potential beneficiaries of the requirement to take out Bank credit. In the first half of 2004, the portfolio of such loans (Phare and Sapard) totalled PLN 124 m. 

CRM model in Corporate Business Centres  

The Bank’s distribution infrastructure includes five Corporate Business Centres located in Warsaw, Wrocław, Poznań, Kraków and Gdańsk. They focus on dealing with clients who have an effective business strategy, capable management and appropriate credit capacity. The Corporate Business Centres operate a CMR model which gives their Relationship Managers a primary role in dealing with the Corporate Customers. Secondary Relationship Managers from branches play a supportive role. The corporate business strategy in the first half of 2004 was to maximize the income potential from the corporate customers by satisfying their needs in the most comprehensive way. This means that customers requesting a credit were receiving a full offer structured around their needs. Apart from credit facilities, the offer included Treasury products, Trade Finance, Investment Banking Services, Employee Packages, etc. 

Business development in the Corporate Banking 

Despite the growth in economy, the corporate loan market was relatively flat. This was partly due to the fact that exporters have generated large amounts of cash and many have reduced their credit requirements. In the first half of 2004, corporate customers were primarily interested in working capital loans, syndicated facilities and long term project finance. At the end of June 2004, the gross value of the credit portfolio managed by the Corporate Business Centres totalled PLN 7.1 billion. 

Development prospects 

In the second half of 2004, the “Together in the EU” Programme will be adjusted to the requirements of the EU funds market. Given the variety of the available structural funds and their growing significance in funding a wide range of initiatives, the Bank’s offer will be supplemented with new credit products. At the beginning of 2005, the Bank expects to finish the Segmentation and CRM Programme in the branch network which will contribute to increasing the service quality and improving the conditions for sales. The Corporate Business Centres will be working to achieve ambitious targets set for the second half of 2004. 


Key areas of activity 

In the first half of 2004, Bank Zachodni WBK continued to be very active in the area of investment banking. The favourable stock exchange climate promoted the growth of customers’ interest in financial consultancy and capital market funding. The Bank also completed a number of major initiatives connected with ownership supervision and development of investment portfolio in accordance with the adopted corporate policy. 

Operations mandated by customers 

In April 2004, the process of admission to public trading of up to PLN 2 billion worth of BZ WBK Finance & Leasing bonds, in co-operation with the BZ WBK Brokerage House, was completed. The Bank also participated in the management of five issues of BZ WBK Leasing S.A. bonds and arranged four issues of debt securities for other clients.

In the second half of June, the PLN 96 m worth of PBG S.A. shares (C series) were introduced to public trading. Bank Zachodni WBK acted as an advisor and sub-issuer in this transaction, while the shares were brought to the public trading by the BZ WBK Brokerage House. The Bank also acted as a service sub-issuer for D series shares of PBG S.A., which were issued as part of an incentive scheme. In June, the Bank subscribed to and paid up 330,000 D series shares worth PLN 330 thousand. 

At the end of June 2004, the shares of ComArch SA were introduced to public trading. The Bank acted as an advisor in the process, and the shares were offered by BZ WBK Brokerage House. 

Own account trading 

On 23 June 2004, Bank Zachodni WBK acquired 154,639 of series A investment certificates in a new close-end investment fund ARKA BZ WBK Fundusz Rynku Nieruchomości SFIZ (managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A.) for a total of PLN 15 m. 

Development of investment portfolio 

In January 2004, the District Court in Poznań, KRS Commercial Section XXI, registered the increase in share capital of BZ WBK Nieruchomości S.A. by PLN 150 thousand through a new shares issue. All the shares were taken up by Bank Zachodni WBK. The resolution to increase the share capital was also passed by the General Meeting of Shareholders of BZ WBK Finanse & Leasing and BZ WBK Leasing which issued new shares of PLN 5 m and PLN 37 m, respectively. All the shares were taken up by Bank Zachodni WBK. The share capital increase was registered by the District Court in Poznań, KRS Commercial Section XXI, in March 2004. 

On 22 April 2004, the Bank sold all of its 100% shareholdings in its subsidiary CardPoint S.A. to Nova Euroconex Holdings B.V., Holland, for a total amount of PLN 68 m. 

The General Meetings of the companies included in the Bank’s investment portfolio declared PLN 65 m worth of dividends for the Bank. The dividends paid by the Commercial Union Group had the biggest share in that pool. 


Key areas of activity 

In the first half of 2004, the Bank continued to operate its previously adopted electronic banking strategy. In pursuit of the strategic objectives, transactions were migrated to electronic channels and actions were taken to increase the number of electronic transactions. The electronic banking services were enhanced by adding solutions that complied with the highest quality and security standards. 

Development of electronic channels 

In February 2004, Bank Zachodni WBK implemented – as the first bank in Poland - the smsKod service (BZWBK 24) designed for the users of electronic banking who own a mobile phone. By having transaction authorisation codes sent to their mobiles, customers can make remote transactions in a scope that so far has been limited to the holders of tokens. The functionality of the BZWBK24 application was also expanded with an option which allows customers to make international payments and FX transfers to own accounts in order to purchase/sell foreign currencies. Thanks to the introduced enhancements, the Bank’s electronic banking solutions have been ranked among the best e-products available in Poland. The growing scope and quality of services available as part of the BZWBK24 solution allowed the Bank to acquire new users. During the first half of 2004, the electronic banking customers base grew by 62.2 thousand to reach 503.5 thousand at the end of June. Most of these users are retail customers, accounting for 81%. In mid-year, 345.4 thousand personal and business customers had access to the internet, which is the most frequently used channel in remote banking. 

In the first half of 2004, the number of Minibank24 installations (office banking) increased by 362 and the total number of Minibank24 applications is now over 4.2 thousand. Before the end of June the Bank completed the update of Minibank24 to version 3.0, a process which took 6 months. As a result, all the 12.4 thousand Minibank24 users can enjoy the latest software solutions. 

In the first half of 2004, the BZ WBK Communication Centre launched for the Bank’s customers the sale of cash loans over the phone. The offer available over the phone also includes credit cards, credit card insurance, personal accounts, current accounts and the RATIO loan. 

Migration of transactions and customer service to automatic channels 

The Bank made further progress in migrating straightforward banking transactions to electronic channels. By doing so, it freed up a significant branch potential required for servicing and managing relations with the customers with more sophisticated needs. In the first half of 2004, 84% of all the transactions mandated by customers were effected through electronic channels. The increase in this ratio is primarily attributable to the Migration Programme which before the end of June covered all the Bank Zachodni WBK branches. The Migration Programme encompasses a number of IT initiatives which are aimed at increasing the volume of electronic transactions and incentivising user activity in the automatic channels. The Programme places emphasis on interaction with customers in branches, particularly on individual training where demonstration terminals are used. 

Cards 

Bank Zachodni WBK offers a wide range of cards of the two biggest payment systems (Visa International and MasterCard) with options adjusted to the needs and capacity of the basic customer segments. Apart from the standard debit and credit cards, the Bank’s offering includes an FX card to a Euro account, affinity cards and partnership card issued together with Idea Centertel. At the end of June 2004, the number of active debit cards held by Bank Zachodni WBK customers totalled 997.9 thousand and was by 2.6% lower than at the end of 2003. The slight decrease in the portfolio is connected with the process of personal accounts database cleansing and the growing popularity of credit cards, which offer a higher functionality. In 2004, there were 23.9 thousand new credit cards issued, which expanded the credit cards portfolio to 147.4 thousand cards. This signifies a 10% growth compared to the end of last year. The Bank’s customers increasingly often used the cards for regular purchase transactions. The non-cash transactions volume was 23% higher than in the first half of 2003. 

During the first six months of 2004, the Bank was successively enhancing its card issuance and service procedures, encouraging its customers to use these instruments more extensively. Besides, due to the increased usage of Bank Zachodni WBK cards in the Economic and Monetary Union, the Bank decided to change the currency used to settle VISA card transactions made abroad. As a result, on 29 April 2004 the US dollar was replaced with Euro, which decreased the cost of currency conversions and made the Bank’s card offering more attractive. 

Due to the strong competition in the credit cards market, in the first half of 2004 the Bank developed and started delivery of comprehensive actions to increase the growth of credit card sales and decrease the number of customers opting for competitors’ cards. The key initiatives undertaken in this area include pilot run of an external credit card distribution channel. The Bank hired a Contact Centre of one of the biggest telemarketing firms, which for 6 months was looking into the credit card sales among its Warsaw customers, focusing on a sample selected based on the criteria indicated by the Bank. In order to increase the attractiveness of its offering and improve its sales performance, the Bank enhanced the credit cards service and shortened the turnaround time for their issuing. Over the last 6 months the Bank finalised the first implementation stage for the initiative to ensure the receipt of a credit card within 6 days of submitting the full application to the Bank. The Bank also started a pilot of a loyalty programme for the credit card holders to reward customers for the value of effected transactions and the length of their relationship with the Bank. 

Card services for other banks 

Bank Zachodni WBK provides card issuance and handling services for third parties, which makes it a leader in this market. The Bank offers the interested institutions a modern IT infrastructure and real-time access to transaction data. In the first half of 2004, the group of customers availing of this offer was joined by mBank and Multibank, which can use the Bank Zachodni  WBK ATM network on preferential conditions. 
Outlooks for electronic banking development 

The Bank projects a further intensive growth of electronic banking in the second half of 2004. The electronic banking functionality will be expanded to include the purchase and redemption of participation units in the ARKA funds and the monitoring of their value. Furthermore, work will continue to supplement the Bank’s card offer with products designed for the most prestigious personal and business customers. The Bank also plans to gradually migrate cards to microchip technology in order to align its offer with the world standards, ensure its competitiveness and minimise losses caused by fraud. 


Bank Zachodni WBK co-operates with major banks and financial institutions of the world. The closest business relations are maintained with a network of correspondent banks, which ensures comprehensive handling of international transactions. BZ WBK’s correspondents include: Deutsche Bank AG, Dresdner Bank AG, Bank of New York plc, Royal Bank of Scotland plc. 

Owing to its position in the interbank market, professional service and advanced technologies, the Bank is among the top financial institutions in terms of FX turnover. In the first half of 2004, there were in total 300 thousand money order transactions settled with a value of PLN 15.5 billion, i.e.  31.5% more than in the corresponding period last year. 

Apart from the correspondent banks, an important partner for Bank Zachodni WBK is Western Union Financial Services. On 1 January 2004, the Bank started co-operation with WU as a direct agent, whereby it obtained a higher share in fees with a possibility to generate income from FX conversions and to establish its own network of agents. 

Bank Zachodni WBK attaches a great importance to the high quality of its services. The automatisation of payments and the quality of outgoing cross-border messages is very high. This was recognised by Deutsche Bank AG, the BZ WBK’s partner, which again honoured the Bank with the STP Excellent Award. 


Bank Zachodni WBK also offers custodian services to residents - personal and business customers - as well as to foreign investors present on the Polish capital market. The Bank’s scope of activities includes: operating securities accounts, settlement of securities transactions, handling dividend and interest payments and redemption of debt instruments. The Bank also acts as a depository for investment funds, such as: Arka Obligacji FIO (Arka Bonds Fund), Arka GLOBAL INDEX 2007 FIZ and LUKAS Fundusz Stabilnego Wzrostu FIO (Stable Growth Fund) which is managed and represented by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A.

Thanks to the persistent actions aimed at consolidation of its position in the custodian service market, in the first half of 2004 Bank Zachodni WBK recorded a noticeable growth in assets deposited by customers in securities accounts. At the end of 30 June 2004, the value of these assets totalled PLN 3 billion, which was 15.4% higher than at the end of 2003. 

Companies consolidated with Bank Zachodni WBK S.A. 


BZ WBK Brokerage House 
In the first quarter of 2004, the stock exchange trading was record high to slightly subside in the following months. The strong growth in investor activity at the beginning of the year was an outcome of the economic recovery and better performance of listed companies combined with Poland’s approaching EU entry. The weaker investor activity in the second quarter was an effect of the post-accession sluggishness, the slow flow of cash to the investment funds and the overall decrease in the customers’ interest to invest in shares. 

In such a market environment, the BZ WBK Brokerage House recorded turnover that ranked it among the best three brokerage institutions operating in the shares and futures markets. 

The level of shares trading by the Brokerage House rose in the first half-year by 39.9% compared to the previous half-year period, and totalled PLN 5,349.2 m. This result allowed the Brokerage House to increase its market share from 8.6% to 10.6%. The increase in stock trading is not only attributable to the favourable macroeconomic factors but also to the consistent actions aimed at capturing more orders from Polish and foreign customers and more intensive stock exchange investments by ARKA funds. 

In the futures market, the BZ WBK Brokerage House acted as an agent for concluding 435.3 thousand transactions, which gave it a market share of 10.5%. Compared to the previous quarter, the trading level fell by 30.4% due to low investor activity. 

Due to the cessation of bonds trading in the primary market (August 2003), the company’s share in the secondary bonds market showed a falling trend. The customers who redeemed State Treasury bonds were interested in investing thus obtained funds in the bonds of BZ WBK Leasing S.A. available in the Brokerage House. 

The good market encouraged corporate investors to issue bonds in the primary market. During the first  half of 2004 the BZ WBK Brokerage House was offering for public trading the shares of PBG, JC Auto, ComArch and Betacom 

BZ WBK Brokerage House sustained its leading position in terms of the number of operated internet accounts. At the end of June 2004, the number of these accounts totalled nearly 11.8 thousand. Progress was also made in the process of migrating personal customers to remote distribution channels, primarily the internet. In the shares market, 80% of retail turnover was generated via the internet or phone compared to 73% a year before. Both domestic and foreign corporate investors were serviced over the phone by dedicated teams. 


BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. 
In the first half of 2004, the assets of the investment funds operating in Poland were rising rather slowly (5.1%), especially in the context of the dynamic growth observed in the previous periods. The driving force were funds investing part of their assets in shares, which at the beginning of the year - in favourable stock exchange market - enjoyed growing popularity among customers. 

Compared to the market, the assets of the funds managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. were distinctive by their superb pace of growth. During the first half of 2004 their value (except ARKA BZ WBK Property Fund SFIZ) grew by 47.5% and totalled PLN 2,187.7 m at the end of June 2004. According to the market trend, the funds investing in shares saw the fastest asset growth (by 226.4%), reaching the value of PLN 1,227.3 m. 

Traditionally, ARKA Capital Protection Fund was the biggest fund managed by the company in terms of the size of assets. At the end of June, the value of its assets totalled PLN 822.2 m. As a result of the fast inflow of cash to the ARKA Balanced Fund FIO and the ARKA Shares Fund FIO, after the first six months of 2004 the two funds were ranked in the second and third place with assets totalling PLN 441.7 m and PLN 331.4 m, respectively. 

The sales performance of these funds was also boosted by the excellent management results. The two biggest shares funds - ARKA Shares Fund FIO and ARKA Balanced FIO  - were market leaders in their categories in terms of profitability for the 12 months ended on 30 June 2004 (“Arka Shares still unbeaten” - Rzeczpospolita daily of 6 July 2004). The two funds generated the rates of return of 72.2% and 36.8%, respectively. In the second quarter of 2004, the performance of ARKA Capital Protection Fund improved significantly and for the 6 months ensured it the third position among its peers. 

From 11 May to 9 June 2004, the subscription of certificates of ARKA BZ WBK Property Fund began. It is the first fund of the kind in the Polish market. Customers may use it to invest in top-class office, warehouse, retail and residential facilities. The Fund is going to increase its value by deriving income from lease of commercial properties, growth of value of the purchased commercial properties and development and sale of residential properties. The certificates were sold in two tranches: for retail customers and for corporate investors. All certificates offered for sale found their buyers and their total value reached PLN 339.5 m. 

Thanks to the high sales dynamics, the share of BZ WBK AIB Towarzystwo Funduszy Investycyjnych S.A. in the investment funds market rose from 4.5% at the end of December 2004 to 6.3% at the end of June 2004. Taking into account the assets of the new property fund, the company’s share in the market was 7.2%. 

 
BZ WBK AIB Asset Management S.A. 
The strong interest in stock investments had a positive impact on the sale of shares portfolios of BZ WBK AIB Asset Management S.A., leading to a 23% increase in overall assets of the portfolios compared to the previous year. The portfolios managed by this company – just like investment funds – were distinctive in the market in terms of management results. The Fundamental Shares Portfolio and the Individual Shares Portfolio were ranked in top positions in their categories, with the rates of return of 96.1% and 93.7%. (“Asset Management – best proposition for the well-off” Rzeczpospolita daily of 29 July 2004). Despite the moderate involvement in share investments, the balanced portfolio of the company also performed very well. 

At the end of the first half of 2004 the value of assets managed by the company, along with investment funds of BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A., totalled PLN 2,437.8 m. 


The BZ WBK Group carries on leasing activities through two companies: BZ WBK Finance & Leasing S.A. and BZ WBK Leasing S.A., which specialise in funding different asset categories. 

BZ WBK Finanse & Leasing S.A. focuses on leasing machines and equipment (“Maszyneria” offer) as well as computers and office equipment (“Biuromania” offer). The company’s products are addressed to the business customers and are constantly reviewed to reflect the customers’ investment needs. Due to the funding needs stemming from the dynamic core business, in the first half of 2004 the company was arranging a public issue of its bonds. On 26 April 2004, the Securities & Stock Exchange Commission approved introduction to public trading of the BZ WBK Finance & Leasing bonds issued as part of the 1st Bonds Issue Programme (I PEOL). The issue will include up to 20 million bonds with a maximum value of PLN 2 billion. Following the Management Board’s decision of 30 June 2004, in early July 2004 the public issue of 3Y fixed interest bonds with a maximum nominal value of PLN 50 m began. 

BZ WBK Leasing S.A. provides funding for motor vehicles and means of transport for business customers (“Autostrada” and “Autotrans” offers) and for private individuals (“Autostart” offer). In March 2004, the company as one of the first institutions in the market, started to offer cars leasing for retail customers. The product is available throughout the BZ WBK network and from leasing advisors. During the first half of 2004 the product was increasingly popular among customers due to the attractive terms of offer, which included such features as: promotional insurance, discounts on selected car makes, car registration by the leasing company, etc. Parallel to enhancing the product offering, in the first half of 2004 the company worked to improve the product delivery. The formal side of transactions was simplified and in the Bank Zachodni WBK branches a special application was implemented to support sales and shorten the customer service time. 

During the first 6 months of 2004 BZ WBK Leasing S.A arranged subsequent public bonds issues thus obtaining funds required to further expansion of its business. At that time five 3Y bonds were issued, including 4 with fixed interest and 1 with variable interest. The bonds were available in BZ WBK branches and in the BZ WBK Brokerage House. After the first 6 months of 2004 the sales of bonds closed at the level of PLN 99 m.

During the first half-year, the value of net assets leased by both companies amounted to PLN 423.2 m, i.e. 55.4% more than in the corresponding period last year. The key profit drivers were macroeconomic factors, especially changes in VAT regulations and Poland’s EU accession. During the first months of the year, there was a particular demand for cars observed as companies were anticipating an increase in prices. The sale of cars and other means of transport reached PLN 290.8 m in the first half-year and surpassed the level recorded in the same period last year by 88 %. Also, the net value of leased machines and equipment increased (by 12%), reaching the level of PLN 132.4 m. The high growth in the sales of both leasing companies can be attributed to the exceptional availability and quality of the leasing services offered through the BZ WBK branches and the expanding network of leasing advisors. 


In the first half of 2004, the company was providing factoring services which included purchasing of book debts, comprehensive management of the assigned debts, financing current activities, monitoring repayments and debt collection. According to the Bank’s corporate strategy, the company took over full factoring services of the Bank Zachodni WBK Group. 

The factoring turnover of the company totalled PLN 117.6 m at the end of June 2004 and was four times higher than in the previous half-year when the company was only starting its operations. The increase in trading and funding levels was possible thanks to the acquisition of new business and the more intensive activities of the existing customers. 

Later on during the year the company is going to expand its proposition with non-recourse factoring, international factoring and debt work-out services. The company also plans to leverage its competitive edge by using the extensive branch network of Bank Zachodni WBK. 


The company’s business is purchasing and selling shareholdings in commercial companies and other securities as well as seeking investors for companies and consultancy/advisory services.

In the first half of 2004, the company focused on looking for investors interested in purchasing its holdings in stocks and shares. As a result, the company sold all the shares in Huta Szczecin S.A. held by BZ WBK Inwestycje Sp. z o.o. 


AIB WBK Fund Management Sp. z o.o. 
In the first half of 2004, AIB WBK Fund Management Sp. z o.o. continued its co-operation with the three funds: Magna Polonia National Investment Fund S.A., Nova Polonia PEF and Prospect Poland Fund. 


The company deals with servicing lease agreements for motor vehicles which were concluded in 2001 for a term of 10 years.

IV. Development of organisation and infrastructure 


According to the data held by the Management Board of Bank Zachodni WBK S.A., as at 30 June 2004, the shareholder with at least 5% of the voting power at the Bank’s AGM was AIB European Investments Ltd. based in Dublin. 

	Shareholder
	Number of shares held
	Share in the share capital
	Number of votes at AGM
	Voting power        at  AGM

	AIB European Investments Ltd.


	51,413,790
	70.5%
	51,413,790
	70.5%



General Meeting of Shareholders 

On 20 April 2004, an Annual General Meeting of Shareholders of Bank Zachodni WBK was held, which approved single and consolidated financial statements for 2003 submitted by the Management Board and the Management Board’s report on the Bank’s and the Group’s performance in 2003. The AGM also approved distribution of profit and dividend payments, and gave discharge to the Management Board and Supervisory Board members for the past year. The AGM appointed a new member of the Supervisory Board, Mr Don Godson. It also reviewed and approved the Supervisory Board’s report on its operations in 2003 and the Management Board’s report on implementation of  Resolution no. 1 of Extraordinary Meeting of Shareholders of Bank Zachodni S.A. dd. 12 June 2000 approving the sale of selected properties owned by the Bank and requiring the Management Board to submit reports on the transactions. 

Supervisory Board 

As at 30 June 2004, the Bank Zachodni WBK Supervisory Board consisted of the following persons: 

	Function 
	Name 

	Supervisory Board Chairman 
	Marian Górski

	Supervisory Board Vice-Chairman 
	Gerry Byrne 

	Supervisory Board Members:
	Waldemar Frąckowiak

	
	Aleksander Galos

	
	Don Godson 

	
	Declan McSweeney 

	
	John Power

	
	Aleksander Szwarc

	
	Jacek Ślotała


Compared to the end of December 2003, the following changes took place in the Supervisory Board: On 31 December 2003, Mr Dermot Gleeson completed his assignment on the Bank’s Supervisory Board due to his appointment as Chairman of the AIB plc. Board. On 20 April 2004, Mr Marek Grzegorzewicz resigned from the Supervisory Board. On the same day the AGM passed a resolution appointing Mr Don Godson as Supervisory Board Member. 

Management Board 

As at 30 June 2004, the Bank Zachodni WBK Supervisory Board consisted of the following persons: 

	Function 
	Name 

	Management Board President 
	Jacek Kseń 

	Management Board Vice-President 
	Cornelius O’Sullivan 

	Management Board Members: 
	Declan Flynn 

	
	Michał Gajewski 

	
	Michael Keegan 

	
	Justyn Konieczny 

	
	Janusz Krawczyk 

	
	Jacek Marcinowski 


	
	Mateusz Morawiecki 

	
	Feliks Szyszkowiak 


In the first half of 2004, the Management Board was reduced by one member. On 14 January 2004, Mr Maciej Węgrzyński submitted his resignation.  

At the end of June 2004, another change took place in the Management Board composition. On 30 June 2004, Mr Michael Keegan resigned from the Management Board following his appointment to a new role in AIB. He was succeeded by Mr James Murphy, whom the Supervisory Board appointed to the position on 1 July 2004. 

	Shareholder
	Shares held
	Nominal value of shares (in PLN)

	Supervisory Board

	Marian Górski
	52
	520

	Waldemar Frąckowiak
	278
	2780

	Management Board



	Jacek Kseń
	450
	4500


The other members of the Supervisory or Management Board do not have any holdings in the Bank Zachodni WBK shares. 


Corporate governance 

According to its statement issued on 30 December 2002, Bank Zachodni WBK complies with the corporate governance principles defined in “Best Practice in Public Companies in 2002" and introduced by force of Resolution No. 58/952/2002 of the Stock Exchange Board, dated 16 October 2002. The contents of the document as well as its recommended application in the Bank were approved by the Management Board and the Supervisory Board, and subsequently accepted by the General Meeting of Shareholders held on 10 April 2003. 

In order to ensure compliance with the good practice in the Bank, internal procedures were developed to facilitate the monitoring of the process. Relevant changes were also introduced to the Statutes of Bank Zachodni WBK and to the terms of reference of the AGM, the Supervisory Board and the Management Board. As required by corporate governance principles, half of the Supervisory Board directors have a status of an independent member. Besides, at the Bank’s web site there is a special folder named “Investor Relations” where all the current and periodic reports as well as corporate documents and other relevant information are published. 

Code of Business Ethics 

In January 2004, the Bank implemented the Code of Business Ethics which applies across the AIB Group. The Code sets out the general standards of behaviour which underpin the Group’s corporate culture. The application of these standards is supported by detailed regulations contained in relevant policies and procedures. 

In all the aspects of its activities the Group complies with the business ethics requirements, conforms with the law and acts in accordance with the best corporate governance and risk management models. The Group seeks to create a climate of trust in its dealings with customers, clients, employees, shareholders and other stakeholders, promoting such values as integrity, professionalism, prudence and competence. The opinion of a dependable organisation is perceived as a pre-requisite for further development and success, but the Group also has the ambition to be recognised for being engaging and pioneering. As a socially responsible organisation, the Group assumes environmental protection duties and supports corporate-giving and sponsorship programmes in such areas as: environment, education, sport and art. 


Key areas of activity 

In the first half of 2004, the Bank’s training activity was focused on initiatives supporting the execution of the corporate strategy and management development. An important stream of HR actions were projects designed to improve personnel management and increase employees’ trust in the Bank as their employer. The employment restructure has been significantly curtailed and resulted from the current business requirements. 

Employment 

As at 30 June 2004, there were 7,227 FTEs in BZ WBK, which is by 189 lower than at the end of last year. The downsizing was due to the process of allocation of resources to the branches with a strong business potential. This also results from the need to adjust the staffing level to the organisational changes and the Segmentation and CRM programme implemented in the branch network. Staff movements in the Business Support Centre were connected with the changing organisational structure and the growing quality requirements for the employees. 

In the first half of 2004, intensive efforts were made to prepare for implementation of SAP e-HR, a new IT system that supports comprehensive HR management. The system will be implemented by stages and is expected to be in place by 2005. The new tool will automate the existing technology and will cause a deep transformation of the HR processes and services by introduction of self-service modules for managers and staff. 

During the past six months the Bank continued the development and delivery of the long-term employee relations strategy, which is underpinned by the AIB best practice and EU regulations. For this purpose an Employee Relations Manager was appointed, whose primary responsibility in 2004 is to prepare and co-ordinate the staff attitude survey, analysis of results and implementation of corrective measures. 

Training 

In the first half of 2004, the training and development programmes organised by the Bank covered 27.8 thousand participants, of which 71% were trained in the e-learning system. E-learning is becoming increasingly popular in the training process due to its speed, effectiveness and low cost. The method was also used to acquaint the Bank employees with the Code of Business Ethics introduced at the beginning of the year. The main training modules in the first 6 months of 2004 were linked to the corporate strategy implementation and encompassed such issues as: segmentation, customer migration to electronic channels, set-up of Joint Sales Teams, competencies required for European Advisors and structure and handling of strategic products. Most of training initiatives in the first half of 2004 were addressed to branch employees. 

The Bank also continued to deliver the management development strategy as part of the Successful Managers Programme. A number of training initiatives were held to develop leadership skills of the 52 participants of the programme who had experienced managers assigned to as mentors. 


Branch network 

At the end of the first half of 2004, the Bank’s distribution network comprised 395 branches and was divided into three macro-regions (Wrocław, Poznań and Warsaw), each encompassing 14 regions. Compared to the end of December 2003, the number of branches decreased by 5. 

The Bank continued the process of review, restructure and rationalisation of the branch network. Before the end of June 2004, there were 6 branches restructured whose business was transferred to better performing outlets with a higher development potential. 

The Bank opened another branch near Warsaw, thus consolidating its position in the Warsaw market. Consequently, at the end of June 2004 the Bank Zachodni WBK branch network in Warsaw and its surroundings comprised 41 branches. 

In 2004, efforts continued to re-focus branch operations in accordance with the Segmentation and CRM Programme (for more details see Chapter III: Segmentation and CRM). 

Corporate Business Centres 

In the first half of 2004, Bank Zachodni WBK provided services to corporate customers through five Corporate Business Centres based in Warsaw, Wrocław, Poznań, Kraków and Gdańsk. They were separate from the divisional structure of the Business Support Centre and reported directly to the First Vice-President (for more details see Chapter III: Commercial and Corporate Banking).

Electronic banking infrastructure 

At the end of June, the BZ WBK ATM network consisted of 564 ATMs (7 machines more than at the end of last year). In the first half of the year, the Bank continued to seek attractive locations in the biggest Polish cities where to deploy its other available ATMs. 

The BZ WBK ATMs are distinctive by its top and constantly enhanced functionality. Apart from withdrawals, customers can avail of additional services, i.e. balance checks, statement of transactions, transfers to the Bank Zachodni WBK credit cards, change of PIN, card activation, charging “pre-paid” phones for all GSM operators, etc. Furthermore, in the second half of 2004 a new functionality will be introduced which will allow customers to pay their subscription fees for Idea mobiles. This will be the first service of this kind available in ATMs in Poland. 


In the first half of 2004, capital expenditure of Bank Zachodni WBK totalled PLN 18.9 m and was 64.2% lower than in the corresponding period last year. The last year’s spend was substantially higher due to the implementation of ICBS and its supporting systems in the branch network. The process was completed at the end of Q1 2003. 

In the first half of 2004, the IT spend totalled PLN 14.4 m. One of the key IT initiatives was the uniform decision platform for a group of credit products (project commenced in 2003). Also the process of card migration to microchip technology was started in order to align the Bank’s offer to new standards and increase transaction security. Work also continued to prepare the Bank’s systems to capture and process data required by Basel, IAS and external institutions. 

The Bank’s property investments totalled PLN 4.5 m and were mainly designed to adjust branches to the new customer service model in accordance with the Segmentation and CRM Programme. 

In the first half of 2004, the companies consolidated with Bank Zachodni WBK incurred capital expenditure of PLN 1.4 m. 

V. Key risk areas 


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 2004, the Bank’s capital resources amounted to PLN 2,738.2 m (BZ WBK Group – PLN 2,742.0 m) while its solvency ratio stood at 11.24 % (BZ WBK Group – 11.82%).

Assuming further stable development of its activities, Bank Zachodni WBK plans to maintain the existing proportion of retained earnings that are re-invested in the business (i.e. ca. 80% of profit after tax). 


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 co-operation 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 the following high level committees: the Asset and Liability Committee (ALCO), the Credit Committee and the Provisioning Committee: These 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. 


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

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 monitoring and grading system which provides early warnings with regard to deterioration of the loan portfolio. 

Credit Forum 
As part of the Risk Management Process, Bank Zachodni WBK has a Credit Forum whose main objective is to agree, approve and communicate credit policies, best industry practices, industry analyses, grading and risk assessment systems for the Bank’s branch network and the Business Support Centre divisions (which are directly responsible for business development and support). The Credit Forum is a platform underpinned by the best practice from the Poland Division and the entire AIB Group in the area of risk-weighted assets management. The Forum is composed of the management representatives from individual divisions.
Credit policies

Credit policies set forth 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 comply with the AIB Group standards, with the necessary adjustments made to reflect the specific nature of the Bank Zachodni WBK lending activities. 

Grading

Striving to enhance professional credit risk management, the Bank, apart from grading of credit exposures based on NBP regulations, develops and applies internal grading systems based on the experience and best practice of AIB Group. In the first half of 2004, work continued to adjust the existing rating systems to the Basel requirements. In these efforts the Bank used the support of recognised consultancy firms. 

Provisioning 

Bank Zachodni WBK raises provisions in line with the applicable legislation. Due to the change of law in this regard (Ordinance of the Minister of Finance, dated 10 December 2003 on provisioning against risks related to banking operations, Journal of Laws No. 218, item 2147) in the first half of 2004 the non-performing loans portfolio was reviewed using conservative approach in calculation of security that reduced the provisioning basis. Responsibility for maintaining adequate level of loan loss provisions in keeping with the Bank’s policy rests with the Provisioning Committee. 

Return on risk 

The Bank continues to implement risk-based methods of loan pricing, capital allocation and effectiveness measurement. 

Credit decision-making
The process of making credit decisions is an element of risk management and as such it is based on the system of discretionary limits corresponding to the knowledge and experience of lenders and the areas of the Bank’s operations (corporate, commercial and retail banking). Exposures in excess of PLN 15 m are approved by the Credit Committee composed of top management representatives. 

The Bank continues its efforts to provide top quality credit services which are tailored to customers’ expectations and to ensure security of the credit portfolio. With this in view, Chief Credit Officer and Credit Directors were appointed who are primarily accountable for credit decisions making and portfolio quality oversight. By doing so, the transaction risk approval and sales functions were segregated.

The Bank is implementing scoring techniques in respect of selected retail products. The process began with implementing decision-making systems for review of credit applications filed by retail customers. This year decision platforms and customer/account behaviour scoring will be developed. These actions are aimed to enhance retail portfolio management, reduce the turnaround time and meet the requirements of the Basle Committee. The scoring system is implemented by internationally recognised external companies and auditors.

Credit reviews 

Focusing on the quality of credit portfolio, the Bank conducts regular quality assurance reviews aimed at ensuring compliance with best practices of credit delivery, determining the actual credit portfolio quality, adequate grading and provisioning. The reviews also allow for an objective evaluation of the professionalism of credit management. The reviews are conducted by the Credit Quality Assurance Department which operates independently of the units accepting credit risk within their lending discretions. 

In the first half of 2004, the credit portfolio was reviewed in terms of grading changes introduced by the Finance Minister’s ordinance, using conservative approach to risk. 


The Bank Zachodni WBK ALCO is responsible for strategic balance sheet management within risk policies approved by the Management Board. Its key focus is on capital, funding and liquidity management, market risk identification and control. Market and liquidity risk management remains within the framework established by the AIB Group and approved by the Bank Zachodni WBK Management Board. The ALCO comprises representatives of senior management in the Bank’s divisions. ALCO policy defines the basis for managing liquidity, interest and foreign exchange risks arising from the structure of the Bank’s and the Group’s balance sheet. 
Market risk management 
Market risk arising in the Bank’s retail and commercial activities is transferred to the Bank’s Treasury Division, which takes hedge positions (e.g. in the interbank market, in instruments held for trading or derivatives) with a view to mitigating the risk. 

In July 2003, the Assets and Liabilities Management Department was created which is responsible for ongoing identification and measurement of market risk arising from retail and commercial operations of the Bank and for transferring this risk to the Treasury Division.

The key objective of the Bank’s market risk policies is to limit the adverse impact of interest and exchange rate movements on the Bank’s profitability, and to enhance earnings within clearly defined risk parameters. 

The Bank’s policies and practices in relation to market risk management comply with the following principles: 

· key market risk activities are subject to the Management Board approval based on the adopted policy; 

· market risk management is substantially centralised in the Treasury Division, managed by skilled personnel and monitored using appropriate systems and controls; 

· market risk is measured and monitored by risk management personnel irrespective of risk origin;  

· Bank Zachodni WBK operates within the framework of conservatively set credit limits. 

Liquidity risk management 

Bank Zachodni  WBK manages liquidity risk in accordance with its liquidity policy. 

The policy is to ensure the availability, at all times, of sufficient funds from the expected inflows or realisation of liquid assets (mainly debt securities) to meet contractual and contingent claims in exceptional or crisis situations triggered by internal factors (e.g. sudden increase in the value of facilities drawn under the sanctioned credit lines) or external ones (e.g. material drop in liquidity on the FX swaps market).

The policy embraces all assets and liabilities as well as off-balance sheet items impacting the liquidity level and takes account of statistical research of depositors behaviour. There is also a contingency plan in place to cater for critical liquidity problems. 


Operational risk is the risk of losses due to inadequate or insufficient
internal routines, human errors, faulty systems or external circumstances. Bank Zachodni WBK takes systematic measures to ensure full implementation across the Group of the operational risk standards compliant with the Basel recommendations.

Operational risk management in the Bank Zachodni WBK Group is operated at several levels of responsibility: 

· organisational units are responsible for operational risks related to their areas (risk identification, evaluation and monitoring using the self-assessment approach; implementation of controls and measurement of their effectiveness; learning lessons from financial and non-financial operational risk incidents;

· Operational Risk Team is responsible for co-ordinating the operational risk management process (implementing an effective ORM structure, development of methodology, supporting Bank units, maintaining and analysing database of information on financial and non-financial incidents, reporting);

· audit, accountable for control and assessment of operational risk management quality (independent quality assurance, review of risk identification standards in organisational units, evaluation of controls);

· the overall ORM process is supervised by the dedicated Operational Risk Management Committee (ORMCO).

Bank Zachodni WBK developed and implemented policies, standards and procedures which regulate the areas connected with operational risk management, particularly in relation to information security, data protection, fraud prevention, anti-money laundering, sign-off of products and initiatives (projects).

Bank Zachodni WBK also supervises the implementation of the Group business continuity management policy. The Bank analyses BCM needs and prepares and exercises relevant plans.
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