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INTRODUCTION

In the first half of 2000, WBK Group continued its expansion, improved customer service and increased operational efficiency. Despite volatility in our operating environment, we achieved good financial results: net income amounted PLM 104.7 mln (38% up on 1H 1999). In the first half of the year, we managed to improve our asset quality measured by proportion of classified loans to gross loans.

Increasing expectations of our customers stimulated our Bank to improve quality of service and product offering. WBK is the market leader in e-banking, which is one of our major achievements in the first half of the year. Also our plastic card and mortgage products have been very positively assessed in independent surveys. 

Co-operation within the WBK Group creates a synergy, which positively impacts the Bank’s bottom line. Thus, the benefits from co-operation are much more significant than is indicated by size of assets of both, consolidated and unconsolidated subsidiaries and affiliates’ share in the Group’s total assets.

I. ORGANISATION OF WBK GROUP

1. Companies included in the consolidated financial statements


The consolidated financial statements of the Group include Wielkopolski Bank Kredytowy SA, Gliwicki Bank Handlowy SA and Dom Maklerski WBK SA. Consolidated financial statements as at 30 June 2000 do not include other subsidiaries in view of insignificant scale  of their operations as compared to the scale of the Bank’s operations.  

2. Authorities of WBK SA

AGM of WBK Shareholders 

Bank Council

Management Board
On 5 April 2000, the Annual General Meeting of WBK Shareholders was held. The AGM approved the 1999 profit distribution proposed by the Bank’s Management Board, gave the word of approval acknowledging the fulfillment of duties and responsibilities to the Bank Council and Management Board and endorsed changes to the Bank’s Statutes.

The Bank Council was composed of: Marian Górski - Chairman, David McCrossan – Vice-Chairman and  Michael Buckley, Waldemar Frąckowiak, Gary Kennedy, Franciszek Pospiech, Aleksander Szwarc and Andrzej Wierciński – Members of the Bank Council.

In view of the expiry of the term of the office of WBK Management Board on 5 April 2000 and upon receiving the permit of the Banking Supervision Commission, the Bank Council appointed Jacek Kseń to the position of President of WBK Management Board.

At the request of President of the Management Board, the following persons were appointed by the Bank Council to compose the Management Board: 

Cornelius A. O’Sullivan - First Vice-President of the Management Board,

Aleksander Kompf - Vice-President of the Management Board,

Romuald Szeliga - Vice-President of the Management Board,

Declan Flynn - Member of the Management Board,

Joanna Oświecimska - Member of the Management Board.

There were no changes in the Management Board composition as compared to the previous term of the Board’s office. 

3. The Group’s Staff


As at 30 June 2000, the number of employees in WBK Group (in FTEs) was 5085 and comparing to the staff number of 4976 at the end of 1999, it was up 2.1%. 

The staff of Wielkopolski Bank Kredytowy prevails within the employment structure of the Group (as at 30 June 2000 WBK employed 4414 people), with the employees under the age of thirty representing the largest group. In addition, over 42% of our staff hold university degrees.

In 2000 the focus was on the development of skills necessary to reach the highest quality of customer service and enhance the credit professionalism in the area of business lending and preferential investment loans. 

Training programs were also delivered on new banking products and services with a view to improving the customer service quality and sales techniques.

Over 160 persons attended foreign language courses. They were organized both for the Head Office staff who deal with different AIB Group units on a daily basis and for branch employees in order to ensure the highest standards of customer service provided to foreign clients.

Wielkopolski Bank Kredytowy assisted more than 122 persons with financing their evening, week-end bachelor, graduate and post-graduate studies.

THE GROUP’S BUSINESS ACTIVITY IN THE FIRST HALF OF 2000

4. Important events in the first six months of 2000

1.1. Wielkopolski Bank Kredytowy SA

Strategic assumptions

Branch Banking

Mortgage Bank


In the first half of 2000, WBK Group focused on combining balanced growth with good business profitability. The Bank continued the expansion of its branch network in Central and Western Poland as well as in larger urban areas attractive from the Group’s business growth perspective. Strategic objectives also included the broadening of our product range, improvement of the customer service quality and enhanced operational efficiency through standardization of processes and procedures. 

In 2000 Wielkopolski Bank Kredytowy effected many undertakings aimed at enhancing the customer service  quality and the array of products offered by the Bank. In the first half of 2000, WBK launched 13 new outlets.  Development of the branch network and improvements in the range of products and services brought about a higher number of customers and a higher share in the deposit and loan market. The Bank continued to develop electronic delivery channels (WBK 24), which reduced the workload in branches and added to the improvement of customer service quality. 

Wielkopolski Bank Kredytowy, as the first bank in Poland, appointed a Customer Spokesman, who is responsible for considering and overseeing the reported problems and processes customer complaints.

WBK submitted an application for a mortgage banking license to the National Bank of Poland on 2 April 1999. As at 30 June 2000, the license has not been issued. Nonetheless, WBK has developed its mortgage business within its existing structures and offered the following mortgage products through its network: mortgage loans, loans for  the purchase of completed investments (purchase of a real estate on a secondary market), mortgage-based construction  loans for real estates under construction (purchase of a real estate under construction by cooperatives or developers). Thanks to ongoing improvements made to our mortgage loans, our product was awarded the title of the best mortgage facility on the market. Recently we have increased the number of persons responsible for selling this product. The mortgage loan portfolio amounts to nearly PLN 100m.

The Bank drives at growing the number of customers by expanding its sales network by developer companies, insurance agents and real estate companies.



1.2. Other Companies

Gliwicki Bank Handlowy SA

WBK Finanse & Leasing SA

Dom Maklerski WBK
Management Boards of Wielkopolski Bank Kredytowy SA and Gliwicki Bank Handlowy SA signed a letter of intent on buying by WBK a banking company operated by Gliwicki Bank Handlowy. Management Boards of both Banks expect that the agreement will have been executed by the end of December 2000. 

WBK Finanse & Leasing SA offers leasing of a variety of fixed assets. The Company provides services primarily to the Bank’s customers throughout the branch network of WBK. WBK Finanse & Leasing SA records a steady growth of their portfolio. The Company reached the break-even point nine months after commencing its operations.

Dom Maklerski WBK S.A. (Brokerage House) was among the most active traders on the Warsaw Stock Exchange, dealing with equities, bonds and futures as well as over-the counter transactions. Dom Maklerski WBK SA operates through a network of 36 Customer Service Outlets.

The first half of 2000 witnessed a stabilization of the Brokerage House position in the ranking of brokers. Its total share in all the markets was 3.43%, which ranked it 11th in the group of 37 brokerage houses.

Services available through Internet have become increasingly popular.  The service "Online Investor" allows, among others, to place orders, review the account balance and history, review of the current information on the capital markets, and to effect more than 50% of orders placed by customers of Dom Maklerski WBK SA. It is planned that the third version of the service – Prestige - will be launched soon. Apart from other services available in Standard and Professional versions, the new one will facilitate following the sessions and quotation on the Warsaw Stock Exchange in real time.

WBK (together with Lehmann Brothers and CAIB Securities) was successfully appointed an advisor to Nafta Polska at the sales offering of PKN Orlen shares. The sales proved also a success.  Dom Maklerski WBK reached a 8.5% market share in terms of shares sold to retail investors and a 30% share in the sale of shares to institutional investors.

5. Operations of WBK Group on the International Markets


Wielkopolski Bank Kredytowy SA is an active participant in the SWIFT system – a system of international payments. Thanks to this, it can process payments to and from over 1200 foreign banks. The quality of transfers helps achieve a steady increase in WBK payment volumes.

6. Capital Expenditure of WBK Group


WBK incurred capital expenditures in line with the adopted business plan. These investments were aimed at achieving improvements in internal operational efficiencies and making the Bank more attractive for our existing and potential customers.

The total capital expenditure of the Group in the first six months of 2000 amounted to PLN 38.1m, including IT expenditure of PLN 25.6m.

The first half of 2000 witnessed the commencement of investments related to the project of the new Head Office of Wielkopolski Bank Kredytowy. The Bank will change its headquarters’ location in 2001. New offices will be located in Poznan Financial Center. The agreement has been concluded for 10 years and is effective from 1 March 2001. The estimated value of a 10-year rental plus utility costs represents gross USD 49.5m expressed in PLN.

The Bank invested in the ongoing development of the branch and ATM networks: as at 30 June 2000, the Bank had a total of 170 outlets and within the first six months of 2000 it launched 18 ATMs.

7. IT Development


In the first half of 2000 the Bank continued its investment in the development of IT systems. The Bank’s product range was expanded by the introduction of new hi-tech products and services in the area of e-banking. The existing systems continued to be improved in order to enhance operational efficiency of the Bank’s organizational units. 

Following the acquisition of an 80% shareholding in Bank Zachodni by AIB Group, AIB Poland Division was established in Warsaw.  Its objective is to coordinate the operations of AIB Group in Poland. Taking account of the needs of Wielkopolski Bank Kredytowy and Bank Zachodni, a decision was made to purchase a branch system for both banks.  The system called ICBS by Fiserv was selected.  At present, specialists from WBK, BZ and AIB work together on identifying the business needs and determining the parameters for the new system. The implementation of the ICBS system is planned to be commenced in 3Q of 2001.

8. Electronic Banking and Card Center









Electronic banking

Cards


WBK strengthened its market position as an innovative and technologically advanced bank. The key product of e-banking is WBK24, which combines internet and telephone services (GSM and land-line telephones). We launched the active phase of the service, i.e. its transfer capability, owing to which customers can conduct transactions via Internet and land-line telephones. In addition, for several weeks we have been testing an “active phase” pilot for the GSM. The Bank together with Plus GSM offered their customers an information system “internet in a mobile” – WAP representing the top of the art technology.

As at 30 June 2000, WBK issued 590,000 cards. Comparing to 393,000 of cards issued, as at the end of June 1999, this represents a growth of 50.6 %.

Toward the end of 1999, WBK commenced sales of WBK S.A. Classic and Gold credit cards. They are very attractive in terms of a lending period and interest rates.

During the first half of 2000, Wielkopolski Bank Kredytowy issued the first micro-chip cards to their customers in Warsaw. 

II. MANAGEMENT OF WBK GROUP KEY RISK AREAS


Risk management on the Group level is exercised through ownership supervision and co-ordination of actions between WBK and other members of the Group. The nature of capital and functional links allows a strict risk control across WBK Group. A detailed description of risk management objectives and methods as well as the Bank’s ownership supervision policy are presented below. 

9. Capital management


The bank’s policy is to maintain a strong capital base and to utilize it efficiently for the development of the Bank. In the period from 30 June 1999 to 30 June 2000, the bank’s capital resources (calculated according to the Polish SEC regulations) increased by PLN 161m. Assuming further stable development of its activities, the Bank plans to maintain the proportion of retained earnings at the level of c.80% of the net profit.

Capital management in the Bank is conducted in line with capital adequacy standards set by the Banking Supervision Commission. Although official guidelines require a capital adequacy ratio of not less than 8%, it is the Bank’s internal policy to keep it at the level exceeding 10%.



10. Asset and liability management


The main objective of the Group’s asset and liability management is the profitable development of the Bank’s risk-taking activities within prudent parameters. Risk management in the bank is conducted within the boundaries set by WBK and AIB Group and covers three major risk areas:

· market risk,

· credit risk

· liquidity risk.

The WBK ALCO committee and the WBK Credit Committee manage risk within individual areas. The Bank’s Management Board, which is responsible for risk management within the Bank has delegated authority to the two committees which monitor the bank’s risk profile and which set current policies within the framework set by the Management Board.

The level of market risk in WBK depends on its exposure to the negative consequences of changes in interest rates, foreign exchange rates and other market conditions. Undertaking market risks within strictly established limits is part of regular banking business and as such can be an important source of income. 

Both the policy and practice of WBK’s market risk management are in line with the following three rules:

· key issues related to market risk management have to be approved  by the Management Board,

· the market risk management function is centralized in the Bank’s Treasury,

· market risk is monitored and measured by people other than those who conduct transactions.

In the first half of 2000, the Bank reported a substantial increase in the WBK Treasury turnover.  A number of IT improvements allowed to process higher volumes with a lower number of front and back office staff. 

The Bank’s good results on f/x trading, financial operations and securities trading confirm the efficiency of its market risk management policies.



11. Credit Risk

Sources of credit risk

Improvements in lending processes in the first half of 2000 
The Group’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 the system of delegated discretionary limits, which reflect the knowledge and experience of our individual managers. The Bank operates its internal credit grading system which provides an early warning system in case of pending threats to the loan portfolio quality. 

The Group’s lending activity has been focused on growing its portfolio in a way which would ensure high quality, good profitability and customer satisfaction (See: “Financial Performance of  WBK Group in the first half of 2000” for more details on the bank’s lending activity).

The bank’s lending policy was based on the following assumptions:

· credit professionalism,

· prudence (securing the Bank’s risk),

· satisfaction of customer needs and expectations,

· direct contact with customers,

· development of the lending staff’s skills and knowledge.

In the first six months of 2000, the Bank reengineered the credit function and established separate departments to deal with corporate clients and small and medium enterprises.  In addition, the Personal Credit Center was established.  As a separate organizational unit, the Center will centralize processing of retail customer loan applications. The implementation of automated loan application processing system combined with access to the Credit Bureau and an arrears management system will allow WBK to enhance the loan portfolio profitability.

In the first half of 2000, WBK continued works on the package for small and medium size enterprises. Taking into account its plans to expand its exposure to customers in this sector, the Bank signed an agreement with EBRD, which allows WBK to grant loans on preferential terms and conditions.

12. Liquidity Risk

Liquidity

policy
WBK’s policy on liquidity has been approved by ALCO and the Bank’s Management Board. It defines minimum percentage proportions of liquid assets (both złoty- and foreign exchange-denominated) in total assets. The responsibility for compliance with the policy resides with the Bank’s Treasury and International. ALCO monitors the Bank’s performance at the monthly meetings. All deviations and their reasons are presented to the Management Board. Over the first half of 2000 the level of compliance with the limits was satisfactory.

13. Operational Risk


It is vital for Wielkopolski Bank Kredytowy to prevent potential negative consequences of faults in the operations of its IT, communication and clearing systems. The absence of any problems associated with the Y2K problem proved the Bank’s success in preventing effectively this sort of threats. WBK has developed and tested emergency procedures and has modernized systems vital for continuing its business in crisis situations. These developments have decreased the overall level of operational risk within the Bank

14. Supervision over Equity Investments of WBK SA

Ownership supervision

Business supervision


WBK SA exercises a strict control over its strategic investments. The first form of control is ownership supervision conducted through participation of the Bank's representatives in supervisory boards of its strategic subsidiaries/affiliates. The ownership supervision is exercised in the following ways:

· Monitoring of financial performance and ratios of the companies where the Bank has its equity investments,

· Influencing the companies’ policies and management practices aimed at increasing the value of the investment and achieving the Bank’s strategic objectives,

· Developing and effecting the Bank’s policy in relation to individual investments,

· On-going assessment of the Bank’s risk associated with particular investments.

Additionally, the Bank exercises business supervision (within the framework set by the regulations) in the following ways:

· Participation in developing the  companies’ strategies,

· Approving the companies’ financial and business plans

· Monitoring of production / sales performance and comparing the performance against the budgets,

· Monitoring of all ratios characterizing the manufacturing or trading operations ) profitability, sales/output per one employee etc.), comparing them against the pans and industry/sector benchmarks,

· Monitoring of markets in which the companies operate and their market shares,

· Monitoring of significant changes in the areas of the companies’  cooperation with their strategic counterparties,

· Monitoring of new product and delivery channels development, methods of promotion and comparing them against the adopted plans,

· Monitoring of effecting the provisions of agreements entered into by WBK and its portfolio companies.

The financial performance of the Group indicates that risk management methods are adequate to the level of risks.

III. FINANCIAL PERFORMANCE OF WBK GROUP IN THE FIRST HALF OF 2000

15. Profit and Loss Account

Interest

rates

Income of the Group
In view of the WBK’s scale of operations, its performance drives the bottom line of WBK Group. It is expected that parallel to the growth in business of the Bank’s subsidiaries, their influence on the Group’s performance will be stronger.

High interest rates were the key features of the Group’s business environment in the first six months of 2000.  The bulk of loans sanctioned to businesses were based on WIBOR rate and interest on personal loans ranged from 17.75% to 28%. Interest rates on deposits ranged from 3% (business current accounts) to 15% (24-month deposits).

In the first six months of 2000, the Bank’s profit increased significantly - profit after taxation was up PLN 28.9m (i.e. 38%) on 30 June 1999. This is primarily due to the growing scale of WBK Group’s operations, which - paralleled by the favorable interest rate environment and lower taxation charges - allowed to continue substantial investments in information technology and branch network.  Even the high costs of the unbudgeted contribution to the Banking Guarantee in relation to Bank Staroplski levy do not change a positive assessment of the financial performance in the first half of 2000.

Net interest income was up 14.8% on June 1999.  In terms of statistics, this growth is higher and results from the manner of presentation of individual income and cost categories in the profit statement. The profit on swap operations is disclosed under “profit on financial operations”, whereas the funding costs of these operations are included in “interest expense”. 

Net commission income was up 34%. Main components of this income category are: account maintaince fees, credit fees, card fees and money transaction fees.

In PLN’000
30.06.2000
30.06.1999

Net interest income
229 703
200 171

Net fee & commission income  
99 431
74 153

Income on shares and interests, other securities and proprietary rights 
1 118
3 488

Profit on financial operations
74 233
43 028

FX profits
38 227
25 807

Other income (net)
9 841
7 823

Total income
452553
354 470

Total non-interest income
222 850
154 299

Non-interest income / Total income (%)
49.24
43.52

Costs


The Bank’s costs were up 24.1% on the first half of 1999. Main factors which contributed to the growth in costs were: rental fees, marketing and costs related to the IT development in the Bank. Apart from that, the Bank had to incur one-off costs such as a contribution to the Banking Guarantee Fund (in order to guarantee the deposit payments resulting from the bankruptcy of Bank Staropolski /PLN 16.1m/) and provision of PLN 13m raised for long service and retirement awards. Now the Bank is fully provisioned and holds 18.5 mln reserve for these purposes. As a result, the growth in costs disclosed in the quarterly report amounts to 40%. 

Provisions in the first half of 2000 were higher than in the corresponding period of 1999 by PLN 8.4m. The main reason for higher allocations to provisions in the first half of 2000 than in the first half of 1999 was raising a general risk provision in the amount of PLN 17.2m.

16. Assets and Liabilities

Loans

Asset

quality
Deposits of non-financial entities constitute the bulk of WBK balance sheet.  The capability of collecting them was the main reason for the increase in the balance sheet total by 38.3% against the end of June 1999. 

The bank’s loan portfolio accounts for 41.8% of the Bank’s total assets.  This figure, however, does not reflect monthly average balances because of short-term loans of a lombard nature sanctioned in late June to small investors for the purchase of PKN Orlen shares. 

Loans for corporate customers represent over 50% of the Bank’s loan book. Facilities for small and medium enterprises account for over 30% of the portfolio and for personal customers – slightly in excess of 10%. A long term objective of the Group is to increase the share of SME and personal loans in the portfolio. A detailed structure of the loan book is presented in the explanatory note no. 3.

Owing to changes in the area of credit risk management, the WBK asset quality measured by a percentage of loans graded 2, 3 and 4 in total loans remains stable. At the end of June 2000, this share was 7.26% as compared to 8.13% at the end of June 1999.
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Liabilities
Capability of collecting deposits from non-financial entities is one of WBK Group’s strengths: they were up by over PLN 3.479m on the end of June  1999. Term deposits prevail in the deposit mix – as at 30 June 2000, they accounted for 68.3% as compared to 64.6% at the end of June 1999. We expect that this tendency will continue into the future, primarily as a result of better cash management by institutional depositors. A detailed deposit mix of the Group is presented in the explanatory note no. 19
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Off-balance sheet liabilities
As at the end of June 2000 the off-balance sheet liabilities granted by the Group amounted to PLN 12.274,1m. The bulk of them was represented by commitments related to sell/buy operations, primarily swap operations.  Irrevocable credit commitments accounted for nearly 11% of the total off-balance sheet liabilities, while guarantees amounted to PLN 394.2m. A detailed breakdown of off-balance sheet liabilities is presented in the “Additional notes to the Group’s accounts”.

V. PROJECTED FINANCIAL STANDING OF WBK GROUP


In view of the good financial performance of WBK Group in the first six months of 2000, it is expected that the Group’s profit after taxation in 2000 will be in excess of PLN 200m. In the latter part of 2000 the Group will continue investments connected with the development of IT, e - commerce, card business, leasing, investment funds and branch network which will have a considerable impact on the Group’s costs.

The main objectives and plans of the Group for the second half of 2000 include:
· improvement of the customer service quality,

· development of mortgage banking,

· development of risk management systems,

· enhancement of products and delivery channels,

· stronger presence in the SME sector.
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