BANK ZACHODNI WBK GROUP Q1 2004 PERFORMANCE 

COMMENTARY 


1. Financial Performance    

in PLN m

	Performance highlights
	Q1 2004
	Q1 2003
	Change

	Total income 
	 500.5
	430.2
	+16.3% 

	Operating costs 
	 300.5
	313.5
	  -4.1%

	Profit-before-tax  
	 154.9
	  71.4
	       +116.9% 

	Tax 
	   24.0
	  20.8     
	         +15.4%

	Profit-after-tax 
	128.8
	  48.4
	+166.1%


· Total income increased by 16.3% to PLN 500.5m due to:   

· Fee and commission income amounted to PLN 141.7m and was higher by 14.3% compared with Q1 2003. The main contributors here were account maintenance and cash transfer fees, credit commissions, e-banking and card fees. 

· Fees from asset/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., reported as profit on sales,  increased by 50% to PLN 13.2m.     

· Net interest income, income on financial operations and F/X profit totalled PLN 264.7m and was at a similar level to Q1 2003. F/X Swap and F/X FRA income which was previously disclosed in income on financial operations is classified as F/X profit from Q1 2004. For comparison purposes, the Q1 2003   figure for F/X profit has been restated by PLN 22m previously included in income on financial operations.
· Income from equity investments was PLN 57m and up by PLN 39m on the corresponding period of 2003. The Q1 2004 result was boosted by dividends received from Commercial Union Group of PLN 52.8m. In the previous year the equivalent dividends of PLN 23.1m were reported in the second quarter. The comparative figure represents mainly profit on the disposal of the entire BZ WBK shareholding in Polsoft S.A. (PLN 17.4m).          

· Operating costs totalled PLN 300.5m and were lower by 4.1% yoy.        
· Staff and administration costs totalled PLN 247.1m and were lower by 3.6% yoy, reflecting savings produced by restructuring projects completed in 2003. 
· Depreciation totalled PLN 53.4m and was 6.8% lower than in Q1 2003.  

· Provisioning charge decreased by 10.8% to PLN 33.1m, reflecting ongoing improvement of the asset quality. 

· At end-March 2004, BZ WBK “sub-standard”, “doubtful” and “loss” receivables (excluding interest) from non-financial and public sector accounted for 12% of the gross portfolio with the loan loss coverage ratio at 42%. As at end-March 2003, the respective bank ratios were recorded at 16.6% and 40.5%.                          

· As at 31 March 2004, total assets of BZ WBK Group amounted to PLN 25.2 bn and were up by 2.1% on end-March 2003. 

· Amounts due from the non-financial and public sectors increased by 7.4% in the year to end- March 2004 and totalled PLN 13.7bn. This resulted, among others, from substantial growth in home mortgages (33.4%) and financial leases (40.5%).                  

· Deposits from non-financial and public sectors totalled PLN 17.4bn and were 1% up due to  increase in current account balances.      
· Customer-based financial resources, including deposits from non-financial and public sectors, and bonds issued by BZ WBK and its two leasing subsidiaries  (PLN 860m) amounted to PLN 18.2bn and were 2.7% up on the previous year figure. Taking into account participations in investment funds (PLN 1.89bn), total funds increased by 7.1%. 
2. Major Business developments                                                                                    

Distribution channels 

· As at the end of March 2004, the BZ WBK distribution network comprised 400 branches and 559 ATMs. The number of personal and business customers availing of BZWBK24 electronic banking stood at 468.9k. Also, 12.5k corporate clients had access to Minibank24, an office-banking application.       

· In Q1 2004, BZ WBK was the first bank in Poland to implement the smsKod service designed for the users of electronic banking who have 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.     

Credit cards 

· During Q1 2004, BZ WBK issued 11.1k  new credit cards.  

· By the end of March 2004, 89% of the 140k credit card holders availed of a new insurance package (“Your Security”), which provides cover against death following an accident, unemployment or inability to work due to health problems.      

Home mortgages 

· In order to meet customer expectations and choice, BZ WBK implemented a new pricing policy for home mortgages. 6M WIBOR and 6M LIBOR were adopted as the base interest rates for variable rate home mortgages, and the bank’s margin was linked to the amount of the loan and the loan-to-value ratio (LTV). Furthermore, promotional interest rates – the lowest in the market – were introduced for PLN home mortgages in the first year of lending. They are established using the LTV ratio and vary from 4.99% to 5.99%. Other new features are wider availability of the loan, new credit purposes, etc.  

· According to the research carried out by CBM “Indicator”, PLN mortgages of BZ WBK were regarded as the best in Poland (“Rzeczpospolita” daily of 5 February 2004).  

· At the end of March 2004, the value of the home mortgage portfolio was PLN 1.87bn.   

Deposits     

· In February 2004, there was a subscription of 2-year AMER INDEX Guaranteed Investment Deposit (March 2006), an index-tracker for S&P 500. It combines the best features of  attractive stock investments and the security of a conventional bank deposit.   

Investment banking 


In Q1 2004, BZ WBK participated in the management of an issue of two series of bonds of BZ WBK Leasing  and arranged two issues of debt securities for unconnected clients. Furthermore, the Bank acting in collaboration with BZ WBK Brokerage House participated in development of several prospectuses, which were filed with Securities & Stock Exchange Commission (KPWiG) during Q1 2004.      

Investment funds

· As at the end of March 2004, the total assets of eight funds managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych amounted to PLN 1.89bn and increased by 27.4% compared with end-2003. In Q1 2004, the most dynamic growth (147.3%) was recorded by funds investing in shares which aggregated PLN 861.8m worth of assets as at 31 March 2004. Two of them, i.e. ARKA Shares Fund and ARKA Balanced Fund proved the best in the market in their respective categories in terms of profitability earned over 1, 3, 6 and 12 month period. Good sales results in 1Q 2004 drove its market share to 5.35% from 4.45% at end-2003.  

Leasing 

· At the beginning of March 2004, an operational platform was implemented in the BZ WBK branches to support the lease of cars as part of AUTOSTRADA offer of BZ WBK Leasing addressed to SMEs. The new application streamlines the procedure and reduces the time required to sign a contract with the customer.   

· On 26 March 2004, BZ WBK Leasing started the sale of leasing for personal customers in a simplified procedure. The product makes car lease available to individuals who are not involved in any business activities. The offer is provided through BZ WBK branch network and leasing advisors.    

· During Q1 2004,  both leasing companies of BZ WBK Group (BZ WBK Finance & Leasing and BZ WBK Leasing) leased net assets worth PLN 193.1m. 

Bonds of subsidiaries  

· In Q1 2004, BZ WBK Leasing continued its programme of the public issue of bonds. The beginning of  March saw the end of the subscription for the series of 3Y fixed-interest bonds. The total value of the sale was PLN 45.3m (at the purchase price). Another subscription for the issue of 3Y fixed-interest bonds (which was closed early in April) ended up in allocation of PLN 18.7m worth of bonds (at the purchase price). On 29 March 2004, a decision was made to issue another series of 3Y fixed-interest bonds of BZ WBK Leasing with a total nominal value not higher than PLN 40m.    

· On 13 February 2004, BZ WBK Finanse & Leasing decided to issue bonds as part of the “1st Issue of BZ WBK Finanse & Leasing Bonds” programme.  The company is going to issue 20m bonds with a total nominal value not higher than PLN 2bn.  

Brokerage services  

· In Q1 2004, BZ WBK Brokerage House was ranked among the best three brokerage institutions operating in the shares and futures markets. Turnover of the company on the shares market was higher than in the previous quarter by 73.3%, totalling PLN 2.9bn, which represents a market share of 10.5%. The sharp increase in turnover is related to the intensive activity of individual and business investors driven by the bullish market, better performance of quoted companies, Poland’s upcoming EU accession, the company’s efforts to attract more orders from international customers and more substantial stock exchange investments by ARKA funds. On the futures market, the Brokerage House acted as an agent for concluding 255.6k contracts, which gave it a market share of 10.6%.    

Card acceptance   

· At the end of February 2004, CardPoint started implementation of chip cards acceptance in transaction terminals.  This consolidated the company’s position as a provider of state-of-the-art solutions for the domestic card acceptance market.   

Share capital increase in subsidiaries  

· 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 150k through a new shares issue. All the shares were taken up by BZ 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 5m and PLN 37m, respectively. All the shares were taken up by BZ WBK. The share capital increases were registered by the District Court in Poznań, KRS Commercial Section XXI, in March 2004.        

























































































































































































































Very strong financial performance in Q1 2004  (PAT 128.8m, +166.1% yoy) driven by:





strong increase in fee and commission income  


good business volume growth  


benefits of good cost management   


improving asset quality    


dividends from equity investments  
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