

I. Financial Position of Bank Zachodni WBK Group 

in Q2 2003 as compared to Q1 2003

Overview 
· In Q2 2003, the consolidated after-tax profit of Bank Zachodni WBK amounted to PLN 61.1m and was 26.2% up on the previous quarter. The Group’s performance was impacted by the following factors:   

· growing sales of strategic products, and  

· higher income on capital market investments.         

Income 
· The Group’s total income (including other operating income) amounted to PLN 449.2m and was 4.4% higher compared with Q1 2003.   

· Net interest income decreased slightly (by 1.2%) to PLN 201.2m in line with the continually narrowing margins on some deposit products. Adjusting for SWAP points of PLN 13.5m, the interest income was PLN 214.7m and 1.8% lower than in Q1 2003.      

· Non-interest income totalled  PLN 234.5m and exceeded the level reached in Q1 2003 by 10.9%.  The most important components of this  income category were as follows:    

· Profit on financial operations, adjusted for SWAP points, was PLN 41.7m and up by 28.7m on the previous quarter. This  increase was driven by dividends paid out by companies comprising the bank’s investment portfolio. The amount of approved and disbursed dividends totalled PLN 26.0m, the largest contribution (PLN 21.1m) being made by CU Polska Towarzystwo Ubezpieczeń na Życie S.A.  

· Profit on sales which represents income on asset management generated by three subsidiaries: BZ WBK AIB Asset Management, BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych (BZ WBK AIB Investment Fund Corporation) and AIB WBK Fund Management increased by 54.5% on Q1 2003 to reach  PLN 13.6m. This growth was mostly generated by the last of the above-mentioned companies which acquired 1.963.795 shares of NFI Magna Polonia as a remuneration for managing this fund from 1995 to 2001 (see Business Part for more details). A revenue of PLN 3.5m was derived from this operation.     

· Net commission income was PLN 126m and 1.6% higher than in Q1 2003 under the impact of growing fee and commission revenues produced by services related with lending,  credit cards and  F/X operations; 

· F/X profits amounted to PLN 36.3m and were 12.7% up on Q1 2003 due to growing cross-border turnover.  

· Q2 2003 did not see large disposals of shareholdings in entities from the bank’s investment portfolio, which was reflected in income on shares, interests, other securities and financial instruments with variable yield. The previous quarter performance was largely affected by the sales of the shareholding in Polsoft Sp. z o.o. which produced the profit of PLN 17.4m.  

Costs 
· Consolidated total operating costs (including the Group’s other operating costs and depreciation) increased by 2.3% against the previous quarter and totalled  PLN 330,0m.  

· BZWBK operating costs went up by 3.8% to reach PLN 244.8m. This increase was partly caused by the pay rise that became effective from 1 April 2003 and averaged 3.5%. It was also driven by higher marketing costs  resulting from the accumulation of promotional campaigns in Q2 2003.   

· Consolidated depreciation totalled PLN 54.1m and included fixed asset write-downs connected with the B1 Programme (ICBS, upgraded branch network computer base, etc.).  
Provisions 
· Provisioning charge to P&L account was PLN 31.6m and lower by PLN 5.5m compared with  the previous reporting period. The decrease is attributable to a reduced volume of impaired loans in the Bank’s total portfolio.          

· At the end of Q2 2003, the amounts due from the public and non-financial sectors graded as “sub-standard”, “doubtful” and “loss” accounted for 14.5% of the Group’s gross portfolio. If excluded from the impaired portfolio, loans classified as “technical NPLs” (i.e. non-performing loans whose repayment is guaranteed  by the credible parent of the borrowing company), totalling PLN 243.6m, bring down the NPL ratio to 12.8%.

Balance sheet  
· As at 30 June 2003, the consolidated total assets of Bank Zachodni WBK totalled PLN 25,142.3m and were  1.8% up on Q1 2003.   

· The Group’s total financial resources, including deposits of non-financial and public sector customers (PLN 17,438.6 m), investment funds (PLN 1,249.4m) and investment bonds (PLN 526.6m), totalled PLN 19,214.6m which represents a 2.5% growth on the previous quarter. 

· The value of deposits of non-financial and public sector  increased over the second quarter of the year by 1.3% and totalled PLN 17,438.6m. The key growth driver were current accounts accumulating PLN 5,840.5m as at the end of  June 2003, i.e. 22.6% more than in the previous period. The biggest increase in funds was recorded in business current accounts which may be a sign of a slight economic recovery in Q2 2003. Other short-term and long-term deposits went down by 7.4% and 1.3%, respectively, reflecting the trend whereby monies are being transferred to current accounts. Other contributing factors include the intensive sales of ARKA funds and the new issue of investment bonds (see Business Part for details). The declining trend in short-term deposits observed in Q2 2003 did not affect 3M ZŁOTY IMPET deposits which were actively promoted in April and May.  In the accounting period under review they attracted PLN 600m.   

· Q2 2003 also witnessed a 3.2% growth in amounts due from non-financial and public sectors to PLN 13,156.4m as a result of good sales of home mortgages and business loans 
II. Business Development  Of Bank Zachodni WBK Group 

 in Q2 2003 As compared To Q1 2003

Bank Zachodni  WBK S.A. 

Distribution channels 
· As at 30th of June 2003 the Bank’s distribution network consisted of 429 branches. In Q2 another, the eighth, branch was opened in Krakow. As part of the network restructuring one branch was closed and five other were moved to new locations. 

· Adhering to the schedule, in April 2003 the ICBS rollout in the bank’s branch network was completed, along with implementation of a new branch model. This huge and highly complex task was the biggest one-off investment in the AIB Group's history. 

· From 1st of April to 30th of June 2003 the number of BZWBK24 users grew by 28.7k to reach 370.8k, 70% of whom had access to their accounts via the Internet.  

· The number of active Minibank24 facilities installed under our office-banking offering grew by 294 to reach 3,550. 

· Bank Zachodni WBK ATM network did not change compared with the end of Q1 2003, and consisted of 578 machines as at 30th of June 2003. The number of POS terminals at merchants' grew by 375 in Q2 to reach 7,130. 
Key business areas
Home mortgage lending

· On 18th of April 2003 Bank Zachodni WBK S.A. signed an agreement with Bank Gospodarstwa Krajowego on home loans subsidised by the State Treasury. According to the agreement the bank will receive compensation for loans sanctioned at a fixed interest rate if it is lower than the market interest rate (currently at 6.5%). We started selling those subsidised home loans effective from  2nd of  May 2003. 

· As a result of the promotional campaign in Q2  2003 (April-May), the sales of home loans were twice as high as in the previous quarter. The value of loans sanctioned amounted to PLN 213.1m, which increased the bank’s portfolio to PLN 1,551.9m. 

· On 1st of April 2003 the bank started applying a promotional interest rate of 6.49% to PLN denominated variable interest rate home loans in the first year of their life. This interest rate was reduced to 5.49% effective from  3rd July 2003. The same rates are used for fixed interest rate loans. 
· The bank saw an upsurge of business customers' demand for the credit facility "Biznes Hipoteka" for purchase, construction and modernisation of premises for business purposes. This loan book grew nearly four times in Q2 and  totalled PLN 121m at the end of June 2003.   
Credit Cards
· From 1st of April to 30th of June 2003 more than 14.8k credit cards were sold. The volume of credit cards in circulation increased by 11.6% against the end of  March 2003 and totalled 119.4k. 

· In June new products were introduced to the bank’s credit card offering - MasterCard BZWBK Silver and Gold credit card, and both options (Silver and Gold) of Visa BZWBK affinity card "Akcja Pajacyk”. A portion of charges collected for the new affinity cards is transferred to Polish Humanitarian Organisation.  

· Bank Zachodni WBK S.A. Visa Credit Gold card was awarded  the 6th Edition of European Medal for Services. This is a special form of recommendation for distinctive products granted under the auspices of the Polish European Integration Office and Business Centre Club.  

Leasing 

· The sales effected by the bank and its leasing subsidiaries contributed PLN 129.0m to the total leasing portfolio, exceeding by 25.5% the value recorded  in Q1 2003.   

Investment Funds 

· From 1st of April to 30th of June 2003 our branches sold PLN 240.5m worth of investment funds (managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych). This was 10.3% lower than our performance in the previous quarter which was noteworthy  for an exceptionally high sales growth rate.      

Bonds  

· In Q2 2003 Bank Zachodni WBK allocated the 4th series of  909,349 investment bonds with nominal value of PLN 100 apiece and 9-month maturity. Thereby the 1st Investment Bond Issue Programme, which started in November 2002 and envisaged the selling of up to 6m bonds, was completed. The total value of bonds issued and allocated under the 1st Programme amounted to PLN 536.9m by face value.  

Investment Banking 

· A new subsidiary was set up in April 2003 and registered on 19th May 2003 in the National Court Registry under the name of "CardPoint S.A.". Bank Zachodni WBK S.A. is the founder and sole shareholder with 100% votes at General Meeting of Shareholders. The company’s core business will be card acceptance services. Until the end of June the subsidiary was still in formation. 

· Bank Zachodni WBK S.A. made a decision to join other banks in the turnaround process of Wschodni Bank Cukrownictwa S.A. in Lublin. Consequently, in July the bank acquired 14.470.400 shares in the restructured company with funds obtained or money coming from the Bank Guarantee Fund loan. 

Companies  fully consolidated with Bank Zachodni WBK  

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

· In Q2 2003 the situation in the stock exchange market was gradually improving, reflecting symptoms of economic revival. 

· Total turnover of BZ WBK Brokerage House in the cash market amounted to PLN 1,062.6m and was 31.5% higher than that in Q1.

· The company's trading in the share market rose by 34.8% to PLN 1,011.5m, bringing an 8.4% share in that market (Q/Q). High turnover growth rate was materially affected by collaboration with Credit Swiss First Boston, London. 

· The bond trading decreased  by 11.5% against Q1 2003 and amounted to PLN 51.1m, which translated into a 4.2% market share (Q/Q).

· In line with the market trend, the volume of futures routed through the Brokerage House declined by 16% to the level of 170,711 contracts. Despite this decrease, the company retained its market share of 11% held in the previous quarter. 

· BZ WBK Brokerage House trade on the futures market equalled PLN 40.6m. In the previous quarter the turnover was higher by 75.6% on account of the purchase of BZ WBK Finanse & Leasing bonds (PLN 30m at face value) through packaged transactions with BZ WBK Inwestycje Sp. z o.o.  

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

· In Q2 2003 the value of net assets leased by both companies amounted to PLN 152.0m and outdone the level attained in the previous quarter by 26.3%.  

· There was a substantial growth in net value of leased cars ( 84%) and lorries (78%) .  

BZ WBK AIB Asset Management S.A. 

· Similarly to Q1, in Q2 bond portfolios were the most popular. In the changing economic environment (further interest rate cuts, first signs of economic revival, slight growth of share prices quoted at the Warsaw Stock Exchange in May and June) customers were gradually taking more interest in mixed portfolios, i.e. stable growth or balanced ones. 

· In this environment our overall sales rose by 46.5% on the previous quarter. 

· As at the end of June 2003 assets under the company's management, including investment funds of BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych, were worth PLN 1,392m. 

BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych  S.A. (BZ WBK AIB Investment Fund Corporation)

· In Q2 2003 assets of the five ARKA investment funds managed by BZ WBK AIB Investment Fund Corporation grew by 20.0% to reach the value of PLN 1,233.4m, which translated into a 4% market share.  

· As in the previous accounting periods, among the five funds managed by BZ WBK AIB Investment Fund Corporation, the highest growth rate was achieved by ARKA FIO Bonds Fund whose assets increased by 88.2% over the three months to PLN 246.4m. In terms of value, however,  ARKA FIO Capital Protection Fund continued to be the leader. Over Q2 2003 its assets grew by 8.9% to the level of PLN 961.8m. The increasing sales growth rate was also evinced by the mixed and stable growth fund on account of improving outlook for the stock exchange market. 

· In conjunction with Lukas Bank BZ WBK AIB Investment Fund Corporation set up the first "white label” fund in Poland. It is a stable growth  fund to be offered under the Lukas Bank brand and sold exclusively through its outlets. The fund is managed by BZ WBK AIB Investment Funds Corporation and its assets are entrusted with  BZ WBK AIB Asset Management. Within mere 2 months since inception the fund acquired assets worth PLN 16m. 

· In June 2003 BZ WBK AIB Investment Fund Corporation obtained a permission from the Securities and Stock Exchange Commission for introduction of a new Arka Eurobond Fund, investing in Euro denominated securities. 

AIB WBK Fund Management Sp. z o.o.

· In Q1 2003, AIB WBK Fund Management Sp. z o.o. continued co-operating with the three funds: Magna Polonia National Investment Fund, Nova Polonia PEF and Prospect Poland Fund. 

· Pursuant to the Securities and Stock Exchange Commission's decision dated 20th of May 2003, on 12th of June 2003 the ownership title to 1,963,795 shares in NFI Magna Polonia was transferred to AIB WBK Fund Management as a remuneration for managing the fund from 1995 to 2001. The acquired pool of shares represents 6.53% of the fund's share capital and gives the right to the same percent of votes at the General Meeting of Shareholders. NFI Magna Polonia shares were worth nearly PLN 9.49m at EOD price on 12th of June 2003.     

BZ WBK Faktor Sp. z o.o. 

· The company's core business is factoring services, including purchasing of book debts, comprehensive management of the assigned debts, financing current activities, monitoring repayments and debt collection. 

· In Q2 the company started operations, acquiring first customers. From June to September it will pilot its services and afterwards it plans to commence actively selling them in the bank’s branch network in September 2003. BZ WBK Faktor will take over  the provision of all factoring services in Bank Zachodni WBK Group. 

III. Financial Position  of Bank Zachodni WBK Group 

In H1 2003 As Compared To H1 2002

.   

Overview 
· Over the first six months of the year the Group generated total income of PLN 879.4m . It was 2.1% higher  y-o-y despite the fact there was no real breakthrough in the economy, interest margins kept eroding and competition was getting more and more fierce. This good performance was due to growing sales in the key business areas and better alignment of the pricing policy with the strategic premises. Sales efforts were supported by many initiatives to improve the product proposition, procedures and processes, and above all the quality of service.          

· Compared with the corresponding period of the last year, profit before tax (PLN 159.9m) was 12.4% lower due to a substantial charge to the P&L account relating to ICBS software and branch network computer base depreciation.  Profit after tax  totalled PLN 109.5m.        

Income 
· Consolidated net interest income increased by 3.4% against H1 2002 and totalled PLN 405.0m. However, after adjusting for SWAP points (PLN 28.5m), net interest income decreased by 10.3%.  

· Commission income was up by 11.4% on H1 2002 (totalling PLN 250.0m) as a result of the introduction of the new schedule of fees and commissions effective from September 2002, and also the dynamic business growth, including an increase in the number of credit cards (by 43.7%), the bank’s credit exposure (by 13.3%) and sales of investment fund participation units (by 179%). 

· Profit on sales which represents income on asset management generated by three subsidiaries: BZ WBK AIB Asset Management, BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych (BZ WBK AIB Investment Fund Corporation) and AIB WBK Fund Management amounted to PLN 22.4m. The figure for H1 2002 as displayed in  Q2 2003 consolidated financial statements of Bank Zachodni WBK is PLN 7.2m and includes only AIB WBK Fund Management.  The other two companies were not consolidated at that time.  

· Growth by PLN 16.5m in income on shares, interests, other securities and other financial instruments with variable yield was due to the profit of PLN 17.4 earned on the sale of the shareholding in Polsoft Sp. z o.o. 

· Financial profit decreased by 37.1% (to PLN 83.2m) as a consequence of a sharp fall in SWAP-related income. Due to continued reduction of interest rates,  it declined by PLN 84.5m y-o-y.            

· F/X profits (PLN 68.5m) went down by 8.7% on account of a bigger number of transactions with negotiable F/X rates and the decision to curb lending denominated in foreign currencies to mitigate higher  F/X risk.  

Costs 
· The Group’s total operating costs (including depreciation and other operating costs) totalled PLN 652.5m in H1 2003 and were higher by 7.0% y-o-y. The key growth driver is depreciation which went up by 57.3% to PLN 111.4m due to the B1-related depreciation (ICBS, upgraded branch network computer base, ect.). At the end of June 2003 the depreciation totalled PLN 43.5m. B1 Programme components have been subject to depreciation beginning from the last quarter of 2002.  

Provisions
· Although the loan portfolio notably increased, impaired loans declined, bringing down respective provisions. Such changes would not have been possible without ongoing improvement of credit procedures, quick response to market signs and appropriate formulation of credit policies.  Provisioning charge to P&L account was PLN 68.7m, which represents a 3.0% decrease from the corresponding period of 2002.  

· At the end of H1 2003, the amounts due from the public and non-financial sectors graded as “sub-standard”, “doubtful” and “loss” accounted for 14.5% of the Group’s gross portfolio. If excluded from the impaired portfolio, loans classified as “technical NPLs” (i.e. non-performing loans whose repayment is guaranteed  by the credible parent of the borrowing company), totalling PLN 243.6m, bring down the NPL ratio to 12.8%.

Balance Sheet
· As at 30 June 2003, the consolidated total assets of Bank Zachodni WBK amounted to PLN 25,142.3m and were lower by 8.9% than last year. 

· After the first six months of the year amounts due to customers from non-financial and public sector totalled PLN 17,438.6m, decreasing by 2.4% against the previous year. 

· The funds deposited in current accounts increased by 22.1% to 5,840.5m, mainly as a result of balances being transferred from term deposits. This transfer of balances coupled with a high demand for alternative savings products in the Bank’s offering caused a substantial fall of funds accumulated in long-term accounts. However the negative trend was compensated by the sales of participation units in investment funds (assets increased to PLN 1,249.4m) and investment bonds (PLN 526.6m as per nominal value less discount).  In H1 2003 there was a visible demand for 3M (ZŁOTY IMPET) and 1M deposits (especially those opened via electronic channels - LOKATA24), yet short-term deposits marginally went down  (1%) to reach PLN 10,391.3m. 

· The Group’s total financial resources: deposits of non-financial and public sector customers (PLN 17,438.6m)   as well as their participation units in investment funds (PLN 1,249.4 m) and investment bonds (PLN 526.6m) totalled PLN 19,214.6m, which represents a 4.9% growth on H1 2002.  

· At the end of H1 2003 amounts due from non-financial and public sectors totalled PLN 13,156.4 m, which represents an increase by 13.3% against the end of June 2002. This was driven by high growth pace of home mortgages, credit card-related exposures and increased business lending.

IV. Nearest Outlook   

· Bank Zachodni WBK continues to pursue its strategy  “Po pierwsze Klient“ (Customer Comes First) which aims at raising the quality of service and customers’ satisfaction. The actions taken towards these objectives should positively influence the Group’s revenues. There are also plans for further initiatives to curtail the Group’s cost base. On 22nd of July the Management Board released the communication about the intended  group staff reduction. It will involve 980 employees both from the branch network and the Business Support Centre. 
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