BANK ZACHODNI WBK GROUP 2Q 2004  PERFORMANCE 

COMMENTARY 


1. Financial Performance in 1H 2004    

        in PLN m

	Performance highlights
	1H 2004
	1H 2003
	Change 

	Total income *
	988.8
	868.5
	+13.9%

	Total costs **
	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%


*     includes other operating income

**   includes other operating costs
· Total income increased by 13.9% on 1H 2003 to PLN 988.8m, of which:   

· Net interest income totalled PLN 427.9m and was up by 5.7% compared with 1H 2003 due to well-developing business volumes.   
· Fee and commission income (net) was PLN 282m and 12.6% higher than in 1H 2003. The main contributors here were account maintenance, international settlements and ARKA funds distribution 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., disclosed in profit on sales,  increased by 16.5% to PLN 26.1m.     

· Income on financial operations and F/X profit totalled PLN 113.2m and was down by 9.9% from 1H 2003 level due to lower trading in debt securities and derivatives. F/X Swap and F/X FRA income which in 2003 was reported as income on financial operations has been classified as F/X profit since 1Q 2004. For comparison purposes, the 1H 2003 figure for F/X profit has been restated by PLN 37.1m, previously included in income on financial operations.
· Income from equity investments was PLN 115.5m and up by PLN 71.5m on the corresponding period of 2003. The 1H 2004 result was boosted by the dividends received from Commercial Union Group (PLN 52.8m) and the profit on disposal of CardPoint S.A. (PLN 54.9m). The comparative figure for 1H 2003 includes lower dividends from the same insurance group (PLN 23.1m) and profit earned on disposal of BZ WBK shareholding in another subsidiary undertaking, i.e. Polsoft S.A. (PLN 17.4m).  

· Total costs amounted to PLN 591.6m and were lower by 7.8 % yoy, of which:           
· Staff and administration costs totalled PLN 473.5m and were lower by 7% yoy, reflecting savings produced by restructuring projects completed in 2003 (staff reduction, cost rationalisation, branch network restructuring) as well as on-going cost-cutting initiatives.  

· Depreciation totalled PLN 104.1m and was 6.6% lower than in 1H 2003.  

· Provisioning charge to the Profit & Loss account was PLN 96m and up on the 1H 2003 figure by PLN 27.3m.  

· At end-June 2004, BZ WBK Group “sub-standard”, “doubtful” and “loss” 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%. As at end-June 2003, the respective ratios were recorded at 14.5% and 41.7%.                          

· As at 30 June 2004, total assets of BZ WBK Group amounted to PLN 26.1bn and were up by 3.7% on end-June 2003. 

· Amounts due from the non-financial and public sectors increased by 5.9% in the year to end-June  2004 and totalled PLN 13.9bn. This resulted, among others, from substantial growth in home mortgages (26%) and financial leases (38.2%).                  

· Deposits from non-financial and public sectors totalled PLN 17.9bn and were 2.4% up mainly due to  increase in business 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 904.4m) amounted to PLN 18.8bn and were 4.1% up on the previous half-year figure. Taking into account participations in investment funds (PLN 2.19bn), total funds increased by 8.7%. They would show 10.5% growth, if the assets of  a new ARKA BZ WBK Property Fund were included. 
2. Major Business developments in 2Q 2004                                                                       

Distribution channels 

· As at end-June 2004, the BZ WBK distribution network comprised 395 branches and 564 ATMs. 

· In 2Q 2004, the base of personal and business customers who use electronic banking via the BZWBK24 service increased by 34.6k to 503.5k. The extended functionality of the BZWBK24 application enabled the customers to effect international payments and make FX transfers to own accounts in order to purchase/sell foreign currencies.   

· The number of active Minibank24 installations rose to 4,249 at end-June 2004 (an increase by 195 qoq). The enlarged infrastructure provided office-banking services to 12.4k corporate customers.          

Deposits    

· BZ WBK was the first big bank in Poland to increase interest rates on key term deposits in response to the impact of the restrictive bias being adopted in the monetary policy in 2Q 2004. On 11 May 2004, the interest rate on 1M deposit available through BZWBK24 electronic banking (Lokata24) rose to 3.75% p.a. At the same time, interest rates on IMPET term deposits increased up to 6% p.a.  

· From 14 to 22 April 2004, a subscription was held for the Guaranteed Investment Deposit which offers interest rate dependent on the current FX rates, the underlying instrument being the EUR/PLN option. 

· The Warsaw Real Estate Agents Association (WSPON) awarded BZ WBK for its Escrow Account in Real Estate Deals. The product is a custody account designed for personal and business customers who transact on the property market.   

 Mortgage loans 

· In collaboration with Commercial Union Polska, Life Insurance Company, the Bank expanded its product range by offering a voluntary life insurance for the main borrower of a mortgage loan. The insurance protects the family against the necessity to pay off the debt. The sum insured corresponds to the outstanding liability and decreases as repayments are made.   

· At end-June 2004, the value of the gross home mortgage portfolio totalled PLN 1.95bn and was 4.7% higher compared with the end of the previous quarter.    
Cards  

· During 2Q 2004, BZ WBK issued 12k new credit cards, which increased the respective portfolio to 147.4k cards.  

· Due to the increased usage of BZ WBK cards in the Economic and Monetary Union, the currency used to settle overseas VISA card transactions has been changed. 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. 

Investment banking 

· In 2Q 2004, BZ WBK brought to a successful end the process of admission to public trading of BZ WBK Finance & Leasing bonds worth up to PLN 2bn. The Bank was also involved in the management of three issues of BZ WBK Leasing bonds and arranged two issues of debt securities for other clients.  
· BZ WBK acted as an advisor and investment sub-issuer for PBG S.A. in connection with the public offer of PLN 96m worth of shares (C series) of this company. The shares were offered for public trading by BZ WBK Brokerage House. The Bank was also a service sub-issuer of shares (D series) issued by the same company to implement its incentive program.    

· On 22 April 2004, the Bank sold all of its holdings (representing 100% of the share capital) in a subsidiary CardPoint S.A. to Nova Euroconex Holdings B.V. based in Netherlands for a total amount of PLN 68m.  

· In June 2004, a public offer was carried out for ComArch shares where the Bank acted as an advisor while Dom Maklerski BZ WBK offered  the shares for public trading. 

· On 23 June 2004, BZ WBK acquired 154 639 investment certificates (A series) of a new closed ARKA BZ WBK Property Fund (managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A.) for a total amount of  PLN 15 m. 

Investment funds

· At end-June 2004, the total assets of investment funds managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. (excluding ARKA BZ WBK Property Fund) amounted to PLN 2.19bn and were 15.7% higher on end-March 2004. The assets of mutual funds investing in shares continued to grow the fastest (by 37.8% qoq) and at end-June 2004 were worth PLN 1.23bn. As in the previous quarter, ARKA Shares Fund and ARKA Balanced Fund were the best in the market in their respective categories in terms of profitability earned over the 12 month period. Thanks to the good sales dynamics, the company’s share in the investment funds market rose from 5.35% at end-March 2004 to 6.26% at end-June 2004.   

· On 11 May 2004, the sale of ARKA BZ WBK Property Fund certificates was launched. The new Fund allows its participants to invest in top class retail, office, warehouse and residential properties. The Fund’s intention is to increase its value due to income from lease of commercial properties, growth in value of the purchased commercial properties and development and sale of residential properties. All the certificates offered by BZ WBK Towarzystwo Funduszy Inwestycyjnych S.A. were sold, totalling PLN 339.5m.   

Leasing  

· In 2Q 2004, both leasing companies of the BZ WBK Group (BZ WBK Finance & Leasing and BZ WBK Leasing) leased PLN 230.6m worth of net assets, an increase of 19.7% on the previous quarter. In the prevailing macro-economic situation (Poland’s EU accession, changes to the VAT regulations), customers showed particularly high interest in passenger cars and vans.      

Bonds of subsidiaries  

· In 2Q 2004, BZ WBK Leasing continued the public issue of its bonds. On 5 April 2004, the subscription of  the 5th series of 3Y fixed-interest (6.5%) bonds began. The next subscription lasted from 10 May to 7 July and covered two series of 3Y bonds – one with fixed interest (6.75%) and the other with variable interest (6M WIBOR + 10 bp). As a result of the above-mentioned issues, the company placed in the market bonds totalling PLN 35.1m. 

· On 26 April 2004, the Securities & Stock Exchange Commission approved the introduction to public trading of the BZ WBK Finance & Leasing bonds to be issued as part of the 1st Bonds Issue Programme (I PEO). The programme envisages the issue of up to 20m bonds with a total maximum nominal value up to PLN 2bn. 

Brokerage services 

· The total turnover of the BZ WBK Brokerage House in the shares market decreased in Q2 2004 by 15.6% compared with the record-breaking previous quarter and totalled PLN 2.45bn.  This result gave the company a market share of 10.7%, which is slightly higher than the level recorded in 1Q 2004. The weaker investor activity is an effect of the post-accession sluggishness, slower inflow of cash to the investment funds and general decrease in the customers’ interest in equity investments.    

· In the futures market, the Brokerage House acted as an agent for concluding 179.8k transactions, which is 29.7% lower than in 1Q 2004 and gives the company a market share of 10.4%.  The decrease in trading is due to the investors’ unwillingness to take positions given the uncertainty regarding the prospective developments in the stock exchange.   

· The above-mentioned turnover levels allowed BZ WBK Brokerage House to maintain its position as one of the best three brokerage institutions operating in the Polish shares and futures markets.

























































































































































































































Very strong 1Q financial performance repeated in 2Q 2004





PAT for 1H 2004 (PLN 251.6m) higher than PAT for 1H 2003 (+129.8%)                           


and for the entire 2003 ( + 95.2%) 





Key growth drivers:    





good business volume growth  


sound increase in fee and commission income  


high income from equity investments  


benefits of efficient cost management   


lower effective tax rate 
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