

1. Bank Zachodni WBK Group business development 

in Q3 2003 as compared to Q2 2003

Bank Zachodni  WBK S.A. 

Key Business Areas  

Home mortgages  

· Home mortgages sanctioned in Q3 2003 totalled PLN 229.6m and were 7.7% up on the previous quarter. At the end of September 2003, the value of the mortgage portfolio increased to PLN 1,726m.     

· On 3 July 2003, the interest rate on PLN variable rate mortgages was reduced. The promotional rate in the first lending year was cut from 6.49% to 5.49%.             

Credit cards  
· The credit card sales maintained its high growth dynamics despite new products being launched by competitors. In Q3 2003, Bank Zachodni WBK S.A. issued almost 15k new credit cards, which increased the number of active cards to 128.3k. This result allowed the bank to strengthen its position as the second largest issuer of credit cards in Poland.     

· Special, streamlined credit card sales procedures were introduced in Q3 2003 for selected professional groups and businesses.   

Leasing 

· The value of lease contracts concluded in Q3 2003 totalled PLN 154.3m and was higher by 21% on the previous quarter.       

Investment funds 

· From 1 July to 30 September 2003 the bank’s branches sold PLN 230.7m worth of ARKA investment funds (managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A.).            

Investment banking  

· As Bank Zachodni WBK S.A. made a decision to join other banks in the turnaround process of Wschodni Bank Cukrownictwa S.A. in Lublin, in July 2003 a transaction to purchase the shares of the above-mentioned bank with finance from the Bank Guarantee Fund loan was completed. Following registration of changes in the Statute and the increase in share capital of Wschodni Banku Cukrownictwa S.A, Bank Zachodni WBK S.A. was entered in the share register as a shareholder with 14,470,400 series G shares with a total nominal value exceeding PLN 14.4m. The acquired shares account for 7.23% of the share capital of Wschodni Bank Cukrownictwa S.A. and carry the same percentage of votes at the General Shareholders’ Meeting.  

· On 1 August 2003, Bank Zachodni WBK S.A. contributed an organised part of its banking business (the Card Acceptance Centre) to CardPoint S.A., the bank’s subsidiary. The book value of the contribution was slightly over PLN 8m. The non-cash contribution covered 800k preference registered series B shares  with a value of PLN 10 each. The shares were taken up in full by Bank Zachodni WBK S.A. (the only shareholder of the company) through the exercise of its pre-emptive rights and represent a long term investment of the bank.  The day of the assets acquisition marked the beginning of CardPoint operations. The subsidiary uses the contributed assets in accordance with their previous role, i.e. to provide card acceptance services. The increased share capital of the company was recorded in the National Court Register on 22 September 2003. 

· On 20 August 2003, the Bank Zachodni WBK Management Board passed a resolution to issue bonds as a part of the “2nd Issue of Investment Bonds of Bank Zachodni WBK S.A.”(II PEOL). The issue programme assumes that up to 50,000,000 bonds will be issued with a total maximum nominal value up to PLN 5 billion. These will be ordinary, coupon, bearer bonds, maturing from 1 to 10 years. They will be issued in series and will be denominated in PLN, USD, EUR or CHF.  The bonds will remain on offer for 5 years after the date of approval by the Securities & Stock Exchange Commission to introduce the bonds to the public trading, i.e. from 30 September 2003. The bonds will mature not later than on 31 December 2018.  

· In Q3 2003, the bank participated in the public offering of EMAX shares, where it acted as a sub-issuer and underwriter of the issue.   

Other areas   

· On 1 August 2003, a new pricing policy was launched in Bank Zachodni WBK S.A. with regard to current accounts for business customers. Beside the existing standard tariff, four different price segments were introduced: Blue Tariff, Silver Cash Tariff, Silver Electronic Tariff and Golden Tariff. Each of them offers discounts for the most common transactions which are dependent on the average balance in the operating account. The new proposal allows business customers to reduce their banking costs by selecting a tariff with a discount system which is the best-suited to their preferred method of settlement. Bank Zachodni WBK S.A. is the only bank in Poland to have introduced this innovative solution.

· On 24 September 2003, two new subscriptions of the 4-year Guaranteed Investment Deposits “GLI EURO INDEX October 2007” and  “GLI AMER INDEX October 2007” were launched. The products allow to earn on stock exchange investments while guaranteeing 100% return of the invested capital.    

· The Bank Zachodni WBK offering addressed to companies which expand their operations into foreign markets was enhanced with the European Package (a combination of a PLN current account with a selected FX account, attractive credit facilities available) and the “Easy Export” Programme (credits, guarantees and insurance offered in co-operation with Bank Gospodarstwa Krajowego and the Export Credits Corporation). The products were designed to complement the existing trade finance offering of the bank.     

· Bank Zachodni WBK branches began to sell the new products offered by the bank’s subsidiaries, i.e. participation units in the new ARKA European Bonds FIO investment fund and the bonds issued by BZ WBK Leasing S.A. (for more details please refer to the part devoted to the activities of individual subsidiaries).  

Distribution channels   
· At the end of September 2003, the bank’s network consisted of 427 branches. In Q3 2003, two branches were closed as a part of the branch network rationalisation process.  

· As at 30 September 2003 the bank’s ATM network consisted of 570 units. The machines have been equipped with an additional feature that enables recharging pre-paid mobiles of Era GSM (tak-tak).      
· The number of active Minibank24 installations within the office banking offer rose by 242 to reach 3,792. Based on this infrastructure, 12.6k companies had access to the system, i.e. by 1.6k more than at the end of the previous quarter.                 

· From 1 July to 30 September 2003 the number of BZWBK24 users rose by 30.1k, increasing the e-banking users base to 400.9k. In this group, 71% of the customers had access to their accounts via the Internet. Since Q3 2003, a new, expanded version of BZWBK24 has been available. It offers “any location” type of service, pre-paid mobiles recharge via the Internet and text messages, provides services to users with two Customer Identification Numbers through one token, introduces a “waiting room” for orders and other significant advantages.                  

Companies  fully consolidated  with Bank Zachodni WBK  S.A. 

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

· The turnover of BZ WBK Brokerage House in the shares market rose in Q3 by 112.4% to reach PLN 2,148.5m, giving the subsidiary a market share of 8.6% (on a quarterly basis).           

· In Q3 2003, the brokerage house completed the sales of the Treasury Bonds through its own network. Thanks to the better sentiments in the stock exchange, the turnover in the bonds market went up by 76.3% on Q2 2003  to total PLN 90.1m.  

· The number of forward contracts made through BZ WBK Brokerage House in Q3 2003 went up by 101.6% to reach 344,210 contracts. After the three quarters of 2003 the subsidiary is ranked the second in Poland on the respective market. The key asset of BZ WBK Brokerage House is its offering which is one of the most competitive both in terms of quality (90% of orders handled by phone and the Internet) and pricing.      

· BZ WBK Brokerage House has acted as an intermediary in the WIG20 INDEX options market since its inception. In September the company’s share in the market was 7.7%.    

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

· In Q3 2003, the value of net assets leased by both companies amounted to PLN 186.6m and exceeded the previous quarter figure by 24%. Vehicles had the biggest share in this amount, accounting for  60%.  

· On 15 July 2003, the Securities & Stock Exchange Commission approved introduction to public trading of up to 10m of bearer bonds of BZ WBK Leasing S.A. with a nominal value of PLN 100 each.  The obtained funds will be used to finance the company’s core business (lease of vehicles). As a part of the public bonds issue, in Q3 2003 BZ WBK Leasing S.A. issued two series of 3-year bonds with a total nominal value up to PLN 200m. The nominal value of the fixed interest bonds series is up to PLN 150m, and the variable interest series – PLN 50m. On the basis of the decision of the Central Offering Table dd. 11 September 2003, the bonds were admitted to the regulated OTC market.

BZ WBK AIB Asset Management S.A. 

· The total sales of the company’s portfolios rose by 28.9% on Q2 2003. The most popular were portfolios containing shares, in particular the balanced ones.   

· At the end of September 2003, the value of assets managed by the company, along with assets of the investment  funds, totalled PLN 1,543.6m. 

BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych  S.A. 

· The total assets managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. rose in Q3 by 10.8% to reach PLN 1,384.5m at the end of September 2003.    

· Particularly dynamic development was recorded in Q3 2003 by the Arka funds investing in listed shares. Thanks to the bullish market in July and August, the assets of each of the funds from this group increased threefold. In the reporting period the shares funds were also distinctive for their excellent management results. In terms of the rate of return, the best fund was Arka Shares FIO, which outperformed 120 other domestic funds, bringing a return of 29.1%.   

· As for the safe funds, the biggest growth was recorded by the Arka Bonds FIO fund. During Q3 2003, the assets of this fund increased by 9.4% to reach PLN 269.5m. At the same time, the assets of the biggest fund - Arka Capital Protection FIO – rose by 1.7%  to reach PLN 978.4m.    

· On 26 August 2003, the participation units in the new ARKA European Bonds FIO fund began to be sold. The fund invests in debt securities denominated in euro. The participation units are distributed through Bank Zachodni WBK S.A. and BZ WBK Brokerage House. After one month of operations, the assets of the fund reached PLN 12.1m.  

AIB WBK Fund Management Sp. z o.o.

· In Q3 2003, 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. 

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 Q3 2003, the company continued the pilot of its services, whereupon it will launch active sales through the bank’s branch network. Ultimately,  BZ WBK Faktor Sp. z o.o. will take over full factoring services of the BZ WBK Group.          

CardPoint S.A. 

· The company provides card acceptance services. It began its business  operations on 1 August 2003. At the end of September 2003, the subsidiary handled over 9,000 card acceptance machines placed in retail outlets across Poland (for more details on the foundation of the company please refer to the part devoted to Bank Zachodni WBK Investment Banking). 

2. Financial position of Bank Zachodni WBK Group

 in Q3 2003 as compared to Q2 2003

in PLN m

Item
Q3 2003
Q2 2003
Underlying 

change

Total income (underlying)  
  434.7
 423.2*
 +2.7%

Total costs (underlying)
   314.9**
329.9
 -4.5%

Provisioning charge
  29.0
  31.6
 -8.2%

Profit-before-tax
  69.2
  88.5
-21.8%

Customer lending 
       13,520.1
     13,156.4
+2.8%

Total funds ***
       19,366.8
     19,214.6
+0.8%

*       excludes exceptional dividends of PLN 26m received in Q2 2003 

**     excludes exceptional costs in Q3 2003 of PLN 23m (related to branch restructuring and investment in Treasury IT system) 

***   includes customer deposits, assets of investment funds and investment bonds 

Overview 
· In Q3 2003, the total income of Bank Zachodni WBK Group amounted to PLN 434.7m (incl. other operating income). After adjusting for dividends included in the Group’s Q2 2003 profit and loss account, the  underlying total income increased by 2.7%. This performance was impacted by:    

· economic recovery and gradually improving financial standing of companies,  

· strong sales of key products and services.        

· From the  Group’s cost perspective, the following factors were the most important:          

· continued operating costs reduction process,    

· ongoing branch and support function restructuring.              

· In this environment, the Group generated a pre-tax profit of PLN 69.2m. The Group’s after-tax profit amounted to PLN 37.5m.      

· Tax charge was higher in Q3 2003 by PLN 3.5m due to:

· decrease in non-tax deductible provisions included in deferred tax,  

· application of a lower tax rate to the newly created provisions.  

Income 
· The Group’s net interest income in Q3 2003 was PLN 213.6m. Taking into account the swap points of PLN 6m, the Group’s net interest income at the end of September 2003 was PLN 219.6 m and up on the Q2 figure by 2.3% (for comparison purposes - the swap points included in the adjusted net interest income in Q2 2003 amounted to PLN 13.5m).         

· The Group’s non-interest income decreased by 8.3% against Q2 2003 to PLN 215.1m. The decline was due to high, once-off income earned in the previous quarter. In Q2 2003, the bank received dividends from its minority holdings which totalled PLN 26m gross (disclosed in income on investment in stocks and shares). 

· Other relevant components of  the Group’s non-interest income were as follows:           

· Net commission income amounted to PLN 141.6 m and exceeded the previous quarter figure by 12.4%, mainly due to the revenue from account maintenance and cash transaction fees. The respective revenue grew, among other things, as a result of an increase in the number of personal customers availing of the bank’s services on the basis of accounts designed for individuals with higher income and banking needs, i.e. Konto24Plus and Konto24Prestiż.

· F/X profit totalled PLN 39.2m and was higher by 8% than a quarter before. This is attributable to the growth of business relating to F/X  transactions effected by the bank on behalf of third parties.    

· Profit on sales of PLN 11.7m represents income from assets under management of BZ WBK AIB Asset Management S.A., BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. and AIB WBK Fund Management Sp. z o.o. In Q2 2003, the figure disclosed under this heading included a once-off additional revenue of PLN 3.5m. It was generated by AIB WBK Fund Management Sp. z o.o. taking up 1,963,795 of NFI Magna Polonia shares as a fee for managing the fund in the years 1995-2001.

· Adjusting for swap points, the financial profits amounted to PLN 10.2m and were lower by PLN 5.5m on Q2 2003.       

Costs 
· The Group’s total costs (incl. operating costs, other operating costs and depreciation) amounted to PLN 337.9m and were up on Q2 2003 by 2.4%. The increase was due to BZWBK branch network restructuring costs (other operating costs) and the bank’s investment in the new Treasury IT platform  (operating costs). Excluding the impact of both  undertakings,  the underlying total costs decreased by 4.5%.                      

· The Group’s operating costs decreased by 2.4% to PLN 257.6m. Adjusting for the costs related to the Treasury IT Project, the  underlying operating costs fell by 7.3%. The decrease illustrates the scope of savings generated in Q3 2003 as a result of continued headcount reductions and cost-optimisation activities. In Q3 2003, the bank’s employment was reduced by 183 FTEs, which brought the number of the respective staff  down to 8,102 FTEs.                        

· In Q3 2003, the Group’s depreciation totalled PLN 57.9m and included depreciation of individual fixed asset categories related to the B1 Programme (ICBS system, upgraded computer network in the branches, servers, etc.). The Programme aimed to implement an integrated IT system in Bank Zachodni WBK, which was completed in Q1 2003.      
Provisions   
· Provisioning charge to the consolidated profit and loss account totalled PLN 29m, which represents a fall on the previous reporting period by PLN 2.6m.    

· At the end of September 2003 the amounts due from the budget and non-financial sector  (without consolidated subsidiaries) graded as “sub-standard”, “doubtful” or “loss” accounted for 14.3% of the bank’s gross portfolio (incl. interest). 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 114.2m, bring down the NPL ratio to 13.4%.                        

Balance Sheet   
· As at 30 September 2003 the total assets of Bank Zachodni WBK Group amounted to PLN 25,256.3m and were up by 0.5% on Q2 2003.  

· In line with the existing trend, the amounts due from the non-financial and budget sector increased (by 2.8%)  to reach PLN 13,520.1 m. This resulted  from good growth in business and mortgage lending.                  

· The deposits from non-financial and budget sector slightly increased in Q3 2003,  totalling PLN 17,448.9m. After a period of aggregation of funds in current accounts, customers became more active in placing their surplus cash in 1M and 3M deposits. As a result, the balance in current accounts fell from 1.8% down to PLN 5,734.5m, while short-term deposits rose by 1.3% to PLN 10,521.7m. At the same time, the long-term deposits base slightly decreased (by 1.2%) and totalled PLN 1,192.7m. 

· The Group’s total financial resources, including deposits of non-financial and budget sector customers (PLN 17,448.9m), participation units in investment funds (PLN 1,384.5m) and investment bonds (PLN 533.4m) totalled PLN 19,366.8m at the end of September 2003.      

3. Financial position of Bank Zachodni WBK Group 

after three quarters of 2003 as 

compared to the corresponding period of 2002
in PLN m

Item
1-3Q 2003
1-3Q 2002
Underlying 

change

Net commission income 
              392.1
            339.1
        +15.6% 

Total income 
1,311.7
1,332.6
 -1.6%

Total costs (underlying)
    912.8*
   921.1
 -1.0%

Provisioning charge
     97.6
   148.4
-34.2%

Profit-before-tax
  229.1
   265.6 
-13.7%

Customer lending 
        13,520.1
       12,349.9 
+9.5%

Total funds **
        19,366.8
       18,225.6 
 +6.3%

*       excludes exceptional costs in 2003 of  PLN 75.4m (ICBS depreciation of  PLN 52.4m and PLN 23m of costs related to investment in Treasury IT  

         and branch rationalisation)   

**     includes customer deposits, assets of investment funds and  investment bonds  

Overview   
· The Group’s pre-tax profit of PLN 229.1m was lower by 13.7% y-o-y. The decrease is attributable to reduced deposit margins, substantial depreciation charges related to the ICBS system and upgraded computer base in the branch network, as well as to costs incurred in the delivery of a number of ongoing strategic, restructuring and specialist projects that are crucial for the bank’s development. After the three quarters of the year the Group’s after-tax profit came to PLN 147 m.        

· The total income generated by the Group after the first three quarters of 2003 amounted to PLN 1,311.7m (incl. other operating income) and decreased by 1.6% compared to the corresponding period of the previous year.  The Group’s operations in the reporting period were impacted by the following factors:    

· NBP interest rate cuts over the year until June 2003 (reference rate reduced y-o-y by 225 bps. down to 5.25%), 

· improving macro-economic situation in Poland, 

· strong sales growth of the Group’s products and services in the key business areas,   

· consistent delivery of the Group’s corporate strategy – emphasis on enhancement of the product offering and service quality as well as improvement of processes and procedures,  

· ongoing investment in projects, such as: CRM and Customer Segmentation Programme, Migration to Electronic Channels, Branch Network Rationalisation, Treasury IT Project, etc.,        

· completion of ICBS roll-out in Bank Zachodni WBK,  

· ongoing reduction of the Group’s operating costs.      

Income  
· The Group’s net interest income totalled PLN 618.5 m and was 1.9% up on the corresponding period of 2002. However, financial profits decreased by 61% to PLN 73.5m in the aftermath of the substantial drop in income from SWAP transactions (swap points and valuation). Due to the interest rate cuts and the weakening of the zloty,  the SWAP-related income fell threefold y-o-y  (from PLN 166.7m to  PLN 51.2m). In total, net interest income and financial profits decreased by 13%.                   

· Net commission income reached PLN 392.1 m and was higher by 15.6% y-o-y. This is due to the strong business development, including increase in the lending volume (by 9.5%), the number of credit cards (by 40%) and assets of ARKA funds (by 121.2%).     

· Profit on sales of PLN 34.1m represents income from the assets under management of BZ WBK AIB Asset Management S.A., BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. and AIB WBK Fund Management Sp. z o.o. The corresponding figure for the three quarters of 2002 (PLN 11 m) covers only AIB WBK Fund Management  Sp. z o.o. The other subsidiaries were not fully consolidated as at September 2002. Their results were reported as profits of subsidiaries accounted for under equity method.   

· The income on investment in stock and shares was PLN 44m and 131.6% up y-o-y. The increase results from the disposal of the bank’s stake in its subsidiary Projekty Bankowe Polsoft  Sp. z o.o. (net profit on the transaction totalled PLN 17.4 m) and the higher (by 47%) value of dividends from minority holdings.  

· F/X profits of PLN 107.7m was lower by 5.5% as compared to the corresponding period of the previous year as a result of the decision to restrict sales of credit facilities denominated in foreign currencies on account of   higher FX risk.      
Costs 
· After the first three quarters of 2003 the Group’s total costs (incl. operating costs, other operating costs and depreciation) amounted to PLN 988.2 m. Excluding additional costs in 2003 connected with ICBS depreciation, Treasury IT system and branch network rationalisation,  the total underlying costs decreased by 0.9 %.       

· The Group’s  operating costs decreased by 0.7% to PLN 775.4m. Included under this heading were costs incurred in implementing a new Treasury IT platform. Adjusting for the costs involved in the undertaking, the Group’s underlying operating costs were lower by 2.3% y-o-y. The decrease is due to sustainable savings achieved in individual operating cost items and reduced headcount (by 914 FTEs in Bank Zachodni WBK S.A. over the first three quarters of 2003).   

· The Group’s depreciation increased by 65.6% to PLN 169.4 as a result of the depreciation charges connected with the B1 Programme (ICBS, upgraded computer base in the branch network, servers, etc.). At the end of September 2003 the depreciation charges for the ICBS system amounted to PLN 52.4m y-t-d.        

· Other operating costs totalled PLN 43.4m and were up by 13.6% on the end of September 2002 due to ongoing branch network rationalisation.                      

Provisions 
· Provisioning charge to the consolidated profit & loss account totalled PLN 97.6 m, which represents a 34.2% decrease y-o-y. 

· At the end of September 2003, the amounts due from the budget  and non-financial sector (without consolidated subsidiaries) graded as “sub-standard”, “doubtful” or “loss” accounted for 14.3% of the bank’s gross portfolio (incl. interest). If the “technical NPLs” (i.e. non-performing loans whose repayment is guaranteed by the credible parent of the borrowing company), totalling  PLN 114.2 m, are excluded from the impaired portfolio, the NPL ratio is brought down to 13.4%.                        

Balance sheet structure  
· The total assets of the Bank Zachodni WBK Group increased by 0.3% y-o-y and amounted to  PLN 25,256.3m.   

· At the end of Q3 2003, the amounts due from the non-financial and budget sector totalled PLN 13,520.1m and were 9.5% up on the corresponding period of the last year. This results mostly from strong growth of lending to business clients and dynamic mortgage portfolio expansion.   

· After the three quarters of the current year the amounts due to the non-financial and budget sector totalled PLN 17,448.9m and were lower by 0.9% y-o-y.   

· The funds deposited in current accounts increased by 18.7% to PLN 5,734.5 m. Long-term deposits decreased by 56.3%. However, this was offset by the sale of participation units in the funds managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. (assets grew to PLN 1,384.5m), investment bonds (PLN 533.4m by discounted nominal value) and the increase in short-term deposits (by 4.8% to PLN 10,521.7m). 

· The Group’s total financial resources, including deposits of non-financial and public sector customers, participation units in investment funds and investment bonds, totalled PLN 19,366.8m, which represents a 6.3% growth on the level recorded at the end of September 2002.     

Outlook      

· In the environment of continued economic recovery expected in the last quarter of 2003,  Bank Zachodni WBK Group should be able to maintain the existing sales of its leading products and services. Apart from the stable business growth, substantial progress is anticipated in the delivery of strategic projects. The financial benefits of these initiatives should become  more apparent next year. 
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