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External environment of Bank Zachodni WBK S.A.  in 2001
In 2001, the economy slowed down significantly with the GDP growth of approx. 1.3% y/y (i.e. the lowest since 1991). This downturn was caused primarily  by the sharp decline in domestic demand due to profound decrease in gross accumulation, both in terms of stock which throughout the year decreased by  half as well as investments in fixed assets. 

Last year, a number of negative factors coincided affecting the economic growth in Poland: firstly, the three largest world economies went into recession or found themselves at its verge: the U.S., Japan and Euroland. With a certain delay, global economic slowdown became perceptible in Poland in two ways: decreased dynamics and consequent exports downturn, and slower pace of foreign investments. 2001 was the first year since the beginning of transformation in which direct investments were lower than in the previous year. Also slow down in privatisation processes played a role here.  

2001 saw a significant decline in domestic demand due to delayed effects of hard-line monetary policy and lack of reforms in relation to the economy’s supply side. In particular, inflexible labour market and high employment costs combined with the decrease in internal and external demand resulted in considerably reduced demand for labour. In December 2001 employment in the business sector was lower by 4.7% than the year before. 

In 2001 the inflation rate plummeted from 8.5% in December 2000 down to 3.6% in December 2001. Three factors supported the process here: deep deflation of petroleum prices, low food prices and very strong zloty. Fast unemployment rate increase, which curbed salary requirements and cooled off inflationary expectations, also played a role here. After two years of overstating the inflation target, The Monetary Policy Council finally reduced inflation much below the bottom line of the target set at 6-8%.

Basic macroeconomic ratios



1997
1998
1999
2000
2001(E)
2002(F)

GDP
% y/y
6.8
4.8
4.1
4.0
1.3
2.0

GDP
USD million
143.9
158.4
155
157.6
178.3
185.3

Industrial output
% y/y
11.5
3.5
3.6
6.8
0.5
2.4

Real retail sales
% y/y
6.8
2.6
4.0
1.0
0.4
X

Unemployment rate*
%
10.3
10.4
13.1
15.1
17.4
18.5

Real gross salaries
% y/y
5.9
3.3
4.7
1.0
2.5
0.5

Current account
USD million
-4,309
-6,862
-11,558
-9,946
-6,900
-8,000

Current account 
% GDP
-3.0
-4.3
-7.4
-6.3
-3.9
-4.5

Budget deficit *
PLN billion
-5.9
-13.2
-12.5
-15.4
-33.0
-40.0

Economic deficit
% GDP
-3.3
-3.4
-2.8
-2.3
-5.5
-5

Poland’s foreign liabilities# 
USD billion
62.4
80.2
89.3
99.3
106
x

Inflation rate*
% y/y
13.2
8.6
9.8
8.5
3.6
5.0

Inflation rate
% y/y
14.9
11.8
7.3
10.1
5.5
4.1

Ceny produkcji
% y/y
12.2
7.3
5.7
7.8
1.7
1.8

USD/PLN
PLN
3.2808
3.4937
3.9675
4.3465
4.0939
4.2

EUR/PLN
PLN
3.7055
3.9231
4.2270
4.0110
3.6685
3.8

NBP intervention rate*
%
23.50
15.50
16.50
19.00
11.50
9.0

Real interest rate **
%
9.0
9.5
7.4
8.7
10.5
6.3

WIBOR 3M
%
23.93
21.34
14.73
18.78
16.04
10.4

# based on the international investment position

*as of the period end, ** annual average 3M WIBOR minus annual average inflation rate

E- estimate, P-forecast

Monetary policy in 2001 was very restrictive - annual average short-term real interest rate rose up to 10.5% from 8.7% in 2000. Additionally, there was a strong nominal appreciation of the foreign exchange rate, which further tightened the impact of the restrictive monetary policy. Combination of monetary and fiscal policies worsened as increase in real interest rates was accompanied by sudden deterioration of economic deficit of the public finance sector from 2.3% up to 5.5%. 

In 2001 the central bank cut interest rates six times, in total by 750 bps. However, due to the deteriorating loan books of banks (share of non-performing receivables rose from 14.4% in December 2000 up to 16.6% in November 2001 upon increase of loss loans), credit interest rates were lower than official interest rate reductions.

In November 2001, before the introduction of the savings tax approx. PLN 2 billion worth of deposits were transferred from banks to bond funds. Also, the deposit structure changed significantly from below 6 months to over six months, which  applied to 10+ percent of total deposits.
Performance of Bank Zachodni WBK S.A. in 2001 

Profit and Loss Account

Overview 
The table below presents major developments in the basic categories of the balance sheet and profit and loss account. 

PLN m  
31-12-2001
31-12-2000
Change  %

Total assets
24,829.4
22,784.6
+ 9.1%

Deposits
18,714.2
17,194.2
+ 8.8%

Credits 
10,630.4
10,034.2
+ 5.9%

Net interest income*
1,029.8
1,084.7
- 5.1%

Non-interest income 
512.2
450.8
+13.6%

Total income 
1,542.0
1,535.5
+ 0.4%

Profit after tax 
151.4
134.1
+12.9%

* adjusted for income on financial instruments transactions (2001: PLN 422.7 m, 2000:  PLN 248.5 m) 

The bank’s performance reflects the impact of challenging economic environment and costs associated with the merger of Bank Zachodni S.A. and  Wielkopolski Bank Kredytowy S.A. but also positive effects of various initiatives designed to constrain the cost base. Substantial investment in the IT system, training and development of distribution channels depressed somewhat 2001 results, yet their positive impact should be seen in 2002 and beyond. 

Profit  generated  by the bank in 2001 does not markedly vary from the projection announced on August 1, 2001. 

Income 
Total income was up 0.4% on the last year. Serious economic slowdown subdued demand for bank loans while hefty cuts in NBP official interest rates brought down deposit and loan interest rates. This in turn increased pressure on interest margins. Interest rates applied by the bank to standard business loans and term deposits are bound to the market rates (WIBOR and WIMEAN) and set accordingly. However, interests applicable to current deposits and personal loans are determined by the Asset and Liability Management Committee (ALCO). An adequate product strategy combined with a rise in volume of loans and deposits should effectively increase profitability of the bank in the changing interest environment.

Non-interest income makes up approx. 33% of total income and is clearly on the rise, mainly due to income on FX transactions, business account fees and card related fees. In 2001, it grew by 13.6% compared to the previous year.

Costs 
Total operating costs grew by 20% in 2001. It was mostly driven by general cost increase associated with development of distribution channels (68 outlets launched) and IT infrastructure, and with costs related to the merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A. The bank’s merger costs were lower than expected and reached PLN 141.2  m. 

Irrespective of the costs incurred in connection with the merger, 2001 results show first savings. Underlying  staff costs went down by 4% upon reduction of jobs from 11,258 at end-2000 to 9,764 at end-2001. Implementation of the new IT system across the branch network can result in laying-off additional 2,150 persons, depending  on actual needs, which will reduce costs even further in the years to come.   
Balance sheet structure 
Customer deposits remain the prevailing item of the balance sheet, making up 75% of total liabilities at end-2001. They come mostly from households (70% of total deposits), the remaining portion being of business origin. Over the past few years the proportion of current deposits have been gradually decreasing in favour of term deposits, which is attributable to more efficient cash management by the bank’s customers. 

Introduction of regulation on savings interest taxation was a notable change in the legal environment since it may have a long–term influence on the development of the bank’s deposit base. Towards the end of 2001 the bank put forth an offer of long term deposit products that enabled the customers to avoid taxation (“Impet Plus”). Customers responded to this offer quite favourably and these deposits amounted to PLN 2.8 bn  at year-end.      

On the asset side loans are the most significant item (43% of total assets) The loan book was very well diversified with the largest exposure to retail and wholesale trade (17% of the total book). Exposures to other industries did not exceed 7% of the book each. The split between corporate, SME and retail was roughly 44% - 42% - 14%. The biggest exposures are to corporate customers of sound financial standing with whom the bank has a longstanding banking relationship.                                

In 2001 the bank’s loan book grew by 6% in spite of a significantly subdued demand for loans. Furthermore, the challenging environment brought the bank to take a deliberate decision to curtail lending to certain industries and the personal sector. Under these circumstances, the 6% increase in lending represents a real growth, well rooted in the medium- and long-term development needs of the bank’s  commercial and corporate customers.       

Loans graded as “sub-standard”, “doubtful” and “loss” had a 19.5% share in the total loan book in 2001 and loan loss reserves coverage ratio was 46%. In 2001, the bank launched debt collection procedures in 27,430 cases and the total amount of these receivables was PLN 690.2 m. 

Geographical structure of the bank’s receivables and liabilities 

Province 
Liabilities due to customers and budget sector 

%
Net receivables  from customers and budget sector

%


31.12.2000
31.12.2001
31.12.2000
31.12.2001

1. dolnośląskie
32.3
30.9
26.6
26.2

2. kujawsko-pomorskie
2.6
3.2
3.9
3.8

3. lubelskie
0.0
0.2
0.7
1.1

4. lubuskie
5.9
4.5
7.2
6.6

5. łódzkie
1.4
3.3
1.9
1.5

6. małopolskie
0.5
0.9
1.5
2.0

7. mazowieckie
7.1
8.3
11.3
11.7

8. opolskie
5.0
5.1
4.1
4.0

9. podkarpackie
0.1
0.1
0.6
0.2

10. podlaskie
0.3
0.3
0.8
0.7

11. pomorskie
3.7
4.5
3.5
2.4

12. śląskie
6.6
5.2
5.4
5.2

13. świętokrzyskie
0.7
0.7
0.9
0.9

14. warmińsko-mazurskie
0.2
0.3
0.5
0.7

15. wielkopolskie
32.7
31.3
28.2
31.1

16. zachodniopomorskie
0.9
1.2
2.9
1.9

Total 
100
100
100
100

Key business developments in 2001  

Bank Zachodni WBK

Retail Banking 

Bank Zachodni WBK S.A. offers a wide range of products to its 1.6 m Polish retail customers, including items provided by its subsidiaries and affiliates such as brokerage services, leasing, investment funds and alternative savings products. Its flexibile and innovative solutions meet the needs of the market and evoke its  favourable response. In 2001 for the second consecutive year the bank was very successful in sales of the tracker deposit “Euro Index”. A newly introduced “Impet Plus” deposit and another version of the long-term savings programme “Pewny Start Dziecka”  proved very popular as well. Customers were also more and more appreciative of the competitive parameters and construction of Bank Zachodni WBK S.A. mortgage loans and credit cards, which  resulted in significant sales growth in respective areas last year.       

To be able to deliver an added value to individuals with the higher than average income and the biggest buyer’s potential, the bank took a number of initiatives to simplify procedures, curb bureaucracy and accelerate credit decisions for this customer segment. The rising tendency for differentiating the bank’s services also permeated the bank’s offer of personal accounts. Last year they became available in a number of varieties adjusted to particular segments’ needs.    

In 2001 Bank Zachodni WBK S.A. launched 68 new branches. Most of the newly opened outlets were small units with the target segments being personal customers and small and medium-sized enterprises. In a strive to increase profitability of the network and to rationalise the use of available resources, the branches became subject to the restructuring process. Based on the outcome of a comprehensive diagnosis of the general condition and performance of the branch infrastructure, 12 outlets were relocated and the least effective 34 were closed down.  As a result, at end-2001 the bank operated through  441 branches. Last year a two tiered management structure was implemented in the branch network in line with a new administrative division. The three macroregions based in Poznań, Wrocław and Warsaw were split  into 17 reporting regions.       

In pursuit of the finest service quality, Bank Zachodni WBK S.A. devoted a lot of attention to  the cause of increasing functionality of its distribution channels. With this purpose in mind, the bank continued preparations for ICBS implementation which ended up with successful pilots in two branches. The project involved redefining the branch model which among other things resulted in changed work processes and roles. Customer service became much improved due to introduction of an area for cash transaction processing and universal sales points for credit and deposit products. Separate sales points were also assigned for individuals with over-average income and proportionately higher demand for products and advice.  

Concurrently, the bank developed and promoted the use of alternative distribution channels, including the most advanced technologies (WAP, the internet, etc.). Modern distribution channels provided customers with a convenient, quick and inexpensive access to the account, and at the same time limited the labour consuming processing at the bank’s end. The advantages of these channels  are   widely recognized, which is reflected in the ever increasing number of every-day transactions concluded through their intermediary. Last year the number of telephone transactions increased sevenfold and the internet was used twelve  times more often than the year before.  

In order to transform the branch staff into universal salespersons and to achieve the highest quality service standards, throughout 2001 they went through a series of  intensive training sessions on products and  sales techniques. 

Commercial and Corporate Banking 

Last year’s developments in commercial and corporate banking were strongly influenced by  macroeconomic environment. Despite diminishing demand for loans and more rigid criteria of potential borrowers’ assessment, the overall loan book grew by 6%.      


Services to corporate customers are rendered through three centres: Poznań Wrocław and Warsaw. Furthermore, commercial loans (i.e. for small- and medium-sized companies) are sanctioned in these centres as well. Vast majority of personal loans are sanctioned by the Poznań-based Personal Loan Centre with the exception of students’ loans and loans for heat-insulating purposes (“thermoloans”) which remain at branch directors’ discretion. 


In 2001 the bank launched several major initiatives to make the offer for small- and medium-sized businesses more attractive. One of them was the creation of Canada-Poland Enterpreneurs Foundation designed to guarantee loans for micro companies (with staff of up to 5 persons). The bank also established cooperation with European Bank for Reconstruction and Development  for delivery of low interest bearing loans for commercial customers.   


In the future the bank will focus on enhancing effectiveness and the quality of credit delivery processes through further centralisation. The main projects in this area will involve centralisation of vindication functions and extending the centralised loan sanctioning mechanism to cover loans for commercial customers up to PLN 500,000.  

Investment Banking 

Last year Bank Zachodni WBK S.A. was successful on the local capital market. In a consortium with a first class banking partner, the bank  won a tender for advising The Ministry  of Treasury  in the process of preparing a prestigious public offer on behalf of Telekomunikacja Polska S.A. It also carried out an issue of municipal bonds for the city of Wrocław, acted as an advisor to The Ministry of Treasury in the privatisation of electricity mills in Dolna Odra, Kozienice and Ostrołęka, designed the process of going public for two companies and prepared a number of analyses, strategies and reports for its customers.   

One of the most important line of activity in the investment banking was  development of new products and services to be included in the bank’s offer and sales plans for this year. In order to improve management over its investment portfolio, Bank Zachodni WBK S.A. transferred PLN 24.5 m worth of shares and interests held in 22 companies to its subsidiary BZ WBK Investment sp. z o.o.  The latter  was created last year to trade in shares and interests of commercial law companies as well as in other securities, search for investors for companies and provide counselling.  

Dom Maklerski BZ WBK S.A. (brokerage house):  Dom Maklerski WBK S.A. and Dom Maklerski BZ S.A. merged on May 11, 2001. In 2001 the share turnover of  the merged Dom Maklerski  BZ WBK S.A. on the WSE amounted to PLN 2.4 bn, which represents 3.9% of the market. Under the impact of economic slowdown,  bearish WSE and stagnant primary market, investors turned to a more profitable futures and bond market. In line with changed sentiments of stock exchange players, Dom Maklerski BZ WBK S.A. turnover in futures contracts surged up, exceeding the pace of the futures market growth. As a result, throughout the last year the brokerage house managed to increase its respective market share from 6.9% to 8%.  An increased turnover was also registered on the secondary bond market (19,6%) and totalled PLN 384.7 m. Bonds were also in demand on the primary market, offering more attractive interest compared to alternative capital investment products and  additional advantages under the anticipated tax law amendments. In 2001, Dom Maklerski BZ WBK S.A. sold PLN 604.7 m worth of bonds,  i.e. 69% more than the previous year. Despite the deteriorating conditions on the primary market, the brokerage house was quite active in the area of the capital market services. It  handled 7 issues of shares with pre-emption rights on behalf of public companies and 5 issues without such rights. It also acted as an issuing house for several big Polish companies, arranged a couple of share sales offers and handled premium shares for PKN Orlen S.A. 

WBK AIB Asset Management:  At the end of 2001 the value of assets entrusted by customers to BZ WBK Asset Management totalled PLN 291m. Thanks to the top quality management, the long-term rates of return on the company's investment portfolios were one of the best on the market. As a party involved in development of the guaranteed “Euroindex” deposit, WBK AIB Asset Management  contributed to the success of the four last year’s issues of that product, gathering a total of PLN 306m.    

WBK BZ Towarzystwo Funduszy Inwestycyjnych (Investment Funds Association): In 2001 assets of all investment funds went up. The largest growth was reported by retail funds and one of them “Arka Ochrona Kapitału” (Capital Protection) left behind all the other funds, increasing its assets by 5000% on the previous year. Systematic savings programs were the most popular with customers, in particular “Pewny Start Dziecka” (Secure Start for Your Child) within “Ochrona Kapitału” fund. One of the major achievements of the Investment Funds Association in  2001 was the successful tender for operating the General Pension Programme for one of the largest Polish companies and the signing of new asset management agreements with insurance companies. As of the end of 2001 total value of investment fund assets equalled PLN 153.6 m.      

Mortgage Banking

As expected, in 2001 mortgage banking business was developing fast in Bank Zachodni WBK S.A. The number of mortgage loans in the bank’s portfolio doubled in the course of the year. High growth dynamics was likewise recorded in terms of value. At the end of 2001 the value of mortgage loan book amounted to PLN 632.6 m, increasing 113% on the previous year. Owing to high sales results, the Bank Zachodni WBK S.A. share in the growth of Polish banking system mortgage loan book reached about 5.7% last year. 

Dynamic development of the bank’s mortgage business can be ascribed to extended sales infrastructure following the merger, wider use of external distribution channels and merits of a highly competitive offer. In 2001 the Bank’s offer was enhanced by various innovative solutions, many of which are pioneering on the Polish housing loan market. One should mention here Business Locum loans for independent professionals, loans with fixed interest rate within 5 years, loans with combined fixed/floating interest rate, PLN/FX loans, etc. 

The high quality of Bank Zachodni WBK S.A. mortgage loans portfolio is  ensured due to the credit risk management and its continuous improvement. The centralisation of the sanctioning process which was introduced last year for all the mortgage loans generated in the bank enhanced the quality even further.  

We expect that the demand for mortgage loans will soar as a result of the commonly anticipated interest rate fall and the growing significance of the loan as a source of financing the Poles’ housing needs.

Electronic Banking

In spite of strong competition, Bank Zachodni WBK S.A. remains one of the leaders in electronic banking. Last year it strengthened its position through further infrastructure development, service processes improvement, offer enrichment  and promotion campaigns. 

The bank continues setting standards in the area of internet banking as  always in its history. Its share in this  market segment reaches 31%. Out of 201,600 customers who had access to BZWBK 24 electronic services as at the end of December 2001 (61,332 customers at end-2000) as many as 130,600 were registered as Internet banking users. The potential and high banking activity of this group was confirmed by the enormous increase in the number of transactions made through the Internet in 2001 – it was twelve times as large as in the previous year.

As a card issuer, Bank Zachodni WBK S.A. acquired 10% of the market share. At the end of 2001 the number of valid cards in possession of the bank’s customers exceeded 1,087,000, which represents a 9% increase on the previous year. The growth in the area of credit cards is particularly satisfactory. The number of credit cards increased three times and so did  - at even greater rate -  the volume and value of credit card-related  transactions. In 2001 the bank’s offer was enlarged with VISA Business Electron Card for small and medium-sized enterprises and the Poland’s first affinity card issued in co-operation with the University of Wrocław. 

The Bank continues to invest in the infrastructure which makes the basis for further card business growth. At  end-2001 the bank had 557 ATMs (14% more than in 2000) and 6500 POS terminals (55% more than in 2000). 

In September 2001 the Communication Centre was launched in Środa Wielkopolska. It performs operational functions on behalf of electronic banking, runs a help desk and info-line for the customers of electronic services. The plans for 2002 stipulate for further development of the centre’s functionality by expanding information and sales services for customers.    
Main assumptions of Bank Zachodni WBK S.A. ’s  strategy  
The authorities of Bank Zachodni WBK S.A. approved the strategy for 2002–2005. Its implementation should position the bank among the top banking institutions on the Polish market  and produce added value for the shareholders.  The strategy  puts the customer at the heart of the bank’s business and makes his needs the main driver of development  projects. With the customer’s interest and convenience in mind, bureaucratic procedures will be further curbed, credit decisions will be accelerated,  more efficient  process of issuing credit cards will be introduced, innovative products will be designed and launched,  roles and responsibilities of sales staff will be redefined. Concurrently, the bank will heavily invest in training and professional advancement of the staff involved in building relations with customers. This is only a handful of initiatives which are meant to distinguish Bank Zachodni WBK S.A. on the market by means of a highly professional service. The bank’s services will stand out as unique due to skilful recognition of the customers’ needs, maximum effort to fully satisfy them,  utmost care about their financial interests, and cultivation of lasting relationship with customers.   

In line with the new approach, the bank will focus on the upper mass retail segment and SME customers, yet it will not lose the sight of the remaining customers. The new strategic orientation will allow to render the highest possible quality of service to the target customers as most of the endeavours and energy of the staff will be channelled into meeting their particular needs and expectations.    

Excellent product offering, though very important,  will merely make a  supporting  tool in realising the strategic objectives. It will be constantly upgraded with an emphasis on the selected product areas: mortgage loans, credit cards, leasing, investment funds, products for businesses. As a result of the strategic pursuit, towards the end of 2005 the bank should acquire 10% of the financial services market and secure the leading position in all the  key product areas. 
Development of the Organisation and Infrastructure of Bank Zachodni WBK S.A.

Merger 

The merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A. was registered  on  June 13, 2001 and since June 25, 2001 Bank Zachodni WBK S.A. shares have been traded on the Warsaw Stock Exchange. Due to a timely commencement of the integration process and a carefully designed plan, Bank Zachodni WBK S.A. quickly began to operate as one organisation offering uniform range of products and services at the same pricing almost immediately after registration of the new bank. One of the  most important  integration projects - apart from the product offer harmonisation - was implementation of a single Head Office structure and its division into three centres: Wrocław, Poznań and Warsaw. The integration will be fully accomplished with the implementation of a new branch IT platform across the bank network.       

General Shareholders’ Meetings    

· Bank Zachodni SA: On April 3, 2001, the General Shareholders’ Meeting of Bank Zachodni SA was held which approved the bank’s financial statements for 2000 and the report of the Management Board on its performance in 2000 along with Bank Zachodni Capital Group’s consolidated financial statements and the performance report for the same period. It also acknowledged the fulfilment of duties and responsibilities by the Supervisory Board and the Management Board in 2000, passed resolutions on changes to the composition of the Supervisory Board and on amendments to the Bank's Statutes.  

· Wielkopolski Bank Kredytowy S.A.: General Shareholders’ Meeting of Wielkopolski Bank Kredytowy S.A. was held on April 4, 2002. The AGM accepted the bank’s financial statements for 2000 and the report on its performance in 2000 along with Wielkopolski Bank Kredytowy  Capital Group’s consolidated financial statements and the performance report for the same period, approved the 2000 profit distribution proposed by the Management Board, granted the Bank Council & the Management Board acknowledgement for fulfilling their duties and responsibilities in 2000 and endorsed amendments to the Bank's Statutes. 

Extraordinary General Shareholders’ Meeting                  

· The Extraordinary General Shareholders’ Meeting of Bank Zachodni WBK S.A. was convened on July 26, 2001. It passed amendments to the Bank's Statutes and changed the composition of the Supervisory Board.                                                                                          

· On August 20, 2001, another Extraordinary Shareholders’ General Meeting of Bank Zachodni WBK S.A. was held which passed a resolution on exchanging registered shares held by the State Treasury and former and present  employees of Bank Zachodni WBK S.A. for bearer shares.           

Supervisory Board of the Bank 

The Bank Council of Wielkopolski Bank Kredytowy SA consisted of the following members: 

Marian Górski             
- Chairman of the Bank Council 

David McCrossan 
- Deputy Chairman of the Bank Council 

Michael Buckley
- Member of the Bank Council 

Waldemar Frąckowiak  - Member of the Bank Council 

Gary Kennedy

- Member of the Bank Council

Franciszek Pospiech 
- Member of the Bank Council 

Aleksander Szwarc  
- Member of the Bank Council 

Andrzej Wierciński
- Member of the Bank Council 

Mandates of the Bank Council expired on June 13, 2001. 

The Supervisory Board of Bank Zachodni S.A. comprised:                     

Gary Kennedy                
- Chairman of the Supervisory Board 

David McCrossan           
- Deputy Chairman of the Supervisory Board 

Michael Buckley             
- Board Member 

Gerry Byrne                   
-  Board Member 

Józef Frąckowiak            
- Board Member 
Marek Grzegorzewicz   

- Board Member 

Robert Wrzesiński           
- Board Member 

By force of resolutions passed by the General Meeting of Bank Zachodni SA Shareholders on April 3, 2001, Michael Buckley was recalled from his function as  Supervisory Board Member and was replaced by Gerry Byrne. On July 26, 2001, the Extraordinary General Meeting of Bank Zachodni WBK Shareholders recalled Chairman Gary Kennedy and Deputy Chairman David McCrossan. The following persons were then appointed to the Supervisory Board: Billy Andrews, Waldemar Frąckowiak,  Marian Górski, Thomas P. Mulcahy, Aleksander Szwarc. Marian Górski was also elected Chairman.                                      

Consequently, the composition of the Supervisory Board of Bank Zachodni WBK S.A. was as follows:  

Marian Górski      
          
- Chairman of the Supervisory Board 

Józef Frąckowiak  

- Deputy Chairman of the Supervisory Board       

Gerry Byrne                   
- Board Member 

Waldemar Frąckowiak   
- Board Member 

Marek Grzegorzewicz    
- Board Member 

Billy Andrews                 
- Board Member 

Robert Wrzesiński          
- Board Member 

Thomas P. Mulcahy             
- Board Member 

Aleksander Szwarc        
- Board Member  
Management Boards 

Management Board of Wielkopolski Bank  Kredytowy S.A. consisted of the following persons:                                            

Jacek Kseń



- President            

Cornelius O'Sullivan


- First Vice President                

Romuald Szeliga


- Vice President    

Declan Flynn



- Board Member          

Joanna Oświecimska


- Board Member           

Marcin Prell



- Board Member          

Term of office of the Management Board of Wielkopolski Bank Kredytowy  S.A. expired on June 13, 2001.

Management Board of Bank Zachodni SA was composed of the following persons until June 13, 2001:                                                      

Aleksander Kompf


- President           

Liam Horgan



- First Vice President         

Janusz Krawczyk


- Board Member           

Mateusz Morawiecki


- Board Member           

Jacek Sieniawski


- Board Member            

Management Board of Bank Zachodni WBK S.A.: Following the merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy S.A., the Supervisory Board with a permission from the Banking Supervision Commission, appointed Jacek Kseń to the position of President of Bank Zachodni WBK S.A. Management Board

On the President’s motion, the Supervisory Board appointed the following persons to the Bank’s Management Board:               

Richard William Horgan


- First Vice President 

Aleksander Kompf


- Vice President     

Tadeusz Figiel



- Board Member    

Declan Flynn



- Board Member    

Michael Keegan


- Board Member    

Janusz Krawczyk


- Board Member    

Justyn Konieczny


- Board Member    

Jędrzej Marciniak


- Board Member    

Mateusz Morawiecki


- Board Member    

John Moyney



- Board Member    

Jacek Sieniawski


- Board Member    

Dorota Poniatowska–Mańczak

- Board Member    

Romuald Szeliga


- Board Member    

On July 25, 2001, the Supervisory Board of Bank Zachodni WBK S.A. accepted resignation of John Moyney and recalled him from the Management Board of Bank Zachodni WBK S.A. The Supervisory Board also appointed Maciej Węgrzyński Member of the Bank’s Management Board. 

Shares held by the Management Board and Supervisory Board of Bank  Zachodni WBK S.A.:


As at 25.06.2001
Face value 

in PLN 
As at 31.12.2001
Face value

In PLN   

Management Board of Bank Zachodni WBK S.A.





Jacek Kseń 
232
2 320
232
2 320

William Richard Horgan
-
-
-
-

Aleksander Kompf
3 107
31 070
3 107
31 070

Janusz Krawczyk 
-
-
-
-

Mateusz Morawiecki 
-
-
-
-

Jacek Sieniawski 
1 160
11 600
1 160
11 600

Tadeusz Figiel 
-
-
-
-

Declan James Flynn 
-
-
-
-

Michael Laurence Keegan 
-
-
-
-

Justyn Jan Konieczny 
-
-
-
-

Romuald Szeliga 
-
-
-
-

Dorota Poniatowska-Mańczak 
-

-
-

Jędrzej Szymon Marciniak 
108
1 080
108
1 080

Maciej Węgrzyński
-
-
-
-







Supervisory Board of Bank Zachodni WBK S.A.  
-
-
-
-

Marian Górski
-
-
52
520

Billy Andrews
-
-
-
-

Gerry Byrne
-
-
-
-

Józef Frąckowiak
-
-
-
-

Waldemar Frąckowiak
-
-
278
2 780

Marek Grzegorzewicz
-
-
-
-

Thomas P. Mulcahy
-
-
-
-

Aleksander Szwarc
-
-
-
-

Robert Wrzesiński
-
-
-
-

Human Resources

Employment level and structure 

The changes effected last year as part of the merger and development projects were closely co-ordinated with the HR and training initiatives. Parallel to the merger of both banks and preparation of the branches to operate within the new, ICBS-compliant branch model, the employment restructuring was carried out. As a result of the process, a considerable number of employees took up other roles or were redeployed in other bank’s units. In the areas where the excessive manpower could not be fully utilised, staff reductions took place. At the end of 2001, the number of positions filled at  Bank Zachodni WBK S.A. stood at the level of 9,764, i.e. by 1,494  less than in the corresponding period of the previous year. Out of that number over 200 posts were allocated to B1 Programme (dealing with ICBS implementation), which was expanding its headcount throughout 2001, and almost 90 posts were occupied at Communication Centre established in Środa Wielkopolska in September last year.  

Training 

In 2001 Bank Zachodni WBK intensively invested in training, regarding professional staff development as one of the most important methods of improving the bank's service level and an effective incentive for the staff. During 2001,  over 10,000 employees were trained, which entailed costs exceeding PLN 14 m. An overwhelming majority of these training initiatives were addressed at the branch employees. They were developing their knowledge of the harmonised offering and procedures, specialist products, credit analysis, sales techniques and other areas. Particular emphasis was put on development of the employees' sales skills. In order to increase effectiveness of respective training courses, they were run for individual groups of salesforce, i.e. for personal, business and corporate sales representatives, which allowed to adjust the content and sales techniques to the needs of each audience.  

2001 was the first year when the bank’s internal resources were used for training purposes on such a large scale. Under the "Internal Trainer" project, employees from the branches and the Head Office were identified, who besides their usual roles, declared readiness to train other employees and improve their trainer skills in terms of expertise and educational technology.   

Capital Expenditure

Level and structure of investments  

In 2001 capital expenditure of Bank Zachodni WBK S.A. totalled PLN 451.0 m. The major element of that figure was IT spending which amounted to PLN 327.8 m. PLN 211.5 m was expended on the B1 Programme, i.e. investments connected with implementation of a centralised branch system (New Branch Model, IT audit in the branch network, etc.). Significant portion of IT funds was allocated to development of electronic banking, particularly to the projects of harmonisation and expansion of services, and to the launching of the Communication Centre in Środa Wielkopolska.

Investments in real estate and fixed assets absorbed PLN 123.2 m. Most of contributors here involved development of the branch network, construction of the Data Centre in Wrocław and adaptation of the new Bank Zachodni WBK S.A. Head Office premises in the Poznań Financial Centre and the Królewska Centre offices accommodating the bank's Warsaw-based units.           

B1 Programme

2001 was another year of intensive work for the B1 Programme, whose purpose is to deliver a centralised branch system (ICBS) across the Bank Zachodni   WBK S.A. network. The year ended in a major B1 success: two pilot branches were successfully converted to the new system. After successful conversion of the subsequent pilots, the system will be rolled out across the network. The roll-out is scheduled to begin in Q2 this year and will continue until the first half of 2003. Owing to the conscientious preparatory work, the rollout will not cause any inconvenience for the branch customers.  

The new system is not only an effective IT tool. It implies new processes and procedures as well as different job roles and scope of responsibilities in the branches. The system will introduce and maintain a customer- and sales-oriented culture in the bank, and will rationalise branch business activities. The modern,  ICBS operating branches of Bank Zachodni WBK S.A. will be able to meet the growing customer needs now and in the future, and will have a potential for further development.   

Management of Key Risk Areas in Bank Zachodni WBK S.A. 
Capital Management

Bank Zachodni WBK S.A.’s policy is to maintain strong capital base and to utilise it effectively for the benefit of its shareholders. At end of June 2001, the bank’s capital resources amounted to PLN 2,159.5 m. Assuming further stable development of its activities, Bank Zachodni WBK S.A. plans to maintain the existing proportion of earnings allocated for capital increases (i.e. c. 80% of profit after tax). As of the end-2001 the bank’s capital adequacy ratio was 13.14 %. 

Asset and Liability Management

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

The bank’s Management Board is ultimately responsible for risk management and has delegated authority to two high level committees: the Asset and Liability Committee and the Credit Committee. The two committees manage their relevant risk areas, monitor the Bank's risk profile on an on-going basis and map out current policies within the framework set by the Management Board.

Credit Risk Management  
The lending activity of Bank Zachodni WBK S.A. was  focused on growing its portfolio in a way which would ensure high quality, good profitability and customer satisfaction. 

Key sources of credit risk

The Bank’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 a system of delegated discretionary limits, which reflect the knowledge and experience of individual managers. The Bank operates an internal credit grading system, which provides easy warning of emerging threats to the loan portfolio quality.

Market Risks

Both the policy and practice of Bank Zachodni WBK S.A.’s market risk management is 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 centralised in the Bank’s Treasury 

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

Liquidity Risk

Bank Zachodni WBK S.A.’s liquidity policy defines the minimum percentage of liquid assets (both zloty and foreign exchange-denominated) in total assets. The responsibility for ongoing compliance with the policy resides with the Bank’s Treasury. The Bank’s Asset and Liability Management Committee (ALCO) monitors the Bank’s performance at monthly meetings. All deviations and their reasons are presented to the Management Board. 

Operational Risk

Prior to the merger each bank had managed operational risk on its own based on uniform standards introduced by AIB Group. Adhering to respective AIB principles, Bank Zachodni WBK S.A. put in place a clear-cut system of identifying, monitoring and reporting operational risk. The main tool used for preventing potential threats and alleviating the effects of their occurrence is a self-assessment procedure which aims to identify and evaluate the risks involved in all the banking processes as performed across the organisation. Due to this procedure, the Management is well-positioned to focus attention on the most important risks.
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