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I. Macroeconomic environment in 2002 

After the significant slowdown of the economy in 2001, the GDP growth in 2002 accelerated only moderately. A gradual improvement of economic activity was observed – GDP grew from 0.2% in 4Q 2001 to 0.4%, 0.8% and 1.6% in the first three quarters, respectively. We estimate that GDP growth amounted to 2% in 4Q 2002 and 1.3% in 2002 overall.

Similarly to 2001, the low investment activity was the main driver of low GDP growth rate. Fixed investments fell for the second consecutive year, and the reversal of this negative trend was not observed even at the end of 2002. Polish firms undergoing restructuring managed to increase high foreign trade volumes in the face of relatively strong zloty. Net exports had positive contribution to the overall GDP growth despite low economic activity in the global economy and in Germany in particular, as the main Poland’s trading partner. Difficult economic situation abroad led, however, to a decrease in foreign direct investment inflow, although it has to be emphasized that privatisation slowdown also contributed to this phenomenon. 

Further acceleration of GDP growth is expected in 2003. This would ensue as an accumulated effect of interest rate reduction over 2001-2002 and changes in the legal environment conductive to entrepreneurship development. These factors together with the prospects of accession to the European Union are likely to increase investments which will drive GDP growth in the following years. We expect GDP growth at around 3% in 2003, as above-mentioned institutional changes are not sufficient to bring higher level of economic development.

Two years of low GDP growth led to deteriorating the situation on the labour market. In 2002 the number of employed in the enterprises sector fell on average by 4.0% against 3.4% in 2001. The unemployment rate increased to above 18% in 2002 from 17.5% at the end of 2001. High unemployment transformed the labour market and greatly relieved the wage pressure. Diminishing employment and low wage growth had also some positive effects – higher productivity and lower unit labour costs. The enterprises could earmark this additional gain for lowering prices and financing new investments.

Low wage pressure, limited domestic demand, improved terms of trade (i.e. relation of import and export prices), and the second consecutive year of good crops in the agriculture helped reduce the inflation. In December 2002, consumer prices were merely 0.8% higher than a year before. Despite the gradual inflation pick up in 2003 (mainly due to diminishing positive supply shock on the labour market), the inflationary pressure should remain low, and the price growth at the end of the year should stay in the lower end of the central bank’s inflation target - 3% (+/–1%).

The weak economic growth and deceleration of inflationary process led to further loosening of the monetary policy. There were eight interest rate cuts made by the central bank. The reference rate, the most important rate for the financial market, fell from 11.5% at the end of 2001 to 6.75% in December 2002. In April the Monetary Policy Council announced the adoption of “small steps” approach, reducing the scale of interest rate reductions to 50 bps. In November the scale of one-off rate cuts has been reduced once again to 25 bps. In total, the interest rate reductions in 2003 should not exceed 100 bps. 

Despite gradual relaxation of monetary policy, the credit market stagnated in the protracting economic slowdown. The pace of growth in households and business borrowings decelerated. Moreover, the share of non-performing loans in banks’ portfolios increased further. Parallel to the overall contraction of broad money, the growth of cash in circulation accelerated significantly. Due to the fall of interest rates and the introduction of deposit interest withholding tax in March 2002, the growth pace in households’ savings initially decelerated sharply and then the household deposit volumes begun to shrink in line with total deposits in the banking sector. The bulk of the money was transferred from bank deposits into investment funds. It should be expected that in 2003 the negative trends regarding loans and deposits would reverse gradually in line with the progressing economic recovery. 

The situation of public finance in 2002 was more stable than in 2001. There were no significant problems with the performance of state budget, which was developed on the basis of conservative macroeconomic assumptions. Large issues of state treasury papers necessary to finance big budget gap easily met the demand of investors encouraged by the prospects of falling interest rates. There should be also no problems with delivering and financing of budget in 2003. 

High demand for Polish debt securities led to real appreciation of the zloty. Nevertheless, the zloty exchange rate was not moving in one direction only. In the middle of the year the change on the finance minister post in the government triggered nervous market reaction, leading to depreciation of the zloty by ca. 5%. Later during the year, Polish currency was strengthening amid positive developments related to European Union  accession negotiations. Consequently, zloty should remain strong also in 2003. 

Main macroeconomic indicators
	
	
	1997
	1998
	1999
	2000
	2001
	2002(E)
	2003(P)

	GDP 
	% y/y
	6.8
	4.8
	4.1
	4.0
	1.0
	1.3
	3.0

	GDP 
	PLNbn
	472.4
	553.6
	615.1
	712.3
	749.3
	770.6
	804.5

	Industrial output
	% y/y
	11.5
	3.5
	3.6
	6.8
	-0.2
	1.7
	4.5

	Retail sales in real terms
	% y/y
	6.8
	2.6
	4.0
	1.0
	0.2
	3.5
	3.1

	Unemployment rate *
	%
	10.3
	10.4
	13.1
	15.1
	17.5
	18.1
	18.5

	Real gross wages growth
	% y/y
	6.5
	4.3
	3.3
	1.3
	1.6
	1.5
	2.5

	Current account
	USD m
	-4 309
	-6 862
	-11 558
	-9 946
	-7 075
	-7 045
	-9 009

	Current account
	% PKB
	-3.0
	-4.3
	-7.4
	-6.3
	-4.0
	-3.7
	-4.3

	Budget deficit *
	PLN bn
	-5.9
	-13.2
	-12.5
	-15.4
	-32.6
	-40.0
	-36.7

	Budget deficit *
	% PKB
	-1.2
	-2.4
	-2.0
	-2.2
	-4.4
	-5.1
	-4.5

	Inflation *
	% y/y
	13.2
	8.6
	9.8
	8.5
	3.6
	0.8
	2.5

	Inflation
	% y/y
	14.9
	11.8
	7.3
	10.1
	5.5
	1.9
	1.4

	Production prices
	% y/y
	12.2
	7.3
	5.7
	7.8
	1.6
	1.1
	2.0

	USD/PLN
	PLN
	3.28
	3.49
	3.97
	4.35
	4.09
	4.08
	3.85

	EUR/PLN
	PLN
	3.71
	3.92
	4.23
	4.01
	3.67
	3.85
	3.85

	NBP intervention rate*
	%
	23,50
	15,50
	16,50
	19,00
	11,50
	6,75
	6,00

	3M WIBOR
	%
	23,93
	21,34
	14,73
	18,78
	16,08
	9,09
	6,43


* year-end, 

E- estimation, F - forecast
Source: GUS, NBP, own calculations and forecasts

II. Financial performance

Financial performance of Bank Zachodni WBK Group 

The table below presents major developments in key categories of the consolidated profit and loss account of Bank Zachodni WBK in 2002. 

PLN m 
	P&L account 
	31-12-2002
	31-12-20012
	31-12-2001 3
	Change 

	
	              1
	              2
	               3
	             1:3

	Net interest income 4
	1,088.5
	1,044.5 
	1,063.5
	2.4%

	Non-interest income 4 
	722.8
	592.0
	644.8
	12.1%

	Total  income 5 
	1,811.3
	1,636.5
	1,708.3
	6.0%

	Total costs 6
	1,256.7
	1,321.7
	1.373.5
	-8.5%

	Profit-before-tax  
	388.5
	122.3
	133.4
	191.2%

	Profit-after-tax  
	272.7
	148.5
	155.1
	75.8%


2)       data from the tables of consolidated financial statements of  Bank Zachodni  WBK  for 2002; they take

       account of the Bank’s consolidation with Dom Maklerski  BZ WBK     

3)     data from “pro forma” Profit and Loss account  included in “Additional Explanatory Notes” (No.  32) of 

       consolidated  financial statements of Bank Zachodni WBK  for 2002; they  take account of all  the 

       companies (eight) consolidated with the Bank in 2002    

4)    adjusted  for:  income on SWAP transactions (PLN 176.8m) and revaluation of trading securities (PLN 92.5m) 

       in 2002,  income on SWAP transactions (PLN 422.7m) in 2001                                                                                                                                        

5)    including other operating  income    

6)    including other operating costs and depreciation       
In the environment of economic slowdown, which continued throughout 2002, Bank Zachodni WBK Group’s performance was much better than a year before. The Group’s profit-after-tax amounted to PLN 272.7m and was 75.8% up on 2001. This is a cumulated effect of  dynamic sales growth of the Group’s key products and services, prudent credit policy and tight cost control.       

Profit and Loss account

Income  

In 2002, the Group’s total income increased by 6% compared to 2001 and amounted to PLN 1,811.3m. 

Net interest income along with income on SWAP transactions and revaluation of trading securities (ca. PLN 269.3m) increased by 2.4% and totalled PLN 1,088.5m. Despite substantial cuts of the NBP interest rates over 2002 (by 475bps) and challenging macro-economic situation, the interest income on loans, deposits, lease agreements and securities increased by 27.8% up to PLN 819.2m. It was driven by the higher pace of decline in interest expense than in interest income, among others, under the impact of movements in the Group’s balance sheet.   

In 2002, non-interest income totalled PLN 722.8m and was higher by 12.1% on 2001. Non-interest income was brought up mainly by good growth in net commission income, income on shares and participations and foreign exchange profits. 

Net commission income increased by 15.6% up to PLN 464.2m, mostly on the back of fees and commissions related to account maintenance, cash transfers, card business and fx transactions. Foreign exchange profits grew by 7.2% and totalled PLN 148.3m. Income on shares and participations went up by 34.4% up to PLN 30.1m as a result of dividend income and a number of sales of equity stakes. Income on asset management-related fees generated by three subordinated companies of Bank Zachodni WBK, i.e. AIB WBK Fund Management, BZ WBK AIB Asset Management and BZ WBK Towarzystwo Funduszy Inwestycyjnych  amounted to PLN 28.3m and was higher than a year before by 16.9%. In 2002, the Group also incurred a loss of PLN 22.3m on revaluation of trading debt securities.        

Non-interest income becomes increasingly important as a source of the Group’s income, which demonstrates itself by the growth of its contribution to total income from 37.7% at end-2001 to 39.9% at end-2002. 

Costs

In 2002, total operating costs of Bank Zachodni WBK Group (operating costs, other operating costs and depreciation) decreased by 8.5% to PLN 1,256.7m.  

The Group’s operating costs amounted to PLN 1,068.0m and were 6.6% lower than in 2001. Staff costs, which represent the largest item in the mix of such costs, decreased by 17.9% to PLN 435.6m. This mostly reflects a gradual rationalization of employment in Bank Zachodni WBK S.A. resulting from the implementation of the new IT system in the branch network and organisational changes in the Business Support Centre. Similar processes were also evident in Dom Maklerski BZ WBK which is the second largest employer in Bank Zachodni WBK Group. The subsidiary reduced its headcount by 11,4% (in FTEs) throughout the year.    

Rigid cost controls were introduced and the Purchasing and Cost Management Area was established which is in charge of centralized negotiations and procurement as well as saving schemes implemented across the Bank and its Capital Group. As a result of these initiatives, there was a clear decrease in a number of cost items, including business travel costs, office supplies, repairs and renovations, external services, security systems, etc. 

Non-staff related operating costs totalled PLN 632.4m at end-2002 and went up by 3.1%. The main growth driver here were the Bank’s costs related to IT systems and data transmission stemming from the need to maintain three different branch banking systems in the interim period until the full roll-out of ICBS, to develop the WAN system and applications to ICBS and specialised systems.    

In 2002, the Group began depreciation of ICBS system. The respective charge was PLN  6.7m. 

The costs-to-income ratio in Bank Zachodni WBK Group decreased from 80.4% at end-2001 to 69.4% at end-2002. We expect this trend to continue in 2003.     

Balance sheet structure

As at 31 December 2002, total assets of Bank Zachodni WBK Group totalled PLN 24,913.0m (1.9% down on end-2001). 

The dominant item of the consolidated balance sheet total were deposits from the non-financial sector, which amounted to PLN 16,254.9m at end-2002, accounting for 65% of the total liabilities. Although, deposits decreased by 8.1% y-o-y as a result of a change in savings and investment preferences among clients, they were largely substituted by assets accumulated by the mutual funds of  BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych  available in the Bank’s branch network. In 2002, the funds under its management increased from PLN 153.6m to PLN 802.5m. Also, some other flagship term deposit products showed good growth trend. These include Lokata24, Impet and EURO Index. In the same period, current deposits went up by 6.4% (up to PLN 4,520.9m), mainly in accounts of personal customers. In order to meet the market demand for alternative savings products, Bank Zachodni WBK Group launched investment bonds. Until the end of 2002 the Group’s liabilities arising from the issue of such securities totalled PLN 381.8m (at the nominal price less discount).  

The Group’s amounts due to central and local government units are subject to significant seasonal changes and fell at end-2002 by 14.4%, totalling PLN 994.8m.  

Loans to non-financial sector clients accounted for the largest portion of assets. As at 2002-end they represented 48% of total assets, whereas a year before they accounted for 42% of total assets. In 2002, loans to business and personal customers increased by 11.8% and as at the balance sheet date they totalled PLN 12,002.4m. The main growth driver of receivables from the non-financial sector was high sales dynamics of home loans and advances (mortgages). The value of mortgages sanctioned in 2002 was PLN 790.7m, and the total mortgage portfolio increased up to PLN 1.35bn. Leasing receivables also contributed to this change, going up by 97% over the year to PLN 692.8m. Good growth dynamics was also shown  by credit card borrowings. Business loans increased as well, albeit at a lower pace. 

In 2002, amounts due from the public sector increased at a higher rate than amounts due from the non-financial sector. As at 31 December 2002, they totalled PLN 447.7m and were 16.2 % up on end-2001. 
The Group’s loan book was very well diversified. The largest exposure was to wholesalers (9.6%), while the exposures to other industries did not exceed 10%. 

At end-2002, the “sub-standard”, “doubtful” and “loss” receivables (excluding interest) from non-financial and public sector accounted for 16.2% of the Group’s portfolio with the loan loss coverage ratio at 40.6%. The value of loans referred to as “technical NPLs”
 totalled PLN 225.6m. Their exclusion  from the impaired portfolio brings the NPL ratio down to 14.5%.                                                                                                                                                                                                                                            

In 2002, the Group grew its portfolio of debt securities up to 5.890,1 i.e. 46.2% up on the previous year. The bulk of them (81%) were represented by securities issued by the State Treasury, the reminder being composed of the NBP, municipal and commercial bonds.

Interest rates on business loans and term deposits applied by Bank Zachodni WBK Group are linked with the inter-bank market rates (e.g. WIBOR and WIMEAN). Pursuant to the decision of the Monetary Policy Council and changes in the market interest rates, the Asset and Liability Management Committee (ALCO) sets interest rates on current and term deposits with a variable rate and on personal loans. 

III. Business development of Bank Zachodni WBK Group  

Bank Zachodni WBK S.A. 

Corporate strategy “Po pierwsze: Klient”  

In 2002, Bank Zachodni WBK launched its new corporate strategy  - “Po pierwsze: Klient
 ” for 2002–2005. After developing the conceptual design of strategic programs, producing project documentation and deploying relevant resources, the implementation phase commenced in line with the adopted timetables. As at year-end, 11 strategic programs including 28 projects were being implemented whereas 12 other  projects had been executed and closed. All strategic initiatives in the Bank were subject to the change control procedure, which ensures co-ordination, monitoring and necessary intervention at the stage of project planning, execution and implementation. This procedure limited the risk of the change introduction. 

In line with the strategy,  the Bank focused on developing the areas considered as the most promising. This involved a segmented approach to the customer base, with a particular focus on selected segments of Premium Personal Customers and Premium SME Customers, in addition to corporate customers. Complimenting this segmented approach, there was also an enhanced focus on key products of mortgages, credit cards, leasing and mutual funds. At the same time, resources were mobilized to follow through undertakings related to enhancement of credit delivery process, upgrading cost effectiveness, development of the delivery channels and upskilling staff.   

During 2002, the benefits of the strategic initiatives were evident, confirming that the strategic choices made were right. Thanks to focusing selling and organizational efforts on selected strategic products, sales in the Bank grew considerably as compared to 2001. The most spectacular sales growth was witnessed in the mutual funds area – 1.646%.  The value of sanctioned mortgage loans and concluded leasing contracts increased by 82% and 79%, respectively. The number of credit cards used by the Bank’s customers went up by 76%.  

In 2002, a number of actions were taken with a view to supporting the strategy execution.  The most significant of  these were the reorganization of the Business Support Center and the launch of the Performance Management Program, which allowed to align the Bank’s organizational structure and to focus the staff on the strategic objectives. 

Bank Zachodni WBK will continue delivery of its strategic agenda aimed at achieving the leading position in selected target markets. Further development of customer segmentation and the introduction of a new customer relationship management (CRM) model are worth highlighting among the number of strategic undertakings which will bring the Bank closer to delivering its goals. We expect that both above-mentioned initiatives will be well advanced by the end of 2003. As a result of the credit delivery projects for Personal and SME lending, a number of automated decision engines will be delivered during 2003. The Bank will continue to enhance the quality of the product offering, banking procedures and processes. It will    further increase its cost-effectiveness, improve the loan book quality, develop its delivery channels and invest in staff and management training and development. Moreover, in April 2003, the ICBS system will have been rolled out across the entire network.

Retail Banking

In line with the corporate strategy “Po pierwsze: Klient”, in 2002, the Bank worked to adjust its product offering to the new segmentation for personal customers and their evolving savings preferences, perfected strategic products addressed to this customer sector and implemented the program of migrating their transactions to electronic channels.  

In 2002, the Bank extended the range of products enabling the customers to effectively invest their financial surpluses. Relevant initiatives were undertaken in response to the changes on the savings market triggered by regular NPB interest rate cuts, the introduction of deposit interest tax for private individuals and the growing level of financial sophistication of the society.  

September 2002 saw the introduction of a new investment fund – ARKA Obligacje FIO (a bond fund) which supplemented the range of funds offered by the Bank in liaison with its subsidiary BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych (Investment Fund Corporation). ARKA funds were unflaggingly popular during the year but the strongest demand was displayed for both safe funds: ARKA Ochrona Kapitału FIO and ARKA Obligacji FIO. In 2002, customers of Bank Zachodni WBK S.A. invested PLN 700.1m in the funds, i.e. 17 times more than a year before.    

In early November 2002 Bank Zachodni WBK as the first bank in Poland commenced the sales of investment bonds. By the end of December 2002 , the Issue Program designed to place on the market several series of securities for the total value of PLN 600m had been completed in 67%.       

Among the deposit products offered by the Bank, the most sought-after were deposits tailored to the specific needs of personal customers with due regard to prevailing market trends,  i.e. 6M Impet Deposit sold traditionally and in e-channels, 1M electronic deposit Lokata24 and long term Guarantee Investment Deposit EURO INDEX and AMER INDEX.    

2002 witnessed further development of the Bank’s home mortgage offering and dynamic growth in the mortgage portfolio. The attractiveness of the facility was greatly enhanced by several innovations, of which the most noteworthy are long term promotional activities such as introduction of the fixed interest rate of 7.99% on the PLN facility in the first year of lending and exemption of mortgagors from the current account fees for one year. BZWBK Home Mortgage has become a leading proposition on the market which was confirmed by the “Pieniądz” monthly which in May 2002 ranked the product as the most competitive, in terms of pricing, home mortgage offered on the Polish market. Home mortgages sanctioned to personal customers in 2002 totalled PLN 790.7m, i.e. 82 % up on the previous year. Following the establishment of the Credit Centre (as a result of the merger of the Mortgage Banking Centre and the Personal Credit Centre), the Bank’s capacity of processing credit requests increased, which made it possible to maintain the high service standard in spite of the growing dynamics of home mortgage sales.  

As a result of the activities undertaken in 2002 and in the previous years, the Bank has a comprehensive offering for personal customers, which also contains products offered by the Bank’s subsidiaries, including BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych, Dom Maklerski BZ WBK (Brokerage House), BZ WBK AIB Asset Management, BZ WBK Leasing, BZ WBK Finanse & Leasing. The Bank offers highly competitive products with the strategic products taking a lead: credit cards, home mortgages, investment funds and leasing facilities. The Bank’s core product for personal customers, i.e. Konto24 is also characterised by high quality and functionality. The product was chosen the best banking product of 2002 and won the award “Złoty Pieniądz 2002”. Due to the cumulated strengths of its product proposition, the Bank won the first prize in the competition of “Gazeta Finansowa” for the 2002 best retail offering.                            
Commercial Banking 

The strategy of Bank Zachodni WBK for the years 2002–2005 defines the SME segment as the Bank’s target market, and recommends implementation of customer value-based segmentation and customer relationship model (CRM). In line with the strategic guidelines in 2002 the Bank developed a uniform approach and consistent standards for the selected customer segments and service classes. After the necessary preparations, in the second half of 2002 the implementation of the Segmentation and CRM Program was commenced in pilot branches. The mass roll-out is envisaged in 2003.       

Based on the market research, in 2002 the Bank extended its offering for SMEs. The customers were offered new short-term deposits in electronic channels, new investment loan for projects refinanced under the SAPARD Programme, a loan for pre-financing export contracts and a mortgage loan Biznes Hipoteka. The design of the mortgage loan was highly appreciated by specialists which was proven by the gold medal awarded to the Bank at the 2 National Banking Olympics -  an event organised as part of the Polish Capital and Financial Forum “Twoje Pieniądze”. Biznes Hipoteka is a long term facility sanctioned for up to 15 years for financing a purchase or renovation of commercial properties.    

The Bank followed through and supported undertakings facilitating SME customers  access to sources of funding and practical business knowledge. To this end, the Bank established or continued relationships with a number of external institutions.     

On 25 January 2002, Bank Zachodni WBK entered into the third agreement with the European Bank for Reconstruction and Development and based on it was granted a credit line totalling EUR 20m earmarked for financing small and medium-sized enterprises. In total, the Bank obtained EUR 40m for this purpose. The total value of loan agreements concluded in 2002 and financed by the EBRD facility amounted to EUR 42.8m, i.e. 76% up on 2001. As part of the technical support, the EBRD allocated a pool of funds to financing training sessions for officers involved in the process of SME lending which upgraded qualifications of a significant Group of the Bank’s staff.    

In liaison with local authorities, the Canadian Polish Entrepreneurship Fund and the Loan Guarantee Fund POLFUND, the Bank continued implementation of the project called “Partner of Local Initiatives” addressed to SMEs, including start-ups. The goal of the undertaking is to facilitate access to sources of funding for SMEs, to win support for SMEs from local authorities and to organise training sessions. Over 1000 entrepreneurs participated in 42 training sessions and 143 businesses took advantage of the credit guarantees included in the training programme and provided by the Bank’s associate Loan Guarantee Fund POLFUND. September saw the launch of the National SME Forum “Your Company in Europe” which was co-participated by the Canadian Polish Entrepreneurship Fund and the Polish Agency for Entrepreneurship Development. The programme was organised under the patronage of the European Integration Commission. In 2002, over 3000 entrepreneurs participated in the series of 30 conferences. The participants got acquainted with the European Union and the available EU support, they also got some practical guidelines on running the business in the existing macroeconomic and legal environment. The above listed educational projects foster the Bank’s relations with small and medium-sized enterprises and build up the Bank’s image and brand in the local markets.  

Corporate Banking 

In 2002 the Bank continued to expand its Corporate Business Banking Model. A new  Corporate Centre of Bank Zachodni WBK was set up in Kraków which, together with three other centres in Wrocław, Poznań and Warsaw, provides services to the Bank’s corporate customers. 

The core of the corporate banking model adopted by Bank Zachodni WBK is the relationship banking with the relationship manager taking responsibility for all contacts of  assigned customers with the Bank. The strategy involves developing long-standing relations, which in turn brings loyalty. It has proved successful, evidenced by an 18%-increase throughout 2002 in the corporate customer base which is the most demanding and difficult sector to attract on the market. Credit facilities remain the core products in the basket of banking services used by this customer segment, particularly overdrafts and investment loans. At the end of the year, the corporate credit portfolio represented 49% of the Bank’s receivables from the non-financial sector and was characterized by sound quality. In 2001 the corresponding share equalled 44%. In 2002 corporate customers frequently sought products and services from the Treasury Division. They were also increasingly interested in the office banking services or more precisely the state-of-the-art Minibank24 application which both in the active and passive version facilitates customers’ co-operation with the Bank.     

Electronic Banking 

Bank Zachodni WBK is still one of the top banks on the e-financial services market. The top position is ensured by the functionality of the offered services, pioneering nature of the proposed solutions and effective promotion of electronic channels as the most convenient and cheap form of concluding core banking transactions.  

Electronic channels    

In 2002, the Bank introduced a new upgraded version of BZWBK24 service which provides customers with access to banking accounts via a choice of electronic channels (GSM SMS, telephone, the Internet) and with tools for remote conclusion of a wide range of banking operations. The Bank’s e-banking package enjoys wide recognition, which is evidenced by the high growth in the number of users and by their over-the-average activity in electronic channels. In 2002, the number of customers using BZWBK24 services increased by 56% to reach the level of 314.9k at the end of December. In the group of BZWBK24 users, personal customers prevail, representing nearly 79% of the total. The Internet remains the most popular e-channel. As at 31 December 2002, 213.6k customers had access to the Bank’s Internet services, i.e. 64% up on the previous year. The BZWBK24 customer activity measured by the number of transactions carried out through electronic channels increased by 48% and materially exceeded the results achieved by other banks. The migration of transactions into electronic channels brought tangible savings to the customers and the Bank.  

As part of the office-banking offering for corporate business customers, new Minibank24 application was implemented in 2002. The application employs the state-of-the-art IT and telecommunications solutions. By the end of December 2002, the bulk of the 2.8k customers using office-banking had been incorporated into the Minibank24 system. The number of customers using such services grew by ca 500 and their activity increased by 24%.           

Cards 

In 2002, Bank Zachodni WBK became one of Poland’s top issuers of credit cards. This was possible due to awarding the credit card the status of a strategic product, and consequently allocating appropriate resources to its development and sales. During 2002, the number of the issued credit cards grew by 76% to 102k as at the end of December. Credit cards issued by Bank Zachodni WBK meet the highest standards and are distinctive in a number of ways. The major advantages are: competitive fees, high security level (the card with a scanned signature and the holder’s photo), broad insurance package, program of discounts offered by a network of merchants. In 2002, the Bank issued two further affinity cards with the Kraków University and the Mikołaj Kopernik University in Toruń. With three cards of this type on its offer (in 2001, along with the Wrocław University the introduced Visa Credit Uniwersytet card),  it is the leader on the affinity card market. 

The number of debit cards issued by the Bank increased marginally and exceeded 1,042k at the end of 2002. Visa Business Electron was conspicuous in this category as it sold dynamically throughout the year to reach the volume of 43.5k. The growth of debit cards decelerated as a result of the regular development of the card offering, which enables the customers to replace the “traditional” cards with some novelties, e.g. debit cards with credit cards. Another reason was gradual elimination of unused cards as a result of introducing fees for the card renewal and eliminating dormant accounts from the customer data base as part of the ICBS roll-out. Debit cards are used increasingly often. Given a stable volume of such cards, the number and value of transactions they generated grew by 19% and 29%, respectively.   

Investment Banking   

In 2002, the Bank’s activity on the capital market focused on organizing debt securities-related financing, advisory services with regard to non-public transactions, arranging management buy-outs and dealings in securities. 

Preparation and initiation of the “Program of Investment Bonds Issue” belongs to the largest investment banking undertakings of the year 2002. The program envisages the issue of up to 6m bearer bonds  with the nominal value of PLN 100 each. In the primary offering, the bonds are sold with a discount against their nominal value. The issue is divided into two tranches varying in yield: large investors’ tranche and small investors’ tranche. The redemption periods of individual series range from 9 to 12 months, however, in 2002, 12-month bonds were offered only. The yield on the securities is comparable to the yield on deposits with similar maturity. Since 6 November 2002 until the end of the year, Bank Zachodni WBK has placed two series of the investment bonds and has commenced the subscription for another one. As at the end of 31 December 2002, the total amount of the issued and distributed bonds was PLN 399.5m at the nominal price. 

Apart from the investment bonds issue, the Bank handled issues of debt securities for 12 customers and concluded 8 transactions of share purchase on customers’ account. In consideration of the dynamic development of the Bank’s leasing companies, a concept of partial financing of respective operations through the public market was developed. Consequently, the approval for introducing bonds of BZ WBK Finance & Leasing into public trading was obtained from the Securities and Stock Exchange Commission. The Bank also arranged  financing for two new management buy-outs, carried out a number of consultancy  projects and some others related to non-public market transactions. 

2002 saw the continuation of the process of aligning the Bank’s investment portfolio with the target structure. Following the decision of the Banking Supervision Commission to cancel the banking licence of Gliwicki Bank Handlowy, all shares of this company held by the Bank were sold. The Bank also reduced its investments in Inter Groclin Auto and AWSA Holland  II B.V. As at the end of 2002, a conditional agreement on sale of the entire shareholding in the Bank’s subsidiary, Projekty Bankowe POLSOFT Sp. z o.o. was signed. The agreement will be finalized in 2003.

The most important investments made by Bank Zachodni WBK in 2002 were designed to develop its Capital Group and provide its customers with access to the possibly widest range of products supplementing the Bank’s offering. In June 2002, the Bank purchased, from BZ WBK Finance & Leasing, a 99.99%  shareholding in its subsidiary BZ WBK Leasing. The two entities have begun to specialise in leasing different categories of assets, and therefore the transaction streamlined the Group’s structure. October 2002 witnessed the inception of a new entity, BZ WBK Faktor Sp. z o.o. The Bank took up and paid for a 100% shareholding in the new company. BZWBK Faktor will specialise in factoring services, managing debt books and monitoring debtors. The entity had not become operational by 31 December 2002 as the registration procedures in the National Court Register were still pending.   

Furthermore, as a result of a debt/equity swap, the Bank purchased a 97.2% shareholding in Kupcy Gdyńscy Sp. z o.o. 

As at 31 December 2002, Bank Zachodni WBK held shares and interests in 43 companies, which was two entities less compared to the beginning of the year. The Bank’s portfolio produced substantial income on dividends. The gross value of dividends received in 2002 totalled ca PLN 26.2m.   
Custodian Services 

In 2002, Bank Zachodni WBK continued its operations on the custodian services market. The Bank provided custodian services to residents, including private persons, companies and investment funds. It kept their securities account, settled dealing in securities, handled dividend and interest payments, redeemed debt instruments, assessed the value of  portfolios and concluded operations by proxy. It also acted as a custodian bank for Investment Fund Arka Obligacji FIO established by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych. 

Relationship with International Financial Institutions 

Bank Zachodni WBK co-operates with major banks and financial institutions of the world. One of the Bank’s vital advantages which facilitates its activities on the international market is its membership in AIB Group.   

The main area of co-operation with foreign banks are cross-border settlement transactions and foreign trade finance operations. Thanks to the attractive terms and conditions as well as the quality of internal IT solutions applied, the Bank offers top quality products and services at competitive prices.   

Bank Zachodni WBK also focuses on acquiring new business partners from among foreign banks and their customers. In 2002, several new LORO accounts were opened for foreign banks, providing them with access to the Polish financial market. A relationship agreement was concluded with Bank of America, on the basis of which Bank Zachodni WBK delivers comprehensive services to strategic clients of the American partner. The Bank also developed relations with German banks whose customers are interested in conducting operations in Poland.   

In 2002, Bank Zachodni WBK extended the relationship with Western Union Financial Services. A new service was added to the offering of the dynamically developing Western Union Money Transfer services –  payment transfers from the USA directly to customers’ accounts with Polish banks. 
The year 2002 was characterised by high growth dynamics of the turnover in the fx accounts. 460k transactions totalling PLN 22bn were settled. That means a 25% growth in terms of volume against the previous year and makes the Bank one of the top domestic financial institutions in the area of cross-border settlements.

Subsidiaries consolidated with Bank Zachodni WBK S.A. 

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

In 2002, the stock exchange performance was definitely worse than the previous year despite similar macro-economic environment. In this adverse investment climate, BZ WBK Brokerage House was able to strengthen its market position. 

In April 2002, the company contributed to the consolidation process in the sector by acquiring customers of Profit 4U Brokerage House whose market share was 0.4%. As a part of the market expansion, additional resources were allocated to BZ WBK Brokerage House in Warsaw. At the same time the company strove to establish stronger relations with the investors and introduced elements of customer relationship management.

In spite of the 21% slowdown on the share market, the sales of the Brokerage House grew by 8% during the year to reach PLN 2,543.0m, paralleled by market share growth from 3.9% as at the end of 2001 to 5.3% at the end of 2002. The turnover on the bonds market was considerably lower, in line with overall market trends, with the falling pace being similar to the stock exchange. The 27.1% decline in turnover (22% slump at the stock exchange) to the level of PLN 280.5m resulted in the reduction of the company’s market share by merely 0.6 percentage point (from 7.6% to 7%). 

In 2002, the total futures trading of the Brokerage House was high. Thanks to 684.5k transactions the company ranked third among brokerage houses and increased its share in the futures market from 8% to 10.8%. This was possible thanks to - among other things - the  day-trading service, that is buying and selling positions on the same trading day. Other significant innovative services include short sale, (which allows clients to capitalise on expected market decline), SMS alerts informing customers of the standing of their securities and the real-time charts. Owing to the range and quality of the personal services of  BZ WBK Brokerage House, its offering was found the most competitive on the brokerage services market.

In 2002, the primary market saw stagnation resulting from a combination of the difficult macroeconomic environment, bad stock exchange performance and lack of large privatisation transactions. During this period, BZ WBK Brokerage House prepared and handled five issues with subscription rights, eight issues without subscription rights and in two cases acted as an offeror.

From November 2002, BZ WBK Brokerage House in liaison with Bank Zachodni WBK has carried out the sale of investment bonds. It has also acted as an agent responsible for sales co-ordination, settlements and redemption of the securities in the OTC market. For the investment bonds offer, which was the first on the market, BZ WBK Brokerage House received the CeTO award.  

During 2002, the Brokerage House liased closer with other subsidiaries of Bank Zachodni WBK, i.e. BZ WBK AIB Asset Management and BZ WBK AIB Investment Funds, for which it obtains funding.

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

The year 2002 saw a dynamic development of BZ WBK AIB Investment Funds, which was due to increased interest of customers in mutual funds as a result of interest rate cuts and introduction of the deposit interest withholding tax. 

In 2002, the company expanded its offer, adding the 5th fund: Arka Obligacji FIO (Bonds Fund), which met with a good response on the market. The main distribution channel for the participation units of the mutual funds managed by BZ WBK AIB Investment Funds was Bank Zachodni WBK which gave them the status of a strategic product and for the first time included them in its sales targets. The Bank also increased effectiveness of participation units sale thanks to re-organising the work in branches where sales roles began to include specialist tasks related to distribution of investment & savings products.

The market demand, combined with the attractive offering and effective sales, led to the growth of assets under the company’s management by PLN 648.9m in the course of 2002. The pace of assets growth reached 422.4% in 2002 and was the fastest in the market whose growth pace in the corresponding period was 87.4%. At end-December the value of the portfolio of ARKA Funds was PLN 802.5m, which was equivalent to a market share of 3.6% and represented a considerable progress against the end of the previous year when it had been only 1.3%. In 2002, the biggest demand was for safe funds, namely ARKA Ochrona Kapitału FIO and ARKA Obligacji FIO, which at end-December accounted for 96.7% of all the company’s assets. 

BZ WBK AIB Asset Management S.A.  

2002 was another year of the company’s stable development. Despite the noticeable decrease in customers’ interest in portfolios including shares, caused by the bearish shares market prevailing ever since March 2000, the company managed to increase its sales. In 2002, the sale of individual and standard portfolios offered by the company reached nearly PLN 60m, which was 18% higher than a year before. At end-December the value of assets managed by BZ WBK AIB Asset Management, including ARKA Funds, was PLN 1,089m. 

Bank Zachodni  WBK Leasing Companies

In June 2002 Bank Zachodni WBK purchased from its subsidiary BZ WBK Finance & Leasing shares of BZ WBK Leasing, thus acquiring a 99.99% stake in the company’s share capital and the corresponding number of votes at AGM. The companies’ specialisation in financing different categories of leased assets, which took place in 2002, facilitated this transaction.      

BZ WBK Finanse & Leasing S.A.  (BZ WBK Finance & Leasing)    

In 2002, BZ WBK Finance & Leasing focused on leasing two groups of assets: machinery and equipment (offer called "Maszyneria") as well as computers and office equipment (offer called "Biuromania"). Vehicles were excluded from the company's offering and are dealt with exclusively by the twin company, i.e. BZ WBK Leasing.

In 2002, BZ WBK Finance & Leasing strengthened its position on the fixed asset financing market by developing its supplier relationships and by more effective use of the  Bank Zachodni WBK customer base. Leasing services were offered by specialised leasing advisors through the company’s network of 27 regional offices and 432 branches of the parent company. Leasing services became easily accessible thanks to an interactive Internet-based service which allows customers to obtain information about the offer, place a request for price or submit an application.

The net value of assets leased out by BZ WBK Finance & Leasing totalled PLN 200.8m. The bulk of sales was represented by machinery and equipment (74.5%). Computers and office equipment  made up 6.5%, the rest comprising vehicles leased out prior to the decision on specialisation.

In December 2002, the Securities and Stock Exchange Commission allowed public trading in BZ WBK Finance & Leasing bonds. The permit was obtained for the issue of no less than 500 and no more than 1000 straight, unsecured bonds of nominal value of PLN 100,000 each, addressed to qualified investors. 

BZ WBK Leasing S.A.

In line with its selected business profile, BZ WBK Leasing provides funding for vehicles. Using the opportunities created by changes in the legislation regulating passenger car leasing, the company expanded its offer to include leasing of passenger cars for personal customers. BZ WBK Leasing uses the same delivery channels as BZ WBK Finance & Leasing, but relies more extensively on the Bank Zachodni WBK network.  

The net value of assets leased out by the company in 2002 was PLN 301.4m. Vans  accounted for 50.3% of the business, whereas passenger cars constituted 7.5% of the net value of leased assets. 

BZ WBK Inwestycje Sp. z o.o. (BZ WBK Investments)    

BZ WBK Investments was established at the end of 2001. Its business operations involve trading in commercial companies shares and other securities, seeking investors for companies and providing consultancy services. 

At the beginning of 2002 the company had shares of 22 entities in its portfolio. Due to  transactions carried out throughout the year, its contents  shrank to 15 companies towards the end of 2002.  

The key transactions effected by BZ WBK Investments in 2002 include the sale to a  third party  of 100% stake in the Niepruszewo Farm following its restructuring. The company also acquired all shares of Gliwicki Bank Handlowy  held by Bank Zachodni  WBK as well as some shares from minority shareholders. Most of the purchased shares were subsequently sold to the issuer in connection with the EGM resolution of Gliwicki Bank Handlowy  to buy its own shares for redemption.   

AIB WBK Fund Management Sp. z o.o.  

In 2002, AIB WBK Fund Management was providing services to three funds: National Investment Fund Magna Polonia, Nova Polonia PEF and Prospect Poland Fund. While managing Magna Polonia Fund, the company carried out numerous undertakings: shares of three entities from the portfolio of key companies were sold as well as a number of minority shareholdings; a new company was also established from the merger of two entities. As at 31 December 2002 the National Investment Fund held 73.7% stake in its share capital with a corresponding number of votes at the AGM. 

WBK Nieruchomości S.A. i Wspólnicy Spółka Komandytowa  

The company’s business is to manage vehicle leasing contracts entered in 2001 for the term of 10 years. 

IV. Development of organization and infrastructure

Shareholders structure of  Bank Zachodni WBK S.A.

According to the best knowledge of the Management Board, the only shareholder with more than 5% of the total votes at the Annual General Meeting as at 31 December 2002 was AIB European Investments Ltd. 
	Shareholder
	Number of shares held
	Shareholding
	Number of votes at the AGM
	Percentage of votes at the AGM

	AIB European Investments Ltd.


	51,413,790
	70.5%
	51,413,790
	70.5%


Management 

Annual General Meeting   

On 11 April 2002, Annual General Meeting of Bank Zachodni WBK shareholders was held which approved the following reports submitted by the Management Board: the financial statements of Bank Zachodni WBK and its Capital Group for 2001 and the reports on their  performance in 2001. Profit distribution and dividend disbursement were approved and a word of approval for 2001 was granted to the Members of the Management Board and Supervisory Board. The Annual General Meeting appointed the following persons to the Supervisory Board: Gerry Byrne,  Waldemar Frąckowiak, Marian Górski, Marek Grzegorzewicz, John Power, Aleksander Szwarc, Jacek Ślotała. Marian Górski was appointed Chairman of the Supervisory Board.    

The Extraordinary General Meeting of Bank Zachodni WBK Shareholders was held on 10 October 2002. It increased the Bank’s reserve capital by PLN 288k. This amount represents part of the dividend due to the shareholder - AIB European Investments Ltd. - pursuant to the Resolution of Annual General Meeting held on 11 April 2002.  This amount was not paid out based on the shareholder’s statement dated 12 April 2002. The Extraordinary General Meeting appointed two new members to the Supervisory Board: Cornelius O’Sullivan and Dermot Gleeson.            

Supervisory Board 

From 1 January 2002 to 11 April 2002, the Supervisory Board of Bank Zachodni WBK was composed of the following persons: 

	Marian Górski 
	- Chairman of the Supervisory Board

	Józef Frąckowiak 
	- Vice-Chairman of the Supervisory Board

	Billy Andrews 
	- Member of the Supervisory Board

	Gerry Byrne 
	- Member of the Supervisory Board

	Waldemar Frąckowiak 
	- Member of the Supervisory Board

	Marek Grzegorzewicz 
	- Member of the Supervisory Board

	Thomas P. Mulcahy 
	- Member of the Supervisory Board

	Aleksander Szwarc 
	- Member of the Supervisory Board

	Robert Wrzesiński 
	- Member of the Supervisory Board


Pursuant to the Resolution of Annual General Meeting, dated 11 April 2002, the following persons were appointed to the Supervisory Board:  

	Marian Górski
	- Chairman of the Supervisory Board 

	Gerry Byrne 
	- Member of the Supervisory Board

	Waldemar Frąckowiak 
	- Member of the Supervisory Board

	Marek Grzegorzewicz
	- Member of the Supervisory Board

	John Power
	- Member of the Supervisory Board

	Aleksander Szwarc
	- Member of the Supervisory Board

	Jacek Ślotała
	- Member of the Supervisory Board


Pursuant to the Resolution of the Extraordinary General Meeting of Shareholders, dated 10 October 2002, two new members were appointed to the Supervisory Board: 

	Cornelius O’Sullivan  
	-  Member of the Supervisory Board

	Dermot Gleeson 
	-  Member of the Supervisory Board


Management Board 

The Management Board of Bank Zachodni WBK started its operations in 2002 in the following composition: 

	Jacek Kseń 
	 - President of the Management Board

	William Richard Horgan       

	 - First Vice-President of the Management Board

	Aleksander Kompf     

	 - Vice-President of the Management Board

	Tadeusz Figiel                        
	 - Member of the Management Board

	Declan Flynn                          
	 - Member of the Management Board

	Michael L. Keegan                     
	 - Member of the Management Board

	Janusz Krawczyk                   
	 - Member of the Management Board

	Justyn Konieczny                      
	 - Member of the Management Board

	Jędrzej Marciniak                      
	 - Member of the Management Board

	Mateusz Morawiecki                 
	 - Member of the Management Board

	Dorota Poniatowska–Mańczak    
	 - Member of the Management Board

	Jacek Sieniawski                     
	 - Member of the Management Board

	Romuald Szeliga                        
	 - Member of the Management Board

	Maciej Węgrzyński                            
	 - Member of the Management Board


On 24 January 2002, Supervisory Board of Bank Zachodni WBK recalled the following persons the from the Management Board:

	 Aleksander Kompf
	- from the role of Vice-President of the Bank’s Management  Board

	 Tadeusz Figiel
	- from the role of Member of the Bank’s Management Board

	 Jędrzej Marciniak
	- from the role of Member of the Bank’s Management Board

	 Dorota Poniatowska-Mańczak
	- from the role of Member of the Bank’s Management Board

	 Jacek Sieniawski 
	- from the role of Member of the Bank’s Management Board

	 Romuald Szeliga
	- from the role of Member of the Bank’s Management Board


At the same time the following persons were appointed Members of the Management Board: 

	Michał Gajewski 
	· as Management Board Member in charge of the Sales Division

	Jacek Marcinowski
	· as Management Board Member in charge of Strategic Development Division


As at 31 December 2002, the Management Board of Bank Zachodni WBK was composed of: 

	Jacek Kseń 
	- President of the Management Board

	William Richard Horgan       

	- First Vice-President of the Management   Board

	Declan Flynn                            
	- Member of the Management Board

	Michał Gajewski                         
	- Member of the Management Board

	Michael L. Keegan                       
	- Member of the Management Board

	Justyn Konieczny                      
	- Member of the Management Board

	Janusz Krawczyk                      
	- Member of the Management Board

	Jacek Marcinowski  


	- Member of the Management Board

	Mateusz Morawiecki                
	- Member of the Management Board

	Maciej Węgrzyński                       
	- Member of the Management Board



The table below presents the number and face value of Bank Zachodni WBK’s  shares  held by the Management Board and the Supervisory Board of Bank Zachodni WBK as at 17 February 2003:  

	Members 
	Number  of shares 
	Nominal value of shares in PLN

	Management Board of Bank Zachodni WBK

	Jacek Kseń 
	232
	2320

	William Richard Horgan
	-
	-

	Declan Flynn 
	-
	-

	Michał Gajewski 
	-
	-

	Michael L. Keegan 
	-
	-

	Justyn Konieczny 
	-
	-

	Janusz Krawczyk 
	-
	-

	Jacek Marcinowski 
	-
	-

	Mateusz Morawiecki 
	-
	-

	Maciej Węgrzyński
	-
	-


	Supervisory Board of Bank Zachodni WBK

	Marian Górski
	52
	520

	Gerry Byrne
	-
	-

	Waldemar Frąckowiak
	278
	2780

	Dermot Gleeson 
	-
	-

	Marek Grzegorzewicz
	-
	-

	Cornelius O’Sullivan 
	-
	-

	John Power 
	-
	-

	Jacek Ślotała 
	-
	-

	Aleksander Szwarc
	-
	-


Corporate Governance Principles 

Bank Zachodni WBK intends to adhere to corporate governance principles defined in “Best practices in public companies in 2002", which were introduced by force of Resolution No. 58/952/2002 of the Stock Exchange Board, dated 16 October 2002.

With a view to delivering the stipulations of the quoted Resolution, the Bank’s Management Board and Supervisory Board recommended to submit the document detailing the practices along with comments and application proposal to Annual General Meeting to be convened in 2003.      

Human Resources and training 

In 2002, human resources and training activities in Bank Zachodni WBK were subordinated to two key undertakings: strategy execution and implementation of  ICBS  in the Bank’s branch network.   

Human Resources 

At the beginning of 2002, the Performance Management Program was launched which orientated all the Bank’s staff towards the execution of the “Po pierwsze: Klient” strategy. The management plays a key role in this undertaking. Line managers are obliged to specify the involvement of each of their direct reports in the implementation of the business and strategic objectives of the organizational units they manage. The procedure includes a planning session with the employee on assigned tasks, on-going coaching process well as an interim review of progress and performance. The alignment of individual objectives behind the overall objectives of the organization enhanced the strategic staff awareness and the level of their identification with the strategy. The process provided also a good incentive for the people to upgrade the quality of their performance.     

In 2002, Bank Zachodni WBK continued the manpower restructuring process due to the reorganization of the  Business Support Center  and the implementation of the new IT system - ICBS. The reduced manpower requirement in the franchise results from the automation of branch processes, centralization of the back-office functions, change of job roles and other organizational modifications. In spite of the regularly conducted  process  of eliminating redundant job roles, the outflow of professional cadre was restrained by filling in emerging vacancies by way of mandatory internal recruitment. In 2002, as a result of the restructuring process, the headcount in the Bank was reduced from 9,764 down to 9,116 FTEs. The number of FTEs in Bank Zachodni WBK Group (the Bank along with the eleven subordinated companies) decreased from 10.216 to 9.541.   

Training 

In 2002, the Bank focused on developing skills and competencies required by the staff to deliver their strategic and operational objectives. Over 100 training initiatives have been conducted which were attended by ca 21.9k participants. In majority, the training sessions were addressed to the branch staff and supported key business areas. The main training blocks were: sales techniques, SME lending, e-banking products and services  investment funds and operational risk management. The SME lending courses were funded  from the pool of the European Bank for Restructuring and Development  for enhancing the skills of the Bank staff servicing this sector. In 2002, 650 individuals participated in this type of training.           

The introduction of the new IT platform required a thorough staff training with regard to ICBS operations, new processes and procedures. The relevant training sessions were conducted within the B1 Program framework  and the process is fully discussed in the part devoted to this undertaking.    

An important part of the Bank’s training operations is the development of the present and future managers. In 2002, all individuals holding managerial positions were diligently trained as regards the performance management process, the success of which depends greatly on their commitment and relevant preparation. 2002 also saw the launch of  the Developing Successful Managers Program for the best performers, demonstrating  potential and aptitude for managerial positions. The program is aimed at developing leadership skills of future managers as well as other competencies driving high quality and effective management.
The number of training sessions and their importance for the success of the strategy and ICBS roll-out resulted in the need to introduce a centralized system of approving, planning and co-ordinating training initiatives.   
Infrastructure 

Business Support Centre 

In January 2002 the organizational structure of Bank Zachodni WBK Head Office was reengineered and renamed into the Business Support Centre. The new name reflects better the positioning of the central unit in the Bank and in particular, its supportive role in business generation. The direct stimulus to introduce changes was work on the Bank’s strategy for 2002–2005. The efficient delivery of strategic tasks required better alignment of the organization with a view to ensuring more customer focus, streamlining activities and procedures, increasing coordination and effectiveness of activities as well as the cost structure optimisation.  

Three new divisions were established out of the existing and newly founded units of a lower rank: 

· Strategic Development Division – responsible for creating the business strategy of the Bank’s products and services addressed to personal and institutional customers in line with the strategy “Po pierwsze: Klient”.  

· Sales Division - responsible for the management of sales in all delivery channels  so as to  ensure the delivery of the Bank’s business, sales and financial objectives; works towards  the Bank’s long-term business objectives through participating in the strategic sales planning, in the development of organizational structures and staff sales skills; it also coordinates changes introduced to the sales network.       

· Business Support Division supports the Bank’s management process through the delivery of tasks in four key areas: IT technologies, banking operations, branch network support as well as purchasing, real estate and cost management. 

The establishment of the Purchasing and Cost Management Area within the Business Support Division proves that the cost management process has been recognised as of strategic importance. The new unit integrates all aspects of purchasing, real estate, cost and procurement management across the Bank and the Capital Group. Its purpose is to create an efficient process of managing the above categories, to establish effective controls and to achieve high and sustainable savings.                

Branch network  

Despite a continued development of electronic banking, Bank Zachodni WBK  branches remain the main delivery channel.  As at 2002-end, the Bank’s network had 432 branches and was divided into three macro-regions (with seats in Wrocław, Poznań and Warsaw), which in turn are composed of 17 regions. In 2002, 14 new branches were launched, most of them being relatively small, standard outlets providing services both to personal clients and SMEs. In order to enhance the functionality of branch  premises and the customer service quality complex refurbishment was conducted in 19 branches. The bulk of the remaining branches saw adaptation work in order to adjust them to requirements of the implemented ICBS system and new customer service standards. In 2002, the process of network rationalization continued, as a result of which 23 branches were closed and 15 branches were relocated to other, more advantageous sites.      

Business Centers 

In July 2002, the Corporate Business Banking Centre of Bank Zachodni WBK in Kraków was established.  This is the Bank’s fourth centre specialized in providing services to corporate business customers and selected commercial clients. The other centres are based in  Wrocław, Poznań and Warsaw.      

Electronic banking infrastructure 

As at 2002-end, the network of Bank Zachodni WBK network comprised 578 machines and ranked fourth in the country by size. In 2002 it was enlarged by 24 new ATMs and  further modified in terms of the location optimisation.  

Bank Zachodni WBK is one of the five institutions servicing merchants in Poland. As at 31 December 2002, the Bank operated 7,156 POS terminals located at merchants all over the country. In 2002, the number of POSes went up by 447,  and the value of generated transactions by 54%.     

B1 Program

B1 Program is the largest undertaking in the Bank’s history which covers the implementation of a new IT platform - ICBS - and related projects, including the change in the work organization in retail outlets, centralization of the “back office function”, streamlining the banking processes and procedures and replacement of the Bank’s IT  infrastructure. The introduced changes limit the number of processes in branches, make them more efficient and focus the staff attention on sales and building relations with clients.             

2002 was a turning point in the delivery of B1 Program. The conversion was completed in a number of pilot branches, a new version of the system with tax solutions was developed, the procedures and processes were reviewed. As of 14 June 2002, the mass roll-out began and conversions are made every week simultaneously in a dozen or so branches. Linking each outlet to the new ICBS platform is preceded by comprehensive preparations including replacement of the technical infrastructure, delivery of numerous business and IT projects, training for future users, cleansing the branch data bases in the existing systems (SEZAM and ZORBA), etc. By the end of December 2002,  ICBS system was implemented in 324 outlets of Bank Zachodni WBK, which means conversion of 2.5m client accounts and delivery of the B1 Program in 76%.  

B1 Program means also a huge training effort. In 2002, the employees of the Branches and the Business Support Center were subsequently trained. Training sessions, covering varied issues, were harmonized with the ICBS roll-out schedule. Basic skills were developed in the course of weekly sessions organized in three special training centres with training facilities for the new system. By 2002-end over 4.5k persons were trained there. Post-implementation supplementary training was conducted in branches. Employees were also offered access to the cutting-edge software operating on the basis of “ BZWBK Intranet”, which facilitates for individual training sessions. Educational function is also played by Help Desk, which is to support branches as regards the broad range of business and IT issues related to ICBS operations.                 

B1 training program and conversion of the remaining branches will have been completed in early April 2003. This means that the roll-out will be finished within a very short time, i.e. 1.5 year and the entire B1 Program within nearly 3 years. 

Capital expenditure

In 2002, capital expenditure of Bank Zachodni WBK totalled PLN 228.7m. The amount of PLN 158.6m was spent on IT and PLN 70.1m on investments in real estate and other fixed assets. 

The largest IT investments were related to the roll-out of a new Branch IT system - ICBS in the Bank’s branch network. Parallel to the conversion, the process of standardizing the IT infrastructure in the Bank’s outlets was conducted. In addition, capacity testing of the system in terms of the planned development of the Bank’s business operations was conducted. Other capital-intensive projects were related to introducing new electronic services and expanding the functionality of the existing solutions.

The bulk of capital outlays for fixed assets is represented by modernization of outlets prior to ICBS roll-out, adaptation of new premises for the needs of Business Support Centre of Bank Zachodni WBK in Warsaw and launching new outlets.   

In 2002, the capital expenditure of subsidiaries consolidated with Bank Zachodni WBK S.A. amounted to PLN 5.6m. 

V. Key risk areas

Capital management

Bank Zachodni WBK’s policy is to maintain a strong capital base and to utilize it effectively for the benefit of its shareholders. At the end of December 2002, the Bank’s capital resources amounted to PLN 2,523.8m (The Group’s capital - PLN 2,515.9m). Assuming further stable development of its activities, Bank Zachodni WBK plans to maintain the existing proportion of earnings allocated for capital increases (i.e. ca. 80% of profit after tax). As at 31 December 2002, the Bank’s solvency ratio was 10.86 % (the Group’ ratio – 10,36%).

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 in cooperation with AIB Group and covers three major risk areas: market risk, credit risk and liquidity risk. 

The Bank’s Management Board, which is ultimately responsible for risk management, has delegated authority to the following high level committees: the Asset and Liability Committee (ALCO), the Credit Committee and the Provisions Committee. These 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  was  focused on growing its portfolio in a way which would ensure high quality, good profitability and customer satisfaction. 

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 early warning signals with regard to the loan portfolio quality. 

Credit Forum
As part of the Risk Management Process, Bank Zachodni WBK has a Credit Forum. Its  main objective is agreeing, approving and communicating best industry practices, industry analyses, credit policies, grading and risk assessment systems to the Bank’s branches and the Business Support Center divisions (which are directly responsible for business development and support). The Forum is composed of the management representatives from individual divisions.

Credit policies 

Credit policies are guidelines concerning: identification of risk types, risk assessment and the methods of risk mitigation to the level acceptable by the Bank (e.g. fx risk in the case of fx loans). Credit policies of Bank Zachodni WBK, compliant with AIB Group standards, are at the same time adjusted to the specific nature of BZWBK lending activities. 

Grading

Apart from conducting grading based on general regulations, the Bank develops and applies internal grading systems, tailored to the profile of individual segments of Borrowers (corporate customers, commercial customers), based on the experience and best practices of AIB Group. Based on the internal grading systems, the Bank commenced the implementation of risk based methods of loan pricing, capital allocation and effectiveness measurement.

Provisioning

Bank Zachodni WBK raises provisions in line with the applicable legal regulations (Ordinance of the Minister of Finance, dated 10 December 2001, on Provisioning against risks related to banking operations, Journal of Laws No 149, item 1672, dd. 22 December 2001 with subsequent changes), and gives preference to a prudential approach in recognizing security when calculating provisions. Provisions Committee is responsible for maintaining an adequate level of loan loss provisioning.   

Return on risk 

The Bank commenced the implementation of tools based on statistical analysis which support the process of setting credit prices in relation to the incurred risk.

Process of taking credit decisions

The credit decision taking process, as part of risk management, is based on the system of lending discretions assigned so as to reflect the knowledge and the experience of individual employees. Exposures in excess of PLN 15m are approved by Credit Committees composed of top management & executives. 

Credit reviews

Focusing on the quality of credit portfolio, the Bank conducts regular quality assurance reviews aimed at ensuring the compliance with best practices of credit delivery, adequate grading, adequate provisioning, The reviews also allow to assess objectively the professionalism of credit management. They are conducted by the Quality Assurance unit, which operates independently of the units accepting risk within their lending discretions.

Market risks

Bank Zachodni WBK ’s ALCO  is responsible for strategic balance sheet management within risk policies approved by the board. Its primary focus is on capital management, funding/liquidity, market risk capacity and market risk management. Market and liquidity risk management is carried out in the Bank within the scope determined by AIB Group and approved by the Management Board of Bank Zachodni WBK. The ALCO comprises senior divisional management. ALCO policies determine the basis for managing liquidity, interest and foreign exchange risks arising from the structure of the Bank’s balance sheet. 

Market risk management

Market risks arising in the Bank’s retail and commercial activities are transferred to the Bank’s Treasury Division, which takes positions in marketable securities and derivatives to mitigate these risks. ALCO  has the responsibility for identifying and measuring these risks and transferring them to the Treasury.  

The key objective of the Bank’s market risk policies is to limit the adverse impact of interest and exchange rate movements on the Bank’s profitability and shareholder value, and to enhance earnings within clearly defined risk parameters. The Bank’s policies and practices in relation to market risk management reflect the following guiding principles: 

· Key market risk activities are subject to the Management Board approval based on the adopted policy,   

· Market risk is substantially centralized in the Treasury, managed by skilled personnel and monitored using appropriate systems and controls,      

· Market risk is measured and monitored by risk management personnel operating independently of risk taking units.      

· Bank Zachodni WBK  operates within the parameters of conservative risk limits. 

Liquidity risk management

The objective of the bank’s Liquidity Policy is to ensure the availability, at all times, of sufficient funds to meet claims arising from either liability demands or asset commitments, both actual and contingent, at an economic price.  The policy is designed to provide adequate cover in normal and abnormal operating conditions. It also incorporates a liquidity contingency plan for critical situations.

Operational risk management

Complying with respective AIB standards, Bank Zachodni WBK. put in place a clear-cut system of identifying, monitoring and reporting operational risk. The main tool used for preventing potential threats and mitigating the effects of their occurrence is a self-assessment procedure and the process of reporting the loss events arising from the operational risk. The operational risk management system aims at identifying and rating of all risk related to processes executed in the Bank. Owing to this the Management is well-positioned to focus attention on the most important issues.

At the end of 2002, as a result of initiative undertaken by the senior management, a Change Program for Operational Risk Management was launched across AIB Group. The program was developed with the assistance of Deloitte & Touche subsequently to a careful review of current status of Operational Risk Management in all the Divisions.

Key elements of the program are as follows:

· Raising awareness of management and staff about benefits of effective Operational Risk Management,

· Including objectives of effective Operational Risk Management in the mission of every business unit of the Bank,

· Extending the scope of responsibility of management to include Operational Risk Management,

· Strengthening internal structures that support Operational Risk Management process,

· Including operational risk issues in the scope of regular internal controls,
· Improving efficiency of operational risks identification, their assessment and implementation of effective controls,

· Implementation of monitoring and quarterly reporting on controls employed to mitigate key risks,

· Extending the scope and improving quality of operational losses reports,

· Including Operational Risk Management in relevant staff performance criteria,

· Effective utilization of tools that support Operational Risk Management (Intranet ORM Application). 

It is planned that the program will be completed in June 2003.
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� Consolidated financial data of Bank Zachodni WBK for 2002 are compared in this section with 2001 figures provided in  “Additional explanatory notes” (No. 32 – “Pro forma” Balance Sheet and Profit and Loss Account) which are part of consolidated financial statements of Bank Zachodni WBK as at 31 December 2002. The data used are fully comparable,  taking account of all of the subsidiaries consolidated on line-by-line basis in 2002.       


� Technical NPLs are non-performing loans guaranteed by  the creditworthy dominant entity of  borrowers.     


� Po pierwsze: Klient = Customer Comes First 
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