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I. Macroeconomic environment

Statistical data for the first quarter of 2003 showed that the beginning of this year saw no significant improvement in key sectors of the economy as compared to the situation observed in late 2002. According to the CSO Polish GDP increased by 2.2% y-o-y in 1Q 2003 after growing at the same pace in 4Q 2002. Fixed investment outlays were still falling at the same pace as recorded at the end of 2002, i.e. –3.6% y-o-y. At the same time, the data also showed a significant deceleration of private consumption dynamics – down to 1.4% y-o-y in 1Q 2003 from 3.5% in 4Q 2002. Estimates show that a deterioration was also experienced in public consumption (which fell by 0.5% y-o-y) and in net exports (as its negative balance widened by ca. 5.5%). The change in inventories had big impact on the overall GDP growth rate. This component, having the smallest share in the nominal GDP value (well below 1%), was responsible for ca. 2 pct. points of GDP growth in 1Q 2003. If the change in inventories was excluded from the statistics, the economic growth would amount to merely 0.2%.

    GDP and its components, % y-o-y


1Q02
2Q02
3Q02
4Q02
1Q03

GDP
0.5
0.9
1.8
2.2
2.2

Domestic demand
-0.1
1.1
1.2
1.3
2.3

Total consumption
2.8
2.6
2.8
3.2
1.0

   Private consumption
3.5
2.9
3.1
3.5
1.4

   Public consumption*
0.4
1.6
1.8
2.2
-0.5

Gross accumulation 
-17.9
-5.5
-5.6
-3.7
12.7

   Fixed investments
-12.8
-7.9
-5.9
-3.6
-3.6

Source: CSO, BZ WBK;      * BZ WBK estimates

Deceleration of private consumption growth observed in 1Q 2003 seems to be only a one-off statistical phenomenon resulting from the shift of demand between March and April (mainly due to later Easter this year). One should expect to see a substantial acceleration of private consumption in 2Q 2003, which is suggested, e.g. by high dynamics of retail sales, however in the subsequent quarters its growth might be dying off gradually amid declining purchasing power of households. Dynamics of fixed investment, which is crucial for the scenario of economic recovery, was still below zero in 1Q 2003, which was consistent with expectations. However, the rate of fall in investment outlays was already quite small and one could hope that it turned into black in subsequent quarters. Net exports’ contribution to GDP growth was slightly negative, and it seems it would remain negative in the remainder of the year. Although a continuation of strong exports performance is expected, recovering domestic demand should stimulate import growth, which could outpace export growth already at the end of this year. GDP growth in 2Q 2003 amounted to at least 3% y-o-y.

Even though the GDP figures showed no acceleration of economic growth at the beginning of 2003, macroeconomic data for the subsequent months showed clearly that the economy has already entered the path of recovery. In April and May we observed a very sharp growth of industrial output and retail sales. Industrial production increased in this period on average by more than 10% y-o-y, which has been the highest increase for more than two years, showing that industry keeps expanding steadily, which in turn confirm expectations for acceleration of the economic growth in consecutive quarters of this year. The fastest growth in output was recorded in manufacturing (13.8% y-o-y in June), and especially in export-oriented branches. Moreover, the number of branches which recorded annual growth of output has been gradually increasing (to 22 out of 29 branches in June), which may indicate that also domestic demand is rebounding. Average retail sales growth in April-May was also exceptionally high, reaching 10.4% y-o-y. This confirms that private consumption growth is bound to accelerate in the following quarters after a deterioration recorded in the first quarter, even despite continuing fall of employment in corporate sector and a deceleration of wage growth. Especially, as the structure of sales growth shows high demand for goods like vehicles, furniture, electronic equipment and household appliances, clothing and footwear. Optimistic signals came also from data on construction output. Its annual dynamics, although still negative, is quickly recovering from deep depression recorded in 1Q 2003 (and caused mainly by poor weather conditions). It seems that construction sector is now starting to recover from a severe downturn and this may signal long awaited rebound in investment activity. 

The improvement, although is clear, still does not apply to all sectors of the economy. There are no clear signs of revitalisation in monetary statistics yet – demand for banking credit remains weak and the outflow of households’ deposits is continuing, mostly into alternative saving products. No improvement can also be seen on the labour market. The fall of unemployment rate results only from seasonal effect and companies are still cutting employment, which accompanied by decelerating wages results in sharp contraction of households’ disposable income (at least from registered sources). Situation on the labour market is favourable for low inflationary pressure – despite the downward trend of CPI concluded, inflation should be around 1.5% at the end of this year.

Given lack of inflationary pressure and favourable inflation outlook for the second half of 2003 and for the next year the Monetary Policy Council (MPC) continued its policy of gradual interest rate reduction. During each of six consecutive monthly meetings in 1H 2003 the MPC decided to cut central bank’s main interest rates. The scale of reduction was consistent with MPC’s “small steps approach” adopted in 2002, i.e. each time the NBP reference rate (the most important for the financial market in Poland) was lowered by 25 basis points. In effect, since the beginning of 2003 until the end of June the NBP reference rate was reduced by 150bps, the lombard rate by 200bps and deposit rate by 100bps, reaching the level of 5.25%, 6.75% and 3.75% respectively. Explaining their decision about interest rate cuts the MPC pointed towards weak growth of domestic demand, difficult situation on the labour market and lack of recovery in the world economy, which all suggested that the risk of significant inflationary pressure is non-existent and that inflationary outlook remains very favourable. Potential sources of inflation risk, such as uncertainty regarding future fiscal policy, prospective development of oil prices and consequences of the zloty depreciation were not strong enough to prevent further relaxation of monetary policy.

After temporary appreciation of the zloty exchange rate at the turn of the year, which was caused by a wave of optimism triggered by successful completion of accession negotiations with the EU in December, in the first quarter of this year we experienced sharp weakening of the domestic currency (reaching even 10%). It was caused by a compilation of several factors, where one of the most important was turmoil on the Hungarian financial market together with speculative attacks on the forint. Zloty weakness was also heavily contributed by growing perception of political instability in 1H 2003 and building uncertainty concerning the perspectives of fiscal policy. Nevertheless, zloty depreciation was favourable for Polish foreign trade, supporting expansion of Polish exports, which lasts since 2H 2002. 

Main macroeconomic indicators



2000
2001
2002
2003F
2004F

GDP 
% y-o-y
4.0
1.0
1.4
3.1
4.5

GDP
PLN bn
712.3
750.8
772.2
802.2
857.2

Industrial production
% y-o-y
6.7
0.6
1.5
6.4
5.5

Retail sales in real terms
% y-o-y
1.0
0.2
3.3
4.7
5.0

Unemployment rate*
%
15.1
17.5
18.1
18.2
17.8

Real gross wages growth
% y-o-y
1.3
1.6
1.5
1.8
1.6

Current account
EUR bn
-10.7
-8.0
-7.2
-6.1
-10.0

Current account
% GDP
-6.0
-3.9
-3.6
-3.3
-4.8

Budget deficit*
PLN bn
-15.4
-32.6
-39.4
-38.7
-45.0

Budget deficit*
% GDP
-2.2
-4.3
-5.1
-4.8
-5.5

Inflation
% y-o-y
10.1
5.5
1.9
0.9
2.2

Inflation*
% y-o-y
8.5
3.6
0.8
1.5
2.5

Production prices
% y-o-y
7.8
1.6
1.0
2.1
2.2

USD/PLN
PLN
4.35
4.09
4.09
3.85
3.91

EUR/PLN
PLN
4.01
3.67
3.88
4.29
4.10

Intervention rate NBP*
%
19.00
11.50
6.75
5.00
4.00

WIBOR 3M
%
18.78
16.10
9.09
5.58
4.34

* year-end, 

F – forecast

Source: GUS, NBP, own calculations and forecasts 

Forecasts as for 30.07.2003

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 the first half of 2003

PLN m
P&L account
30-06-2003
30-06-2002
Change

Net interest income 1
433.5
483.4
-10.3%

Non-interest income
425.0
365.7
16.2%

Total  income 2
858.5
849.1
  1.1%

Total costs 
631.5
597.5
  5.7%

Profit-before-tax
159.9
182.5
-12.4%

Profit-after-tax
109.5
144.4
-24.2%

1  adjusted for SWAP points: PLN 28.5 m in H1 2003 and PLN 91.8 m in H1 2002  

2   includes other operating income and other operating costs

The consolidated total income of PLN 858.5 m generated in the first half of 2003 increased by 1.1% in the environment of slowly approaching economic recovery, continued erosion of margins and strong competition in the financial services sector. In order to achieve such a performance it was necessary to accelerate sales in the key business areas and align the pricing policy to the corporate strategy assumptions. Sales efforts were supported by promotional campaigns and numerous initiatives designed to enhance the product offering, processes and procedures and - above all - customer service quality.  

Although the total income was comparable to the last year figure, the consolidated profit-before-tax was 12.4% lower than in the corresponding period of 2002 and amounted to PLN 159.9 m. The decrease was caused by depreciation charges connected with the new ICBS system and upgraded computer base in the branch network. The first half of 2003 closed with a profit-after-tax of PLN 109.5 m.         

Income 

The biggest item in the Group’s income structure is net interest income, which after 6 months of 2003 amounted to PLN 405 m and was higher by 3.4% y-o-y.  Adjusting for SWAP points (PLN 28.5 m in the first half of 2003 and PLN 91.8 m in the corresponding period of 2002), net interest income decreased by 10.3%.      

Non-interest income increased by 16.2% to reach PLN 425.0 m. Its biggest constituent element  - commission income - reached PLN 250 m and exceeded the first half of 2002 level by 11.4%. The growth was fuelled by higher income from credit and card fees, account maintenance and money transaction charges, ARKA distribution fees, etc. It is attributable to the introduction of a new Schedule of Fees and Charges in September 2002 and dynamic business development, including an increase in the number of credit cards sold (by 43.7%), in the bank’s credit exposure (by 13.3%) and ARKA sales (total assets grew by 179%). 

The FX gains in the first half of 2003 totalled PLN 68.5 m and grew by 8.7% y-o-y. The change was driven by an increase in the number of FX transactions made at negotiable rates and introduction of a policy curtailing sales of credit facilities denominated in foreign currencies as a response to an increased FX risk.         

Excluding SWAP points, the financial profit in the first half of 2003 totalled PLN 54.7 m and was higher by 35.4% than in the corresponding period of the last year. The profit includes a dividend of PLN 21.1 m paid by CU Polska Towarzystwo Ubezpieczeń na Życie S.A Last year the dividend disbursed by the company was taken to the profit and loss account only in the third quarter.   

Another element of income is result on sales which amounts to PLN 22.4 m and represents fees for asset management earned by three subsidiaries: BZ WBK AIB Asset Management S.A., BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. and AIB WBK Fund Management Sp. z o.o. A corresponding figure for the first half of 2002 is PLN 7.2 m and refers only to AIB WBK Fund Management  Sp. z o.o., as other subsidiaries were not consolidated at that time.  

Income from stocks, shares, securities and other financial instruments with variable yield (PLN 17.8 m) went up by PLN 16.5 m due to the sales of the bank’s shareholding in Projekty Bankowe Polsoft  Sp. z o.o., a transaction which brought a profit of PLN 17.4 m. 

Costs 

The Group’s total operating costs (including depreciation) totalled PLN 631.5 m in the first half of 2003 and were higher by 5.7% y-o-y. The key growth driver is depreciation, which went up by 57.3% to PLN 111.4m due to the B1-related depreciation (ICBS, upgraded branch network computer base, other IT equipment) which commenced in the fourth quarter of 2002. In the first half of 2003 the B1 Programme-related depreciation totalled PLN 43.5m.  
The Group’s operating costs totalled PLN 520.1 m and were down by 1.3% y-o-y. The decrease is mainly attributable to staff costs, which following further employment optimisation went down by 2.1% to reach PLN 270.9 m. Over the last 12 months employment in Bank Zachodni WBK and the subsidiaries consolidated on line-by-line basis fell from 9,904 to 8,684 FTEs. 

Non-staff related costs remained at the last year’s level, totalling PLN 249.2 m. It is noteworthy that individual constituents of this cost category substantially fell as a result of a group-wide costs rationalisation. Thanks to renegotiations of contracts with suppliers of services and products and/or  implementation of new procedural, organisational and technical solutions costs were reduced in the area of telecommunication, print & office, repair & maintenance and security.  Cost control is one of the priorities of Bank Zachodni WBK Group which systematically develops and implements new projects aiming to enhance performance of the organisation and to generate savings.  

Balance sheet 
As at 30 June 2003, the consolidated total assets of Bank Zachodni WBK amounted to PLN 25,142.3m and were lower by 8.9% y-o-y.  

The key source of funding the group’s development were deposits of customers from non-financial and public sector. After the first 6 months amounts due to customers from these sectors totalled PLN 17,438.6m and were down by 2.4% on the end of June 2002. The funds deposited in current accounts increased by 22.1% to PLN 5,840.5m, mainly as a result of balances being transferred from term deposits. This trend coupled with a high demand for alternative savings products in the Bank’s offering caused a substantial fall of funds accumulated in long-term accounts. It was however  compensated by the sales of participation units in investment funds (assets increased to PLN 1,249.4m) and investment bonds (PLN 526.6m as per nominal value less discount).  In the first half of   2003, there was a visible demand for 3M (ZŁOTY IMPET) and 1M deposits (especially those opened via electronic channels - LOKATA24), yet short-term deposits marginally went down  (1%) to reach PLN 10,391.4m.   

The Group’s total financial resources: deposits of non-financial and public sector customers as well as investment funds and investment bonds totalled PLN 19,214.6m, which represents a 4.9% growth on the first half of 2002. 

At the end of the first half of 2003 amounts due from non-financial and public sectors totalled PLN 13,156.4 m and were 13.3% up on the end of June 2002. This was driven by high growth pace of home mortgages, credit card-related exposures and increased business lending.

The Group’s credit portfolio was well-diversified. The biggest exposures were to wholesale and consignment trade sectors
 (9.7%), and did not exceed 10% in any other industry sector.  

Although the loan portfolio notably increased, impaired loans declined, bringing down respective provisions. This was achieved thanks to ongoing improvement of credit procedures, quick response to market signs and appropriate formulation of credit policies. At the end of the first half of 2003, the amounts due from the public and non-financial sectors graded as “sub-standard”, “doubtful” and “loss” (less interest) accounted for 14.5% with loan loss coverage ratio at 41.7%. If excluded from the impaired portfolio, loans classified as “technical NPLs”
, totalling PLN 243.6m, bring down the NPL ratio to 12.8%.                        

In the first half of 2002, like in the previous periods, the interest rates applied by Bank Zachodni WBK Group to business loans and term deposits were connected with interbank rates (e.g. WIBOR and WIMEAN). Pursuant to the decisions of the Monetary Policy Council and changes in the market interest rates, the Asset and Liability Management Committee (ALCO) set interest rates on current, term deposits and on personal loans. 

III. Business development    

Bank Zachodni WBK S.A. 

“Po Pierwsze klient” strategy  

“To be regarded by our customers, wherever we operate, as outstanding for the quality of our customer proposition and to turn this into superior profit growth.”  

Delivery on the vision formulated this way requires the development of strong brand name of Bank Zachodni WBK, i.e. the set of features which will generally characterise its operations, will make it outstanding on the market and will be unequivocally associated with the Bank. The three main pillars underlying the quality of the Bank’s brand name are: being dependable, engaging and pioneering.  The Bank has been perfecting all aspects of its target image, this year focusing mostly on the development of foundations, i.e. being regarded as dependable. In the first half of 2003, the development of the Bank’s attributes related to security, reliability, dependability and high service quality represented the top priority. The effects of the actions undertaken were acknowledged by the market which was evidenced by awarding Bank Zachodni WBK a runner-up prize for the most trusted brand names in Poland in the category of banks “Silver Trusted Brand 2003” by the monthly "Reader's Digest". Further work on the Bank’s brand name perception is scheduled for the successive  two years and will be carried out under the motto “engaging bank” and “pioneering bank”, respectively. 

Parallel to the development of an action model driving the desired image of the Bank, the process of implementing and instilling the system of customer facing values and behaviours is continued. Actions related to the process are effected in the Bank in various dimensions. A number of initiatives aimed at developing staff behaviour include “Recognition Programme” implemented in June 2003.   The programme consists in awarding nominated staff for setting good professional role models. Apart from that, service quality standards defining external and internal customer service principles were developed and implemented. The scope of standards derives  from the belief that without the seamless internal co-operation the high level of external services can hardly be achieved. Consistent  compliance with the accepted principles will ensure regular service quality across the Bank. Areas for development will be identified on an ongoing basis and will be adjusted based on the regular service and customer satisfaction surveys as well as reviews conducted in the branch network by the special Quality Improvement Teams.  

The Bank pays substantial attention to strengthening customer relations, which is supported by the Customer Segmentation and CRM Programme in place. The Programme will allow for developing a comprehensive source of customer data in the Branch system and for segmenting the data in such a way as to enable the Bank to offer relevant customers an optimum proposition while using adequate sales methods and service standards. Information and technological support will allow for the integrated and comprehensive customer relationship management, pro-active and professional approach towards their needs. It will boost the effectiveness of sales actions and will lead to maximising the service quality, especially in strategic customer segments (Premium).
As a result of aligning the Bank’s strategy to the current market conditions, in 2003 a list of strategic products was expanded. A strategic package for individual customers including home loans, credit cards and investment funds has been extended by 24Prestiż account and electronic banking services. A strategic package for business customers, i.e. leasing and Biznes Hipoteka loan, was supplemented with factoring, a package for professionals, foreign payments and electronic banking services. The strategic product status reflects its current and sustainable profitability for the Bank in the longer run. Moreover, strategic products represent the basic tools of recruiting new customers,  developing and establishing regular relationships. The Bank focuses its resources on making its  strategic packages distinctive and competitive on the market. 

Retail Banking 

In the first half of 2003, similarly as in the previous half-year period, the bank’s retail banking activity was driven primarily by the actions aimed at developing the strategic offering as well as protecting and extending the savings base.  

The actions focused on increasing the attractiveness of the home loan (“Własny Dom”) and promoting it on the market were especially intensive. The Bank consistently reduced the interest rate on the variable interest rate mortgage loans offered by way of promotion in the first year of lending. The interest rate of 6.99%, applicable since 1 January 2003, was replaced with a lower interest rate of 6.49%, which became effective from 1 April 2003
. On 18 April 2003, in order to increase the availability of home loans, Bank Zachodni WBK concluded an agreement with Bank Gospodarstwa Krajowego S.A. regarding the State Treasury’s subsidies to fixed rate home loans. The agreement provides for the disbursement of compensation for the bank if the market rate is higher than the credit interest rate. The home loans with subsidies from the governmental line were launched on 5 May 2003 and constituted the first proposal of this type on the market. The bank’s initiatives were broadly responded to due to the home loan promotional campaign run from April to May and the media’s coverage on the loans subsidised from the governmental line. As a result of these actions, the value of home loans sanctioned in the first half of 2003, totalled PLN 315.4m, increasing the portfolio to PLN 1,551.9m.       

In line with the progressed Segmentation and CRM Programme, the income threshold for the 24Prestiż account was reduced. As a result of this decision, the number of such accounts in the bank’s portfolio doubled. This product is a part of the package earmarked for the bank’s individual customers with higher income or  savings or users of mortgage loans. The account entitles to lower fees and discounts when purchasing subsequent products of the Bank. Along with the progress of the Segmentation and CRM Programme roll-out in the bank’s branch network, the 24Prestiż account will also ensure customer-tailored service and specialist advise of an assigned Relationship Manager. 

In April 2003, as part of the endeavours to protect and develop the savings base, a 3-month IMPET deposit with fixed interest rate graded based on the deposited amount was included in the bank offering. As a result of intensive promotional campaign carried out in April, these deposits accumulated nearly PLN 600m by the end of June 2003. Q2 2003 also saw the subscription for the Guaranteed Investment Deposit AMERINDEX 100% and the launch of 7- and 14-day deposits, with a reduced minimum amount requirement, available in electronic channels. Short-term deposits under the BZWBK24 service proposition constitute not only an attractive product drawing in customers’ surplus funds, but also an efficient tool for migrating banking operations to electronic channels. 

In view of the shift in the customers’ preferences towards more sophisticated investment and savings products, Bank Zachodni WBK offered customers a wide range of its own and subsidiaries’ products. Apart from term deposits and investment products of the Treasury Services Department, the bank’s sales covered investment funds, investment bonds, asset portfolios, Treasury bonds and bills. The ARKA investment funds turned to be the most popular among alternative savings products. In the first half of 2003, they attracted PLN 508.7m worth of assets. Pursuant to the adopted policy, the bank will continue to focus on delivering the comprehensive, high quality, innovative and transparent  offer. It will thus reinforce the customers’ satisfaction and loyalty and will counteract the outflow of savings to other financial institutions. 

Commercial Banking 

In the area of commercial banking, the bank was building its competitive edge based on the development of individual strategic products and the offering for the selected customer segments. At the same time, with regard to the forthcoming accession of Poland to the EU, the bank was getting ready to take the leading position on the market of pre-accession and structural funds. It also continued its mission to inform the customers on the possibilities and opportunities created by the integration with the European Union.                  

In order to improve the bank’s strategic offering, in February 2003 the Package for Professionals was launched. It is addressed to strictly defined professionals and  combines products that meet both their business and private needs. This proposal, apart from the comprehensive offering and customised service, provides a set of price preferences. Thanks to its competitive pricing, the package enhances the recruitment of new customers, reinforces the loyalty of existing customers and boosts the sales of strategic products, such as: mortgage loans, credit cards, leasing or ARKA funds.    

In the first half of 2003, the attractiveness of a business mortgage loan “Biznes Hipoteka” was increased by the extension of available lending purposes, the introduction of lower margins and a preferential minimum interest rate of 2.5% for the loans up to PLN 3m in the first year of lending. Since February, the loan can be used not only for the reconstruction, modernisation and adaptation but also for the construction and extension of business premises, as well as for the repayment of another investment loan, provided it complies with the purpose of Biznes Hipoteka. Due to these improvements and the May promotional campaign, in Q2 2003, the demand for Biznes Hipoteka significantly increased among small and medium-sized enterprises. Till the end of June 2003, such loans were granted for the total of PLN 121 m. 

With a view to increasing the availability of business loans, while maintaining the adequate quality of securities, Bank Zachodni WBK entered into an agreement with Bank Gospodarstwa Krajowego S.A. governing the mutual co-operation with regard to guarantees and bank’s guarantees for the repayment of loans granted by Krajowy Fundusz Poręczeń Kredytowych (the National Credit Guarantee Fund). The instruments offered by Bank Gospodarstwa Krajowego are treated as an alternative form of security for the repayment of credit facilities available in the Bank’s offering.
In the first half of 2003 the bank was increasingly effective in facilitating its customers an access to the subsidies offered by the European Union, by providing required information, taking part in the funding and ensuring efficient use of the raised funds. In more than 100 branches the representatives of small and medium-sized enterprises availed of the support of the so-called European advisors who provided them with the information on pre-accession funds, indicated the cheapest sources of funding and facilitated contacts with relevant institutions. Ultimately, the European advisors will provide services in two hundred branches. In respect of the bank’s offering related to the European Union funds, the investment loan for projects designed to enhance competitiveness of businesses and eligible for refinancing under the PHARE programme was attracting increasing customer interest. The bank’s share in the funding of such investments is minimum 25% and makes a pre-condition for entrepreneurs to apply for a non-repayable subsidy from the European Union funds. In order to support a larger number of customers in their effort to obtain pre-accession and structural funds, the bank is planning to extend its credit offering linked to the SAPARD programme.  

In the first half of 2003, another cycle of training sessions and workshops was carried out for small and medium-sized enterprises under the First Forum “Your Business in Europe”. They are organised by Bank Zachodni WBK in co-operation with Polsko-Kanadyjska Fundacja Przedsiębiorczości (Polish-Canadian Entrepreneurship Foundation) and the leading Polish companies such as: Polska Telefonia Cyfrowa (Polish Digital Telephony), Microsoft, Computerland, Lexmark. As this enterprise is organised under the auspices of European Integration Office, the last of the spring edition conferences was honoured by the presence of Guenter Verheugen, the European Union commissioner responsible for the EU enlargement. During 30 meetings, practical information was provided on running businesses in the European Union, legislative environment and the possibilities of accessing the grants. The workshop sessions were also carried out in the area of management, accounting, new technologies and other skills needed in everyday business operations.   
Another important information initiative of the Bank are the conferences with the participation of the Bank’s Chief Economist. In April 2003, the cycle of meetings for the customers involved in  international trade was completed. The issues of biggest concern for the customers were discussed, i.e. current economic situation, the scenario of its development in 2003, long-term macroeconomic projections as well as the prospects related to the accession of Poland to the European structures. 

Corporate Banking 

Bank Zachodni WBK provided corporate customer services through four centres located in Wrocław, Poznań, Warszawa and Kraków. The services were provided in line with the CRM concept whereby customers had a single relationship manager responsible for satisfying all their needs, fostering relationship, and taking initiatives for new solutions and forms of co-operation. 
At the end of last year the Bank decided to apply the successful corporate banking model on a broader scale. Following that decision, in the first half of 2003 pilots were launched in Warsaw and Cracow Business Centres which started to provide individually tailored and comprehensive services to customers with borrowings exceeding PLN 3m. Both the feedback obtained and sales results confirmed that customers prefer to co-operate with the bank in the new fashion. Hence, this very same model will be adopted by Poznań, Wrocław and Gdańsk Business Centres. The new approach lies at the core of „Po pierwsze Klient” strategic assumptions and is well-coordinated with the CRM & Segmentation Programme underway. 

Apart from distinctive service proposition for large businesses, our Bank has a competitive product offering for them which attracts an increasing number of new customers. Traditionally, the most popular products include credit facilities: working capitals loans, syndicated loans and long term project finance. The financing is a good start to expand relationship with clients by selling them additional products, the key ones being cash management products and products mitigating FX and interest rate risk. In the first half of 2003 the corporate banking portfolio grew to PLN 6 billion, i.e. by 4.2% against the end of 2002.

E-Banking 
In line with the "Po pierwsze klient” strategy, in the first half of 2003 Bank Zachodni WBK was expanding the functionality of electronic services. Standard transactions continued to be migrated to electronic channels, freeing the branches' potential necessary for building long-lasting relationships with customers requiring individual services. This was accompanied by enhancement of credit card offering and review of respective procedures with a view to making further improvements.  

Electronic channels

In the first half of 2003 BZWBK24 e-banking service offering was complemented with new short-term deposits and standing orders. Our bank's customers could make on-line balance inquiry, effect payments and manage surplus funds through the Internet, phone or GSM mobile. The extensive range of services, functionality of the offering and informational campaign encouraged an increasing number of individuals and businesses to use BZWBK24. From the end of last year until 30 June 2003 55.9k new users were acquired, which increased the e-banking customer base to 370.8k. Vast majority of those customers are individuals, accounting for ca 80%. The most popular electronic channel was  the Internet, accessible to 259.4k of personal and business customers. 

In February 2003, Bank Zachodni WBK Communications Centre commenced selling banking products on the phone. The first services included provision of information on home loans and investment deposits, accepting credit card applications, opening personal accounts and selling credit card insurance. As the scope of services continues to expand and improve, a direct sales unit will be developed in the Communications Centre, integrating modern communication channels in the process of active sale of the bank’s products and services.   

More and more big companies were using Minibank24 services provided under the office-banking offering. This is one of the best systems in the Polish market owing to the following features: extensive functionality, good security (electronic signature) and central help-desk ensuring top customer service quality. In the first half of 2003, the number of active installations of Minibank24  increased by 720 to total 3,550. Within this infrastructure almost 11 thousand companies had access to the system.   
Cards 

In the first half of 2003, Bank Zachodni WBK confirmed its position as the second issuer of credit cards in Poland. In the reporting period customers were equipped with 25 k new credit cards, increasing the bank’s portfolio to 119.4 pieces. Sales efforts were supported by a rich product offering and high service quality. The range of credit cards on offer was expanded to include BZ WBK MasterCard in Silver and Gold versions. The card is preferred by customers travelling to the European Monetary Union countries as payments made by means of this card abroad are settled in EURO. Besides, Silver and Gold options were introduced for a new affinity card BZWBK Visa “Akcja Pajacyk”. It is the first case in the affinity cards market, where a bank shares with its partner not only card issuance fees but also transaction fees. The beneficiary is Polska Akcja Humanitarna (Polish Humanitarian Organisation) which uses all the received funds to subsidise meals for children. The high quality of the bank’s card offering has been confirmed by the fact that the BZWBK VISA Credit Gold card was awarded a European Medal by the Polish European Integration Office and the Business Centre Club. In order to enhance operational efficiency, in the first half of 2003 a review of card handling procedures and credit decision-making process was carried out. Following the review, in the second half of 2003 some procedures will be streamlined and the turnaround time for issuing credit cards will be reduced.   

As at 30 June 2003 the number of valid debit and charge cards held by the bank’s customers totalled 1,046k, which represents an increase of 4k against the end of the last year. The low increase in this segment results from the growing popularity of credit cards which offer a better functionality, and the bank’s decision to stop issuing charge cards.  

Investment banking 
In the first half of 2003, key investment banking business of Bank Zachodni WBK included continued sale of investment bonds, handling capital market transactions for clients and structuring the investment portfolio in line with the bank’s policy.        

During the first half of 2003 the “1st Programme of Investment Bonds Issue” was completed, which had been going on since November 2002 and envisaged the issue of up to 6m bearer bonds with the nominal value of PLN 100 each. As at 30 June 2003 the total value of issued and allocated bonds amounted to PLN 536.9 m (by nominal value). In the reporting period a third series of 972,850 investment bonds with a 12-month maturity and a fourth series of 909,349 bonds with 9-month maturity were allocated.  

Apart from the investment bonds sales, in the first half of 2003 the Bank handled two issues of debt securities for its customers. A public bonds issue was also arranged for the bank’s subsidiary BZ WBK Finanse & Leasing, firming up PLN 88 m for further development of the company’s core business. In addition to that, repo transactions were carried out on customers’ account.  

As a part of the efforts to align the investment portfolio with the target structure, the bank sold all its shareholding in Scanclimber Sp. z o.o. In February 2003, it finalised a conditional agreement concluded at the end of 2002 to sell its entire stake in the subsidiary Projekty Bankowe Polsoft Sp. z o.o. 

In the first half of 2003, two new subsidiaries, fully owned by the bank, were registered: BZ WBK Faktor Sp. z o.o., a factoring company established in December 2002, and CardPoint S.A., a company established in April this year to deal with acceptance of payment cards.  

Under a debt to equity swap, Bank Zachodni WBK subscribed for the shares of Stalexport S.A., which –  if the issue becomes effective – will constitute 6.4% of the company’s share capital. The shares will be allocated in the second half of the year.   

In the first half of 2003, Bank Zachodni WBK made a decision to participate with other banks in the process of recovery of Wschodni Bank Cukrownictwa S.A. in Lublin. The respective resolutions concern the purchase of 14,470,400 shares of the above-mentioned bank from a loan sanctioned by the Banking Guarantee Fund. 

Custodian Services
The bank’s custodian services are addressed to residents -  private individuals and legal persons -  and to foreign institutional investors present on the Polish capital market. They involve maintaining securities accounts, settling transactions, handling dividend and interest payments, redemption of debt instruments, executing instructions stipulated in powers of attorney obtained from clients and representing them at General Meetings of Shareholders of public companies. The bank also acts as a depository for investment funds. Apart from the Investment Fund Arka Obligacji fio, since January 2003 the bank’s client has been also LUKAS Fundusz Stabilnego Wzrostu fio [Stable Growth Fund], which is managed and represented 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. The closest business relations are maintained with a network of correspondent banks, which ensures comprehensive handling of foreign transactions. Bank Zachodni WBK’s correspondents include Deutsche Bank AG, Dresdner Bank AG, Bank of New York plc, Royal Bank of Scotland plc, etc. 

Good relationship with foreign partners translates into competitive pricing for customers. It also drives the volume of business, and consequently income. What encourages banks to use the services of Bank Zachodni WBK for handling transactions on the Polish market is professional service and technologically advanced, highly efficient IT solutions. The bank’s advantage is also its membership in the Allied Irish Banks Group, which positively affects its risk perception. Thanks to the capital connections and top quality settlement services, in the first half of 2003 Bank Zachodni WBK took over most payments transmitted to Poland by order of AIB customers.   

In the reporting period 250k cross-border transactions were settled, totalling PLN 11.8 billion, which is 14% more than in the corresponding period last year.  

Apart from the correspondent banks, Bank Zachodni WBK has a strong relationship with Western Union Financial Services. In order to enhance customers’ satisfaction with the Western Union transfers, in the first half of 2003 a system designed to improve the handling of cash transactions was implemented in the bank’s branches. This combined with the expansion of the network of branches offering fast transfers, resulted in a 62% increase in their volume against the first half of 2002.  

Satisfaction of the bank’s partners is proven by the awards granted to BZ WBK in 2003. Deutsche Bank awarded Bank Zachodni WBK for a high ratio of correctly formatted payment orders transferred via SWIFT, and Western Union awarded the bank for its major contribution to the D2B project, which concerns transfers to accounts of beneficiaries in Poland.  

Subsidiaries consolidated with Bank Zachodni WBK  
Dom Maklerski BZ WBK S.A. (BZ WBK Brokerage House) 
After a long period of downturn, in the second quarter of 2003 the investment climate in the stock exchange market improved, among others under the impact of the first signs of economic recovery. Despite the change in market sentiment, the Warsaw Stock Exchange turnover statistics for the first half of the year did not show any progress against the previous period.   

BZ WBK Brokerage House is a conspicuous player on the market thanks to the high 55% increase in share trading. After 6 months of 2003 the volume of trading reached PLN 1,761.6m, ranking the company 5th in Poland with a market share of 8.1%. One of the growth drivers is the company’s dynamic relationship with its partners and institutional investors. In February 2003, BZ WBK Brokerage House signed an agreement with Credit Swiss First Boston Polska whereby it acquired an organised part of the latter and obtained an exclusive right to deal in Polish shares on behalf of foreign customers represented by Credit Swiss First Boston, London. In addition, since February 2003 the company has been providing brokerage services for Polish corporate clients in international markets.

In the first half of 2003 the bonds trading of BZ WBK Brokerage House fell by 39% to PLN 108.9 m, giving the company a 4.6% market share and the 6th position in Poland. The decrease in turnover on the secondary bonds market resulted from gradual shift of the customers’ focus from stock exchange instruments to instruments quoted on regulated CeTO market. In the first half of 2003 the volume of business in the CeTO market increased 8-fold against the entire 2002 to reach PLN 111.9 m.    

  In line with the market trend, the number of futures contracts made through the Brokerage House reduced by 9.4% in the first half of 2003 and totalled 373,893. Despite the drop in business, the company maintained its share in the futures market at the level of the previous period, i.e. above 11% and was ranked 4th in the market.  

In the first half of 2003 BZ WBK Brokerage House was very successful in migrating business to electronic channels. In the shares and bonds market 70% of turnover related to individuals and 100% to businesses was generated by orders placed by phone or through the Internet. With regard to the futures market, the ratio was 90%.     

BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych  S.A. (BZ WBK Investment Funds Corporation)
Further interest rate cuts in the first half of 2003 and falling profitability of term deposits were conductive to further dynamic development of investment funds. The assets of all the investment funds operating in Poland increased by 42% over the period.   

The pace of growth of the six funds managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych outperformed the market once again and amounted to 55.7%. The value of the accumulated assets grew to PLN 1,249.4 m, which increased the company’s market share from 3.6% at the end of 2002 to 4% at the end of the first half of 2003.    

Since the majority of customers are reluctant to take risk, safe funds enjoy the biggest popularity, the more so as they bring satisfactory rates of return. In such an environment, the fastest growing fund  was ARKA Bonds fio, which additionally attracted customers with good medium-term performance. Its assets grew in the first half of 2003 by 337.6% to reach PLN 246.4m. In terms of total value of accumulated assets, the first position still belongs to ARKA Capital Protection fund. During the first half of 2003 its funds grew by 33.6% to reach PLN 961.8 m. A sales growth was also recorded in shares and balanced funds, which is attributable to more promising stock market prospects. In total, ARKA funds amassed PLN 1,233.4 m. Participation units of all these funds were available in the branch network of Bank Zachodni WBK, and through 50 customer service points of the BZ WBK Brokerage House.    

Apart from the ARKA funds, BZ WBK AIB Investment Fund Corporation manages LUKAS Stable Growth FIO fund. It is the first “white label” fund in Poland established in co-operation with Lukas Bank S.A. The participation units in this fund are sold under the Lukas brand and are available only in the branches of  Lukas Bank. As at 30 June 2003 the assets of the fund reached PLN 16 m after less than 2 months of operation.    

BZ WBK AIB Investment Fund Corporation is going to add to its offering ARKA European Bonds fund, which will invest in safe securities denominated in Euro. The company obtained a  required consent from the Securities & Stock Exchange Commission.      

BZ WBK AIB Asset Management S.A. 
In contrast to the investment funds, which are available to the general public, asset management services are addressed to the most affluent customers. Due to the narrow group of potential clients and adverse macro-economic conditions, development of this market is not as dynamic as in the case of investment funds.  

In the first half of 2003, bonds portfolios continued to be the most popular among the customers  of BZ WBK AIB Asset Management. Demand for shares portfolios substantially fell at the beginning of the year due to the slump in the Warsaw Stock Exchange and slow pace of economic growth, which hampered generation of financial surpluses. The situation improved at the end of June thanks to the changes in economic environment, which included interest rate cuts, signs of economic recovery and a slight growing trend in the Stock Exchange in May and June.  

At the end of June 2003 the value of assets managed by the company, together with investment funds of BZ WBK AIB Investment Funds Corporation, totalled PLN 1,392  m. 

BZ WBK Finance & Leasing S.A. and BZ WBK Leasing S.A. 
The BZ WBK Group carries on leasing activities through two companies: BZ WBK Finance & Leasing and BZ WBK Leasing, which specialise in funding different asset categories. 

BZ WBK Finanse & Leasing specialises in leasing two product groups: machines and equipment (“Maszyneria” offer) as well as computers and office equipment (“Biuromania” offer). In order to finance the dynamically developing core business, the company acquired new funding through a bonds issue. The issue became effective on the last day of January 2003 with a total of 880 series A1  bearer bonds, with a nominal value PLN 100,000 each, being allocated to qualified investors. Following a decision made by the Central Offers Table on 23 January 2003, the bonds were admitted to trading on regulated CeTO market. Thanks to the strong capital back-up and well-developed sales network, the company was able to offer its services on competitive conditions. As a result, a 34% increase was recorded in the sale of machines and equipment (by net value of such assets).   

BZ WBK Leasing provides funding for motor vehicles for business customers (“Autostrada” and “Autotrans” offers) and for private individuals (“Autostart” offer). The company has streamlined the process of concluding car leasing agreements and entrusted the full service to the bank’s branches. This allowed the Bank Zachodni WBK Group to become distinctive on the market and increase its sales in the passenger cars segment by 10% (by net value of assets).  

In the first half of 2003 both companies leased out net assets totalling PLN 272.3 m, i.e. 4.1% more than in the second half of 2002. They continued to develop their infrastructure and sales processes, increasing the number of leasing advisors and expanding the scope of leasing discretion of the bank branches. Moreover, they put a strong emphasis on improvement of the risk assessment process. The actions taken to this objective were very comprehensive and encompassed IT, organisational and procedural changes.  

AIB WBK Fund Management Sp. z o.o.  
In the first quarter of 2003, AIB WBK Fund Management Sp. z o.o. continued to co-operate with the three funds: Magna Polonia National Investment Fund  S.A., Nova Polonia PEF and Prospect Poland Fund. 

As part of NFI Magna Polonia Fund management, stocks and shares in two companies were sold and a block of shares in one of the companies from the e-learning business was acquired    

On 12 June 2003, on the basis of a decision of the Securities & Stock Exchange Commission of 20 May 2003, an ownership title to 1,963,795 shares of NFI Magna Polonia S.A. was transferred to the account of AIB WBK Fund Management as a due fee for  managing the fund in the years 1995-2001. The acquired shares account for 6.53% of the fund’s share capital and carry a corresponding number of votes. The value of the transaction according to the closing price of the shares of NFI Magna Polonia as at 12 June 2003 was about PLN 9.49 m.     

BZ WBK Inwestycje Sp. z o.o.
The company’s business is purchasing and selling shareholdings in commercial companies and other securities as well as seeking investors for companies and consultancy/advisory services.  

In the first half of 2003, BZ WBK Inwestycje took up and subsequently sold 300 bonds of BZ WBK Finance & Leasing SA, funding the transaction from a loan. During this period the company sold to the issuer another tranche of shares of Gliwicki Bank Handlowy S.A. for their subsequent redemption and sold to a third party its stake in Polmo Gniezno Sp. z o.o. 

BZ WBK Faktor Sp. z o.o. 
The company was established in October 2002, and on 24 January 2003 was registered in the Registry Court. The entity provides factoring services, including purchasing of book debts, comprehensive management of the assigned debts, financing current activities and debt collection. 

In the first half of 2003, the company set up its organisational foundations, prepared its IT environment, developed marketing and communications strategy, and eventually commenced acquisition and service of its first customers. From June to September 2003 a pilot will be run, and on its completion active sales will be launched across the bank’s network. With time BZ WBK Faktor Sp. z o.o. will take over full factoring services provided by the Bank Zachodni WBK Group.  

WBK Nieruchomości S.A. i Wspólnicy Spółka Komandytowa
The company deals with servicing lease agreements for motor vehicles which were concluded in 2001 for a term of 10 years.   

IV. Development of organization and infrastructure

Ownership structure of the share capital of Bank Zachodni WBK S.A.  
According to the data held by the Management Board of Bank Zachodni WBK, as at 30 June 2003 the only shareholder with at least 5% of total votes at the General Meeting of Shareholders was AIB European Investments Ltd. seated in Dublin.  

Owner of shares
Number of shares held
Stake in the share capital
Number of votes at AGM
Share in the total number of votes at AGM

AIB European Investments Ltd.


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

Governing Bodies    
General Meeting of Shareholders  
On 10 April 2003 an Annual General Meeting of Shareholders of Bank Zachodni WBK was held, which approved single and consolidated financial statements for 2002 submitted by the Management Board and the Management Board’s report on the bank’s and the group’s performance in 2002. The AGM also approved distribution of profit and dividend payments, and granted a word of approval to the Management Board and Supervisory Board members for performance of their duties in 2002. The AGM appointed two new persons to the Supervisory Board: Mr. Declan McSweeney and Mr. Aleksander Galos. It also approved the contents of the “Best Practice in Public Companies in 2002” introduced by a Warsaw Stock Exchange Board’s resolution no. 58/952/2002 dated 16 October 2002, along with a commentary on how the provisions of the document should be implemented in the bank.    

On 22 May 2003 an Extraordinary General Meeting of Shareholders was held, which approved disposal of an organised part of the bank’s business providing card acceptance services. The separated part was sold to a joint-stock company, in which the bank has a 100% stake. The General Meeting authorised the Management Board to set the ultimate value of the sold assets to not less than PLN 8m.  

Supervisory Board 
The Supervisory Board of Bank Zachodni WBK started its operations in 2003 in the following composition:  

Marian Górski
- Chairman of the Supervisory Board

Gerry Byrne 
- Vice-Chairman of the Supervisory Board

Waldemar Frąckowiak 
-  Member of the Supervisory Board

Dermot Gleeson 
-  Member of the Supervisory Board 

Marek Grzegorzewicz
-  Member of the Supervisory Board 

Cornelius O’Sullivan  
-  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 

On 18 February 2003 Mr. Cornelius O’Sullivan resigned from his membership in the Supervisory Board of Bank Zachodni WBK effective from 13 March 2003 in connection with his appointment as the 1st Vice-President of the Management Board.  

By virtue of the AGM resolution dated 10 April 2003 two new Supervisory Board members were appointed: Mr. Declan McSweeney and Mr. Aleksander Galos.   

Management Board  
The Management Board of Bank Zachodni WBK started its operations in 2003 in the following composition  

Jacek Kseń 
-  President of the Management Board 

William Richard Horgan       
-  1st 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

On 14 March 2003 Mr. William Richard Horgan finished his work with Bank Zachodni WBK. The position of the 1st Vice-President of the Management Board was taken up by Mr. Cornelius O’Sullivan.  

On 10 April 2003 the Supervisory Board of Bank Zachodni WBK appointed the following persons to the Bank  Zachodni WBK Management Board for another 3-year term of office:

Jacek Kseń 
-  President of the Management Board 

Cornelius O’Sullivan        
-  1st 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

Feliks Szyszkowiak  
-  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 members of the Management Board and the Supervisory Board of Bank Zachodni WBK as at 21 July 2003: 

Members 
Number of shares
Nominal value of shares in PLN

 Supervisory Board of Bank Zachodni WBK

Marian Górski
52
520

Gerry Byrne
-
-

Waldemar Frąckowiak
278
2780

Aleksander Galos
-
-

Dermot Gleeson
-
-

Marek Grzegorzewicz
-
-

Declan McSweeney
-
-

John Power
-
-

Jacek Ślotała
-
-

Aleksander Szwarc
-
-

Management Board of Bank Zachodni WBK

Jacek Kseń 
250
2500

Cornelius O’Sullivan 
-
-

Declan Flynn 
-
-

Michał Gajewski 
-
-

Michael L. Keegan 
-
-

Justyn Konieczny 
-
-

Janusz Krawczyk 
-
-

Jacek Marcinowski 
-
-

Mateusz Morawiecki 
-
-

Feliks Szyszkowiak  
-
-

Maciej Węgrzyński
-
-

Corporate Governance Principles
Bank Zachodni WBK complies with the corporate governance principles defined in “Best Practice in Public Companies in 2002" and introduced by force of Resolution No. 58/952/2002 of the Stock Exchange Board, dated 16 October 2002. The contents of the document as well as its recommended application in the bank were approved by the Management Board and the Supervisory Board, and subsequently accepted by the General Meeting of Shareholders held on 10 April 2003.  

Human Resources and Training
In the first half of 2003, Human Resources and training activities of Bank Zachodni WBK  focused on actions supporting delivery of the bank’s strategy and development of the management’s competence. At the same time, the process of employment rationalisation was continued.  

Human Resources 
At the beginning of 2003, another cycle of the Performance Management Programme was launched, which orientated all the Bank’s staff towards the execution of the “Po pierwsze: Klient” strategy. Updated strategic priorities of the bank and individual organisation units were translated into individual objectives for staff. The objectives were grouped into three areas: Business Focus, Customer Focus and People/Team Focus. The next stages include progress monitoring and performance review. The process follows its course smoothly, motivates the staff and provides them with a sense of direction. It is also a handy and informative source of data for HR purposes. In the first half of 2003 performance reviews were used as a basis for salary increases within an accepted growth range. They were also taken into account in the employment rationalisation process.      

In the first half of 2003 staff reductions totalled 731 FTEs and resulted from organisational changes in the Business Support Centre and from implementation of a new branch model and ICBS system in subsequent branches. Headcount surpluses were also identified in the network rationalisation process, which is carried out independently of the projects related to the new system. The scale of redundancies was limited thanks to the procedure of filling vacancies through internal recruitment. As a result of restructuring actions, employment in Bank Zachodni WBK SA fell from the level of 9,116 FTEs at the end of 2002 to 8,368 FTEs at the end of June 2003. Further redundancies are pending. On 22 July 2003 the bank’s Management Board advised that by the end of the year additional 980 employees will be laid off both from the Business Support Centre and the branch network. In the Bank Zachodni WBK Group (the bank along with consolidated subsidiaries) the headcount decreased over the half-year period from 9,444 to 8,684.

Training 
10.4 thousand participants took part in training and development programmes arranged by the bank, most of whom were branch employees. 25% of participants were trained in the e-learning system, which proved itself as a fast, convenient and effective method of providing staff with required information. Training subjects were dominated by requirements of the bank’s strategy. The key modules included: sales issues, service quality, SME lending, credit facilities, structural funds, leasing, migration to electronic channels.  

In the first half of 2003, the bank commenced delivery of a management development strategy, mainly focusing on senior management and the existing and prospective line managers. Simultaneously, work was progressed on a concept and delivery of a development programme for the intermediate management level, i.e. directors. The development programme addressed to the senior management lasted from December to May 2003 and was devoted to improving leadership skills required to execute the “Po pierwsze: Klient" strategy. The second initiative was launched in early 2003 under the name “Developing Successful Managers”. The programme involves fifty five participants who were carefully selected  towards the end of 2002 using a specialised personnel advisory centre. The programme is designed to develop in the existing and future managers the competencies ensuring top quality and efficiency of management.  

Infrastructure 
Business Support Centre 
In April 2003, organisational structure of Bank Zachodni WBK Business Support Centre was  slightly modified. Key changes embraced establishment of a new Operational Risk Management Division and transferring the Brand Management Area from the Strategic Development Division to the area reporting directly to the President of the Management Board. The changes reflect the importance the Bank attaches to the delivery of the "Po pierwsze: Klient" strategy and the security issues, in particular operational risk.   

Branch network  
As at the end of June 2003, the Bank’s network comprised 429 branches and was divided into three macro-regions (with seats in Wrocław, Poznań and Warsaw), which in turn were composed of 16 regions. The bulk of the branches were located in Lower Silesia, Wielkopolskie and Mazowieckie Provinces. In the first half of 2003 the Bank sought to strengthen its position in Warsaw and Kraków. A promotional campaign was launched in March with a view to reinforcing the brand awareness on the Warsaw market where 42 branches were operational as at 30 June 2003. In Kraków the local branch network was expanded to include another, the eighth branch. 

In the first half of 2003 the process of network rationalisation continued, focusing on the cases of overlapping business activity. Consequently, four branches were closed and six other were relocated. In addition, to ensure better customer service conditions, complex refurbishment was carried out in two branches. 

Business Centres 
Business Centres of Bank Zachodni WBK located in Kraków and Warsaw provide services to customers with borrowings in excess of PLN 3m. By the year-end the same scope of services will be provided by other centres in Wrocław, Poznań and Gdańsk (for more details please refer to the part devoted to corporate banking, Chapter III).      

Electronic banking infrastructure 
As at the end of June 2002, the ATM network of Bank Zachodni WBK comprised 578 machines. In addition, the Bank operated 7,130 POS terminals located at merchants all over the country. In April 2002 the Management Board decided to spin-off card acceptance services and transfer them to a special purpose company (CardPoint S.A.). This solution is expected to streamline activities and boost the volume of operations as well as competitiveness of respective services. The delivery of the project commenced upon the approval of the Supervisory Board and the Extraordinary Meeting of Shareholders obtained on 22 May 2003.

Capital expenditure
In the first half of 2003, capital expenditure of Bank Zachodni WBK totalled PLN 52.8m and was down by 58% on the corresponding period last year. The amount of PLN 46m was spent on IT and PLN 6.8m on investments in real estate and other fixed assets. 

Capital outlays were lower than last year on account of the completion of three-year roll-out of the  new ICBS system in the Bank’s branch network. Since April 2003 all the branches have been operating the new IT platform providing any-branch-banking capability. 

 With the technological enablement in place, in the first half of 2003 the Bank focused on building customer relations and supportive technologies. At the same time, it continued projects related to expanding the offering of electronic products and services. 

Capital investments included changes to the branch network infrastructure, i.e. launching a new branch and relocation or modernisation of a number of other outlets.

In the first half of 2003 the capital expenditure of subsidiaries consolidated with Bank Zachodni WBK amounted to PLN 6.3m. 

B1 Programme
April 2003 saw the completion of the roll-out of an integrated IT system (ICBS) alongside a new branch model. The investment, totalling USD 100m, was the largest undertaking in the history of Bank Zachodni WBK and Allied Irish Banks Group. The scale of the effort is evidenced by the basic statistical data about the implementation: ca. 3 million accounts were converted, 7 thousand branch and Business Support Centre staff were trained, more than 6.5 thousand computers were replaced. The launch of the new system required deep changes in many areas and entailed strenuous efforts at the conceptual design development, planning and implementation stage. Consequently, the benefits stem from the functionality of the new system, more effective procedures, modified organisational structure, reorganised responsibilities and work processes in branches, better trained staff and upgraded equipment. The B1 Programme came off with flying colours not only thanks to the successful roll-out of ICBS and accompanying projects but also owing to the fact that it was completed on schedule, within the allocated budget and the business objectives were fully attained.

V. Key risk areas

Capital management
Bank Zachodni WBK’s policy is to maintain a strong capital base and to utilise it effectively for the benefit of its shareholders. At the end of June 2003, the Bank’s capital resources amounted to PLN 2,564.0m (the Group’s capital - PLN 2,567.6m). 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 30 June 2003, the Bank’s solvency ratio was 11.17 % (the Group’ ratio – 11.59%).

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 co-operation 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 Provisioning 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 signs 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 Centre 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 application of grading based on general regulations, the Bank develops and applies internal grading systems, matched to the profile of individual segments of Borrowers (corporate customers, commercial customers), based on the experience and best practice of AIB Group.

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 recognising security when calculating provisions. Provisioning Committee is responsible for maintaining an adequate level of loan loss provisions.   

Return on risk 
The Bank continues to implement risk-based methods of loan pricing, capital allocation and effectiveness measurement.

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. 

The Bank has commenced implementation of scoring techniques to facilitate decision making process in respect of selected retail products.

Credit reviews
Focusing on the quality of credit portfolio, the Bank conducts regular quality assurance reviews aimed at ensuring compliance with best practices of credit delivery, adequate grading and 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 credit 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 centralised 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
Operational risk covers potential threats arising from inadequate internal processes, human errors and external systems or factors. Bank Zachodni WBK Operational  Risk Management determined the following areas of responsibility:

· organisational units responsible for operational risks related to their areas (risk identification, self-assessment, loss reports), 

· operational Risk Team, responsible for co-ordinating the operational risk management process (devising a system, supporting units, reporting, developing a database of losses), 

· audit, accountable for control and assessment of operational risk management quality (independent quality assurance, reviews of risk identification standards in organisational units, evaluation of controls in place)

Bank Zachodni WBK developed and put in place an Information Security Policy and Information Standards which govern the issues related to the security of the information processed by the Bank, implementation and review of projects and their aspects related to the conformity with applicable standards, analysis of risks arising from changes to IT systems, ongoing analysis of information about threats related to data protection.

Bank Zachodni WBK supervises implementation of the respective Group business continuity management policy, liaises with business units, analyses  needs and develops plans in this regard.

Other operational risk areas for the Bank Zachodni WBK to focus on are as follows:

· money laundering prevention

· operational risk self-assessment and analysis

· fraud prevention

· personal data protection.
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Justyn Konieczny
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Janusz Krawczyk
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� without motor vehicles  


� loans guaranteed by a credible parent company of the borrower


� Since 3 July 2003, a new interest rate of 5.49% has been applicable.
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