BANK ZACHODNI WBK GROUP 3Q 2004  PERFORMANCE 

COMMENTARY 


1. Financial Performance in 3Q 2004 as compared To 3Q 2003      


        in PLN m

	Performance highlights
	3Q 2004
	3Q 2003
	Change 

	Total income *
	445.9
	429.8
	+3.7%

	Total costs **
	283.6
	332.4
	-14.7%

	Profit-before-tax
	126.6
	  69.2
	+82.9%

	Tax
	 28.3
	  28.2
	 +0.4%

	Profit-after-tax
	 96.1
	  37.5
	      +156.3%


*     includes other operating income

**   includes other operating costs
· Total income increased by 3.7% on Q3 2003 and amounted to PLN 445.9m, of which:   

· Net interest income totalled PLN 220.8m and was 3.4% up due to the upturn in interest rates and steadily growing business volumes    
· Total fee & commission income (net)  was PLN 157.9m and higher by 5.5% compared with 3Q 2003. Its main constituents were as follows:     
· Fee & commission income (net) of PLN 136.3m was 1.2% down, which reflects the disposal of card-acquiring business (CardPoint S.A.) in 1H 2004 and lower brokerage fees of BZ WBK Brokerage House resulting from smaller turnover levels in the stock exchange market.  In 3Q 2004, the fastest growth in BZ WBK fee & commission income was recorded in the area of e-banking and international payments.         

· Profit on sales disclosing PLN 21.6m of asset management fee income generated by BZ WBK AIB Asset Management S.A., BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. (BZ WBK AIB Investment Fund Corporation) and WBK AIB Fund Management Sp. z o.o. increased substantially on 3Q 2003 (by 84.6%) driven by strong mutual fund sales, increasing customers' interest in asset management portfolios and once-off remuneration for management performance received by AIB WBK Fund Management Sp. z o.o. 

· Income on financial operations and F/X profit totalled PLN 54.3m and increased by 10.6% on 3Q 2003.  The main driver here was FX profit which showed a steady growth. F/X Swap income which in 2003 was reported as income on financial operations has been classified as F/X profit since 1Q 2004. For comparison purposes, the Q3 2003 figure for F/X profit has been restated by PLN 6.3m, originally included in income on financial operations.
· Income from equity investments was quite immaterial in 3Q 2004. In the reporting period, there were no disposals of minorities' equity/interest as opposed to the same period last year when a profit of PLN 7.2m was posted as a result of such deals.      

· Total costs amounted to PLN 283.6m and were lower by 14.7% compared with 3Q 2003, of which:             
· Staff and administration costs of PLN 227m decreased by 10%, reflecting benefits of the restructuring projects completed in 2003 (headcount reduction, cost rationalisation, branch network restructuring) as well as more recently introduced cost-cutting and streamlining measures, e.g. in the area of payment settlements, telecommunications, data transmission, IT system maintenance, etc.      

· Depreciation totalled PLN 50.5m and was down by 12.8%.  

· Provisioning charge to the Profit & Loss account was PLN 36.6m and up on the 3Q 2003 figure by PLN 6.9m.  

· As at end-September 2004, BZ WBK Group “sub-standard”, “doubtful” and “loss” receivables (excluding interest) from the non-financial and public sector accounted for 10.7% of the gross portfolio with the loan loss coverage ratio at 47.4%.  A year before, the respective ratios were recorded at 13.3% and 43.2%.                          

· In 4Q 2004, the Bank intends to finalise a review of its general risk provision. It is expected that up to 30% of the general risk provision will be released as the reasons for keeping it at its current level are no longer appropriate.  The quality of BZ WBK loan book  has been constantly improving along with better economic climate, modified credit deliverance procedures and efficient credit risk management.     

· As at 30 September 2004, total assets of BZ WBK Group amounted to PLN 26.6bn and were up by 5.2% on end-September 2003. 

· Amounts due from the non-financial and public sectors increased by 3.1% y-o-y and totalled PLN 13.9bn with performing loans ("standard" and "watch") growing at the rate over twice as high. This resulted mostly from a steady growth in home mortgages (15.2%) and finance leases offered by Finanse & Leasing S.A. and Leasing  S.A. (33.5%), both portfolios boasting a very good quality.                  

· Deposits from non-financial and public sectors totalled PLN 18.1bn and were 3.9% up mainly due to the increase in term deposits (in particular up to 3M and FX deposits) and in business current accounts (including higher 1D deposits).
· Customer-based financial resources, including deposits from non-financial and public sectors, and bonds issued by BZ WBK and its two leasing subsidiaries (PLN 1.1bn) amounted to PLN 19.2bn and were 6.1% higher on the corresponding last year figure. Taking into account assets (PLN 2.6bn) managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A., total funds increased by 12%. 
2. Major Business developments in 3Q 2004 as compared to the previous quarter                                                                        

Distribution Channels 

· As at end-September 2004, the BZ WBK distribution network comprised 389 branches and 571 ATMs. 

· In 3Q 2004, the number of personal and business customers availing of BZWBK24 e-banking platform increased by 42.6k to 546.1k users. The Bank introduced a number of new features that substantially expanded functionality of its electronic banking service. The customers obtained access to information on the status of their registers in the ARKA funds. They were also equipped with an option to open new registers and to purchase, redeem or convert participation units. The functionality of the e-banking application was further expanded to provide account history for the last 6 months, review historical FX rates, order paper confirmations of transactions, display credit account details and  draw as well as repay revolving loans. 

· The number of active installations of Minibank24, an office banking solution, stood at 4.4k at end-September 2004 (125 more compared with end-June 2004). This infrastructure serviced 13.2k corporate customers. 

· The Bank’s leasing subsidiaries: BZ WBK Finanse & Leasing S.A. and BZ WBK Leasing S.A. opened 5 new offices, thus expanding their network to 40 outlets. 

Credit Cards 

· During 3Q 2004 BZ WBK issued 15.9k new credit cards (by 23.6% more than a quarter before), increasing its portfolio to 156.3k cards. 

· In order to align the card offering with the world standards and increase transaction security, the Bank continued to prepare for chip migration. In 3Q 2004, a chip cards issue and acceptance pilot was launched. This was accompanied by the process of ATM upgrading to support cards issued based on the new technology.  

Payment Cards 

· A new card acquiring service called “Cashback” was offered to BZ WBK customers. Cashback allows customers to withdraw cash at POS terminals handled by CardPoint whilst paying with a card in a shop. 

Home Mortgages 

· BZ WBK Home Mortgage was ranked the second best in Poland in the ranking published by “Wprost” weekly on 9 September 2004. The key evaluation criteria included: the amount of monthly instalments, loan availability and level of fees charged to customers. 

· The product obtained a high rating from “Wprost” prior to modifications introduced in September 2004 which increased its availability and competitiveness even further. The latest modifications include: increase of the maximum LTV ratios without a requirement to insure any shortfalls in customers’ own funds, extension of the maximum credit term to 30 years, an option to suspend principal repayments up to 24 months and a simplified tranche clearing. 

Credit Offering 

· In 3Q 2004, the Bank’s offering was expanded to include an investment loan for business customers to fund initiatives refinanced under the “Sectoral Operational Programme to Increase Competitiveness of Companies (Action 2.3)”. The key benefits of this proposition include a reduced credit margin (by 1 pp.), a capital moratorium option, funding up to 80% of the investment and making the repayment from EU subsidies. 

Deposit and Investment Offering  

· In response to the growing interest in FX investments, a subscription of the “Guaranteed Investment Deposit EURO KURS October 2006” was held by the Bank from 13 to 29 September 2004. The product combines the security afforded by traditional deposits with features of an attractive financial investment. In addition to the guaranteed interest rate of 5% for a 2-year deposit period, the product allows investors to make return on movements in the EURO rate against PLN. 

· In line with the new BZ WBK Group approach to savings products deliverance, on 27 September 2004 hybrid sales were introduced, an offer combining a standard deposit with a mutual fund. Both products are provided as part of the Special Investment Programme “Savings Plan” in co-operation with BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. The programme participants invest part of their funds in a PLN term deposit with a fixed rate of interest and the remaining portion in ARKA BZ WBK Balanced Fund. They are entitled to a special discount in the distribution fee normally charged on investments in the Fund. 

· The Bank streamlined and enhanced its deposit services by making IMPET deposits with incremental interest rates available through BZWBK24 e-banking (Internet, telephone). Incremental interest rates were also introduced for Lokata24, a 1M electronic deposit. 

· Following the NBP interest rates hikes, in 3Q 2004 BZ WBK twice increased interest rates applicable to its term deposits (on 8 July and 14 September). As a result, IMPET deposits now carry maximum 7% p.a. 

Bonds of BZ WBK Subsidiaries 

· In 3Q 2004, BZ WBK Leasing S.A. continued the public issue of its bonds. During that time the company issued two series of 3Y fixed-interest (7.30%) bonds and one series of 3Y variable-interest (WIBOR 6M + 20 bp) bonds. Total nominal value of the issues amounted to PLN 150m. 

· Pursuant to the consent from the Stock Exchange and Securities Commission dd 26 April 2004 to proceed with the 1st Bonds Issue Programme, BZ WBK Finanse & Leasing S.A. launched the first issue of its 3Y fixed-interest (7%) bonds. Nominal value of the issue totalled PLN 50m. 

· The bonds were distributed through the BZ WBK branches and points of sale of the BZ WBK Brokerage House. In total, the leasing companies placed PLN 190m worth of bonds in the market.  

Investment Banking 

· In 3Q 2004, BZ WBK participated in the management of an issue of a single series of BZ WBK Finanse & Leasing bonds and arranged an issue of three series of  BZ WBK Leasing bonds (more details in section “Bonds of Subsidiaries” above). The Bank also conducted an issue of one series of debt securities on behalf of a third party. 

Investment Funds
· As at 30 September 2004, the total assets of the mutual funds managed by BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. amounted to PLN 2.63bn, a 20% increase on the previous quarter. This allowed the company to extend its market share from 6.3% at end-June 2004 to 7.5% at end-September 2004. The strong asset growth reflects successful sales of the new product, i.e. the first in Poland investment certificates in a property fund (ARKA BZ WBK Property Fund SFIZ) worth PLN 344.2m as at end-September 2004. The consistently growing sales are also attributable to the outstanding management performance of the company's funds,  in particular ARKA BZ WBK Balanced FIO and Arka BZ WBK Equity FIO which for many months have been ranked among the top most profitable funds in their respective categories. 

Leasing 
· In 3Q 2004, the net value of assets leased by the two BZ WBK leasing companies (BZ WBK Finanse & Leasing S.A. and BZ WBK Leasing S.A.) was PLN 192m and 16.3% lower than a quarter before. The change was due to expected amendments to the VAT law which induced high demand for leases in 1H 2004, distorting seasonal regularities observed in the leasing business. Another important factor was the situation in the automotive market in Poland, in particular increased imports of second hand cars and accompanying decline in the sales of new vehicles. 

· Effective from 24 September 2004, the customers of both subsidiaries may use the subsidies available under the Sectoral Operational Programme to Increase Competitiveness of Companies (Action 2.3) as a support in investments funded through leasing. The leasing companies’ role is to provide products and assistance in settling the subsidies, which are disbursed only after the leasing term. 

Brokerage services 

· In 3Q 2004, the volume of trading at the Warsaw Stock Exchange was lower than in the record-breaking 1Q or     less successful 2Q 2004. Despite this downturn, caused among other things by a holiday season, the bull market continued. 

· In 3Q 2004, the shares turnover of the BZ WBK Brokerage House totalled PLN 1.83bn and was 25.3% lower than in  2Q 2004 in line with the overall market trend. This performance gave the company a market share of 9.4% (on a quarterly basis). 

· In the futures market, the Brokerage House acted as an agent for concluding 159.9k transactions, which is 11.1% lower than in 2Q 2004 and gives the company a market share of 11.1% (on a quarterly basis). 

· The volume of trading allowed the company to keep its position as one of the three biggest brokerage companies in the shares and futures market.

· The BZ WBK Brokerage House remains a market leader in the area of Internet service provision - as at end-September 2004 it maintained 12.4k  Internet accounts.  



















































































































































































































Y-t-d PAT as at end-Sept. 2004 more than doubled y-o-y (+136.5%) 





PAT for 3Q 2004 grew even higher against 3Q 2003 (+156.3%)           





Consistent growth of business volumes 





A number of innovative products & services delivered        





Continually good levels of  interest and fee & commission income 





Considerably improved cost effectiveness     





Lower effective tax rate 
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