

I. Financial situation of Bank Zachodni WBK Group 

in Q1 2003 as compared to Q4 2002

Overview 
· In Q1 2003, the consolidated after-tax profit of Bank Zachodni WBK amounted to PLN 48.4m and was 16% down on the previous quarter. The Group’s performance was chiefly affected by macroeconomic environment, in particular:  

· narrowing margins; 

· economic stagnation hindering any material increase in the sales volumes.        

Income 
· the Group’s total income (including other operating income) was PLN 430.2m, i.e. 9.4% down on the last quarter of 2002. 

· Interest income decreased marginally (by 4%) in concurrence with the shrinking margins on some deposit products  (term personal deposits, investment bonds, demand business deposits). Taking into account swap points, which in Q1 2003 totalled PLN 15m and PLN 13.6m in Q4 2002, the interest income decreased by 3.1% to PLN 218.7m.    

· Non-interest income amounted to PLN 211.5m and was 15.1% lower than in Q4 2002. The most important components of the non-interest income were as follows:    

· Profit on financial operations, adjusted for swap points (PLN 15m), was PLN 13m. In the previous quarter, after the respective adjustment of PLN 13.6m, this item amounted to PLN 45.1m. The change in value resulted from the Bank’s higher activity in securities trading (Treasury bills and bonds, minority shares and interests) in Q4 2002 compared to Q1 2003; 

· Profit on sales totalling PLN 8.8m includes income on asset management fees generated by three subsidiaries: BZ WBK AIB Asset Management S.A., BZ WBK AIB Towarzystwo Funduszy Inwestycyjnych S.A. (BZ WBK AIB Investment Funds Corporation) and WBK AIB Fund Management S.A. The figure disclosed in the same line of  the consolidated financial statement for the previous quarter comprises annual income of the above-mentioned companies. The two of them, i.e. BZ WBK AIB Asset Management and BZ WBK AIB Investment Funds Corporation were consolidated in Q4 2002 for the first time. The actual change in the sales profit was a decrease of PLN 2m;  

· Net commission income was PLN 124m and remained static.  

· F/X profits amounted to PLN 32.2m and were 5.8% down on the last quarter of 2002 on account of the Bank’s  policy of reducing sales of F/X leasing facilities and home mortgages with a view to mitigating the Bank credit risk;  

· Income on shares, interests, other securities and financial instruments with variable yield   increased by 62.2% and totalled PLN 18m, of which PLN 17.4m represents profit earned on the sales of the shareholding in Polsoft Sp. z o.o.;  

· After bringing into comparability the profit on sales for the previous reporting period, i.e. to PLN 10.8m  (see: profit one sales), the decline in non-interest income and total income changes to 8.7% and 5.9%, respectively.    

Costs
· Consolidated total operating costs (including the Group’s other operating costs and depreciation) went down  by 8.7% to PLN 322.5m.  

· This change was primarily driven by the Bank’s operating costs which were reduced in Q1 2003 by PLN 16.5m to PLN 235.8m. Under this item:     

· The Bank’s staff costs remained static and were PLN 120.8m; 

· The Bank’s non-staff related costs decreased by 13.1% to PLN 115m. This is due, among other things, to the introduction of new cost-effective procedures and improvements.         

Provisions
· Impaired loans increased only marginally in Q1 2003, still the Bank continued pursuing its prudential provisioning policy.  

· In  Q1 2003, a general risk provision of PLN 5m was raised.  

· Provisioning charge to P&L account was PLN 37.1m which represents a growth on the previous reporting period by PLN 12.3m

· At the end of Q1 2003, the amounts due from the public and financial sectors graded as “sub-standard”, “doubtful” and “loss” accounted for 16.4% of the Group’s gross portfolio. If excluded from the impaired portfolio, loans classified as “technical NPLs” (i.e. non-performing loans whose repayment is guaranteed  by the credible parent of the borrowing company)  totalling PLN 188.6m bring down the NPL ratio to 15.0%.           

Balance sheet  
· As at 31 March 2003, the consolidated total assets of Bank Zachodni WBK totalled PLN 24,704.1m and were  only slightly lower (by 0,8%) compared to Q4 of 2002.   

· The Group’s total financial resources, including deposits of non-financial and public sector customers as well as their investments in ARKA funds (PLN 1,041.2m) and investment bonds (PLN 497.2m), totalled PLN 18,749.2m which represents a 1.7% growth on the previous quarter.      

· Deposits of non-financial and public sector accounted for 69.7% of the consolidated liabilities of Bank Zachodni WBK Group. Over the first three months of the year, their value fell marginally and totalled PLN 17,210.8m. Only current account funds showed downward movement, decreasing by 6.4% to PLN 4,765.3m. Other short-term and long-term deposits went up by 1.9% and 7.2% to reach PLN 11,223.2m and PLN 1,222.3m, respectively. The reversal of the long prevailing trend whereby customers transferred funds from term deposits to current accounts proves that the Bank’s promotion is effective and its deposit offering attractive for customers, especially 1M and 3M Impet deposits. In Q1 2003, customers also evinced higher interest in F/X term deposits. Apart from the new developments, Q1 2003 saw continued demand for investment bonds and ARKA units distributed in the branch network.     

· Q1 2003 also witnessed a 2.4% growth in amounts due from non-financial and public sectors (to PLN 12,745.1m) as a result of good sales of home mortgages and business loans.                 

II. Financial situation of Bank Zachodni WBK Group                                                                      in Q1 2003 as compared to Q1 2002

Overview  

· After-tax profit generated over the first three months of 2003 (PLN 48.4m) decreased by 32.7% compared to the corresponding period last year, although the total income was close to the last year’s. This was triggered by a higher charge to the P&L account relating to depreciation of ICBS system.    

Income
· Consolidated interest income increased by 7.8% against Q1 2002 and totalled PLN 203.7m. This growth was achieved in the environment of the falling NPB reference rate (by 400Bps. in the period from 31/03/2002 to 31/03/2003) and was possible due to the increased lending activity  (a 12.7% growth in value) and consistent pricing policy. Interest income, adjusted for swap points, was lower by 15.9%, reflecting the decrease in the FX/SWAP-related  interest income to PLN 15m in Q1 2003  from  PLN 71.2m in Q1 2002.  

· Non-interest income increased by 23.9% against Q1 2002 and totalled PLN 211.5m. The major changes under this item are as follows:    

· a 15.9% growth in commission income as a result of the introduction of the new schedule of fees and charges effective from September 2002 and the dynamic business growth, including an increase in the number of credit cards (by 47.7%) and in the Bank credit exposure (by 12.7%);       

· growth by PLN 16.1m in income on shares, interests, other securities and other financial instruments with variable yield due to the profit earned on the sales of the shareholding in Polsoft Sp. z o.o. (PLN 17.4m);  

· decrease in F/X profits  by 18.9% on account of the Bank’s  policy of reducing sales of F/X leasing facilities and home mortgages with a view to mitigating the Bank credit risk;  

Costs
· The Group’s total operating costs (including depreciation and other operating costs) totalled PLN 322.5m in Q1 2003  and were higher than a year before by 5.7%. The key growth driver is depreciation which went up by 50% due to the ICBS depreciation. The depreciation of the new system commenced in Q4 last year.  

· Operating costs of Bank Zachodni WBK S.A., which constitute the largest item in the Group’s total operating costs, went down by 4.8% to PLN 235.8m, of which:  

· Staff costs decreased by 17.7% as a result of consistent staff rationalisation process implemented across the Bank;     

· Non-staff related costs increased by 13.9% in spite of substantial savings in costs of marketing, Public Relations, the Bank’s security, office supplies, etc.            

Structure of the balance sheet 
· As at 31 March 2003, the total consolidated assets of Bank Zachodni WBK Group totalled  PLN 24,704.1m and were lower than a year before by 3.1%.    

· Total financial resources of the Group entrusted by the customers from non-financial and public sector, including deposits, participation units in ARKA Funds (PLN 1,041.2m) and investment bonds (PLN 497.2m) were PLN 18,749.2m and exceeded the level recorded in Q1 2002 by 2.1%.     

· After the first three months of the year amounts due to customers from non-financial and public sector totalled PLN 17,210.8m, decreasing by 4.8% against the previous year. 

· As at the end of 2003, the funds deposited in term deposits (excluding funds in current accounts) amounted to PLN 12,445.5m. Their value decreased by 10.4% y-t-d, which was triggered by high demand for alternative savings products in the Bank’s offering, e.g. mutual funds, investment bonds, etc. The sales of participation units in ARKA funds in the branch network throughout the 12 months’ period following March 31, 2002 brought up the volume of assets managed by BZ WBK AIB Investment Funds Corporation by PLN 759.9m. Since November the Bank had also managed to place investment bonds totalling PLN 497.2m at the nominal price less discount. In line with the prevailing trend, part of the funds were transferred from term deposits to current accounts which recorded a growth of 13.8% to PLN 4,765.3m.  

· At the end of Q1 2003, amounts due from non-financial and public sector totalled PLN 12,745.1m which represents a 12.7% increase against the end of March 2002. This was driven by high growth pace of home mortgages, credit card-related exposures and increased business lending.         

III. Prospects  for the nearest future  

· The performance of Bank Zachodni WBK Group in the next quarters of 2003 will be largely determined by the developments in the macroeconomic environment. A mild economic growth predicted in recent forecasts should somewhat revive the demand for financial products and services. The Group also expects further  positive effects of the cost  restructuring process implemented across the organisation.       

IV. Business development of Bank Zachodni WBK group  

in Q1 2003 compared to Q4 2002

Bank Zachodni  WBK S.A. 

Distribution channels 
· As at 31 March 2003 the Bank’s distribution network consisted of 429 branches and 576 ATMs. As a result of continued ICBS roll-out, the number of branches operating on the new IT platform rose to 414. The remaining branches were linked to the system in April, bringing to a successful ending the biggest project in the Bank’s history.        

· From 1 January to 31 March 2003 the Bank’s electronic banking customer base (BZWBK24 clientele)  grew by 27.3k  to 342.2k , out of which 70% are Internet users.  

· In Q1 2003, the process of converting clients to the new office-banking system (Minibank24) was completed. The number of entities linked to the system rose to 3.3 k.  

· Merchants across Poland used 7,651 POS terminals of Bank Zachodni WBK.  
Key business areas

Home mortgage lending   

· In Q1 2003, the value of mortgage loans sanctioned by the Bank amounted to PLN 102.4 m, increasing the total mortgage portfolio to PLN 1.46bn. As part of a promotional campaign, from 1 January to 31 March 2003 interest rate of 6.99% was applied to mortgage facilities in the first year of the credit life (current interest rate is   6,49%).   

Credit Cards 
· The number of credit cards held by Bank Zachodni WBK customers rose in Q1 2003 by 4.6% to ca. 107k cards.  

Leasing 

· Bank Zachodni WBK branches are the main delivery channel for leasing products offered by BZ WBK Finanse & Leasing S.A. and BZ WBK Leasing S.A. The value of lease contracts concluded through the intermediary of Bank Zachodni WBK in Q1 2003 amounted to PLN 87m and contributed to 85% of  the Group’s total quarterly sales.     

Mutual Funds

· The sales of ARKA investment funds which are managed by BZ WBK AIB Investment Funds Corporation and distributed through the Bank’s branch network amounted to PLN 268.1m and were 36.9% up on the previous quarter.   

Bonds  

· From 1 January to 31 March 2003, under the “1st Investment Bonds Issue Programme” Bank Zachodni  WBK allocated the 3rd series of investment bonds (972 850 items) and started subscription of the fourth series. At the end of March 2003 the total value of issued and allocated  investment bonds, calculated at the nominal price, was PLN 513.5 m.  

· In Q1 2003, Bank Zachodni WBK issued the bonds of BZ WBK Finanse & Leasing and introduced them to public trading (see: Finanse &Leasing).  

Capital Market

· In the process of adapting the investment portfolio to the target structure, the Bank disposed of its shareholdings in Scanclimber Sp. z o.o. 

· In February 2003, a conditional agreement which had been signed at the end of December 2002 and obliged the Bank to sell all its shareholdings in its subsidiary Projekty Bankowe Sp. z o.o. was finalised.    

· As  part of a debt to equity swap, Bank Zachodni WBK S.A. subscribed to Stalexport S.A. shares which will give it title to 6,4% of the company’s share capital, providing the issue comes into effect.   

Corporate Banking

· In February 2003, another Corporate Business Centre was launched in Warsaw which provides direct,  comprehensive,  relationship-based services to corporate and commercial customers with exposures in excess of PLN 1m.  

Companies consolidated with Bank Zachodni WBK

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

· The turnover of  BZ WBK Brokerage House in the cash, futures and CeTo markets was higher than a quarter before  despite the downturn observed in all the segments of brokerage services in Poland.        

· Total turnover in the cash market amounted to PLN 807.8m and was 21.4% up on the previous quarter.  

· The company’s trading in the shares market increased by 35.2% in Q1 2003 to PLN 750.1m, bringing the company’s market share from 5.1% up to 7,8%. This growth  was achieved against a declining trend at the Warsaw Stock Exchange as a result of the agreement signed with Credit Swiss First Boston, Poland which conferred on BZ WBK Brokerage House an exclusive right to deal in Polish shares on behalf of foreign customers represented by Credit Swiss First Boston, London. In addition,  since February the company has been providing brokerage services for Polish corporate clients in international markets.  

· In line with the bearish market climate, the company recorded a fall in the bond trading (by 47.7%), which totalled PLN 57.7m and represented a market share of 5.1%.

· In Q1 2003, Bank Zachodni  WBK retained its position among the top companies trading in futures contracts. The number of such contracts concluded through the intermediary of BZ WBK Brokerage House rose by 25.8 k to 203.2k at the end of March 2003. 

· A substantial growth was also recorded in the CeTO market. This resulted mostly from investors’ turning from stock exchange instruments to instruments quoted on regulated OTC market, but was also driven by the purchase of BZ WBK Finanse & Leasing bonds (worth PLN 30m at their  nominal value) through packaged transactions effected with BZ WBK Inwestycje Sp. z o.o. At the end of March 2003, the volume of BZ WBK Brokerage House trading in this market totalled PLN 71.3 m.  

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

· In Q1 2003, the value of net assets leased by both companies amounted to PLN 120.7m and stayed at the level attained in the previous quarter.   

· In February 2003, BZ WBK Leasing S.A. (which specialises in financing motor vehicles) entered into a general agreement with PZU S.A. for a package of motor insurance eligible for the vehicles leased by the company.    

· BZ WBK Finanse & Leasing S.A. (focusing on leasing machinery, PCs and office equipment) acquired PLN 88m from the issue of bonds designed to finance development of its core business. The issue came into effect on the last day of January with  880 bearer bonds (with a nominal value of PLN 100,000 each) being allocated to qualified investors. On 23 September 2003, the Central Offers Table S.A. accepted the bonds for trading in the regulated OTC market.  

BZ WBK AIB Asset Management S.A. 

· In Q1 2003, the demand for the shares portfolios offered by BZ WBK AIB Asset Management was subdued. It was due to continued downturn at the Warsaw Stock Exchange and a sluggish economic growth hindering corporate clients from generating financial surpluses.  

· At the end of May 2003, the value of assets under the company’s management, including the investment funds of BZ WBK AIB Investment Funds Corporation,  was PLN 1,175.6m.  

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

· In Q1 2003, the ARKA funds’ assets grew by 29.7% to PLN 1,041.2m. This gave the company the 7th position in the ranking of investment funds and a market share of 3.9%. 

· Among the five funds managed by BZ WBK AIB Investment Funds Corporation the highest growth rate was achieved by ARKA FIO Bonds Fund, whose assets increased by PLN 74.7 m, i.e. by 132.6% over the first three months of the year. In terms of size, ARKA FIO Capital Protection Fund continued to be the leader. Over Q1 the value of its assets grew by 22.7% (PLN 163.7m) to PLN 883.4. As at 31 March 2003 it was the biggest money market fund in Poland.  

AIB WBK Fund Management Sp. z o.o.

· In Q1 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.  
BZ WBK Inwestycje Sp. z o.o. 

· In Q1 2003, BZ WBK Inwestycje Sp. z o.o. purchased and later sold 300 bonds of BZ WBK Finanse & Leasing S.A. The purchase of bonds was financed with a credit.  

· In the same period the company sold to the issuer another tranche of shares of Gliwicki Bank Handlowy S.A. for redemption. It also sold to a third party its shareholdings 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 company will provide factoring services, including purchasing (through assignment with recourse) of book debts, comprehensive management of the assigned debts, financing current activities and debt collection. The company is fully owned by Bank Zachodni  WBK.  

· In Q1 2003, the company set up its organisational foundations, prepared its IT environment and developed marketing and communications strategy.  

· BZ WBK Faktor will commence operations in Q2 2003.  

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.  
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