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INTRODUCTION

1999 was a challenging year for banks in Poland. Despite volatility in the macroeconomic environment and increasing competition which resulted in a narrowing of margins, Wielkopolski Bank Kredytowy SA reported satisfactory net income of PLN 184.97 mln. At year-end, the Bank’s total assets were higher by 30%, loans to non-financial entities increased by 34% and liabilitites from non-financial entities increased by 19% when compared with end-1998.

Wielkopolski Bank Kredytowy SA continued to grow its range of products and services. The first WBK mortgage products were introduced at the beginning of the year while WBK Finance & Leasing also commenced its activities. 

The bank continued to invest in the development of its e-commerce business and during the year we launched a new WBK24 electronic banking services package. This package gives our customers 24-hour access to their bank accounts via the internet (WBK online), telephone (WBK Telekonto) and GSM network (WBK Infotext). By year-end, WBK had a card base of over 500,000 plastic cards and in a survey undertaken by Rzeczpospolita daily, WBK’s card offering was rated second best of all banks in Poland. 

WBK SA was also an active participant in the reform of the pension system in Poland: in 1998 WBK SA became a 10% shareholder in the Commercial Union controlled pension fund and in 1999 we achieved sales in excess of 100,000 pension policies through our branch network. This success was perceived as one of the most successful performances amongst participating Polish banks.

During the year, Wielkopolski Bank Kredytowy SA was also positively assessed by international credit rating agencies. As a consequence of the increase in Poland’s sovereign rating (from Ba1 to Baa1 for foreign exchange-denominated debt), Moodys Investor Services upgraded WBK’s long-term rating from Ba1/Not-Prime to Baa1/Prime –2. In June 1999, Thomson Financial BankWatch increased WBK’s senior debt rating from BBB- to BBB, our local issuer rating from IC-B to IC-A/B and affirmed its short-term rating of LC-1.

WBK SA as a part of AIB Group continued to introduce processes and procedures aimed at closer consolidation within the Group. These actions included the co-ordination of international activities and risk management procedures.

1999 was a year of significant development for WBK with the introduction of new business activities, new distribution channels, improved customer service quality and increased operational efficiency.

EXTERNAL ENVIRONMENT OF THE BANK

1. Macroeconomic environment

GDP

Inflation

Monetary policy

Changes in interest rates


Overall business activity was lower in 1999 than in the previous year. This downturn reflected the impact of the Russian crisis which limited not only internal demand in Poland (which still remained strong) but also business activity in the Eurozone. GDP growth in 1999 was 4.1%, mainly on the back of less restrictive fiscal and monetary policies. Nevertheless, it is estimated that the Russian crisis knocked c. 30 b.p. off  GDP growth in 1998 and c. 70 b.p. in 1999.

The dynamics of internal demand were lower than in 1998 which mainly reflected lower growth of investments. At the same time, domestic demand grew faster than GDP, which had a negative impact on the balance of payments. This was additionally hampered by lower exports.

In the second half of the year, inflation trends reverted and in the fourth quarter of 1999, inflation began to rise. This resulted mainly from the increase in food and fuel prices, a weaker złoty and an increase in excise duty.

Service prices grew slowly but steadily during 1999. In the fourth quarter, prices of non-food consumer goods increased, which in turn fuelled household lending.

The year-on-year inflation figure in December was 9.8% and substantially exceeded the government assumptions (8.1%) which were taken while constructing the central budget. Average inflation in 1999 was 7.3% as opposed to 11.8% in 1998.

As  general comment, monetary policy in 1999 was not very restrictive. This was reflected in a substantial interest rate cut in January and a weak złoty at the beginning of the year.

As a result of growing inflation in the 3rd and 4th quarter of the year, the Monetary Policy Board increased the NBP’s official interest rates: a slight increase in September and a more dramatic one in November.

Date of introduction
Lombard loan
Re-discount loan

01-01-1999
20,00%
18,25%

21-01-1999
17,00%
15,50%

18-11-1999
20,50%
19,00%


The Monetary Policy Board also changed the exchange rate mechanism during the year – in March the crawling peg rate was decreased and the band was widened to +/- 15% from parity. This prepares the way for a widely expected introduction of the free float of the złoty.

The 4th quarter of 1999 was characterised by a tightening of monetary policy. WIBOR increased significantly which reflected higher demand for liquidity in December.

The rate of unemployment was 13% at end-1999. The current account deficit increased to 7.6% of GDP (USD 11.7 bln) and was somewhat offset by foreign direct investments, which exceeded USD 4.9 bln.

In 1999, three major systemic reforms were begun in the following areas: health-care, education and pensions. The latter was marked by launching privately owned pension funds.

Developments in the banking sector

The most important transactions in the sector

Financial performance
Margins

Obligatory reserve

Directions of development
In 1999, the banking system in Poland underwent further consolidation and the privatisation process was continued.

The government selected strategic investors for Pekao SA and Bank Zachodni. These were UniCredito/Allianz and Allied Irish Banks respectively. There were also some changes in other banks: Bayerische Hypo-und Vereinsbank and Kredit Bank of Belgium who increased their stakes in Bank Przemysłowo–Handlowy and Kredyt Bank respectively.

The increase in inflation and interest rates in the second half of the year helped banks improve their financial performance. In 1999, total assets of the system grew by 17%. Deposits continued to grow at a slower pace (+13.4%) than loans (+53%).

The narrowing of interest margins still appears to be one of the main features in the Polish banking system. However, recent changes in obligatory reserve requirements combined with increase in interest rates should result in a recovery in the nearest future. Higher interest rates allow banks to reprice their loans and deposits, and also it will increase yields on debt securities.

During the year, obligatory reserve rates were decreased from 20% (PLN demand deposits), 11% (PLN term deposits) and 5% (all f/x-denominated deposits) to a flat rate of 5%. As part of this change, banks accepted the NBP’s proposal to substitute the difference between reserves calculated on deposits as at 30 June 1999 according to the old rules and the new rules with long-term inflation indexed NBP bonds.

The main issue for most banks is increasing the accessibility of banking services and improving service quality. More banks are now offering internet and telephone banking services to clients. In addition, many banks are continuing to increase the size of their branch networks. Ongoing investments in these areas contributes to higher bank costs and a slow down in the growth of after tax profit.

I. ORGANISATION OF WBK SA

2. Bank’s Authorities

AGM of Shareholders of WBK SA

Bank Council

EGM 

of WBK SA

Management Board
On 15 April 1999, the Annual General Meeting of Shareholders of WBK SA was held. The AGM approved the profit distribution proposed by the Bank’s Management Board and due to the expiry of current term of the office, the new Bank Council was appointed.

Since 15 April 1999, the following persons have been the members of the Bank Council: Marian Górski - Chairman, David McCrossan - Vice-Chairman, William Andrews, Waldemar Frąckowiak, Gary Kennedy, Franciszek Pospiech, Aleksander Szwarc and Andrzej Wierciński.

On 29 October 1999, an Extraordinary General Meeting of Shareholders of WBK SA was held. This meeting accepted the resignation of Mr. William Andrews from the position of Bank Council member. This meeting also appointed Mr. Michael Buckley as a member of the WBK SA Bank Council. 

In 1999, the members of the Management Board were: 

Jacek Kseń - President of the Management Board,

Cornelius A. O’Sullivan - First Vice-President of the Management Board,

Aleksander Kompf - Vice-President of the Management Board,

Romuald Szeliga - Vice-President of the Management Board,

Brendan Holton - Member of the Management Board,

Joanna Oświecimska - Member of the Management Board.

On 25 November 1999, the Bank Council unanimously adopted a resolution to appoint Mr. Declan Flynn to the position of Member of the WBK SA Management Board with effect from 1 January 2000.

3. The Bank’s staff

Number of employees and employment structure

Training activity


As at 31 December 1999 the number of employees in WBK SA (FTE’s) was 4 394 which represents an increase of 5.9% on December 1998.

Within the employment structure, people under the age of thirty represent the biggest group. In addition, over 42% of our employees hold university degrees.

In 1999, the Bank’s training activities focused primarily on developing quality customer service skills, improvements in credit profesionalism, including the development of analytical skills to assist in the financial appraisal of corporates and credit risk management skills. Systematic training was also conducted on profesional service and sales techniques. 

During the year, over 330 employees attended foreign language training courses which were funded by the Bank. Training was also organised for branch employees who deal with foreign clients and head office employees who deal with units of AIB Group.

The Bank assisted more than 177 people to continue evening or post-graduate studies.

WBK SA ACTIVITY IN 1999

4. Important events in 1999

Strategic assumptions

BPH shares
Agema

Korund

Branch banking

Investment banking

Arka Funds

Brokerage House

Mortgage Banking

Finance 

& Leasing

BPH CU WBK Pension Fund

BKB Perspektywa

Year 2000


The key objectives defined in the bank’s strategy were focused on combining balanced growth with good profitability. It assumed further development of the branch network in our core marketplace (i.e. Central and Western Poland) but also in attractive urban areas in other regions. The bank’s objectives also included the broadening of our product range, providing better quality customer service and achieving increased operational efficiency through stanardisation of processes and procedures. 

In 1999, Wielkopolski Bank Kredytowy increased its stake in GBH by the acquisition of a further 2.38% of shares. The bank disposed of the following non-core investments: 

On the 9th of August, WBK agreed to sell the whole of its stake in BPH (2.32%) to Bayerische Hypo- und Vereinsbank. Total revenue on this transaction amounted to PLN 62.6 mln and the capital gain was PLN 41.6 mln.

In September 1999 WBK sold its shares its shares in Agema to Securitas Polska for PLN 4.4 mln. The book value of this investment was PLN 3 mln. 

In December 1999 WBK SA sold its 14.4% stake in Korund through WBK’s brokerage office. The book value of this investment was PLN 1.2 mln (nominal value: PLN 3.3. mln) and the gain realised on this transaction was PLN 8.37 mln.

In 1999, WBK SA continued its strategy of developing customer service quality throughout the branch network. We implemented unified processes and procedures and introduced customer advisors in branches – a step which improved efficiency of customer service.

In 1999, WBK opened 23 new outlets (three branches in Poznań, one in each of Koszalin and Bielsko-Biała, and 20 sub-branches). Two outlets changed their locations. Development of the branch network and improvements in the range of products and services resulted in increased market share, increased numbers of customers and numbers of deposit and credit accounts. The number of personal accounts grew by 7.1% in 1999.

The Investment Banking Division was created in 1998 and provides a range of corporate banking services. This division is responsible for managing joint WBK/AIB investments in the following companies: WBK AIB Asset Management and WBK AIB Investment Fund Corporation, and for monitoring the Central Brokerage Office operations.

In February 1999, Arka Funds changed their legal status from trust funds into investment funds which has increased the funds’ business capability. Since December 1999, assets of ‘Capital Protection’ Fund, ‘Small Companies’ Fund and ‘Large Companies’ Fund have been managed by WBK AIB Asset Management. This change was intended to increase the efficiency of the Funds’ investments and achieve better utilisation of resources.

In November 1999, the bank started selling these ARKA Investment Funds (‘Capital Protection’, ‘Small Companies’ and ‘Large Companies’ Funds) which has broadened the range of savings products offered by WBK SA. The number of outlets selling the funds units increased to 161.

Also in November, a new open investment fund ARKA SOFI was launched. This is a stable growth fund, which offers pension type of products.

In July 1999, WBK set up a new subsidiary company WBK SA Brokerage House with PLN 44 mln of share capital. In August, the new entity received all relevant permissions and started operations in November as the successor of WBK’s Central Brokerage Office. 

WBK SA submitted an application for a mortgage banking license to the National Bank of Poland on the 2nd of April 1999. As at year-end, the license had not been issued. However, WBK has begun developing its mortgage business within the existing structures of the bank and now offers a variety of mortgage products (loans for purchase of real estate on the primary and secondary market, mortgage-based construction loans, etc.)

WBK Finance & Leasing was incorporated on 27th of October 1998 and commenced business on the 1st of February 1999. This company offers a variety of leasing products complementing the product range of WBK SA.

In 1998, together with Commercial Union and Bank Przemysłowo Handlowy, WBK SA established a pension fund – Commercial Union Powszechne Towarzystwo Emerytalne BPH – CU – WBK. This fund became a market leader during 1999 achieving a 20% market share. 

WBK’s branch network was very successful in distributing pension policies and generated a good commission income from this activity.

WBK’s investment in BPH-CU-WBK pension fund (market valuation of which is steadily increasing) is perceived as a long-term source of income for the bank. 

On 31 December 1999, WBK SA sold all its shares in Perspektywa (Building Society) to its subsidiary company – WBK Finance & Leasing. Revenue on this transaction amounted to PLN 0.05 mln. The bank has frozen its activities in this area as a result of unclear intentions of the government regarding subsidies to housing loans.

WBK did not experience any year 2000 related problems. This success resulted from two years of intensive preparations, which covered IT systems, technical infrastructure and the bank’s major business counterparts. The whole project was supervised by the Y2K Steering Committee and on a day-to-day basis, was managed byY2K Project Office. This project encompassed 1,200 tasks covering all areas of the bank’s activity.

As a part of preparation work, all IT systems were upgraded and successfully tested for Y2K compliance. 

WBK also took part in a Y2K test conducted by institutions such as the National Clearing Chamber, Securities Exchange, PolCard, New York Clearing House, SWIFT and VISA International.

The Management Board of the bank agreed to freeze implementation of any IT system changes for the period between July 1999 and March 2000. 

Technical infrastructure preparations also covered automated appliances and included upgrades and alterations to the bank’s security systems. 

The bank worked closely with our clients to monitor their Y2K preparations and to minimise business risk. 

WBK received a positive opinion on its Y2K readiness from the General Inspectorate of Banking Supervision and also from Deutsche Kleinwort Benson.



5. The Bank’s operations on the capital markets

Market share

New products

WBK SA Brokerage House as Broker-Specialist at WSE

Polski Koncern Naftowy IPO

Brokerage House 

as a securities  custodian


WBK’s brokerage operation is one of the most active traders on the Warsaw Stock Exchange and deals with equities, bonds and futures as well as over-the-counter transactions.

In 1999 WBK Brokerage House increased its turnover by over 20% to PLN 2,317.7 mln and maintained its share in total turnover of the Exchange on the bond and equity markets at a level exceeding 3%.

In 1999, an Institutional Sales Unit was formed in Warsaw. It has already managed to attract some major customers such as open pension funds and insurance companies.

WBK SA Brokerage House operates through a network of 36 outlets. In 1999, the number of orders received amounted to 649,000 (27,5% up on 1998) and 321,000 of these were realised (27,7% up on 1998).
In 1999, WBK SA Brokerage House introduced the following products:

· „Orders at the broker’s discretion”: A new type of order was introduced together with free recommendations: 25 brokers in 12 outlets and also within the Brokerage House’s head office have been designated to assist customers.
· Loans for the purchase of securities and Bridging loan facilities: available for the period between the day of sale of securities and the day when money is transferred to an investor’s account
· Internet service – we provide three packages which offer various levels of service sophistication. Our range of products provided via internet is one of the best in the market.

WBK SA Brokerage House acts as a Broker-Specialist on the Warsaw Stock Exchange for 12 issuers: ZPJ Wistil SA, Mostostal Kraków SA, Inter Groclin Auto SA, LZPS Protektor SA, Powszechny Bank Kredytowy SA, KGHM Polska Miedź SA, NFI Magna Polonia SA, Izolacja SA, Gdańskie Przedsiębiorstwo Robót Drogowych SA, Mostostal Gdańsk SA and Bydgoska Fabryka Kabli SA.

At the end of 1999 the WBK SA Brokerage House managed assets of WBK AIB Asset Management clients totaling PLN 141 mln (nearly 50% increase compared with the previous year).

WBK SA Brokerage House took part in the privatisation of Polski Koncern Naftowy SA and having achieved a 24% market share became the second best broker for domestic institutional investors. We had a 6% share in the sale of shares for individual investors.

WBK SA Brokerage House is a custodian for 84 issuers (70 companies from the National Investment Funds program, 8 other non-public companies, 6 municipalities) and non-public companies’ convertible bonds.

In 1999 BH WBK SA was a leader in terms of providing services for NIF companies – it signed agreements with 76 companies (15% share in the market). Regular quotations are provided for 14 companies.

6. Operations on the international market


The introduction of a new currency, the EURO, at the beginning of 1999 caused substantial changes in the European payments systems. This resulted in changes to the banks’ policy regarding co-operation with domestic and foreign financial institutions.

WBK SA analysed its relationships with its existing partners and were defined its strategic partners as those operating in the most important markets, i.e. Germany, Great Britain and Italy.

WBK SA is an active participant in the SWIFT system and thanks to an extensive correspondent network, our Customers’ orders are executed in a fast and safe manner. Last year the bank implemented further changes in automation of international transfers. These changes increased the efficiency and reliability of the transfer operations. The quality of transfers helps achieve a steady increase in payment volumes and 1999 was another year when an increase was noted in both transaction quality and volumes and their quality was awarded by a New York correspondent.

7. WBK SA capital expenditure


In 1999 Wielkopolski Bank Kredytowy S.A. conducted its capital investments in line with the banks business plan. These investments were aimed at achieving improvements in operational efficiency and making our bank more attractive and accessible for existing and potential customers.

A new “Central PC Management System” was introduced during 1999 and 550 personal computers in the head office were installed and integrated into a network. This project will be continued during 2000 and will include the banks other units.

A unified hardware and software IT environment will contribute to an increase in security and reliability of the IT system. Other significant projects undertaken include the development of our data transmission network and the SEZAM system as well as structural cabling of branches. Work on the new centralised payroll system was finished and work on the Credit Centre was commenced. 

Total capital expenditure of the Bank in 1999 amounted PLN 92.6m, including IT expenditure of PLN 58.9 mln, an increase of 27%. WBK invested in the ongoing development of our branch and ATM networks and by the end of 1999 we had a total of 158 outlets and 160 ATM’s.

8. IT development

On line projects

Bank’s Systems

Customer Identification System

IT enviromnent


In 1999 the bank continued its investment in the development of IT systems. The Bank’s product range was broadened by the introduction of new hi-tech products. Efforts were focused on implementation of new systems and improvement existing ones in order to simplify processes.

In 1999, work on projects supporting on-line operations were completed (Central Data Base and Central Settlements System) which created basic tools facilitating fast data delivery, processing and utilisation. At present, WBK customers can actively manage their accounts and benefit from on-line actualisation of transactions made in all branches.

The bank carried out work on the automation of personal lending procedures. Systems for Internal Credit Bureau and the external Bureau of Credit Information were prepared. In addition, the bank implemented new IT solutions supporting new services such as the pension fund system (FILAR) and the trust funds system (ARKA).

In 1999, 800 POS terminals were installed as a part of our Customer Identification System implementation, which has significantly improved the quality of customer service in branches.

The bank prepared new IT environments for 21 new sub-branches, 4 branches, the Credit Centre, Mortgage Banking Centre and the Human Resources Department. Our Management Information Systems, the key management support and decision making tools were enhanced.

9. Electronic Banking and Card Centre

Electronic Banking

Cards

Cooperation with PTE BPH-CU-WBK
In 1999 the bank made significant progress in the development of our electronic banking business. Following the introduction of our WBK 24 package last September, WBK clients can now have 24-hour access to their accounts in the following ways: 

· WBK infotext – WBK SA was the first bank in Poland to introduce GSM banking services.

· WBK online – internet banking,

· WBK telekonto – phone banking.

During 2000, the bank will upgrade WBK24 to introduce a wider range of services including transaction capability. 

During 1999, Wielkopolski Bank Kredytowy SA became the fourth Bank in Poland to issue credit cards: WBK SA VISA Classic and WBK SA VISA Gold. We also introduced the following cards: WBK SA VISA Business Gold and WBK SA VISA Electron Young. The conversion of our WBK SA card (an ATM card) into a WBK Maestro card was completed. At the end of 1999 we had over 506,000 cards issued i.e. 50% more than at the end of 1998.

WBK’s Card Centre also co-operated with Powszechne Towarzystwo Emerytalne BPH CU WBK SA (pension fund) in issuing, personalising and accepting PTE cards in the bank’s ATM’s. Customers of this pension fund can now obtain information on the balance of their pension account through our ATM network.

At the end of 1999, WBK SA had a network of 160 ATMs which represented an increase of 48% when compared with December 1998. The number of monthly transactions through our ATM network in December of 1999 increased to 1,07 mln i.e. a 98% increase on December 1998.

10. Marketing


In 1999 WBK undertook various promotional activities designed to improve the bank’s image and support sales of our products and services. One of the main marketing strategy objectives was developing a segmented approach in dealing with our customers and preparing products for particular customer groups.

In October 1999, the Bank further broadened its product range with the introduction of a new package of services for SMEs. This package includes current accounts, overdraft facilities, WBK VISA Business cards, Minibank, leasing and the provision of WBK 24 services. WBK SA became the most successful distributor of pension fund policies among Polish banks with 101,000 policies sold (out of 2.34 mln sold by the BPH - CU - WBK Fund).

During the year, large advertising campaigns were carried out to promote WBK’s VISA Classic card and WBK’s Personal Account. Moreover, a number of smaller advertising campaigns were organised in branches and outlets. These campaigns promoted VISA payment cards, foreig currency deposits and personal loans. As a result of marketing efforts, the sale of cards increased significantly. Another result of WBK’s Personal Account promotion was the increase in sales of other bank’s services.

Similarly as in previous years, the bank continued to sponsor cultural and sporting activities. The most important undertakings in 1999 included: an exhibition of Salvadore Dali's work, the “Polish Open” tennis tournament and a Nick Cave concert.

The Bank was well represented during the most important trade fairs such as the International Poznań Fair / Capital Fair, The International “Polagra” Fair as well as the 5th Polish Capital- Financial Forum "Twoje Pieniądze". Apart from these, WBK took part in the "Job Opportunity Fair" for university students.

The sponsoring of these undertakings have positively impacted the image of the Bank and have also helped to establish contacts with potential customers.

RISK MANAGEMENT

11. Capital management


The bank’s policy is to maintain a strong capital base and to utilise it efficiently for the development of the Bank. In 1999,the banks’ capital resources (calculated according to the Polish SEC regulations) increased by PLN 14.6 mln. Assuming further stable development of its activities, the bank plans to maintain the proportion of retained earnings at the level of c.80% of net profit.

Capital management in the bank is conducted in line with capital adequacy standards set by the Banking Supervision Commission. Although official guidelines require a capital adequacy ratio of not lower than 8%, it is the bank’s internal policy to keep this at the level exceeding 10%.



12. Asset and liabilities management


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

· market risk,

· credit risk

· liquidity risk.

Particular risk areas are managed by the WBK ALCO committee and the WBK Credit Committee. The bank’s Management Board, which is responsible for risk management within the bank has delegated authority to the two committees which monitor the bank’s risk profile and which set current policies within the framework set by the Management Board.

The level of market risk in WBK depends on its exposure to the negative consequences of changes in interest rates, foreign exchange rates and other market conditions. Undertaking market risks within strictly established limits is a part of bank’s regular business and as such can be an important source of income.

Both the policy and practice of WBK’s market risk management are in line with the following three rules:

· key issues related to market risk management have got to be approved by the Management Board,

· the market risk management function is centralised in the bank’s treasury,

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

The bank reported a substantial increase in treasury turnover in 1999. A number of IT improvements made it possible to service higher volumes with a lower number of front and back office staff.

The situation on the money markets in 1999 was not as favourable as in 1998. However, an increase in volume of customer transactions helped generate higher f/x gains which offset lower income on interbank f/x trading. 

The bank’s good results on f/x trading, financial operations and securities trading confirm the efficiency of its market risk management policies.



13. Credit risk

Sources of credit risk

Improvement in lending processes

Services for foreign customers
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 the system of delegated discretionary limits which reflect the knowledge and experience of our individual managers. The bank operates its internal credit rating system which enables early detection of factors which may cause a deterioration in the loan portfolio quality.

In 1999, WBK’s lending activity was focused on growing its portfolio in a way which would ensure high quality, good profitability and customer satisfaction (See: “WBK’s Performance in 1999” for more details on the bank’s lending activity).

The bank’s lending policy was based on the following assumptions:

· professionalism,

· prudence,

· meeting customer needs,

· direct contact with customers,

· improvement in the knowledge and skills of lending staff.

In 1999, WBK conducted a review of its lending processes. This was aimed at efficiency improvements, customer segmentation, shortening of the turnaround time and standardisation of relevant documents. 

Work was also continued on improving personal lending with the main focus being on the development of credit scoring systems and a customer database. Implementation of automated loan application processing systems combined with access to credit bureau and an arrears database is expected to improve the profitability and quality of WBK’s lending.

In 1999 WBK continued works on the package for small and medium size enterprises. Taking into account its plans to expand in this sector, the bank signed an agreement with EBRD, which allows offering preferential loans.

In March 1999 WBK International desk was created. It works mainly with foreign customers and offers relationship banking of the quality similar to this in West European banks. Also the bank started cooperation with selected German banks to serve their customers in Poland.

14. Liquidity risk

Liquidity policy

Liquidity Management at the year-end


WBK’s policy on liquidity has been approved by ALCO and the bank’s Management Board. It defines minimum proportions of liquid assets (both złoty- and foreign exchange-denominated) in total assets. Responsibility for compliance with the policy resides with the bank’s Treasury. ALCO monitors the bank’s performance on the monthly meetings. All exceptions and their reasons are presented to the Management Board. In 1999 the level of compliance with the limits was satisfactory.

The main objective of liquidity management in 1999 was the preparation of the bank for the potential negative implications of the Y2K effect (i.e. threat of a substantial outflow of deposits resulting from customers’ panic, erosion of liquidity on the interbank market, substantial cash outflow, growth in demand for liquidity from customers etc.). A detailed emergency plan was prepared by ALCO and introduced on 1 July 1999. WBK’s asset and liability composition at year end ensured a strong liquidity position in December 1999 and January 2000. 

The increase in interest rates in December 1999 did not have any major impact on the bank’s liquidity position. Growth in interbank rates had a positive impact on WBK’s net interest margin. Also, changes in the obligatory reserve regime (see: 1.2. Developments in the banking sector) resulted with a substantial decrease in the cost of obligatory reserves. 



15. Operational risk


It is vital for WBK to prevent potential negative consequences of faults in the operation of its IT, communication and clearing systems. The absence of any problems associated with the Y2K problem proves that the bank’s success in preventing this sort of threat. WBK has developed and tested emergency procedures and has modernised systems vital for the continuous maintenance of operations in crisis situations.This work has decreased the overall level of operational risk within the bank.

WBK’s FIANANCIAL PERFORMANCE IN 1999

16. Profit and loss account

Interest rates

Income
The main point of reference for WBK’s interest rates were the market rates: for złoty-denominated loans the bank used 1M, 3M and 6M WIBOR (plus the bank’s margin) and foreign exchange denominated loans were priced at 1M, 3M and 6M LIBOR/FIBOR (plus margin). Pricing of deposits was even more market driven as the bank had to adjust to its competitive environment. In 1999, the bank’s reference rates for loans and deposits varied, respectively, in the following bands: 9.5% - 13% and 16% - 19.5%.

In 1999, the bank’s net interest income grew by 16% and non-interest income by 22%, the latter mainly on the back of (transfer fees, account maintenance fees and card fees). The commission income showed a good dynamics: in 1999 they increased by 32% and constituted over a fifth of the bank’s total income. The one-off income on equity disposal amounted to PLN 53 mln (1998: PLN 43 mln). Additionally, in 1999 the bank purchased and disposed of receivables which is reflected in the bank’s operating income and expenses. The table below presents breakdown of the bank’s income:

InPLN ‘000
1999
1998

Net interest income
398 915
343 211

Net fee & commission income
157 476
119 235

Income on securities
-674
23 288

Net income on financial operations
128 942
92 214

Net foreign exchange gains
53 447
58 209

Other income (net)
27 652
8 375

Total income
765 758
644 532

Total non-interest income
366 843
301 321

Non-interest income/Total income (%)
47.91
46.75

Costs
In 1999, the bank reported a substantial costs increase which is attributable to higher rental fees, marketing costs, consultancy fees on re-engineering of the lending process and customer service training. Strong investments in new outlets (+23) and ATMs (+51) and IT development resulted in the growth of depreciation costs by 24%.

Also, provisions created in 1999 were higher than in 1998. Provisions were also higher than last year due mainly to the growth in general provisions (+32m zł).

17. Assets and Liabilities

Changes in the balance sheet structure

Assets

Asset quality
Changes in the composition of some of the income and cost items were somewhat caused by changes in the structure of WBK balance sheet. The most important changes include:

· increase in the proportion of corporate lending in the bank’s loan portfolio (lower margin),

· replacement of a part of non-earning obligatory reserve with government bonds bearing interest rate equalling inflation rate,

· increase in the proportion of more expensive term deposits in the funding structure.

In 1999, total assets increased by 30%. This growth was mainly loan book driven (+33%). Growth in both corporate and consumer loans exceeded 40%. Interbank placements doubled, which reflects a good growth in customer deposits. Debt securities portfolio decreased by 3.8%, which reflects shift in asset composition towards loan portfolio. Additionally, debt securities portfolio includes over PLN 480 mln of bonds received as a consequence of changes in obligatory reserve regulations. Shares and participations made up a mere 1.8% of total assets. Their growth in 1999 results mainly from spinning off the brokerage operation, which now is WBK’s 100% owned subsidiary.

In November 1999, WBK SA granted a subordinated loan of PLN 6.25 mln to GBH. This loan is priced at 3M WIBOR and matures at end-2005.

Despite less favourable macroeconomic environment the proportion of impaired loans in total lending decreased from 8.6 at end-1998 to 8.5% at end-1999. Decrease in the proportion of loan loss reserve coverage was balanced by essential growth in high quality collateral eligible for deduction from the basis of loan loss reserves calculation. Change in the bank’s policy in this respect followed the liberalisation of the relevant regulation at end-1998. It allows a more effective utilisation of resources without compromising prudential standards. Additionally, we expect that improved credit procedures and better macroeconomic climate will result with a better asset quality in 2000. 

Non-financial entities
1998
1999

Gross loans (without interest)
3656.1
4852.6

Classified loans
314.1
410.7

Proportion of classified loans in the total
8.59%
8.46%

Loan loss reserves (llr)
223.1
216.4

Value of collateral decreasing the basis of  llr calculation
32.0
142.2

Financial entities
1998
1999

Gross loans (without interest)
902.9
1809.0

Classified loans
0
6.5

Proportion of classified loans in the total
0
0.36%

Loan loss reserves (llr)
0
0.2

Value of collateral decreasing the basis of  llr calculation
0
5.7

Liabilities

Bank guarantees
In 1999, the main feature of WBK’s liabilities was an increase in interbank borrowing (+129.7%) and customer deposits (+19%). Interbank borrowing includes PLN 1,067 mln of customer deposits gathered by WBK on behalf of Gliwicki Bank Handlowy (WBK’s 97% owned subsidiary). These deposits are immediately accounted for as a deposit from GBH. However, in consolidated accounts it will be shown as customer deposits.

At end-1999, WBK’s outstanding guarantees amounted to PLN 208.8 mln.

PROJECTED PERFORMANCE


It is expected that WBK’s profit after tax for 2000 will be not more than 10% on 1999. WBK’s performance in 1999 was positively affected by some one-off factors (such as equities disposal), which are unlikely to be repeated in 2000. Additionally, the bank will continue its investments in the centralised branch IT system, e-commerce, card business branch network which will have an impact on the bank’s cost position.

The main objectives of the bank in 2000 include:

· customer service quality improvement

· development of mortgage banking,

· improvement of the management information system,

· product and distribution channels development,

· increase in the proportion of the SME-driven business in the bank’s balance sheet.
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