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Business Activities

Komerční banka offers its services and products to several basic client segments categorised according to their specific client needs and financial position. As at the end of 2001, the Bank served 1.2 million clients, of which 900,000 were individuals.

Loan Products

In 2001, the Bank managed to reverse the negative trend in the development of loans, while prioritising the need to improve the quality of the loan portfolio. In the fourth quarter of 2001, the new management began to implement the Société Générale know-how in the area of credit scoring.

Corporate Loans

In the pursuit of its loan strategy, the Bank focused particularly on medium-size private enterprises and the municipalities and regions segment. Thanks to a targeted campaign centred on acquiring the newly established regions, the Bank succeeded in acquiring 12 out of the total of 14 regions as clients; with 4 of these regions the Bank has already concluded agreements on short‑term financing in the form of overdraft facilities.

As a result of the launch of the euro, the Bank further extended the offer of loan products and services in EUR; all loans denominated in the extinct currencies were converted to EUR. The volume of these EUR‑denominated loans was EUR 290 million.

To further promote small and medium business, the Bank used the Internet as an additional channel for offering its products and services to the market. The Bank’s website now features Open scoring – a simplified risk assessment tool where any person wishing to apply for a loan may pre-qualify their application to find out the probability of its acceptance by the Bank. The pool of clients who were, as a follow-up, approached by specially trained officers of the Bank has also increased.

Retail Loans

In terms of the number and volume of consumer loans, Komerční banka has improved its business performance during 2001. The total of 142,512 loans was granted (3,248 mortgage loans for individuals, 23,865 consumer loans, 10,140 contracts for credit card limits and 105,259 overdraft limits on current accounts).

Retail loans as at 31 December 2001

Number
Amount

(CZKm)

Mortgage loans
11,627
14,102

     of which mortgages for business
799
4,210

Consumer loans
74,405
5,215

Current account overdraft limits
122,866
12,700

In 2001, the share of Komeční Banka on the mortgage loan market stood 27.4%.

Primarily rationalising and simplifying the product portfolio achieved the very good results in the area of consumer loans. During 2001, the loan for goods which was little used by clients was withdrawn and substituted by a “Personal loan” which has been more popular in terms of sales.

A mortgage loan packaged with capital life insurance was, in co-operation with Komerční pojišťovna, launched on the market. In addition Komerční banka offered two new products at the end of the year ‑ the “Garant loan” (it is a non-specific loan guaranteed only by real estate) and the ”Plus mortgage loan” which allows financing up to the limit of 90% of the value of the pledged real estate.

The efforts to accelerate the process of handling an application for a retail loan in KB continued in the form of intensive implementation of electronic technology in the area of personal loans (launching of the TSS application at the end of the year).

Deposit and Investment Products

The main goal of Komerční banka for year 2001 was to improve the quality of the deposit product portfolio so that the Bank can continue to serve a large spectrum of clients and maintain the competitive edge of its products.

During the course of 2001, both individual products and the product portfolio were modified to improve their quality. Some low-revenue and low-potential deposit products were phased out and replaced by other more progressive products.

In the area of current accounts, due to the conversion of EMU currencies to EUR and also for low efficiency, the range of current accounts offered was restricted to only accounts in EUR and USD (previously the Bank offered current accounts in 18 foreign currencies). However an option was reserved for clients to have accounts also in other foreign currencies. Moreover, a possibility was introduced to use endorsement funds not only on a current account, but also on (short-, medium- and long-term) term deposit accounts. Unaltered products konto Gaudeamus, A‑konto KB, Expreskonto have remained in the product portfolio.

A new commercial offer has been provided to clients – individuals, IDEAL konto, combining a CZK current account with overdraft, VISA Electron payment card and IDEAL sporoúčet (savings account) being and optional ad-on to the package.

Komerční banka offers term-deposit accounts with 7 and 14 days, 1, 3, 6, 12 months and 2, 3, 4, 5 years maturity mainly in USD and EUR. A client may again request a term-deposit in other than the two listed foreign currencies.

A brand new product introduced by Komerční banka in 2001 in the area of proactive service was the Agreement on Purchase Price Management. It is a three party agreement on the purchase and sale of real estate on the territory of the Czech Republic.

Payment Services

One of the key priorities of the Bank in the area of banking services is the development of services incorporating a payment card in combination with e-commerce and m-commerce technology, giving the clients maximum security. The Bank also focused on the improvement and acceleration of foreign payments using the potential of alternative distribution channels. Last but not least, is the EURO Project addressing the issues of conversion of accounts in EMU currencies to euro and of cash processing in this currency.
Komerční banka offers VISA and EC/MC payment cards, and is the only bank amongst Czech banks – to offer American Express cards to CZK accounts. In addition to a range of debit cards, the Bank also offers credit cards with credit limits of up to CZK 100,000. 

As at the end of 2001, Komerční banka has issued the total of 998,000 payment cards, out of these 552,000 payment cards were Eurocard/MasterCard including 20,600 credit cards. In addition, 404,000 VISA payment cards issued as well as 42,000 American Express payment cards.

Komerční banka continues to promote its operations in the area of payment cards. All standard debit and credit cards will carry a chip in order to enhance the security of transactions.
In its search for new business opportunities and technology, the Bank directed its attention to co‑operation with mobile operators and to e-commerce. 

Since 5 July 2001, Komerční banka in co-operation with Český mobil, a mobile operator, has been operating a system – the first in Europe – for re-charging of credit to pay-as-you-go mobile phones using the SIM Toolkit application. This form of m-commerce has a large potential in the Czech market, and it was gradually expanded by adding other operators and applications. Komerční banka is currently regarded as the leading provider of this new service in the Czech Republic.

In the area of e-commerce, Komerční banka was the first Czech bank to start accepting payment cards at Internet online stores, without however, making any compromises on the security standards recommended by card associations. To promote these operations, in 2001 the Bank began to issue a virtual e-card for payment transactions on the Internet. 

An important activity in 2001 was the preparation of Komerční banka for the introduction of euro and for conversion of all accounts maintained in the extinct currencies. A substantial part of the preparation exercise was the external communication with the Bank’s clients and the internal training of the Banks’ employees. The exercise was a success in that all accounts concerned were smoothly converted to euro at the end of the year.

Trade Finance

In the area of trade finance, the Bank continued with the changes it announced in 2000. The Trade Finance Division has undergone an overall restructuring program (personnel, organisation structure, contractual documentation, methodology, etc.) under which all products of the division were re-defined and standardised. 

Overall, the products with the fastest dynamics were bank guarantees – the year 2001 saw an increase in their volume by over CZK 1,5 billion. Documentary payment services (documentary collection, documentary letter of credit, and stand-by letter of credit) were also successful with clients. In addition, Komerční banka also offered customary trade finance products, such as export customer credit, forfaiting and receivables financing.

Distribution

Komerční banka provides its products and services in two principal ways – through its sales network and via its direct banking channels.

The sales network of Komerční banka comprises eight sales divisions with regional coverage and one division catering for the most important clients of the Bank. As at 31 December 2001, the KB sales network consisted of the total of 323 points of sale comprising 88 branches, 210 sub-branches and 25 detached offices.

As a part of the restructuring exercise and the ongoing centralisation of selected non-core activities of the Bank, the number of employees in the sales network was reduced. 

Despite the reduction in the number of staff, the sales network performance continued to grow. Compared to 2000, the Bank succeeded in increasing its revenues whilst reducing its costs. This positive trend can be ascribed to sales-boosting projects which aimed to better utilise the productive time of the sales force in the network, improvements in management, along with the use and optimisation of intra‑bank information and data and the higher standard of communication in the Bank.

As in the past, the continuous improvement of client service has been a priority for the Bank. With this in mind, the Bank trained all employees in proactive positions in the area of selling and communication skills. In addition, Komerční banka created the special position of “corporate banker” in order to raise the standard of service provided to the small and medium companies segment.

Direct banking is playing an increasing role in offering products and services to clients of Komerční banka. The number of clients using direct banking channels to communicate with the Bank exceeded 260,000 at year-end. This modern way of serving clients has been offered since 1998 when telephone‑banking services were introduced to the market.

Expresnílinka KB (Expressline KB)

As in previous years, 2001 saw the demand for telephone‑banking services grow at a fast pace. During the course of the year the number of clients using this service grew by more than 100 % to almost 200,000 clients. Unlimited access is provided to accounts, regular banking functions can be performed at any time during the day, text messages can be received which inform clients of their available balance via their mobile phone. In addition, a specially trained telephone banker is available to help in the area of personal finance planning or insurance for family members. Expresnílinka is a toll‑free number, 24 hours a day, 7 days a week.

mojebanka (mybank)

Since April 2001, Komerční banka has been offering an internet banking product mojebanka which, as at year-end, had 23,800 users. It is a progressive service, giving clients control over their finances and allowing them to perform regular banking operations at discounted rates, both in the Czech Republic and abroad. An important new development with attractive tariffs is the wizard-aided foreign payments functionality, reducing the time of the money transfer. 

profibanka (profibank)

In September 2001, the Bank began to operate a new PC banking product which represents an ideal solution for companies with a large volume of transactions. A powerful local engine not only allows for regular banking operations, but also enables the user to generate specific reports of account movements. Together with mojebanka, this service offers an easy way for communicating with the Bank and an anytime-anywhere access to accounts.

In 2002, the Bank intends to pursue the path of a continuous improvement of quality and scope of its services, in particular to transform a call centre into a client point of contact where clients get advice, offers of financial products of the Bank and its subsidiaries and where they can make all regular banking operations. 

Attention will also be focussed on the execution of on-line non-cash payments, in particular the acceleration of the transactions, allowing the Bank to claim a stronger market position, especially with enterprising individuals and small and medium companies.


December 2001


Number of clients
Number of transactions

Expresnílinka KB
196,300
3,072,000

mojebanka
23,800
2,081,600

PC banking (profibanka, BEST KB, M‑BEST, EDI KB, BBS)
27,100
55,802,900

Other
16,200
2,093,100

Total
263,400
63,049,600

Investment Banking

Treasury

The Treasury Division in 2001 focused on the management of exchange rate and interest rate positions of the Bank, as well as on offering a wide range of services to clients in pursuit of their own commercial activities. At present, the Bank offers a comprehensive spectrum of products in this area, such as spot, forwards, forward-rate agreements (FRA), options and swaps, in all currencies dealt in the Czech Republic. The maturities of these operations are driven by clients’ needs – ranging from overnight deals to transactions with up to 10 years maturity.

In managing client positions, Treasury paid special attention and effort to improving the Bank’s systems for risk measurement in order to bring them up to the best practice standards of international capital markets.

The Bank’s strategy is to play a leading role in the Czech financial system and to support and develop hedging instruments denominated both in the local currency and in all other main currencies registered by the Czech National Bank.

Asset Management

In 2001, the volume of portfolios under management increased. As at 31 December 2001, the division managed CZK 12.37 billion worth of assets, representing a year on year increase of 27%. The number of portfolios managed by the Bank fall slightly from 68 to 65.

The newly contracted volume was CZK 420 million and the volume of assets of existing clients reached the level of CZK 2.23 billion, together producing the absolute yield of CZK 936 million which translates into the relative yield of 7.57% p. a.

Corporate Finance

The Corporate Finance Division offers a wide range of investment banking services to corporate, financial or municipal clients.

Through its Corporate Finance Division, the Bank arranges the financing of larger-scale client projects, provides a broad spectrum of consulting services in the field of finance, and assists clients in optimising their capital structure. The division offers corporate financing services by way of syndicated loans, bond issues or increases in registered capital. Furthermore, it provides advisory services for mergers and acquisitions, thus meeting the clients’ strategic goals. The objective is to offer competitive products in the local currency and to fortify our already strong position on the domestic financial market.

A planned focus on the sale of products and services to clients and the provision of advisory services, whilst at the same time shifting the focus from single products to comprehensive and structured solutions in the area of hedging clients’ market risks. This re-orientation occurred at the expense of service activities. 

In 2001, the priority of the division was to make new types of products available in order to both attract new corporate clients and to further develop existing client relationships. During 2001, more than fifteen financing bids were placed, five syndicated loans were arranged and the Bank continued in its intensive effort in preparing the privatisation of Český Telecom. In 2001, the privatisation of Pražské vodovody a kanalizace, a. s., was brought to a successful conclusion, whilst the Corporate Finance Division was the advisor to the National Property Fund in the sale of its 66% package of shares.

Financial Markets

In pursuit of the strategy of the Financial Markets Division, the area of client operations was further developed at the expense of trading on the Bank’s own account, and the products on offer were focused on the identification and hedging of all client market risks. Revenue from operations on the financial markets continued its two-digit growth (approx. by 16% year on year). The absolute value of these transactions has almost trebled over the last three years. 

Nearing the year-end, Komerční banka ranked first on the secondary bonds market (volume of transactions at the PSE). This market has recently undergone many changes. The volume of operations in the corporate debt segment reduced while the volume of treasury bonds traded saw a dramatic increase. Last year, following negotiations with the Ministry of Finance and CNB where Komerční banka played an important role as a consultant, a reopening system for benchmarked treasury bonds was implemented. Benchmarked treasury bonds are large issues which determine the interest rates for other interest-bearing securities. A new 15-year treasury bond was issued.

Remedial Management

The mission of Remedial Management is to recover as much of the non-performing assets as possible, at the lowest cost to the Bank and in the shortest possible time, taking the interests of Komerční banka as a priority.

The activities of the division in 2001 were very successful. The total of 269 employees in Prague and selected locations generated outstanding results.

The total amount collected from the clients, proceeds from the sale of collateral and receivables was CZK 15.3 billion of which CZK 12.8 billion was the principal. A successful restructuring of assets in the total volume of CZK 1.2 billion allowed for their transfer back to the sales network for standard management.

Assets under remedial management of the division are not exclusively on the balance sheet – they comprise total amounts receivable from a client, direct exposures and potential loan commitments prior to creation of provisions and reserves, including amounts already written off for further collection.

As a result of the conservative approach of the Bank, which continues under the Société Générale management, the Work out Bank also handles a number of clients classified as class 3 – sub‑standard. The Bank believes that the best practice is to pay attention to a problem when it emerges, before it grows serious. The results of the Bank’s workout operations prove that our methodology works. 

The recovery yield is regarded as very satisfactory by the Bank. A targeted campaign generated above‑average results. The Bank envisages this trend will continue in 2002. 

Risk Management

Risk management in the Bank is integrated and complies with the applicable legal and regulatory standards of the CNB and state institutions. The procedures of the Bank incorporate the latest global trends in all relevant risk areas, in particular in the area of credit, market, regulatory and liquidity risk. The comprehensive risk management framework implemented in the second half of 2000, accompanied by the necessary changes in the organisation, was further developed in 2001. The privatisation in late 2001 introduced further changes in this area. Immediately after the privatisation, a thorough review of the existing procedures was launched. Their modification and in particular the application of the proprietary risk management standards of the new majority owner of Komerční banka, will also continue to be one of the important priorities for change in 2002.

Credit Risk Management

In terms of credit assesment and validation, Komerční banka in 2001 continued to implement the changes commenced in 2000. The main goal continues to be an improvement of the decisions making process via the stabilisation of procedures. Measures undertaken during the course of 2001 were designed to reinforce a risk management culture throughout the Bank.

Under the new majority ownership, the Bank has been carrying out detailed analyses of its credit procedures as a part of a company-wide review of the organisation structure and activities. The clear objective is to combine the credit risk management know-how and procedures of the majority owner with the existing practices of the Bank, taking into account the latest global trends in this field.

In terms of its organisation structure and staffing, the credit risk management framework continues to separate credit assesment and validation from the Bank’s commercial activities. Its main objective in 2001 was to provide for a continuous improvement in the quality of the credit portfolio. The Division has formulated a credit management methodology whereby credit decisions are taken based on the analyses performed by in-house applications which are then elaborated by the business units of the Bank. This is combined with the ongoing monitoring of the client’s financial situation and its development.

Decision-making powers for the approval of rating and exposure limits, and for the approval of individual loans and guarantees have been assigned to different levels of management depending on the total exposure of the Bank to each client. The direct responsibility for the transaction is vested in the relevant approval authority, the lowest approval level being the director of the regional analytical centre, the highest approval authority being the KB Board of Directors.

A focus of attention in 2001 was on groups of economically linked clients which, in terms of the whole porfolio of the Bank, make up a large portion of the exposure. These clients are handled according to individual strategies designed by the Credit Assesment Division.

In order to simplify its processes and to introduce a more efficient control of the data in its systems, the Bank decided to centralise the administrative support of its sales network, presently managed by the Credit Risk Management Division. The purpose of this exercise was to mitigate potential operational risks and credit risks in connection with the integrity of data. The centralisation process will continue in the years to come.

One of the main focuses of the new owner is on the reinforcement of credit risk management; Société Générales’ standard practice and tools in the area of credit risk assessment are already being implemented. In addition, new decision-making powers were defined, qualified not by the position in the Bank, but on the basis of an individual evaluation of managers with powers of approval. The area of support of credit risk management consisting of a system for monitoring obligations of debtors, individual evaluation of large exposures (including creation of provisions and reserves) and methodological measures, was reinforced.

Global integration of credit risk management of Komerční banka into the Société Générale structure has been defined as a priority for 2002.

Market Risk Management

Market risk, i.e. risk of potential losses from adverse trends in market prices or other market factors, is managed in Komerční banka according to the generally accepted standards of risk management practices.

The main goal is to provide an independent view on market risks stemming from business activities of the Bank using an efficient system to measure, limit, control and report these risks.

This system is, in terms of organisation and staffing, independent from the business units of the Bank and according to the regulatory requirements the trading portfolio risk is managed separately from the banking portfolio risk. Market risk assessment is primarily based on the Value at Risk method (99% confidence level), sensitivity analyses and other auxiliary analytical tools.

One of prevalent trends in 2001 was the reduction of limits and exposures with respect to the market risk of both the trading and banking portfolio. Another priority was given to the development of risk management procedures for the investment portfolio. In 2001, a tool for re‑valuation and measuring of risk of the CDO portfolio was implemented. The model is based on a methodology which estimates the potential deterioration of the credit profile of the underlying assets, estimating the market value on the basis of the present value of expected cash-flow. The model also allows for a definition of stress tests and alternative scenarios for capturing risk of low-probability events.

Human Resources

In the human resource area, the key challenge for Komerční banka in 2001 continued to be the implementation of a downsizing project launched already in 1995 and accelerated in 2000. The year 2001 saw the breaking through of ten thousand employees level. As at the end of 2001, the Bank employed 9,299 people (physical headcount).

Strategic Objectives

Completion of Privatisation

The main priority of Komerční banka in 2001 was to bring the privatisation process to a successful end. By being privatised to Société Générale, Komerční banka acquired a strong strategic partner committed to implementing its successful business model in the Czech Republic. To substantiate its commitment, the new majority owner installed a number of its experienced managers with a long professional history in Société Générale branches worldwide who have an extensive expertise in implementation and transfer of corporate know‑how.

Changes in Organisational Structure

The acquisition of Komerční banka in the fourth quarter of 2001 was followed by a swift change of the Bank’s organisational model. The new model was adopted from Société Générale. In addition to the five members of the Board of Directors, the senior management of the Bank now comprises of the Executive Committee with fifteen members – members of the Board of Directors and ten senior managers jointly covering all areas of the Bank’s operations. The Executive Committee began to operate as of 1 November 2001.

During the course of last year, selected point of sale activities were centralised to the relevant unit at the Headquarters. The main areas which were centralised are legal, audit and control, accounting and tax. At the end of the third quarter, portfolio management was centralised by way of transferring the individual divisions to the relevant units of the Bank’s Headquarters.

A major step in the direction of outsourcing non-core services was the creation of two 100% owned subsidiary companies of the Bank to which selected areas, e.g. property management and information technology services, were transferred.

As at the end of the first half of 2001, Reflexim, a. s., a subsidiary, was incorporated; almost 450 KB staff were transferred to Reflexim, not only from the Headquarters, but also support teams from the sales network. The newly established subsidiary serves directly its end customer – the Bank’s units – applying the local knowledge without the need to employ intermediaries. 

As at 1 September 2001, the second subsidiary Asis, a. s., was established and accepted approximately 250 KB staff, both from the Headquarters and from the sales network. This company was founded to be a vehicle for addressing the following needs: uniform management, development and operation of IT in all companies of Financial Group.  The main goal is higher efficiency of given financial and human resources, for the exploitation of synergy effects and, last but not least, for pooling capital expenditure and maximising its return.

Local Integration

Local integration is the process of integration of the Prague branch of Société Générale in the Komerční banka structures. The process commenced in October 2001 and is conducted by a dedicated team consisting of representatives of both banks. All activities in respect of this process, i.e. all legal steps, seamless migration of clients, products, staff and amalgamation of information systems will be, following the approval by the General Meeting, completed by mid-2002. 

Transformation Program

Société Générale launched this program in Komerční banka in December 2001. The challenge of the Transformation Program lies in ensuring a consistent functioning of Komerční banka while allowing for a swift implementation of Société Générale strategy in the Bank. The program will carry on for approximately one year, pursuing the following key objectives:

· To integrate KB into SG structures so that KB becomes a full-fledged member of the SG group;
· To implement the SG business model in order to improve the financial and business performance of KB;

· To map out and to simplify KB processes in order to improve efficiency.

Unconsolidated Financial Results of Komerční banka, a. s.,
for 2001 in accordance with International Accounting Standards (IAS)

After three years of losses, Komerční banka showed a net profit of CZK 2.5 billion in 2001. Comparing the result to the net loss of CZK 19 million in 2000, the Bank has achieved a dramatic improvement in terms of its performance.

The turnaround of 2001 can be attributed largely to the ongoing restructuring of the Bank. The restructuring program was initiated in mid-2000 with the objectives of stabilising its financial situation and improving its business performance. Both contributed to the successful privatisation of the Bank.

The results in 2001 were positively impacted by the state guarantee issued to Komerční banka in December 2000 for a portfolio of selected non-performing loans and relating to the accumulated potential loss from this portfolio over three year period from 1 January 2001 to 31 December 2003. As a result of the State Guarantee, the Bank created a lower volume of provisions and reserves than would otherwise have been the case.

In 2001, the Bank enjoyed significant growth in recurring core revenues (net interest income and net fees and commissions) which, together with one-off gains, translated as a growth of 9.2% year on year of the total revenues. As at 31 December 2001, the total revenues amounted to CZK 23.8 billion. Operating costs excluding one-off and restructuring costs in 2001 rose by 2.7% to the total of CZK 13.3 billion. 

Creation of provisions and reserves for loan and investment losses fell year on year by 33.5% to CZK 5.3 billion. 

After the inclusion of an income tax of CZK 879 million, the Bank recorded a net profit in 2001 over CZK 2.5 billion.

Profit and Loss Account

As at 31 December 2001, net interest income reached CZK 13.0 billion which represents a growth of 5.7% year on year. This represents a good performance in a declining interest rate environment. The result reflects the fact that the interest paid fell at a faster rate (decline by 9.8%) than interest received (decline by 3.3%). Interest income in 2001 was affected by the market interest rate cuts to which the Bank responded by cutting its own rates. The Reference Rate of Komerční banka fell year on year from 6.0% to 4.6% as at 31 December 2001. 
The net interest margin remained on a steady level and as at the end of 2001 it stood at 3.64%. 

Net fees and commissions of CZK 8.4 billion represent a year on year growth of 16.9%. The results in 2000 were negatively impacted by fees connected with a specific guarantee for a portfolio of loss loans and its early termination in the total amount of CZK 523 million. Excluding the effect of this one‑off transaction on the results of 2000, the net fees and commissions grew by 9% year on year. 

Net fees and commissions include non-exchange rate fees and commissions for services and operations provided for clients or banks, or from transactions with securities. From 1 January 2001 net fees and commissions also include the foreign exchange spread achieved by the Bank on clean and documentary payments and from the conversion of foreign exchange. Management considers that such income to be recurring and to represent in substance fee or commission based business. Figures from 2000 have been reclassified to ensure comparability.

The main engine of the growth was fees and commissions received from banking services and operations for clients which rose from CZK 5.2 billion (2000) to the present CZK 6.3 billion, that is, by 20%. The Bank experienced significant growth in payment card fees, and loan administration fees.

Net profit on financial operations stood at CZK 1.6 billion as at 31 December 2001. As in 2000 when they exceeded CZK 1.5 billion, they were boosted by one-time gains. In the last quarter of 2001, the Bank sold its shares in Česká pojišťovna, a. s., and Česká zbrojovka, a. s., of 9.99% and 69.42% of the registered capital respectively. Both transactions generated a capital gain of CZK 456 million. The result was further influenced by unrealised gains from bonds in the portfolio of securities available for sale.

Other income, which grew by 10.2% year on year and as at 31 December 2001 amounted to CZK 875 million, comprises dividend receipts from subsidiaries and associates (CZK 222 million), exceptional net income (CZK 363 million) and other income (CZK 290 million). Exceptional net income comprised income from the write back or write-off of receivables and payables from payment operations performed in early nineties in connection with the transition to the new payment system. 

In 2001, the share of non-interest income in the total income of the Bank continued to grow; as at 31 December 2001 it stood at 45.4%.

Total costs excluding restructuring costs have increased by 2.7% year on year to reach the total of CZK 13.3 billion.

Administrative expenses in 2001 reached CZK 11.0 billion, representing a year on year growth of 3.9%. Of the total volume, personal costs were CZK 5.9 billion and other administrative expenses were CZK 5.1 billion. Personnel costs grew by 12% year on year. In 2001 they were affected by bonuses to the Remedial Management Division which administers and collects the portfolio of non‑performing assets. The bonus component of the personnel costs is very much performance driven and represents a change in employee remuneration philosophy introduced by the Bank in the second half of 2000. Other administrative expenses on the other hand fell by 4.1%.

Depreciation and other provisions in 2001 stood at CZK 2.4 billion, which translated as a decline of 2.5% compared to the year 2000.

Restructuring costs stood at CZK 1.8 billion as at 31 December 2001 – more than the double the charge in the previous year. Costs relating to the restructuring comprise costs of severance and compensation associated with reducing staff numbers, costs of disposal of redundant buildings and early termination of leases and costs reflecting the impairment of under-utilised leasehold improvements on leased premises.

The growth of total revenues improved the Cost / Income Ratio (excluding restructuring costs) from 59.4% in 2000 to the present 55.9%. With the restructuring costs included, the ratio is unchanged and was 63.3% for the year ended 31 December 2001. 

In 2001, the Bank created provisions and reserves for loan losses, for securities and for investments in subsidiaries and associates. 

Net creation of provisions and reserves for loan losses in 2001 amounted to CZK 2.9 billion. The significant year on year fall (63.6%) was largely due to the positive impact of the State Guarantee.

Provisions for asset backed securities (CBOs) amounted to almost CZK 2 billion as at 31 December 2001. They were created based on the estimate of the net recoverable value of these assets and reflect changes in market conditions in the markets of the underlying assets since the purchase of the portfolio. CBOs denominated in USD were purchased by the Bank in the last quarter of 2000 and in the first half of 2001. All securities of this type are in the ‘available for sale’ portfolio (see Securities available for sale).

The balance of provisions for investments in subsidiaries and associates was CZK 498 million, representing a year on year growth by CZK 350 million. The balance reflects the losses incurred by Komerční pojišťovna, a. s. the Group’s insurance subsidiary in the year ended 31 December 2001.

Balance Sheet

Assets

The balance of cash and balances with the central bank fell compared to the year-end 2000 by 11.6% to CZK 18.2 billion. This development was driven by the operating needs of the Bank and also by the required volume of obligatory minimum reserves with the Central Bank which, as at the end of the year, stood at CZK 6.1 billion. The average volume of obligatory minimum reserves has increased due to the larger volume of the Bank’s primary deposits by 6.7% year on year. The obligatory minimum reserves bear, starting July 2001, interest equal to the rate for CNB repurchase operations, which was 4.75% p.a. as at 31 December 2001.

Due from financial institutions increased during the course of 2001 by 26.9% to CZK 155.6 billion. Substantially all these additional funds are placed with the CNB and with other banks.

As of 31 December 2001, the Bank decided to show separately the amount due from Česká konsolidační agentura (Czech Consolidation Agency) on the face of the balance sheet. Česká konsolidační agentura was established by Act No. 239/2001 Coll. as a legal successor of Konsolidační banka. The amount due from this institution originates from the re-financing of the purchase of non‑performing assets of Komerční banka in 1999 and 2000. The reduction in the balance - to CZK 49.8 billion reflects repayments that began in August 2001.
The volume of net loans and advances to customers at the year-end 2001 stood at CZK 135.2 billion, representing an increase of 6.5% year on year. This was also influenced by the dynamics of the retail loan segment – in 2001 the mortgage loans alone grew by 38.5% to CZK 14.2 billion, and consumer loans by 43.3% to CZK 6.0 billion.

Loans classified as standard represent an increasing volume of the loan portfolio - year on year they grew by 38.7%. Moreover, the proportion of loans under special review fell by 22.7%. The trend resulted in the reduction of the share of classified loans in the total loans to clients – from the original 33.7% to 24.2%. The main drivers of the positive development are the intensive effort of the Remedial Management Division and continuing enhancement of the Bank’s credit procedures. The total volume of reserves and provisions for loan losses as at the year-end 2001 amounted to CZK 23.8 billion, including general reserves for loan losses of CZK 8.8 billion. The Bank further refined its provisioning and collateral valuation policies during 2001 and this is reflected in the volume of provisions held as at the year end date. 

Provisions and reserves created for the coverage of losses from classified loans made up, as at the end of 2001, 48.3% of the classified loans, and including the impact of the State Guarantee, coverage of the portfolio of loans under special review was 63.6%.

The State Guarantee issued to the Bank in December 2000 continues to protect the recoverable value of a substantial proportion of the Bank’s non-performing assets. The guarantee was issued for selected balance sheet and off-balance sheet assets whose volume at the end of 2000 was, in nominal terms, CZK 60.9 billion. In 2001, the volume of these assets has been reduced by 38.9% to CZK 37.2 billion, largely due to the operations and activities of the Remedial Management Division. 

The State Guarantee was issued for the coverage of aggregate losses up to the maximum amount of CZK 20.0 billion. At the end of 2001, the Bank had reserves of CZK 4,500 million which is the amount the Bank estimates it will contribute to the expected overall losses from the guaranteed portfolio which are currently estimated at CZK 24,500 million, that is an amount comparable to the end of 2000.

The implementation of IAS 39 required the Bank to allocate its trading and investment securities into three separate portfolios: securities held for trading, available for sale securities and securities held to maturity.

The volume of securities held for trading fell year on year to CZK 3.7 billion. This development is mainly driven by decline in the volume of treasury bills issued by the CNB.

In 2001, securities available for sale increased in volume by 12.4% to CZK 33.5 billion, due to the transfer of the asset backed securities (CBO) from the portfolio held to maturity in the last quarter of 2001. The Bank’s shareholdings in Česká pojišťovna, a. s., and Česká zbrojovka, a. s., were sold in the last quarter of 2001(see Net profit on financial operations).

The volume of the investments held to maturity has declined sharply – from the past CZK 11.7 billion to the present CZK 960 million comprising bonds issued by both corporates and banks. 

The volume of investments in subsidiaries and associates fell by 24.7% year on year to the present CZK 1.2 billion, chiefly due to the creation of provisions and reserves against investments in Komerční pojišťovna and ALL IN, the latter in liquidation as of 1 April 2001. Furthermore, the Bank sold its holding in company Bankovní institut. Investments in Českomoravská záruční a rozvojová banka and Burza cenných papírů Praha (the Prague Stock Exchange) were transferred to the available for sale portfolio.

Liabilities

The amounts owed to financial institutions declined year on year by 26.7% to CZK 28.9 billion.

As at the end of December 2001, the Bank held amounts owed to customers of CZK 316.8 billion, representing a year on year increase of 10.1%, primarily due to the growing volume of current account deposits (19.1% year on year) and fixed term deposits (an increase of 13%). In the second half of 2001, the positive trend in the volume as well as the number of deposits has been clearly visible.

The volume of certificated debt was stable in 2001. As at 31 December 2001 it amounted to CZK 27.8 billion. Of this volume, 74.4% were bonds and 25.6% were mortgage bonds.

Shareholders’ equity of the Bank amounted to CZK 23.6 billion as at 31 December 2001, showing a 16.8% increase year on year. As at the year-end, own funds made up 5.6% of the total assets of the Bank. 
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