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Brief financial results for 1998 – 2001 (The Group)


31.12.2001
31.12.2000
31.12.1999
31.12.1998
Growth rate

(2001/2000)

Net balance-sheet in

PLN million
26250.6
19 317.9
14 834.0
12581.5
135.9

Liabilities to non-financial and budgetary sectors 

in PLN million
17836.1
13 642.0
10 275.7
8914.5
130.7

Fixed yield securities 

in PLN million
2136.4
2 161.3
2 241.3
3110.1
98.8

Receivables from non-financial and budgetary sectors 

in PLN million
13634.0
10 885.6
8 962.3
6703.4
125.2

Off-balance-sheet liabilities in PLN million
109658.8
10 162.9
5 401.7
4102.9
1078.6

Net assets in PLN million
2504.7
1 498.1
1 373.2
1224.8
167.2

Interest result in PLN million
486.1
711.1
680.4
692.1
68.4

Total costs in PLN million
3454.2
2 978.0
1 918.8
1947.8
116.0

Total costs (excluding costs of provisions) in PLN million
3030.6
2 557.8
1 778.2
1842.1
118.5

Gross profit in PLN million
117.1
147.1
346.6
303.4
79.6

Corporate tax in PLN million
24.1
-9.4
140.4
108.0
X

Net profit in PLN million


102.7
150.9
205.6
194.7
68.1

Solvency ratio (%)
12.51
10.7
13.5
11.9


Gross profit/ total costs (excluding costs of provisions) (%)
3.9
5.7
19.5
16.5


Net profit /net balance-sheet (%) 
0.4
0.8
1.4
1.5


Net profit/ total costs (%)


3.0
5.1
10.7
10.0


Profit at 1 share in PLN


9.7
16.3
22.2
21.0
59.5








Polish economy 1996 – 2001


1996
1997
1998
1999
2000
2001

Gross Domestic Product growth (%)


6.0
6.9
4.8
4.1
4.0
1.1

Budgetary deficit (% GDP)


-2.5
-1.4
-2.4
-2.2
-2.0
-5.3

Total money supply 

(PLN billion)
134.9
176.6
220.7
263.8
294.4
334.5

Industrial output (%)


8.3
10.8
4.8
4.4
7.1
-0.2

Inflation (CPI) measured by XII/XII ratio (%)
18.5
13.2
8.6
9.8
8.5
3.6

Unemployment rate (%)
13.2
10.5
10.4
13.0
15.1
17.4



PLN/USD rate (year-end)
2.8755
3.5180
3.5040
4.1483
4.1432
3.9863

PLN/EUR rate (year-end)
-
-
-
4.1689
3.8544
3.5219

WIBOR 3M (year-end)
22.43
26.28
15.81
19.20
19.45
11.91

I. POLISH ECONOMY AND BANKING SECTOR IN 2001 

General trends in the economy 

2001 was a year of a further decline of economic development in Poland. The Gross Domestic Product grew by approximately 1.1% in 2001, while in the previous year its growth was 4.1% and 5.1% as an average at annum within the last five years. The essential weakening of the GDP growth began in the second quarter of the year when the economic development pace dropped below 1%.

The main reason for further slowdown of economic development was a substantial drop of investment outlays, accompanied by slight increase of private consumption and relatively good growth of export. The reduced investment, mainly outlays for fixed assets, derived first of all from the restrictive monetary policy, limited internal demand, unfavourable financial condition of companies in most sectors of economy and pessimistic prognoses of entrepreneurs for potential development of their companies.    

The slower pace of economic development, restructuring of basic sectors of Polish economy and improved efficiency of work resulted in substantial growth of unemployment. The unemployment rate in Poland grew in December 2001 to 17.4 – the level unrecorded in the post-war history of Poland. It was higher by 2.3 percentage points when compared to December 2000. The highest growth of unemployment in the entire year was recorded in wielkopolskie /Poznań/ (23%), śląskie /Katowice/ (21%), mazowieckie /Warsaw/ (19%) and pomorskie /Gdańsk/ (19%) provinces. 

The limited internal demand, strong Polish zloty and low prices of fuel and food caused that the inflation ratio in 2001 was 3.6%, compared with 8.5% in the previous year.  

With the drop of inflation, the Monetary Policy Council several times lowered the official rates in 2001. The rates altogether dropped by 7.5 percentage points, while the interest rates in real terms still remained on a relatively high level.

Due to the fact that the State Budget revenues from taxes were lower than expected and this shortage was not compensated by expenditure cuts, the budget was amended twice within the year. As a result of these decisions the economic deficit of public finance grew in Poland to over 5% of the GDP.

In 2001, market interest rates trailed the official rates determined by the Monetary Policy Council. The average three-month WIBOR dropped from 19.45% at the end of 2000 to 11.90% in December 2001.

Simultaneously – due to expected further reductions of interest rates – an appreciation pressure on the exchange rate of zloty was observed. Zloty strengthened its position both in relation to US dollar and euro. The rates were:








31.12.2001

31.12.2000

PLN/USD





3.9863


4.1432

PLN/EUR





3.5219


3.8544

Situation in the banking sector 

The worsening economic situation in Poland had an impact on the pace of development and results of the banking sector. Total assets of commercial banks amounted to PLN 447.4 billion at the end of December 2001 and were higher by 11.4% in nominal terms as compared with the end of the previous year. For comparison, in 2000 the assets of commercial banks grew by 18%. 

The major reason for slower rate of the banking sector growth was reduced demand for loans and more stringent credit policy applied by the banks due to increased credit risk. Credit receivables from private customers and corporate entities grew by 7.2% in 2001, while in 2000 the growth rate was 17.3%. 

A reduced propensity to save was observed, manifested by Polish households due to a drop of real income of the population, increased unemployment and – at the year-end – also due to the introduction of income tax on deposit interest. Total deposits of the population grew by 12% in 2001, while in the previous year by 20.9%. 

Due to stronger competition and continuous reduction of interest rates the interest margins shrank even further. The drop of interest revenues was partially compensated by active approach of the bank to the revenues on fees and commissions as well as by expanding scale of exchange operations and intensified activity on the derivative instruments market. 

The banks put emphasis on cost control. The decrease of operational costs resulted from implementation of cost-saving programs and restructuring processes, deriving – among others – from mergers finalised in the banking sector in previous years. 

As a result, the banks generated net profit of PLN 4.5 billion in 2001, a growth by 7% when compared to 2000. For example, in 2000 the banks’ net profit was 33% higher than that in the previous year. 

The year 2001 was another year of progressing consolidation of Polish banking sector. The competitive layout on Polish market of banking services changed considerably due to numerous consolidation processes effected in large banks. ING Bank Śląski also participated actively in this process by incorporating the ING Warsaw Branch in its structures and taking over Kalisz-based Wielkopolski Bank Rolniczy (Agricultural Bank). 

Strong banking institutions emerged and concentration of banking services in Poland grew substantially as a result of consolidation processes run for a few years.

In 2001, the universal banks had to face much stronger competition of Internet banks than in the previous years. New players appeared on the market. Virtual banks offer deposit interest attractive for customers and take over a part of the deposit market. 

Capital market

The year 2001 was difficult for the Warsaw Stock Exchange. The deteriorating macroeconomic situation in Poland and political uncertainty before the election, combined with a world-wide slowdown of the economic growth caused the downward trend – which began in spring 2000 – to continue in the market. In total terms the Warsaw Stock Exchange Index (WIG) dropped by 22% in 2001, while WIG20 (for twenty largest companies) by 33.5%. 

The unfavourable economic situation was accompanied by a further reduction of free float. It was caused first of all by decisions of strategic investors who increased their shares in public companies and withdrew some companies from public trading. Simultaneously, in view of large costs and complicated procedures, the number of new issues was 40% lower in 2001 than in 2000, while the value of public offers amounted to less than PLN 3 billion (2/3 of the amount of the previous year).

Due to these phenomena the trading in shares on the Warsaw Stock Exchange dropped to PLN 61 billion in 2001, being lower by 41% as compared with the previous year.

The stagnation on the Warsaw Stock Exchange made some foreign brokerage offices close their businesses in Poland (ABM Amro AM, DI BWE, Robert Fleming, Wood&Co.).

II. THE MOST IMPORTANT EVENTS IN ING BANK ŚLĄSKI IN 2001 

Implementation of the Bank strategy  

In 2001, ING Bank Śląski continued implementation of the adopted development strategy with the objective to build the best bank in Poland providing modern and integrated financial services.

The strategy focuses on customers and their needs in order to establish permanent and beneficial links between them and the Bank. The customers’ growing expectations, especially as regards service quality, mobilised the Bank to continuously work on customer segmentation, offer improvement and development of traditional and modern distribution channels. The Bank introduced packages (Lion Account, Profit Account, Corporate Package) to its offer to satisfy financial needs of both individual and corporate customers. These packages are one of the most modern banking product bundles in Polish market. The Bank also launched the Internet banking system BSKOnLine and modern Call Centre and opened – as a pilot – the financial shops. 

Answering the situation in the banking market, ING Bank Śląski actively participated in consolidation processes. The Bank improved its competitive edge via merging with ING Warsaw Branch and acquisition of Wielkopolski Bank Rolniczy, especially with regard to the market share and capital strength increase and diversification of the operation. 

The organic growth combined with consolidation processes resulted in major improvement of the Bank's market position. ING Bank Śląski increased its share in banking sector deposits from 4.9% at the end of 2000 to 6% in December 2001 while its share in loans grew from 5.6% to 7%. 

The deteriorating economic situation and changes in the banking sector, resulting from stronger competition and shrinking margins, caused ING Bank Śląski put emphasis on cost control, among others by introducing the cost limit system and by concentrating the resources on a limited number of priority projects. 

Merger of Bank Śląski with the ING Warsaw Branch 

On 28th June 2001 the General Shareholders Meeting passed a decision on increasing the equity of Bank Śląski by PLN 37,500,000 by issuing new B series bearer shares of nominal value PLN 10 and issue price of PLN 265 at a share. Pursuant to the decision of the GSM, these shares were taken up by ING Bank N.V. against the in-kind contribution in the form of ING Bank N.V. Warsaw Branch. This decision was actually initiating the integration – planned since July 2000 – of Bank Śląski with the ING Warsaw Branch.

On 1st October 2001 an agreement between ING Bank N.V. in Amsterdam and Bank Śląski was concluded in Katowice, on the in-kind contribution of the ING Warsaw Branch to the structures of Bank Śląski.  

The ING Warsaw Branch specialised in serving large corporate entities and offered, among others, the sophisticated investment services and products of financial market. At the moment of consolidation, i.e. at the end of September 2001 the Branch held the following position on the corporate market
:

· loans – 1.3% share in the market,

· deposits – 2.6% share in the market,

· issue of short-term debt papers – 14.4% of debts due to the issues and the third position in the market.

Deposits and loans in Bank Śląski and the ING Warsaw Branch (as at 30th September 2001)


Bank Śląski 
ING Warsaw Branch   
Total 

Total deposits in PLN million, incl.:
15 202.7
2 384.9
17 587.6

· private customers 
9 982.3
322.2
10 304.5

· corporate entities 


5 220.4
2 062.7
7 283.1

Total loans in PLN million, incl.:
14 090.8
2 247.6
16 338.4

· private customers
2 816.8
0.9
2 817.8

· corporate entities 
11 274.0
2 246.6
13 520.6

The complementary character of merging institutions, that is the universal nature of Bank Śląski and specialisation of the ING Branch in corporate and FM markets, generates substantial benefits for the Bank: 

· a growth of capital strength, allowing for implementation of larger projects,

· a better market position of the consolidated Bank, especially on the corporate banking market,  being a premise for more efficient competition on the market as a whole,

· a growth of the customer base and new possibilities of cross-selling, by offering the FM and structured products to the customers of former Bank Śląski,

· an exchange of experience and know-how for different aspects of financial services,

· a better diversification of business and better risk control,

· reduced costs of the Head Office, IT systems and back-office, 

· better efficiency of marketing efforts and resources. 

Good preparation and effective consolidation process will allow the Bank to achieve the expected effects of synergy and scale, though in view of difficult economic situation these benefits may appear later than assumed.

The merger of Bank Śląski with the ING Branch also gave rise to the consolidation of brokerage houses of both institutions, which took place on 21st December 2001. The integrated brokerage office runs business under the new name of ING Securities Spółka Akcyjna.

Change of the name into ING Bank Śląski  

On 6th September 2001 Bank Śląski commenced the rebranding process (as other entities of the ING Group in Poland did), and started operation under the new name of ING Bank Śląski. 

The rebranding of ING companies in Poland (inclusive of Bank Śląski) constitutes a part of the long-term strategy of the ING Group, whose target is to render integrated financial services and establish the Group’s image as an innovative, customer-oriented, and dynamic international organisation. 

Adding the global brand of ING to the name of Bank Śląski is particularly useful in a new situation in the market of banking services, which is characterised by increased significance of a brand as a factor decisive for choosing a bank.

The campaign promoting the strength of ING brand in Polish market was run jointly by all entities of the ING Group. The process of brand unification within the ING Group was communicated mostly via the advertising campaign, based on different media, inclusive of television. ING Bank Śląski participated in the joint campaign and additionally ran its own rebranding actions. Due to the name change the Bank also established a new system of visual identification and initiated the process of new visualisation of the outlets.

Change of the shareholder structure 

ING Bank Śląski has a strong and stable shareholder – ING Bank N.V., who regards Poland as the third home market (after The Netherlands and Belgium). 

ING Bank N.V. initiated steps in 2001 aimed at increasing its interests in ING Bank Śląski, to ensure efficient implementation of the strategy in Poland. The strategy assumes a significant growth of the market share by offering numerous financial services via varied distribution channels. 

On 9th March 2001, ING Bank N.V. announced the tender offer for sale of BSK S.A. shares. After its completion, i.e. on 23rd April 2001, ING Bank N.V. increased its stake in Bank Śląski to 74.73%.

On 17th September 2001, the equity of ING Bank Śląski was increased by PLN 37,500,000 to the total amount of PLN 130,100,000. As a result of increasing the equity by the issue of new shares to be taken up by ING Bank N.V., its stake in the new Bank's equity grew to 87.77%. 

On 31st December 2001 the equity of ING Bank Śląski amounted to PLN 130,100,000 and was divided into 9,260,000 ordinary shares of A series and 3,750,000 ordinary shares of B series of nominal value of PLN 10 each.

According to the status at the end of 2001, the entities listed below held 5% or more of votes at the General Shareholders Meeting of ING Bank Śląski:


Number of shares and votes
% of total number of votes and shares at GSM

ING Bank N.V.
11 418 641
87.77



Ratings of ING Bank Śląski  

On 4th January 2001 the rating agency Capital Intelligence informed Bank Śląski of:

· raising the rating for the Bank’s long-term liabilities from BB+ to BBB,

· raising the rating for the Bank’s short-term liabilities from B to A2,

· maintaining the rating for the Bank’s financial strength at the level of BBB-,

· maintaining the support rating: 2.

The perspectives of ratings have been determined as stable.

On 26th April 2001 the Moody’s agency – due to revised rating for the banks’ financial strength (13 points instead of 9) – in order to keep the same financial strength of banks performed a technical modification of financial strength rating for the Polish banks, inclusive of Bank Śląski. The rating for Bank Śląski was changed into C- instead of D+.

On 31st August 2001 the Management Board of Bank Śląski was informed of the international rating agency's Moody’s Investors Service Ltd. Report in which the ratings assigned earlier to Bank Śląski were not changed, i.e.:

· the rating of long-term deposits: Baa1,

· the rating of short-term deposits: P-2,

· the rating of financial strength: C-.

On 19th October 2001 the Fitch Ratings Ltd. agency notified ING Bank Śląski about:

· keeping the rating for long-term liabilities: BBB+,

· keeping the rating for short-term liabilities: F2,

· keeping the support rating: 3,

· lowering the individual rating from C/D to D.

The Fitch Ratings Ltd. lowered individual ratings for several other Polish banks as well. The lowered individual ratings also derived from the deteriorating situation of Polish economy, combined with high interest rates in real terms and slower pace of growth of the European Union economy, which was translated into the financial standing of companies and their creditors. The negative factors include aggressive competition in the banking sector, of negative impact on net interest margins. 

The agency justified the lowered rating for ING Bank Śląski with fears about the growing level of classified loans, combined with shrinking net interest margins and relatively low capitalisation. At the same time, they acknowledged the improved risk management in the Bank as well as a growth of the distribution network and expansion beyond current regions and sectors of operation. According to the Agency, the prospects for the Bank’s activity will probably improve in future, as a result of the merger. 

On 19th December 2001 the rating agency Moody's Investors Service Ltd. informed the Management Board of ING Bank Śląski S.A. about:

· keeping the rating for long-term deposits: Baa1,

· keeping the rating for short-term deposits: P-2,

· lowering the rating for the Bank’s financial strength from C- into D+.

The lowered rating of the Bank’s financial strength mainly reflects the unfavourable development of the economic environment and its negative impact on the Bank’s basic activity. Simultaneously the Agency stated that the Bank strengthens its distribution network and expands the product offer. Works are run over the reduction of costs and classified loans. 

Awards 

High appreciation of customers and competitors of ING Bank Śląski activities is reflected in the following awards granted to the Bank in 2001:

· Gold medal for the best personal account granted to the Lion Account in the 7th Polish Capital and Financial Forum “ Your Money”;

· “Product of the Year” title for a construction and mortgage loan in EUR for private individuals bestowed in the 6th edition of Murator Publishing House Competition;

· “Entrepreneur-Friendly Bank” in the category of “Small and Mid-sized Businesses”, awarded by the Polish and American Small Business Consultancy Foundation and Warsaw Banking Institute;

· “2001 IT Leader” in the category “Banking and Finance” in the yearly competition organised by Computerworld biweekly;

· 3rd rank in the competition for the best financial report of a public company for 2000 and a distinction in a category “Report of the Management Board” granted by the Accounting Development Foundation;

· 2000 Quality Recognition JP Morgan Chase award for the top quality co-operation with foreign correspondents;

· 1st rank in a team category in a countrywide competition "Training Manager of 2001";

· TOP RATED status granted by Global Custodian, a prestigious American publishing house for the custody operation in Poland.

The Management Board is proud of these awards.

Closer inter-relationships within ING Group in Poland

The sales of integrated financial products of ING Group have been one of the major pillars of the strategy of ING Bank Śląski operation. 

The ING Group made a significant progress in strengthening its internal relations in 2001 by:

· expanding the scope of sales of ING Bank Śląski’s products by the agents of ING Nationale Nederlanden by the Lion Account and mortgage loans,

· launching the issue of cards enabling the members of Nationale Nederlanden Open Pension Fund to make balance inquiries through ING Bank Śląski ATMs,

· developing a joint website of ING Group Poland helping to build up Group’s image of an integrated financial service supplier and facilitating the communication between customers and Group units, 

· starting co-operation with PTE ING Nationale Nederlanden Call Centre,

· rendering premises available for the operation of ING Nationale Nederlanden in ING Bank Śląski outlets,

· integrating a back-up environment for transactional systems of the entities within the ING Group Poland.

The implementation of the project enabling to handle the accounts of ING Mutual Fund Company through BSKOnLine Internet banking system is in its final stage.

Acquisition of Wielkopolski Bank Rolniczy (Agricultural Bank) in Kalisz

ING Bank Śląski participated in the process of remedying Polish banking sector in 2001, by taking part in restructuring of Wielkopolski Bank Rolniczy in Kalisz. At the same time, the take-over of WBR was in line with the strategy of ING Bank Śląski based on building a countrywide Bank.

On  6th August 2001 the Banking Supervision Committee adopted the Resolution No. 67/KNB/01 on the take-over of WBR S.A. by ING Bank Śląski The Supervisory Board of WBR S.A. appealed against the said decision to the Supreme Administrative Court. The Supreme Administrative Court dismissed the aforementioned complaint on 9th November  2001. Due to that, executing the resolution of the Banking Supervision Committee, ING Bank Śląski took Wielkopolski Bank Rolniczy over as of 9th November  2001.

The basic take-over balance-sheet figures of Wielkopolski Bank Rolniczy – verified by the certified auditor as at the day of the acquisition were as follows:

· equity – PLN 19 694 thousand,

· loss of prior years – PLN 17 664 thousand,

· loss of the current year – PLN 9 328 thousand,

· total own funds – PLN 7 298 thousand negative,

· liabilities towards customers and the budgetary sector – PLN 33 422 thousand,

· amounts due from customers and the budgetary sector – PLN 14 317 thousand.

Along with the acquired assets and liabilities of WBR, ING Bank Śląski took over the shares and participation interests in its subsidiaries and affiliates, like, for example, Hatrol Sp. z o.o. or Asekuracja Sp. z o.o. 

Since December 2001 ING Bank Śląski has been restructuring WBR by limiting the number of its outlets from 8 to 4 and incorporating the acquired bank fully into the organisational structures of ING Bank Śląski. 

The price of ING Bank Śląski shares

Since main stock exchange indexes – WIG and WIG 20 – were going down in 2001, the Bank shares constituted a relatively good investment. The yield rate of banks was approx. 9% (to compare with the WIG-Banki index which grew by 8.9%).

The price of ING Bank Śląski shares grew by 36% in 2001. It was the highest yield rate among all bank shares in 2001. The next banks in this ranking were: Bank Pekao S.A. – growth by 28%, Kredyt Bank S.A. – by 13%. 

Prices of ING Bank Śląski shares in 2001
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III. RETAIL BANKING

ING Bank Śląski provides retail banking services to individual customers and firms from the small business segment
. The financial needs of a small firm are similar to the preferences of individual customers. However, due to the reporting requirements the Bank presents its activities in the retail market only based on the value of deposits and loans of individual customers. The small business segment is included in the data related to corporate customers.

In the past years, due to organic growth, ING Bank Śląski systematically strengthened its position in the market of retail banking. The role of the Bank in the market of individual customers evolved in 2001:

 






31.12.2001

31.12.2000

· loans for individual customers



5.4%


4.9%

· PLN deposits of individual customers


5.2%


5.1%

· FX deposits of individual customers


4.7%


3.3%

Customer segmentation 

Due to the constant focus on the customer needs and building long-term and valuable relationships with customers the Bank monitors the needs and preferences of customers and improves the customer segmentation on an on-going basis. The segmentation of individual customers of ING Bank Śląski is mainly based on such criteria as the inflow of customer’s income to the account and the customer’s age. At present, the mass segment, personal banking and private banking as well as small business segments are distinguished at the Bank. 

Products 

ING Bank Śląski substantially improved its competitive position in the market of retail banking in 2001 by, among other things, launching the Lion Account and the Profit Account.

The personal account is the basic product for individual customer. Opening of a current account by a customer creates a possibility for the Bank to establish a closer (cross-selling) relationship with the customer. Therefore, at the beginning of April 2001 the Bank proposed a new formula for the current account under the name of the Lion Account. The core of the offer is the personal account and the account holder may use the following additional services:

· overdraft, revolving loan,

· payment cards,

· savings account,

· accident insurance (Student Account, Comfort Account, Prestige Account, VIP Account),

· cash settlements,

· non-cash settlements (transfer orders, standing orders). 

In the first phase, the Lion Account was offered in 5 variants (the Standard Account 1, the Standard Account 2, the Student Account, the Comfort Account, the Prestige Account) to suit the preferences of specific groups of customers. A new product for children and youth – the Teenage Account – was added to the offer in December 2001. 

According to experts, the Lion Account is the best personal account in Polish market due to the following advantages:

· A convenient and easy access to the account – via differentiated distribution channels, including these offering access to the account 7 days a week (HaloŚląski, BSKOnLine).

· An easy withdrawal of cash – via the Bank’s own well-developed network of ATMs and a comprehensive card offer.

· Customer-friendly pricing – the customers decide upon the level of fees for account maintenance selecting the variant that suits them  best. 

· Opportunities for saving – by linking the Lion Account with the Open Savings Account (OKO), on which the customer may deposit any amount of savings. The dynamic interest rates on the savings account that grow proportionally to the account balance and the monthly compounding of interest make the packages of the Lion Account even more attractive. 

The number of personal accounts at ING Bank Śląski  was 986.3 thousand at the end of December 2001, including 252.1 thousand of the Lion Accounts. In the situation of growing competition the Bank maintains its share in the market of personal accounts at the level of over 8%. 

The special offer prepared for small business reflects the Bank’s focus on this segment. The Profit Account was based on the analysis of specific needs of small businesses for comprehensive bank services. The Bank made efforts to create a product which is transparent for customers and easy to handle for the bank salesforce. With the Profit Account the Bank offers the following products that help to manage the small company’s funds more effectively:

· current/auxiliary account – Profit Account,

· deposit account – Profit,

· Standard Credit Line,

· Maestro Business card,

· electronic distribution channels (HaloŚląski, HomeCash, BSKOnLine).

Since launching of the product in mid-April till the end of 2001 the Bank sold 64.3 thousand of Profit Accounts.

ING Bank Śląski presents the individual customers with one of the most modern offers for banking services in the market. The offer comprises standard and negotiable deposit products which are very attractive in term of tenors, currencies (PLN, EUR, and USD) and interest rates, including the core product – current account. The credit offer for individual customers includes, among others, cash loans, secured loans guaranteed and revolving loans, current account overdrafts, housing and mortgage loans, instalment loans, car loans.

The Bank issues various types of cards for individual customers, like debit cards (VISA Electron, Maestro), charge cards (VISA Classic, EC/MC Gold), credit cards (VISA Electron, Visa Electron Nationale Nederlanden) and prepaid cards (Maestro).  

The deposit offer for small business includes, apart from the PLN and FX current accounts, the deposit accounts and fixed and variable interest rate standard and negotiable term deposits (in PLN, USD and EUR). Small firms may get one of the following credit products: current account credit lines, working capital/ exploitation loans, investment loans and car loans. The Bank offers PLN and FX loans as well as loans indexed with EUR or USD. 

ING Bank Śląski issues the following cards for owners of small firms: debit Maestro Business cards, VISA Business and Eurocard/MasterCard Business Gold charge card.

The branches of ING Bank Śląski are also selling participation units of the ING Mutual Funds and insurance policies, including the Open Pension Fund of ING Nationale Nederlanden Poland.  

Lending 
The receivables of ING Bank Śląski on loans granted to individual customers
 amounted to PLN 2 928.0 million as at the end of December of 2001, and increased in comparison to December 2000 by PLN 638.4 million, or 27.9%. The amounts due from individual customers represented 18.8% of the entire Bank credit portfolio (19.2% as at 31.12.2000).
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The policy of ING Bank Śląski aimed at increasing the share of housing loans in the retail credit portfolio and reducing the share of high-risk loans such as instalment loans. The policy resulted, among others, in the following changes of the structure of Bank credit receivables from individual customers: 

· increase of the share of current account credit lines from 22.7% in December 2000 to 25.8% at the end of 2001, 

· growing role of housing loans from 11.7% to 15.3%,

· increase of the share of credit card loans from 6.0% to 11.6%,

· decrease of the share of instalment loans from 15.8% to 11.7%.  

The quality of the retail credit portfolio deteriorated over the year 2001 due to the unsatisfactory financial standing of some customers. The value of classified loans of individual customers grew from PLN 263.4 million in December 2000 to PLN 493.2 million in December 2001, i.e. by 87.2%. Thus, the share of classified loans in the whole retail credit portfolio increased from 11.5% at the end of 2000 to 16.9% in December 2001.

The table below illustrates the structure of the retail credit portfolio.


31.12.2001
31.12.2000


Exposure

PLN million
Structure %
Specific provisions

PLN million
Exposure

PLN million
Structure %
Specific provisions

PLN million

Total, including:
2 928.0
100.00
    343.9
2 289.6
100.00
    154.4

- regular:
2 434.8
83.15
7.1
2 026.2
88.50


   Standard
2 431.9

7.1
2 021.0



   special mention
2.9


5.2



- classified:
493.2
  16.85
336.8
263.4
11.50
154.4

   sub-standard 
122.9
4.20
25.6
112.1
4.90
18.3

   Doubtful
101.2
         3.46  
46.7
30.2
1.32
15.1

   Lost
269.1
9.19
264.5
121.1
5.29
121.0

The Bank established additional provisions due to the worsening repayments of loans granted to individual customers. The value of provisions for retail bad loans grew from PLN 154.4 million at the end of December 2000 to PLN 343.9 million as at 31.12.2001, i.e. by 122.7%. The amount of specific provisions to the general value of the retail credit portfolio increased from 6.7% at the end of December 2000 to 11.8% at the end of December 2001. 

Deposits 

As of the end of December 2001, the deposits of individual customers
 amounted to PLN 10 731 million, an increase by PLN 1 770 million, i.e. by 19.8% in comparison to the end of 2000. The growth rate of the Bank was then higher than that for the whole banking sector. 

The share of retail deposits in the total deposits dropped from 57.6% at the end of 2000 to 51.8% in December 2001. The change is one of the results of incorporating ING Warsaw Branch that had PLN 2063 million of corporate deposits and PLN 322 million of retail deposits in its books as at the end of September 2001. 
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The share of current deposits in total deposits of individual customers decreased from 18.4% at the end of 2000 to 16.9% in December 2001. 

Bank cards

The Bank issued 2 028.0 thousand cards for individual customers by the end of 2001, a growth by 79% as compared with December of the last year. The growth resulted mainly from the dynamic increase in the number of issued Maestro cards.

During 2001, ING Bank Śląski substantially strengthened its third position in the card market and increased its share in this market from 11.0% at the end of 2000 to 15.5% in December 2001.

The Bank launched a new card in 2001 – the debit Maestro card issued for the holders of the Teenage Account.

In December 2001, the Bank finalised implementation of the prepaid card – the first one in Polish market and the second in Europe – as well as the package of credit cards (Eurocard/MasterCard Standard, VISA Gold). The Bank started offering the prepaid card in January 2002. The new credit cards will be issued from January 2002 on a pilot basis.

Personal and private banking

Under the personal banking services, designed for up-scale customers, ING Bank Śląski offers comprehensive services to satisfy the financial needs and assists in managing the customer funds. The funds are invested in a way adjusted to individual customer’s needs, preferences and the acceptable risk level. An important element of the offer for the personal banking segment is the VIP Package launched with the Lion Account packages. The personal banking customers are served by experienced, dedicated Account Managers.

The number of personal banking customers grew at the Bank by 70% during 2001. 

Upon consolidation with the ING Warsaw Branch, the Bank got access to the new know-how and expanded its private banking operation. 

A customer covered by the private banking system of ING Bank Śląski has the access to comprehensive and professional services tailored to suit his individual needs and preferences. Products offered by other members of the ING Group, like for example ING Securities or ING Investment Management Polska Sp. z o.o. are included in the offer as well. 

IV. CORPORATE BANKING

The corporate banking belongs to these operational areas of the Bank, in which the impact of the merger with the ING Branch was clearly reflected. It refers to the customer database size and structure as well as to the offer, principles of customer service, and the market position of the consolidated Bank.

The share of ING Bank Śląski in the consolidated balance-sheet of the banking sector was: 








31.12.2001

31.12.2000

· loans for corporate customers


            7.5%


5.9%

· PLN deposits for corporate customers


8.5%


5.6%

· FX deposits for corporate customers


7.3%


3.4%

One has to stress, however, that a visible improvement of the Bank’s position on the corporate banking market during 2001 was also achieved due to the development of business activity in the network of branches of the former Bank Śląski.  

Segmentation of corporate customers 

The merger resulted in an increase of Bank customer database, inclusive of the segment of large companies running extended business both at home and abroad. The analysis of the consolidated customer database led to verification of the segmentation of corporate customers. At present three segments are identified in the Bank: strategic customers, large companies, and mid-sized companies. 

At the same time, ING Bank Śląski adopted the following principle of customer service: the Strategic Customer Department serves strategic customers, the Corporate Banking Centres serve large companies, and the Bank Branches serve mid-sized companies. 

Products 

As a result of inclusion of the ING Warsaw Branch in the ING Bank Śląski structure the offer significantly developed. The Bank corporate customers obtained access to well-developed, sophisticated investment products and low risk services. The transfer of know-how from the Branch to the Bank will additionally contribute to a significant improvement of service quality in 2002.

Regardless of the works on standardisation of products, ING Bank Śląski was introducing new products to the offer and adapting the latter to the needs of specific corporate customer groups. A major event of 2001 in that area was the launch of a complex package offer called Corporate Package in the beginning of May 2001. The offer is addressed to the segment of mid-sized companies, and thus to the entrepreneurs running full books and achieving the annual net revenues not exceeding PLN 30 million. The package comprises:

· a group of clearing products (Corporate Account, Maestro Business card, electronic banking system),

· credit products (corporate overdraft, credit line in the corporate account, corporate investment loan), 

· offer for executive members of company managements. 

The Bank extended the scope of co-operation with domestic and international organisations related to the support programmes for small and mid-sized companies in 2001: 

· the Bank continued co-operation with the European Bank for Reconstruction and Development, connected with two programmes, i.e.:

· Mutual Dairy Fund Phare & EBRD. Under this programme, the Bank granted small and mid-sized dairy companies investment loans to increase the quality of their products so that they can comply with the EC quality requirements. 

· UE/EBRD SME Finance Facility. The programme was designated for small and medium-sized companies. Both the offer itself and the geographical scope of the Programme were developed in 2001. 

· the Bank won the tender to serve the Phare Programme Initiative 2. The programme is addressed to small and mid-sized companies, establishing new workplaces for dismissed coal-miners and steelworkers. 

· The Bank served the Programme of Loan Guarantees of Bank Gospodarstwa Krajowego [BGK]. The guarantee amount was increased in order to cover the effects of the flood of 2001 and some facilities were introduced to make it easier for the companies struck by the flood to obtain the BGK guarantee. 

Under the programme of development of low risk products, the Bank significantly improved its products addressed to exporters. Furthermore, with regard to the local administration, the Bank followed a special pricing policy upon entering tenders to maintain an account or grant a loan. 

Lending 

The volume of loans for corporate customers in ING Bank Śląski at the end of 2001 was determined on the one hand by the adopted lending policy, focusing on the low risk undertakings, and, on the other one, by the portfolio growth caused by the merger with the ING Warsaw Branch. 

At the end of December 2001, the value of loans granted to corporate entities, State budget sector and financial sector
 totalled PLN 12,680.7 million and increased in comparison to the year 2000 by PLN 3,068.8 million, or 31.9%. 

The Bank corporate loans amounted to PLN 11,512.9 million and increased as compared to the end of 2000 by PLN 2,713.7 million, i.e. by 30.8%. Their value constituted 73.8% of the total Bank credit exposure. The value of loans extended to State budget sector amounted to PLN 275.3 million and constituted 1.8% of the total credit portfolio. The value of loans extended to the financial sector (inclusive of the subordinated loan for Kredyt Bank S.A. of PLN 60 million) was PLN 892.5 million and constituted 5.7% of the total portfolio. 
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The PLN loans, constituting 63.4% of all loans granted to corporate customers, were dominant in the structure of credit exposure. Nevertheless, their share fell by 3.4 percentage points as compared to the end of December 2000.

ING Bank Śląski had eleven significant exposures, i.e. whose value amounted to 10% or more of the total Bank’s net assets as at 31st December 2001: PLN 344.6 million, PLN 327.4 million, PLN 320.5 million, PLN 313.5 million, PLN 300.0 million, PLN 289.4 million, PLN 285.0 million, PLN 269.2 million, PLN 264.1 million, PLN 243.1 million, and PLN 243.0 million. Two borrowers were related to ING Bank Śląski in terms of capital. 

The value of classified corporate loans (exclusive of the unpaid, accrued and matured interests) amounted to PLN 3,138.7 million as at 31st December 2001 and increased by PLN 1,576.4 million when compared to the end of December 2000. As a result, the share of classified loans in the corporate credit portfolio increased from 16.4% at the end of 2000 to 24.9% in December 2001. The volume of classified corporate credit portfolio was influenced not only by the deteriorating condition of corporate customers, but also by the quality of the portfolio taken over together with the ING Warsaw Branch. This portfolio was characterised by a relatively high share of the sub-standard and doubtful loans. At the same time, due to mother-company guarantees that some borrowers had had, ING Bank Śląski established relatively low specific provisions for this part of the exposure. 

The issue of unsatisfactory quality of the portfolio is mainly related to loans extended in the beginning of nineties. None of the larger exposures extended during the last two years found itself on the work-out list developed as at the end of 2001. 

ING Bank Śląski continued its conservative provisioning policy in 2001. The Bank established full provisions for the classified credit portfolio of the borrowers representing the fat industry and established adequate provisions related to the business relations with a credit broker terminated in May 2001. As a total, the growth of provisions for the credit portfolio of corporate customers was PLN 500.1 million in 2001. As a result, the ratio of established specific provisions to the total corporate credit exposure increased to 8.1% at the end of 2001, whereas in December 2000 it was at the level of 5.5%. 

The complex credit audit performed in the 4th quarter of 2001 confirmed that the Bank’s actions with reference to additional provisioning of the credit portfolio had been right. 

In the table below the structure of corporate credit portfolio is presented. 


31.12.2001
31.12.2000


Exposure in PLN million
% structure
Specific provisions in PLN million
Exposure in PLN million
% structure
Specific provisions in PLN million

Total inclusive of:
12 620.7
100.00
1 030.4
9 551.9
100.00
530.3

- regular:
9 482.0
75.13
12.6
7 989.6
83.64
8.2

  Standard
8 847.0


7 015.1



   special mention 
634.9

12.6
974.5

8.2

- classified
3 138.7
24.87
1 017.8
1 562.3
16.36
522.1

   sub-standard 
903.7
7.16
100.9
293.9
3.08
27.6

   Doubtful 
1 335.5
10.58
180.3
820.9
8.59
221.4

   Lost
899.5
7.13
736.6
447.5
4.68
273.1

Deposits 

The value of deposits for corporate entities, State budget sector, and the financial sector
 amounted to PLN 10,000.9 million as at 31st December 2001 and constituted 48.2% of the total deposits. In comparison to the end of December 2000, the share of corporate deposits in total deposits of ING Bank Śląski increased by 5.8 percentage points. The increase of the share of corporate deposits share total deposits is one of the effects of the Bank’s merger with the ING Branch as the Branch had a good position in the market of corporate deposits, and in particular of FX deposits. 

The deposits of corporate entities, amounting to PLN 5, 633.0 million, that increased as compared to December 2000 by PLN 2,147.6 million, i.e. by 61.6% constituted their key part. The following changes occurred in the structure of corporate deposits in 2001:

· the share of current deposits in total deposits decreased from 39.5% as at the end of 2000 to 36.9% in December 2001 in favour of term and frozen deposits,

· the share of FX deposits significantly increased, from 8.3% to 17.5%. 

The deposits of the budgetary sector amounted to PLN 1,126.5 million as at the end of 2001 an increase by PLN 238.1 million, or 26.8% as compared to a similar period of the preceding year. 
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ING Bank Śląski held 153.9 thousand corporate current accounts in PLN at the end of December 2001. The value of the funds accumulated on these accounts amounted to PLN 1681.8 million (PLN 1,269.0 million as at 31.12.2000). The volume of corporate FX current accounts amounted to 4,596 as at 31.12.2001 and their value was PLN 397.3 million (PLN 107.1 million as at the end of December 2000).

The volume of PLN term deposits of corporate entities amounted to 17.8 thousand and the value of the funds accumulated on the term and frozen deposits amounted to PLN 2,964.7 million as at 31st December 2001 (PLN 1,860.1 million at the end of 2000).

International clearing

The year 2001 saw the continuously growing value of international transactions cleared in ING Bank Śląski. The Bank cleared international transactions to the amount of USD 4411 million, their value exceeding the value of the preceding year by 29.7%.  

The Bank has been reporting for some years a constantly growing interest in electronic transactions realised by the MultiCash system. More than 20% of all international transfers realised in the Bank in 2001 were made via MultiCash system.

In 2001, ING Bank Śląski made international transfers more accessible, rendering this kind of service to customers of all retail branches. The Bank introduced new documentary L/C solutions attractive for customers as well. 

ING Bank Śląski expanded the offer of export financing, so far encompassing FX loans, international factoring, forfeiting, and the discount of international bills of exchange, with additional solutions covering, among others, the discounts on export liabilities expressed in the form of foreign withdrawal orders, cheques, encashments, and letters of credit. In addition, branches were authorised to sell forfeiting services.
In January 2001, ING Bank Śląski launched the EURO NAVIGATOR, facilitating the account management via previewing balances and executing orders placed internationally. 

The customers' growing interest in international bank guarantees was seen in 2001. Guarantees of payment for goods or services and contract guarantees (cash advance refunds, good contract execution, warranties) are most commonly used. 

ING Bank Śląski exchanged SWIFT keys with 1104 banks in 2001. Their number is successively growing in line with customers’ needs and ensures a fast service of customer and interbank transactions. For comparison, 880 SWIFT keys were exchanged in 2000.

The Bank undertook actions aiming at optimisation of the network of correspondent banks in 2001. These actions resulted first of all from the merger of Bank Śląski with the ING Warsaw Branch. In the course of fostering the relationships with the correspondent banks some accounts, especially where overlapping with a particular currency occurred, were closed. At present, the Bank holds eighteen nostro accounts opened in foreign banks, inclusive of twelve outside the euro zone. These accounts allow for fast and efficient execution of international clearing throughout the world. Since 1999 the interbank settlements with countries of the euro zone have been done in that particular currency only. 

ING Bank Śląski holds loro accounts in PLN for foreign banks. The bank held forty-three such accounts at the end of 2001. 

Bank guarantees

The value of guarantees and sureties (domestic and international) extended by ING Bank Śląski amounted to PLN 1,301.1 million as at 31st December 2001 and increased by PLN 650 million, or 99.8 % when as compared to December 2000. 

In 2001, the Bank’s offer comprised tender guarantees, contract guarantees (advances refunds, good contract execution, warranties), guarantees of payment for goods or services, customs guarantees, and ecological loans repayment guarantees (of BOŚ /Environment Preservation Bank/ and NFOŚiGW /National Fund for Nature Preservation and Water Management), other guarantees extended to beneficiaries at home and abroad as well as civil law guarantees and guarantees for bills of exchange. 

Also, in 2001, following the tradition from previous years, the Bank was providing consulting services connected with appraisal of transactions and international contracts. 

V. MONEY AND CAPITAL MARKETS

The merger of the ING Warsaw Branch with the structure of Bank Śląski resulted in significant improvement of the competitive position of the Bank in financial markets. 

Besides the improvement of the market position, there was also the inflow of new technologies and the Bank’s offer was broadened by, among other things, the following types of transactions:

· transactions connected with hedging against the FX rate risk: by FX options. There are the following instruments in the Bank’s offer referring to the currency swaps: USD/PLN, EUR/PLN, GBP/PLN of maturities within the range from 1 day to 12 months.

· hedging against the interest rate risk: 

· by Forward Rate Agreement (FRA) that makes it possible to hedge against the increase (drop) of market interest rates;

· by Interest Rate Swap (IRS), that is especially recommended to the customers who make use of floating interest rate loans as it enables them to repay the interest according to fixed rate;

· by Currency Interest Rate Swap (CIRS) – transactions of that type make it possible to manage the interest rate risk and FX risk at the same time and they are a cheaper method of liquidity management than termination of credit agreements and concluding the new ones in connection with the change of external conditions.

As a result of the consolidation, ING Bank Śląski achieved a high position in the short-term debt securities market. As of the end of 2001, the Bank had 13.1% share in the total volume of short-term debt securities issue, which gave it the third position in this ranking. The Bank organised or co-organised the issues for – among others – Softbank, Central Properties and ESI Distribution (under the NESTLE programme).

Apart from the issues of short-term debt securities, the Bank successfully introduced into the market the issues with a several-year or longer maturity for, among others, Bud-Bank, IKEA, and European Investment Bank. As compared to other issues, the investors appreciate high liquidity of these securities – the secondary market achieves daily the average turnover of PLN 100 million.

Apart from that, the investment products package was enriched in 2001 by deposit certificates of AIG Bank. Furthermore, business news service developed significantly. Exhaustive information presented in the service supports the customers in taking effective financial decisions and is helpful for the sellers of financial products.

ING Bank Śląski is an active dealer of the money market and participant of the Treasury papers primary market. The Bank significantly improved its competitive position in this business in the course of 2001. National Bank of Poland classified ING Bank Śląski on the third place in the Dealers’ Activities Index (IAD).

The Bank is also an active participant of the FX and interest rate derivative transactions markets. Its share in the daily transactions of the FX market was about 10% in 2001.

The year 2001 was successful for the Bank in respect of custody services. Merger of the complementary activities of Bank Śląski and ING Warsaw Branch made it possible to broaden the custody offer, strengthening at the same time the Bank’s position as a depository for the domestic investment and pension funds. Simultaneously, the Bank implemented many new custody products, introduced a new system for handling custody products and broadened its customer base by important domestic and international institutional customers. This resulted in the increase of the Bank's share in Polish custody market and improved revenues of the Bank. 

In money and capital markets, the priority of the Bank in 2002 will be to complete the process of integration and make use of the advantages that appeared after consolidation with the ING Warsaw Branch that provides sophisticated money markets services. Moreover, the works aimed at improving the product offer with the advanced tools of financial engineering will be continued. 

VI. FINANCING OF THE HOUSING CONSTRUCTION 

Housing Savings and Loan Unit 

Housing Savings and Loan Unit of ING Bank Śląski that was established in August 1997 had 7552 customers as at the end of 2001, and the funds accumulated by the Unit totalled PLN 141.1 million (in 2000 it was 5157 customers and PLN 120.2 million respectively). 

The Housing Savings and Loan Unit extended 481 loans as at the end of 2001, their volume totalling PLN 14.9 million.

Further development of business of the Housing Savings and Loan Unit depends on the fiscal solutions adopted by the Government. 

Mortgage loans

Mortgage loans are the priority business for ING Bank Śląski due to both the potential market development and their positive influence on the relationship with the customers. They belong to the products that establish a long-term relationship between the customer and the Bank.

ING Bank Śląski has been present in the mortgage loan market for three years. The offer of the Bank covers mortgage and construction-mortgage loans extended in PLN or indexed with EUR or USD.

ING Bank Śląski extended mortgage loans of PLN 205 million in 2001. The EUR-indexed loans dominated in the structure of mortgage loans extended by the Bank – constituting 88.7% of the portfolio in December 2001. Their share in the portfolio increased as compared to the end of 2000 by 7.2 percentage points. The loans extended in PLN had the 6.1% share in the portfolio (a drop by 8.7 percentage points).

Śląski Bank Hipoteczny S.A. (Mortgage Bank) that is a 100% own entity of ING Bank Śląski started its operation in September 2001. Close co-operation between ING Bank Śląski and Śląski Bank Hipoteczny is assumed, among others in building of the mortgage loans portfolio for the issue of mortgage bonds.

VII. THE CORE AREAS OF RISK MANAGEMENT 

Credit risk management 

The macroeconomic situation in Poland and deterioration of the financial situation of both economic entities and individual customers made it necessary to verify the Bank’s credit policy and change the credit risk management system.

The changes introduced in the credit policy of ING Bank Śląski consisted first of all in focusing on low risk projects. The Bank pays special attention to the growth of credit portfolio: 

· in the corporate market – by stimulating the sales of loans to small and mid-sized companies, local administration units and companies of telecommunication and power supply sectors,

· in the retail market – by supporting the sales of mortgage loans and – to a lower extent – of car loans. 

At the same time, the Bank verified the principles of co-operation with external entities with regard to the distribution of credit products. 

The Bank was improving the credit risk management system in 2001 based on the acquired know-how and as a result of implementation of modern standards in force in the ING Group:

· Fifteen Regional Vindication and Risk Management Centres were established, whose task was, among others, to manage the credit risk at the regional level, in the process of exposure acquisition, but also in the course of its lifetime and up to the vindication actions (where necessary); 

· the functioning and the scopes of credit committees’ authority were changed,

· teams managing the classified credit portfolio were reinforced, 

· the risk costs were updated and additional provisions were established in compliance with the requirements of the banking supervision, international standards, and the ING principles,  

· a new hedging policy and a centralised collateral pricing and monitoring system were introduced,

· trading limits were introduced based on the ING procedures,

· the risk adjusted profitability system was implemented as a pilot to improve the new credit portfolio (RAROC),

· the risk portfolio analysis in the retail area became more thorough; it should contribute to the advanced identification of threats and quantification of the risk level. 

The Bank was continuously monitoring the credit portfolio in 2001 and it was subsequently establishing specific provisions taking into consideration, among others, current conditions determined by the P/L account. During the first three quarters of the year the Bank established provisions charging the P/L account with the amount of PLN 144.5 million. In the fourth quarter, the annual comprehensive credit audit was performed that proved to confirm the correctness of the Bank’s additional provisioning. At the same time, in the fourth quarter of 2001, due to the deterioration of borrowers’ situation, the Bank established provisions charging the P/L account with the amount of PLN 282.9 million. 

The growth of provisions for the credit portfolio at ING Bank Śląski totalled PLN 689.5 million in 2001, out of which: 

· PLN 517.9 million are the provisions included in the P/L account,

· PLN 129.8 million are the provisions established by the way of decreasing the reserve capital in the balance-sheet. 

· PLN 78.4 million result from merger with ING Warsaw Branch and acquisition of WBR. 

· PLN (-) 36.6 million are the result of write-offs. 

The credit portfolio structure of ING Bank Śląski (as at 31st December 2001)


Exposure 
Specific provisions
Coverage level (%)


PLN million
%
PLN million
%

Total, inclusive of:


15 548.7
100.0
1 374.3
9.4

Regular
11 916.7
76.6
19.7
0.2

Classified
3 632.0
23.4
1 354.6
37.3

Sub-standard
1 026.7
6.6
126.5
12.3

Doubtful
1 436.7
9.2
226.9
15.8

Lost
1 168.6
7.5
1 001.2
85.7

General risk provision

   


      

      93.4

Provisions amounting to PLN 1,374.3 million ensured the coverage of the Bank’s credit portfolio at the level of 9.4%. 

Financial risk management 

ING Bank Śląski was applying active financial risk management policy in 2001. Special attention was paid to managing the Bank’s balance-sheet structure, creating adequate pricing policy with regard to the products and efficient financial risk management. 

Liquidity risk 

The year 2001 was for ING Bank Śląski a year of continuing works aimed at improvement of the methods and techniques of short- and mid-term liquidity risk measurement. At the same time, as a result of the Bank’s merger with the ING Warsaw Branch, the risk liquidity measurement and monitoring system were adjusted to the new conditions of the Bank operation. 

The Bank’s risk liquidity system encompasses: (1) standard liquidity rates connected with mismatch of maturity dates of assets and liabilities up to 3 months; (2) rates using the Bank’s balance-sheet division into liquid and illiquid assets on the one hand and volatile and stable liabilities on the other one; (3) the rate of net liquid assets up to 3 months, and (4) the current deposit base statistical analysis. The Bank monitors the liquidity risk on the daily and monthly basis; all liquidity ratios have their limits determined. 

ING Bank Śląski kept its liquidity at the adequate level in 2001. It was achieved, among others, by the way of maintaining an adequate portfolio of liquid assets allowing in case of additional funding needs for a fast generation of free funds without affecting the profitability. 

The assessment of the Bank’s liquidity level is a regular item at the meetings of Assets and Liabilities Committee (ALCO).

Interest rate risk 

Frequent changes of market interest rates took place in 2001. ING Bank Śląski was actively managing the interest rate risk by minimisation of mismatch of dates of revaluation of assets and liabilities at the adequate time brackets. The decisions on interest rate risk management are taken by the Assets and Liabilities Committee meetings in which the Bank Management Board members are participating.  The decisions are to optimise the balance-sheet structure maintaining its relation to risk at a proper level.

The Bank is currently monitoring and analysing the interest rate risk by using the reports of mismatching assets and liabilities according to the revaluation dates and the Value At Risk method. 

FX risk 

Compliant with the resolution 2/200 of the Banking Supervision Committee of 8th November 2000, on admissible FX risk norms in the banks’ operational activity, ING Bank Śląski undertook actions aimed at verification of the system of monitoring and managing the FX position. Furthermore, the Bank verified its FX policy. 

The change of the Bank’s FX policy consisted first of all in lowering the acceptable FX level. The process was reflected in the new structure of internal limits. The policy did not impede the Bank’s activity in the relationships with customers connected with FX transactions. 

The Bank manages its FX risk also by applying the Value At Risk methodology, consisting in valuation of the value at risk, i.e. determination of the maximum FX amount the Bank may lose in the light of the current assets/liabilities structure in case of disadvantageous exchange rates. The Bank is constantly verifying the correctness of the VAR model (back testing), comparing the calculated daily VAR with the revaluation results of open FX positions (revaluational verification) and the real daily results with the FX operations (historical verification).

Policy of interest rates 

The main factors determining the Bank’s pricing policy in 2001 were the interest rates of interbank market, official NBP interest rates, interest rate of open market operations, the level of mandatory reserves, interest rate of treasury bills and treasury bonds, risk costs, and the necessity of sustaining the competitive position in the banking sector. The Bank determined the prices of banking products denominated in foreign currencies based on the relevant quotations of financial market for a given currency.

During 2001, the Bank changed a few times the rates for deposit and credit products. The average interest rate of PLN retail deposits was 8.48% at the end of 2001 (14.35% at the end of December 2001), whereas the average interest rate of PLN corporate deposits was at the level of 7.99% (12.04% at the end of December 2000). The average interest rate of PLN retail loans was 21.40% at the end of December 2001 (23.09% at the end of December 2000), whereas the average interest rate of corporate loans was 14.91% (20.94% at the end of December 2000). 

Trading portfolio market risk management 

Starting from October 2001, in result of the merger with the ING Warsaw Branch, the trading portfolios generating interest rate and FX risks constituted a significant part of the Bank’s trading activity. 

The Assets and Liabilities Committee (ALCO) is in charge of FX risk and interest rate management of trading portfolios.

The Treasury Department in the Bank is dedicated to execute ALCO decisions on a day-to-day basis. The Credit and Financial Risk Management Department is in charge of constant monitoring of the decisions’ execution and of comprehensive control of FX risk and interest rates of trading portfolios.

The level of the market risk related to a specific Bank’s trading activity is determined based on the so-called risk appetite, i.e. the accepted by the Management Board maximum share of a potential loss resulting from the taken trading position in the budgeted profit on a specific activity. For measuring of the risk of the market trading positions the Bank uses the value at risk methodology (VAR). The values at risk (VAR) estimated for specific trading portfolios are compared with the limits closely related to the risk ‘appetite’. Any exceeding of the limits and their reasons are immediately reported to the units supervising the market risk management of trading positions. At the same time, the ways of lowering the Bank’s exposure to the market risk are immediately agreed with the Treasury Department. 

Apart from the risk measurement in the so-called normal situation the Bank is also measuring the risks it is exposed to shall a crisis occur. In that case, the Bank uses in the process of measurement the extreme levels of possible FX rates and interest rates’ changes as well as the possible extreme correlations of FX rates and interest rates that could occur under such circumstances. 

VIII. THE DEVELOPMENT OF ORGANISATION AND INFRASTRUCTURE

Traditional distribution channels 

The development of the branch network constitutes one of the pillars of the operational strategy adopted by the Bank. ING Bank Śląski – via a selective development of its network in regions of significant potential – is going to become a nation-wide bank in the nearest years. 

The network of ING Bank Śląski consisted of 345 outlets as at 31 December 2001. In 2001, the Bank opened twenty-nine new outlets. Particular emphasis was laid by the Bank on development of standard retail outlets (STAREO). Twenty-two outlets of this type were opened in 2001. 

ING Bank Śląski launched (as a pilot) a new distribution channel – financial shops. The concept of financial shops is on the one hand based on the partners’ distribution channels (hypermarkets and supermarkets), and, on the other one, on tangible form of banking products, offered with the use of a new packing technique. In practice this means that a customer signing an agreement on opening a bank account in the financial shop receives a complete set of information together with a file binder for banking documents. The customer may at the same time choose a branch where his/her account will be maintained. By the end of 2001 the Bank opened four pilot financial shops. 

The Lion Account and mortgage loans sold by agents of ING Nationale Nederlanden Polska were added to the offer of ING Bank Śląski in 2001. 

Electronic distribution channels 

Customers of ING Bank Śląski may take advantage of more and more possibilities offered by technological development. The Bank develops the electronic distribution channels, thus ensuring for customers a 24-hour service available from any location. 

The Bank launched the BSKOnLine Internet banking system in March 2001. It is available both for individual customers and corporate entities. The BSKOnLine system is perceived both by customers and experts as one of the best in the Internet banking market. Among its advantages one may list: possible access to the system for each holder of an account in ING Bank Śląski, possibility of blocking banking cards via Internet, professional support for customers provided by HelpLine, free standing orders and relatively cheap money transfers. 

22,000 individual customers and 9,300 corporate customers were using BSKOnLine by the end of December 2001. 

In 2001 the Bank continued works on development of the Internet banking system. The progress achieved  up to date will allow for:

· expanding the functionality of BSKOnLine with service of accounts of mutual funds of ING Mutual Fund Company. That way ING Bank Śląski will become the first bank in Poland in which non-banking products are sold via an electronic channel,

· automatic co-operation of the BSKOnLine system with the financial-accounting systems of corporate customers, 

· making international transfers

as early as in the first quarter of 2002. 

At the beginning of March 2001 – within HaloŚląski – the Bank put into operation the Call Centre, which is available 24 hours a day, 7 days a week. Using the operator service, customers have access to most of the services included in the Bank’s offer, i.e. they may open the Lion Account, savings account OKO and term deposits as well as place a transfer order, standing order, an application for overdraft or credit card, and HaloŚląski service. 

In 2001, the functionality of the automatic telephone banking was expanding as well. A new system was introduced for handling of predefined money transfers, the fee collection system was automated, the WAP and SMS informational services were launched. The project, enabling the SMS information for customers on specific financial events (e.g. ATM withdrawal), is in the final stage of implementation.

By the end of 2001, 259.4 thousand customers used the services of HaloŚląski, while in the previous year – 102.6 thousand.

In 2001, the electronic banking systems enjoyed great popularity among the customers: 

· the number of MultiCash users at the end of 2001 was 6,885 (4655 at the end of 2000), 

· altogether  31,691 of both individual and corporate customers made use of  HomeCash (22,214at the end of 2000).

ING Bank Śląski had a network of 506 ATMs at the end of 2001, a growth by 56 units when compared with the end of 2000. The Bank’s ATMs enable cash withdrawals and balance inquiries.

Organisation and procedures

Due to incorporating the ING Warsaw Branch in the structure of Bank Śląski a new organisational structure of the Bank was introduced on 1st October 2001. 

To cover an extended scope of tasks, a new division was established in the organisational structure of the Head Office, namely the Financial Markets Division. Presently, the organisational units of the Bank Head Office operate within seven divisions:

· Retail Division,

· Corporate and Investment Banking Division,

· Financial Markets Division,

· Administration and Sales Network Division,

· Finance and Risk Management Division,

· Operations and IT Division,

· Staff Division.

The Corporate Banking Centres (CBK), functioning previously within the Bank’s Corporate Division, were incorporated in the structures of Regional Branches and their organisational structure was simplified. Fifteen Corporate Banking Centres operated in the Bank at the end of 2001.

In order to adjust the Bank’s structure to present market requirements and customers’ needs a new organisational unit – Call Centre – was established within the Retail Division on 1st September 2001. The Call Centre will allow customers to purchase banking products via the Telephone Operator Service. 

The efforts aimed at improving the system of Bank management encompassed – apart from implementation of a new system for credit risk management – introduction of the system for strict cost control:

· the responsibility for execution of cost budgets was transferred to the places where costs appear; limits were introduced for particular types of administration costs like, among others, telephone talks or transport;

· procedures for selection of key product and services providers (tenders) were implemented; 

· agreements with the existing providers, especially with the mass ones, were renegotiated; 

· resources were focused on the limited number of priority projects; 

· methods of cost allocation to particular organisational units were improved;

· stricter limits for all types of costs were implemented.

The Bank was also undertaking efforts on transfer pricing system and ABC methodology. Implementation of these projects will allow for a correct assessment of efficiency for particular operational areas of the Bank.

IT

ING Bank Śląski established a strong infrastructure of systems and applications that allow for processing transactions in real time. This means that the operations made by customers in branches, via cards, ATMs or electronic channels, are cleared in real time against the up-to-date balance of funds on a bank account. This element constitutes an important competitive edge of ING Bank Śląski since only few banks in Poland have a centralised IT system, operating on-line. Thanks to this solution a customer of ING Bank Śląski is a customer of the whole Bank rather than of a branch only.

In 2001, the Bank’s IT efforts concentrated on:

· implementation of the ICBS upgrade,

· consolidation and  standardisation of IT systems in connection with inclusion of the ING Warsaw Branch to the structures of the Bank,

· expanding the functionality of the Mass Payment System (MPS),

· completing the construction of a modern Computer Centre and transferring IT systems there,

· implementing a standard bank account number IBAN (in the passive part),

· developing Intranet for needs of the internal communication system.

In 2001 a preliminary analysis was completed and the ICBS upgrade began. Implementation of this project  - apart from improving the systems stability and capacity will result in better management of customer relations in the long run. The Bank plans to complete the project in 2002. 

Due to the merger of the ING Warsaw Branch and Bank Śląski in 2001 the interface ICBS-ATLAS was implemented to enable integrated clearing and the ICBS, ARKSYS and PS Teller applications were adjusted for the needs of new products. In 2002, the Bank is going to continue the works on incorporating the ING Warsaw Branch in the IT structures of ING Bank Śląski. The integration activities will constitute the main challenge for IT for the coming year and the success in this aspect will to a large extent determine the general benefits generated for the Bank by the consolidation. 

The well-developed electronic distribution channels and the first results of implementation of the Mass Payment Project (MPS) resulted in a significant automation of transactions in ING Bank Śląski. In 2001 the Bank continued the implementation of the Mass Payment Project, as a result of which the transactions realised in regions covered with MPS constituted 40% of total number of non-cash transactions performed in the Bank.

In 2002 the Bank is going to complete the implementation of MPS, i.e. the system will cover the entire network of the Bank branches. The completed implementation of MPS will result in reduced costs of processing of single documents and it will improve the efficiency of centralisation process and the quality of documents delivered to customers.

Human resources management 

ING Bank Śląski employed 7,782 people as at 31st December 2001. In comparison with the end of 2000, the employment in the Bank grew by 517 people (i.e. by 6.6%). The growth of employment resulted first of all from the consolidation processes and organic development of the branch network. 

Simultaneously, favourable changes in the headcount structure took place, consisting in the increase of the share of front office employees resulting mainly from:

· a drop of Head Office headcount by 172 FTEs;

· a drop of Head Office headcount in Warsaw by 18 FTEs; 

· significant increase of headcount in the sales network – by 238 FTEs; and

· increase of the headcount in Regional Operational Centres by 12 FTEs. 

Most of the Bank employees are young people aged up to 35 years – 61% of all the employees. 1.5% of the Bank employees are aged over 55. As regards the number of years with the company, the largest group of employees is made up of people working for the Bank for five and more years – 55% of all the employees.

The percentage of women employed with ING Bank Śląski was 73% at the end of 2001. 

ING Bank Śląski introduced a new pro-sales motivational system as of 1st January 2001, characterised among others by: 

· relating the bonus in branches to economic results

· awarding the branches achieving the best sales results,

· granting individual awards for the best sales results in the form of  incentive trips.

16.9 thousand employees participated in training sessions in 2001. Most training held in the Bank is of internal character, connected with implementation of such projects as Best Service, STAREO, EURO and with service of individual products. 

Marketing communication

The marketing communication supported first of all the sale of the Bank’s products and services. In 2001, ING Bank Śląski held two major campaigns connected with introduction of new products to the Bank’s offer.

The first campaign was related to introducing the Lion Account packages. It was targeted at informing the largest number of people about the new offer, its attractiveness as well as at emphasising the Bank’s membership in the ING Group. 

The campaign brought about the assumed targets. According to the survey performed by an external research company, 84% respondents claimed to be familiar with the name of the new product. Among the Bank’s customers this ratio reached 97.5%. The campaign also improved the awareness of the Bank brand. 

The second countrywide campaign was related to introducing two new products for corporate entities, i.e. the Profit Account designed for small business and Corporate Package addressed to mid-sized companies. Through this campaign the Bank was not only going to encourage the companies to make use of the new offer, but also wished to strengthen its image as a modern business partner, offering attractive products.

The Bank acted as a sponsor for such important cultural events as:

· carnival concert of the National Symphonic Polish Radio Orchestra in Katowice,

· exhibition of the world-famous painter Jerzy Duda-Gracz organised by the Silesian Museum in Katowice,

· the tenth anniversary of the International Cultural Centre in Cracow,

· exhibition and issuing the album “Queen Hatshepsut and her temple 3,500 years later” in the National Museum in Warsaw.

On the basis of an agreement with the University of Silesia ING Bank Śląski opened the first Electronic Banking Promotion Centre. Moreover, the Bank supported the children dance group “Słoneczni”, promoted the graduates of the Academy of Economics in Cracow,  and sponsored the competition for a slogan promoting the śląskie province.

IX. FINANCIAL SITUATION OF THE CAPITAL GROUP

OF ING BANK ŚLĄSKI IN 2001

The consolidated balance-sheet of the capital group and the consolidated P/L account of ING Bank Śląski covers ING Bank Śląski consolidated on a full basis with ING Securities Śląski Bank Hipoteczny and ING BSK Leasing as well as ING Nationale Nederlanden PTE consolidated with the use of ownership rights method. Centrum Banku Śląskiego was excluded from consolidation due to a dissimilar character of operation.

Consolidated balance-sheet structure

On 31st December 2001, the net balance-sheet of ING Bank Śląski capital group amounted to PLN 26,250.6 million and was higher by PLN 6,932.7 million, i.e. by 35.9%
 than at the end of 2000. 

The balance-sheet of ING Bank Śląski was PLN 26,143.7 million as at 31 December  2001, a growth by 37.2% in comparison to December 2000. The growth in balance-sheet of the Bank in 2001 was a consequence of market expansion and merger with ING Warsaw Branch. The main source of that increase was the growth in liabilities towards customers (by PLN 4,156 million) and the equity of the Bank (by PLN 993.9 million). When compared to December 2000, the share of own funds in financing the Bank’s assets grew by 1 percentage point. 

Assets

Amounts due from customers and the budgetary sector were the major item of ING Bank Śląski capital group’s assets. As at 31st December 2001 the net receivables from customers and budgetary sector amounted to PLN 13,634 million and grew by PLN 2,748.4 million, i.e. by 25.2% when compared to the end of the previous year. They constituted 51.9% of assets, to compare with 56.3% in 2000.  

The share of loans in the structure of assets decreased in favour of receivables from financial institutions. They amounted to PLN 5,846.3 million at the end of 2001, i.e. they were by 82.4% higher than at the end of 2000. The share of receivables from financial institutions in total assets grew from 16.6% in December 2000 up to 22.3% as at 31st December 2001. 
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Debt papers and other securities were another significant item of the capital group's assets. Their total value was PLN 2 152.5 million as at the end of 2001, with 8,2% share in balance-sheet total, which shows a 4.8 percentage point decrease in comparison to 31st December 2000.

Net value of tangible fixed assets and intangible assets of ING Bank Śląski capital group grew from PLN 958.2 million as at the end of 2000 up to PLN 1 165.9 million in December 2001, i.e. by 21.7%. The enlargement of capital group’s assets was related to, as in the previous year, the development of IT and technological infrastructure as well as to the growth in the number of outlets and significant increase in the value of intangible assets due to the merger with the ING Warsaw Branch. 

Liabilities 

Amounts due to customers and the budgetary sector constituted the major item of liabilities. They grew from PLN 13 642.0 million as at 31st December 2000 up to PLN 17 836.1 as at the end of 31st December 2001, i.e. by 30.7%. Their share in balance-sheet total was 67.9% as at the end of December 2001, i.e. they decreased by 2.7 percentage point compared to the previous year.
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The share of own funds in total liabilities grew substantially in 2001 – from 7.8% as at the end of 2000 up to 9.5% in December 2001. It is a consequence of a new issue of the Bank’s shares taken up as a whole by ING Bank N.V. in exchange for an in-kind contribution of ING Warsaw Branch.

The value of provisions was PLN 153.7 million as at 31st December 2001, a drop by PLN 12.0 million when compared to the end of 2000. Due to a downward trend in national economy and unsatisfactory financial standing of borrowers the capital group of the Bank established a provision for customers claims and expected losses on operational leasing totalling PLN 22.5 million. In comparison to the previous year the off-balance-sheet provisions grew by PLN 22.8 million, whereas the general risk provision went down by PLN 42.4 million. 

Profit and loss account

The net profit of ING Bank Śląski capital group totalled PLN 102.7 million in 2001, a drop by 31.9% in comparison with 2000. 

Interest result

The net interest income was PLN 486.1 million in 2001, a drop by PLN 225 million. The worse interest income was a consequence of unsatisfactory financial standing of customers, worse service of credits and growing competition on the deposit market resulting in increased costs of acquiring funds. In the effect the interest income to average assets ratio decreased in the Bank from 5.94% in 2000 to 5.04% in 2001.

Upon including internal deposit swaps the interest result was PLN 958.8 million in 2001, whereas it amounted to PLN 895.3 million in 2000.

Basic values of the consolidated P/L account (PLN million)


2001
2000

Interest result
486.1
711.1

Commission result
441.7
396.1

Revenues from shares, participation interests, and other securities as well as other property rights
0.0
1.1

Result on financial operation
59.4
- 6.1

Result on exchange position
498.8
269.0

Result on banking operation
1 485.9
1 371.2

Result on other operational activities
35.9
54.0

Total revenues
1 521.8
1 425.2

Operational costs and depreciation
- 981.4
- 858.4

Operational profit
540.4
566.8

Provision balance 
423.6
420.2

Result on extraordinary operations
0.3
0.6

Gross profit (loss) 
117.1
147.1

Income tax
24.1
- 9.4

Share in profit (loss) of entities subject to consolidation determined by ownership rights method
9.7
- 1.7

Net profit (loss) 
102.7
150.9

Non-interest income

Non-interest incomes totalled PLN 1,035.7 million and grew by 45% when compared to 2000. 

The major drive of the growth in this part of income was a better result on exchange position, which was the largest item of the non-interest income. In 2001, the result on exchange position amounted to PLN 498.8 million and was by 85.4% higher than in 2000. Main item of FX results was represented by the results on deposits swaps – PLN 472.7 million.

The commission result was another significant item of non-interest income. It totalled PLN 441.7 million, i.e. 11.5% million more than in 2000. 

ING Bank Śląski observed a relatively high growth in the commission result (by 15%), which was the consequence of an increase in the volume of operations made with payment cards, commission income from current accounts and higher revenues from cash fees. 

Substantial revenues generated on financial operations resulted from revnues on liquidation funds.

Operational costs

The overall costs of the capital group of the Bank (operational costs with the depreciation of tangible fixed assets and intangible assets) amounted to PLN 981.4 million in 2001 and grew by 14.3% compared to the last year. 

The operational costs of the Bank increased by 16% in 2001, mainly due to the growth in the number of employees resulting from mergers and acquisitions, development of the branch network, costs of merger with ING Warsaw Branch, expenses for rebranding campaign, launching new distribution channels and intensive implementation of new products and services.

The main operational cost item of the Bank’s capital group consisted of the salaries and  other benefits. They amounted to PLN 423.4 million in 2001, an increase by 19% when compared to 2000. The main reason of the growth of this item was the merger with ING Warsaw Branch. 

Balance of provisions and revaluation

Since the situation of customers was deteriorating, the capital group of ING Bank Śląski – continuing the trend of 2000 – was applying a conservative policy of provisioning. Simultaneously, consolidation with ING Warsaw Branch speeded up the decision on implementing full ING Group risk management standards.

The net provision costs totalled PLN 423.6 million in 2001, compared to PLN 420.2 million in 2000. 

Corporate tax

In 2001, mandatory deductions due to the corporate tax amounted to PLN 24.1 million, which constituted 20.6% of group’s gross result.

Net profit of the capital group

The net profit of ING Bank Śląski capital group was PLN 102.7 million in 2001, a drop by 31.9% when compared with 2000. 

Financial results of ING Bank Śląski determine the level of profits of the whole capital group. In 2001, the net profit of ING Bank Śląski totalled PLN 97.3 million, a drop by 29.6% compared to 2000.

Dynamic growth of business activities of the Bank and a strict cost control had a positive impact on the Bank’s profit, which – on the other hand – was undermined by shrinking margins and additional provisions for classified loans.

The structure of consolidated net profit (in PLN million)


2001
2000

Net profit of ING Bank Śląski 
97.3
138.3

Net profit of the entities subject to full consolidation
5.2
-3.5

Net profit of the entities subject to consolidation determined by ownership rights method
9.7
- 1.7

Exclusions and consolidation adjustments
-9.5
17.8

Net profit of the capital group of ING Bank Śląski
102.7
150.9

Profitability

The effectiveness ratio of the capital group of ING Bank Śląski deteriorated in 2001 due to:

· establishing high provisions against the P/L account, which had a negative impact on the profit of the capital group,

· incurring additional costs due to incorporating ING Warsaw Branch into the Bank’s structures and due to rebranding, which resulted in increased operational costs,

· growth in equity of the Bank, which negatively affected ROE.

Despite the decreased profitability of ING Bank Śląski capital group, the market appreciated the operation of ING Bank Śląski. It was confirmed by the growing price of the Bank’s shares on the Warsaw Stock Exchange.

Basic effectiveness ratios (%)


2001
2000

Profitability ratio 
3.4
4.9

C/I ratio  
66.0
62.6

ROA
0.4
0.8

ROE
4.1
10.1

Interest margin ratio
5.04
5.94

Solvency ratio
12.51
10.7

Profitability ratio – relation between the gross profit and total costs. 

C/I ratio – relation between the overhead costs (operational costs and depreciation of tangible fixed assets and intangible assets) and result on banking operation. 

ROA – relation between the net profit and total assets.

ROE – a ratio of the net profit to the equity and own funds. 

Interest margin ratio – relation between net interest income and average yield assets of the Bank
 (including receivables from financial and non-financial entities, fixed and floating yield securities and participation interests). 

Solvency ratio – ratio of the equity and net own funds to assets and off-balance-sheet liabilities taking into account the risk weights.

X. OTHER COMPANIES OF THE CAPITAL GROUP

Composition of the capital group

The capital group of ING Bank Śląski consisted of six entities as at 31 December 2001: ING Bank Śląski Spółka Akcyjna (as a parent entity), ING Securities Spółka Akcyjna (100% subordinated entity), Śląski Bank Hipoteczny Spółka Akcyjna (100% subordinated entity), BSK Leasing S.A. (100% subordinated entity), Centrum Banku Śląskiego Sp. z o.o. (affiliate – 60% of equity and 50% of the total number of votes at the General Shareholders Meeting), ING Nationale Nederlanden Powszechne Towarzystwo Emerytalne Spółka Akcyjna (affiliate – 20% of equity). 

ING Bank Śląski disposed of its shares in the following companies in 2001:

· On 23rd March 2001, in ING BSK Asset Management S.A. for the benefit of ING Bank N.V. The sale price was PLN 9,107,840 and it was equal to the book price reflected in the books of Bank Śląski; 

· On 4th April 2001, in Centrum Elektronicznych Usług Płatniczych eService S.A.  for the benefit of PKO BP S.A. The sale price of PLN 7,500,000 reflects the book value shown in the books of the Bank.

On 3rd January 2002, ING Bank Śląski sold all its shares in FINPLUS Sp. z o.o.

ING Securities S.A. 

On 21st December 2001, two brokerage houses operating in Poland that belonged to ING Group, i.e. Dom Maklerski Banku Śląskiego S.A. and ING Barings Securities (Poland) S.A., merged into one corporation. Integrated brokerage house carries out the activity under the new name of ING Securities Spółka Akcyjna w Warszawie. 

Both Dom Maklerski Banku Śląskiego and ING Securities (Poland) were important players in Polish capital market. The companies achieved the following shares in trading of the Warsaw Stock Exchange in 2001: 


Dom Maklerski Banku Śląskiego
ING Securities (Poland)

Shares
2.0
6.6

Bonds
9.1
1.6

Futures
4.8
0.3

Directly before the merger the present Dom Maklerski Banku Śląskiego S.A. changed its name into ING Securities S.A. Simultaneously, the company was moved from Katowice to Warsaw. The merger of the brokerage activity was carried out in the form of buying against cash the organised brokerage business from ING Baring Securities (Poland) S.A. by ING Securities S.A. The price of the undertaking was determined as PLN 29.9 million.

The integrated brokerage house belongs to the group of the largest brokerage companies in Poland, operating in shares, bonds, and derivative instruments markets. In 2001, the total market share of the merged houses was as follows:

· Share market – 8.6% share and the third place in the ranking of largest brokers;

· Bond market – 10.7% (2nd place in the market);

· Futures market – 5.1% and the 9th place.

Activities in the secondary market
On 31st December 2001, ING Securities S.A. kept 49.5 thousand security accounts, which was 4.9% of the total number of customers of all brokerage houses in Poland.

In order to ensure the proper service, the activities of the Brokerage House in the secondary market is divided into two segments i.e. retail market and corporate market. 

In the retail market – making use of the ten-year experience of Dom Maklerski Banku Śląskiego – ING Securities provides the highest quality complex services making use of the modern technologies, including Internet. The offer of the brokerage house includes all products of the capital market that are available for individual investors in Poland, i.e. brokerage in transactions in the stock exchange market, off-floor exchange market and foreign markets, investment loans, lending the securities, and also analytical services, investment recommendations, asset management, sale of T-bonds and participation units of the mutual funds.

The brokerage house pays special attention to serving the customers from the private banking segment, whom it offers individual brokerage services and product and service bundles tailored for them (VIP and Prestiż), investment recommendations, and competitive commission rates. In order to achieve the highest standard of serving the private banking customers, ING Securities established the Brokers’ Task Force in the Customer Service Centre in Katowice who provide recommendations. In handling asset management for up-scale customers, the Brokerage House co-operates with ING Investment Management S.A. 

In the corporate market, the Brokerage House concentrates on providing brokerage services based on the world network of ING Group. Analytical products prepared by an international team of specialist and macro-economic reports that support the investment process are important elements of the offer.

The Brokerage House provides brokerage services mostly for mutual and pension funds and industrial companies from southern Poland. Service of the customers of that market segment is carried out by the team of the most experienced brokers.

ING Securities S.A. visibly increased its brokerage activity for corporate customers in 2001, among others by signing agreements for brokerage services with subsequent pension funds and National Investment Funds.

ING Securities S.A. serves the customers in thirty-one Customer Service Outlets (POK), twenty-six of which operate in the Bank branches based on the co-operation agreement signed with ING Bank Śląski.  

In 2001, ING Securities was intensively improving its offer and introduced – among others – the following:

· “Active Investor” package – most active customers may make use of the interest rates on the funds in the security account and commission on reverse transactions lowered down to 50%;

· “Day Trader” account with the debt limit under deferred payment in the amount of 1000% of own funds of the customer to be used during one stock exchange session;

· giving orders to buy/ sell securities through Internet;

· three product bundles (Standard, VIP, Prestiż) for separate customer segments;

· distribution of two new mutual funds;

· modified credit in securities account.

Activities in the primary market
In the area of financing, ING Securities offers most of its services to the mid-sized companies – ING Bank Śląski customers – in the following fields:

· privatisation – in 2001, the brokerage house participated in the privatising processes of the following corporations: Skawina Power Plant, Heating and Power Generation Plant in Tychy, Elgo Gostyń;

· obtaining capital by way of the issues in public and private markets – in 2001, the company carried out three issues of short-term debt securities for the total amount of PLN 2 million and it made five buy and sell-back transactions totalling PLN 14.1 million;

· mergers and acquisitions – in 2001, the company participated in nine transactions of that type for the total amount of PLN 33 million, of which PLN 20.3 million referred to transactions on companies allowed for public trade; it performed also the function of the offerer for the new issue of shares of ING Bank Śląski for the value of PLN 993.75 million, connected with the merger with the ING Warsaw Branch;

· restructuring of companies;

· financial advisory services. 

Own investments

The funds of ING Securities are divided into two separate portfolios: stable and growing ones. Of course, the volume of own investments of the Brokerage House is determined by a number of limits that should ensure appropriate risk control.

Back office services
ING Securities keeps registers of bearer shares and inscribed shares for the shareholders who do not have their security accounts and whose shares are on the issue sponsor’s account in the National Depository of Securities. Moreover, the Brokerage House converts inscribed shares into bearer shares and handles payment of dividends to the shareholders, whose shares are in the sponsor’s register.

The Brokerage House played the role of a sponsor for nine companies as at the end of 2001, including ING Bank Śląski. 

Under the services provided for private companies, ING Securities keeps the registers of shareholders and performs – among others – accepting the collective vouchers to deposit, issuing certificates of deposit, realisation of the purchase/ sale agreements, blocking the shares, etc. As of the end of 2001, the Brokerage House served ten private companies.

Financial results
Gross profit of ING Securities amounted to PLN 4.8 million in 2001, whereas the net profit was PLN 3.2 million.

Śląski Bank Hipoteczny S.A. 

Preparations for starting operational activities
On November 8, 2000 the Banking Supervision gave their consent for establishing a mortgage bank acti9ng under the name of Śląski Bank Hipoteczny S.A. The new bank was filed with the companies’ register on December 20, 2000.

The most important task for the team of Śląski Bank Hipoteczny in 2001. was to obtain the operational licence. 

Śląski Bank Hipoteczny got this licence on September 25, 2001. 

Scope of business
Lending of Śląski Bank Hipoteczny takes the form of extending loans secured with the mortgage and it is concentrated on two areas: financing individuals for satisfying their housing needs and financing business entities.

The Mortgage Bank’s offer includes the PLN loans and loans indexed with the EUR and USD rates. Interest rate on loans is floating and related to (depending on the currency) WIBOR, EURIBOR, or LIBOR. The lending is a long-term lending, which means that: 

· for construction-mortgage loans for individuals the financing period is from 5 to 27 years;

· for commercial loans – up to 15 years;

· for developer’s loans – up to 3 years.

Śląski Bank Hipoteczny fulfils the requirements resulting from the Mortgage Bonds and Mortgage Banks Act referring to the total credit portfolio as well as the part of the portfolio that is filed with the Register of Mortgage Bond Collaterals.

One of the main features of functioning of a mortgage bank is using mortgage bonds as an important source of funding. At present, Śląski Bank Hipoteczny is preparing the basis for the issue of mortgage bonds. The Bank considers also the possibility of purchasing the package of mortgage loans from ING Bank Śląski. Śląski Bank Hipoteczny intends to carry out the private issue of mortgage bonds in the 1st half of 2002.

Commercial activity
Preparing itself for starting the operational activities Śląski Bank Hipoteczny S.A. carried also the following:

· development of distribution channels for mortgage loans. The Bank distributes its products through its own sales force, the branch network of ING Bank Śląski and ING Nationale Nederlanden agents. 

· Training of the branch employees of ING Bank Śląski and external sellers, mostly agents of Nationale Nederlanden;

· Improving the existing credit products and creation of the new ones. In 2001, the Bank prepared Commercial Credit addressed to institutional customers;

· Promotion and marketing of mortgage products.

Financial results
In 2001, Śląski Bank Hipoteczny had the gross result of PLN 1.4 million, and the net result at PLN 1 million.

ING BSK Leasing S.A. 

ING BSK Leasing S.A. was established by ING Bank Śląski in order to offer leasing services to the customers of the Bank and to make a better use of the branch network.

Due to unsatisfactory financial standing of the leaseholders, ING BSK Leasing concentrated its activities on obtaining a healthy portfolio. As the results thereof, in 2001 the company concluded and financed seventy-six leasing agreements for the total amount of PLN 69.8 million. Machines and equipment dominated in the leasing portfolio, constituting 41.3% of the value of agreements, while real estate leasing was 18.5% of that portfolio. 

Two distribution channels are mainly used in the company’s activities: branches and Corporate Banking Centres of ING Bank Śląski and the company's own sale and marketing activities. 

The worsening business situation and large changes of the FX rates have a negative impact on the financial standing of leaseholders and their ability to pay the leasing instalments. The company analyses their portfolios on a current basis and updates the level of provisions in line with the International Accounting Standards, and maintains the closed FX position, in line with the requirements of the parent entity.

Carrying out the restructuring activities in 2001, ING BSK Leasing sold chattels and participation shares and recovered in that way a large part of work-out debts.

The Company achieved a positive net result in 2001, totalling PLN 1 million.

ING Nationale Nederlanden Polska Powszechne Towarzystwo Emerytalne S.A. 

The year 2001 was for ING Nationale Nederlanden Polska PTE the third year of administration of ING Nationale Nederlanden Open Pension Fund. During that year, ING Fund strengthened its position in the pension fund market, which is reflected by the following facts: 

· The value of net assets of the Fund was PLN 4 140 million as at the end of 2001, which was a 21.3% share in the net assets value of open pension funds and which gave the Fund the second position in pension funds ranking based on the volume of assets under management;

· As of the end of 2001, 1,730 thousand members belonged to the Fund. During 2001, ING Nationale Nederlanden Polska OFE won the largest number of members. As the result thereof, the Fund served 16.3% of the total number of all members of the funds as at the end of 2001, the proportion being 16.1% at the end of the previous year. In terms of the number of members the Fund was on the third position in the market;

· The IRR of Otwarty Fundusz Emerytalny ING N-NP for 24 months (i.e. from 31st December 1999 to 31st December 2000) amounted to 24.44% which placed the fund on the second position in the market. In that period of time, the average weighted IRR for all pension funds was 21.46%.

PTE ING Nationale Nederlanden Polska started a lot of initiatives aimed at improving the quality of customer service in 2001. As the result of these actions, a drop of the number of complaints was observed. In 2001, the total of 11.6 thousand complaints were submitted to the Fund, i.e. twice less than a year before.

In 2001, ING Nationale Nederlanden Polska Powszechne Towarzystwo Emerytalne achieved the net result of PLN 48.6 million.

Centrum Banku Śląskiego Sp. z o.o.

The Company termed Centrum Banku Śląskiego Sp. z o.o. was established for realisation of the "Bank Sląski Centre" investment project and for the subsequent management of the constructed buildings.

The Project consists of the building constructed for the needs of the Head Office of ING Bank Śląski and the so-called commercial building (at 50 Chorzowska St.) planned for leasing to external parties. The Head Office of the Bank was opened in October 2000, whereas the commercial building was commissioned in April 2001.

The building at 50 Chorzowska Street was finished at the time of deepening economic recession. The Company initiated numerous actions aimed at obtaining tenants, such as preparation of ready-to-use offices, taking over the costs of room decoration, or intensive marketing efforts addressed to potential tenants.

Centrum Banku Śląskiego concluded twenty-six lease contracts in 2001, for leasing the office space at 50 Chorzowska Street, for the total area of 2,011 square meters. 

IX. Directions of the bank development in the year 2002

The “Mid-term Plan of ING Bank Śląski S.A. for the years 2002-2004” provides for continuation of the current strategy to be the best bank providing comprehensive integrated financial services.

In the year 2001 ING Bank Śląski S.A. will carry on the market expansion. The Bank plans to achieve a higher rate of growth than the average in the banking sector. It will facilitate the strengthening of the Bank’s position in the Polish banking sector. 

The market expansion of ING Bank Śląski S.A. will be supported by such advantages as a comprehensive product offer, a large customer base, well-developed electronic distribution channels as well as a centralised and efficient on-line system. 

Recently, ING Bank Śląski S.A. has substantially enhanced its products and services. At present the Bank’s offer is one of the most comprehensive ones in the Polish market. The Bank will closely follow the customers’ preferences and adjust its products and service offer to the market challenges. 

The offer will be an important asset in the Bank’s activities aiming at the establishment of close and long-lasting relationship with customers representing various market segments. The intensification of sales of products of other ING Group member companies, in particular insurance products companies, will also add new values for the Bank’s customers. The Bank will focus on preparing a special offer to satisfy sophisticated needs of up-scale customers.  

The Bank has well-developed, easily accessible and integrated electronic distribution channels, providing the customers with access to basic accounts. In 2002 the Bank will put emphasis on proper promotion of advantages related to electronic distribution channels and their beneficial contribution to the customer’s convenience. The promotion should result in properly utilised potential of the Bank’s electronic distribution channels as well as in reduced costs of banking transactions. 

In 2002 we will simultaneously observe an improved operational efficiency and service quality as a result of completed implementation of important IT projects, i.e. finalising the upgrade of ICBS and the integration of IT systems due to an incorporation of the ING Warsaw Branch in the Bank’s structures. Upgrade of the basic banking system will improve the stability and capacity of the Bank’s IT systems as well as the quality of customer relation management. Integration of IT systems and replacement of two IT systems presently in operation with one – apart from an advantageous impact on the Bank’s efficiency – will also contribute to cost reduction.   

The year 2002 will be a break-through in the quality of credit portfolio of ING Bank Śląski S.A. In 2001 the Bank performed a major restructure of the credit risk management system and streamlined the portfolio, simultaneously establishing the provisions for non-performing credit receivables, pursuant to the Polish supervision standards and strict requirements binding in the ING Group. Streamlining of the Bank’s credit portfolio, further improvement of the credit risk management system basing on the ABC methodology, accompanied by the concentration of lending on projects characterised by low risk, will result in 2002 in an improved quality of the Bank’s credit portfolio. 

The Bank is going to improve the cost management system and continue works over the transfer pricing and ABC methodology. This will allow for a proper assessment of individual areas of the Bank’s operation. 

Implementation of the Bank’s plans regarding market expansion, improved quality of credit decisions and stringent cost control will ensure the realisation of tasks set for 2002 as regards the financial result, enhancing simultaneously the operational efficiency of ING Bank Śląski S.A. 

� EMBED Excel.Sheet.8  ���











� Market shares were calculated for the following categories of corporate entities: State enterprises and companies, private enterprises and companies, co-operatives as well as individual businesses.





� The small business segment covers individual customers running their own private business, representatives of free professions and partners of civil partnerships running business on the basis of simplified accounting forms such as the tax card, lump-sum tax on registered revenue and the tax book of revenue and expenses (not covered by the Accounting Act, i.e. earning yearly proceeds from sales up to EUR 800,000).





� The figures include loans granted to individual customers without suspended payments and interest after and before the due date. Credit receivables from small business are included in the credit portfolio of corporate customers.





� The figures include deposits of individual customers without suspended payments and interest. Deposits of small business customers are included in the corporate portfolio.








� The figures include loans granted to corporate entities, budgetary sector and financial sector, inclusive of discount loans and the subordinated loan. The value does not cover granted inter-banking deposits, suspended payments and accrued and matured interest.





� The figures include the deposits of corporate entities, budgetary sector and financial sector, exclusive of the suspended payments and interests. 


�	The following balance-sheets were included in the process of consolidation: ING Securities S.A. – PLN 163.7 million, ING BSK Leasing  S.A. – PLN 421.7 million and Śląski Bank Hipoteczny - PLN 53.6 million). Elimination and consolidation adjustment was made amounting to PLN 517.9 million. Due to the consolidation of ING Nationale Nederlanden Polska PTE S.A. with the new method of ownership rights, an adjustment was made of PLN 12.6 million.  


� Internal deposit swaps were added to the net interest income.


  Average assets are calculated based on data as at: 31.12.2000, 30.06.2001. and 31.12.2001.
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