65
1
ING Bank Śląski Spółka Akcyjna 


TRANSLATION OF DOCUMENT ISSUED ORIGINALLY IN POLISH


ADDITIONAL NOTES

TO THE FINANCIAL STATEMENTS 

AS AT 31 December 2002
1. Information on concentration of exposure against entities, capital groups, market and geography sectors, together with credit risk assessment.

The Banking Law, which became effective on 1 January 1998 (with later amendments art. 71 par.1 and 2), defines maximum exposure limits for bank. The total on-balance sheet and off-balance sheet exposure to entities (as capital groups) that are related to the Bank cannot exceed 20% of the Bank’s equity, which amounts to PLN 473,159 thousand and 25% of equity, in case of non related parties, which amounts to PLN 591,448 thousand.

In addition, the total bank’s balance sheet and off-balance sheet exposure, which exceeds 10% of the Bank’s equity in total, in relation to parent companies or subsidiaries or subsidiaries of the Bank’s parent company cannot exceed 800% of the equity.

As at 31 December 2002, no concentration limits were exceeded in the Bank.

Largest exposures as at 31 December 2002:

in PLN thousand

Client
On-balance sheet exposures
Off-balance sheet exposures
Total

1 (Group)
214,667
186,196
400,863

2 (Group)
151,123
230,546
281,669

3 (Group)
221,061
159,652
380,713

4 (Client)
257,991
101,002
358,993

5 (Client)
322,654
0
322,654

6 (Client)
0
306,220
306,220

7 (Client)
223,766
77,749
301,515

8 (Client)
300,000
0
300,000

9 (Group)
63,011
232,716
295,727

10 (Group)
5,648
287,352
293,000

RAZEM
1,759,921
1,581,433
3,341,354

According to the Banking Law the total equity investments of ING Bank Śląski S.A. (including shares and participation in trust funds) cannot exceed 15% of equity, (i.e. PLN 354,869 per investment and 60% in case of significant share packages i.e. amount PLN 1,419,476 thousand). 

Concentration of exposures to industry sectors (exposure equal or exceeding PLN 500 thousand)*:


Total commitment 
Structure


Sector of the economy
i in PLN ‘000
%



31.12.2001
31.12.2002
31.12.2001
31.12.2002

Agriculture, forestry and fishing 
155,024
247,598
1.32
1.31

Coal mining
130,389
136,789
1.10
0.72

Other mining
89,708
57,055
0.75
0.30

Foodstuff and beverages 
1,069,169
1,976,640
9.03
10.45

Tobacco 
-
218,002
-
1.15

Textiles 
39,224
49,210
0.33
0.26

Clothing and leather
85,841
116,210
0.72
0.61

Paper and cellulose
164,993
281,287
1.39
1.49

Publishing
77,367
169,550
0.65
0.90

Fuel industry
231,533
251,672
1.96
1.33

Chemicals
390,945
561,332
3.30
2.97

Rubber industry
113,297
206,174
0.96
1.09

Non-ferrous metals
195,607
400,136
1.65
2.11

Production of metals
663,129
490,828
5.60
2.59

Metal finished goods
202,192
338,719
1.71
1.79

Machinery
166,256
436,759
1.40
2.31

Electronics
206,002
670,771
1.74
3.55

Precision equipments
37,062
55,170
0.31
0.29

Motor vehicles and trailers 
535,241
718,769
4.52
3.80

Furniture
98,481
122,677
0.83
0.65

Recycled goods
17,075
15,664
0.14
0.08

Energy
926,049
914,435
7.82
4.83

Water supply
41,140
61,165
0.35
0.32

Construction
400,942
687,845
3.39
3.64

Vehicle trading, repairs and maintenance
362,775
475,610
3.06
2.51

Trade
2,047,702
3,541,980
17.29
18.72

Hotels and restaurants
51,830
86,478
0.44
0.46

Transport
693,878
651,963
5.85
3.45

Mail and telecommunication
379,573
469,833
3.21
2.48

Financial, insurance and pension funds intermediary services
992,778
2,276,282
8.39
12.03

Administration and rental of equipment 
729,969
1,147,410
6.16
6.06

Information Technologies
-
39,324
-
0.21

Research and development
5,316
14,698
0.04
0.08

Other business activities
199,408
247,071
1.68
1.31

Administration and defence
235,313
394,689
1.99             
2.09

Education
35,200
50,531
0.30
0.27

Health and social care
13,354
46,671
0.11
0.25

Other social and municipal services
16,276
16,803
0.14
0.09

Entertainment and sport services
22,743
113,619
0.19
0.60

Other 
18,030
161,553
0.16
0.85

Total 
11,840,809
18,918,970
100.00
100.00

* As at 31 December 2002 the exposure is calculated after taking into account the balance sheet equivalent of off-balance sheet transactions.
Exposure to geographic regions (receivables from customers and budget sector – gross loans with receivables from debt securities available for rediscounting with central bank)
in PLN thousand

Province
31.12.2001
31.12.2002

Dolnośląskie
355,014
389,490

Kujawsko-pomorskie
70,780
77,772

Lubelskie
27,366
35,174

Lubuskie
65,177
57,513

Łódzkie
314,735
305,480

Małopolskie
780,859
483,008

Mazowieckie
3,808,582
3,355,554

Opolskie
468,413
465,717

Podkarpackie
64,066
67,494

Podlaskie
35,871
51,191

Pomorskie
471,260
295,464

Silesia *
7,329,033
7,705,386

Świętokrzyskie
375,542
277,954

Warmińsko-mazurskie
45,797
29,916

Wielkopolskie
711,604
800,947

Zachodnio-pomorskie
256,977
180,104

Total
15,181,076
14,578,164

*
In the Silesian province PLN 7,705,386 thousand includes loans centrally evidenced in the Bank’s headquarters amounting to PLN 3,024,014 thousand, and restructured loans also evidenced centrally amounting to PLN 1,012,213 thousand. 

A credit risk assessment of each exposure is undertaken in order to classify the exposure into a specific risk category and provisions are created accordingly. 

According to the Bank’s loan granting procedures, the Bank accepts collateral against loan losses, established in client accounts and collateral on client’s possessions.

For the purpose of estimating specific provisions against irregular loans, only collateral offset that is specified in Regulation dated 10 December 2001 of the Minister of Finance regarding the principles of creating provisions for risk inherited in banking activity is taken into account. As at 31 December 2002, such collateral offset amounted to PLN 2,944,597 thousand compared to PLN 2,486,877 thousand as at 31 December 2001.
As at 31 December 2002, the Bank has issued 45,822  rights of execution for the  total amount of PLN 677,954 thousand.
2. Deposit Structure

Deposit structure (term and current accounts) – excluding interest and unsettled liabilities are as follows:

in PLN thousand

Deposits
Financial sector
Non financial Business entities
Individuals
Budget sector
Total

PLN
1,724,058
5,546,593
10,076,264
1,286,117
18,633,032

    term
1,210,782
2,816,678
8,773,334
637,787
13,438,581

    current
513,276
2,729,915
1,302,930
648,330
5,194,451

FC 
731,240
1,018,765
1,929,383
6,726
3,686,114

    term
519,239
312,268
1,511,922
31
2,343,460

    current
212,001
706,497
417,461
6,695
1,342,654

Total
2,455,298
6,565,358
12,005,647
1,292,843
22,319,146

Deposit structure by geographical region:

in PLN thousand

Voivodiship
31.12.2001
31.12.2002

Dolnośląskie
538,352
669,982

Kujawsko-pomorskie
91,460
125,481

Lubelskie
29,844
57,658

Lubuskie
57,796
69,717

Łódzkie
394,500
581,628

Małopolskie
1,003,190
1,140,220

Mazowieckie
3,607,379
4,464,607

Opolskie
854,529
877,077

Podkarpackie
133,507
139,139

Podlaskie
113,105
104,091

Pomorskie
198,524
241,238

Śląskie 
9,584,589
9,875,167

Świętokrzyskie
640,463
758,353

Warmińsko-mazurskie
30,129
45,588

Wielkopolskie
481,695
667,251

Zachodnio-pomorskie
142,193
207,512

Total
17,901,255
20,024,709

3. 
Changes in subsidies to foreign branches

The Bank does not have any foreign branches.

4. 
Financial instruments

Financial instruments characteristics

Trading portfolio

The portfolio consists of:

· derivative instruments as described in the next section,

· debt securities: bonds, treasury bills, certificates of deposits and commercial investment-term bills of exchange.

with a total balance sheet value as at 31 December 2002 of PLN 208,608 thousand of derivatives and PLN 1,228,229 thousand of debt securities, respectively. 
Assets available for sale

The portfolio consisting of:

· debt securities: bonds and treasury bills,

· shares.
As at 31 December 2002 the portfolio of assets available for sale amounted to PLN 857,390 thousand of debt securities and PLN 9,335 thousand of shares respectively.

Financial assets held to maturity

The portfolio consists of:

· debt securities: bonds

As at 31 December 2002 the total portfolio of assets held to maturity amounted to PLN 334,293 thousand.

Loans originated and receivables –financial sector

The portfolio consists of:

· funds held in nostro accounts and exceeded balances in loro accounts,

· inter-bank deposits,

· loans granted, including current account loans,

· purchased receivables,

· receivables in transit, including interest

As at 31 December 2002 the total value of the portfolio amounted to PLN 8,260,276 thousand. Classification of the above receivables in terms of their maturity remaining and original, currency structure, is presented in Note 2 of the explanatory notes to the financial statements.

Loans originated and receivables – non-financial sector

The portfolio consists of:

· loans granted, including current account loans,

· purchased receivables,

· realised guarantees,

· receivables in transit, including interest

As at 31 December 2002 the total value of the portfolio amounted to PLN 12,319,720 thousand. Classification of the above receivables in terms of their maturity remaining and original, currency structure, is presented in Note 3 of the explanatory notes to the financial statements.

Loans originated granted and receivables – budget sector
The portfolio consists of:

· loans granted, including current account loans,

· purchased receivables

· receivables in transit, including interest

As at 31 December the total value of the portfolio amounted to PLN 594,536. Classification of the above receivables in terms of their maturity remaining and original, currency structure, is presented in Note 4 of the explanatory notes to the financial statements.

Financial liabilities – trading

The portfolio consists of:

· derivative instruments as described in the next section amounting, as at 31 December 2002, to PLN 81,696 thousand. 

Other financial liabilities – financial sector

The portfolio consists of:

· money held at loro accounts and the exceeded balances at nostro accounts,

· interbank deposits,

· loans received,

· funds held at current accounts,

· term deposits,

· other liabilities, including interest

As at 31 December 2002 the total value of the portfolio amounted to PLN 2,722,601 thousand. Classification of the above receivables in terms of their maturity remaining and original, currency structure, is presented in Note 20 of the explanatory notes to the financial statements.

Other financial liabilities – non-financial sector

The portfolio consists of:

· amounts held at current accounts,

· term deposits,

· other liabilities, including interest

As at 31 December 2002 the total value of the portfolio amounted to PLN 18,726,942 thousand. Classification of the above receivables in terms of their maturity remaining and original, currency structure, is presented in Note 21 of the explanatory notes to the financial statements.

Other financial liabilities – budget sector
The portfolio consists of:

· money held at current accounts,

· term deposits,

· other liabilities, including interest

As at 31 December 2002 the total value of the portfolio amounted to PLN 1,297,767 thousand. Classification of the above receivables in terms of their maturity remaining and original, currency structure, is presented in Note 22 of the explanatory notes to the financial statements.

Derivative instruments characteristics




INSTRUMENT


FX spot
FX forward
Currency Options
IRS
FRA
Embedded derivatives

Description of the instrument
Foreign currency spot transactions are agreements to exchange specific amounts of currency at specified spot exchange rate with settlement usually occurring within two days from the trading date. 

The FX spot leg of foreign exchange swaps is included as foreign exchange spots.


Foreign exchange forward transactions are agreements to exchange specific amounts of currency at specified exchange rate at a forward fixed date where the settlement occurs later than the spot date. The FX forward leg of foreign exchange swaps in included as foreign exchange forward. Bank offers delivery or non-delivery forward transactions. At the settlements date of non-delivery contracts the bank pays/receives the difference between the actual spot exchange rate and the exchange rate specified in the agreement calculated based on the nominal value of the transaction.
FX option transactions give the right, but not the obligation to buy or sell foreign currencies at a fixed exchange rate and at specified date (European option) or in a specified period (American option). 

The holder pays a premium, which do not change, regardless of whether the option was executed or not. 
Interest rate swap transactions are agreements, in which one party agrees to exchange periodically fixed interest rate payments that are calculated based on an agreed nominal amount. There are two main types of swap transactions: one is the interest rate swap (IRS), of which the nominal value of both parties of the transaction are denominated in the same currency, and the second is the Currency Interest Rate Swap (CIRS), where every party of the transaction is denominated in a different currency.  


Forward rate agreements are used to hedge the buyer or seller against a negative change of interest rates in the future. FRA contracts are settled on the value date. The settlement amount is based on the actual market reference rate existing at the value of the contract. The transfer of the nominal amount does not occur either on value date, or on maturity.
FX forwards embedded into rent contracts, in which foreign currency payments are detached from base contract and disclosed separately.

Accounting principles- valuation 
Mark to market.
Discounted cash flows
Market prices (Garman – Kohlhagen model).
Unsettled IRS and CIRS contracts are marked to market based on discounted future cash flows (NPV).
Unsettled FRA contracts are marked to market based on discounted future cash flows (NPV).
Discounted cash flows

Purchase purpose 
trading
trading 
trading
trading
trading 
trading

Number of transactions
1365
724
170
518
250
43

Nominal value (PLN’000) 
5,824,622
21,152,841
2,653,540
23,671,782
30,083,608


Fair value (PLN’000)
133.76
136,582.27
-9,719.73
-8,840.69
-6,159.73
14,912.79

Future revenues/  payments
floating 
floating
floating
floating
floating
floating

Maturity
02.01.2003 – 03.01.2003
01.07.2002 – 03.01.2007
02.01.2003- 31.12.2003
08.01.2003 – 22.12.2014
02.01.2003 – 23.12.2003
17.12.2003 – 31.12.2012

Possibility of earlier settlement
no
no
no
 no
 no
No

Price/ Range of prices 
For transactions in:

CHF: 2.7601

GBP: 6.1880

EUR: 3.9985 – 4.0244

SEK: 0.4386

USD: 3.8305 – 4.8461
FORWARD transactions

CHF: 2.708 – 2.8546 

CZK: 0.14 - 0.1316

EUR: 3.7187 – 4.49 

GBP: 6.0925– 6.6853

NOK: 0.5538 

USD: 4.0072 – 6.1814 

 
Options EUR / PLN

Purchased call options

0.36 – 10.20 %

Purchased put options

0.345 – 18.30 %

Sold call options

0.155 – 21.42 %

Sold put options

0.35 – 19.9 %

Options USD / PLN

Purchased call options

0.3025 – 47.40 %

Purchased put options

0.1 – 12.00 %

Sold call options

0.085 – 10.66 %

Sold put options

0.19 – 14.50 %
For transactions in  

· PLN 17.539 % max

JPY 0.0587 % min
For transactions in 

· PLN 5.15 – 13.00 % 

· USD 1.375 – 3.51 %
For transactions in 

· USD 3.908 – 7.61900 % 

· EUR 3.545 –  8.393 %

Possibility of exchange for other assets or liabilities 
no
no
no
no
no
no

Fixed interest rate/revenue amounts and payment terms  
floating 
floating 
floating 
floating 
floating 
floating

Additional collateral
no
no
no
no
no
no

Other conditions
no
no
no
no
no
no

Risk type
currency risk, operating risk
currency risk, operating risk 
currency risk, operating risk 
interest rate risk, operating risk
interest rate risk, operating risk
currency risk, operating risk 

Sum of liabilities  – amount of instruments sold in nominal value (PLN’000)
6,485,539
20,975,072
1,395,948
23,666,656
15,464,208


Methods used and assumptions made for establishing fair value of assets and financial liabilities

Fair value is the amount for which the assets could be exchanged or liabilities settled on market conditions between interested, non-related and fully informed parties.

 Fair value is established as follows:

1. Valuation of the financial instruments established on a liquid regulated market with public trading of the financial instruments and price information are publicly available.

2. Using appropriate valuation model for financial instruments and data put into this model are based on liquid regulated market. 

3. Estimation of the value of the financial instruments using estimation methods that are generally accepted as correct.

The following categories of financial assets and liabilities are valued at fair value:

Assets and financial liabilities – trading portfolio

Financial instruments FRA, IRS, FX swap, FX forward are valued by using appropriate valuation models (discounted cash flows). Yield curves are based on actual WIBOR rates (and LIBOR etc. for currencies) and market rates for IRS contracts. Market data are verified every day by the Risk Department. 

Currency option contracts are valued using Garman-Kohlahagen model.

Financial assets – trading and available for sale portfolio (debt securities)

Debt securities are valued marked to market, the only exception are bonds, which the Bank has previously purchased in order to exchange them for a decrease in the level of obligatory reserve – these bonds are valued by using valuation model based on discounted cash flows. 

Valuation of shares at fair value is based on the entities’ net assets value.

Accounting principles for recording the financial instruments purchased on regulated market

Financial instruments are booked at the transaction date. After transaction date, financial instruments are disclosed as off-balance sheet items and its valuation effects are recognisedin the profit and loss account.
Interest rate risk 

In order to monitor and manage the market risk of the trading portfolio the Bank estimates VAR limits for particular type of risks: currency risk and interest rate risk. The utilisation of VAR limits is monitored on a daily basis. Average rates for risk measurement for interest rate and currency risks for each month of year 2002 are presented below:

PLN thousand

Date
VAR for interest rate risk
VAR for currency risk


monthly average
monthly average

January
1,936
1,339

February
1,628
1,438

March
1,616
1,442

April
1,954
929

May
2,970
1,359

June 
2,698
1,540

July
2,369
983

August
2,170
1,015

September
2,384
848

October
1,632
848

November
1,258
900

December
987
790

For the interest rate risk average VAR values ranged from PLN 980 to PLN 2,970 thousand and average VAR for currency risk ranged from PLN 790 thousand to PLN 1,540 thousand. 

Credit risk 

In accordance to Resolution No 5/2001 of the Banking Supervisory Commission dated 12 December 2001 (NBP Official Journal No. 22, item 43) banks, for which the trading activity represents a significant proportion, should calculate the capital requirements in respect to the credit risk, for the banking portfolio.

The banking portfolio of assets, where credit risk is calculated, is presented in the table below:

PLN thousand

Financial instrument
Group 
Balance sheet value 
Risk weighted value 

 Loans originated and receivables 
Financial institutions
8,260,276
2,275,390


Non financial institutions
12,278,523
10,370,599


Budgetary units
594,536
60,383

Financial assets held to maturity
Debt securities
334,293
0

Financial assets trading
Debt securities
20,523
0


Derivatives
14,913
14,913

Financial assets available for sale 
Debt securities
857,390
67,640


Shares
9,335
9,015

Financial assets available for sale or trading are valued at amortised cost, if there is no possibility to value them at reliable fair value. 

There were no such transactions during the period from 1 January 2002 to 31 December 2002. 

Assets and liabilities that are not valued at fair value

The Bank values at fair value all financial assets and liabilities, for which accounting regulations  require such valuation (financial assets and liabilities trading and available for sale portfolio). 

Except for the above-mentioned in the period from 1 January 2002 to 31 December 2002 there were no assets or liabilities, which were not valued at fair value. 

Financial assets transferred into securities or buy-back agreements

There were no such transactions during period from 1 January 2002 to 31 December 2002. 

Effects of valuation of assets available for sale at fair value 

As at 31 December 2002 the following valuation of the financial assets available for sale portfolio are included in the revaluation capital:

in PLN thousand

Item
Positive valuation
Negative valuation
Result

Shares




Other securities




Debt securities
3,549
517
3,032

Total
3,549
517
3,032

Income and expenses on financial assets available for sale, which were sold, liquidated or redeemed during the year. 
There were the following withdrawals (sale, liquidation, redemption) from the financial assets portfolio available for sale during the period from 1 January 2002 to 31 December 2002:

Shares and interests

1 ING Bank Śląski signed an agreement dated 3 January 2002 to sell all the Bank’s shares in Finplus Sp. z o.o.. As a result the Bank released the provision previously established for the shares amounting to PLN 7,326 thousand, which covered the loss on the sale of these shares.

2 On 31 December 2002 the Bank made contribution-in-kind, in the form of shares of entities in which the Bank had had capital relations, to its subordinated entity- ING Securities S.A. amounting to PLN 4,229 thousand. As a result of this transaction the Bank released the provision previously established amounting to PLN 10,512 thousand and released the previously made valuation of these shares amounting to PLN 2,784 thousand, which covered the loss on this transaction.

3 In 2002 the Bank sold the shares in two entities amounting, per acquisition price, to PLN 2,659 thousand. As a result of this transaction the Bank released the previously established provisions for these assets amounting to PLN 2,650 thousand, which partially covered the loss of PLN 130 thousand on sale in respect of the first transaction and yielded PLN 400 thousand profit in respect of the second transaction.

Other securities 

During the year 2002 the Bank sold the financial assets available for sale in the form of participations in investment funds amounting, per acquisition price, to PLN 16,028 thousand. This transaction influenced the net result by PLN 4,736 thousand.  

Debt securities

During the year 2002 the Bank sold the financial assets available for sale in the form of debt securities amounting, per nominal value, to PLN 1,129,760 thousand. This transaction influenced the net result by PLN 9,988 thousand (PLN 10,568 thousand of income and PLN 580 thousand of expenses).  

Furthermore, there was a redemption of securities amounting, per nominal value, to PLN 90,740 thousand. As a result the Bank released the previously made valuation, which has influenced the net result by minus PLN 2,277 thousand (PLN 2 thousand income and 2,279 expenses).

Sale of financial assets at a fair value, which could not be reliably established

There were no such transactions during the period from 1 January 2002 to 31 December 2002.

Reclassification of financial assets valued at their fair value to assets valued at their adjusted purchase price.

There were no such transactions during the period from 1 January 2002 to 31 December 2002.

Specification of financial assets revaluation / impairment

in PLN thousand

Financial instruments
Group
Impairments /Provision creation  
Releases of provision/impairments 

Loans originated and receivables 
Financial institutions
-
16,789


Non financial institutions
2,282,084
1,901,868


Budget sector
10,083
-

Financial assets available for sale
Shares and interests
1,505
20,622

Total
2,293,672
1,939,279

Interest income from debt financial instruments, loans granted or receivables calculated using interest rates resulting from contracts signed, in respect of asset category and  maturity.

in PLN thousand

Category
Group
Interest matured 
Interest up to 3 months maturity 
Interest maturity from 3 to 12 months
Interest maturity over 12 months
TOTAL

Loans originated and receivables
Financial institutions
695,722
54,543
2,290
1,647
754,202


Non financial institutions
1,276,767
31,857
2,023
2,799
1,313,446


Budget sector
28,901
3,361
0
0
32,262

Financial assets- trading
Debt securities
52,817
41,501


94,318

Financial assets- held to maturity
Debt securities
4,288

1,891

6,179

Financial assets- available for sale
Debt securities
45,793
43,501
2,888
1,560
93,742

Total

2,104,288
174,763
9,092
6,006
2,294,149

Unrealised interest on originated loans and receivables for which specific provisions were created

Unrealised interest on receivables for which specific provisions were created amounted to PLN 475,403 thousand as at 31 December 2002.

Interest expense on financial liabilities calculated using interest rates according to contracts signed in respect of  liability category and maturity. 

in PLN thousand

Category
Group 
Interest matured 
Interest up to 3 months maturity 
Interest maturity from 3 to 12 months
Interest maturity over 12 months
TOTAL

Financial liabilities- other 
Financial institutions
261,239
5,964
415
1,937
269,555


Non financial institutions
864,610
43,322
21,518
591
930,041


Budget sector
87,660
2,411
104
9
90,184

Total

1,213,509
51,697
50,037
2,537
1,289,780

Nominal value of the basic instruments subject matter of derivatives instruments contracts

Nominal value of currency transactions:

in PLN thousand



Forex spot
Forex forward
Currency options

Purchase
Sale
Purchase
Sale
Purchase
Sale

5,707,881
5,705,287
21,152,841
20,975,072
1,257,592
1,395,948

Nominal value of interest rate transactions:

in PLN thousand

IRS
CIRS
FRA

Purchase
Sale
Purchase
Sale
Purchase
Sale

23,396,560
23,396,600
275,182
270,096
14,619,400
15,464,208

Risk management

Market risk 

The main purpose of effective market risk management in ING Bank Śląski S.A. is profit maximisation and simultaneously decreasing and elimination of potential losses that may arise from unfavourable market changes. This includes continuous monitoring of the Bank’s currency and interest rates positions. Monitoring includes control of the Bank’s positions within limits accepted for particular areas considering changes of market parameters and correlations between them. Risk management principles are consistently applied in all ING Bank units and comply with Basel Committee regulations in this area. 

Assets and Liabilities Committee (ALCO) is responsible for the Bank’s market risk management, which make decisions in cooperation with the Management Board. The implementation of ALCO’s decisions is delegated to Treasury and Trading Operations on Financial Markets Department. The Department is responsible for realisation of the main purpose of the market risk management i.e. profit maximisation within established limits structure, that limit risk taken to level accepted by ALCO Committee and Management Boar. Current monitoring and reporting of the results of the Treasury and Trading Operations on Financial Markets Department and market risk management, which includes currency and interest rate risks management, is the responsibility of Credit and Financial Risk Management Department.

For market risk measurement ING Bank Śląski SA uses VaR (Value-at-Risk) methodology, which measures the potential loss being a result of currency position and potential changes in prices and market rates (and volatility options) and correlations between those parameters. Methods used for risk measurement (VaR) varies depends on the kind of activity and complexity of offered products (currency transactions FX spot, FX forward, and FX SWAP, currency options and interest rate transactions). Risk measurement and limits settings are made in three areas: FX spot, currency options and all interest rate instruments. All interest rate positions being a result of term currency transactions made as FX forward and FX SWAP after discounting to spot value date are transferred by internal transactions into Money Market portfolio. Bank also monitors other limits i.e. limits of securities portfolio held by the Bank. Under continuous monitoring there are volatility parameters for example volatility parameters for currency options (Greeks) or BVP (Basic Point Value) showing volatility of the interest rate position for market interest rates changes.

An additional market risk limit is strictly defined list of products offered by Bank. Depending on the kind of risk measured by VaR the Bank can have in the trading portfolio only those products, which were formally approved by the Bank. 

The above description of risk management relates mainly to the Bank’s trading portfolio. For the banking portfolio the objective of risk management is to reduce the market risk. This aim is fulfilled by system of internal financing and by Transfer Pricing System. The latter, using internal transactions, enables shift of market risk resulting from transactions concluded by business lines (Corporate, Retail) to the ALCO portfolio. Unmatched positions in ALCO portfolio are closed with Treasury using internal transactions. Correctness of internal financing and Transfer Pricing systems is monitored by monthly VaR calculation for banking positions, which is presented at ALCO Committees.
Liquidity risk

The purpose of liquidity risk management is to ensure payments are made within the set time limits. Liquidity risk management and monitoring in ING Bank Śląski includes measurement of the liquidity risk, monitoring the risk and liquidity ratios and reporting the liquidity risk to Assets and Liabilities Committee, the Bank monitors current, short-term and long-term liquidity separately. 

Liquidity risk monitoring includes standards liquidity measurements defined as:

· measurement of  mismatching payment terms of assets and liabilities up to 3 months. Using balance sheet structure divided by liquidity level and liabilities by the level of floating Bank defines net liquid assets up to 3 months ratio,

· calculation of net liquid assets up to 3 months ratio, which shows coverage of floating Bank’s liabilities by liquid assets;

· calculation of W1 ratio defined by as coverage of  floating deposit base by assets with maturity up to 1 month,

· the Bank currently analyses the deposit base using statistical methods.

Liquidity risk measurement ratios are analysed on a daily and monthly basis. There is estimated maximum limit for each liquidity ratio, which is continuously monitored. Standard liquidity ratios as at end of June were as follows: 3-month liquidity –76%, 3-month net liquid assets –135%, W1 ration- 252%. Deposits base was stable at 97% level. 

Credit risk 

Credit risk management, optimising the accepted risk level and costs of undertaking the risk, is realised through creation and actualisation of existing credit policy and procedures, improving tools for the credit risk measurement and monitoring and building relevant organisational structures for the lending activity and decision making process for each type of credit decisions.  

Policy and procedures

The Credit Committee is responsible for approval of general credit policy, specific policies (concerning sectors, types of exposures) procedures and credit proceeds is the main activity of the Credit Policy Committee (Komitetu Polityki Kredytowej), acting by the Bank’s Management.

Structure of credit and decision processes

In order to minimise the credit risk, the Bank is developing a structure for the credit risk management at a Regional Branch level. The Bank is working on the development of a new model, which will regulate operations of the risk units in regions – the implementation of this model across the whole network of branches is planned to take place in 2003. The primary objective of the reorganisation is to: increase productivity of commercial offices and in the meantime decrease the bad loans level in the portfolio. This objective is to be reached through a clear distinction of commercial and loan administration functions and the risk management function.

Loan decision, are generally made by the Credit Committees at different level, for which the authority is differentiated in respect to the risk classification, size and the loan period, type of the engagement, and additionally for the Credit Committees existing in the network – the rank of importance of a branch and experience and skills of its members. For certain types of engagements (low engagement, standardised products, decision process supported by the scoring assessment) the decisions are made by the two-person teams, up to the certain amounts, specified in internal regulations.

Operating risk

Operating risk is related to the direct or indirect loss resulted from improper internal processes, people or systems as well as from external factors including:

1.
internal and external criminal actions, for example deliberate mistakes in reporting, robbery, theft, unauthorised transactions, brake into the computer system,

2.
employment and workplaces safety rules, for example violation of health and safety-at-work legislation, discrimination, protests,

3.
violation of law related to clients, products and business for example disclosure of confidential data, money laundering, sale of unauthorised products,

4.
destruction of property, for example terrorism, vandalism, fire or flood,

5.
interruption in continuity of banking activities and improper operation of computer systems, for example equipment failure or telecommunication problems,

6.
problems with completion, delivery and management for example mistakes in typing, incomplete documentation, problems with suppliers.

Risk management consists of risk identification, measuring and monitoring as well as taking actions in order to reduce it. 

ING Bank Śląski implements operating risk management principles in compliance with standards developed in ING Group based on Basel Committee guidelines. Process of implementation started in the middle of 2002 with the introduction of operation risk reporting system in all entities of the Bank. 

Controlling Committee (Komitet Sterujący ds. Bezpieczeństwa) is responsible for coordination of operating risk management processes in ING Bank Śląski. Direct activities are performed by the operating risk management team in the Risk Department. 

Applicable hedge accounting principles 

The Bank does not apply any hedge accounting. In the period from 1 January 2002 to 31 December 2002 these transactions did not occur.

Hedging of planned transactions or probable future commitments

The Bank does not apply any hedge accounting. In the period from 1 January 2002 to 31 December 2002 these transactions did not occur.

Recognition of gains or losses resulting from valuation of hedging instruments into equity

The Bank does not apply any hedging accounting. In the period from 1 January 2002 to 31 December 2002 these transactions did not occur.

5. Information on subscription option or sale of ordinary shares agreements

In the period from 1 January 2002 to 31 December 2002 no such transactions occurred.

6. Information on assets used as a collateral offset for own or third party commitments as well as on the value of commitments being collateralised with those assets

On 18 June 2002 the Bank has obtained from the Banking Guarantee Fund a loan amounting to PLN 30 million for the acquisition of Wielkopolski Bank Rolniczy S.A. The loan was granted for a period of 5 years.

NBP Bonds with maturity on 21 March 2004 and the nominal value of PLN 34,743 thousand are used to collateral this loan.

ING Bank Śląski S.A. placed a deposit of PLN 32,256 thousand in other bank, which is used as collateral offset for loans granted by this bank to a subsidiary of ING Bank Śląski S.A.
7. Buy-sell-back transactions 


Buy-sell back transaction consists of:

· buy transaction with earlier value date – transaction is evidenced in securities portfolio; the whole portfolio is subject to discount amortisation and are marked to market;

· sell transaction with later value date – sale transaction is evidenced from transaction date to value date in off-balance sheet; valuation in off-balance sheet is done at the end of each month.

The Bank realises the result of the transaction at the date of the sale transaction.

8. Information on financial commitments granted, including irrevocable commitments 

As at 31 December 2002 the Bank held financial commitments granted amounting to PLN 8,256,319 thousand, composing mainly of active credit lines, undrawn overdrafts and open or confirmed letters of credits. As at 31 December 2001 these commitments amounted to PLN 7,535,232.

As at 31 December 2002 there was the provision created for contingent commitments carrying  risk of default amounting to PLN 2,545 thousand. As at 31 December 2001 this provision amounted to PLN 7,887 thousand.

The Bank has granted financial contingent commitments in favour of its subsidiaries and associated entities, which are presented in Note 16.

9. Information on off-balance sheet items and specification of underwriting guarantees granted to issuers

Guarantees granted are as follows:

in PLN thousand

Sector
31.12.2001
31.12.2002

Financial sector
13,199
95,064

Non-financial sector
1,238,531
1,261,551

Budget sector
49,355
33,945

Total
1,301,085
1,390,560

As at 31 December 2002 the provisions for contingent guarantees carrying risk of default amounting to PLN 64,944 thousand were created. As at 31 December 2001 these provisions amounted to PLN 29,503 thousand.

The Bank has granted contingent guarantees in favour of its subsidiaries and associated entities, which are presented in Note 16.

Information on contingent commitments received

As at 31 December 2002 the Bank received contingent commitments in form of guarantees amounting to PLN 8,264,741 thousand and in the form of financing amounting to PLN 74,093 thousand. These commitments as at 31 December 2001 amounted to PLN 4,061,808 thousand and PLN 82,811 thousand respectively.

Information on underwriting guarantees granted to other issuers:

in PLN thousand

Issuer
Type of securities
Agreement date
Agreement value
Underwriting commitments as at 31.12.2002

Browary Żywiec S.A. 
bonds
19.03.2002
150,000
50,000

There were no financial, organisational or personal relations between ING Bank Śląski S.A. and Browary Żywiec S.A.

Bonds of Browary Żywiec S.A. are not subject to public trading on a stock exchange.

10. Proposed dividends

Management Board of the Bank proposed to pay a dividend for the year 2002 of PLN 2.40 for each share.

11. Commitments in respect to dividends payable

As at 31 December 2002 the Bank does not have any commitments in respect to dividends payable.

12. Commitments due to state budget or local government entities in respect of ownership rights received

As at 31 December 2002 Bank does not have such commitments.

13. Income, expense and results on discontinued operations in current period or planned in the next period

From 1 January 2002 to 31 December 2002 there were no discontinued operations.

14. Expenses incurred in respect of production of asset under construction and fixed assets for internal use

From 1 January 2002 to 31 December 2002 there were no such expenses.

15. Investment outlays incurred and planned (for the next 12 months from the balance sheet date), including non-financial fixed assets

All purchases of tangible and intangible fixed assets were recognised as investment outlays incurred in relation to investments conducted in the period from 1 January 2002 to 31 December 2002.

ING Bank Śląski S.A. investment outlays in the year 2002 amounted to PLN 110,379 thousand, whereas planned outlays amounted to PLN 121,517 thousand.

In 2003 the Bank is planning investment outlays amounting to PLN 129,946 thousand.
16. Transactions with related parties

Transactions of the issuer with related parties

From 1 January 2002 to 31 December 2002 Bank conducted transactions with its subsidiaries and associated entities, which exceeded EUR 500 thousand, as follows:

ING Securities S.A.

ING Securities S.A. deposits its cash assets held on current accounts in ING Bank Śląski S.A. in the form of short-term deposits (overnight, few day deposits). The number of such transactions in the year 2002 was very high and the scope of placement amounts ranged between  PLN 25 thousand and PLN 76,275 thousand.

ING Bank Śląski S.A. conducts with ING Securities S.A. purchase and sale transactions of debt securities (beyond regulated market transactions).

In year of 2002 the following transactions were recorded:

· sale of State Treasury debt securities with a total value of PLN 17,918 thousand,

· purchase of State Treasury debt securities with a total value of PLN 17,972 thousand,

· repurchase of State Treasury debt securities with a total value of PLN 12,500 thousand,

· sale of commercial debt securities with a total value of PLN 23,270 thousand,

· purchase of commercial debt securities with a total value of PLN 2,487 thousand

· repurchase of commercial debt securities with a total value of PLN 21,000 thousand.

In the year of 2002 ING Securities S.A. acted as an intermediary in the buy/sell securities transaction conducted by ING Bank Śląski S.A (as depository), with a total value of PLN 319,556 thousand.

On 16 July 2001 Dom Maklerski BSK S.A. and Bank Śląski S.A. in Katowice have signed an extension to rental agreement for the Bank’s headquarters for a period of 10 years beginning from 23 October 2000. The rent payments in the year from 1 January 2002 to 31 December 2002 amounted to PLN 1,812 thousand.

ING BSK Leasing S.A.

The Bank has established a credit facility for BSK Leasing S.A. As at 31 December 2002 the undrawn facility amounted to PLN 91,002 thousand. In the period between 1 January 2002 and 31 December 2002 the Bank has continued loan agreements concluded in the previous period, which  as at 31 December 2002 amounted of PLN 225,885 thousand. During 2002 ING BSK Leasing S.A. did not sign any new leasing agreements with the Bank.

ING BSK Leasing S.A. and ING Bank Śląski S.A. continue the subrental agreement of some of the office space of Bank’s headquarters in Katowice signed on 23 October 2000 for a period of 10 years. The rent payments in the period between 1 January 2002 and 31 December 2002 amounted to PLN 20,867 thousand.
The Bank has taken indirect credit risk resulting from leasing agreements concluded by ING BSK Leasing S.A. and created provision amounting as at 31 December 2002 to PLN 41.2 million for the anticipated losses. 
Centrum Banku Śląskiego Sp. z o.o.

From 1 January 2002 to 31 December 2002, the Bank continued all agreements in respect of granted loans to Centrum Bank Śląskiego Sp. z o.o. As at 31 December 2002, the total value of these loans amounted to PLN 322,654 thousand.

ING BSK Leasing S.A. and Banku Śląskiego Sp. z o.o. also continue the office space subrental agreement (located at Sokolska 34 in Katowice, signed with Centrum Banku Śląskiego Sp. z o.o.). As a result of the agreement ING BSK Leasing S.A. has paid PLN 21,206 thousand to Centrum Banku Śląskiego Sp. z o.o. of rent and energy costs.

ING 

ING Bank Śląski S.A. conducts transactions on the interbank market with ING ranging from PLN a few dozen thousand to a few billion. These transactions consist of short-term loans and deposits given as well as derivative instruments: Forex Spot and Forex Forward, currency options, SWAP transactions.

ING Bank N.V. under the co-operation agreement signed on 31 January 1997, provides ING Bank Śląski S.A. with financial advisory services.

Additionally the Bank entered on 25 November 1998 into management agreement with ING Bank N.V. Based on the resolutions of this agreement, the individuals appointed by ING Bank N.V. are acting managers with the predetermined scope of responsibilities. 

The co-operation agreement dated 14 September 2001 between ING Bank Śląski S.A. and ING Financial Services S.A. on  preparing and conducting training courses by ING Financial Services S.A. for ING Bank Śląski S.A.  The agreement was signed for an indefinite period.

On 24 July 2002 the Bank and ING Towarzystwo Funduszy Inwestycyjnych S.A. signed and amendment No.3 to the agreement dated 9 January 2001 for distribution of participation units for Funds, which cancels the original terms of the agreement and introduced the new terms of co-operation effective 1 January 2002– the ING is to act as the Transfer Agent and Custodian Bank. 

On 24 July 2002 the cooperation and data processing agreement was signed between Towarzystwo Ubezpieczeń na Życie and ING BSK. The agreement was concluded for indefinite period.

On 30 September 2002 ING Bank N.V. Amsterdam Dublin Branch granted the ING BSK S.A. the guarantee amounting to USD 285,015,925 in respect of the credit portfolio specified in the annex to the above-mentioned guarantee agreement. This guarantee is effective from the agreement date till 30 September 2002.

ING Lease (Polska) Sp. z o.o.

In year 2002, four new leasing agreements with a total value of PLN 527 thousand were signed between the Bank and ING Lease (Polska) Sp. z o.o.

The Bank continues a ’General Leasing Agreement’ concluded with ING Lease (Polska) Sp. z o.o. with an upper limit of PLN 48,000 thousand. As at 31 December 2002 PLN 15,814 thousand was drawn out of the agreed limit.

Additionally the Bank continues the lease agreement for rental of office space and leasing of leasehold improvements located in the Holland Park building at Plac Trzech Krzyży in Warsaw.

Powszechne Towarzystwo Emerytalne ING Nationale Nederlanden S.A. (Nationale Nederlanden Pension Fund)

ING Bank Śląski S.A. continues the agreement with PTE ING NN for rendering intermediary services, which was signed for an indefinite period.

On 1 February 2002 the agreement between PTE ING Nationale Nederlanden S.A., ING BSK S.A. and Nationale Nederlanden Services Sp. z o.o. for rendering intermediary services. The agreement was signed for indefinite period.  

Śląski Bank Hipoteczny Spółka Akcyjna

There is effective the agreement between ING Bank Śląski S.A. and Śląski Bank Hipoteczny S.A. for the credit line denominated in EUR and USD. 

As at 31 December 2002 the on-balance exposure resulting from this agreement amounted to PLN 60,788 thousand and the unused credit line amounted to PLN 95,845 thousand.

Numerical data concerning the capital related entities 
Balances of receivables and payables

in PLN thousand

Name of undertaking
Capital relationship
Holding of share capital as at 31.12.2002 (%)
Receivables of

ING Bank Śląski S.A.
Payables of

ING Bank Śląski S.A.






31.12.2001
31.12.2002
31.12.2001
31.12.2002

ING Bank N.V.
parent company
87.77
4,422,036
6,271,356
1,094,049
231,810

ING  BSK Leasing  SA                                     
subsidiary undertaking
100.00
276,016
225,885
2,731
4,024

ING Securities S.A.
subsidiary undertaking
100.00
0
0
115,725
69,462

Centrum BSK

Sp. z o.o.
associated undertaking
60.00
285,041
322,654
17,398
14,252

ING PTE NN S.A.
associated undertaking
20.00
0
0
24
8,747

Śląski Bank Hipoteczny S.A.
subsidiary undertaking
100.00
643
60,788
49,759
27,400

Solver Sp. z o.o.
Subsidiary undertaking
79.79
--
0

-

Income, expenses, gains and losses 
in PLN thousand

Name of undertaking

Capital relationship
Holding of share capital as at 31.12.2002 (%)
Income and gains of ING Bank Śląski S.A.


Expenses and losses of ING Bank Śląski S.A





31.12.2001
31.12.2002
31.12.2001
31.12.2002

ING Bank N.V
parent company
87.77
59,860
174,411
94,022
122,243

ING BSK Leasing S.A. 
subsidiary undertaking
100.00
28,553
12,846
22,598
2,327

ING Securities S.A.
subsidiary undertaking
100.00
6,262
2,843
3,604
6,016

Centrum BSK

Sp. z o.o.
associated undertaking
60.00
16,1710
13,180
6040
252

ING PTE NN S.A.
associated undertaking
20.00
3410
548
0
11

Śląski Bank Hipoteczny S.A.
subsidiary undertaking
100.00
7,742
573
616
3,739

Solver Sp. z o.o.
subsidiary undertaking
79.79
-
0
-
0

Off-balance sheet commitments and contingencies

in PLN thousand
Name of undertaking


Capital relationship
Holding of share capital as at 31.12.2002 (%)
Off-balance sheet commitments of ING Bank Śląski S.A.





31.12.2001
31.12.2002

ING Bank N.V.
parent company
87.77
21,040,573
29,212,084

ING BSK Leasing  S.A. 
subsidiary undertaking
100.00
24,921
142,199

ING Securities S.A.
subsidiary undertaking
100.00
10
0

Centrum BSK

Sp. z o.o.
associated undertaking
60.00
17,987
0

PTE ING NN S.A.
associated undertaking
20.00
0
0

Śląski Bank Hipoteczny S.A.
subsidiary undertaking
100.00
11,317
95,845

Solver Sp. z o.o.
subsidiary undertaking
79.79
-
0

17.
Joint ventures excluded from consolidation
In the period from 1 January 2002 to 31 December 2002 the Bank did not participate in joint ventures excluded from consolidation.

18.
Income and expenses of the Bank’s brokerage activities 

The Bank conducts no brokerage activities through the brokerage house operating within the structure of the Bank. 

19.
Write-offs

           in PLN thousand
Title of the write-off




31.12.2001
31.12.2002
31.12.2001
31.12.2002

Composition proceedings
-
-
-
-

Bank arrangement proceedings
19,517
3,716
-
-

Execution proceedings
2,074
28,047
-
-

Arrangement under Civil Law and exemption from a debt
-

-
-

Bankruptcy
2,565
14,312
-
-

Sales of debts
4,177
8,114
-
-

Other
8,398
12,064
4
6

Total 
36,731
66,253
4
6

In case of irregular loans the Bank, in accordance with accounting regulations and adopted policy, creates specific provisions for debts outstanding. The expenses incurred in relation of debt collection are recognised in the profit and loss account.
20.
Expenses incurred in relation to provisions for future payables to employees 
Retirement benefits

The balance of payables due to pension severance payments is updated annually and recognised on an accruals basis.

The present value of the future payables due to the pension severance payments amounts to PLN 10,131 thousand as at 31 December 2002.

Unused holidays

The provision for unused holidays amounts to PLN 10,494 thousand as at 31 December 2002.

21.
Costs of financing the employee pension schemes

The Bank does not finance an employee pension scheme.

22. Custodial activities

As at 31 December 2002 Custodial Department of ING Bank Śląski S.A maintained 3,012 securities accounts, where the Bank held the securities in favour of the customers of the Department. In the year 2002 the Custodial Department of the Bank has acted as the custodial bank for 20 investment funds, 1 pension fund, and 1 employee fund.

Recently, ING Bank Śląski S.A. has been chosen to act as the custodial bank for 1 investment fund and 1 employee fund. In the period from 1 January 2002 and 31 December 2002 ING Bank Śląski S.A. cooperated with 16 Polish brokerage houses.

23.
Securitisation of assets

In the period from 1 January 2002 to 31 December 2002 the Bank did not participate in any assets securitisations.

24.
Average employment
As at 31 December 2002 the Bank had a total of 7,609 employees with 7,505 full-time equivalent employees. As at 31 December 2001 the Bank had a total of 7,782 employees with 7,668 full-time equivalent employees. 

The average employment calculated as an annual number amounted as at 31 December 2002 to 7,411 employees and as at 31 December 2001 to 7,730.  

25.
Remuneration for the Management Board and the Supervisory Board of the Bank

Gross remuneration paid to the members of the Management Board and the Supervisory Board of ING Bank Śląski S.A. 

PLN thousand 

Remuneration (gross)
31.12.2002
31.12.2001

Board of Directors
8,364
8,295

Supervisory Board
991
953

According to Regulation No. 161/99 of the President of ING Bank Śląski S.A. dated 28 October 1999, employees of the Bank representing ING Bank Śląski S.A. in supervisory bodies of commercial entities in which ING Bank Śląski S.A. is a shareholder or stakeholder do not receive any remuneration for their participation. These employees are only entitled to the salary defined by their contracts, business trips and per diems. The remuneration can be granted to such employees but is subject to an individual decision of President of the Board of Directors.

Members of the Board of Directors do not receive any remuneration for their functions performed in the supervisory bodies of commercial entities in which ING Bank Śląski S.A. is a shareholder or stakeholder.

26.
Credits, loans and guarantees granted to employees, members of the Board of Directors and the Supervisory Board of the Bank

Employees of ING Bank Śląski S.A. are granted credit facilities at the same terms as the other customers of the Bank (no preferential loans to employees are available). Loans to employees are recognised in the due from customers and amounts to PLN 71,578 thousand.

Granting a loan and bank guarantee for members of the Board of Directors of the Bank is determined by a separate procedure and monitored in accordance with the Decree of the President of ING Bank Śląski S.A..

The financial statements as at 31 December 2002 include information on credits, loans and guarantees to the management of the Bank (article 79 of the Banking Law) amounting to PLN 12,609 thousand.

The Bank’s employees are entitled to different forms of social help within the Zakładowy Fundusz Świadczeń Socjalnych (the Bank’s Social Fund), which include:

· loans for refurbishing and modernisation of flats or houses,

· loans for the purchase and installation of equipment for a house or a flat,

· loans for development of a house or a flat,

· adaptation work of a house or flat for disabled purposes,

· loans for the purchase or construction of a house or a flat,

· help in funding advances for house purchase.

These loans bear interest between 1% and 4% per year depending on the repayment period. As at 31 December 2002, loans granted from the Social Fund amounted to PLN 21,995 thousand.

27.
Significant events relating to previous years that are presented in the financial statements for the current period
There were no such events in the period from 1 January 2002 to 31 December 2002.

28.
Post-balance sheet date events
On 28 February 2003 Management Board of the Bank was informed that on 21 January 2003 share capital of ING Securities S.A. (subsidiary of the Bank) was increased. After registration in the National Court Register, share capital of the company amounts of PLN 30,228,740.00 and is divided into 1,511,432 shares of nominal value PLN 20 each, carrying 1,511,432 votes in total.

Change in share capital was made by contribution to ING Securities S.A. of shares of entities, in which the Bank holds capital involved.

Book value of shares in books of the Bank as at 31 December 2002 amounts to PLN 4,211,468.00 ths.

Value of contribution made amounts to PLN 4,228,635,20, plus contribution in cash of PLN 4.80, which covers 211,432 shares of series “C” in value of PLN 4,228,640.00.

29.
Significant events of the current reporting year that significantly impact the structure of the balance sheet items and the financial result 
There were no such events in the period from 1 January 2002 to 31 December 2002.

30.
Changes in the structure as a result of transformation from the state-owned bank into a public bank

ING Bank Śląski S.A. (the previous name Bank Śląski S.A. in Katowice) was established on the basis of the notarial deed dated 8 October 1991 as a result of the transformation of the state-owned Bank Śląski in Katowice. All assets and liabilities of Bank Śląski in Katowice were taken over by Bank Śląski Spółka Akcyjna in Katowice.

31.
Comparable financial statements adjusted by the inflation ratio
There is no need to present the financial statements adjusted by the inflation ratio because the cumulated average annual inflation ratio from the last three years has not reached 100%.

32.
Differences between information in the financial statements and previously published financial statements
The differences between the previously published financial report for the fourth quarter 2002 and the data presented in the annual financial report are immaterial and do not influence the fair presentation of the Bank’s financial situation and result.

33.
Changes in accounting policies in 2002 in comparison to previous year

Changes to the accounting policies

All the changes to the accounting policies made by the Bank as at 1 January 2002 resulted from introducing the revised Accounting Act, dated 9 November 2000 (Official Journal, No. 113, item. 1186) and the Regulation of the Ministry of Finance, dated 10 and 12 December 2001 on the specific accounting principles for Banks and the Regulation for recognition, valuation and presentation of financial instruments (Official Journal, No. 149, item 1673 with later amendments and 1674)

The changes referred to valuation methods, the financial result’s calculation, deferred tax calculation as well as to the introduction of the reclassification of financial lease agreements. The financial effects of applying the new policies were reflected in retained earnings brought forward from prior years or revaluation capital, in case of assets available for sale. The exception is the capitalised interest on regular receivables, which was reflected in the financial results of the current year.

Financial Assets - trading

Trading financial assets are valued at a market value and the assets for which there is no active market – at, in other way estimated, fair value. The effects of the valuation are recognised respectively as financial transactions income or expenses.

As a result of the changes in accounting policies, the valuation at fair value as at 1 January 2002 was recognised as an adjustment to retained earnings and amounted to PLN 3,263 thousand. Furthermore, the amount of PLN 911 thousand was also recognised in retained earnings as a result of the deferred tax calculation.

Financial Assets available for sale

Financial assets available for sale are valued at fair value. The effects of the valuation are recognised, in revaluation capital if there is an increase in value, and in profit and loss account if there is a decrease in value.

As a result of the changes in accounting policies, the valuation at fair value as at 1 January 2002 was recognised as an adjustment to retained earnings and amounted to PLN 6,423 thousand.

Furthermore, the amount of PLN 1,566 thousand was also recognised in retained earnings as a result of the deferred tax calculation. 

Shares in subordinated entities

Shares in subordinated entities are valued using the equity method.

As a result of introduction of the requirement of valuation of subsidiary entities with the equity method, the valuation adjustment calculated as at 1 January 2002, amounted to PLN 5,747 thousand was recognised in retained earnings.
Financial result

Accrued interest on receivables classified to watch category are not recognised in the Bank’s result. They are disclosed as deferred income, until they are received or written-off. Accrued interest on watch category receivables of PLN 1,338 thousand was included in the retained earnings brought forward as at 1 January 2002.

Interest income includes capitalised interest on receivables classified as normal.

Deferred tax

The Bank has adopted new calculation of deferred tax, as a timing difference between the book value of assets and liabilities and their tax value. Both, assets and liabilities, are presented as separate balance sheet items. In the calculation of tax effect of assets and liabilities the Bank uses enacted tax rates applicable for the years when underlying timing differences reverse. Deferred tax assets and liabilities referring to the transactions recognised in equity are also recognised using the same method i.e. through retained earnings.
The deferred tax amount was calculated in accordance with the revised Accounting Act requirements i.e. the tax rates used are valid in the year of realisation of timing differences as at 1 January 2002 and as a result an amount of PLN 1,402 thousand was recognised in retained earnings brought forward.
.

Finance Leases

The Bank has followed the principles of the International Accounting Standard 17 ‘Leasing’ and has reclassified to finance leases all open lease contracts, which met the required criteria for classification as finance leases. Accordingly the Bank presented in the financial statements the net book value of assets leased as well as underlying liability to leasing companies. In those contracts the Bank acted both as lesser and lessee.

The opening adjustment i.e. the amount of differences between expenses and income from these reclassified leasing agreements calculated as at 1 January 2002 amounted to PLN 7,021 thousand, and was recognised into retained earnings brought forward.

Goodwill

There has been a change in the treatment of negative goodwill arising on contribution-in-kind of the Bank’s brokerage activities into Dom Maklerski Banku Śląskiego S.A and contribution in kind made on the foundation of Centrum Banku Śląskiego Sp. z o.o. 

As a result of the changes in the accounting treatment, the amount of PLN 1,619 thousand (relating to negative goodwill on Dom Maklerski Banku Śląskiego S.A.) has been recognised and presented in retained earnings while PLN 12,247 million relating to negative goodwill arising on Centrum Banku Śląskiego Sp. z o.o. has been deferred for future period recognition.

The adjustments made by the Bank resulting from changes in the accounting act effective from 1 January 2002 are as follows.

 in PLN thousand 

No
Type of restatement
Net impact on retained earnings
Net impact on revaluation capital

A
Fair value accounting for financial assets held for trading 
+2,352


B
Fair value accounting for financial assets available for sale

+4,856

C
Introduction of equity method of accounting for subsidiaries 
-5,747


D
Deferral of accrued interest not received on loan receivables classified as watch
-1,338


E
Effect of application of enacted tax rates for deferred tax asset/liability calculation 
-1,402


F
Reclassification of operating leases into finance leases (net of tax) 
-7,021


G
Realisation of negative goodwill
1,619



Total
-11,537
4,856

The comparable data as at 31 December 2001. 

· Item A and B were not converted, due to the fact that IAS 39 (Financial instruments – recognition and measurement) does not require retrospective restatement of  balances 

· Item C has been converted in compliance with IAS 8 (Net profit or loss of the financial period, fundamental error and changes in accounting policy)

· Item D and E and G have not been converted due to insignificancy of amounts

· Item F was not converted to comparable data as at 31 December 2001, as IAS 8 par. 42 allows not converting if it is practically impossible (the Bank converted 63 leasing agreements related to 2 320 fixed assets with the total value of PLN 80 025 thousand as at 1 January 2002).

The following adjustments have been made with regard to transformation of financial statements as at 31 December 2001.

 in PLN thousand 


IX. Shares in subsidiaries
X. Shares in affiliated companies
XI. Shares in associates
Total

As at 31 December 2000
76,000
55,075
40,000
171,075

Opening balance adjustment – share in enities’ result
7,078
(9,036)
(15,497)
(17,555)

Adjustment of financial result 2001 – share in entities’ result
3,456
3,192
4,109
10,757

Adjustment of opening balance – dividend paid by ING Securities
7,746


7,746

Adjustment of financial result 2001 – dividend paid by ING Securities 
(7,746)


(7,746)

As at 31 December 2001
86,534
49,131
28,612
164,277

Changes in preparation and presentation of financial statements

Annual financial statements as at 31 December 2002 has been prepared according to the Regulation of the Council of Ministers dated 16 October 2001 regarding detailed requirements for issuance prospectus and the summary of prospectus, and the Regulation of the Council of Ministers date 16 October 2001 regarding current and periodic information presented by the issuers of securities (Official Journal No. 139 items 1568 and 1569 with amendments), and in accordance with the applicable accounting principles used by the Bank and recommendations of the General Inspectorate of Banking Supervision and the Securities and Stock Exchange Commission.

The following changes has been made to the presentation of the Bank’s financial statements as at  31 December 2001:

1. Subsidies for interest on preferential loans are presented together with the interest income received in the same industry sector specific to the subsidising entity.

2. Perpetual usufruct and accommodation cooperative ownership right, previously classified as intangible asset are presented in these financial statements as tangible assets.

3. Deposits placed as collateral for granted loans, previously presented as other liabilities are presented as amounts due to financial/non-financial/budget sector.

4. Overnight deposits previously treated as term deposits are presented in these financial statements as current deposits.

5. Deferred tax assets and liabilities previously presented as a net figure are currently shown as gross amount in these financial statements.

6. Negative goodwill related to surplus of assets transferred to Centrum Banku Śląskiego over contribution value (arisen at creation of this company), disclosed previously as other deferred income and suspended, is presented as negative goodwill of affiliated entities.

7. Valuation of financial instruments, previously disclosed as other assets, other liabilities and special funds are currently disclosed as other securities, other financial assets or liabilities from financial instruments, respectively.

8. The commitments regarding FRA contracts previously presented as contingent liabilities relating to transactions of sale and purchase are presented as liabilities relating to FRA transactions under item “other”. Besides, in previous periods the Bank presented nominal value of purchases, currently both nominal value of purchases and sale are disclosed.

9. Interest result on currency instruments like currency swap, previously presented in foreign exchange result  are disclosed as interest income.

10. Amortization of goodwill, previously presented in amortization expenses now presented as other operating expenses item.
The detailed adjustments to the Bank’s financial statements resulting from changes in the presentation of the financial statements (numbers 1 – 9) and in accounting policies (letters A – B) and are as follow: 

Financial statements as at 31 December 2001 with restated comparatives











in PLN thousand

ASSSETS
As of

31.12.2001
1
2
3
4
5
6
7
C
Comparatives

I. Cash and due from 
1,893,640








1,893,640

II. Treasury bills and other bills eligible for refinancing with NBP 
72,352








72,352

III. Due from other financial 
6,109,494
0

0
0




6,109,494

   1. Current
148,353



4,463,875




4,612,228

   2. Term
5,961,141



-4,463,875




1,497,266

IV. Due from non-financial institutions
13,489,944
-5,151

0
0




13,484,793

   1. Current
2,403,518








2,403,518

   2. Term
11,086,426
-5,151







11,081,275

V. Due from the budget sector
278,406
5,151

0
0




283,557

   1. Current
228








228

   2. Term
278,178
5,151







283,329

VI. Receivables subject to securities sale and repurchase agreements 
-








-

VII. Debt securities
2,121,883








2,121,883

VIII. Shares in subsidiaries
76,000







10,534
86,534

IX. Shares in affiliated entities
55,075







-5,944
49,131

X. Shares in associates
40,000







-11,388
28,612

XI. Shares and other investments
18,424








18,424

XII. Other shares and other financial assets
16,028






530,432

546,460

XIII. Intangibles, including
309,164

-2,593






306,571

   - goodwill
287,578








287,578

XIV. Tangibles
597,932

2,593






600,525

XV. Other assets
881,352
0
0
0
0


-530,432

350,920

   1. Assets for sale
1,715








1,715

   2. Other
879,637






-530,432

349,205

XV. Interperiod settlements 
184,006
0
0
0
0
228,359



412,365

   1. Deferred tax assets
153,546




228,359



381,905

   2. Other
30,460








30,460

TOTAL ASSETS
26,143,700
0
0
0
0
228,359
0
0
-6,798
26,365,261

in PLN thousands

Liabilities
As of 1.12.2001
1

112
2

2
3

3
4

4
5

5
6

6
7

7
C

C
Comparatives

I. Due to NBP 
-








-

II. Due to other banks
4,336,149
4,121
0
113,198
0
0



4,453,468

   1. Current
378,523
4,121


1,080,981




1,463,625

   2. Term
3,957,626


113,198
-1,080,981




2,989,843

III. Due to customers
16,640,954
-4,121
0
127,932
0
0



16,764,765

   1. Saving accounts, including
10,846,162
0
0
36,066
0
0



10,882,228

      a) current
1,814,950








1,814,950

      b) term
9,031,212


36,066





9,067,278

   2. Other, including:
5,794,792
-4,121
0
91,866
0
0



5,882,537

      a) current
2,226,193
-4,121


501,591




2,723,663

      b) term
3,568,599


91,866
-501,591




3,158,874

IV. Due to the budget sector
1,135,484
0
0
1,006
0
0



1,136,490

   1. Current
497,458



68,312




565,770

   2. Term
638,026


1,006
-,68,312




570,720

V. Liabilities in respect of securities subject to sale and repurchase agreements 
-








-

VI. Securities issued
-








-

VII. Other liabilities from financial instr.
-






128,506

128,506

VIII. Other liabilities
870,343


-242,136



-128,506

499,701

IX. Accruals and deferred income 
409,821
0
0
0
0
0
0


409,821

   1. Accruals
42,084








42,084

   2. Negative goodwill
-





12,247


12,247

   3. Deferred income
367,737





-12,247


355,490

X. Provisions
142,990
0
0
0
0
228,359



371,349

   1. Deferred tax liability 
-




228,359



228,359

   2. Other reserves 
142,990








142,990

XI. Subordinated debt
-








-

XII. Share capital
130,100








130,100

XII. Declared not paid capital (negative)
-








-

XIII. Own shares (negative figure)
-








-

XV. Equity reserves
998,102








998,102

XVI. Revaluation reserve
33,810








33,810

XVII. Other reserve
1,452,433








1,452,433

XVIII. Profit (loss) of prior years 
-103,806







-9,809
-113,615

XIX. Current year profit
97,320







3,011
100,331

TOTAL LIABILITIES
26,143,700
0
0
0
0
228,359
0
0
-6,798
26,365,261

in PLN thousand



Adjustments


OFF BALANCE SHEET ITEMS
As of

31.12.2001
8
Comparatives

I. Contingent liabilities granted and received
12,980,936

12,980,936

   1. Contingent liabilities granted
8,836,317

8,836,317

       a) lending commitments
7,535,232

7,535,232

       b) guarantees
1,301,085

1,301,085

   2. Contingent liabilities received
4,144,619

4,144,619

       a) lending commitments
82,811

82,811

       b) guarantees
4,061,808

4,061,808

II. Commitments resulting from sale/purchase transactions
94,456,043
-23,306,780
71,149,263

III. Other (in respect of:)
2,172,262
47,366,163
49,538,425

   - FRA commitments (purchases) 
-
47,366,163
47,366,163

   - Options commitments
1,888,351

1,888,351

   - transactions on securities
233,911

233,911

   - underwriting commitments
50,000

50,000

TOTAL
109 609 241
24 059 383
133 668 624

in PLN thousand





Adjustments


PROFIT AND LOSS ACCOUNT
As of

31.12.2001
9
10
C
Comparatives

I. Interest income
2,366,647
472,664


2,839,311

II. Interest expense
1,902,177



1,902,177

III. Net interest income (I-II)
464,470
472,664
0
0
937,134

IV. Fee and commission income
461,597



461,597

V. Fee and commission expense
32,980



32,980

VI. Net fee and commission income (IV-V)
428,617
0
0
0
428,617

VII. Income from shares, other securities and other financial instruments
7,746


-7,746
-

VIII. Net profit on financial operations
56,569


-7,746
56,569

IX. Net profit on foreign exchange
497,446
-472,664


24,782

X. Profit on banking activity 
1,454,848


-7,746
1,447,102

XI. Other operating income
62,406



62,406

XII. Other operating expenses
43,911

4,839

48,750

XIII. General expenses
807,477



807,477

XIV. Depreciation
119,535

-4,839

114,696

XV. Charges to provisions and revaluation
2,604,012



2,604,012

XVI. Release of provisions and revaluation
2,176,643



2,176,643

XVII. Net releases of provisions and decrease in respect of revaluation
427,369
0
0
0
427,369

XVIII. Operating profit 
118,962
0
0
-7,746
111,216

XIX. Extraordinary operations
252
0
0
0
252

   1. Extraordinary gains
282



282

   2. Extraordinary losses
30



30

XX. Profit (loss) before taxation
119,214
0
0
-7,746
111,468

XXI. Corporate income tax
21,894



21,894

XXII. Other gross profit charges






XXIII. Share in (profits) losses of entities included in the consolidation on equity basis



10,757
10,757

XXIV. Net profit (loss)
97,320
0
0
3,011
100,331

34. Adjustments due to fundamental errors

In the period from1 January 2002 to 31 December 2002 there were no fundamental errors.

35. Going concern

There is no uncertainty in respect of the Bank as a going concern in the foreseeable future.

36. Financial statements in case of business combination

In the period from 1 January to 31 December 2002 the Bank did not merge its operations with other entities.

37. Valuation methods adopted for portfolio of securities of non listed companies 

Valuation methods applied in estimation of market value of securities of the following companies:

No
Name
Valuation method

1
Międzynarodowa Szkoła Bankowości i Finansów 

Sp. z o.o. Katowice
fair value

2
Giełda Papierów Wartościowych SA w Warszawie
fair value

3
Krajowa Izba Rozliczeniowa SA Warszawa
fair value

4
Huta Lucchini Sp. z o.o. Warszawa
fair value

5
Zakopiańska Spółdzielnia Mieszkaniowa Zakopane
fair value

6
Society for Worldwide Interbank Financial Telecommunication SWIFT SC Belgium
fair value

7
ING BSK  Leasing SA Katowice
equity

8
ING Securities  SA w Warszawie
equity

9
Centrum Banku Śląskiego Sp.z o.o. 
equity

10
Biuro Informacji Kredytowej
fair value

11
Powszechne Towarzystwo Emerytalne ING NN SA
equity

12
Centrum Zaufania i Certyfikacji „Centrast”S.A. Warszawa
fair value

13
Śląski Bank Hipoteczny S.A.
equity

14
„Hatrol”  Sp. z o.o.
fair value

15
Regionalna Agencja Rozwoju
fair value

16
Fabryka Dywanów „Kowary” S.A. 
fair value

17
„Solver” Sp. z o.o  Bielsko-Biała
fair value

The fair value is calculated based on net assets book value or market value of securities in portfolio.

38. General provisions 

The Bank has created a general risk provision for PLN 84,416 thousand as at 31 December 2002. The balance as at 31 December 2001 of the general risk provision amounted to PLN 93,444 thousand.

39. Capital adequacy 

In accordance with the Resolution No 5/2001 of the Banking Supervision Commission dated 12 December 2001 on the scope and specific principles of setting the capital adequacy requirements for particular types of risk, including limits of the concentration of receivables, the method of calculation of capital adequacy ratio and taking into account a bank’s relations with other dependent or operating within the same holding entities, and determination of any additional bank’s balance sheet items which are recognized together with equity in the capital adequacy account .

As at 31 December 2002 the Bank’s capital adequacy accounts for 13.97%- minimum amounts to 8%. Due to the wide scope of trading activities the Bank was subject to full capital adequacy requirement for all risks. 

As at 31 December 2002 the liable capital requirement amounted to PLN 1,354,687 thousand, including 93% of requirement for covering credit risk and 7% for financial risk of the Bank’s trading portfolio. Capital requirement in respect of: currency risk amounted to PLN 11,543 thousand, specific risk of debt instruments amounted to PLN 17,333 thousand, general risk amounted to PLN 17,008 thousand, settlement risk and contractors risk amounted to PLN 54,585 thousand. The Bank has not exceeded the concentration of receivables and concentration of capital limits.

The total convertible foreign currency position at 31 December 2002 amounted to PLN 143,508 thousand.

Capital requirements in respect of foreign exchange risk calculated in accordance with the Resolution No. 5/2001 of BSC amounted to PLN 11,438  thousand.

The currency positions, for material for the Bank currencies were as follows (in PLN thousand):

in PLN thousand

Currency
Assets and off-balance sheet balances, options
Liabilities and off-balance sheet balances, options
Long (+) Short (-) position


31.12.2001
31.12.2002
31.12.2001
31.12.2002
31.12.2001
31.12.2002

USD
29,647,850
19,302,342
29,420,485
19,211,125
227,365
91,217

EUR
8,937,936
14,755,908
8,976,596
14,713,752
-38,660
42,157

Others
1,322,850
1,693,094
1,300,108
1,684,460
22,742
8,634

Total
39,908,635
35,751,345
39,697,189
35,609,338
211,447
-

40. Details of Bank’s shares owned by the Board and the Supervisory Board Members

As of 31 December 2002 the President of the Bank Mr Marian Czakański, holding 3 ordinary shares with nominal value of PLN 30.00, was the only Board and Supervisory Board Member holding shares of the Bank.
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