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1 General

1.1 General information on the Bank

1.1.1
Holding entity name

ING Bank Śląski S.A. 

1.1.2
Registered office

ul. Sokolska 34

40-086 Katowice

1.1.3
Commercial registration

Seat of the court:

Katowice

Date:



9 April 2001

Registration number:

KRS 0000005459

1.1.4
Tax Office and Provincial Statistical Office registration


NIP:

634-013-54-75


REGON:
271514909

1.2 Structure of the Capital Group

In the audited year the structure of the Capital Group of ING Bank Śląski S.A. was as follows:

Parent entity: 

· ING Bank Śląski S.A.

Subsidiaries: 

· ING Securities S.A.  

· ING BSK Leasing S.A.

· Śląski Bank Hipoteczny S.A.

· SOLVER Sp. z o.o.

· ING Services Sp. z o.o.

· Centrum Banku Śląskiego Sp. z o.o.

Associates: 

· Powszechne Towarzystwo Emerytalne Nationale Nederlanden S.A.

Powszechne Towarzystwo Emerytalne ING Nationale Nederlanden S.A. included in the Capital Group of ING Bank Śląski S.A. is an associated entity and was presented in consolidated financial statement using equity method.

1.3 Auditor information

KPMG Polska Audyt Sp. z o.o.

Ul. Chłodna 51, XVI p.

00-867 Warszawa 

KPMG Polska Audyt Sp. z o.o. is registered as an authorised company to audit financial statements (number 458).
1.4 Legal status 

1.4.1
Share capital

Holding entity – ING Bank Śląski S.A. was established for undefined period by a decision of Banking Supervisory Commission dated 18 October 1991 for undefined period. 

The share capital of the parent entity as at 31 December 2003 amounted to PLN 130,100.0 thousand divided into 9,260,000 ‘A’ type ordinary shares and 3,750,000 ‘B’ type ordinary shares. All shares have nominal value of PLN 10 each.

1.4.2 Board of Directors of parent entity

At 31 December 2003, the Management Board of the holding entity – ING Bank Śląski S.A. comprised of the following members:

President of the Management Board
Mr Marian Czakański

I Vice-president of the Management Board
Mr Frederik Van Etten

Vice-president of the Management Board
Mr Krzysztof Brejdak

Vice-president of the Management Board
Mr Grzegorz Cywiński 

Vice-president of the Management Board
Mr Anthonius Johannes Maria Roozen

Vice-president of the Management Board
Mr Cornelis, Theodor Tuijnman

There were no changes in the Management Board in 2003.
On 2 April 2004 the Supervisory Board of ING Bank Śląski S.A. accepted resignation of Mr. Marian Czakański, which will take place on 25 May 2004. At the same time the Supervisory Board of the Bank proposed Mr. Brunon Bartkiewicz as a candidate for the position of President of the Management Board and authorized President of the Supervisory Board, Mr. Andrzej Wróblewski, to make a motion to Banking Supervisory Commission to give assent to the appointment.

The Supervisory Board of the Bank dismissed Mr. Cornelis Tuijnmam from the position of Vice-President of the Management Board with date 31 May 2004 due to the fact of his transition to work in other entity of ING Group. At the same time the Supervisory Board of the Bank designated Mr. Maciej Węgrzyński for the position of Vice-President of the Management Board at 1 July 2004.

1.5 Prior period consolidated financial statements of the Capital Group

The consolidated financial statements of the Capital Group of ING Bank Śląski S.A. (formerly Capital Group of Bank Śląski w Katowicach S.A.) for the period between 1 January 2002 and 31 December 2002 were audited by KPMG Polska Audyt Sp. z o.o. and received an unqualified opinion.

The consolidated financial statements of the Capital Group for the year ended 31 December 2002 were approved at the Shareholders Meeting on 27 May 2003, submitted to the Regional Court for Katowice on 16 Jube 2003 and published in the "National Journal B" No. 256, item 2395 dated 21 August 2003.

1.6 Audit scope responsibilities

Audit of the consolidated financial statements of the Capital Group of ING Bank Śląski S.A. was carried out on the basis of the agreement dated 14 November 2002. The financial statements consist of:

· introduction to the consolidated financial statements;

· consolidated balance sheet as at 31 December 2003 with the total assets and liabilities of PLN 28,166,795 thousand;

· capital adequacy ratio;

· consolidated statement of contingencies and commitments granted amounting to PLN 8,039,869 thousand;

· consolidated profit and loss account for the year ended 31 December 2003 with the net profit of PLN 28,735 thousand;

· consolidated statement of changes in equity for the period from 1 January 2003 to 31 December 2003 with a decrease in equity of PLN 14,911 thousand;

· consolidated cash flow statement for the year then ended with an increase in cash amounting to PLN 53,235 thousand.  

· additional notes to financial statements.

We conducted the audit in accordance with International Accounting Standards on Auditing as issued by the International Federation of Accountants, section 7 of the Polish Accounting Act dated 29 September 1994 (Official Journal no.76, item 694 with subsequent amendments) and the professional norms established by the Polish National Council of Certified Auditors.

We have conducted an independent audit of these consolidated financial statements in order to express an opinion thereon and present it, together with a written auditors’ report, to the Bank’s Supervisory Board, and to the Shareholders.

On 16 April 2004, the Parent entity’s Board of Directors submitted a representation letter as to the completeness, fairness and accuracy of the financial statements presented for audit which, amongst other things, confirmed that there were no undisclosed matters significantly influencing the information presented in the financial statements for the audited year.

All our requests for additional documents and information necessary for expressing our opinion and preparing the report have been fulfilled.

KPMG Polska Audyt Sp. z o.o. is independent of the entities forming the Capital Group and the scope of the work planned and performed has not been limited in any way.  The method and scope of our audit is detailed in working papers prepared by us and retained at KPMG Polska Audyt Sp. z o.o. premises.

1.7 Information about audits of financial statements of entities included in consolidated financial statements. 

The financial statements of the Group entities for the period ended 31 December 2002 were audited by KPMG Polska Audyt Sp. z o.o., with the exception for Powszechne Towarzystwo Emerytalne Nationale Nederlanden S.A., which were audited by Ernst & Young Audit Sp. z o.o.

Financial statements of Solver Sp. z o.o. and ING Services Sp. z o.o. for the year ended 31 December 2003 were not subject to the audit.

2 Financial analysis of the Capital Group of ING Bank Śląski S.A.

2.1 Summary of the consolidated financial statements

Detailed information relating to consolidated balance sheet, consolidated profit and loss and consolidated cash flow items are included in consolidated financial statements of the Capital Group.  

2.1.1 Consolidated balance sheet


31.12.2003
31.12.2002



ASSETS
PLN’000
PLN’000



Cash and due from NBP
1,083,544
996,770



Treasury bills and other bills eligible for refinancing with NBP
16,552
37,572



Due from financial sector
7,738,952
7,987,551



Due from non-financial sector
11,887,913
12,319,761



Due from budget sector
447,274
594,536



Receivables deriving from the purchase of buy-sell back securities 
-
-



Debt securities
4,841,939
2,435,294



Due from subsidiaries consolidated on equity method basis
-
-



Investments in subsidiaries consolidated on equity method basis
-
-



Investments in associated undertakings consolidated on equity method  basis
53,208
42,388



Other investments
34,728
14,130



Other securities and other financial assets
432,280
194,941



Intangible assets
267,766
299,578



Goodwill of subsidiaries
-
-



Tangible fixed assets
849,310
952,926



Other assets
229,001
383,856



Interperiod settlements
284,328
682,131

TOTAL ASSETS
28,166,795
26,941,434




31.12.2003
31.12.2002

LIABILITIES
PLN ‘000
PLN ‘000


Liabilities





Due to financial sector
3,099,697
2,694,421



Due to non-financial sector
19,774,321
18,762,365



Due to budget sector
1,060,265
1,297,767



Liabilities deriving from the sale of sell – buy back securities
337,375
-



Debt securities issued
-
-



Other financial instruments
256,362
82,236



Due to subsidiaries consolidated on equity basis
19,092
8,747



Special funds and other liabilities
315,249
312,972



Accruals and deferred income
290,496
556,789



Negative  value of minority shareholders
-
-



Provisions
316,123
491,709



Subordinated debt
-
-



Minority capital
(4,511)
17,191




25,464,469
24,224,197













Equity





Share capital
130,100
130,100



Equity reserves
998,185
991,700



Revaluation reserve
22,447
34,332



Other reserves
1,541,632
1,429,030



Undistributed profit (not covered loss) from prior year
(18,773)
(9,032)



Net profit
28,735
141,107




2,702,326
2,717,237







Total equity & liabilities
28,166,795 
26,941,434

Capital adequacy ratio
14.57%

14.32%

OFF BALANCE SHEET






31.12.2003
31.12.2002




PLN’000
PLN’000



Liabilities granted
8,039,869
9,415,374



Liabilities received
11,945,735
8,338,834



Commitments resulting from sale/purchase transactions
55,853,333
50,649,245



Other
84,916,975
33,581,254

Total off balance sheet
160,755,912
101,984,707

2.1.2  Consolidated profit and loss account 


01.01.2003 

- 31.12.2003
01.01.2002 - 31.12.2002


PLN ‘000
PLN ‘000

Interest income
1,629,023
2,304,125    

Interest expense
(750,903)
(1,288,355) 

Net interest income
878,120
1,015,770 





Fee and commission income
610,790
569,854

Fee and commission expense
(85,072)
(63,139)

Net fee and commission income 
525,718
506,715





Income from shares, other securities and other financial instruments
1,468
1,121

Net profit on financial operations
59,197
21,426

Net profit on foreign exchange
53,684
124,847

Profit on banking activity 
1,518,187
1,669,879





Other operating income
39,818
49,704

Other operating expenses
(80,511)
(87,689)

General expenses
(828,677)
(925,035)

Depreciation
(145,621)
(151,994)





Charges to provisions and revaluation
(2,447,068)
(2,327,974)

Release of provisions and revaluation
2,041,318
1,948,074

Net releases of provisions and decrease in respect of revaluation
(405,750)
(379,900)

Operating profit 
97,446
174,965

Extraordinary gains / (losses)
239
315

Charges to goodwill from consolidation



Charge to capital reserve from consolidation



Profit before taxation
97,685
175,280





Corporate income tax
(101,451)
(63,766)

Other gross profit charges
(22)
(1,438)

Share in (profits) losses of entities included in the consolidation on equity basis
10,820
13,777

Profit / (loss) of minority shareholders
21,703
17,254

Net profit 
28,735
141,107

2.2 Selected financial ratios for the Capital Group of ING Bank Śląski S.A


2003

2002

Total assets (PLN thousand)
28,166,795

26,941,434

Profit before taxation (PLN thousand)
97,685

175,280

Net profit (PLN thousand)
28,735

141,107

Consolidated equity (PLN thousand), excl. current year profit
2,673,591

2,576,130

Net profit to consolidated equity (average value of equity)
1.1%

5.5%

Capital adequacy ratio of the Capital Group
14.57%

14.32%

Net receivables to total assets
71.3%

77.6%

Income earning assets to total assets
92.4%

90.5%

Cost bearing liabilities to total liabilities
86.2%

84.5%

Irregular loans to toal loans (non-financial sector)
26.6%

28.3%






2.3
Interpretation of selected financial ratios 

The most significant changes in the consolidated balance sheet and the profit and loss account items are analysed below.

The total consolidated balance sheet grew by 1,225,361 thousand, i.e. 4.5% during the year. The main growth driver in 2003 was an increase in deposits taken from customers. 

Gross consolidated profit before tax for the year ended 31 December 2003 amounted to PLN 97,685 thousand. It was lower than in the previous year by PLN 77,595 thousand, despite significant reduction of general expenses from PLN 925,035 thousand in prior year to PLN 828,677 thousand in 2003. The main factor for it is decrease in net interest income from PLN 1,015,770 thousand to PLN 878,120 thousand and lower foreign exchange result. As a result, return on equity decreased from 5.5% in prior year to 1.1% in 2003.
3
Detailed report

3.1
Accounting principles

The accounting principles applied by the Parent Entity comply with the Accounting Act dated 29 September 1994 (Official Journal published 2002 No. 76, item 694 with subsequent amendments) and the Resolution of Minister of Finance dated 10 December 2001 regarding specific accounting rules for banks (Official Journal No. 149, item 1673 with amendments).

The financial statements of the consolidated entities were prepared on the same balance sheet date as financial statements of the Parent Entity – namely 31 December 2003.

The consolidated entities, in all material aspects, apply the same accounting principles.

3.2
Basis for preparation consolidated financial statements.

The consolidated financial statements of the Capital Group of ING Bank Śląski S.A. have been prepared in accordance with relevant legal regulation concerning capital groups, included in the chapter 6 of the Accounting Act dated 29 September 1994, regulations issued on the basis of the Act as well as regulations concerning entities issuing securities admitted to public trading, which are applied on a consistent basis.

The basis for preparation of the consolidated financial statements was the consolidation documentation. The consolidation documentation prepared by the Parent Entity complies with the Regulation of Minister of Finance dated 12 December 2001 in respect of the special rules for consolidated bank accounting and consolidated financial holding companies accounting (Official Journal No. 152, item 1728).

The method of consolidation of subsidiaries and associates has been presented in detail in the “Introduction” to consolidated financial statements of Capital Group of ING Bank Śląski S.A.

3.3 Principles of prudence applied by the Bank and the capital adequacy ratio

In the context of the audit of the consolidated financial statements, no material exceptions have been noted in the principles of prudence applied by the Capital Group.  The capital adequacy ratio was calculated properly.

3.4 Materiality levels applied by the auditor

In order to issue the audit opinion on the consolidated financial statements treated as a whole, materiality levels applied by the auditor were adequate to the materiality and the risk assessment of particular items of the financial statements.

3.5 Introduction to consolidated financial statements 

The introduction to the consolidated financial statements constitutes an integral part of the financial statements. All information included in the Introduction to the financial statements is presented fairly by the Bank when read in conjunction with the financial statements taken as a whole. Notes to the consolidated financial statements

3.6 Supplementary information and explanations

All information included in the notes to the consolidated financial statements is presented accurately and completely by the holding entity. They should be treated as an integrated part of the financial statements.
3.7 Directors’ report on the Bank’s activities

The information presented in the Directors’ report on the Bank's activities is consistent with the financial statements and requirements specified in art. 49 par. 2 of the accounting act.

3.8 Information on independent auditor’s opinion

Based on our audit of the consolidated financial statements of Capital Group of ING Bank Śląski S.A. as at 31 December 2003 we issued unqualified auditor’s opinion. 

signed on the Polish original

..........................................................
signed on the Polish original

..........................................................

Certified Auditor No 4979/2575

Hanna Fludra
For KPMG Polska Audyt Sp. z o.o. 

ul. Chłodna 51; 00-867 Warsaw

Certified Auditor No. 9941/7390

Bożena Graczyk, Member of the Board
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