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I
GENERAL INFORMATION OF THE ISSUER


ING BANK ŚLĄSKI SPÓŁKA AKCYJNA GROUP

40-086 KATOWICE, UL. SOKOLSKA 34

With decision of District Court in Katowice of 9 April 2001, Bank Śląski S.A. in Katowice was registered in the National Court Register under the number KRS-5459.

With decision of District Court in Katowice of 6 September 2001, the new name of the Bank was registered in the National Court Register, and this legally binding name is:

‘ING Bank Śląski Spółka Akcyjna’

or in short

‘ING Bank Śląski S.A.’.

The share capital of ING Bank Śląski S.A. amounts to PLN 130,100,000 consisting of 13,010,000 ordinary shares with a nominal value of PLN 10 each.

ING Bank Śląski S.A. is a parent entity of the Group of ING Bank Śląski S.A..

The primary activity of the parent entity according to polish activity classification 65.12A

The activities of the ING Bank Śląski S.A. Group are as follows:

· opening and maintaining bank accounts;

· accepting savings deposits and term deposits;

· issuing own securities, including bonds and certificates, and trading them on the securities markets, purchasing and selling securities for its own account and for the account of third parties;

· granting and obtaining loans, acting as an agent and intermediary for granting loans;

· foreign exchange transactions;

· financial services supporting foreign trade operations;

· cash settlements, bills of exchange operations, granting and accepting guarantees and other commitments;

· acceptance of cheques and promissory notes;

· concluding agreements and processing of payments on bank accounts and on the purchase of goods and services in Poland;

· making payments according to inter-bank transactions agreements;

· financial and operational participation in international financial transactions;

· taking and placing funds in domestic and foreign banks;

· safe-keeping of assets and securities;

· custodian services;

· providing services ordered by other banks;

· other co-operation with domestic, foreign and international banks and financial institutions;

· on request of the Ministry of Privatisation, performing services relating to the privatisation of state-owned companies;

· managing shares from State Treasury;

· leasing, factoring, forfeiting, underwriting and other financial services;

· brokerage services, including the maintenance of securities accounts, accepting orders to purchase units of trust funds, investment funds, and purchasing and acquisition of investment certificates;

· running of housing saving societies;

· issuing payment cards and processing operations made with cards;

· acting as a broker for insurance companies and pension funds;

· activities related to warranties;

· other types of activities outlined in the Bank’s Statutes

· activities related to operations of other members of the ING Bank Śląski Group within the scope of:

· granting mortgage loans;

· trading mortgage-backed securities;

· brokerage services;

· leasing and factoring services;

· financial consulting and intermediary;

· creating and management of pension funs;

· financial intermediary, market research and analysis;

· real estate rental services.

II
SCOPE OF CONSOLIDATED FINANCIAL STATEMENTS

The financial statements are prepared for the year 2003 and contain comparable financial data as at 31 December 2002.

The consolidated financial statements have been prepared in accordance with:

· The Accounting Act of 29 September 1994 (Official Journal of 2002, No. 76, item 694, with subsequent amendments);

· Resolution of Minister of Finance, dated 10 December 2001, in respect of provisions against the risk of banking activity (Official Journal No. 149, item 1672, with subsequent amendments);

· Resolution of Minister of Finance, dated 10 December 2001, in respect of specific accounting principles for banks (Official Journal No. 149, item 1673, with subsequent amendments);

· Resolution of Minister of Finance, dated 12 December 2001, in respect of accounting principles for preparing consolidated financial statements of a bank and  financial holding (Official Journal No. 152, item 1728);

· Resolution of Minister of Finance, dated 12 December 2001, in respect of the recognition, valuation, disclosure and presentation of financial instruments (Official Journal No. 149, item 1674, with subsequent amendments);

· additionally, in accordance with the applicable accounting principles currently applied by the ING Bank Śląski S.A. and recommendations of the General Inspectorate of Banking Supervision of NBP and the Securities and Stock Exchange Commission.

III 
THE MANAGEMENT BOARD AND THE SUPERVISORY BOARD

The Management Board of the Bank

In the year 2003 there was no changes in the Management Board.

As at 31 December 2003 the Management Board was comprised of the following members:

Mr. Marian Czakański
President of the Management Board

Mr. Frederik Van Etten
I-st 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
Vice-President of the Management Board

On 29 March 2004 President of the Management Board, Mr. Marian Czakański, informed about his intension to resign from the position because of personal reasons at date of the General Shareholders’ Meeting for year 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 General Shareholders’ Meeting for year 2003. At the same time the Supervisory Board of the Bank designated 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.

The Supervisory Board of the Bank

On 27 May 2003 at the General Shareholders’ Meeting Mr. Erik Dralans was appointed as Supervisory Board Member. On 28 May 2003 Mr. Ralf Hartmut Fiedler resigned from the position of Supervisory Board Member of ING Bank Ślaski.

As at 31 December 2003 the Supervisory Board was comprised of the following members:

Mr. Andrzej Wróblewski


President of the Supervisory Board

Mr. Johannes Nijssen



Vice-President of the Supervisory Board

Mr. Jerzy Rokita




Secretary of the Supervisory Board

Mr. Erik Dralans




Member of the Supervisory Board

Mr. Lech Węclewski



Member of the Supervisory Board

IV
GOING CONCERN

The consolidated financial statements were prepared in accordance with the going concern assumption, taking into account that the ING Bank Śląski Group will continue its activity in the foreseeable future. There are no known circumstances directly indicating any threat to the Group’s continued operations.

V
THE GROUP ORGANISATIONAL STRUCTURE OF THE ISSUER’S RELATED ENTITIES AND INFORMATION CONCERNING THE TYPE OF RELATIONSHIP


\





50% of votes on the General Shareholders’ Meeting




60% of statutory capital


VI
LIST OF RELATED ENTITIES

List of related entities comprising issuer’s capital group under full consolidation or equity method (in PLN ‘000) 

Name of entity
(legal status)
ING Securities Spółka Akcyjna
ING BSK Leasing Spółka Akcyjna
Śląski Bank Hipoteczny Spółka Akcyjna


ING Services 

Sp. z o.o.
Solver Sp. z o.o.

Location
Warsaw
Katowice
Warsaw
Katowice
Bielsko-Biała

Primary activity (according to Polish Classification of Activity)
Brokerage
Leasing and factoring
Banking services
IT services, IT process management services, lease of IT equipment 
Whole- and retail sale of foods and industry goods, real estate services

Register Court
District Court of Warsaw, XIX Economic Department,  KRS no. 0000074974 of 19.12.2001
District Court of Katowice, VIII  Economic Department KRS no. 0000074390 of

20.12.2001
District Court of Warsaw, XX Economic Department,  KRS no. 0000057086 of 22.01.2002
District Court of Katowice, VIII  Economic Department, KRS no. 183258 of

12.12.2003
District Court of Bielsko-Biała, VIII Economic Department, KRS no. 0000132567 of 25.09.2002

Percentage of share capital
100%
100%
100%
99%
79.79%

Share in general number of votes at general meeting of shareholders
100%
100%
100%
99%
79.79%

Character of capital connection
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary

Way of recognition in financial statements
Consolidation
Consolidation
Consolidation
Consolidation
Consolidation

Day of gaining control in subsidiary
20.01.1997
23.04.1996
20.12.2000
27.11.2003
26.04.2002

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. and Centrum Banku Śląskiego Sp.z o.o. were fully consolidated in the financial statements of ING Bank Śląski S.A.

Related entities outside ING Bank Śląski Capital Group (in PLN ‘000)

in PLN thousand

Name of entity (legal status)
Centrum Banku Śląskiego Sp. z o.o. *
Powszechne Towarzystwo Emerytalne ING Nationale Nederlanden S.A. 

Location
Katowice
Warsaw

Primary activity
Realisation of building contracts, rendering various services, organising conferences and trainings 
Creating and management of Open Pension Fund

Register Court
District Court of Katowice, VIII Economic Department KRS no. 0000047713 dated 9.10.2001
District Court of Warsaw, XIX Economic Department KRS no. 0000042153 dated 6.09.2001



Percentage of share capital
60%
20%

Share in general number of votes at general meeting of shareholders 
50%
20%

Type of capital relation
Jointly-controlled entity
Associated entity

Way of recognition in financial statements
Consolidation
Equity method

Date of gaining control or starting to exert a significant influence
15.12.1997
16.11.1998

Equity:
8,422
232,840

- share capital
91,791
33,000

- reserve capital
88
167,000

- unpaid contributions to share capital
-
-

- other:
-
-

- undistributed profit or uncovered loss of prior years
-37,213
9,445

- net profit (loss) of current year
-63,088
56,595

Liabilities:
361,265
no information

Long-term
357,421
no information

Receivables incl:
6,301
no information

Long-term
-
no information

Total assets
355,043
no information

Sales
26,918
no information

Shares unpaid by issuer
-
-

Dividends received or receivable for last financial year
-
-

* data from preliminary, not audited financial statement.

Centrum Banku Śląskiego Sp. z o.o. is a jointly-controlled company (established under provisions of Trade Code) and a subsidiary running entirely different activity (not being a bank, credit or financial institution or auxiliary banking services enterprise). However, taking into account the nature of relations of Centrum Banku Śląskiego with ING BSK S.A. i.e. financing the company with loans granted by ING Bank Śląski S.A. (together with credit risk resulting from it) and pledging company’s property as a collateral for these loans the entity was recognised in consolidated financial statements of ING Bank Śląski S.A. Group under full consolidation method.

ING PTE Nationale-Nederlanden S.A. as an entity associated with ING Bank Śląski S.A. was recognised in consolidated financial statements of ING Bank Śląski S.A. Group under equity method.

VII
COMPARABILITY OF FINANCIAL DATA

The consolidated financial statements for the year ending 31 December 2002, in accordance to the Regulation of Board of Ministers, dated 16 October 2001, on detailed conditions on the issuing prospectus, and the Regulation of the Board of Ministers, dated 16 October 2001, on current and periodic information, which is presented by the issuers of securities (Official Journal No. 139, item 1568 and item 1569, with later amendments), were adjusted, so they are comparable to the information contained in the financial statements for the year ended 31 December 2003.

The breakdown of differences resulting from the changes in the way financial statements are prepared is presented in Note 34 of the additional information to the financial statements.

VIII
AUDITOR’S OPINION 

The consolidated financial statements for the year ended 31 December 2002 were audited by KPMG Polska Audyt Sp. z o.o. and received an unqualified opinion.

IX
ACCOUNTING PRINCIPLES 

The ING Bank Śląski S.A. Group’s accounting records are maintained in accordance with the generally accepted accounting principles as defined in the Accounting Act dated 29 September 1994 and the Resolution of Ministry of Finance dated 10 December 2001 in respect of specific accounting principles for banks and the Resolution of Ministry of Finance dated 18 December 2001 in respect of specific accounting principles for brokerage houses and banking entities that run brokerage activity.

The Group’s accounting records are prepared with reference to the underlying accounting principles i.e. completeness, chronology, accrual basis, matching concept, materiality, no netting off of assets and liabilities, related income and expenses, and extraordinary profits and losses, consistency principle and  the double entry principle in the sub-accounts.

X
PRINCIPLES FOR PREPARING CONSOLIDATED FINANCIAL STATEMENTS

The following subsidiaries: ING Securities S.A., ING BSK Leasing S.A., Śląski Bank Hipoteczny S.A. ING Services and Solver Sp. z o.o. have been consolidated under full consolidation method.

Jointly controlled company Centrum Banku Śląskiego Sp. z o.o. has been consolidated under full consolidation method.  

Under full consolidation method, all balance sheet and income statement, as well as, off-balance sheet items of parent and subsidiaries are summed up in full amounts. Then, consolidation adjustments and exclusions are made.

The following items were eliminated during the consolidation process:

1. share capitals of subsidiaries consolidated under the full method;

2. acquisition price of shares of subsidiaries consolidated under the full method;

3. equity method valuation of subsidiary entities;

4. intercompany receivables and payables;

5. contribution-in-kind transferred from the parent company to the subsidiaries;

6. intergroup securities transactions;

7. purchase and sales values of securities between parent and subsidiaries consolidated;

8. income and expenses of intergroup operations;

9. unrealised gains and losses, from the point of view of the group, from operations between parent and subsidiaries;

10. negative goodwill of the subsidiary

11. undrawn credit lines granted and received and other off balance sheet transactions between parent entity and entities under consolidation.

Furthermore, adjustments resulting from different accounting policies applied within the group were made. More detailed information is presented in Note 17 of the supplementary notes to the consolidated financial statements.

XI
ACCOUNTING PRINCIPLES APPLIED IN PREPARING CONSOLIDATED FINANCIAL STATEMENTS

Accounting for entities under consolidation is conducted in accordance with the generally accepted accounting principles as determined in the Accounting Act dated 29 September 1994, the Resolution of Minister of Finance dated 10 December 2001 concerning specific accounting principles for banks, Resolution of Minister of Finance, dated 12 December 2001, in respect of accounting principles for preparing consolidated financial statements of a bank and financial holding (Official Journal No. 152, item 1728), and the Resolution of Minister of Finance, dated 18 December 2001 concerning specific accounting principles for brokerage houses and banking entities that run brokerage activity (Official Journal No. 153, item 1753).

Assets, liabilities and equity of the ING BSK S.A. Group were valued at cost/ acquisition price not higher than net realisable value i.e. taking into account impairment or revaluation. The impairment and revaluation was made in compliance with the prudence principle. 

The valuation of assets, liabilities, income and expenses, the calculation of the net result and the presentation of financial data in financial statements is made as follows:

Fixed assets 
Tangible and intangible fixed assets are stated at net book value as initial value (purchase price or cost) plus any improvements made less accumulated depreciation and impairment. Depreciation for tax purposes is calculated on a straight-line basis in accordance with the rates defined by the Corporate Income Tax Act dated 15 February 1992 (Official Journal No. 106, item 482 of 1993, with later amendments). For accounting purposes, tangible and intangible fixed assets are depreciated at rates that are determined in accordance with article 32 of the Accounting Act of 29 September 1994 (Official Journal of 2002, No. 76, item 694, unified version).

The Group applies depreciation rates based on identified groups of fixed assets. Individual depreciation rates within each group are applied to leasehold investments/improvements and to computer software and copyrights. Initial value of asset is increased by any expenses of improvements, such as adaptation, modernization, or reconstruction that increase at the same time an asset’s utility value.

Assets Under Construction include the overall costs incurred directly related to unfinished construction, installation, purchase of new, or improvement of an existing fixed asset. They are valued at cost or purchase price. The acquisition cost or price includes all costs incurred from the beginning of the investment up to the balance sheet date or the date when the asset was put into use, and also includes non-deductible VAT, interests, commission, and foreign exchange differences. 

Tangible and intangible fixed assets put into use subject to finance lease agreements are recorded as fixed assets and depreciated with the same methods applicable to other fixed assets or intangibles, for lower of the agreement period or estimated useful life of the assets. The fixed assets under finance lease agreements are also subject to impairment.

In the period between 1994 and 1999, the parent entity availed of investment tax relief.

The value of assets under construction included in the tax relief during this period amounted to PLN 255,898 thousand. Depreciation of fixed assets under investment tax relief is a non-deductible cost for tax purposes. It is treated as a timing difference in the deferred tax calculations caused by different recognition of revenues as earned and costs as incurred, in accordance with the accounting and tax regulations.

The depreciation charge for fixed assets under investment tax relief amounted to PLN 8,012 thousand for the period from 1 January 2003 to 31 December 2003.

As at 31 December 2003, PLN 85,557 thousand of investment tax relief remains to be depreciated. This amount is included in the deferred tax calculation as a timing difference. 

Goodwill acquired as a result of the acquisition of Wielkopolski Bank Rolniczy S.A. is being amortised over a 5-year period. Goodwill of ING Bank N.V. Warsaw Branch brought in as a contribution-in-kind is being amortised over a 10-year period. Goodwill acquired as a result of acquisition of ING Barings Securities (Poland) S.A. is being amortised over a 5-year period. Depreciation of goodwill is charged to other operating expenses.

Share capital raising costs composing of brokerage costs, costs of prospectus and payments to National Depository of Securities together with consulting costs related to preparation of Issuance Prospectus according to the amended Commercial Code decreased the reserve capital that arisen from the surplus of the issuance value over the nominal value of shares.

Other expenses related to the increase in share capital were presented as accruals and amortised over a 5-year period.

The Group capitalises costs relating to realisation of long-term IT projects as well as research and development (R&D) projects. The costs incurred result from past events, are reliably quantifiable and are capitalised after the analysis and assessment of probability of realising future gains. Verification is made as at the balance sheet date. They are amortised over period justified by type and volume of the expenses, and in case of R&D projects after decision of classification to intangibles over period no longer than 5 years.

Assets for sale represent fixed and current assets that were repossessed in lieu of receivables during the process of restructuring of corporate entities, settlements of repossession, acquisition of collateral and vindication (including private debtors) and are intended to be sold. These assets are recognized in the balance sheet at fair value and for the difference between the value of outstanding debt and the lower asset’s estimated fair value write-offs is made. If the fair value is higher than the value of an outstanding debt the difference is recognised as a liability to a borrower.

These assets are not subject to depreciation but are subject to impairment. The parent entity is obliged to sell them within a three-year period from the purchase/repossession date. After this period they are treated as assets utilised by the parent entity.
Long term investments in properties

Investments in properties presented in the balance sheet as fixed assets are valued at the day of purchase or origination at the purchase price or cost, less accumulated depreciation and impairment. The impact of revaluation of investments, that results in an increase in their value to market prices is recognised in the revaluation capital. The impact of a decrease in the valuation, which was previously revaluated and recognised in revaluation capital decreases the revaluation capital up to the amount of this revaluation for the particular asset. Impairment of investment property is presented in an item ‘specific provision charges and revaluation’.

Loans and granted off-balance sheet commitments 
Loans granted and other non-trading receivables are presented in the annual financial statements at amortised cost (without consideration of effective interest rate) net of specific provisions established to cover possible losses resulting from credit risk. The level of specific provisions is determined by the risk assessment in respect of the receivables and complies with Regulation of the Minister of Finance dated 10 December 2001 regarding the principles of specific provisions creation for the risks of banking activities.

The following minimum rates of specific provisions are applied to individual risk categories:

-
normal (granted for individuals, excluding mortgage loans)
   1.5 %

-
watch









   1.5 %

-
       sub-standard








 
 20.0 %

-
doubtful








 
 50.0 %

-
loss










100.0 %
In accordance with the MF Regulation, collateral offset is taken into consideration when calculating provisions for credit risk.

Bank applies methodology of creating and releasing of provisions taking tax aspect into consideration, which results in the form of technical increase of incomes and expenses connected with update of level of provisions.

Furthermore, in accordance with the MF Regulation of 10 December 2001 regarding the principles of specific provisions creation for the risks of banking activities, parent entity decreased the level of provisions in the normal and watch categories by an allocation of up to 25% of the general risk reserve.

As at 31 December 2003, to cover the provision for normal and watch loans, PLN 32,850 thousand was allocated from the general risk reserve.

Off-balance sheet commitments granted are recognised at nominal amount. For off-balance sheet commitments granted, which are classified as irregular, including irrevocable, undrawn credit lines and the Bank’s commitments arising on the rediscounting of bills of exchange and factoring with recourse, in accordance with Regulation of the Banking Supervisory Commission dated 10 December 2001, regarding the conditions that should be met to create provisions for the risk of banking activity, specific provisions are created and presented in the balance sheet item  “Provisions”.
For other receivables where collection has been assessed as doubtful, the Group writes them off to fair value and this impairment can be treated as a kind of collateral for potential losses in the lack of repayment.

Principles of receivables’ write-off.

In the case when loan receivables are classified as lost for at least one year and provision created is equal to remaining exposure (i.e. net value of receivables amounts to zero), the Bank creates specific provisions against loan receivables (incl. interest) transferring them to off-balance sheet till their write-off, termination or repayment. Along with transferred receivables, the Bank also transfers created specific provision.
Investments and debt securities
Initially, debt securities are presented at acquisition cost. At the balance sheet date historical cost is adjusted by the revaluation that is subject to the classification of the financial instrument to a particular portfolio, specified in two Resolutions of Minister of Finance dated 10 and 12 December 2001 concerning specific accounting principles for banks and the specific rules for recognition, valuation, disclosure and presentation of financial instruments (Dz. U. no. 149, item 1673 and 1674 respectively).  

1. Trading securities are marked to market and these for which there is no active market, are recognised at, in other way estimated, fair value. The differences from revaluation are recognised as income or expenses from financial operations. 

Debt securities are recognised at acquisition price adjusted by the difference between acquisition price and initial value (discount, premium) and adjusted by any impairment or revaluation made. The effects of impairment/revaluation are recognised as expenses or income from financial operations respectively.

2. Securities held to maturity are valued at amortised cost, adjusted by amortized discount, amortized premium and adjusted by any impairment. 

3. Securities available-for-sale are valued at fair value and the effects of the changes in the fair value are recognised into revaluation capital.

4. Securities repossessed in lieu of receivables are valued at fair value. For the difference between the outstanding debt and the lower asset’s estimated fair value write-off was made. If the asset’s estimated fair value was higher than the outstanding debt the difference was recognised as a liability to a borrower. 

5. Shares in subordinated entities that are not a subject to consolidation (associates with major investor) are valued under the equity method. 

Foreign currencies

Assets, liabilities and off-balance sheet items denominated in foreign currencies are valued at the average exchange rate announced by the National Bank of Poland at the balance sheet date. Foreign exchange differences arising from foreign exchange balance sheet items are recognised in the profit and loss account as the net result on foreign exchange.
Derivative instruments
The Group conducts trading activity with the following financial instruments: currency forwards, currency swap, currency options, interest rate swaps (IRS), currency interest rate swaps (CIRS) and Forward Rate Agreement (FRA). 

Financial instruments offered by the Group to its customers are traded by the Bank for speculative purposes. Customers purchase the financial instruments for speculative and hedging purposes. 

Currency transactions 

Any financial instruments such as currency forwards are recognised at their fair value after taking into account the discounted cash flows (NPV). The net result of the valuation is recognised in the profit and loss account within the net result on foreign exchange. For the period from 1 January 2003 to 31 December 2003 the net amount of PLN 322.4 million that consists of interest received on currency financial instruments, i.e. currency swaps, was recognised as interest income.

The amounts purchased on currency transactions valued at the exchange rate announced by the National Bank of Poland at the balance sheet date are recognised as off-balance sheet item ‘Commitments resulting from sale/purchase transactions’.

Currency option contracts are valued at fair value taking into account the discounted cash flows (the Garman-Kohlhagen model).

Base amounts for currency options purchased and sold are valued at the rate announced by the National Bank of Poland at the balance sheet date and presented in the off- balance position as ‘Other commitments from options’. 

Interest rate transactions

Interest rate derivative contracts are recognised as swap transactions (interest rate swaps – IRS, or the currency interest rate swaps – CIRS) and forward rate agreements (FRA).  Open IRS and CIRS contracts are valued at fair value based on the discounted cash flows (NPV). Open FRA contracts are marked to market based on discounted cash flows.

Currencies purchased related to IRS/CIRS, for CIRS transactions are valued at the exchange rate announced by the National Bank of Poland at the balance sheet date and presented as off-balance sheet item as ‘Commitments resulting from sale/purchase transactions’.
The nominal values of FRA transactions are presented as the off-balance sheet item as “Other commitments from FRA transactions”.
Embedded derivatives

The Group removed from the financial statements the valuation of agreements not being financial instruments, in which payments are made in foreign currencies and for which fair value has been recognised in the profit and loss account for year ended 31 December 2002.

According to Resolution of Ministry of Finance dated 23 February 2004 changing the MF Resolution on the recognition, valuation, disclosure and presentation of financial instruments, in the case of contracts with payments in foreign currency it is recognized that nature of embedded derivative and risks related to it are tightly connected with nature of the contract and resulted risks, if this currency is generally applied in contracts for delivery of goods and services in the domestic market. As a result, the amount of PLN 13,036 thousand was recognised to equity as an item ‘result of prior years’.

Hedge accounting  

The Group implements hedge accounting in its financial statements. The hedged item are highly probable anticipated future cash inflows relating to the rent of buildings owned by a subsidiary of ING Bank Śląski. One risk on the hedged item is currency risk. Rental income is denominated in EUR, which means that it is subject to volatility resulting from changes of exchange rate. Cash flow hedging will match the EUR rental receipts with payments from financial instrument in the same currency. The hedging period commenced on 31 December 2002 and will continue for the following 12 years. 

General risk provision 

In accordance with the Banking Law Act dated 29 August 1997 (Official Journal No. 140, item 939), the Bank creates a provision for general banking risk to cover any risks related to a banking activity. The general banking risk provision is recognised as an expense in the profit and loss account.

Capital and reserve funds

Capital and reserve funds are presented at nominal values.

Revaluation capital

Revaluation capital relates to:

· revaluation of fixed assets,

· revaluation of financial assets  available for sale.

· fair value of cash flow hedging item

Revaluation capital emerged from fixed assets revaluation is increased by the difference in net value of fixed assets arising as an effect of revaluation and decreased by the revaluation difference of previously revaluated sold or liquidated fixed assets. The exception is the write-off of fixed assets’ value, which was previously revaluated and recognised in revaluation capital – it decreases revaluation capital up to the amount of this capital.

Revaluation capital from the revaluation of financial assets available for sale is increased/decreased by the result of revaluation of financial assets available for sale, resulting from short-term market prices changes. After sale of the assets, its collection or impairment, gain or loss recognised in revaluation capital is then recognised in profit and loss account. 

Revaluation capital includes the deferred tax items related to revaluation of financial assets available for sale.

The part of the fair value of the hedging financial instrument that is considered as an effective cash flow hedge is recognised in revaluation capital, taking into account any impact of income tax.

Prepayments and accruals

Expenses are accounted for as prepayments or accruals in order to recognise them in the appropriate period, to which they relate.
Early retirement pay

According to the Employees Remuneration Regulations of ING Bank Śląski S.A. Group and the Employment Code, employees who have worked for a given number of years and reached the predetermined age, are entitled to receive retirement bonuses. Retirement liabilities are recognised as the present value of future retirement commitments as at the reporting period end. These commitments are updated annually and recorded as accruals.

Unused holiday costs 

The ING Bank Śląski Group accounts for the unused holiday costs on an accrual basis. These are recorded as provisions for unused holidays in accruals.
Income and expense recognition

Interests expenses and income are recognised after taking into account accrued interest receivable and payable as at the balance sheet date. Interest receivable and payable from loans classified as watch, substandard, doubtful and lost are recognised as an asset (interest receivable) or a liability (suspended interests) in balance sheet item “Accruals and deferred income”. 

Capitalised interests from loans classified as normal are recognised in the profit and loss account.

Unearned discounts on regular receivables are disclosed as deferred income and then are gradually recognised in the profit and loss account on an accrual basis. Unearned discounts on irregular receivables are disclosed in deferred income and are recognised in the profit and loss account on cash basis. 

The same is applicable to non-interest, general and other income and expenses.

Fees and commissions represent income received from customers for banking services and are charged based on the Fees and Commissions Table approved by the parent entity and agreements with customers. 

The income from leasing agreements are recognised as follows:

a) transaction fees, at net value from invoices issued in accordance with the agreements concluded, are recognised as commission income;

b) leasing instalments, at the value of interest payables for the period in accordance with the agreements concluded, are recognised as interest income.

Adjustments related to exchange rates differences concerning principal instalments in leasing agreements increase or decrease operating income.

Other operating expenses and income comprise of expenses and income incurred /earned on other than banking activity, including expenses /income from the sale and liquidation of fixed assets, compensation expenses and penalty costs.

The movement in the balance of accruals in respect of provisions for early retirement bonuses (calculated using actuarial valuation) and unused holidays costs are recognised respectively in other operating income and other operating expenses.

Net result
The net result is calculated based on Resolution of the Minister of Finance dated 10 December 2001 in respect of specific accounting principles for banks, with reference to the underlying principles of prudence, matching and accrual accounting. Income and expenses are recognised and accounted for on an accrual basis.

Corporate income tax 

Corporate income tax is calculated based on gross profit adjusted by accrued (not yet received or paid) interest payable and receivable, non-tax deductible expenses, and allowable deductions. 

Corporate income tax payable is disclosed as a tax liability (at the current tax rate of 27% in force at 31 December 2002 and 19% at 31 December 2003) and deferred tax assets or liabilities (at the tax rates related to dates of realisation of timing differences) that are the result of temporary differences in values of assets and liabilities under the accounting and tax approach. Both the deferred tax assets and liabilities are calculated and recognised as separate balance sheet items. Deferred tax assets and liabilities concerning the transactions through capital (retained earnings) brought forward are recognised using the same method i.e. through retained earnings.

All specific provisions created by the Group, which have not yet been treated as tax-deductible, have been considered as timing differences for purposes of the deferred tax calculation. The exception refers to provisions that in the future will not be treated as tax-deductible expenses. Additionally, provisions for the impairment in the value of securities, similar to specific provisions, are treated as timing differences and included in the deferred tax calculation.

XII 
AVERAGE PLN FOREIGN EXCHANGE RATE TO EURO FOR THE REPORTING PERIOD AND COMPARABLE FINANCIAL DATA

Exchange rate
Average exchange rate
Minimal rate for the last day of the month in the period
Maximum rate for the last day of the month in the period
Rate for the last day of the period

31.12.2002
3.8697
3.5910
4.0810
4.0202

31.12.2003
4.4474
4.1286
4.7170
4.7170

XIII
MAIN ITEMS OF FINANCIAL STATEMENTS CONVERTED INTO EURO

In EUR ‘000

Position
31.12.2002
31.12.2003

Interest income
595,427
366,287

Commission income
147,261
137,336

Result on banking activity
431,527 
341,365

Result on operating activity
45,214 
21,911

Gross profit/(loss)*
45,296 
21,965

Net profit/(loss)
36,465
6,461

Total assets
6,701,516
5,971,337

Equity
675,896 
572,891

Shareholders equity
32,362
27,581

Net cash flows
-441,352
11,970

For the purposes of calculation of the main positions into EUR the following exchange rates were used:

· for balance sheet items:

· 4.0202 PLN, NBP fixing dated 31.12.2002

· 4.7170 PLN, NBP fixing dated 31.12.2003,

· for profit and loss account and cash flow items:

· 3.8697 PLN i.e. the average rate calculated as the average value of NBP fixing from last date of each month for the year 2002,

· 4.4474 PLN i.e. the average rate calculated as the average value of NBP fixing from last date of each month for the year 2003.

XIV
RECONCILIATION
 OF FINANCIAL STATEMENTS TO REQUIREMENTS OF INTERNATIONAL ACCOUNTING STANDARDS

The Group prepares financial statements in accordance with Polish Accounting Standards (PAS) as at 31 December 2003. There are some differences between the accounting principles adopted and International Accounting Standards, which are outlined below:

1)  Under PAS, overdue accrued interest from irregular loans is presented in the balance sheet as suspended interest and then recognised in the profit and loss account on cash basis. According to IAS, interest receivable from irregular loans received by the Group until the date of preparation of the financial statements are recognised into profit and loss account.

2)  and 3) Under PAS, the Bank distributed part of net profit to the Bank’s Social Fund and made a donation to the Bank Śląski Charity Fund. According to IAS, these amounts should be charged to the profit and loss account.

4)

Deferred tax concerning the above items. 

6) IAS 39 requires that interest is recognised taking into account an effective profitability received on financial instrument, however the effective profitability is calculated, taking into account all fees and payments paid and received. Additionally IAS 39 requires presenting of revaluation of whole assets showed in amortized purchase value as a difference between balance sheet value of an asset and current value of future cash flows, discounted with original effective interest rate. However The Bank establishes value of specific provisions according to the Resolution of Ministry of Finance regarding creation of provisions for risk of banks’ activities. The difference is not quantifiable.

7) Under PAS, accrued interest on irregular receivables is recognised as deferred interest income. Under IAS, such interest is treated as a provision for accrued interest. Under IAS this does not have any impact on the net assets figure.
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