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DRAFT

SEGMENT REPORTING

I. Reporting in terms of geographical and sector segments at ING Bank Śląski S.A.

Business sectors: 

Management of the capital group of ING Bank Śląski is exercised by the division of the activity into the following segments:

· retail, 

· corporate, 

· financial markets,

· ALCO.

The basis for distinguishing between corporate and retail segments is business sector division, determined in Bank’s internal regulations.

Within the framework of the retail activity the Bank capital group provides services to individual customers (mass customers segment and up-scale customers segment) and to small business.

This activity is analysed per the following products: credit products (personal account overdraft, card-related loans, instalment loans, housing loans, mortgage loans), contract loans granted by the Savings and Housing Unit, mortgage loans granted by Śląski Bank Hipoteczny, leasing facilities rendered by ING BSK Leasing, deposit products (current accounts, term deposits, savings accounts), participation units of ING funds, brokerage services provided by ING Securities. SA, bank cards.

The corporate activity covers the services offered to institutional customers, among which the following segments may be distinguished: strategic customers, large firms and mid-sized firms.

The capital group runs reporting per credit products (working capital loans, investment loans), deposit products (current accounts, term and negotiated deposits, savings account), custody services, operations on the capital market realised by the parent entity and ING Securities, leasing services provided by ING BSK Leasing.

Financial markets include operations performed on money and capital markets, both on the Bank’s own account and for customers.

This activity encompasses products of FX, money and derivative markets, securities operations (State Treasury papers, shares and bonds).

ALCO covers mainly investing funds originating from equity and financing some Bank’s assets.

Geographical segments

The geographical segments constitute the geographical reflection of the organisational division within the parent entity, e.g. Division ING Bank Śląski S.A. for 13 Regions and Head Office of the Bank.

The following geographical regions can be distinguished:

· Bielsko-Biała (including part of Silesian and Małopolskie Province)

· Bytom (including part of Silesian province)

· Częstochowa (including part of Silesian province)

· Gdańsk (including part of Pomorskie, Warmińsko-mazurskie and Kujawsko-pomorskie Provincies)

· Katowice (including part of Silesian province)

· Kielce (including part of Świętokrzyskie, Mazowieckie and Lubelskie Province)

· Kraków (including part of Małopolskie and Podkarpacki Provincies)

· Łódź (including part of Łódzkie Province)

· Opole (including part of Opolskie Province)

· Poznań (including part of Wielkopolskie Province)

· Szczecin (including part of Zachodnio-pomorskie Province)

· Warszawa (including part of Mazowieckie and Podlaskie Provinces)

· Wrocław (including part of Dolnośląskie Province)

· Bank’s Head Office – situated in Katowice and Warsaw

II. Results of Capital Group of ING Bank Śląski divided into business and geographical segments.

The primary division within the Group is division in terms of industry sectors.

Accounting policies applied in segment reporting are in accordance with the Accounting Act and other regulations issued based on it.

Assessment of the revenue per individual segments is performed with use of the transfer pricing system.

Transfer prices are set based on a profitability curve for both asset and liability products denominated in the same currency. Transfer price for asset and liability products situated at the same position on profitability curve is alike. The possible modifications of an initial transfer price, set as a result of product valuation based on profitability curve, and transfer price adjusting factors can be as follows: premium for acquiring long-term liquidity, matching of Bank’s position, costs of hedging in the case of non-standard products, and pricing policy. The yield curves are built based on quotations available in information bulletins and by using mathematical equations.

Division in respect of sector segments

Retail segment – comprising of 53.6% of share in total Group liabilities and 13.0% share in total receivables – realised in 2003 income of PLN 801.9 million. Retail segment generated 52.8% of total value of Group income. The expenses of the segment amounted to PLN 625.6 million i.e. 61.6% of total expenses. The high expenses of the segment (mainly due to maintenance of sales network at ING Bank Śląski, including these outlets which did not reach the break-even point yet) and high expenses in respect of specific provisions (i.e. PLN 148.1 million) led to segment result (after risk costs) amounting to PLN 28.2 million, which is 21.7% of result after risk costs.

in PLN thousand

	Reconciled item 
	Sector segment
	Total

	
	Retail
	Corporate
	Financial Markets
	ALCO
	

	Income, expenses and financial result
	 
	 
	 
	 
	 

	Total segment income
	801,924
	478,101
	202,581
	35,820
	1,518,426

	    result on economic capital
	23,434
	53,934
	10,622
	-87,990
	0

	Total segment expenses
	625,643
	283,544
	62,368
	43,436
	1,014,991

	Share of segment in financial result of subordinated entities
	
	
	
	32,523
	32,523

	Segment result 
	176,281
	194,557
	140,213
	24,907
	535,958

	Risk costs
	148,083
	233,579
	6,745
	17,343
	405,750

	Risk costs resulting from expected losses
	87,518
	128,154
	2,387
	
	218,059

	Risk costs resulting from the macroeconomic situation
	60,565
	105,425
	4,358
	17,343
	187,691

	Segment result after risk costs
	28,198
	-39,022
	133,468
	7,564
	130,208

	Tax
	
	
	
	
	101,473

	Net result
	
	
	
	
	28,735

	Assets and Liabilities &Equity
	
	
	
	
	

	Segment assets
	3,291,079
	9,946,924
	11,311,584
	827,253
	25,376,840

	Segment investments in subordinated entities
	
	
	
	53,207
	53,207

	Other assets  (not attributed to segments)
	
	
	
	
	2,736,748

	Total assets
	
	
	
	
	28,166,795

	Segment liabilities
	13,164,074
	5,181,561
	6,201,479
	
	24,547,114

	Other liabilities  (not attributed to segments)
	
	
	
	
	917,355

	Total equity
	
	
	
	2,702,326
	2,702,326

	Total liabilities & equity
	
	
	
	
	28,166,795

	Other
	
	
	
	
	

	Investment outlays
	43,607
	19,763
	4,347
	3,027
	70,744

	Depreciation
	84,848
	38,454
	8,458
	5,891
	137,651

	Other expense without cash outflow
	148,083
	233,579
	6,745
	17,343
	405,750


Corporate segment accounts for 21.1% of total Group liabilities and 39.2% of receivables. In 2003 the segment generated income of PLN 478.1 million, which is 31.5% of the total income. The segment result after risk costs was negative and amounted to PLN -39.0 million. The major reason for this were high risk costs resulting from the finalization of the cleaning portfolio process, amounting to PLN 233.6 million (i.e. 57.6% of total risk costs). However, part of this costs, i.e. over 45%, are risk costs resulting from adverse state of economy.

The Group achieved good results on the FM activity. The results of this segment after risk costs amounted to PLN 133.5 million. The level resulted from good results on own portfolio as well as on customers’ (in majority strategic corporate customers).

ALCO result amounted to PLN 7.6 million. This relatively low income (resulting from negative result on economic capital) was compensated by the positive result on the shares in subsidiaries.

The results of Capital Group of ING Bank Śląski per geographical segments

The reporting system allows for monitoring of the net interest income in the geographical aspect. 

In 2003 net interest income of the Group amounted to PLN 770.4 million. The major part of this income was derived form the Head Office i.e. PLN 181.3 million (23.5%). This amount includes total group income on the financial markets.

An essential contribution to the income generation was also made by the traditional regions of ING Bank Śląski operation, thus

· Bielsko- Biała – PLN 92.4 million (12.0% share in net interest income),

· Katowice – PLN 89.2 million (11.6%),

· Częstochowa – PLN 84.2 million (10.9%).

The results of development of the network of banking outlets are noticeable, for example in 2003 net interest income of Warsaw region amounted to PLN 60.0 million i.e. 7.9 % of the interest income generated by the Group.

in PLN thousand

	Geographical segment
	Segment Income *
	Segment Assets
	Investment Outlays

	Bielsko-Biała
	92,413
	920,642
	2,673

	Bytom
	54,795
	441,308
	1,659

	Częstochowa
	84,228
	945,201
	2,588

	Gdańsk
	22,922
	485,412
	2,602

	Katowice
	89,184
	794,396
	3,053

	Kielce
	22,467
	336,668
	1,874

	Kraków
	43,234
	617,008
	1,582

	Łódź
	18,201
	424,397
	1,023

	Opole
	31,431
	471,957
	745

	Poznań
	33,712
	941,040
	3,543

	Szczecin
	9,503
	211,916
	287

	Warszawa
	60,941
	1,109,915
	4,857

	Wrocław
	26,031
	450,834
	2,860

	Head Office
	181,312
	17,226,146
	41,398

	TOTAL
	770,374
	25,376,840
	70,744


* segment income includes net interest income presented in management accounting reports.







