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CURRENT REPORTS 2005

2005/02/24 Report No. 05/2005: Additional Information on the 2004 Consolidated Financial Statement of ING Bank Śląski. 

Introduction

In response to inquiries sent to the Bank by financial analysts with regard to the change of the interest result share in the total result on banking operations of ING Bank Śląski, the Management Board of the Bank decided to provide additional information. The information illustrates the share of the main areas of ING Bank Śląski operations in the creation of the individual types of income that together form the result on banking operations, as presented in the Consolidated Financial Statement of the Bank for 2004.

The information presented here consists of the table enclosed together with a commentary. It has been prepared based on the data from the internal transfer pricing system operating at ING Bank Śląski, the analytical reports of the management information system and estimates, that admit of a number of simplifications. Therefore it should be considered as a qualitative analysis of indicative nature.  
This information has not been verified or audited by the auditor. 

Commentary to the table:
Interest Result 

Interest result generated by ING Bank Śląski is mainly related to product spreads earned on credit and deposit operations in Retail and Wholesale Banking. It also derives from investing free proprietary funds and from some operations in the Financial Markets. 

The table enclosed herewith illustrates the growth of interest income from retail deposits. The growth is mainly the consequence of rise in volume and spread. The increase of interest income from corporate deposits is related to the rise in spread, while the slightly lower volume level results from shifting some of the corporate deposits to the FM negotiable deposit portfolio. That move was dictated by the policy under which the Financial Markets Division is to expand the scope of direct service to wholesale clients. 

The drop in the interest income in the two areas of credit operations, i.e. in the retail and wholesale ones, is related to the decrease in volumes and spreads. 

A significant factor affecting the direction and size of the changes in the net interest result, as reported in the financial statements, is the change of the interest income amount (in terms of financial accounting) related to the FM operations. The positive balance of interest income amounting to PLN 30 million in 2003 turned into a negative one of PLN 47 million in 2004. It is, first of all, the consequence of the asymmetrical FX- and maturity structure of assets and liabilities. One of the tasks in the area of the Financial Markets is to close the gap. This task is achieved by a number of cash transactions and transactions with FX-derivatives and interest rate instruments. The instruments applied in the period analysed together with the method of booking income and costs resulted in  shifting of a part of interest income to other income generated by FM; i.e. to the item showing the result on financial operations and the foreign exchange result, which grew considerably in 2004.   This phenomenon caused a decrease in interest income as presented in the financial statements for 2004. To some extent, the phenomenon became even more visible as a result of changing in September 2003the back-office system used for recording the FM transactions. Under the new system, the SWAP points are broken into interest rate components and FX components according to a slightly different algorithm than the previous one. Considering the number of those transactions and lack of a unified policy in that regard among the banks, the Bank has not made detailed estimates of the adjustment in presentation (if any).

According to the estimations by FM experts, approximately 60-65% of income generated in that area in 2004 derives from trading or acceptance of a speculative position in FX and 35-40% of income pertains to trading in interest rate instruments.  

Should the breakdowns be adjusted in the manner that would lead to the presentation of interest income of Financial Markets in real terms – mainly at the expense of the result on financial operations – a considerable increase of result on interest would be presented (in economic terms), which is in line with trends of business development of ING Bank Śląski and, in particular, with the reported increase of deposit business.

Commission Result 

The income from fees and commissions in Retail remain stable. The slight drop of fees and commissions related to deposits and savings area (including: maintenance of current accounts, settlements, and sales of investment funds’ units)  derives to a large degree from a change in the transactions structure – clients moving from traditional paper transactions to electronic distribution channels (e-banking and telebanking), and a number of promotional campaigns launched to make the core offer more attractive (to win new clients and expand the base for cross-selling). Growth of income from sales of investment funds’ units was noted in that area. Also, 2004 was a good year for the retail broking business which was the main driver of other commission growth in Retail.

Visible growth of credit-related commissions in Retail results from a drop of costs of external debt collection, which are booked in the analysed breakdown as commissions paid (down by PLN 7.5 million in 2004 as compared to 2003).

The income from fees and commissions in Wholesale remain unchanged. A drop in credit-related commissions is compensated by an increase of other commissions in that domain (mainly from custody and broking activities).

Other Income

The main items under other income comprise: the result on financial operations and the result on FX position, generated for the most part on  FM products (which are here treated as total of transactions for clients [sales] and for the Bank’s own account).

Due to substantial changes of the Euro rate, the result on banking operations over the years 2003 and 2004 was also affected by the revaluation of the EUR-loan of the subsidiary - Centrum Banku Śląskiego. The loss of 2003 was caused by the appreciation of Euro – from 4.0202 as per 31/12/2002 to 4.7171 as per 31/12/2003. In the year 2004, the result of revaluation was positive, because of the Euro rate reaching again the level of 4.0790 as per  31/12/2004. It has to be noted that the impact the revaluation of the loan of Centrum Banku Śląskiego had on the 2004 net financial result was largely compensated by revaluation of the impairment and the adjustment related to the profit of minority shareholders.
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