2008-04-02: Report no. 05/2008: Explanations provided by the Management Board of ING Bank Śląski S.A. regarding the recommendation of the 2007 net profit distribution as presented to the General Meeting.
Further to the current report of 18 March 2008, including information on the intended lack of dividend payout, the Management Board of ING Bank Śląski S.A. hereby provides explanations regarding the recommended distribution of the 2007 net profit as presented to the General Meeting.

As on 31 December 2007, the solvency ratio of ING Bank Śląski S.A. under the Basel I regulations amounted to 13.12% on a consolidated basis and to 12.03% on a stand-alone basis. Under the Polish regulations, the Bank’s solvency ratio must not fall 8%. At the same time, the market regulator recommends that the level of this ratio be higher than 10%.
Main factors that influence the solvency ratio level:

1) Increase of lending

In 2007, the level of the solvency ratio of ING Bank Śląski S.A. was mainly affected by the growth of lending activity, and the resulting 25 per cent increase of capital requirements to credit risk. As a result, the consolidated solvency ratio decreased from 15.74% to 13.12%, and the stand-alone ratio went down from 15.09% to 12.03%.
2) Implementation of the New Capital Accord (Basel II) regulations
The solvency ratio will go down as result of the implementation of the Basel II regulations with regard to capital requirements, and when there are no significant changes connected with the performance of business activities. In the case of ING Bank Śląski S.A., the influence of the new regulations itself resulted in the reduction of the ratio, both on the consolidated and stand-alone basis, by a total of 200 base points, i.e. by approximately 100 base points to cover credit risk, as well as approximately 100 base points to cover operational risk. 
3) Revaluation provision level
The Management Board draws attention to the fact that under the Polish law the revaluation provision has a significant influence on equity. This provision is created as a result of changes to the AFS portfolio value (intended for sale) connected with the interest rate movements. This means that the increase of interest rates causes the decrease of AFS securities valuation, and leads to a negative value of the revaluation provision. This results in the decrease of the equity, and, in consequence, of the solvency ratio.
When performing the solvency ratio simulations, the Management Board must consider the risk connected with the increase of the market interest rates, which in the future may shape at a higher level than that resulting from the existing yield curves. 
For example, the level of the revaluation provision during the first three months of 2008 ranged between minus PLN 122 million to minus PLN 272 million. In the forecasts for 2008, the Management Board provided for revaluation risk of minus PLN 425 million, which would mean an increase of the interest rate by 100 base points during 2008 (the negative AFS valuation as at the end of 2007 totalled minus PLN 210 million). Such level of negative valuation would mean a decrease of the solvency ratio by approx. 0.7% as compared to the end of 2007.  
When preparing a forecast that takes account of the New Capital Accord rules (Basel II) and assuming that the whole net profit for 2007 be transferred to equity, the stand-alone solvency ratio shall range between 9.10% and 10.19% during the period of 12 consecutive months. 

In its strategy, the Bank assumes that equity will not constitute an obstacle to the development of the company’s operations when the solvency ratio is maintained at the level of at least 9.5%, as desired by the Management Board.

Additionally, according to the approved MTP, the Bank provided for crucial investments aimed at further increase and improvement of Customer Service quality. In 2008, total costs and investments (of both new, as well as on-going projects) will go up by more than PLN 180 million from a year earlier. The above-mentioned figure does not include the increase of costs resulting from inflation growth, especially in terms of payroll inflation costs. 

Considering the factors above, as well as the high costs connected with any capital increase, the Management Board decided to recommend to the Shareholders Meeting not to pay any dividend from profits for 2007 and to transfer all of the profit to own funds. The recommendation of the Management Board received positive opinion of the Bank’s Supervisory Board.
The above step does not mean, however, that the Bank will not pay any dividend in the coming years. The Management Board assumes that upon implementation of the advanced capital requirement calculation models, the level of the solvency ratio will most likely to go up. 
