Capital Group of Bank  Śląski S.A. in Katowice


COMMENTARY 

TO THE CONSOLIDATED QUARTERLY REPORT FOR 1st QUARTER OF 2001

I
PRINCIPLES ADOPTED FOR PREPARATION OF THE CONSOLIDATED QUARTERLY REPORT

The consolidated quarterly report covers the data of the following entities:

· Bank Śląski S.A. as a parent company;

· Dom Maklerski Banku Śląskiego S.A. as subsidiary;

· Śląski Bank Hipoteczny S.A. as subsidiary;

· BSK Leasing S.A. as subsidiary;

· PTE NN S.A. as associated entity;

The following entities are note covered with the scope of the consolidated quarterly report:

· Centrum Banku Śląskiego Sp. z o.o.

· Finplus Sp. z o.o.

· eService S.A.

The values shown in the financial statement of subsidiaries and associated entities excluded from the consolidation are intangible as compared to the values shown in the financial statement of the parent company. Thus, the conditions of excluding the mentioned above entities from the consolidation are met in line with the Accounting Act and Resolution no. 2/98 of the Banking Supervision Committee of June 3, 1998 pertaining to detailed principles of preparation of consolidated financial statements by the banks and the Ordinance of the Minister of Finance of November 19, 1999 referring to determining more strict criteria than the ones stipulated in the regulations of the Accounting Act referring to the entities being the issuers of the securities permitted for public trade or issuers of the securities applying to be publicly traded, i.e. 

· the balance sheet total of the excluded entities is lower than 5% of the balance sheet total of the parent company;

· income on sales of each of the excluded entities is lower than 5% of the interest income of the parent company;

· total amount of the balance sheet total is lower than 20% of the total balance sheet of the parent company;

· total amount of income on sale is lower than 20% of the interest income of the parent company;

The consolidated quarterly report presents the balance sheet, profit and loss account as well as cash flow, prepared pursuant to the Accounting Act, Resolution no 1/98 of the Banking Supervision Committee of 03.06.1998 regarding special principles of the banks’ accounting and preparation of the additional information, Resolution no 2/98 of the Banking Supervision Committee of 03.06.1998 regarding special principles of the banks’ preparation of consolidated financial statements, as well as the instruction of NBP in the scope of preparing the Banking Reporting Information, binding since 30.06.1999. 

The detailed scope of the consolidated financial statement, description of the principles of accounting, methods of consolidation, evaluation of assets and liabilities as well as principles of determining the financial result was presented in the annual consolidated report for the year 2000r.

The data were developed according to the principles of assets and liabilities evaluation as well as the measurement of financial result, as per the balance sheet date; taking into consideration the corrections due to provisions, inclusive of the reserve for the temporary difference due to income tax, which is specified in the accounting act, and the write-offs updating the value of assets.

· In order to determine the basic values in EURO the following rates were applied:

· for the balance sheet items – PLN 3.6170, the exchange rate of NBP of 31.03.2000;

· for items of the profit and loss account for the 1st quarter – PLN 3.7240, the exchange rate is calculated as the average of NBP rates, binding on the last day of each month of 1st quarter of 2001.

II
INFORMATION ON CHANGING THE COMPOSITION OF THE CAPITAL GROUP

On March 23, 2001 Bank Śląski Spółka Akcyjna w Katowicach disposed of all the shares of ING BSK Asset Management S.A. (the entity associated with BSK S.A.) possessed by Bank Śląski S.A. 

455,392 inscribed shares of ING BSK Asset management of the face value of PLN 20 a share and of the total value of PLN 9,107,840 which stands for 47.39% of the equity capital of the Company giving 47.39% of the votes on the General Shareholders’ Meeting of the Company were the subject of the sale.

The said shares were acquired by ING BANK N.V. 1077 ZZ Amsterdam Strawinkylaan 2631 (parent company for BSK S.A.).

The total sale price of 455,392 shares (PLN 20 each) amounted to PLN 9,107,840 and it was equal to the price shown in the accounting books of Bank Śląski S.A. as of the day of transaction. The amount of PLN 975 thousand of the provision that was set up by the Bank for the shares of the Company was released in the accounting books of the Bank on February 28, 2001 as of the moment of determining the sale price for the Company’s shares.

The transaction was carried out through the agency of Dom Maklerski BSK S.A. based on the sale order issued by Bank Śląski S.A. and purchase order issued by ING Bank N.V. based on the agreement obliging to sell the mentioned above shares.

On April 5, 2001 Bank Śląski Spółka Akcyjna w Katowicach – based on the signed agreement – sold all the shares – possessed by Bank Śląski S.A. - of Centrum Elektronicznych Usług Płatniczych “eService” Spółka Akcyjna seated in Warsaw (entity associated with BSK S.A.).

80,000 inscribed shares of “eService” S.A. of the face value of PLN 100 each and total value of PLN 8,000,000, which constituted 50% of the equity capital of the Company was the subject of sale.

Powszechna Kasa Oszczędności Bank Polski Spółka Akcyjna seated in Warsaw (entity not associated with BSK S.A.) is the buyer of the said shares.

The total sale price of 80,000 shares amounted to PLN 7,500,000 and it was equal to the price shown in the accounting books of Bank Śląski S.A. 

III
FACTORS AND EVENTS OF SIGNIFICANT IMPACT ON ACHIEVED FINANCIAL RESULT

The level and structure of the financial result achieved by the parent company is of significance for the result of the Capital Group and the structure of incomes and costs. The net interest income of the Capital Group of the Bank for the 1st QT of the year 2001 was influenced by the growth of the reserved interest volume, resulting from difficulties in timely service of receivables and loans incurred by a number of the Bank customers.

Result of the FX position includes the results achieved on revaluation of the balance sheet positions and the estimation of the off-balance sheet financial instruments of the currency type. In this position, the amount of PLN 96.5 mio. is the result achieved on the off-balance sheet financial instruments of the currency type, and the amount of PLN 12.5 mio. is the result of the revaluation of the balance sheet position and realised FX purchase and sale transactions. 

The costs of the Group’s operation are in line with the expectations.

In the 1st QT there was a need to set up specific provisions relating to reclassification of the receivables of some customers to the receivables at risk as the result of worsening their financial situation. Moreover, the changes of the mandatory level of specific provisions for the receivables of individuals in  normal situation and “special mention” category had a significant impact on the level of the balance of provisions set up. It resulted in creating - by the parent company – additional provisions in the amount of PLN 19.3 mio., out of which PLN 7.4 million was covered by the general risk reserve. In 1st quarter of 2001 the parent company did not establish the general risk reserve.

The share in the financial result of the entities consolidated with the method of ownership rights resulted in a drop of the result of the Group by PLN 3,376 thousand.

As a consequence of the described above events, in the 1st QT of the year 2001, the Group achieved the net result in the amount of PLN 54,258 thousand. 

IV
INFORMATION ON ADJUSTMENTS DUE TO PROVISIONS 

1.
Information on specific provisions for receivables
The entities of the Group establish specific provisions for conditional receivables and liabilities as well as make an update of the financial assets pursuant to the following principles:

· in case of the banks, the provisions are established based on the Resolution no 8/99 of the Banking Supervision Committee of 22.12.1999 on principles of establishing provisions for the risk connected with the banks’ activity, accompanied by an application of more stringent principles.

· in case of other entities the provisions are established based on the regulations of the Accounting Act, and the principles of establishing the provisions applied by the parent company are used for the appraisal of the economic and financial situation of the customer.

The balance of specific provisions in 1st quarter of 2001 was negative and equalled PLN 27,419 thousand. This amount includes the balance of specific provisions for conditional receivables and liabilities in the amount of – PLN 41,831 thousand as well as the balance of update of the financial assets value in the amount of PLN 14,412 thousand. 

In 1st quarter of 2001 the parent company of the Group did not make a write-off for the general risk reserve.

2.
Information on the reserve for income tax

Pursuant to article 37 of the Accounting Act the entities are obliged to establish at the end of the accounting year the reserve for a temporary difference due to income tax, caused by the time divergence in recognising the income as drawn or cost as incurred in the accounting registers and tax regulations.

In order to ensure the uniformity of net financial result in particular reporting periods a principle was adopted of establishing the reserve for deferred tax at the end of each month finishing the quarter of the accounting year. The amounts of the assets and provisions for differed income tax are the total of appropriately the assets and provisions established by each of the Group entity. The change of the balance of appropriately the assets and provisions for differed income tax in the amount of PLN 170 thousand increased the consolidated result of the Group for the 1st Qt of the year 2001.

V
INFORMATION REGARDING SETTLEMENT RULES AND METHODS OF PRESENTING INVESTMENT ALLOWANCES 
The parent company of the Group settles investment allowance pursuant to the letter of the Ministry of Finance No. DR-2/JJ/261/96 of 29.07.1996 

Additional depreciation recognised in 1st quarter of 2001, due to investment allowances obtained in the years 1994-2000 and reported as costs of 1st quarter of 2001, totalled PLN 3 297 thousand. 

VI
INDICATION OF SHAREHOLDERS OWNING DIRECTLY OR INDIRECTLY NOT LESS THAN 5% OF TOTAL NUMBER OF VOTES IN GENERAL SHAREHOLDERS MEETING OF ISSUER OR NOT LESS THAN 5% OF HIS EQUITY  
As of 31.03.2001 the shareholders owning 5% and more votes in the General Shareholders Meeting of Bank Śląski Spółka Akcyjna w Katowicach were the following entities: 

No.
Entity
Number of shares and votes
% total number of shares and votes in General Shareholders Meeting 

1. 
ING Bank N.V.
5,091,112
54.98

2. 
Franklin Resources, Inc.
473,515
5.11

3. 
Emerging Markets Growth Fund, Inc.
463,911
5.01

4. 
State Treasury of the Republic of Poland 
463,000
5.00

In 1st quarter of 2001 no changes in the structure of shareholders having 5% and more votes in the General Shareholders Meeting took place.

On 06.04.2001 the Management Board of the Bank received a notification about purchasing by ING Bank N.V. (the parent company in BSK SA) within the call to subscribe for sale of shares of Bank Śląski S.A. 463,066 bearer’s shares of the Bank of series A at the price of PLN 265 per share. As a  result of the purchase, ING Bank N.V. holds 5,554,178 shares of Bank Śląski S.A., which gives ING Bank N.V. 5,554,178 votes at the General Shareholders Meeting of BSK SA as well as constitutes 59.98 % of the total number of BSK SA shares and the same percent of the total number of votes at the General Shareholders Meeting.

On 12.04.2001 the State Treasury, acting pursuant to Article 33 section 1 item 4) of the Act dated 30th August 1996 on commercialisation and privatisation of state-owned companies, subscribed for sale of 453,000 shares of Bank Śląski S.A. constituting 4.89% of the Bank initial capital, within the tender offer announced by ING Bank N.V. with seat in Amsterdam.

On 30.04.2001, the Management Board of the Bank was informed by ING Bank N.V. about the purchase by ING Bank N.V. – within the call to subscribe for the sale of the shares of BSK S.A. – of 1,365,782 shares of the Bank’s bearer’s shares for PLN 265 each. As the result of the purchase, after the end of the call, ING Bank N.V. has 6,919,960 shares of Bank Śląski S.A. (including the shares sold by the State Treasury), which gives 6,919,960 votes at the General Shareholders’ Meeting of BSK S.A. which is 74.73% of the total number of shares of BSK S.A. and the same percentage of the total number of votes at the General Shareholders’ Meeting.

VII
INFORMATION ABOUT BSK S.A. STOCK OWNED BY MEMBERS OF MANAGEMENT BOARD AND SUPERVISORY BOARD



Supervisory Board







Name and Surname 
Position/ function
Status as of 31.12.2000

Status as of 31.03.2001



Number of shares 
Nominal value

Number of shares 
Nominal value

Jerzy Rokita
Secretary of Supervisory Board 
3 pcs
PLN 30,00 

3 pcs
PLN 30,00 

Brunon Bartkiewicz
Member of Supervisory Board
1 492 pcs
PLN 14 920,00 

1 492 pcs
PLN 14 920,00 

Kazimierz Zarzycki
Member of Supervisory Board
492 pcs
PLN 4 920,00 

570 pcs*
PLN 5 700,00 









Bank Management
Board






Name and Surname 
Position/ function
Status as of 31.12.2000

Status as of 31.03.2001



Number of shares 
Nominal value

Number of shares 
Nominal value

Marian Czakański
President of Management Board
3 pcs
PLN 30,00 

3 pcs
PLN 30,00 

Jacek Bartkiewicz
Vice President of Management Board 
100 pcs
PLN 1 000,00.

100 pcs
PLN 1 000,00.

The remaining members of the Supervisory Board and Management Board of the Bank did not own any shares of Bank Śląski S.A. as of 31.12.2000 and 31.03.2001

* the number of 570 shares as of 31.03.2001 takes into account the shares owned by the family of the supervising person which is in accordance with §2 (1) item 22 letter d) of the ordinance of the Cabinet of 22.12.1998 pertaining to the type, form and scope of current and periodical information and the terms of conveying it by the issuers of securities admitted for public trade.

Ownership of BSK S.A. shares by the members of the Management Board and Supervisory Board did not change in 1st quarter 2001.

On 26-04-2001, answering the call to sell the shares, the transaction on the BSK S.A. shares was made. As the result of this transaction, the following people sold the BSK S.A. shares:

· Mr Brunon Bartkiewicz, Member of the BSK S.A. Supervisory Board – 1 492 bearer’s shares for PLN 265 each;

· Mr Kazimierz Zarzycki, Member of the BSK S.A. Supervisory Board – 570 bearer’s shares for PLN 265 each;

· Mr Jacek Bartkiewicz, Vice President of the Management Board of the Bank – 100 bearer’s shares for PLN 265 each;

VIII
DESCRIPTION OF ACHIEVEMENTS OF THE CAPITAL GROUP OF THE ISSUER IN 1ST QUARTER OF 2001
On 07.03.2001 Banking Supervision Commission gave consent to purchase by ING Bank N.V. a number of shares of Bank Śląski S.A. which jointly with the shares already owned by ING Bank N.V. entitle to 75% of votes in General Shareholders Meeting of the Bank. 

On 08.03.2001 the Management Board of Bank Śląski S.A. was notified by ING Bank N.V. about intention to announce via Brokerage House ING Baring Securities (Poland) S.A. in Warsaw a call for the subscription for sales of BSK S.A. stock at PLN 265 per share. As a result of the call for subscription ING BANK N.V. intends to acquire 9,260,000 of the company’s shares entitling to 100% of total number of votes in General Shareholders’ Meeting. 

On 14.03.2001 the minority shareholders presented to the Bank a motion regarding convening Extraordinary Meeting of BSK S.A. Shareholders and including in the agenda election of Supervisory Board in voting in blocks and appointment of an ad hoc auditor pursuant to the Act on Public Trading in Securities. 

Taking into consideration the motion representing over 10% of the Bank initial capital, the Management Board of Bank Śląski S.A. convened an Extraordinary Meeting of Shareholders of BSK S.A. for 25.04.2001. On 25.04.2001 after opening the meeting a break until 23.05.2001 was announced. 

The Supervisory Board of Bank Śląski S.A. at the meeting on April 20th 2001 revoked as of July 1st 2001 Mr Edward Foppema from the position of Vice President of the Management Board of Bank Śląski Spółka Akcyjna w Katowicach. 

Simultaneously the Supervisory Board of the Bank appointed as of July 1st 2001 Mr Cornelis Theodor Tuijnman Vice President of the Management Board of the Bank. 
On January 4th 2001 Capital Intelligence rating agency informed the Management Board of Bank Śląski S.A. about: 
* increasing rating of long-term Bank liabilities from BB+ to BBB;

* increasing rating of short-term Bank liabilities  from B to A2;

* maintaining rating of financial strength of the Bank at BBB-;

* maintaining rating of the Bank support at 2;

* specifying prospects of ratings: stable.

Ratings were given according to the following descending rating scales for::

* long-term bank liabilities rating: AAA, AA, A, BBB, BB, B, C, D.

* short-term bank liabilities rating: A1, A2, A3, B, C, D.

* bank financial strength rating: AAA, AA, A, BBB, BB, B, C, D.

* bank support rating: 1, 2, 3, 4, 5.

* rating prospects: Positive, Stable, Negative.
IX 
INFORMATION ABOUT INSTITUTING PROCEEDINGS BEFORE COURT OR ORGANS OF PUBLIC ADMINISTRATION 

In 1st quarter 2001 in Capital Group of Bank Śląski S.A.  no proceedings  concerning liabilities or receivables whose total value constitutes 10% of Bank equity were instituted before court or organs of public administration. 

X
INFORMATION ON REASONS FOR EXCLUDING FROM THE CONSOLIDATED QUARTERLY REPORT COMPARABLE DATA REFERRING TO THE PREVIOUS ACCOUNTING YEAR

In line with the binding regulations, the Capital Group of Bank Śląski S.A. was not obliged to make consolidated quarterly reports in the previous periods. This obligation appeared only in reference to the 1st quarter of the year 2001. Thus, no comparable financial data for the 1st quarter of last year were included in the consolidated quarterly report for the 1st Qt of the year 2001.

XI
 INFORMATION ON FINANCIAL STATEMENTS OF ENTITIES EXCLUDED FROM CONSOLIDATION

Abbreviated financial statements of the entities excluded from consolidation for the year 2000 are included to the consolidated annual report for the year 2000 that was made available on 27.04.2001.
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