Grupa Kapitałowa Banku Śląskiego Spółka Akcyjna w Katowicach


COMMENTARY  

TO THE QUARTERLY CONSOLIDATED REPORT FOR 2ND QUARTER 2001 
I
PRINCIPLES ADOPTED FOR DRAWING UP THE CONSOLIDATED QUARTERLY REPORT 
The consolidated quarterly report comprises the figures of:

· Bank Śląski S.A. as the dominant entity,

· Dom Maklerski Banku Śląskiego S.A. as a subsidiary,

· Śląski Bank Hipoteczny S.A. as a subsidiary,

· BSK Leasing S.A. as a subsidiary, 

· PTE NN S.A. as an associated entity. 

The following entities were excluded from the scope of the consolidated quarterly report: 

· Centrum Banku Śląskiego Sp. z o.o.

· Finplus Sp. z o.o.

The figures in the financial statements of the entities excluded from the consolidation are immaterial to the financial statements of the dominant entity. Therefore the requirements for exclusion of the aforementioned entities from the consolidation are met under the Accounting Act the Resolution No. 2.98 of the Banking Supervision Commission of June 3rd 1998 on detailed principles of drawing up consolidated financial statements by banks and the Ordinance of the Minister of Finance of 19.11.1999 on defining more restrictive criteria than the provisions of the accounting act for entities – issuers of securities allowed for public trading or entities – issuer of securities applying to be allowed to public trading, i.e.:

· Balance sheet total of each excluded entity is lower than 5% of the balance sheet total of its dominant entity, 
· Sales revenues of each of excluded entity are lower than 5% of interest revenues of its dominant entity, 
· Aggregate balance sheet total is lower than 20% of the balance sheet total of their dominant entity,  

· Aggregate sales revenues are lower than 20% of interest revenues of the dominant entity.

The consolidated quarterly report includes the balance sheet, profit and loss account, and cash flow drawn up pursuant to the Accounting Act, the Resolution No. 1/98 of the Banking Supervision Commission on specific accounting principles of banks and on additional information, the Resolution No. 2/98 of the Banking Supervision Commission of 03.06.1998 on specific principles of drawing up financial statements by banks and the NBP instruction on Banking Reporting in effect since 30.06.1999. 

The detailed description of the principles of accounting, valuation of assets and liabilities and measurement of financial result was presented in the annual consolidated report for the year 2000. 

The data were drafted based on the principles of valuation of assets and liabilities and measurement of financial result defined as of the balance sheet date, adjusted with provisions, inclusive of the provision for the income tax timing difference, mentioned in the accounting act, and allocations updating the value of assets.  

For the purposes of calculating the basic figures in EURO the following exchange rates were applied: 

· For balance sheet positions – 3.3783 PLN, the NBP exchange rate of 30.06.2001;

· For profit and loss account positions for 2nd quarter – 3.4372 PLN, the average from NBP exchange rates binding on the last day of each month of 2nd quarter 2001;

· For profit and loss account positions as of 30.06.2001 – 3.5806 PLN, the average from NBP rates binding on the last day of each month in 1st and 2nd quarters of 2001.

II 
INFORMATION ON CHANGES IN THE COMPOSITION OF THE CAPITAL GROUP 

On 05.04.2001 Bank Śląski Spółka Akcyjna w Katowicach as a result of a signed agreement transferred all the shares of Centrum Elektronicznych Usług Płatniczych „eService” Spółka Akcyjna with its registered seat in Warsaw (an entity associated with BSK S.A.) owned by Bank Śląski S.A.

The subject matter of the transfer was 80.000 of inscribed shares of „eService” S.A. of nominal value of 100 PLN for each share and total value of 8 000 000 PLN, which constituted 50% of the Company’s equity.

The shares were purchased by Powszechna Kasa Oszczędności Bank Polski Spółka Akcyjna with its registered seat in Warsaw (an entity not associated with BSK S.A.). 

The total sales price of 80,000 of shares was 7 500 000 PLN and was equal to the book price in the ledgers of Bank Śląski S.A.
III 
FACTORS AND EVENTS THAT HAD IMPACT ON THE ACHIEVED FINANCIAL RESULT

Profit and loss account 

The gross financial result achieved by the Capital Group of Bank Śląski S.A. in 2nd quarter 2001 totalled 72 448 thousand PLN. The net profit in 2nd 2001 quarter amounted to 62 602 thousand PLN and was higher by 8 344 thousand PLN than the result of 1st quarter 2001. 

The decisive element for the result of the Capital Group and the structure of revenues and costs is the level and structure of the financial result achieved by the dominant entity.

The BSK Capital Group operated in conditions of growing competition and deteriorating economic situation in the country. Further slow-down of the economic growth and an economic decline 1st half of 2001 triggered deterioration of financial standing of customers experiencing difficulties in servicing credits. The growing competition in the deposit market resulted in increased costs of fund acquisition. In effect the interest revenues of the Group for 2nd quarter 2001 were lower than in 1st quarter. 

Revenues from fees and commissions achieved in 2nd quarter were at the expected level. The high level of commission revenues is due to a rise in turnover of card operations, a rise of commission revenues from credits and higher revenues from cash desk fees. 

The result from the FX position presented in the profit and loss account covers total revenues from realised buy and sell FX transactions commissioned by the Bank customers, revenues from FX revaluation of the balance sheet positions as per the NBP fixing, revenues from FX spot, forward and swap transactions, and FX differences from valuation of financial lease transactions. The main part of the FX result achieved in 2nd quarter 2001 is the revenues from FX swap operations. In the total amount of the FX result, which in 2nd quarter this year equalled 112.9 million PLN, 11.6 million PLN is due to trade in foreign currencies and valuation of FX position of the Group entities and the amount 101.3 million PLN constitutes a part of the interest revenues of the dominant entity. These revenues, as a result of application of the currently binding accounting standards, were shown in the valuation of off-balance-sheet positions. 

Owing to good commission revenues the result on banking operation in 2nd quarter this year was comparable to the results achieved in 1st quarter.  

The operational costs of the bank together with depreciation, as in the previous quarter, were at the expected level. 

Continuing its specific provision policy the Group in 2nd quarter formed specific provisions associated with reclassification of certain customers as a result of deterioration of their financial standing. As a consequence in 2nd quarter 2001 the Group’s specific provisions for off-balance-sheet receivables and liabilities totalled 41 049 thousand PLN. The aggregate value of the provisions for the off-balance-sheet receivables and liabilities, value update of financial assets and the allocation for the general risk provision amounted to 43 058 thousand PLN.

Financial results of PTE NN

Bank Śląski S.A. has a 20% interest in the equity of PTE NN. 
In 2nd quarter of 2001 PTE NN reported a net financial result of 21 786 thousand PLN, which allowed to cover the loss of 16 880 thousand PLN generated in 1st quarter. Ultimately the net financial result for 1st half of 2001 totalled 4 906 thousand PLN. The financial result of PTE NN impacts the financial result of the Capital Group of Bank Śląski S.A., which is in the consolidated financial statements presented in the position Share in Profits (Losses) of Entities Subject to Consolidation by Proprietary Rights Method. The share of the Group in the financial result on PTE NN totals 981 thousand PLN. 

PTE NNP S.A. closed 1st half of 2001 with net assets of the managed fund equal to 2922.2 million PLN maintaining its second position among the pension funds operating in Poland, and it was ranked third in terms of membership – 1.7 million. The Open Pension Fund NNP managed by PTE NN was ranked first the among open pension funds (Rzeczpospolita 13.07.2001). 

Financial results of BSK Leasing S.A. 

The equity of BSK Leasing S.A. as of 30.06.2001 totalled 15 000 thousand PLN. In 2nd quarter 2001 BSK Leasing reported the financial result equal to 908.7 thousand PLN, which constitutes 184% of the result achieved in 1st quarter 2001. The financial result for 1st half of 2001 totalled 1402.3 thousand PLN. In 1st half of the year BSK Leasing entered into and funded 35 lease agreements (9 in 2nd quarter) of total value of 44.2 million PLN (12 million in 2nd quarter). In the portfolio of lease transactions, machines and equipment are most common lease objects. In the value-sector structure of agreements, services represent 61% and industry 28.2%. 

The weak economic growth and considerable fluctuations of FX rates determine the financial-economic situation of BSK Leasing S.A. 

Financial results of Dom Maklerski BSK S.A. 

The equity of Dom Maklerski S.A. BSK S.A. as of 30.06.2001 totalled 26 000 thousand PLN; 100% of the stock is owned by BSK S.A. Despite a low turnover in 2nd quarter this year the net financial result totalled 1 526 thousand PLN and is by 59% higher than the financial result achieved in the analogous period of last year. The net financial result for 1st half of 2001 was positive and totalled 2 516 thousand PLN. The financial result of DM BSK S.A. in 1st half of 2001 was directly impacted by a very bad situation in the capital market and low investor activity. The turnover of DM BSK S.A. in 1st half of 2001 was the lowest in the past three years. 

Śląski Bank Hipoteczny S.A. 

The equity of Śląski Bank Hipoteczny S.A. as of 30.06.2001 totalled 50 000 thousand PLN; 100% of the stock is owned by BSK S.A. The Bank will start operational activity upon obtaining an appropriate permission from the Banking Supervision Commission. 

IV
INFORMATION ON PROVISION ADJUSTMENTS 

1.
Information on specific provisions for receivables 
The Group entities form specific provisions for qualified receivables and liabilities and update financial assets according to the following principles:

· In case of banks the legal basis for provisioning is the Resolution No. 8/99 of the Banking Supervision Commission of 22.12.1999 on principles of provisioning for risk associated with banking operation with simultaneous application of more restrictive principles. 

· In case of the remaining entities the legal basis for provisioning is the accounting act, and for evaluation of customer financial standing is the provision principles applied by the dominant entity.

The balance of specific provisions in 2nd quarter 2001 was negative and totalled 43 058 thousand PLN. This amount comprises specific provisions for off-balance-sheet receivables and liabilities – 41 049 thousand PLN, the value update of financial assets of 1 891 thousand PLN and the allocation of 3 900 thousand for general risk provision. 

2.
Information on income tax provision 

Under art. 37 of the accounting act, at the end of an accounting year entities are obliged to form a provision for income tax timing difference, due to timing differences between recognising revenue as achieved and cost as incurred in financial ledgers and tax regulations.

In order to ensure an even spread of net financial result in individual reporting periods it was decided to form deferred income tax provision at least at the end of the last month of a quarter of an accounting year. Assets and provisions for deferred income tax are respectively the sum of assets and provisions formed by each entity of the Group.

The change of assets and provisions for deferred income tax for 2nd quarter totals – 7 023 thousand PLN. This amount increased the 2nd quarter result  of the Group. The change of assets and provisions for deferred income tax for the period from 01.01.2001 till 30.06.2001 totals - 7 193 thousand PLN.

The provision for deferred income tax pro rata as of 30.06.2001 totals - 132 544 thousand PLN.

V
INFORMATION ON PRINCPLES OF SETTLEMNTS AND PRESENTATION OF INVESTMENT RELIEFS 
The dominant entity of the Group clears the investment relief pursuant to the letter of the Ministry of Finance No DR-2/JJ/261/96 of 29.07.1996.

The recognised in 2nd quarter 2001 additional depreciation due to investment reliefs obtained in 1994-2000, incurred as costs of 2nd quarter 2001, totalled  4 376 thousand PLN. 

VI
INDICATION OF SHAREHOLDERS OWNING DIRECTLY OR INDIRECTLY AT LEAST 5% OF TOTAL NUMBER OF VOTES IN GENERAL SHAREHOLDERS MEETING OF ISSUER OR AT LEAST 5% OF HIS EQUITY
As of 31.03.2001 the shareholders with 5% and more votes in General Shareholders Meeting of Bank Śląski Spółka Akcyjna w Katowicach were the following:

No.
Entity
Number of shares and votes
% of 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 Poland 
463,000
5.00

In 2nd quarter 2001 the shareholder base of shareholders with 5 and more percent of votes in General Shareholders Meeting changed. 

As a result of sales of BSK shares within tender offer for sales of the stock of Bank Śląski S.A. ING Bank N.V. (dominant entity in BSK SA) purchased in 2nd quarter this year 1,888,100 of shares of the Bank, which constitutes 20.39% of total number of BSK S.A. shares and the same percentage of votes in General Shareholders Meeting. 

As of 30.06.2001 the shareholders with 5% and more votes in General Shareholders Meeting of Bank Śląski Spółka Akcyjna w Katowicach were the following: 

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

1. 
ING Bank N.V.
6.979.212
75,37

2. 
Franklin Resources, Inc.
473.515
5,11

3. 
Emerging Markets Growth Fund, Inc.
502.779
5,43

The Management Board of Bank Śląski S.A. on August 3rd 2001 received information about sales on August 1st 2001 of the stock of Bank Śląski S.A. by Franklin Resources, Inc. with its subsidiaries (Franklin Mutual Advisors, LLC and Templeton Worldwide, Inc. with their subsidiaries). As a result of these sales Franklin Resources, Inc. (with subsidiaries) does not own any stock of Bank Śląski S.A. 

Franklin Resources, Inc. is not associated with Bank Śląski S.A.
On August 7th 2001 the Management Board of Bank Śląski S.A. received notification about purchase by ING Bank N.V. (dominant entity in BSK SA) 689,429 shares of Bank Śląskiego S.A.

The shares were purchased as a result of several SE transactions on August 1st 2001, at a unit price of 255 PLN.

As a result of these sales ING Bank N.V. owns 7,668,641 of shares, which gives ING Bank N.V. 7,668,641 of votes in General Shareholders Meeting of BSK S.A. and constitutes 82.81% of total number of shares and the same percentage of votes in General Shareholders Meeting. 

According to the information in the possession of the Bank, as of the day of issue of the report the following entities own 5 or more percent of votes in the General Shareholders Meeting of the Company: 

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

1. 
ING Bank N.V.
7,668,641
82.81
07.08.2001

2. 
Emerging Markets Growth Fund, Inc.
502,779
5.43
18.04.2001

VII
INFORMATION ON SHARES OWNED BY MEMBERS OF MANAGEMENT AND SUPERVISORY BOARDS



Supervisory Board






Name and surname
Position/ function
Status as of 31.03.2001
Status as of 30.06.2001



Number of shares
Nominal value
Number of shares
Nominal value

Jerzy Rokita
Secretary of the Supervisory Board
3 pcs
30.00 zł
0 pcs
-

Brunon Bartkiewicz
Member of Supervisory Board 
1 492 pcs
14 920.00 zł
0 pcs
-

Kazimierz Zarzycki
Member of Supervisory Board
570 pcs
5 700.00 zł
0 pcs
-








Management Board






Name and surname
Position/ function
Status as of 31.03.2001
Status as of 30.06.2001



Number of shares
Nominal value
Number of shares
Nominal value

Marian Czakański
President of Management Board
3 pcs
30.00 zł
3 pcs
30.00 zł

Jacek Bartkiewicz
Vice President of Management Board
100 pcs
1 000.00 zł.
0 pcs
-

The remaining members of the Supervisory and Management Board as of 31.03.2001 and 30.06.2001 did not own shares of Bank Śląski S.A.

The ownership status of BSK S.A. shares by members of Supervisory and Management Boards changed in 2nd quarter 2001 as follows:

On 26.04.2001, replying to the tender offer, the following transactions took place as a result of which BSK S.A. stock was sold by:

· Mr Brunon Bartkiewicz member of Supervisory Board of BSK S.A. - 1 492 bearer’s shares, 265 PLN per share, 

· Mr Kazimierz Zarzycki member of Supervisory Board of BSK S.A. - 570 bearer’s shares, 265 PLN per share,

· Mr Jacek Bartkiewicz Vice President of Bank Management Board - 100 bearer’s shares, 265 PLN per share.

Additionally Mr Jerzy Rokita sold his 3 shares in 2nd quarter. 

VIII
ACHIEVEMENTS OF HTE CAPITAL GROUP OF THE ISSUER IN 2ND QUARTER 2001
The Ordinary Shareholders Meeting on June 28th 2001 passed resolutions on the following issues:

· Adoption of General Shareholders Meeting Bylaw,

· Adoption of the agenda,

· Approval of the financial statement of Bank Śląski S.A. for the year 2000, 

· Approval of the Management Board’s report on operation of Bank Śląski S.A. in 2000,

· Approval of the consolidated financial statement of the Capital Group of Bank Śląski Sa for the year 2000, 

· Approval of Management Board’s report on operation of the Capital Group of Bank Śląski S.A. in 2000,

· Acknowledgement of fulfilment of duties for the members of the Bank Management Board for the year 2000, 

· Acknowledgement of fulfilment of duties for the members of the Bank Supervisory Board for the year 2000,

· Distribution of profit for the year 2000,

· Dividend distribution for the year 2000,

· Utilisation of reserve capital, 

· Granting consent to sales of real estate, 

· Excluding stock right of the B shares by current shareholders, 

· Increase of the Bank’s equity,

· Amendment of the Charter of Bank Śląski S.A.,

· Amendment of the Charter in the scope authorisation for the Management Board to increase the initial capital within the authorised capital, 

· Determining the number of members of the Supervisory Board,

· Revoking the members of the Supervisory Board: Piet van Zanten, Maciej Urmanowski, Tomasz Szapiro, Piotr Kukurba, Brunon Bartkiewicz.
On August 8th 2001 the Management Board received the resolution No 67/KNB/01 of August 6th 2001of the Banking Supervision Commission, on the basis of which as of August 9th 2001 Bank Śląski S.A. will take over management of the assts of Wielkopolski Bank Rolniczy S.A. w Kaliszu. The take-over of Wielkopolski Bank Rolniczy S.A. w Kaliszu by BSK SA will take place on the basis of the balance sheet made as of the day of the take-over, i.e. August 24th 2001.
Pursuant to the resolution of the General Shareholders Meeting of June 28th 2001 on increase of the equity of the Bank, the dominant entity of the Capital Group of Bank Śląski S.A. is undertaking actions aimed at a take-over of the banking enterprise of the Warsaw Branch of ING Bank N.V. by way of issue of B shares. 

The Extraordinary Shareholders Meeting convened for April 25th 2001, on May 23rd 2001 passed resolutions on the following issues: 

· Adoption of the General Shareholders Meeting Bylaw, 

· Determining the number of members of the Supervisory Board for the needs of electing the Supervisory Board in voting by separate groups, 

· Amendments to the draft resolution on appointment of an ad hoc auditor, 

· Appointment of an ad hoc auditor.

On August 10th the Management Board of Bank Śląski S.A. informed about convening for September 14th 2001 an Extraordinary Shareholders Meeting of BSK S.A. with the following agenda:

1. Opening Shareholders Meeting.

2. Election of Chairman and Vice Chairmen of Shareholders Meeting.

3. Ascertainment of correctness of convening Shareholders Meeting and its capacity to pass resolutions..

4. Adoption of a resolution on the General Shareholders Meeting Bylaw. 

5. Adoption of the agenda 

6. Adoption of the resolution on supplement to the resolution of the Extraordinary Shareholders Meeting of May 23rd 2001 on appointment of an ad hoc auditor.

7. Changes to the composition of the Supervisory Board.

8. Adoption of a resolution on remuneration for members of the Supervisory Board.
The Supervisory Board of Bank Śląski S.A. at its meeting on April 20th 2001 revoked as of July 1st 2001 Mr Edward Foppema from the position of Vice President of Bank Śląski Spółka Akcyjna w Katowicach.

Simultaneously the Supervisory Board of the Bank appointed as of July 1st Mr Cornelis Theodor Tuijnman Vice President of the Bank Management Board.  

IX 
IFNORMATION ON INITIATING PROCEEDINGS BEFORE COURT OR ADMINISTRATIVE ORGARS

In the 2nd quarter of 2001 Bank Śląski did not initiate before courts or administrative organs any proceedings concerning receivables or debts, whose total value would amount to 10% of the Bank’s equity. 
X 
INFORMATION ON THE REASONS FOR NOT INCLUDING IN THE CONSOLIDATED QUARTERLY REPORT COMPARATIVE DATA FROM THE PREVIOUS ACCOUNTING YEAR 

Under 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 arose in 1st quarter of 2001. Therefore the consolidated quarterly report for 2nd quarter 2001 does not include the comparative financial data for 2nd quarter of the previous year. 

XI 
INFORMATION ON FINANCIAL STATEMENTS OF THE ENTITIES EXCLUDED FROM CONSOLIDATION 

Abridged financial statements of the entities excluded from consolidation for the year 2000 were attached to the consolidated annual report for 2000, which was issued on 27.04.2001.

__________________________________________
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