Bank Śląski Spółka Akcyjna w Katowicach


COMMENTARY 

TO THE QUARTERLY REPORT FOR II QUARTER OF 2001

I
PRINCIPLES ADOPTED FOR DEVELOPMENT OF THE QUARTERLY REPORT 
The quarterly report presents the balance sheet, profit and loss account as well as cash flows, developed according to the Accounting Act, Resolution no 1/98 of the Banking Supervision Commission of 03.06.1998 on special principles of the bank accounting and development of additional information as well as the instruction of the National Bank of Poland on of development of Banking Reporting Information, binding since 30.06.1999. 

Detailed description of the accounting principles, principles of assets and liabilities evaluation as well as calculation of financial results was presented in the annual report for the year 2000.

The data were developed following the principles of assets and liabilities evaluation a well as calculation of financial result as per balance sheet date, taking into consideration adjustments due to provisions, inclusive of income tax provision for timing difference mentioned in the accounting act as well as allocation assets value update.

The following rates were applied for the purpose of determining basic values in EURO:

· for balance sheet positions  - 3.3783 PLN, the rate of the National Bank of Poland of 30.06.2001;

· for 2nd quarter profit and loss account positions - 3.4372 PLN, the rate calculated as the average of the NBP rates, binding on the last day of each month in II quarter 2001;

· for positions of the profit and loss account as per 30.06.2001 – 3.5806 PLN, the rate calculated as the average of the NBP rates binding on the last day of each month in I and II quarter of 2001.

II 
FACTORS AND EVENTS OF SIGNIFICANT IMPACT ON ACHIEVED FINANCIAL RESULT

Profit and loss account 

The financial result of the Bank for 2nd quarter of 2001 totalled 79 602 thousand PLN and was higher than in 1st quarter of 2001 by 6 183 thousand PLN. Simultaneously it was higher than in the analogous period last year.  Net profit achieved in 1st quarter of 2001 totalled 121 921 thousand PLN and was higher by 40 442 thousand than the net profit in 1st quarter of 2000.

The Bank operated in the environment of growing competition and deteriorating economic situation of the country. The slowing pace of economic growth in the first half of the year lead to deterioration of financial standing of customers whose problems with servicing loans increased. Growing competition in the deposit market entailed higher cost of obtaining funds. As a result the net interest revenues of the Bank in 2nd quarter 2001 were lower than in 1st quarter. 

The revenues from fees and commissions achieved in 2nd quarter reached the expected level. The high level of the commission revenues is due to an increased number of card transactions, an increase of commission revenues on credits and higher revenues from cash register fees. 

The significant rise in the position – Revenues from stock, other securities and proprietary rights – is a result of the dividend of 7.7 million PLN paid by Dom Maklerski BSK S.A.

In 2nd quarter this year an increase of the result on financial operations was reported due to revenues from dividend fund. 

The result from the FX position presented in the profit and loss account comprises total revenues from purchase and sales transactions ordered by Bank customers, revenues from revaluation of FX balance sheet positions according to the NBP fixing and revenues from FX spot, forward and swap transactions. The significant part of this position in 2nd quarter of 2001 are revenues from FX swap transactions. The Bank analyses show that out of the total 115.1 million PLN of the FX position, 13.8 million PLN are the result on FX trade transactions and valuation of FX positions of the Bank, and 101.3 million PLN are the Bank interest revenues, which as a result of application of the currently binding accounting standards were shown in the valuation of off-balance-sheet positions. 

If “internal deposit swaps”, which are allowed by International Accounting Standards, had been applied the FX position would have totalled approximately 13.8 million PLN and adjusted interest result 199.4 million PLN. By analogy the modified data for 1st half of the year equal: exchange rate position – 24.4 million PLN and the interest result – 408.6 million PLN. 

Thanks to good commission results and considerable revenues from the received dividend and dividend funds, the 2nd quarter result on banking operation was much higher than the previous quarter.  

Operational costs of the Bank together with depreciation, as in the previous quarter, were at the expected level. 

Continuing its specific provision policy, in 2nd quarter the Bank formed specific provisions for reclassification of receivables of certain customers due to deterioration of their financial standing. As a consequence in 2nd quarter the Bank formed specific provisions for off-balance-sheet receivables and liabilities of 40 350 thousand PLN. In 2nd quarter the specific provisions for off-balance-sheet receivables and liabilities, value update of financial assets and allocation for general risk provision totalled 42 369 thousand PLN. 

Commercial values

In 1st half of 2001 the Bank reported a higher growth of corporate credits and deposits than the banking sector. A growth of personal accounts was also considerable, however as for deposits from individual customers the reported results were lower than in the sector due to very aggressive price offers of certain banks. 

The growth rates of the basic balance sheet positions of the Bank in 1st quarter were the following: 

· growth of receivables from corporate entities 107.1% (103.4% in the sector),

· growth of receivables from individual customers  111.4% (104.1% in the sector),

· growth of deposits from corporate entities 95.4% (94.3% in the sector),

· growth of deposits from individual customers 106.6% (108.8% in the sector).

A decrease of asset total in relation to March last year was due to a lower level of operations in the inter-bank market.  

The Bank reports a growing interest in electronic banking products. Number of electronic transactions increased from 1270 thousand in March 2001 to 1422 thousand in June this year. 

The data on electronic banking are as follows: 

Electronic banking system

Number of customers
Number of customers






30.06.2001

31.03.2001

Corporate customers


MultiCash


5 393


4 772


HomeCash

           10 230


8 090


TransDysk


1 830 


1 780


BSKonLine


4 150


       0

Individual customers


HomeCash


18 696


15 500


BSKonLine


  9 900


         0

Structure of the credit portfolio

In 1st quarter of 2001 Bank Śląski S.A. formed specific provisions for off-balance-sheet receivables and liabilities totalling 84 010 thousand PLN. The provisions were formed for receivables reclassified into a higher risk category due to no repayment of principal or interest or as a result of assessment of customer financial standing. 

The below tables present the structure of the credit portfolio as of June 30th 2001 –general and broken down into corporate and individual customers: 

Total exposure








in million PLN




     Exposure


Structure %

Specific provisions

Total:



12,604.6

  100.00%


745.7

Out of which:




 - performing:


 10,669.5

    84.65%

       
    3.3

   - normal

 
   9,682.8




       

   - special mention  

      986.7





    3.3 

 - non-performing
 
   1,935.1

   15.35%


 742.4

   - below standard 

      506.3

     4.02%


   57.7

   - doubtful

   
      655.2

     5.20%


 143.3

   - loss


   
      773.6

     6.14%


  541.4

Corporate entities 







in million PLN




     
Exposure

Structure %

Specific provisions

Total



10,056.9

100.00%

    558.5

Out of which:




 - performing:


  8,443.5

  83.96%

        3.3

   - normal

              7,462.1

   - special mention   

    981.4




        3.3

 - non-performing:

 1,613.4

 16.04%

     555.2

   - below standard

    375.8

   3.74%

       32.4

   - doubtful

  
    606.3

   6.03%

     120.2

   - loss


  
    631.3

   6.28%

     402.6

Individual customers







in million PLN





     Exposure


Structure %

Specific provisions

Total



2.547,6

100,00%

    187,2

Out of which:




 - performing:


2.226,0

  87,38%

        

   - normal


2.220,7



   - special mention
                   5,3




        

 - non-performing  

   321,6

  12,63%

    187,2

   - below standard

   130,5

    5,12%

      25,3

   - doubtful

   
     48,9

    1,92%
  
      23,1

   - loss



   142,3

    5,59%

    138,8

III
INFORMATION ON ADJUSTMENTS DUE TO PROVISIONS

1.
Information on specific provisions for receivables 
The Bank forms specific provisions for off-balance-sheet receivables and conditional liabilities, updates value of financial assets in accordance with the Resolution No 8/99 of the Banking Supervision Commission  on principles of provisioning associated with banking operation, and simultaneously applies more restrictive principles.  

The balance of provisions in 2nd quarter 2001 was negative and totalled 42 369 thousand PLN. This comprises specific provisions for off-balance-sheet receivables and liabilities of – 40  350 thousand PLN, value update of financial assets of 1881 thousand PLN and allocation for general risk provision of 3900 thousand PLN. 

2.
Information on income tax provision 

Pursuant to art. 37 of the Accounting Act entities are obliged to form at the end of an accounting year a income tax provision for timing difference due to differences in recognition of revenue as earned and cost as incurred in accounting records 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 in individual months of accounting year. 

The deferred income tax provision for 2nd quarter totals 6679 thousand PLN, which increased the Bank result for 2nd quarter 2001. The deferred income tax provision from 01.01.2001 till 30.06.2001 totals 7152 thousand PLN. 

Prorata deferred income tax provision as of 30.06.2001 totals - 132 700 thousand PLN.

IV
INFORMATION ON SETTLEMENT RULES AND METHODS OF PRESENTING INVESTMENT ALLOWANCES 
The Bank 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 2nd quarter of 2001, due to investment allowances obtained in the years 1994-2000 and recognised as costs of 2nd quarter of 2001, totalled PLN 4 376 thousand. 

V
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  
V
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 ITS EQUITY
As at 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 the 2nd quarter of 2001 there were the following changes in the structure of shareholders having 5% and more votes in the General Shareholders Meeting.

On 06.04.2001 the Management Board of the Bank received a notification about purchasing – on 05.04.2001 – by ING Bank N.V. (the parent company in BSK SA) within the call to subscribe for the 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. seated in Amsterdam.

On 18.04.2001 Bank Śląski was informed about Emerging Markets Growth Fund Inc.’s holding of 502,779 shares (votes) constituting 5.43% of the total number of shares and votes in the General Shareholders Meeting.

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 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.

On 20.06.2001 Bank Śląski S.A. was informed about ING Bank N.V.’s holding of 6,944,395 shares and votes constituting 74.99% of the total number of votes in the General Shareholders Meeting.

On 22.06.2001 the Bank was informed, pursuant to Art. 148 PPO about ING Bank N.V.’s purchase of 34,817 shares (votes). In the result of the said purchase as at the end of the reporting period ING Bank N.V. held 6.979.212 shares and votes constituting 75.37% of the total number of votes in the General Shareholders Meeting.

As at 30.06.2001 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.
6,979,212
75.37

2. 
Franklin Resources, Inc.
473,515
5.11

3. 
Emerging Markets Growth Fund, Inc.
502,779
5.43

VI
INFORMATION ABOUT BSK S.A. SHARES OWNED BY THE MEMBERS OF MANAGEMENT BOARD AND SUPERVISORY BOARD



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 Supervisory Board 
3 pcs
PLN 30.00 
0 pcs
-

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

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








Bank 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
PLN 30.00 
3 pcs
PLN 30.00 

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

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

The status of BSK S.A. shares ownership structure was subject to the following changes in the 2nd quarter of 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 persons 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;

Besides, in the 2nd quarter of 2001 Mr. Jerzy Rokita sold 3 shares of BSK S.A.

VII
ISSUER’S ACHEIVEMENTS IN THE 2ND QUARTER 2001.

On 18.06.2001 the Bank Management Board announced the MANAGEMENT BOARD REPORT ON THE EVALUATION OF ING BANK NV’s IN-KIND CONTRIBUTION IN THE FROM OF BANKING ENTERPRISE ING BANK NV BRANCH IN WARSAW as well as the certified auditor’s opinion.

On June 28th, 2001 the General Shareholders Meeting of Bank Śląski S.A. passed the following resolutions:

· adopting the Internal Regulations of the General Shareholders Meeting,

· approval of the agenda,

· approval of the financial report of Bank Śląski S.A. for the year 2000,

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

· approval of the consolidated financial report of the Capital Group of Bank Śląski S.A. for the year 2000,

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

· acknowledgement of the fulfilment of duties to the members of Bank Management Board in the year 2000,

· acknowledgement of the fulfilment of duties to the members of Bank Supervisory Board in the year 2000,

· distribution of profit for the year 2000,

· payment of dividend for the year 2000,

· use of the reserve capital,

· approval of the sale of the real estate,

· exclusion of the stock right to B-series shares of the new issue by current shareholders,
· increasing the initial capital of the Bank,
· amendments to the Charter of Bank Śląski S.A., 

· amendments to the Charter of Bank Śląski S.A. related to authorising the Management Board to increase initial capital within the authorised capital,

· establishing the number of Supervisory Board members,

· recalling the following Supervisory Board members: Piet van Zanten, Maciej Urmanowski, Tomasz Szapiro, Piotr Kukurba, Brunon Bartkiewicz.
The Extraordinary Shareholders Meeting convened for April 25th, 2001 passed the following resolutions:

· adopting the Internal Regulations of the Extraordinary Shareholders Meeting,

· establishing the number of Supervisory Board members for the purpose of electing Supervisory Board members in block voting,

· amendments to the draft resolution on appointing an ad hoc auditor,

· appointing an ad hoc auditor.

On 05.04.2001, under the concluded contract, Bank Śląski S.A. sold all the shares of Centrum Elektronicznych Usług Płatniczych "eService" S.A. seated in Warsaw, held by it (the associated entity of BSK S.A.).

The sale included 80,000 inscribed shares of "eService" S.A. of the face value of PLN 100 per share and the total value of PLN 8,000,000.00 constituting 50% of Company’s equity.

The shares were purchased by Powszechna Kasa Oszczędności Bank Polski S.A. seated in Warsaw (the entity is not associated with BSK S.A.).

The total value of 80,000 shares sold was PLN 7,500,000.00 and was equal to the booking price evidenced at Bank Śląski S.A.
In the meeting of April 20th, 2001 the Supervisory Board of Bank Śląski S.A. recalled Mr. Edward Foppema from the function of the Vice President of the Management Board of Bank Śląski S.A. as of July 1st, 2001.

Simultaneously, the Supervisory Board appointed – as of July 1st, 2001 – Mr. Cornelis Theodor Tuijnman Vice President of the Bank Management Board.

As at 30.06.2001 the Bank carried out its operational activity through the network of 324 branches as compared to 300 branches as at 30.06.2000. 

The headcount was respectively:

30.06.2000 
7 117 persons, corresponding to 7 026 FTEs,

30.06.2001 
7 311 persons, corresponding to 7 204 FTEs. 

VIII 
INFORMATION ABOUT INSTITUTING PROCEEDINGS BEFORE COURT OR ORGANS OF PUBLIC ADMINISTRATION 

In 2nd quarter of 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.  









__________________________________________
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