ING Bank  Śląski Spółka Akcyjna 


COMMENTARY 

TO THE QUARTERLY REPORT FOR 3rd 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 semi-annual report for the year 2001.

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 write-offs revaluating the assets.

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

· for balance sheet positions  - PLN 3.8810, the rate of the National Bank of Poland of 30.09.2001;

· for 3rd quarter profit and loss account positions - PLN 3.8254, the rate calculated as the average of the NBP rates, binding on the last day of each month in 3rd quarter 2001;

· for positions of the profit and loss account as per 30.09.2001 – PLN 3.6622, the rate calculated as the average of the NBP rates binding on the last day of each month in 1st, 2nd, and 3rd quarter of 2001.

II 
FACTORS AND EVENTS OF SIGNIFICANT IMPACT ON FINANCIAL RESULT

Profit and loss account 

The gross financial result achieved by the Bank over three quarters of 2001 amounted to PLN 230 595 thousand. The net profit earned over three quarters was PLN 183 269 thousand, an increase by PLN 37 079 thousand in comparison to the same period of the last year.

In the third quarter of this year the Bank achieved net interest income amounting to PLN 124 013 thousand, which exceeds both the net interest income earned in the second quarter (PLN 111 239 thousand), and the figure for the first quarter (PLN 112 581 thousand). The net interest income was lower than the expected figure. The revenues were adversely affected by the slowdown of the economic growth. Due to that fact the service of loans by customers deteriorated and the competition was stronger on the deposit market resulting in higher costs of funding. 

The income due to fees and commissions earned in 3rd quarter was as expected. It was a similar level to the level of the 2nd quarter of 2001. The reported commission income results mainly from services connected with current accounts, payment card operations, granted loans and income due to cash-desk payments. 

In 3rd quarter of 2001, as compared with 2nd quarter, we observed a lower result on financial operations and a lower result on the FX position. The result on the FX position, presented in the P/L statement, covers the total revenues from the realised transactions of purchase and sale of currency at the request of the Bank customers, revenue from FX revaluation of balance-sheet positions according to the NBP fixing rate and revenues obtained from FX spot, forward and swap operations. The basic part of the FX result obtained in the 3rd quarter of 2001 was generated by FX swap operations. In 3rd quarter of 2001 the Bank made less business on the market of FX transactions and on the swap market. As compared with the similar period of the last year, both positions reported an increase.

The result on banking activity achieved in 3rd quarter of 2001 was PLN 345 134 thousand, an increase by PLN 7 329 thousand in comparison to the w 2nd quarter of 2001. It was also higher than the result achieved in the 1st quarter.

The costs of the bank operation, including depreciation, were lower by PLN 2 491 thousand than the figures reported in the last quarter, reaching the level complying with the Bank’s expectations.

ING Bank Śląski continued the policy related to creation of specific provisions and created in 3rd quarter 2001 specific provisions related to downgrading some exposures as a result of deteriorated financial standing of customers, which was caused by the economic slow-down in Poland. The total amount of specific provisions created and released in 3rd quarter for off-balance-sheet receivables and liabilities, revaluation of financial assets and deduction for the general risk reserve reduced the Bank gross result by PLN 72 854 thousand.

Commercial figures

ING Bank Śląski observes a growing interest in the electronic banking products. The number of
 transactions made via the electronic banking systems increased from 1 270 thousand operations in June 2001 to 1 550 thousand in September 2001.

Data related to electronic banking:

Electronic banking system

Number of customers

Number of customers






30.09.2001


30.06.2001 

Corporate customers


MultiCash


    5 839

 
5 393


HomeCash


  11 377


10 230


TransDysk


    1 850

  
1 830 


BSKonLine


    6 508

  
4 150

Individual customers


HomeCash


   19 258

18 696


BSKonLine


   16 339

  9 900

Credit portfolio structure

Over 3 quarters of 2001 ING Bank Śląski S.A. created specific provisions for balance-sheet and off-balance-sheet receivables and liabilities amounting to PLN 209 916 thousand, including PLN 125 978 thousand in the third quarter. The increase in specific provisions was related to exposures downgraded by the Bank as a result of default in repayment of principal and interest by customers whose financial standing deteriorated. 

The tables below present the structure of the credit portfolio as of 30 September 2001, as overall figures and with the breakdown into corporate and individual customers:

TOTAL  ING BANK ŚLĄSKI S.A.







PLN 0,0 mio


Exposure 
Structure %
Specific provisions

Total
14 051,0
100,00%
872,7






including:









 - performing: 
11 826,1
84,17%
9,4

     - normal
10 862,4

7,1

     - special mention
963,7

2,3

 - non-performing
2 224,9
15,83%
863,3

      - sub-standard
561,4
4,00%
54,8

      - doubtful
756,8
5,39%
155,1

      - loss
906,7
6,45%
653,4






CORPORATE CUSTOMERS







PLN 0,0 mio


Exposure 
Structure %
Specific provisions

Total
11 238,7
100,00%
611,8






including:









 - performing: 
9 415,3
83,78%
2,3

     - normal
8 455,3



     - special mention
960,0

2,3

 - non-performing
1 823,3
16,22%
609,5

      - sub-standard
435,8
3,88%
30,2

      - doubtful
673,7
5,99%
114,9

      - loss
713,9
6,35%
464,4






individual customers







PLN 0,0 mio


Exposure 
Structure %
Specific provisions

Total
2 812,3
100,00%
260,9






including:









 - performing: 
2 410,8
85,72%
7,1

     - normal
2 407,1

7,1

     - special mention
3,7

0,0

 - non-performing
401,5
14,28%
253,8

      - sub-standard
125,6
4,47%
24,6

      - doubtful
83,1
2,95%
40,2

      - loss
192,9
6,86%
189,0

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 3rd quarter 2001 was negative and totalled PLN 72 854 thousand. This comprises specific provisions for off-balance-sheet receivables and liabilities of – PLN 125 979 thousand, revaluation of financial assets of PLN 4 725 thousand and release of general risk provision of PLN 48 400 thousand. 

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 3rd quarter totals minus PLN 15 483 thousand, which increased the Bank result for 3rd quarter 2001. The deferred income tax provision from 01.01.2001 till 30.09.2001 totals minus PLN 22 635 thousand. 

Year to date deferred income tax provision as of 30.09.2001 totals minus PLN 148 183 thousand.

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 3rd quarter of 2001, due to investment allowances obtained in the years 1994-1999 and recognised as costs of 3rd quarter of 2001, totalled PLN 3 815 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  
As at 31.06.2001 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

In 3rd quarter of 2001 the structure of shareholders owning 5 percent and more in the General Shareholders Meeting changed in the following way.

On 1st August 2001, Franklin Resources, Inc. and its subsidiaries (Franklin Mutual Advisors, LLC and Templeton Worldwide, Inc. and their subsidiaries) sold the shares of Bank Śląski S.A. being at that time in their possession. On the same day ING Bank N.V. (the majority shareholder of BSK SA) purchased 689,429 shares of Bank Śląski S.A. The shares were purchased as a result of a series of stock exchange transactions made at the unit price of PLN 255. 

On 17th September 2001 the District Court in Katowice, Economic Section of the National Court Registry registered the increase of equity capital of ING Bank Śląski S.A. by PLN 37,500,000.

In regard to the resolution no. 13 adopted by the General Meeting of Bank Shareholders on 28th June 2001 regarding the exclusion of the stock right to „B” series shares by the existing shareholders, the whole issue of 3.750.000 (three million seven hundred and fifty thousand) „B” series shares of the face value PLN 10 (ten) each and the issue price PLN 265 (two hundred sixty five) each, following the subscription made by ING Bank N.V. in Amsterdam on 20th August 2001, was taken up by way of private subscription by ING Bank N.V. in Amsterdam in exchange for in-kind contribution in the form of banking company – Branch of ING Bank N.V. in Warsaw.

Upon increasing the equity of ING Bank Śląski S.A. amounts to PLN 130.100.000 divided into 13,010,000 ordinary bearer’s shares of the face value of PLN 10.00.

As of 30.09.2001 the following entities were in the possession of 5% and more votes in the 
General Meeting of Shareholders of Bank Śląski Spółka Akcyjna w Katowicach:

No.
Entity
Number of shares and votes
% of the overall number of shares and votes in the General Meeting 

1. 
ING Bank N.V.
11,418,641
87.77

VI
INFORMATION RELATEC TO SHARES OF ING BANK ŚLĄSKI SA in the 
possession of the members of Supervisory board and 
management board


Bank Management Board






Name and surname
Position / function
As of 30.06.2001
As of 30.09.2001



Number of shares
Face value
Number of shares
Face value

Marian Czakański
President of Bank Management Board
3
PLN 30.00 
3
PLN 30.00

As of 30.06.2001 and 30.09.2001 the other members of the Supervisory Board and Management Board were not in the possession of any shares of ING Bank Śląski S.A.

VII
description of actions carried out by theissuer in 3rd quarter 
of 2001
1. Taking up shares of ING Bank Śląski S.A. by ING Bank N.V.

ING Bank N.V. with its registered seat in Amsterdam made on 20th August 2001 subscription at the Brokerage House of BSK S.A. for „B” series shares of Bank Śląski S.A. in the number of 3 750 000 shares of the face value PLN 10 and the issue price PLN 265 each, being the acceptance of the offer for purchase of shares of this issue submitted by ING Bank N.V., as the Qualified Investor in the prospectus of ordinary shares of „B” Series of Bank Śląski S.A. The expiry date of subscription for „B” Series shares was changed from the original date set in the Prospectus as 31st August to 22nd August 2001. 

Following the subscription for „B” series shares of Bank Śląski S.A. the Bank Management Board adopted a resolution on 22nd August 2001 on allocating  3 750 000 (three million seven hundred and  fifty thousand) of „B” Series of the face value of PLN 10 (ten) each and the issue price of PLN 265 (two hundred and sixty five) each to ING Bank N.V. with its registered seat in Amsterdam. 

On 23rg August 2001, ING Bank N.V. and Bank Śląski S.A. signed the Agreement on Taking up Shares of Bank Śląski S.A., the subject of which is taking up by ING Bank N.V. the „B” series shares the number, face value and issue price of which are as mentioned above.

On 17th September 2001 the District Court in Katowice, Economic Section of the National Court Registry registered the increase of equity capital of ING Bank Śląski S.A. by PLN 37,500,000.

Upon increasing the equity of ING Bank Śląski S.A. amounts to PLN 130.100.000 divided into 13,010,000 ordinary bearer’s shares of the face value of PLN 10.00.

On 1st October 2001, ING Bank Śląski S.A. signed an agreement with ING Bank N.V. with its registered seat in Amsterdam (ING Bank N.V.) for the in-kind contribution of the ING Bank N.V. Branch in Warsaw to ING Bank Śląski S.A. in exchange for shares taken up in the increased initial capital. The subject of the agreement is the banking company of ING Bank N.V. Branch in Warsaw, belonging to ING Bank N.V., of the value of PLN 993.750.000 with its seat in Warsaw at Plac Trzech Krzyży 10/14, entered to the business register maintained by the District Court for the capital city of Warsaw - XIX Economic Section of the National Court Registry under number KRS 0000024014 (Company). ING Bank N.V. made in-kind contribution in the form of the Company to cover the shares in increased capital of ING Bank Śląski S.A. amounting to 3.750.000 „B” series shares of the face value of PLN 10.00 and the issue price of PLN 265.00. The Company was contributed as a whole, without any exclusions, as of the date of signing of the above mentioned agreement.

2. Change in the name

By way of the decision passed by the District Court in Katowice, 8th Registry Section dated September 6th, 2001 the new business name of the Bank was entered in the National Court Register.

Due to that the legal business name of the Bank is:

„ING Bank Śląski Spółka Akcyjna”

or its abbreviation 
„ING Bank Śląski S.A.”

3. Administration of Wielkopolski Bank Rolniczy estate

Pursuant to the Resolution No. 67/KNB/01 of the Banking Supervision Committee dated August 6th, 2001, obtained on August 8th, 2001, as of August 9th, 2001 Bank Śląski S.A. took the administration over the estate of Wielkopolski Bank Rolniczy S.A. w Kaliszu. BSK S.A.’s acquisition of Wielkopolski Bank Rolniczy S.A. was to be realised on the basis of the balance sheet developed as at August 24th, 2001.
The Supervisory Board of Wielkopolski Bank Rolniczy S.A. w Kaliszu filed a complaint to the Supreme Administrative Court against the Banking Supervision Committee’s decision.

Till complaint review the execution of the said decision is suspended.

4. Information about the significant credit agreements

On July 23rd, 2001 ING Bank Śląski S.A. concluded the PLN working capital mid-term loan assigned for business activity financing with Kompania Piwowarska S.A. w Poznaniu. The loan granted for five-year period in the amount of PLN 100,000,000 bears the interest rate based on WIBOR plus Bank’s margin. The loan will be repaid in six instalments. 

Within the last 12 months the total exposure of ING Bank Śląski S.A. in Kompania Piwowarska S.A. has amounted to PLN 180,045,500 and exceeded 10% of total value of Bank own capitals.  

The highest value contract concluded in this period is the one concluded on July 23rd, 2001 amounting to PLN 100,000,000.

Kompania Piwowarska S.A. w Poznaniu is not a company capitally related to ING Bank Śląski S.A.

On September 13th, 2001 ING Bank Śląski S.A. granted a long-term loan to a company from a retail complex branch. The PLN 300 million loan was granted for 12.5 years and bears interest rate acc. to the reference rate plus Bank margin.

In September 2001 ING Bank Śląski S.A. granted a USD short-term working capital loan assigned for ship construction financing to Stocznia Gdynia S.A. 

The loan amounting to USD 30,409,000 (PLN 129,019,305) was granted for seven-month period. The loan bears an interest rate based on LIBOR plus Bank margin.

Total value of loans, the biggest of which was described above, granted to Stocznia Gdynia S.A. within the last 12 months amounted to USD 66,477,000 (PLN 282,048,616).

On September 21st, 2001 ING Bank Śląski S.A. concluded a credit agreement with PKP S.A. The PLN short-term working capital loan of the value of PLN 300 million bears interest rate based on 1M WIBOR  plus Bank margin. The loan is secured by the State Treasury guarantee.

Polskie Koleje Państwowe Spółka Akcyjna is not a company capitally related to ING Bank Śląski S.A.

5. Information about ratings

On 31.08.2001 Bank Śląski S.A. was informed that Moody's Investors Service Ltd. International rating agency provided investors with the report containing the changes to previous ratings of Bank Śląski S.A.:

· long-term deposits rating:

Baa1

· short-term deposits rating:

P-2

· bank financial strength rating:
C-

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

1. long-term deposits:
Aaa, Aa1, Aa2, Aa3, A1, A2, A3, Baa1, Baa2, Baa3, Ba1, Ba2, Ba3, B1, B2, B3, Caa, Ca, C;

2. short-term deposits:

P-1, P-2, P-3, Not Prime (P-Prime);

3. bank financial strength:
A, A-, B+, B, B-, C+, C, C-, D+, D, D-, E+, E.
On October 19th, 2001 Fitch Ratings Ltd. Agency informed ING Bank Śląski S.A. Management Board about:

- lowering the individual rating from 'C/D' to 'D', 

- sustaining long-term liabilities rating 'BBB+',

- sustaining short-term liabilities rating 'F2',

- sustaining support rating '3'.

Perspective of long-term liabilities trend remains stable.

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

1. long-term liabilities: 
AAA, AA, A, BBB, BB, B, CCC, CC, C, DDD, DD, D;

2. short-term liabilities: 
F1, F2, F3, B, C, D;

3. individual rating: 
A, B, C, D, E;

4. support rating:
1, 2, 3, 4, 5, T;

According to the rating agency individual rating lowering is mainly connected with the unfavourable development of economic environment. Domestic demand is limited by exceptionally high real interest rates as the Monetary Policy Council has not lowered interest rates along with the decreasing inflation due to the increase in budgetary deficit. EU economy slowdown also has an impact on Poland. Influence of these factors on corporate sector will probably not be translated in the nearest future into domestic banks' profitability, while negatively influencing the growth in lending and quality of assets. In the mid-term the aggressive market competition will influence net interest margins due to inflation decrease to the level similar to the UE.

Lowering individual rating of ING Bank Śląski is the consequence of the concern about the level of non-performing receivables connected with decreasing new margins and relatively low capitalisation.

However, the rating agency states that the Bank improved Risk Management, developed distribution network and expanded to new regions of the country and sectors of economy. According to the agency perspectives of bank operation will probably improve upon the merger.

6. Other

On September 7th, 2001 the Supervisory Board of ING Bank Śląski S.A. approved the increase in initial capital of Dom Maklerski Bank Śląski S.A. by way of in-kind contribution in the form of shares and participations in entities with capital exposure of ING Bank Śląski S.A. ING Bank Śląski S.A. purchased the shares and participations of the said entities as long-term deposits or due to Banking Arrangement Proceedings. Assets book value in ING Bank Śląski S.A. accounting books amounts to PLN 11,670.4 thousand.
In July 2001 the Securities and Stock Exchange Commission approved the purchase by Bank Śląski Spółka Akcyjna w Katowicach of the stake of shares enabling the excess the Bank to exceed 25% of total number of votes in the general meeting of Huta „Ferrum” S.A. seated in Katowice. 
On 7.07.2001 Bank Śląski S.A. took over – for the price of PLN 3.50 (i.e. for the closing rate of 6.07.2001) 1,877,018 ordinary shares of Huta „Ferrum” S.A. from „Izostal” S.A. w Zawadzkiem in the result of credit collateral realisation. Then on September 6th, 2001 ING Bank Śląski S.A. purchased 207,756 ordinary bearer’s shares of Huta „Ferrum” S.A. (i.e. 2.84 % of total number of votes in the general shareholders meeting) in package transaction for PLN 3.74 per share. The value of transaction was PLN 777,007.44.

Presently ING Bank Śląski S.A. holds 2,084.774 shares of Huta „Ferrum” S.A. (entity related to ING Bank Śląski S.A.), which authorises the Bank to execute 2,084,774 votes in the general meeting of Huta „Ferrum” S.A. shareholders and constitutes 28.5 % of total number of shares and votes in the general shareholders meeting.

On July 13th, 2001 another agreement on further realisation of Co-operation Agreement was concluded with BEST S.A. On the grounds of the said agreement the Bank stopped granting new loans and credits through BEST S.A. and accepted remuneration for the risk of the current BEST S.A. loans and credits portfolio.

On September 14th, 2001 the Extraordinary Shareholders meeting of ING Bank Śląski S.A. appointed KPMG Polska  Sp. z o.o. an ad-hoc auditor.

It was also established that the Supervisory Board will be composed of six members. Mr. Bogusław Maklakiewicz was appointed a member of the Supervisory Board of ING Bank Śląski S.A. 

On 18.10.2001 Mr. Kazimierz Zarzycki, due to becoming a member of Polish Parliament, submitted his resignation from the function of the Supervisory Board member of ING Bank Śląski S.A.

On September 7th, 2001 the Supervisory Board of ING Bank Śląski S.A., accepting the resignation submitted on July 26th, 2001, recalled Mr. Maciej Węgrzyński from the position of the Bank Management Board Vice President. Besides, the Supervisory Board recalled Mr. Jacek Bartkiewicz from the position of the Vice President of the Bank Management Board as of October 31st, 2001. 

As at 30.09.2001 the Bank carried out operational activity through the network of 327 branches, as compared to 307 branches as at 30.09.2000. 

The headcount was:

30.09.2000
7 264 employees, corresponding to 7 209.49 FTEs,

30.09.2001
7 651 employees, corresponding to 7 541.5 FTEs. 
VIII 
INFORMATION ABOUT INSTITUTING PROCEEDINGS BEFORE COURT OR ORGANS OF PUBLIC ADMINISTRATION 

In 3rd quarter of 2001 in ING Bank Śląski S.A. no proceedings concerning liabilities or receivables whose total value constituted 10% of Bank equity were instituted before court or organs of public administration.
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