ING Bank Śląski Spółka Akcyjna 


COMMENTARY 

TO THE QUARTERLY REPORT FOR 4TH QUARTER OF 2001

I
PRINCIPLES ADOPTED FOR DRAWING UP THE QUARTERLY REPORT 
The 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 Committee of 03.06.1998 on specific accounting principles of banks and on additional information, 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 semi-annual report as of 30.06.2001.  

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.  

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

· for balance sheet positions  - PLN 3.5219, the rate of the National Bank of Poland of 31.12.2001;

· for profit and loss account positions for 4th quarter - PLN 3.6170, the rate calculated as the average of the NBP rates, binding on the last day of each month in 4th quarter 2001;

· for positions of the profit and loss account as per 30.09.2001 – PLN 3.6509, the rate calculated as the average of the NBP rates binding on the last day of each month in 1st, 2nd, 3rd and 4th quarter of 2001.

II 
FACTORS AND EVENTS OF SIGNIFICANT IMPACT ON FINANCIAL RESULT

Profit and loss account

In 2001 ING Bank Śląski recorded an increase of result on banking activity compared with the previous year. The increase was especially demonstrated by commission revenues and revenues generated on FM operations. The Bank’s operational costs were lower than planned, which was a result of strict cost control and savings program introduced by the Bank Management Board. In consequence in 2001 the Bank obtained the result before risk costs at the level comparable to one of the previous year, despite a significant decrease of basic interest rates reducing the margin on deposit and lending activity. 

ING Bank Śląski, as in 2000, continued a conservative policy of provisioning. In the first three quarters a provision of PLN 144.5 million was established against the profit and loss account. In IVQ of 2001, due to deteriorating standing of borrowers, specific provisions of PLN 138.8 million were established against the profit and loss account.

The provisioning process applies mainly to exposures in the steel industry and heavy chemistry; the exposure in the edible oil industry was fully provisioned and appropriate provisions were established due to the co-operation with a financial intermediary, completed in May 2001. The annual comprehensive credit audit, performed in IVQ, confirmed the justification for additional provisioning of the portfolio. Simultaneously it was suggested that additional general provisions should be established due to the deterioration of economy and borrowers’ standing. A provision of PLN 150 million was established for this purpose. The merger with the Warsaw ING Branch on 1st October 2001 and the intention to fully implement the risk management standards applied in the ING Group also had impact on the decision on substantial increase of provisions. 

In these conditions the provisions in IVQ 2001 totalled PLN 288.8 million, while the result for IVQ is negative and equals PLN 86.2 million.

The substantial provisions established in IVQ caused that in spite of good commercial results and achievements in the area of cost reduction and control the net result of ING Bank Śląski for 2001 was at the level of PLN 97.1 million and was much lower than planned. 

Commercial values

The year 2001 was for ING Bank Śląski a period of good commercial results. The Bank recorded the rate of growth for deposits and loans higher than in the banking sector, while the number of personal accounts run in the Bank grew at the end of December to 986.3 thousand (an increase by 144.5 thousand, i.e. by 17.2% compared with 2000). According to the Bank’s estimates this allowed to increase the market share from 8.1% to 8.2%, whereas the number of issued cards reached the level of 2,138.1 thousand (an increase by 942.7 thousand, i.e. by 78.9% compared with 2000), which strengthened the Bank’s position as the third largest card issuer. The share in the market of receivables from non-financial entities grew from 5.62 % in 2000 to 6.97 % at the end of December 2001. The growth of market share was also recorded for the deposits of non-financial sector - the Bank’s share grew to 6.01 % at the end of December 2001 (4.89 % on 31.12.2000).  The growth of the Bank’s share in the market of deposits and loans is larger than this one deriving from the consolidation of the ING Warsaw Branch and proves an increasing potential of the Bank sales network being developed.

In 2001 ING Bank Śląski was developing its product offer and new distribution channels were put into operation. The Bank introduced a modern, comprehensive offer for individual customers (LION Account, Open Savings Account) and for corporate entities from the small and mid-size companies segment (PROFIT Account, Corporate Package). In 2001 the Internet distribution channel BSKOnLine as well as informational service for users of mobiles phones were launched, and the functionality of HaloŚląski service was expanded. In the first half of 2001 the modern Call Centre was put into operation, which supports the electronic distribution channels and sale. In 2001 upon the consent of the Banking Supervision Committee, Śląski Bank Hipoteczny S.A.  began its activity.  

The excellent appraisal of the Bank’s activities by customers and experts was manifested in awards and distinctions won by the Bank in 2001:

· Gold medal for the Lion Account as the best savings-clearing account, won at VII Polish Capital-Financial Forum "Your Money ".

· Title “Product of the year” for a building-mortgage loan for individuals in Euro in the seventh editions of the competition held by Publishing House Murator.

· Award "Friendly for entrepreneurs" in the category of small and mid-size companies, granted by the Business Development Foundation and the Warsaw Institute of Banking.

· Title “IT leader of 2001” in the category of banking and finance in the annual competition organised by the bi-weekly magazine Computerworld.

ING Bank Śląski records a continuos growth of interest in the electronic banking products. 
The number of transactions made via the electronic banking systems grew from z 1 550 thousand operations in September 2001 to 1 986 thousand in December. The value of transactions made in December 2001 via the electronic banking systems was over PLN 18.5 billion.

The data concerning electronic banking are as follows:

Electronic Banking System
Number of customers

Number of customers






31.12.2001

30.09.2001 

Corporate customers 


MultiCash


    7 430

    5 839


HomeCash


  12 044

  11 377


TransDysk


    1 936

    1 850 


BSKonLine


    9 316

    6 508

Individual customers


HomeCash


   19 647 

   19 258


BSKonLine


   22 006

   16 339

Coverage of the credit portfolio with provisions

Striving after an improved security of depositors is of key significance for the Bank and therefore within last 18 months the provisions were increased by about PLN 1 billion and the ratio of portfolio coverage grew from 4.7% in December 1999 to 9.5% presently.

The structure of the ING Bank Śląski credit portfolio at the end of 2001 and coverage with provisions is as follows:

ING BANK ŚLĄSKI S.A. - TOTAL




PLN 0.0 million


Exposure  
Structure %
Specific provisions 
Coverage

Total 
15 548.7
100.00%
1 477.8
9.5%







out of which:











 - regular: 
11 942.4
76.81%
9.3
0.08%

 - irregular
3 606.3
23.19%
1 182.3
32.78%

      - sub-standard
1 026.7
6.60%
77.2
7.52%

      - doubtful
1 411.0
9.07%
196.2
13.91%

      - loss
1 168.6
7.52%
908.8
77.77%

General Risk Reserve



93.6
Reserve for general credit risk


192.7
Due to unification of accounting standards (the Polish standards with the international ones) the provisions of PLN 129.8 million were reclassified from the item of own capital according to the Polish standards to the item of specific provisions according to international standards, taking into consideration the provision of PLN 26 million for deferred tax.

III
INFORMATION ON PROVISION ADJUSTMENTS

1.
Information on specific provisions for receivables
The Bank forms specific provisions for qualified receivables and off-balance liabilities as well as updates financial assets according to the Resolution No. 8/99 of the Banking Supervision Committee of 22.12.1999 on principles of provisioning for risk associated with banking operation with simultaneous application of more restrictive principles.

The balance of specific provisions in 4th quarter 2001 was negative and totalled PLN 288 769 thousand. This amount comprises specific provisions for off-balance receivables and liabilities minus PLN 278 603 thousand as well as the update of financial assets value of PLN 10 166 thousand.

2.
Information on provision for income tax

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 a principle was adopted of establishing a deferred tax provision at least in individual months of an accounting year.

The provision for deferred income tax for 4th quarter totals minus PLN 44 675 thousand. This amount decreased the Bank result for the fourth quarter of 2001. The provision for deferred income tax for the period from 01.01.2001 till 31.12.2001 totals minus PLN 22 039 thousand.

The provision for deferred income tax pro rata as of 30.12.2001 totals minus PLN 129 460 thousand.

IV
INFORMATION ON PRINCIPLES OF SETTLEMENTS AND PRESENTATION OF INVESTMENT RELIEF 
The Bank settles the investment relief pursuant to the letter of the Ministry of Finance no 
 DR-2/JJ/261/96 of 29.07.1996. 

The additional depreciation, recognised in the fourth quarter of 2001, due to investment relief obtained in 1994-1999 and included in the costs of IVQ of 2001, amounted to PLN 3 292 thousand. 

V
INDICATION OF SHAREHOLDERS OWNING DIRECTLY OR INDIRECTLY NOT LESS THAN 5% OF TOTAL NUMBER OF VOTES AT GENERAL SHAREHOLDERS MEETING OF ISSUER OR NOT LESS THAN 5% OF HIS EQUITY

As at 31.12.2001 the shareholders owning 5% and more votes in the General Shareholders Meeting of ING Bank Śląski Spółka Akcyjna were the following entities:

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

1. 
ING Bank N.V.
11,418,641
87,77

In the fourth quarter of 2001 no changes took place in the structure of shareholders holding 5 percent and more of votes at the General Shareholders Meeting:

VI
INFORMATION ON SHARES OF ING BANK ŚLĄSKI SA held by the members of Supervisory board and management board


Bank Management Board






Name and surname
Position / function
As of 30.09.2001
As of 30.12.2001



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 30.09.2001 and 31.12.2001 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 the issuer in 4th quarter 

of 2001

1. Agreement with ING Bank N.V.

On 1st October 2001 ING Bank Śląski S.A. signed with ING Bank N.V. with its registered office in Amsterdam (ING Bank N.V.) the agreement on non-cash contribution of ING Bank N.V. Warsaw Branch company to ING Bank Śląski S.A. to cover the shares under a higher initial capital. The subject of the agreement was the belonging to ING Bank N.V., assessed at PLN 993,750,000, ING Bank N.V. Warsaw Branch company, with the its registered office in Warsaw in Plac Trzech Krzyży 10/14, registered in the register of entrepreneurs of the District Court of Warsaw City - XIX Economic Section of the National Court Register under the number KRS 0000024014 (Enterprise). ING Bank N.V. contributed the Enterprise as a non-cash contribution to cover in the higher initial capital of ING Bank Śląski S.A. the 3,750,000 B-series Shares of the nominal value of PLN 10.00 each and issue price of PLN 265.00. The enterprise was contributed as a whole, without any exclusions on the day of signing the due agreement.

2. Takeover of Wielkopolski Bank Rolniczy

On 9th November 2001 the Supreme Administrative Court dismissed the complaint of the Supervisory Board of Wielkopolski Bank Rolniczy S.A. in Kalisz with regard to the Resolution no.  67/KNB/01 of the Banking  Supervision Committee dated 6th August 2001 regarding the takeover of WBR S.A. by ING Bank Śląski S.A. With reference to the above while executing the resolution of the Banking Supervision Committee ING Bank Śląski S.A. took over as of 9th November Wielkopolski Bank Rolniczy S.A. in Kalisz.

According to the takeover balance adjusted by the certified auditor the core data about the assets of the taken over bank on the takeover day looked as follows:

Net assets 


PLN 19 694 thousand

Loss of past years 

PLN 17 664 thousand

Loss of current year 

PLN   9 328 thousand

Net assets on total 

- PLN 7 298 thousand

Together with the takeover of assets and liabilities of Wielkopolski Bank Rolniczy S.A. ING Bank Śląski S.A. took over the shares and stocks of the following affiliated and minor companies:

· Hatrol Sp. z o.o. (share in the initial capital of 99.14%)

· Asekuracja Sp. z o.o. (share in the initial capital of 18.70%)

· Regionalna Agencja Rozwoju S.A. (share in the initial capital of 0.34 %) 

The balance value of all taken over companies amounts to 0.

2. Introduction of B-series  shares of ING Bank Śląski S.A. to stock exchange trading and assimilation of shares 

As of 1st February 2002  3,750,000 ordinary bearer’s B-series shares of ING Bank Śląski S.A. issued on the basis of the Resolution No. 14 of the General Shareholders Meeting of 28th June 2001, of the nominal value of PLN 10 each, marked by the National Depository of Securities (KDPW) with the code "PLINGBS00027" will introduced to stock exchange trading in normal proceedings to the primary market.
On 1st February 2002 the assimilation of 3,750,000 shares of ING Bank Śląski S.A. bearing the code "PLINGBS00027" with 9.260.000 shares bearing the code "PLBSK0000017" will be executed. 

The assimilated shares shall bear the code "PLBSK0000017".

As of 1st February 2002 13,010,000 shares of ING Bank Śląski S.A. shall bear the code "PLBSK0000017"
Top of Form 1

Bottom of Form 1

4. Information on significant credit agreements

On 29th October 2001 ING Bank Śląski S.A. signed a credit agreement with Zakład Ubezpieczeń Społecznych (ZUS) acting as a disposing party of Fundusz Ubezpieczeń Społecznych (FUS). The short-term credit in PLN in the form of a revolving credit line, in the amount of PLN 210 million, is to bear the interest according to the WIBOR 3M rate increased by the Bank’s margin. The authorisation to dispose of the account of FUS held in NBP constitutes the credit collateral.

The total value of all agreements signed with ZUS within the period of past 12 months amounts to PLN 300 million. The agreement of the highest value is the one signed on 29th October 2001. 

On 7th November 2001 ING Bank Śląski S.A. granted Stocznia Gdynia S.A. a working short-term loan in USD, dedicated for founding of a ship construction. 

The loan in the amount of USD 29,897,000 (PLN 121,567,181) was granted for the period of 9 months. The loan is to bear the interest according to the LIBOR rate plus the Bank’s margin. 

On 18th December 2001 ING Bank Śląski S.A. signed a credit agreement with Browary Żywiec Spółka Akcyjna with the its registered office in Warsaw about the revolving loan in PLN to finance the generic statutory objectives of the borrower. The loan granted for the period of 30 months in the amount of PLN 200 million is to bear the interest according to the WIBOR rate increased by the Bank’s margin.  

The total value of these agreements signed by ING Bank Śląski S.A. due to loans granted to the companies of Browary Żywiec S.A. Group [Breweries] (Browary Żywiec S.A., Elbrewery Sp. z o.o., Warka Sp. z o.o., and Heineken Polska Sp. z o.o.) within the period of the last 12 months amounts to PLN  393,380,000 and exceeds 10% of the total value of Bank’s net assets. The agreement of the highest value signed within this period is the one signed on 18th December 2001.

Browary Żywiec S.A. is not the entity affiliated with ING Bank Śląski S.A.

Pursuant to the agreement on acquisition signed on 20.12.2001 with Fabryka Dywanów KOWARY S.A. in Kowary [Carpet Works], ING Bank Śląski S.A. took hold of 1,250,000 (say: one million two hundred and fifty thousand) bearer’s C-series ordinary shares, bearing the numbers from 1,100,001 to 2,350,000 of Fabryka Dywanów KOWARY S.A. in Kowary. The nominal price of one share equals the issuing price and amounts to PLN 3.73 per share. 

The value of transaction amounted to PLN 4,662,500.00 and was equal to the registration value of these assets in the Bank’s accounting books.

The transaction was made on the ground of conversion of debt claims into shares as a result of taking hold of the Borrower’s shares by way of contractual deduction of Bank’s debt claims. 

The Bank will acquire the claim to issue the document of share within the period of one month following the registration of the initial capital appreciation. 

The percentage share of ING Bank Śląski S.A. in the appreciated initial capital of Fabryka Dywanów KOWARY S.A. in Kowary will amount to 23.4%. 

Fabryka Dywanów KOWARY S.A. in Kowary is not the entity affiliated with ING Bank Śląski S.A.
On 3rd January 2002 ING Bank Śląski S.A. signed the agreement, the subject of which is the cession of all shares of Finplus Sp. z o.o. possessed by the Bank (affiliated company).

The subject of the agreement is 74,000 shares of Finplus Sp. z o.o. of nominal value PLN 100 each and the total value of PLN 7,400,000 that amounts to 50% of the Company initial capital. 

The shares were purchased by the COFINOGA Société Anonyme, the company of French law, with its registered office in Paris (the entity not affiliated with ING Bank Śląski S.A.). 

The total price of cession of 74,000 shares amounted to PLN 74,000 and equals the registration value of the ING Bank Śląski S.A.’s accounting books.

On 11th January 2002 ING Bank Śląski S.A. signed in Warsaw the agreement with FINPLUS sp. z o.o., the subject of which is the co-operation between the Parties as to provision of operating and financial services and services related thereto, and in particular: the organisation and management of networks of payment cards facilitating payments with then use of payment cards, granting and serving loans connected with the use of the said cards, granting and serving loans for the purchase of goods and services in shops. The loan risk and the risk of fulfilling by Finplus of the obligations towards the Bank are hedged via banking guarantees. 

5. Information on transactions with affiliated entities 

On 21st December 2001 ING Securities S.A. in Warsaw – the former Dom Maklerski Banku Śląskiego Spółka Akcyjna in Katowice [Brokerage House] (name change registered on 19.12.2001 in the District Court in Katowice, Economic Section KRS) being an affiliated entity of ING Bank Śląski S.A. signed with ING Baring Securities (Poland) S.A., the entity affiliated with ING Bank Śląski S.A., "The Agreement on company sale".

The subject of the agreement was the acquisition of a broking company ING Baring Securities (Poland) S.A.

ING Securities S.A. in Warsaw is going to continue the broking activity with the usage of the assets of the acquired company. 

The value of transaction amounted to PLN 29,900,000. 

The subject of the agreement was executed for the benefit of the buyer on the day of signing the Agreement. The due transaction was financed from net assets of ING Securities S.A. in Warsaw.

On 6th December 2001 ING Bank Śląski S.A. signed a credit agreement with Śląski Bank Hipoteczny  Spółka Akcyjna with the its registered office in Warsaw (entity of 100 % of share if ING Bank Śląski S.A.). The subject of the agreement was a credit line in PLN indexed into EUR and USD equal to USD 3,000,000.  Upon converting into PLN at average rate of NBP as of 6/12/2001 the value of the agreement amounts to PLN 12,237,600.

Interest rate: WIBOR/EURIBOR + Bank’s margin.

Crediting period: 3 years.

6. Information on ratings 

On 19th October 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'.

The 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 the lowering mainly reflects 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 be translated in the nearest future into domestic banks' profitability, while negatively influencing the growth in lending and the quality of assets. In the mid-term the aggressive market competition will influence net interest margins along with the decrease of inflation and interest rate to the levels similar to the UE.

The lowering of individual rating of ING Bank Śląski is the consequence of the concern about the increasing level of non-performing receivables connected with decreasing net interest 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 the perspectives of bank operation will probably improve upon the merger.

On 19th December 2001 Moody's Investors Service Ltd International rating agency informed ING Bank Śląski S.A. Management Board about:

· sustaining long-term deposits rating:

Baa1

· sustaining short-term deposits rating:

P-2

· lowering bank financial strength rating:
C-

The perspective of bank financial strength trend was determined stable.

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.
According to the rating agency Bank strengthens its distribution network and develops the range of products. Works continue on the reduction of costs and non-performing receivables. The lowering of bank financial strength rating mainly reflects the unfavourable development of economic environment and its negative influence on the bank core operation. 

On 16th January 2002 Capital Intelligence rating agency informed ING Bank Śląski S.A. Management Board about sustaining the ratings:

· long-term liabilities BBB;

· short-term liabilities A2;

· local strength BBB-;

· support 2.

The perspective of rating trend was determined stable.

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

· long-term liabilities: AAA, AA, A, BBB, BB, B, C, D;

· short-term liabilities: A1, A2, A3, B, C, D;

· local strength: AAA, AA, A, BBB, BB, B, C, D;

· support: 1, 2, 3, 4, 5.

7. Other 

ING Bank Śląski S.A. Management Board informed that due to taking a seat in the Parliament of the Republic of Poland, Mr Kazimierz Zarzycki resigned on 18.10.2001 from the post of the member of the ING Bank Śląski S.A. Supervisory Board. 

The Supervisory Board of ING Bank Śląski S.A. selected on 17th December 2001 the company KPMG Polska Audyt Sp. z o.o. with its registered office in Warsaw, at 51 Chłodna Street (licence of the National Chamber of Certified Auditors no. 458) as the certified auditor to review the financial statements of ING Bank Śląski S.A. in the year 2002.

ING Bank Śląski S.A. has been provided services in regard to review of Bank financial statements by the Company since 1990.

According to the situation on 31.12.2001 Bank carried on its operational activity via the network of  345 branches against 320 branches on 31.12.2000. 

Employment amounted respectively to:

31.12.2000 
7 265 employees, id. 7 169,7 FTEs,

31.12.2001 
7 782 employees, id. 7 667,7 FTEs. 
VIII 
INFORMATION ON INITIATING PROCEEDINGS BEFORE COURT OR ADMINISTRATIVE ORGANS

In the 3rd quarter of 2001 Capital Group of ING 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.






__________________________________________
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