ING Bank Śląski Spółka Akcyjna 


COMMENTARY 

TO THE QUARTERLY REPORT FOR THE 1st QUARTER OF 2002

I
PRINCIPLES ADOPTED FOR DRAWING UP THE QUARTERLY REPORT
The quarterly report presents the balance sheet, profit and loss account, specification of changes in the equity as well as cash flow statement developed pursuant to the accounting act, the ordinance of the Minister of Finance dated 10.12.2001 on the principles of establishing provisions for the risk related to banking operation (Journal of Laws no. 149, item 1672 as amended), ordinance of the Minister of Finance dated 10.12.2001 on detailed principles of bank accounting (Journal of Laws no. 149, item 1673), ordinance of the Minister of Finance dated 12.12.2001 on detailed principles of recognising, valuing, scope of revealing and means of presenting financial instruments (Journal of Laws no. 149, item 1674), and the NBP’s instruction on developing Bank Reporting Information. 

Detailed description of the accounting principles, pricing assets and liabilities and establishing a financial result was presented in the annual report drawn up as at 31.12.2001. 

Due to the fact that the revised accounting act together with the related executory deeds became effective, the Bank is introducing changes aimed at full implementation of revised regulations. The said revision includes:

1. New principles of valuing financial assets and liabilities:

· marketable financial assets and liabilities are valued at their fair value,

· in case of financial assets and liabilities, valued at the depreciated price of purchase, all fees paid and received are included in the calculation of an effective interest rate,

2. New solutions of investment valuation – in accordance with the revised regulations the shares in subordinated units are valued with an ownership rights method,

3. Change in the method of dealing with interest calculated on special mention debts: interest calculated on special mention debts and not received is allocated as a reserved income,

4. Classification of lease contracts in accordance with the criteria of the revised act together with relevant changes in booking,

5. Introduction of a method of balance-sheet calculation of provisions and assets due to the deferred income tax.

The consequences of changes as at 01.01.2002 were allocated as “Retained profit of prior years” and amounted respectively (inclusive of the deferred income tax):

· For the valuation of marketable financial instruments – PLN 7 208 thousand,

· For the valuation of shares in subordinated units with the ownership rights method – minus PLN 
3 567 thousand,

· For the calculated and not received interest on amounts receivable classified as special mention – minus PLN 1 338 thousand.

The Bank is being implementing an effective interest rate in the valuation of financial assets and liabilities in the depreciated price of purchase and in the classification of lease contracts in accordance with the criteria of the revised act. The consequence of the said changes will be revealed in the financial report drawn up as at 30.06.2002. 

The data were drafted based on the principles of valuing assets and liabilities and measuring the financial result defined as at the balance sheet date, adjusted with provisions, inclusive of the provision and assets due to the deferred income tax, 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 3.6036, the rate of NBP of 31.03.2002;

· for positions of the profit and loss account for the 1st quarter – PLN 3.6125, the rate calculated as the average of the NBP rates binding on the last day of each month in the 1st quarter 2002. 

II 
FACTORS AND EVENTS OF SIGNIFICANT IMPACT ON THE FINANCIAL RESULT

Profit and loss account

The gross financial result of the Bank for the 1st quarter of 2002 was on the level of PLN 95 779 thousand, whereas the net profit was PLN 63 048 thousand and was by PLN 7 150 thousand higher than in the 1st quarter of 2001.

In the 1st quarter of 2002 the Bank earned net interest income of PLN 121 804 thousand, which was higher than in the same period of the last year (PLN 112 581 thousand). Having included internal FX swaps, which are recognised as interest income by the Bank, the interest result in the 1st quarter amounted to PLN 241 704 thousand compared to PLN 219 881 thousand in the previous year. In the first quarter of 2002 the interest rate margin
 amounted to PLN 4.55%, whereas at the end of 2001 it was on the level of 4.90%. The said decrease resulted from growing erosion of market margins.

Incomes due to fees and commissions gained in the 1st quarter 2002 were on the level of PLN 116 751 thousand and grew by PLN 20 383 thousand when compared to the same period of the last year. The recorded level of commission incomes resulted first of all from the services connected with current accounts, granting loans and executing operations made via payment cards.

In the 1st quarter we noted a growth in the result on financial operations and FX position. In the 1st quarter of 2002 the result on exchange position, excluding internal deposit swaps, amounted to PLN 44 924 thousand. 

In the 1st quarter the result on banking operation was PLN 426 011 thousand and was by PLN 
106 229 thousand higher than in the 1st quarter 2001. 

The costs of bank operation including depreciation amounted to PLN 262 538 thousand in the 1st quarter. The growth in the costs of operation when compared to the same period of 2002 is a consequence of a merger with ING Warsaw Branch and the development of commercial activity. 

In the 1st quarter of 2002 ING Bank Śląski, continuing a hitherto policy in the scope of establishing specific provisions connected with reclassification of receivables of some customers due to the deterioration of their financial standing in the consequence of the current economic situation of the country. 

In the 1st quarter the total amount of specific provisions established and released for off-balance sheet receivables and liabilities, revaluation of financial assets and release of general risk provision reduced the gross result of the Bank by PLN 69 100 thousand.

Commercial values

As at the end of March 2002 the number of personal accounts maintained by the Bank amounted to 1,002.5 thousand, i.e. 16.2 thousand growth compared to December 2001. This allowed for keeping 8.2% share in the market of personal accounts. The share in the market of receivables from non-financial entities amounted to 6.97% and remained on the level of December 2001. Simultaneously the market share in the deposits of non-financial sector grew from 6.01% as at 31.12.2001 up to 6.05% at the end of March 2002. 

For several years ING Bank Śląski has been one of the leading bank card issuers. On  March 28th, 2002 Europay International awarded its best partners for their contribution to the development of card market in Poland. ING Bank Śląski was granted a Golden Rock 2001 statue for exceptional achievements in mass issue of Maestro cards and a Silver Rock 2001 statue for exceptional achievement in the development of new products.

ING Bank Śląski records a constant increase in interest in electronic banking products, especially in the scope of Internet banking. According to both customers and experts, the BSKOnLine system is one of the best in the market of Internet banking services.

The data on electronic banking were as follows:

Electronic banking system

Number of customers
Number of customers






31.12.2001

31.03.2002 


MultiCash


    6 885

  7 276


HomeCash


  31 691

32 422


TransDysk


    1 936

  2 023 


BSKonLine


  31 322

40 798

             HaloŚląski 


259 410
           295 362

Credit portfolio structure

In the 1st quarter of 2002 ING Bank Śląski S.A. established specific provisions for off-balance sheet receivables and liabilities amounting to PLN 103 490 thousand. The growth in specific provisions referred to receivables reclassified by the Bank to higher risk category due to the lack of principal instalment and interest repayment or due to a deterioration of customer’s financial standing.

The below table presents a credit portfolio structure as at March 31st, 2002.

TOTAL ING BANK ŚLĄSKI S.A.




0.0 million PLN


Exposure 
Structure %
Specific provisions
Coverage level

Total
15 667.4
100.00%
1 283.1
9.78%







Including:











 - performing
11 866.5
75.74%
12.1
0.11%

 - non-performing
3 800.9
24.26%
1 271.0
33.44%

      - sub-standard
 949.8
6.06%
78.9
8.31%

      - doubtful
1 573.6
10.04%
198.5
12.62%

      - loss
1 277.5
8.15%
993.6
77.78%

General Risk Reserve

  84.4

General credit risk provision
164.5

III
INFORMATION ON ADJUSTMENTS DUE TO PROVISIONS

1.
Information on specific provisions for receivables
The Bank establishes specific provisions for receivables and qualified off-balance liabilities as well as revalues financial assets according to the ordinance of the Minister of Finance dated 10.12.2001 on establishing provisions for risk related to banking operation (Journal of Laws no. 149, item 1672 as amended), while simultaneously applying more restrictive principles.

In the 1st quarter of 2002 the balance of specific provisions was negative and amounted to PLN 69 100 thousand. This amount comprised the balance of specific provisions for off-balance receivables and liabilities amounting to minus PLN 84 359 thousand as well as the balance of revaluation of financial assets amounting to PLN 6 259 thousand and release of the general risk reserve amounting to PLN 9,000 thousand.

2.
Information on provision for income tax

Pursuant to art. 37 of the accounting act, due to temporary difference between the value of assets and liabilities revealed in the books and their tax value as well as deductible tax loss, the Bank is obliged to establish provisions and assets due to the deferred income tax.

The provision for the deferred income tax for the 1st quarter amounted to PLN 77 823 thousand. The amount of minus PLN 74 471 thousand increased the result of the Bank for the 1st quarter 2002, whereas the amount of minus PLN 3 342 thousand refereed to assets and provisions due new accounting principles provided in the revised accounting act and executory deeds.

The value of assets and provisions due to a deferred income tax YTD as at 31.03.2002 amounted to PLN 396 063 thousand and PLN 164 694 thousand respectively.

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 1st quarter of 2002, due to investment relief obtained in the years 1994-1999 and included in the costs of the 1st quarter of 2002, amounted to PLN 3 573 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 31.03.2002 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 


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

In the 1st 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 S.A. held by the members of Supervisory board and management board



Bank Management Board





Name and surname
Position / function
As at 31.12.2001
As at 31.03.2002



Number of shares
Face value
Number of shares
Face value

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

As at 31.12.2001 and 31.03.2002 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 1st quarter 

of 2002.

1. 
Resolutions of the General Shareholders Meeting passed on April 18th, 2002.

The General Shareholders Meeting of ING Bank Śląski S.A. of April 18th, 2002 passed the following:

· approval of the financial report of ING Bank Śląski S.A. for the year 2001,

· approval of the Bank Management Board’s report on the operation of ING Bank Śląski S.A. in the year 2001,

· approval of the consolidated financial report of the Capital Group of ING Bank Śląski S.A. for the year 2001,

· approval of the Bank Management Board’s report on the operation of the Capital Group of ING Bank Śląski S.A. in the year 2001,

· acknowledgement of the fulfilment of duties by the members of Bank Management Board in the year 2001,

· acknowledgement of the fulfilment of duties to the members of Bank Supervisory Board in the year 2001,

· distribution of profit for the year 2001,

· payment of dividend for the year 2001,

· use of the reserve capital,

· amendments to the Charter of ING Bank Śląski S.A.,

· recalling the member of the Supervisory Board.

Pursuant to art. 386 § 2 of the Act dated September 15th, 2000 – Commercial Companies Code (Journal of Laws No. 94, item 1037) and § 21 section 2 item 3 of the Charter of ING Bank Śląski S.A., the General Meeting of Shareholders of ING Bank Śląski Spółka Akcyjna recalled Mr. Bogusław Maklakiewicz from the function of the Supervisory Board member.

Simultaneously the General Shareholder Meeting appointed Mr. Lech Węclewski a member of the Supervisory Board of ING Bank Śląski S.A.

2. 
The information on the directions of actions of ING Bank Śląski S.A. being the result of the plan for the year 2002

On 25.01.2002 the Management Board announced the information on directions of actions of ING Bank Śląski S.A. being the result of the plan for the year 2002 accepted by the Supervisory Board of ING Bank Śląski S.A.:

Economic forecasts indicate low rate of GDP growth, further deterioration of the financial standing of business entities and continuation of the structural crisis in Silesia, the traditional region of Bank’s operation. 

Despite unfavourable trends in the economy the Bank does not intend to modify its development strategy in the plan for 2002, making only adjustments related to activities that are necessary to improve the efficiency of the Bank’s operation. 

In the light of forecasts for the situation of the economy and the banking sector the ING Bank Śląski 2002 plan reflects the following facts:

· decrease of market interest rates,

· shrinking of interest margins,

· reduced demand for loans,

· high level of credit risk.

The strategic objective of ING Bank Śląski in the mid-term perspective is to be the best bank in Poland providing integrated financial services.

This objective will be achieved by:

· building a nation-wide Bank by a selective expansion of branch network in new markets,

· concentration on most promising customer segments,

· concentration of the offer on products with the largest demand potential,

· development of integrated electronic distribution channels improving the quality and effectiveness of service.

Retail banking will be developed. New card products will be implemented and the personal accounts will made be more attractive. The access to the primary account by means of all distribution channels will be made easier. The automated settlement services will be developed. 

The Bank’s offer addressed to corporate customers will encompass new cash management products, settlement products, and products of financial markets. 

Furthermore, the Bank will propose a larger group of customers the special products of corporate banking that so far were addressed to strategic customers only. 

Human resources and costs management will support the execution of the objectives of the financial plan. Therefore, the restrictive budgetary policy will be continued and the resources will be concentrated on the realisation of enterprises of the highest priority.

The plan of investment expenditure of ING Bank Śląski will remain fully subordinated to the strategy of acquiring the position of the nation-wide bank, customer-friendly, allowing for an easy, fast and convenient access to its products via its extensive distribution network   

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

On February 1st, 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" were introduced to stock exchange trading in normal proceedings to the primary market.
On  February 1st, 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" was executed. 

The assimilated shares bear the code "PLBSK0000017".

Since February 1st, 2002 13,010,000 shares of ING Bank Śląski S.A. have been marked with the code "PLBSK0000017".
4. 
Information on significant credit agreements

On 03.01.2002 ING Bank Śląski S.A. concluded an agreement, the subject of which is the sale of all Bank’s shares in Finplus Sp. z o.o. (an affiliated company).

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

The COFINOGA Société Anonyme, a company of French law, with the seat in Paris, (a company not affiliated in capital with ING Bank Śląski SA) acquired the shares. 

The total price of sale of 74,000 shares amounted to PLN 74,000 and equalled to the registered value of accounting books of ING Bank Śląski S.A.

On January 11th, 2002 ING Bank Śląski S.A. concluded in Warsaw an agreement with FINPLUS sp. z o.o., the subject of which was 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 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 credit risk and the risk related to the execution by Finplus of the obligations towards the Bank are secured with the bank guarantees.

5. Information on transactions with affiliated entities

On March 14th, 2002 the Management Board of ING Bank Śląski Spółka Akcyjna signed the credit agreement with Śląski Bank Hipoteczny Spółka Akcyjna with its registered seat in Warsaw (100 % subsidiary of ING Bank Śląski S.A.).

The subject of the agreement is the extension of the PLN credit line denominated to EURO and USD up to the amount of USD 10,000,000. Upon the conversion into PLN using the average NBP rate of 13.03.2002 the value of the agreement amounts to PLN 41,630,000.

Previously the credit line for Śląski Bank Hipoteczny S.A. was granted on December 6th, 2001 as the equivalent of USD 3,000,000 (current report no. 61/2001).

Interest rate: WIBOR/EURIBOR + Bank’s margin

Tenor: 3 years.
6. Information on the ratings

On January 16th, 2002 Capital Intelligence informed the Management Board of ING Bank Śląski S.A. about sustaining the following ratings: 
· long-term liabilities: BBB;

· short-term liabilities: A2;

· domestic financial strength: BBB-;

· support: 2;

The prospects of ratings are defined as stable.

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

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

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

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

· bank support rating: 1, 2, 3, 4, 5.

7. Other

The Bank Management Board informed that that on March 20th, 2002 it was decided that ING Bank Śląski S.A. would transfer assets in the form of in-kind contribution to SOLVER Sp. z o.o. z with its registered office in Bielsko-Biała.

The business activities of SOLVER Sp. z o.o. comprise providing hotel and accommodation services.

ING Bank Śląski S.A. transfers the following assets to the aforementioned company:

1) a site with buildings in Krynica, ul. Leśna 10,

2) a site with buildings Wisła, ul. 11 Listopada 12,

3) a site with buildings Katowice, ul. Klimczoka 4,

4) expenses made by ING Bank Śląski S.A. in the recreation centre located on the plot rented by the Bank in Głębinów.

The value of assets, transferred to the company in the form of in-kind contribution, in the books of ING Bank Śląski S.A. amounted to PLN 7,758,630.63.

The valuation was made with investment method, simple capitalisation method (items 1 – 3); for item 4 there was used the cost approach, the reproduction cost method, aggregated elements technique.

ING Bank Śląski S.A. has no capital relations with SOLVER Sp. z o.o.

As at 31.03.2002 the Bank carried out operational activity through the network of 347 branches compared to 325 branches as at 31.03.2001. 

The headcount was respectively:

31.03.2002 
7 794 employees, constituting 7 677 FTEs,

31.03.2001 
7 242 employees, constituting 7 151 FTEs. 
The significant increase is mainly the consequence of merging ING N.V. Warsaw Branch and the expansion of branch network.
VIII 
INFORMATION ON INITIATING PROCEEDINGS BEFORE COURT OR ADMINISTRATIVE BODIES

In the 1st quarter of 2002 ING Bank Śląski did not initiate before courts or administrative bodies any proceedings concerning receivables or debts, whose total value would amount to 10% of the Bank’s equity.







� Relation of net interest incomes to average profit-generating assets of the Bank (covering receivables from financial and non-financial entities, securities of fixed and variable income as well as shares). Net interest incomes were increase by incomes referring to ˝internal deposit swaps ˝. 
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