Capital Group of ING Bank Śląski Spółka Akcyjna

COMMENTARY 

TO THE CONSOLIDATED QUARTERLY REPORT FOR THE 2nd  QUARTER 2002

I.
PRINCIPLES ADOPTED FOR DRAWING UP THE CONSOLIDATED QUARTERLY REPORT

The consolidated quarterly report comprises the figures of:

· ING Bank Śląski S.A. as a parent entity,

· ING Securities S.A. as a subsidiary,

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

· ING BSK Leasing S.A. as a subsidiary.

Pursuant to provisions of article 59 section 2 of the accounting act and § 6 section 2 of the ordinance by Minister of Finance dated 12th December 2001 on the principles of drawing the consolidated financial statements of banks and consolidated financial statements of financial holding – the affiliated entity Centrum Banku Śląskiego Sp. z o.o. and the associated entity PTE ING Nationale Nederlanden were included in the consolidated financial statements by the ownership rights method.

The consolidated 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 the 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, methods of evaluating, scope of revealing and means of presenting financial instruments (Journal of Laws no. 149, item 1674), ordinance of the Minister of Finance dated 12.12.2001 on the principles of developing the consolidated financial statements of banks and the consolidated financial statements of financial holding (Journal of Laws no. 152, item 1728) and the NBP’s instruction on developing Bank Reporting Information. 

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

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

1. New principles of evaluating financial assets and liabilities:

· marketable and available for sale 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 the balance-sheet calculation method for 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”.

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 provisions 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 items – PLN 4.0091, the rate of NBP of 30.06.2002;

· for items within the profit and loss account for the 2nd quarter – PLN 3.7928, the rate calculated as the average of NBP rates, binding on the last day of each month of the 2nd quarter 2002;

· for items within the profit and loss account as at 30.06.2002 – PLN 3.7026, the rate calculated as the average of NBP rates, binding on the last day of each month of the 1st and 2nd quarter.

II. 
INFORMATION ABOUT THE CHANGE IN THE COMPOSITION OF THE CAPITAL GROUP 

In the 2nd quarter 2002 there were no changes in the composition of the Capital Group of ING Bank Śląski S.A.

III. 
FACTORS AND EVENTS OF SIGNIFICANT IMPACT ON THE FINANCIAL RESULT

Profit and loss account

Gross financial result of the Group for the 2nd quarter 2002 was PLN 103 690 thousand. Net profit for the 2nd quarter amounted to PLN 67 150 thousand and was by PLN 628 thousand higher than in the 1st quarter and by PLN 4 548 thousand higher than in the same period of the last year.

The level and structure of the financial result of the parent entity is decisive for the result of the Capital Group and the structure of costs and incomes.

In the 2nd quarter 2002 net interest income of the parent entity amounted to PLN 126 222 thousand and was by PLN 4 418 thousand i.e. 3.6% higher than in the 1st quarter 2002 and by PLN 28 157 thousand i.e. by 28.7% higher than in the same period of the last year. Upon including internal deposit swaps that are classified as interest income in the parent entity, in the 2nd quarter 2002 the interest result amounted to PLN 271 222 thousand, compared to PLN 241 704 thousand in the 1st quarter 2002 and PLN 206 297 thousand in the same period of the previous year. 

Incomes from fees and commissions gained in the 2nd quarter 2002 amounted to PLN 120 422 thousand and grew by PLN 3 671 thousand i.e. 3.1% compared to the 1st quarter 2002. They were also by PLN 16 480 thousand i.e. 15.9% higher compared to the same period of the previous year. The largest position in the structure of commission incomes of the parent entity are commissions on the services related to current accounts, granting loans and payment card  operations. 

Result on financial operations as well as the result on exchange position for the 2nd quarter 2002 were similar to the 1st quarter 2002. The exchange result, excluding internal deposit swaps, amounted to PLN 34 008 thousand in the 2nd quarter 2002 compared to PLN 44 924 thousand in the 1st quarter 2002. 

In the 2nd quarter 2002 the result on banking operation amounted to PLN 432 534 thousand and was by PLN 7 074 thousand i.e. 1.7% higher compared to the 1st quarter 2002. At the same time the said result was by PLN 94 729 thousand i.e. 28.0% higher compared to the same period of the last year.  

The costs of bank operation including depreciation amounted to PLN 258 134 thousand in the 2nd quarter 2002 and grew by PLN 38 710 thousand i.e. 17.6% compared to the same period of the last year. The growth of the costs of operation with regard to the comparable period of the last year was a consequence of a merger with ING Warsaw Branch and the development of commercial activity. The growth of costs was much slower than the rate of growth in the result on banking operation.

In the 2nd quarter 2002 the parent entity was establishing specific provisions related to reclassification of debts of some customers due to deterioration of their financial standing being a consequence of the current economic situation of the country. The total balance of provisions established and released in the 2nd quarter 2002 for off-balance-sheet receivables and liabilities, and financial assets revaluation was negative and amounted to PLN 68 193 thousand (PLN 68 549 thousand in the 1st quarter 2002).

Information about the subsidiaries of ING Bank Śląski S.A.

ING Bank Śląski S.A. holds 20% share in the equity of Powszechne Towarzystwo Emerytalne ING Nationale Nederlanden S.A. As at 30.06.2002 the net financial result of the Company amounted to PLN 42 009 thousand. 

The result of PTE has an impact on the financial result of the Capital Group of ING Bank Śląski S.A., which is presented in the consolidated financial statements in the item Share in net profit (loss) of the units subject to consolidation by ownership right method. The share of the parent entity in the financial result of PTE ING NN amounts to PLN 8 402 thousand.

ING Bank Śląski S.A. holds 60% share in the equity and 50% of votes at the General Shareholders Meeting of Centrum Banku Śląskiego Sp. z o.o. The net financial result of the Company as per 30.06.2002 amounted to minus PLN 8 930 thousand. 

The result of Centrum Banku Śląskiego has an impact on the financial result of the Capital Group of ING Bank Śląski S.A., which is presented in the consolidated financial statements in the item Share in net profit (loss) of the units subject to consolidation by ownership right method. The share of ING Bank Śląski in the financial result of Centrum Banku Śląskiego Sp. z o.o. amounts to minus PLN 5 358 thousand.

As at March 30.06.2002 the equity of ING BSK Leasing S.A. amounted to PLN 15,000 thousand; the sole shareholder of the said company is ING Bank Śląski S.A. 

The net financial result of ING BSK Leasing S.A. amounted to PLN 1 383 thousand as at 30.06.2002.

The equity of ING Securities S.A. amounted to PLN 26,000 thousand as at 30.06.2002; the sole shareholder of the said company is ING Bank Śląski S.A. 

On 30.06.2002 the net financial result of ING Securities S.A. amounted to PLN 170 thousand.

The equity of Śląski Bank Hipoteczny S.A. amounted to PLN 50,000 as at 30.06.2002; the sole shareholder of the said company is ING Bank Śląski S.A.

The net financial result of Śląski Bank Hipoteczny S.A. amounted to minus PLN 1 578 thousand as at 30.06.2002. 

IV.
INFORMATION ON PROVISION ADJUSTMENTS

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

· in case of banks the legal basis for provisioning is the ordinance of 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) with application of more restrictive principles; 

· in case of remaining entities the legal basis for provisioning is the Accounting Act, and for evaluation of customer financial standing - the provisioning principles applied by the parent entity.

The balance of specific provisions in the 2nd quarter 2002 was negative and amounted to PLN 67 785 thousand. This amount comprises specific provisions for off-balance-sheet receivables and liabilities amounting to minus PLN 67 718 thousand and the value update of financial assets of minus PLN 67 thousand. 

2.
Information on income tax provision

Pursuant to art. 37 of the Accounting Act, due to temporary differences between the value of assets and liabilities indicated in the books and their tax value as well as tax loss that could be deducted in future, the entities are obliged to establish provisions and indicate assets for deferred income tax.

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

The provision for deferred income tax net for the 2nd quarter amounted to minus PLN 33 293 thousand. 

The amount of minus PLN 45 999 thousand added to the result of the Group for the 2nd quarter 2002, whereas the amount of PLN 12 706 thousand referred to the assets and provisions for deferred income tax established due to implementation of new accounting principles, set in the amended accounting act and executory regulations.

The amount of provision for the deferred income tax for the period 01.01.2002 - 30.06.2002 amounted to minus PLN 107 325 thousand.

The assets and provisions for deferred income tax YTD as per 30.06.2002 amounted respectively to PLN 370 457 thousand and PLN 110 043 thousand.

V.
INFORMATION ON PRINCIPLES OF SETTLEMENTS AND PRESENTATION OF INVESTMENT RELIEF 
The parent entity of the Group settles the investment relief pursuant to the letter of the Ministry of Finance no. DR-2/JJ/261/96 of July 29th, 1996. 

The additional depreciation, recognised in the 2nd quarter 2002, due to investment relief obtained in 1994-1999 and included in the costs of the 2nd quarter 2002, amounted to PLN 
3 256 thousand. 

VI.
INDICATION OF SHAREHOLDERS OWNING DIRECTLY OR INDIRECTLY AT LEAST 5% OF TOTAL NUMBER OF VOTES AT GENERAL SHAREHOLDERS MEETING OF THE ISSUER OR AT LEAST 5% OF THE EQUITY

As at 30.06.2002 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 

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

In the 2nd quarter 2002 no changes took place in the structure of shareholders holding 5 percent and more of votes in the General Shareholders Meeting.

VII.
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 31.03.2001
As at 30.06.2002



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 31.03.2001 and 30.06.2002 other members of the Supervisory Board and Management Board were not in the possession of any shares of ING Bank Śląski S.A.

VIII.
description of actions carried out by the capital group of the issuer in The 2nd quarter 2002.

1. Resolutions of the General Shareholders Meetings of the entities within the Capital Group of ING Bank Śląski S.A. 

The General Shareholders Meeting of ING Bank Śląski S.A. of 18.04.2002 passed the following resolutions:

· approval of the Internal Regulations of the General Shareholders Meeting,

· 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.

In other companies within the Capital Group of ING Bank Śląski S.A. (ING Securities S.A., ING BSK Leasing S.A. and Śląski Bank Hipoteczny S.A.) the resolutions on: profit distribution and acknowledgement of the fulfilment of duties were passed respectively on 20.06.2002, 22.04.2002, and 04.04.2002.

2. Other 

On 22.06.2002 ING Bank Śląski S.A. together with 11 other banks concluded an Agreement on rendering assistance in restructuring Wschodni Bank Cukrownictwa S.A. in Lublin. The said Agreement became effective on 24.06.2002, upon establishing a receivership in the said Bank by the Banking Supervision Commission.

IX.
INFORMATION ON INITIATING PROCEEDINGS BEFORE COURT OR ADMINISTRATIVE BODIES

In the 2nd quarter 2002 ING Bank Śląski did not initiate before courts or administrative bodies any proceedings concerning receivables or debts total value of which would amount to 10% of the Bank’s equity.

__________________________________________
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