ING Bank Śląski Spółka Akcyjna 


COMMENTARY 

TO THE QUARTERLY REPORT FOR THE 3rd QUARTER 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), the ordinance of the Minister of Finance dated 10.12.2001 on the detailed principles of bank accounting (Journal of Laws no. 149, item 1673), the 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), 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 semi-annual report drawn up as at 30.06.2002. 

Furthermore, according to the amended ordinance of the Minister of Finance dated 10.12.2001 on the detailed principles of bank accounting, effective as of 30.09.2002  and the interpretations of the National Bank of Poland, Bank assigns the results of a fair evaluation of financial assets available for sale to the Capital arising from the revised evaluation. Due to the above, the Bank shifted the fair evaluation of financial assets available for sale calculated as per 01.01.2002 r. from the Result from previous years item into the Capital from the revised evaluation one. Subsequently, the value of the Capital from the revised evaluation was adjusted in terms of the changes in the value of financial assets available for sale in 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 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 4.0782, the rate of NBP of 30.09.2002;

· for items within the profit and loss account for the 3rd quarter – PLN 4.0800, the rate calculated as the average of NBP rates, binding on the last day of each month of the 3rd quarter 2002;

· for items within the profit and loss account as at 30.09.2002 – PLN 3.8284, the rate calculated as the average of NBP rates, binding on the last day of each month of the 1st,, 2nd and 3rd quarters.

II 
FACTORS AND EVENTS OF SIGNIFICANT IMPACT ON THE FINANCIAL RESULT 

Profit and loss account
The first 9 months of 2002 featured a low dynamics in the development of the market of banking services. The dynamics of deposits and loans’ growth fell down, whereas the difficult financial situation forced several customers to verify the range of financial services used by them. Drop in the nominal interest rates resulted in the reduced revenues being generated from investing net assets and a substantial fall of deposit margins. The results obtained by ING Bank Śląski S.A. in that period look positive against this background. 

Gross financial result of the Bank for the first three quarters 2002 was PLN 275 618 thousand and was by PLN 45 023 thousand, i.e. 19.5% higher than in the same period of the last year. 

Net profit for the first three quarters 2002 amounted to PLN 183 346 thousand and was at the level of the same period of the previous year.

In the 3rd quarter 2002 the net interest income of the Bank amounted to PLN 125 577 thousand and approximated the one of the 2nd quarter 2002 and the same period of 2001(PLN 126 222 thousand and PLN 124 013 thousand respectively). Upon including internal deposit swaps that are classified as interest income in the Bank, in the 3rd quarter 2002 the interest result was PLN 254 777 thousand against PLN 271 222 thousand in the 2nd quarter 2002 and PLN 235 681 thousand in the same period of the last year. 

Incomes from fees and commissions gained in the 3rd quarter 2002 amounted to PLN 114 393 thousand and grew by PLN 10 179 thousand i.e. 9.8 % compared to the same period of the previous year. The largest position in the structure of commission incomes of the Bank are the commissions on the services related to current accounts, granting loans and payment card operations. 

Result on financial operations as well as the one on exchange position for the 3rd quarter 2002 amounted to PLN 175 963 thousand, compared to PLN 185 820 thousand in the 2nd quarter 2002 and PLN 116 907 thousand in the same period of the previous year. The exchange result, excluding internal deposit swaps, amounted to PLN 71 465 thousand in the 3rd quarter 2002 compared to PLN 34 008 thousand in the 2nd quarter 2002. 

In the 3rd quarter 2002 the result on banking operation amounted to PLN 416 584 thousand and was by PLN 71 450 thousand i.e. 20.7 % higher than the one of the same period of the last year. 

The costs of bank operation including depreciation amounted to PLN 260 277 thousand in the 3rd quarter 2002 and grew by PLN 43 344 thousand i.e. 20.0 % 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. 

In the 3rd quarter 2002 Bank continued establishing specific provisions related to reclassification of receivables of some customers due to the deterioration of their financial standing incurred by the current economic situation of the country. The total balance of provisions established and released in the 3rd quarter 2002 for off-balance-sheet receivables and liabilities, and financial assets revaluation was negative and amounted to PLN 80 228 thousand (PLN 68 193 thousand in the 2nd quarter 2002). Loans were covered with provisions in 10.3%. 

Commercial values

As per 30.09.2002 the value of deposits totalled PLN 23,039.3 million
 and grew by PLN 2,307.4 million, i.e. 11.1% in comparison to the end of December 2001. 

The value of credit exposure at the end of September 2002 totalled PLN 16,157.7 million
 and grew by PLN 549.0 million, i.e. by 3.5% in comparison to December 2001. ING Bank Śląski was carrying out the policy of increasing the share of well-secured and establishing long-lasting relationships with customers loans in the portfolio as well as of limiting the importance of high-risk loans. This policy resulted in the high dynamics of mortgage loans, which grew from PLN 398.8 million as at the end of December 2001 to PLN 653.4 million as at the end of September 2002.

At the end of September 2002 the share of the Bank in the credit receivables amounted to 6.49%, whereas in the market of deposits and long-term liabilities to 6.37% (according to the new NBP standards).

The volume of personal accounts maintained with the Bank amounted at the end of September 2002 to 1,035.4 thousand, signifying the growth of 49.2 thousand in comparison to December 2001. The number of customers using electronic banking systems increased from 425 590 as at the June 2002 to 472 833 at the end of September 2002.

The data regarding electronic banking look as follows:

Electronic banking system

Number of customers
Number of customers






30.06.2002

30.09.2002 


MultiCash


   8 301



8 675


HomeCash


32 629


           32 512


TransDysk


  2 226



2 160


BSKonLine


48 814


           56 256


HaloŚląski

           333 620


         373 230

In September 2002 the monthly volume of transactions carried out via electronic banking systems was 2 054 thousand. The turnover value of the transactions carried out via electronic banking systems in September 2002 exceeded PLN 15.96 billion.

Structure of credit portfolio

In the 3rd quarter 2002 ING Bank Śląski S.A. established specific provisions for off-balance sheet receivables and liabilities in the amount of PLN 80.2 million (PLN 68.1 million in the 2nd quarter 2002). 


The growth in specific provisions concerned the receivables reclassified by the Bank to the category of higher risk due to the lack of repayments of principal instalments and interests or the deterioration of the customers’ financial standing. 

The below table shows the structure of credit portfolio as per 30.09.2002.





0.0 million PLN 


Exposure
Structure %
Specific provisions
Coverage*

Total 
16 157.7
100.00%
1 449.1
10.34%







inclusive of:











 - regular: 
11 781.1
72.1%
8.5
0.07%

 - irregular
4 376.6
27.09%
1 440.6
32.92%

      - sub-standard
1 014.2
6.28%
49.6
4.89%

      - doubtful
1 932.7
11.96%
267.1
13.82%

      - loss
1 429.7
8.85%
1 123.9
78.62%

*/ ‘total’ item is calculated as the total of specific and general provisions against credit exposure 

General Risk Reserve


 PLN 84.4 million

Reserve for general credit risk

 PLN 136.6 million

Bank enhanced the level of security pertaining to credit risk and established additional provisions while increasing the loan coverage. The coverage of the credit portfolio of the Bank with provisions grew from 9.44% as at the end of December 2001 to 10.34% at the end of September 2002. 

Development of the offer of ING Bank Śląski

In September 2002 the offer of the Bank was developed with ProBiznes Package – a new attractive product for mid-sized companies. The package allows for managing funds, funding operations and using e-banking (MultiCash, HomeCash, ING BankOnLine and Halo Śląski). Bank adds Maestro Business and Visa Business Charge cards to the package. The company is provided with the assistance of an account manager, whereas for management staff a managerial option is rendered by the Bank. 

Two new credit cards were introduced to the offer of ING Bank Śląski. These are Lioness MasterCard and Gold Lioness Visa Card. Additionally, the offer of prepaid cards was extended with Traveller’s MaestroCard, Cash on Hand Card, Bonus–Work Card and the Lion Heart Card. 
Awards and high ranking positions obtained by the Bank confirm the top quality of the products on its offer. During the II National Olympic Competition of Banking Services held by the VIII Polish Capital-Financial Forum "Your Money " the Lion Account of ING Bank Śląski was once more honoured with the Gold Medal in the category of savings-clearing accounts for individual customers (24-25 October 2002). 

During the II Gala of the Teleinfo monthly the Bank was granted the award for the best computerised institution in the category: banks, insurances and financial institutions. Establishment of new computer work places and unification of operational and network systems as well as construction of a modern computer centre and call centre were highly evaluated.

As a long-term supporter of cultural-scientific and charity enterprises and organisations ING Bank Śląski is active in the society. On 16 September 2002 Bank was honoured with a special distinction in the competition Patron of Culture, held by the Ministry of Culture. ING Bank Śląski was nominated in the Promoter category for the series of concerts and recordings of the Polish National Radio Symphony Orchestra in Katowice.
III
INFORMATION ON PROVISION ADJUSTMENTS
1.
Information on specific provisions for receivables
The Bank establishes specific provisions for receivables and qualified off-balance sheet liabilities as well as updates the financial assets according to 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), while applying more restrictive principles at the same time. 
The balance of specific provisions in the 3rd quarter 2002 was negative and totalled PLN 80 228 thousand. This amount comprises specific provisions for off-balance sheet receivables and liabilities and the revised financial assets value (minus PLN 80 170 thousand and minus PLN 58 thousand respectively).

2.
Information on provision for income tax
Pursuant to the article 37 of the accounting act in relation to the temporary differences between the value of assets and liabilities shown in the accounting books and their tax value as well as the tax loss deductible in the future, the Bank is obliged to establish provisions and determine assets due to deferred income tax. 

The provision for the deferred net income tax for the 3rd quarter amounts to minus PLN 9 571 thousand. The amount minus PLN 9 418 thousand increased the Bank result for the 3rd quarter, whereas the amount minus PLN 1 566 thousand concerns the change in the assets and provisions due to deferred income tax, being the result of the implementation of new principles of accounting foreseen by the revised accounting act and the secondary legislation, whose impact on the result of the previous years was accounted for. Furthermore, the amount of 1 413 concerns provisions for deferred income tax related to the evaluation of financial assets available for sale assigned to the capital from revised evaluation.

The amount of provision for deferred income tax for the period from 01.01.2002 to 30.09.2002 totals minus PLN 96 155 thousand.

As at 30.09.2002 the amounts of assets and provisions due to deferred income tax ytd are PLN 348 292 thousand and PLN 95 591 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 3rd quarter 2002, due to investment relief obtained in 1994-1999 and included in the costs of III Q 2002, amounted to PLN 3 048 thousand. 

V
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 30.09.2002 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 3rd quarter 2002 no changes took place in the structure of shareholders holding 5 percent and more of votes in 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 30.06.2002 
As at 30.09.2002



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 30.06.2002 and 30.09.2002 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 The 3rd  quarter 2002 
On 4 September 2002 an agreement with ING Towarzystwo Funduszy Inwestycyjnych S.A. [Investment Trust] was signed. Its subject was the purchase of investment certificates of ING Fundusz Inwestycyjny Zamknięty Lokata Plus [ING Closed Investment Fund Plus Deposit]. When the entire issue of investment certificates (3,000,000) is taken over by way of public tender, then the estimated remuneration of the Bank can surpass the PLN equivalent of Euro 500,000.

ING Towarzystwo Funduszy Inwestycyjnych S.A. is related to ING Bank Śląski S.A. Both entities are members of the ING Group. 

On 01.10.2002 the Management Board of ING Bank Śląski S.A. was informed about the registration on 25.09.2002 of the increase initial capital of the limited-liability company SOLVER Spółka z o.o. by the District Court in Bielsko-Biała, VIII Economic Section of the National Court Register – number KRS 0000132567.

The increased initial capital of the Company amounts to PLN 8,374,000.00 and is divided into 16,748 shares of the face value of PLN 500.00 each. 

ING Bank Śląski S.A. took 13,363 shares in the Company to the total face value of PLN 6,681,500, giving the former 79.79% votes at the General Shareholders Meeting.

Registration of the increased initial capital of the limited-liability company SOLVER Spółka z o.o. and takeover of shares by ING Bank Śląski S.A. led to the situation when the former became the subsidiary of the latter. 

The shares of ING Bank Śląski S.A. were covered by way of the non-pecuniary contribution.

The registered value of the non-pecuniary assets contributed to the Company in the accounting books of ING Bank Śląski S.A. amounts to PLN 6,594,650.67.

On 15 October 2002 the Supervisory Board of ING Bank Śląski S.A. selected the company KPMG Polska Audyt Spółka z o.o. with the registered office in Warsaw, 51 Chłodna Street (licence no. 458 of the National Chamber of Certified Auditors) for the chartered auditor examining the financial statements of ING Bank Śląski S.A. for the period from 31.12.2002 to 30.06.2005. 

ING Bank Śląski S.A. has been using the Company services in the scope of examining the financial statements since 1990.

In relation to the information published in the PARKIET newspaper, the Management Board of ING Bank Śląski S.A. declared on 23.10.2002 that they were not undertaking any actions aimed at merging ING Bank Śląski S.A. with Kredyt Bank S.A. The Management Board of ING Bank Śląski S.A. is not in the possession of any information from the parent company (ING Bank N.V. in Amsterdam) regarding the intention to sell the stock of the former owned by the latter.

At present ING Bank N.V. owns 11,418,641 shares being 87.77 % of the total volume of shares and votes at the General Shareholders Meeting of ING Bank Śląski S.A.

As at 30.09.2002 the Bank carried on its operational activity via the network of 333 branches against 327 branches on 30.09.2001. 

Employment amounted respectively to:

30.09.2002 
7 680 employees, id. 7 552 FTEs,

30.09.2001 
7 383 employees, id. 7 274 FTEs. 
The substantial growth is, first of all, the consequence of the merger with ING N.V. Warsaw Branch and the development of the network of branches.
VIII 
INFORMATION ON INITIATING PROCEEDINGS BEFORE COURT OR ADMINISTRATIVE BODIES
In the 3rd 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.







� The numbers encompass the deposits of private persons, economic entities of the non-financial, state budget and financial sectors, excluding the suspended liabilities and interests. 


� The presented value encompasses the loans granted to the economic entities of the non-financial, state budget and financial sectors as well as private customers. The value includes discount loans and the subordinated loan, but excludes granted interbank deposits, suspended liabilities as well as mature and immature interests. 
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