Capital Group of ING Bank Śląski Spółka Akcyjna

COMMENTARY 

TO THE CONSOLIDATED QUARTERLY REPORT FOR THE 4th 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 equity method.

The financial result presented in the consolidated Group financial report is the same as the financial result of ING Bank Śląski S.A. presented in the solo report announced on 14.02.2003 following the application of similar accounting methods to include subsidiaries in the solo report of ING Bank Śląski S.A. and in the Group consolidated report.

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 as amended), 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 semi-annual 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 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 4.0202, the rate of NBP of 31.12.2002;

for items within the profit and loss account for the 4th quarter – PLN 3.9935, the rate calculated as the average of NBP rates, binding on the last day of each month of the 4th quarter 2002;

for items within the profit and loss account as at 31.12.2002 – PLN 3.8697, the rate calculated as the average of NBP rates, binding on the last day of each month of the 1st,, 2nd 3rd and 4th quarters of 2002.

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

Solver Sp. z o.o.

On September 25, 2002 SOLVER Ltd. registered in the District Court  in Bielsko-Biała in the VIII Economic Department of the National Court Register (KRS) the increase of the initial capital of the company. The increase was registered by the National Court Register under the following number KRS: 0000132567.

After the increase, the initial capital of the Company totals 8,374,000.00 PLN and it is divided into 16,748 shares with the nominal value of 500.00 PLN each.

ING BSK S.A. took over 13, 363 shares of the Company with the total nominal value of 6,681, 500 PLN which gives the Bank 79,79% votes at the General Shareholders Meeting. 

As a result of registering the increase in the initial capital of SOLVER Ltd. and taking over its shares by ING BSK S.A., SOLVER Ltd. became a subsidiary of ING BSK S.A. 

ING BSK S.A. shares were covered with in-kind contribution.

The value of the in-kind contribution assets brought to the Company and registered in the ING BSK S.A. books totals 6,594,650. 67 PLN.

ING BSK Leasing S.A. 

On October 18, 2002 the Local Court in Katowice registered raising the initial capital of ING BSK Leasing S.A. (subordinate entity of ING Bank Śląśki S.A.). After the registration the initial capital amounts to PLN 30 000 000.00 and it is divided into 3 000 000 shares and votes.

The change of the level of the initial capital took place by way of bringing money contribution exclusively.

ING Securities S.A. 

On December 31, 2002 the Bank made a contribution-in-kind to its subordinate company – ING Securities S.A. – in the form of shares and participation shares of the entities where ING Bank Śląski S.A. was engaged in terms of capital, of the value of PLN 4 228 635.20, and the money contribution at the level of PLN 4.80. The mentioned above contributions were made in order to cover 211 432 inscribed shares of “C” series of the value of PLN 4 228 640.00.

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

Profit and loss account

Gross financial result of the Group for the 2002 was PLN 235 286 thousand. Net profit for the 2002 amounted to PLN 153 953 thousand. 

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

The year 2002 was a difficult period for Polish economy and banking sector. Economic situation in the year 2002 was characterised with a low pace of economic growth, deteriorating financial standing of the companies, low level of investment expenses and significant budget deficit. Decreasing inflation and significant drops of nominal interest rates had an influence on further shrinking of deposit margins by the banks; also credit portfolios of the banks deteriorated to a great extent. Due to difficult financial situation of the clients and less attractiveness of bank deposits (interest income tax) demand for bank products decreased; furthermore the Polish banking sector was less active. 

Parent entity adjusted its strategy to the conditions of the economic recession and increased risk level concentrating on the following: higher than in the sector growth of deposits (increase of the market share), construction of the credit portfolio at the level exceeding the market dynamics with simultaneous concentration on good clients and secure products; aiming at maximising the commission-related income taking into account high pressure of the competitive banks; making use of the potential of the financial markets and lowering the costs and increasing the efficiency.

As the result of such policy in the year 2002 parent entity obtained good commercial results and strengthened its market position. Despite of significant lowering of the base interest rates lowering the margin on the deposit and credit activities, the parent entity – in the year 2002 – had an increase of the result on banking business; especially the commission-related income was higher and the income on FM operations. Taking into account the present economic recession in the country and deteriorating financial standing of the clients, the parent entity continued setting up specific provisions. The balance of provisions in the 4th quarter of the year 2002 amounted to PLN 153 273 thousand and the net result for the 4th quarter was negative and it amounted to PLN 29 393 thousand. Net result obtained in the year 2002 amounted to PLN 153 953 thousand and it was higher by PLN 56 633 thousand as compared to the previous year. 

Net interest income obtained by the parent entity in the 4th quarter of 2002 amounted to PLN 126 769 thousand and it was close to such income obtained in the 3rd quarter of 2002 and in the same period last year (it was respectively: PLN 125 577 thousand and 129 811 thousand). Taking into account internal deposit swaps that are treated in the parent entity as the interest income, the interest income in the 4th quarter of 2002 amounted to PLN 237 335 thousand as compared to PLN 254 777 thousand in the 3rd quarter of 2002 and PLN 275 311 thousand in the same period last year. It is resulted from drop in margins and lower income on own funds.

The fees and commissions income obtained in the 4th quarter of 2002 was at the level of PLN 129 208 thousand and it was higher by PLN 5 115 thousand i.e. by 4.1% as compared to the same period last year. Commissions on the current account – related services, granting credits and operations made using payment cards are dominant in the structure of the commission income of the parent entity. 

In the 4th quarter of 2002 the exchange result amounted to PLN 25 077 thousand without taking into account internal deposit swaps (PLN 71 465 thousand in the 3rd quarter of 2002).

The result on banking activities achieved in the 4th quarter of 2002 amounted to PLN 396 998 thousand as compared to PLN 452 127 thousand in the same period last year.

In the year 2002, the parent entity implemented a restrictive cost policy and obtained considerable cost savings. The increase of the maintenance costs item in the P&L account for the year 2002 as compared to the previous year is only seemingly and it does not reflect actual processes. That is due to the fact that the data cannot be compared because of the merger with ING Branch. If we included the costs of ING Branch for the first three quarters of the year 2001, then the costs increase in the year 2002 would be marginal. In Q4 2002, the operation costs including depreciation increased by 3.6% compared to the same period previous year, which is entirely due to the development of commercial operations.

In connection with the present economic recession, in the year 2002, parent entity continued conservative policy of setting up provisions. In the 4th quarter 2002 in connection with the deteriorating situation of the borrowers the provisions at the level of PLN 153 273 thousand were established debiting the P&L account. In the entire 2002, the provisions of PLN 370 243 thousand were established of which PLN 389 361 thousand relates to the provisions against credits and off-balance sheet liabilities, whereas PLN 19 118 thousand refers to the release of provisions for financial assets. The level of covering the credits with the provisions was at 11.7% (9.4% as of the end of 2001).

The gross financial result obtained by the parent entity in the year 2002 was at the level of PLN 226 018 thousand and it was higher by PLN 106 804 thousand i.e. by 89.6% as compared to the same period last year.

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. 

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 equity of Solver Sp. z .o. o. amounts to PLN 8 374 000.00 and it is divided into 16 748 participation shares of the nominal value of PLN 500.00 each.

ING Bank Śląski S.A. holds 13 363 participation shares in the Company of the total nominal value of PLN 6 681 500 which gives the Bank 79.79% votes at the General Shareholders’ Meeting of the Company.

As per 31.12.2002 the equity of ING BSK Leasing S.A. amounted to PLN 30,000 thousand; the sole shareholder of the said company is ING Bank Śląski S.A. 

On 18th October 2002 the District Court in Katowice registered an increase of the initial capital of ING BSK Leasing S.A. (a subsidiary of ING Bank Śląski S.A.). Upon registration the initial capital amounts to PLN  30,000,000.00 and is divided into 3,000,000 shares and votes. 

Increase of the initial capital took place exclusively by the cash contributions. 

The equity of ING Securities S.A. amounted to PLN 26,000 thousand as per 31.12.2002; the sole shareholder of the said company is ING Bank Śląski S.A. 

Taking into consideration the in-kind contribution made on 31 December 2002 in the form of shares and participation shares of the entities where ING Bank Śląski S.A. was engaged in terms of capital, of the value of PLN 4 228 635.20, and the money contribution at the level of PLN 4.80 the initial capital of ING Securities S.A. will amount to PLN 30,228,600.

The equity of Śląski Bank Hipoteczny S.A. amounted to PLN 50,000 as per 31.12.2002; the sole shareholder of the said company is ING Bank Śląski S.A.

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 4th quarter 2002 was negative and amounted to PLN 153 731 thousand. This amount comprises specific provisions for off-balance-sheet receivables and liabilities amounting to minus PLN 166 334 thousand and the value update of financial assets of PLN 12 603 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 4th quarter amounted to PLN 2 717 thousand. 

The amount of PLN 31 277 thousand decreased the result of the Group for the 4th quarter 2002, whereas the amount minus of PLN 27 869 thousand referred to the change of 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 effect of which was referred to the result of previous years. Moreover the amount minus of 691 refers to the provisions for deferred income tax connected with the evaluation of financial assets available for sale versus capital from the evaluation update. 

The amount of provision for the deferred income tax for the period 01.01.2002 - 31.12.2002 amounted to minus PLN 94 026 thousand.

The assets and provisions for deferred income tax YTD as per 31.12.2002 amounted respectively to PLN 703 595 thousand and PLN 456 480 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 4th quarter 2002, due to investment relief obtained in 1994-1999 and included in the costs of the 4th quarter 2002, amounted to PLN 
2 790 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

According to the status as at the date of the report submission 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 period between the submission of the previous quarterly report and the submission of the report for the 4th of 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
Status as per the day of submitting the previous report 
Status as per the day of submitting the report



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

According to the status as at the date of submitting the previous quarterly report as and as at the date of submitting the report for the 4th quarter of 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 4th quarter 2002.

1. Important Agreements

1.1
Agreements referring to Netia Holdings S.A.

On November 25, 2002 the agreement between ING Bank Śląski S.A. (ING Bank) and Netia Holding S.A. (“Netia”) was concluded finally. According to the said Agreement, ING Bank shall subscribe for the restructuring shares of Netia in the total number of shares of 317.682.740 maximally and nominal value of PLN 1.- each. The shares will be issued by Netia within the financial restructuring of the Netia Group that is taking place now. 

On December 6, 2002 the Bank received the permits of the Securities and Exchanges Commission dated November 29, 2002: to acquire the shares of the listed company called Netia Holding S.A. which would result in exceeding 50% of votes at the General Shareholders’ Meeting and transferring the stock options or shares of Netia in the total number of 317,682,740 maximally off the stock exchange. 

On December 23, 2002 based on the agreements concluded with the authorised creditors of Netia Holding S.A. the Bank acquired their debts towards Netia for the total value of PLN 338,456,485.19.

Immediately after acquiring the debts, the Bank subscribed in the public offer and covered 312,626,040 stock options of H series of Netia of the nominal price of PLN 1.- and issue price of PLN 1.0826241, of the total value of PLN 338,456,485.19. The issue price of the Netia shares of H series acquired by the Bank was paid by way of the contractual deduction from the amount payable by Netia under the debts purchased earlier by the Bank.

1.2
Agreement with the entities of the ALSTOM Group

On January 10, 2003 credit agreements with the entities of the ALSTOM Capital Group were signed for the total value of PLN 355.5 mio.

The said agreements refer to the multi-currency revolving loan for funding general statutory purposes of the group of borrowers and a guarantee line.

1.3
Transaction of purchasing mortgage bonds issued by Śląski Bank 
Hipoteczny SA

On January 22, 2003 The Bank made a transaction of purchasing the mortgage bonds issued by Śląski Bank Hipoteczny Spółka Akcyjna with its seat in Warsaw (an entity subordinate to ING Bank Śląski S.A.).

ING Bank Śląski S.A., within the - established by Śląski Bank Hipoteczny S.A. – Multi-Currency Programme of Issuing the Mortgage Bonds For the Amount of PLN 150,000,000, purchased from Śląski Bank Hipoteczny S.A. the first tranche of the mortgage bonds for the amount of EUR 3,000,000 in order to re-sell them. Transaction value converted into PLN at the average NBP rate of January 22, 2003 amounts to PLN 12,411,900.

Interest rate: variable coupon, payable each 6 months based on EURIBOR rate + margin. 

Maturity period of the mortgage bonds: 4 years.

2. Rating given by rating agencies

2.1
Rating Fitch Ratings Ltd.

On November 28, 2002 rating agency called Fitch Ratings Ltd. informed the Management Board of ING Bank Śląski S.A. about the following:

· maintaining the long-term liabilities rating at BBB+

· maintaining the short-term liabilities rating at F2

· maintaining the individual rating at D

· maintaining the support rating at 3

Perspective of long-term rating remains stable. 

The ratings were granted according to the following (decreasing) scale:

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

2. short-term liabilities rating: -  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 the ability of the Bank to generate income was high in the last two years, however its result was depreciated with the level of established provisions.

At present, the ratio of loss loans is comparable to the Bank’s competitors, but the said loans are better secured with provisions.

Simultaneously, the agency stressed that thanks to modern distribution channels and IT systems ING Bank Śląski S.A. had an important competitive advantage, and its cost-efficiency improved.

2.2
Rating made by Moody's Investors Service Ltd.
On January 15, 2003 rating agency called Moody's Investors Service Ltd. informed the Management Board of ING Bank Śląski S.A. about the following:

- increasing the long-term deposits’ rating from Baa1 to A2,

- increasing the short-term deposits’ rating from P-2 to P-1,

- determining the perspective of the long-term and short-term deposits rating as stabile. 

Rating of the financial strength of the Bank is left unchanged and it is D.

The ratings were granted according to the following (decreasing) scale:

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

2. short-term liabilities rating: P-1, P-2, P-3, Not Prime;

3. rating of the financial strength of the bank: A, A-, B+, B, B-, C+, C, C-, D+, D, D-, E+, E.

The deposit ratings and their perspectives granted to ING Bank Śląski take into account the majority share of ING Bank in ING Bank Śląski. Rating of Moody’s agency for ING Bank is Aa2 for long-term deposits and P-1 for short-term deposits, perspectives for these ratings are determined as stabile.

3. Others

On October 15, 2002 the Supervisory Board of ING Bank Śląśki S.A. chose KPMG Polska Audyt Spółka z o.o. with its registered seat in Warsaw at 51 Chłodna  Street (licence no. 458 of the National Chamber of Chartered Auditors) to be the chartered auditor to carry out the audit of 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 made use of the services of the said Company in the field of auditing the financial statements of the Bank since the year 1990.

IX.
INFORMATION ON INITIATING PROCEEDINGS BEFORE COURT OR ADMINISTRATIVE BODIES

In the 4th quarter 2002 in the Capital Group of ING Bank Śląski no proceedings concerning receivables or debts total value of which would amount to 10% of the Bank’s equity were initiated before courts or administrative bodies.

________________________________________
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