Capital Group of ING Bank Śląski Spółka Akcyjna

COMMENTS 

ON THE CONSOLIDATED QUARTERLY REPORT FOR THE THIRD QUARTER OF 2004

I.
PRINCIPLES ADOPTED FOR DRAWING UP THE CONSOLIDATED QUARTERLY REPORT

The consolidated quarterly report comprises the figures of:

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

· ING Securities S.A. as a subsidiary,

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

· Solver Sp. z o.o. as a subsidiary,

· ING Services Sp. z o.o. as a subsidiary,

· ING BSK Development Sp. z o.o. as a subsidiary,

· Centrum Banku Śląskiego Sp .z o.o. as a subsidiary.

The associated entity PTE ING Nationale-Nederlanden was 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., 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 10.12.2003 on the principles of establishing provisions for the risk related to banking operation (Journal of Laws no. 218, item 2197), 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 consolidated financial statements of banks and consolidated financial statements of financial holdings (Journal of Laws no. 152, item 1728 as amended) 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 semi-annual report drawn up as at 30.06.2004. 

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 4.3832, the NBP rate for 30.09.2004;

· for items within the profit and loss account for the third quarter – PLN 4.4019, the rate calculated as the average of NBP rates for the last day of each month of the third quarter 2004.

· for items within the profit and loss account as at 30.09.2004 r. – PLN 4.6214, the rate calculated as the average of NBP rates for the last day of each month of the first, second and third quarters 2004.

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

As a consequence of consolidating the leasing operations of ING Group in Poland, significant changes occurred in the structure of the Bank’s Capital Group in 3Q2004. 

On 3 August 2004, ING Bank Śląski S.A. purchased from ING BSK Leasing S.A. 100% of shares of BSK Leasing 2 Sp. z o.o. (on 27 August 2004, the Company’s business name was changed into ING BSK Development Sp. z o.o.). The Company provides advisory services within the scope of conducting economic activity and management, lease of the real property on its own account, agency in the real property trading and the real property management upon request. 

On 20 August 2004, the shares of Centrum Banku Śląskiego Sp. z o.o. were transferred from ING BSK Leasing S.A to BSK Leasing 2 (ING BSK Development Sp. z o.o.). 

Furthermore, on 20 August 2004 the Bank sold the shares of ING BSK Leasing S.A. to ING Lease. Up to the date of that transaction there had been two entities functioning in the market that offered leasing products to ING Group customers in Poland: ING Lease (Polska) Sp. z o.o. dealing with ‘big-tickets’, i.e. high value leasing transactions for companies from the large- and mid-sized companies sector, in case of which 100% of shares are owned by ING Lease Holding N.V. with its registered office in Amsterdam, and ING BSK Leasing S.A., a subsidiary of ING Bank Śląski S.A. The take-over aimed at consolidating the operations of the two companies and offering leasing products under common brand of ING Lease in Poland. That will allow for using the know-how of ING Group in leasing operations in a fuller manner. It will also affect the rationalisation in the back-office area. The consolidation of leasing operations will allow for increasing the efficiency of co-operation between ING Bank Śląski and the leasing company in terms of the leasing products distribution, which the Bank intends to continue. 
III. 
FACTORS AND EVENTS OF SIGNIFICANT IMPACT ON THE FINANCIAL RESULT

Profit and Loss Account

Over the three quarters of 2004, the upward tendencies observed in the Polish economy became even stronger. In the first quarter, the Gross Domestic Product went up by 6.9%, whereas in the next quarter it grew by 6.2%. According to estimates, the GDP growth rate in the third quarter of 2004 should be around 5%. 

Exports were the main driver of growth. There were also certain positive tendencies in terms of domestic demand, stimulated partially by fears of price rises upon Poland’s accession to the European Union. After dynamic growth in 1Q2004, the industrial output slowed down slightly in the months to follow. In September 2004, its level was up by 9.3% as compared with September 2003. The value of industrial output increased in 21 out of 29 sectors, mainly in the production of mechanical vehicles, electric machines and appliances, radio-, TV- and telecommunications equipment and devices. 

Despite certain signs of recovery in the industrial output, it was not accompanied by growth in the construction sector. After a 26% growth in April, the level of the construction and assembly output in May went down by 13.4%, which was related mainly to the performance of transactions before the new VAT Act became effective. Based on initial data, the construction and assembly output in September 2004 was 0.1% higher than a year ago. 

However, the economic growth did not translate into new work places. Despite the successive reduction of the number of the registered unemployed, as at the end of September 2004 nearly 3 million people remained jobless. In September, the unemployment rate amounted to 18.9% against 19.1% in August 2004 and 19.4% in September 2003. 

The economic revival was accompanied by a growing inflation pressure. In 1Q2004, the inflation rate remained at a low level (1.7% p.a.), whereas in May and June 2004 a significant rise of prices of consumer goods and services was reported. As a result, the annual inflation rate in June amounted to 4.4%. In July and August, the consumer price index went up to 4.6%, and in September it fell to 4.4%. In view of the growing inflation pressure, the Monetary Policy Council raised the NBP rates by 0.5 p.p. in June 2004 and announced upholding the stringent monetary policy. As a result, subsequent rises occurred in July (by 0.25 p.p.) and in August (by 0.5 p.p.). 

Favourable trends in economy were reflected in the slow increase of monetary aggregates. Growing consumer spending resulting from fears of growing prices due to Poland’s accession to the European Union, and continued outflow of savings from bank accounts to the investment funds are the main reasons for the decrease of value of household deposits, which as at the end of September 2004 were down by 2.2% on December 2003. The deposits of corporate customers increased to the level unreported for years, and in September 2004 they were up by 13.2% over the end of 2003. This indicates the improvement of standing of companies and enhances the opportunities of funding with equity as far as positive investment prospects are regarded.
The credit receivables of the banking sector grew for the major part due to the expansion of lending addressed to households. As a consequence of dynamic development of mortgage loans, the credit receivables of the banking sector from households increased by 10.0% over the first 9 months of the year 2004. As at the end of September 2004, the credit receivables from corporate customers were lower by 3.2% than in December 2003. The said decrease resulted mainly from the following: continued unfavourable financial standing of certain companies and low investment level. 

After a periodic weakening of the Polish currency early this year, starting from 2Q2004 its gradual appreciation has been observed. The factors that influenced the PLN strengthening were the expected rise of interest rise and the consequential in-flow of foreign capital. In consequence, as at the end of September 2004 the PLN exchange rate to EUR amounted to 4.3832 against 4.7170 as of 31.12.2003. The PLN exchange rate to the USD was by 4.9% higher than in December 2003. 
In order to discus the main trends in the Profit and Loss Statement of the Capital Group of ING Bank Śląski, the table below presents the Profit and Loss Statement according to the income of individual business lines. The allocation of the result on banking activity into segments was made on the basis of the Bank’s system of management accounting system. 

PROFIT AND LOSS ACCOUNT OF ING BANK ŚLĄSKI (analytical, consolidated)
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2002

9M 2003

2003

9M 2004

Retail Banking

779,2

580,9

801,9

605,1

24,1

104,2%

Corporate banking

679,4

437,7

581,8

465,2

27,5

106,3%

Core business

548,0

352,8

478,1

364,9

12,1

103,4%

FM sales

118,4

74,3

90,2

89,3

15,0

120,2%

Capital markets

13,0

10,6

13,5

11,0

0,4

103,3%

Financial markets

126,1

68,5

88,9

85,7

17,2

125,1%

ALCO & other

116,2

50,2

79,7

83,0

32,8

165,3%

Result on banking activity

1 700,9

1 137,4

1 552,3

1 238,9

101,6

108,9%

Operational costs

1 115,0

767,3

1 015,0

779,6

12,3

101,6%

Result before risk cost

585,9

370,1

537,3

459,3

89,3

124,1%

Risk cost

-379,6

-311,9

-405,5

-193,4

118,5

62,0%

Result before tax

206,3

58,4

131,8

265,9

207,5

455,6%

Income tax

-65,2

-22,2

-37,1

-58,3

-36,1

263,2%

Net result

141,1

36,2

94,7

207,6

171,4

573,3%

CIT rate recalculation 275 to 19%

-64,2

Receivables resulting from project of FGU Act

18,4

Net result adjusted

141,1

36,2

30,5

226,0

189,8

624,2%

9M '04 / 9M '03
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IQ 2003

IIQ 2003

IIIQ 2003 

IVQ 2003

IQ 2004

IIQ 2004

IIIQ 2004

Retail Banking

187,8

193,7

199,4

221,0

205,8

199,2

200,0

Corporate banking

150,4

148,7

138,6

144,1

145,3

155,0

164,9

Core business

124,0

116,9

111,9

125,3

113,1

120,4

131,4

FM sales

24,3

27,9

22,1

15,9

28,5

32,0

28,8

Capital markets

2,0

4,0

4,6

2,8

3,7

2,6

4,7

Financial markets

18,5

35,0

15,0

20,4

24,3

37,8

23,6

ALCO & other

8,5

8,7

33,0

29,5

15,1

36,2

31,6

Result on banking activity

365,2

386,1

386,1

415,0

390,6

428,3

420,1

Operational costs

257,7

264,2

245,4

247,7

250,0

268,6

261,0

Result before risk cost

107,5

121,9

140,6

167,3

140,6

159,7

159,1

Risk cost

-101,6

-107,5

-102,6

-93,8

-70,9

-67,9

-54,8

Result before tax

5,9

14,4

38,0

73,5

69,6

92,0

104,2

Income tax

3,6

-10,6

-15,2

-14,9

-16,9

-19,8

-21,6

Net result

9,6

3,9

22,8

58,5

52,7

72,2

82,6

CIT rate recalculation 275 to 19%

0,0

0,0

0,0

-64,2

0,0

0,0

0,0

Receivables resulting from project of FGU Act

0,0

0,0

0,0

0,0

0,0

19,1

-0,7

Net result adjusted

9,6

3,9

22,8

-5,7

52,7

91,3

81,9


The result on banking activity generated by the Capital Group of ING Bank Śląski after three quarters of 2004 amounted to PLN 1,238.9 million, up by PLN 101.6 million, or 8.9%, on the year-earlier period. The considerable increase of the result on banking activity was mainly influenced by higher result on the FX position; also the commission income was higher. The level of the result on banking activity in the following quarters of 2004 indicates the consolidation of positive trends in terms of income generation. 

The income of retail banking in the first three quarters of 2004 amounted to PLN 605.1 million, up by PLN 24.1 million, or 4.2%, from the year-earlier period. The growth of income in the retail area results from consistent commercial policy, focusing mainly on offering a wide range of savings products and clearing services. The retail banking worked out 48.8% of the result on the Group’s banking activity. 

The income of corporate banking in the first three quarters of 2004 totalled PLN 465.2 million, up by PLN 27.5 million, or 6.3%, from the year-earlier period. The income in the area of core operations went up by PLN 12.1 million, or 3.4%. At the same time, the income generated on the sales of FM products went up for that segment (by PLN 15.0 million, or 20.2%). The corporate banking income made up for 37.5% of the total result on the Group’s banking activity. The income on the deposit activity went up, which was observed in 3Q 2004, and the repayment of credit facilities by a few strategic customers resulted in a drop of income from lending. The results of 3Q 2004 were also improved by revenue due to the debt collection activity.
The income in the area of financial markets in the first three quarters of 2004 amounted to PLN 85.7 million, up by PLN 17.2 million, or 25.1%, on the same period last year. It made up for 6.9% of the result on the Group’s banking activity. The income of the financial markets together with FM sales for the wholesale segment as at the end of September 2004 totalled PLN 175.0 million compared with PLN 142.8 million in the same period last year. The income in the area of the financial markets generated in 3Q 2004 was lower than in previous quarters, due to their seasonal character (vacation time). 
The income generated in the area of proprietary business (ALCO) after three quarters of 2004 amounted to PLN 83.0 million, up by PLN 32.8 million from a year earlier. The results improved mainly due to the favourable change in the appraisal of Centrum Banku Śląskiego. The said change, which was due to stronger PLN, was particularly noticeable in the second and third quarter of 2004. 
The total operational costs
 incurred by the Capital Group of ING Bank Śląski after three quarters of 2004 amounted to PLN 779.6 million, up by PLN 12.3 million (or, 1.6%) than a year ago. The depreciation and balance of other operating income and costs were lower than last year. The increase of tangible costs resulted mainly from the intensification of marketing activities and higher consulting costs, due to the creation of the new strategy for the Bank. The increase of personnel costs is a consequence of the implementation of the pro-sales incentive system with performance bonuses.
The result before risk costs after three quarters of 2004 amounted to PLN 459.3 million, up by PLN 89.3 million, or 24.1%, than a year ago. 
The balance of provisions established against the profit and loss account after three quarters of 2004 amounted to PLN 193.4 million against PLN 311.9 million a year ago. The considerable decrease in costs of specific provisions is a consequence of the credit policy pursued by the Bank and completion of the cleaning process of the bad loans’ portfolio. 

The gross financial result generated by the Capital Group of ING Bank Śląski over the three quarters of 2004 amounted to PLN 265.9 million against PLN 58.4 million last year. The gross result in the following quarters of 2004 amounted to respectively: PLN 69.6 million, PLN 92.0 million and PLN 104.2 million. 
The net financial result earned by the Capital Group of ING Bank Śląski within three quarters of 2004 amounted to PLN 226.0 million against PLN 36.2 million last year. The one-off, positive adjustment of the income tax due to the EU Guarantee Fund was included in the financial result. Under the EU Guarantee Fund Act, the banks are allowed to deduct over the years 2007-2009 the income tax by 8% of the amount of specific provisions for doubtful and loss receivables, which were not tax deductible as at 31.12.2002. The amount deriving from the current stipulations of the said Act is PLN 24.7 million. Since the dates of expected deductions in the tax paid are known, they should be discounted by means of coefficients amounting respectively to: 0.8082, 0.7527, 0.7019. As the discount amount was PLN 6.3 million, the expected tax receivable is PLN 18.4 million. 
The financial results generated by the Bank allow it to initiate actions in the area of commercial management, the distribution network, the operating and IT support so as to prepare groundwork for further expansion in 2005. 
Commercial Figures

During the first 9 months of 2004, the commercial policy of ING Bank Śląski focused on building of the deposit portfolio, providing clearing services and mitigating of the credit risk. One of the Bank’s goals was expansion in the deposit market. As on 30 September 2004, the value of the Bank’s deposits totalled PLN 25,379.9 million
 against PLN 22,703.4 million as at the end of December 2003. The key component of the deposit base was the funds obtained from households. As at the end of September their value amounted to PLN 13,233.5 million and went up by 3.7% as compared with the 2003 yearend. Over the first 9 months of 2004 significant activation of the sales of deposit products, including the Open Savings Account (OKO) and the Profit Deposit Account, has been observed. The value of these products portfolio went up from PLN 5,194.3 million as at the end of 2003 to PLN 6,014.7 million as at the end of September 2004. The deposits of corporate customers went up by 22.1% as compared with December 2003 and their total share in deposits went up by 4.1 p.p. The observed growth of the corporate deposits’ value is not a common phenomenon; it occurs only in the group of the strongest entities. 
The share in the market of long-term deposits and liabilities amounted to 7.44% (vs. 6.83% as at the end of 2003), however, an increase of the share in the corporate customers’ deposits market was recorded from 8.50% as at the end of 2003 to 9.38% as at the end of September 2004. The share in the market of household deposits went up from 6.05% as at the end of 2003 to 6.38% as at the end of September 2004. 

The Bank is also a distributor of investment fund units of ING TFI. As at the end of September 2004 the balance of units acquired was PLN 1,116 million against PLN 1,119 million as at the end of 2003. 

During the first 9 months of 2004 ING Bank Śląski continued its selective credit expansion, which aimed at achieving adequate return at an acceptable risk level. As at the end of September 2004, the value of credit exposure totalled PLN 12,674.0 million
 against PLN 13,846.2 million in December 2003. The PLN loans remained at the level of December 2003; the decrease in the value of FX loans was due to the stronger PLN and the repayment of some credit facilities. 
As at the end of September 2004, the value of the mortgage loans portfolio amounted to PLN 
801.6 million against PLN 844.7 million as at the end of December 2003. Aiming at the sales activation and considerable strengthening of the competitive position of the mortgage loan, significant modifications of that product were prepared to be introduced as of 1 October 2004. The key elements of the new offer include: quick process of taking credit decisions, attractive interest rate and transparency of the offer. 

The Bank’s share in the market of credit receivables at the end of September 2004 amounted to 4.74% (vs. 5.65% at the end of December 2003). The share in the market of corporate loans of as per the end of September 2004 was 5.80% against 6.30% at the end of December 2003 (exclusive of written-off receivables the share was 6.20% at the end of June 2004 versus 6.63% at the 2003 yearend). The share in the market of household loans was 3.25% at the end of September 2004 against 3.78% at the end of December 2003 (exclusive of written-off receivables the share was 3.50% at the end of September 2004 versus 4.10% of 2003 yearend).

The number of personal accounts maintained by the Bank at the end of September 2004 was 994,600,000 compared with 1,041,200 as at 31.12.2003. The decrease in the number of accounts results from the closing of inactive accounts. The share of ING Bank Śląski in the market of personal (ROR) accounts at the end of September 2004 was 7.0% compared with 7.7% as of 31.12.2003. 

ING Bank Śląski is one of the largest issuers of bank cards in the Polish market. The Bank’s offer includes debit cards, charge cards, credit cards and pre-paid cards. Special priority is attached to credit cards, which are among priority products in the retail offer. Introduction of new types of credit cards this year and actions aimed at increasing attractiveness of the offer of ING Bank Śląski resulted in increased sales growth rate. The number of issued credit cards
 went up from 1,623 as at the end of 2003 to 18,235 cards as at the end of September 2004.

The number of customers using the electronic banking systems went up from 599,076 at the end of December 2003 to 687,083 at the end of September 2004.
The figures for electronic banking are as follows:

	Electronic banking system

	Number of customers
30.06.2004
	Number of customers

30.09.2004

	MultiCash
	9 235
	9 332

	HomeCash

	24 641
	23 645

	TransDysk
	2 231
	2 230

	ING BankOnLine
	119 454
	133 529

	HaloŚląski
	483 871
	518 347


The number of transactions made with the use of the electronic banking systems in September 2004 reached the level of 2,491,000. The value of transactions made in September 2004 via 
the systems of electronic banking exceeded PLN 20.900 billion
Structure of the credit portfolio

Pursuant to the Ordinance of the Minister of Finance dated 02.12.2003 amending the Ordinance on particular accounting principles, the Bank wrote off receivables constituting credit exposures amounting to PLN 102,733 thousand against the specific provisions, shifting them to off-balance sheet records until they are written down, expired or repaid. In the classification of corporate customers the bank also accounted for the received banking or corporate guarantees. The above actions resulted in a decrease of non-performing loans in the Bank’s credit portfolio from 25.1% as at the end of December 2003 to 15.4% as at the end of September 2004. 

The table below illustrates the total credit portfolio structure as of 30 September 2004.

	
	
	
	
	PLN 0.0 million 

	
	Exposure 
	%Structure 
	Provisions 
	Coverage 

	Total

RRO and general credit risk reserve 
	12,674.0


	100.00%


	1,372.5

266.1


	10.83%

	Performing 
	10,723.3
	84.61%
	44.6
	0.42%

	Non-performing
	1,950.7
	15.39%
	1,061.8
	54.43%

	   - sub-standard
	191.8
	1.51%
	22.8
	11.89%

	   - doubtful
	680.6
	5.37%
	127.0
	18.66%

	   - loss
	1,078.3
	8.51%
	912.0
	84.58%


The coverage of the credit portfolio with provisions at the end of September 2004 was 10.83% as compared with 9.08% at the end of December 2002. 
The below table presents the structure of the credit portfolio per business line as of 30 September 2004.
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2002

9M 2003

2003

6M 2004

9M 2004

Credit portfolio

15 316

15 510

13 846

13 087

12 674

Provision total (incl. RRO and RRK)

1 753

2 066

1 258

1 323

1 373

Coverage of credit portfolio (%)

11,45

13,32

9,08

10,11

10,83

Wholesale

12 174

12 330

10 959

10 282

9 926

- regular

8 640

8 215

7 841

8 675

8 285

- below standard

977

1 047

859

157

153

- doubtful

1 353

1 556

1 480

606

669

- lost

1 204

1 512

780

844

819

Provisions (incl. RRO and RRK)

1 326

1 539

984

1 019

1 044

Coverage of credit portfolio (%)

37,53

37,41

31,57

63,43

63,66

Retail

3 143

3 179

2 887

2 806

2 748

- regular

2 619

2 540

2 537

2 508

2 438

- below standard

105

116

88

35

39

- doubtful

59

70

56

8

12

- lost

360

453

206

255

259

Provisions (incl. RRO and RRK)

427

527

273

304

328

Coverage of credit portfolio (%)

81,57

82,45

78,16

101,91

105,85

Share of irregular loans in credit 

portfolio

26,49%

30,65%

25,05%

14,55%

15,39%


The coverage ratio of the irregular retail portfolio was calculated as the quotient of all specific provisions for retail exposures (inclusive of regular ones) against the portfolio of irregular retail loans. 
The Bank recorded a decreasing tendency in terms of the risk costs: 1Q – PLN 70.9 million, 2Q – PLN 67.9 million, 3Q – PLN 54.8 million. In 3Q 2004, the costs of risk approached the expected loss (EL) level of the portfolio We observe a drop of the EL from PLN 180-220 million per annum to approximately PLN 150-180 million. The safety level of the activity is high - ING Bank Śląski applies conservative principles of classifying non-performing exposures into higher risk groups, and more stringent principles of collateral valuation than required by law. 
Information on ING Bank Śląski S.A. Subsidiaries

ING Bank Śląski S.A. holds a 20% share in the equity of ING Nationale-Nederlanden Poland Pension Fund Society (PTE). The company is one of the largest pension funds in Poland. The pension fund managed by the PTE is among the leaders by investment results, and its customers are among the most loyal ones. 

The Capital Group of ING Bank Śląski S.A. holds 100% of shares of ING Securities S.A. The Company belongs to the largest brokerage companies in Poland, operating on the markets of shares, bonds and derivatives. ING Securities S.A. renders comprehensive broker services with use of varied distribution channels, inclusive of Internet. The offer includes all products of the capital market available for individual investors in Poland, i.e. intermediation in stock exchange transactions, OTC transactions and foreign markets, investment loans, securities lending, analytical service, investment recommendations, assets management, sales of participation units in investment funds.

The Capital Group of ING Bank Śląski S.A. holds 100% of shares of Śląski Bank Hipoteczny S.A. The credit operations of the Company involves extending credit facilities secured with mortgage and it is focused on two areas: funding individuals to satisfy their living needs and funding business entities. 

The Group of ING Bank Śląski S.A. owns 100% of shares of ING BSK Development Sp z o.o. The Company provides advisory services within the scope of conducting economic activity and management, lease of the real property on its own account, agency in the real property trading and the real property management upon request. 
The Group of ING Bank Śląski S.A. is the owner of 99% of shares of ING Services Polska Sp. z o.o. The business profile of ING Services Polska Sp. z o.o. includes providing IT services, management of IT processes, rent/ lease of IT equipment, creation and storage of back-up copies of databases or data files, data processing, providing consulting services.

ING Bank Śląski S.A. holds a 79.79% share in the equity of Solver Sp. z .o. o. The objects of the Company’s business include: wholesale and retail sale of foodstuffs and durable goods, intermediation and sale of real estate and services. The Company’s main activities include package holidays for the Bank’s employees and their families in the recreation centres in Krynica, Wisła and Głębinów.
ING Bank Śląski S.A. holds a 60% share in the equity of and 50% of votes at the General Shareholders Meeting of Centrum Banku Śląskiego Sp. z o.o. The Company manages two buildings: the offices of the Head Office of ING Bank Śląski and the commercial building for rent. 
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 10.12.2003 on the principles of establishing provisions for the risk related to banking operation (Journal of Laws No. 218, item 2197) with application of more restrictive principles than imposed by the ordinance; 

· in case of remaining entities the legal basis for provisioning is the Accounting Act, and for evaluation of customer financial standing the provisioning principles compliant with the Accounting Act and the prudence standards applied by the parent entity are employed (ING Bank Śląski).

The balance of specific provisions in the third quarter 2004 was negative and amounted to:

· In consolidated statements of the Group: PLN 54,921 thousand. This amount comprises specific provisions for receivables and off-balance-sheet liabilities amounting to PLN 47,291 thousand, a write-off for the general risk reserve amounting to PLN 6,873 thousand, and also the total updated value of financial assets amounting to PLN 757 thousand. 

· In statements of the Bank: PLN 55,257 thousand. This amount comprises specific provisions for receivables and off-balance-sheet liabilities amounting to PLN 47,627 thousand, a write-off for the general risk reserve amounting to PLN 6,873 thousand, and also the total updated value of financial assets amounting to PLN 757 thousand.

2.
Information on Assets and Deferred Income Tax Provision

Pursuant to Article 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.

The table below presents changes in the deferred tax:

	GROUP
	
	
	PLN 000

	
	31.12.2003
	30.06.2004
	30.09.2004

	Deferred tax assets
	230,035
	232,597
	235,715

	Provision for deferred tax
	60,126
	82,108
	69,904

	Net deferred tax
	169,909
	150,489
	165,811

	
	
	
	

	CHANGE IN 3Q
	
	
	15,322

	CHANGE in period 01.2004-09.2004
	
	
	-4,098

	
	
	
	

	Impact on:
	
	for 3Q
	for 9 months 2004

	- Net result
	-
	22,875
	4,271

	- Revaluation reserve
	-
	-8,317
	-7,612

	- Result of previous year
	-
	0
	-1,521

	Total changes
	
	14,558
	-4,862

	Change if deferred tax connected to sale of ING BSK Leasing
	764
	764

	Total changes of deferred tax
	
	15,322
	-4,098

	
	
	
	

	BANK
	
	
	PLN 000

	
	31.12.2003
	30.06.2004
	30.09.2004

	Deferred tax assets
	211,138
	216,309
	223,428

	Provision for deferred tax
	57,443
	79,044
	69,095

	Net deferred tax
	153,695
	137,265
	154,333

	
	
	
	

	CHANGE IN 3Q
	
	
	17,068

	CHANGE in period 01.2004-09.2004
	
	
	638

	
	
	
	

	Impact on:
	
	for 3Q
	for 9 months 2004

	- Net result
	-
	25,416
	9,842

	- Revaluation reserve
	-
	-8,348
	-7,683

	- Result of previous year
	-
	0
	-1,521

	Total changes
	
	17,068
	638


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 29 July, 1996. 

The additional depreciation, recognised in the second quarter 2004, due to investment relief obtained in 1994-1999 and included in the costs of the third quarter 2004, amounted to PLN 
1,607 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 for the third quarter of 2004 the shareholders owning at least 5% of 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

	2. 
	Commercial Union Open Pension Fund BPH CU WBK
	700,000
	5,38


In the period from the date of submitting the previous quarterly report to the date of submitting the report for 3Q2004, there were no changes in the structure of shareholders holding at least 5% of shares and votes at the General Shareholders Meeting. 

VII.
INFORMATION ON SHARES OF ING BANK ŚLĄSKI S.A. HELD BY THE MEMBERS OF SUPERVISORY BOARD AND MANAGEMENT BOARD

The members of the Bank Management Board and the Bank Supervisory Board do not own any shares of ING Bank Śląski S.A. According to the status as at the date of submitting the previous quarterly report, as at the date of submitting the report for the second quarter of 2004 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 THIRD QUARTER 2004.

1. Changes in the composition of the Management Board 

The Supervisory Board of ING Bank Śląski S.A. in the meeting held on 6 August 2004 appointed Mr. Michał Szczurek as Vice-President of the Management Board of ING Bank Śląski S.A, effective as of 01.10.2004.

2.
Annex to the Credit Agreement with Śląski Bank Hipoteczny S.A.

On 3 September 2004 an Annex to the Credit Agreement with Śląski Bank Hipoteczny S.A. was signed. As a result of signing the annex, the PLN credit line now amounts to PLN 360 million, which exceeds 10% of ING Bank Śląski S.A. equity. The lending period is 5 years. The interest rate: WIBOR + Bank margin. Śląski Bank Hipoteczny S.A. is a subsidiary of 
ING Bank Śląski S.A.
3.
Rating of Fitch Ratings agency

On 25 August 2004, the rating agency Fitch Ratings Ltd. informed the Management Board of ING Bank Śląski S.A. about:

- sustaining the rating of long-term liabilities at 'A' level,

- sustaining the rating of short-term liabilities at 'F1' level,

- sustaining the rating of support at '1' level,

- sustaining the individual rating at 'D' level,

- sustaining the outlook for long-term rating at ‘stable’. 


Ratings were granted according to the following scale (in the decreasing order):

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

2. rating for short-term liabilities: F1, F2, F3, B, C, D;

3. rating of support: 1, 2, 3, 4, 5;

4. individual rating: A, B, C, D, E;

5. long-term outlook: ‘positive’, ‘stable’, ‘negative’. 


According to the announcement of Fitch Ratings, after the merger with the Warsaw Branch of 
ING Bank N.V., ING Bank Śląski carried out the review and reclassification of the credit portfolio and implemented new procedures for the credit risk management. As a result of that process, the worst prospering borrowers were eliminated from the Bank’s portfolio. At the same time, Fitch Ratings express their belief that the conducted changes will considerably improve the quality of the new credit portfolio. The Agency also stresses the fact that the Bank results improved in 2004 despite the poor condition of the Polish economy. 

On 21 October 2004, the rating agency Moody's Investors Service Ltd. informed the Management Board of ING Bank Śląski S.A. about: 

- upgrading the outlook of financial strength from stable to positive, 

- sustaining the rating of long-term deposits at 'A2' level, 
- sustaining the rating of short-term deposits at 'P-1' level, ,

- sustaining the rating of financial strength at ‘D’ level.


Ratings were granted according to the following scale (in the decreasing order):
1. rating of long-term deposits: Aaa, Aa1, Aa2, Aa3, A1, A2, A3, Baa1, Baa2, Baa3, Ba1, Ba2,
Ba3, B1, B2, B3, Caa, Ca, C;

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

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


Moody's indicates the positive impact of the recently initiated restructuring processes, particularly in the credit area, as well as the considerable improvement of the result and quality of assets reported in 1H2004. The above rating was not prepared upon request of ING Bank Śląski S.A.

4.
Preparations for the implementation of IAS and Basel II


ING Bank Śląski is in the course of preparations to generate financial reports in line with IAS, although full compliance is expected as of 1 January 2005. The Bank also is also striving towards coherence with Basel II.

5.
Changes in the Bank’s organisational structure 

A new organisational structure was introduced at ING Bank Śląski in July 2004. In line with ING strategy, the new structure emphasises the division into the retail- and wholesale banking, and at the same time facilitates focusing on effective sales of the bank products and services, clear segmentation of customers and marketing. 

The Retail Network and Wholesale Network, dedicated to servicing the respective customer segments, have been isolated from the to-date Branch Network of the Bank. The above division took place not only at the customer service level but also at the conceptual and decision-making level, i.e. at the Head Office level. The tasks of the Head Office Departments in the retail- and wholesale area include first of all the creation of attractive products, active support of sales networks in terms of the product offer implementation and guarantee of the proper customer service organisation. The said actions in the retail customer area include e.g. the establishment at the Head Office level of specialist units dealing with the central service of retail products: cards and retail loans platform, car loans platform, small business platform, mortgage loans platform, and internet sales service section. 

6.
Other

As at 30.09.2004, the Bank carried out its operational activities through the network of 332 branches, as compared to 331 branches as at 30.09.2003. 
As per the end of September 2004 the Bank had the network of 558 ATMs. 
The headcount in the Capital Group was respectively:

30.09.2004 
7,217 people, which was 6,985.6 FTEs,

30.09.2003 
7,084 people, which was 6,873.5 FTEs. 

IX.
INFORMATION ON INITIATING PROCEEDINGS BEFORE COURT OR ADMINISTRATIVE BODIES

No proceedings concerning receivables or debts whose total value would amount to 10% of the Bank’s equity were initiated before courts or administrative bodies against the Capital Group of ING Bank Śląski in the third quarter 2004.


















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































� Operating costs comprise the costs of the Group’s operations, depreciation and the balance of other operating incomes and costs.


� The figures cover the deposits of individual customers, business entities from the non-financial and budgetary sector and the financial sector, excluding suspense liabilities and interest.


� The presented value includes loans granted to business entities from the non-financial and budgetary sector and the financial sector as well as individual customers. The value includes discount loans and the subordinated loan, it does not include the granted inter-bank deposits, suspense receivables and matured and not matured interest.


� Visa Classic, Visa Credit Gold, MasterCard Credit.
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