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1. FACTORS OF IMPACT ON THE OPERATION OF THE CAPITAL GROUP OF ING BANK ŚLĄSKI S.A. IN THE FIRST HALF OF 2002

1.1. Economic situation in Poland

In the first half of 2002 the Polish economy was characterised mainly by a low rate of economic growth, decline of industrial and building indexes, high unemployment rate and decreasing inflation.

In the first half of 2002 the GDP grew by 0.6% as compared to the analogous period last year. 

Deceleration of economic growth was a reflection of negative trends in industrial and building output. In the first half of 2002 the industrial production was by 1.0% lower than in the first half of 2001. The decrease in building and assembly output in the first half of 2002 amounted to 13.4% p.a. Labour efficiency in the industrial and building production increased by approx. 6%, at the average headcount lower by 6.6%.

Situation on the labour market is very difficult. The low rate of economic growth resulted in the increased unemployment rate of 17.3% at the end of June 2002 (compared with 15.9% a year ago).
In the first half of 2002 inflation decreased substantially. As per the end of June 2002 the inflation rate was 1.6% p.a., whereas last year it amounted to 6.2%.

The decrease of inflation as well as the expected further drop of prices were the basis for four interest rate reductions by the National Bank of Poland. Within the first 6 months of 2002 the Monetary Policy Council lowered the rates by total of 400 basic points. These decisions brought further reductions in interest rates on credits and deposits in commercial banks.

In the 1st half of the year 2002 there was a growth of the exchange rate of EUR and USD by 7.4% and 0.3% respectively.
1.2. Situation in the banking sector

In the first half of 2002 the banking sector was developing much slower than in the previous years. At the end of June 2002 the value of the banking sector’s assets was on the level of PLN 478.7 billion, i.e. by 0.1% lower than at the end of 2001.

Apart from the economic stagnation, the volume of banks’ assets was influenced by the change in accounting principles due to which profits and losses of subsidiaries and associated units must be included in the financial reports.

The reduced propensity to save is observed. In the first half of 2002 the total value of deposits in the banking sector went down by 2.7%.

The banks also slowed down the dynamics of lending. The growing share of problem loans in banks’ portfolios limited the credit expansion of the banks, whereas at the same time the demand for credits went down, among others, due to a slow pace of credit interest rate reduction.

	
	As per 30.06.2002 

in PLN million 
	As per 31.12.2001 

in PLN million
	Growth till 31.12.2001 

in %

	
	
	
	

	Deposits
	280 719.2
	289 984.8
	-2.7

	  households
	205 665.2
	203 862.4
	1.0

	  enterprises
	48 565.7
	54 257.8
	-7.1

	
	
	
	

	Credits
	239 579.7
	232 128.3
	4.4

	  households
	86 773.6
	82 699.6
	6.0

	  enterprises
	130 061.5
	127 635.2
	2.5

	
	
	
	


Source: National Bank of Poland

In the first half of 2002 the net profit of the banks was by approx. 25% lower than in the same period of the previous year. Substantial deterioration of financial results was experienced first of all by the banks operating mainly in the corporate and investment areas.

The interest rate reduction, growing competition and deteriorating credit portfolio contributed to lower interest margins, which brought about a substantial decline of interest income. The banks were striving to compensate lower interest income with higher income from fees and commissions.

2. MAJOR EVENTS IN ING BANK ŚLĄSKI S.A. IN THE FIRST HALF OF 2002

2.1. Rating

On 16th January 2002 Capital Intelligence rating agency informed the Management Board of ING Bank Śląski S.A. about sustaining the following ratings:

- long-term liabilities BBB,

- short-term liabilities A2,

- local strength BBB-,

- support 2.

The perspective of rating trend was determined as stable.

Ratings are assigned according to the following descending rating scale for:

· long-term liabilities: AAA, AA, A, BBB, BB, B, C, D;

· short-term liabilities: A1, A2, A3, B, C, D;

· local strength: AAA, AA, A, BBB, BB, B, C, D;

· support: 1, 2, 3, 4, 5.

In the light of the applied scale, the rates granted to ING Bank Śląski by Capital Intelligence stand for:

- BBB: good quality of credits,

- A2: very good quality of credits,

- BBB-: Bank’s strength slightly above the satisfactory level,

- 2: very probable support of the state.

2.2. Awards and distinctions

ING Bank Śląski S.A. is one of the banks offering innovative products and ensuring high quality of customer service. That is confirmed by high positions occupied by the Bank in various rankings. In the first half of 2002 the Bank was granted the following awards by:

· Your Money monthly – Gold Money award for the Lion Account as the best banking product in 2001,

· Europay International – for the best partners for their exceptional contribution to the development of the card market in Poland; ING Bank Śląski was rewarded in two categories: Golden Rock 2001 for exceptional achievements in the mass issue of Maestro cards (800,000 cards issued in 2001), Silver Rock 2001 for exceptional achievements in developing new products (introducing the first Maestro Pre-Paid card in Europe),

· Rzeczpospolita daily – which in its ranking of personal accounts announced the Prestige Account and Student Account the best accounts in their categories: for young people fond of modern solutions and for students. The VIP Account occupied the second place in the category of offers addressed to VIPs. The third position in the category of personal accounts for average customers was taken by the Standard Account Tariff 2. 

3. ING BANK ŚLĄSKI S.A. ON THE RETAIL BANKING MARKET

3.1. Scope of the offer

ING Bank Śląski S.A. is one of the leading retail banks in Poland. In the first half of 2002 the Bank was consistent in attaining its objective of becoming the leader on the market of integrated financial services. The Bank provides its customers with a complex and universal product offer. 

The Bank’s offer comprises personal account maintenance, deposit and credit products as well as payment cards. All products and services offered by the Bank are widely available through various distribution channels.

To adapt the offer to the specific needs of the customer, ING Bank Śląski S.A. applied the following segmentation of individual customers: mass, Personal and Private Banking. The aforementioned segmentation is based, first of all, on the inflow to the account and the age of the customer.

In the area of retail banking, apart from private individuals, the bank also serves small business.

3.2. Deposits

In ING Bank Śląski S.A. the basic product for an individual customer is the Lion Account, a package, the key element of which is a personal account. 

The package also comprises:

· debit cards: Maestro and VISA Electron,

· charge cards: VISA Classic, EC/MC Gold,

· overdraft limit, revolving loan, 

· credit card,

· accident insurance,

· Medical Care System (for the Comfort and Prestige Accounts),

· telephone banking system (HaloŚląski, SMS service), electronic banking system (HomeCash), internet banking system (ING BankOnLine), 
· standing orders, direct debit, personalised transfer forms.
The Lion Account is offered in 5 variants based on the preferences of particular customer groups’: Standard, Comfort, Prestige, Student, and Youth.

As per the end of June 2002 the Bank maintained 1,014.3 thousand accounts, including 449.5 thousand (44.3%) Lion Accounts. In the first half of 2002 the number of Lion Account holders grew by 78.3%. After the first half of 2002 ING Bank Śląski S.A. was the 5th bank as regards the number of personal accounts and held 8.2% share in the market.

Apart from a modern personal account the Bank provides its individual customers with a broad – as to terms, currencies and interest rate type – deposit offer. As one of few banks, ING Bank Śląski offers the savings account – OKO. The interest rate on the account depends on the balance, while the interest is calculated and accrued on a monthly basis. OKO account enables customers to make deposits to the account at any moment as well as to make withdrawals at any time without losing the interest.

In the first half of 2002 the Bank introduced a discount deposit to the offer, under the Savings Protection Programme and implemented the Medical Care System for the holders of Comfort and Prestige Lion Accounts as well as all the VIP customers.

Service of small business is of much significance for ING Bank Śląski S.A. The key Bank product for this segment is Profit Account – the product directed to private individuals running business activity, freelancers and partners of civil partnerships using simplified accounting.

The Profit Account also comprises:

· Profit current/auxiliary account,

· Profit Deposit Account,

· Standard Credit Line,

· Maestro Business card,

· cheques,

· telephone banking system (HaloŚląski), electronic banking system (HomeCash), and Internet banking system (BSKOnLine).

As per the end of June 2002 ING Bank Śląski S.A. maintained 74.4 thousand Profit Accounts, which means that their number grew by 15.7% compared with the end of 2001.

In the first half of 2002 the Bank introduced to its offer the Lion Profit programme – an integrated offer comprising Lion Account and Profit Account. The programme users are covered with the Account Management system.

Financial surplus of the company is deposited on the Profit Deposit Account. The customer may also choose from a broad offer of term deposits.

As per the end of June 2002 the Bank’s liabilities included PLN 12,042.6 million worth of household deposits
, which corresponded to 5.4% of the market share. Retail deposits constituted 96.3% of total household deposits and their value amounted to PLN 11,591.4 million, i.e. by PLN 860.4 million (8.0%) more than in December 2001. The structure of household deposits was dominated by PLN deposits (84.1%), the value of which was PLN 10,123.3 million.

3.3. Lending

ING Bank Śląski S.A. provides its retail customers with PLN credits as well as the credits indexed with USD, EUR and CHF. The Bank’s offer includes mortgage, housing and car credits as well as a broad range of loans. 

Small companies may benefit from the following credit products of the Bank: credit in the current account, working capital/exploitation credit, investment credit, car credit as well as the Standard Credit Line. The owners of surgeries are offered special ESKULAP II credits. 

The first half of 2002 was a period of intensive works aimed at enhancing and optimising the credit offer of ING Bank Śląski S.A. The aforementioned works resulted, among others, in:

· implementation of a three-day credit enabling the customers of ING Securities S.A. to use funds from the securities sale before settling the sales transaction by the National Securities Deposit,

· modification of Renault/Peugeot/Citroen credit by implementing the credit in PLN indexed with EUR,

· implementation of an occasional holiday loan.

As per the end of June 2002 the receivables of ING Bank Śląski S.A. due to loans granted to households amounted to PLN 3,964.6 million, which corresponded to 4.7% of the market share. The majority of loans granted to households were the loans extended to private individuals (76.3%). 

ING Bank Śląski S.A. was implementing the policy of increasing the share of housing loans in the credit portfolio of private individuals and limiting the role of credits bearing higher risk e.g. instalment credits. This policy resulted in changes to the structure of private individuals’ credit receivables, i.e.:

· increase in the share of credits in current accounts from 24.0% in June 2001 to 27.3%        in June 2002, 

· increase in the share of housing loans from 12.8% to 20.5%, 

· decrease in the total share of instalment credits and cash loans from 49.9% to 30.1%.  

3.4. Bank cards

Till the end of June 2002 ING Bank Śląski S.A. issued 2,139.0 thousand payment cards, which means a 5.5% growth in the number of issued cards compared with the end of December 2001. In the first half of 2002 ING Bank Śląski S.A. kept its third position on the card market, with the market share on the level of 15%.

Individual customers are offered debit cards (Maestro and VISA Electron), charge cards (VISA Classic and EC/MC Gold) and a prepaid Maestro card. Over the first half of 2002 the pilot project for the credit card was continued.

ING Bank Śląski issues debit cards (Maestro Business) and charge cards (VISA Business and Eurocard/MasterCard Business Gold) for customers from the small business segment.

4. ING BANK ŚLĄSKI S.A. ON THE CORPORATE BANKING MARKET


ING Bank Śląski S.A. offers the complex deposit, credit and settlement – both in the domestic and foreign trade – services as well as capital and money market products. The high quality of the Bank’s offer is confirmed by its strong position in the corporate banking segment.

ING Bank Śląski S.A. offers the cash management systems comprising, among others, the service of current accounts and payments, both domestic and foreign ones, as well as the electronic banking systems. The offer provides integrated solutions for financing companies, government institutions and agencies, starting from working capital credits, through investment project financing and syndicated loans. Advisory services are aimed at formulating the company’s strategy during the process of privatising, merger, and acquisition. Custody services ensure safekeeping, settlement and service of payments due to securities deposited on customer’s accounts. The offer of financial markets constitutes a separate package of services. Domestic and foreign customers are offered products in PLN and convertible currencies on money and FX markets, treasury papers bearing fixed interest rates as well as debt instruments of enterprises, FX risk hedging instruments like interest and foreign exchange rate derivatives. The Bank offers not only the sale of debt papers of companies but also the issue of bonds, short, medium and long-term papers.

In the first half of 2002 the operation of ING Bank Śląski S.A. on the corporate banking market concentrated on:

· integration of customer bases of the former ING Branch in Warsaw and ING Bank Śląski S.A. as well as improving the segmentation,
· enhancement of the credit decisions quality and focus of lending on projects bearing low credit risk,

· better usage of benefits resulting from the consolidation of ING Bank Śląski S.A. with the ING Branch in Warsaw in the form of broader customer base and expanding the offer with new products, especially financial market ones.

In the field of mid-sized companies the Bank expanded the Corporate Package offer by implementing the ING BankOnLine Internet banking system and launching the sale of Renault car credits.

In the first half of 2002 the Bank developed its co-operation in the area of grants directed to small and mid-sized companies:

· it signed the agreement with the European Bank for Reconstruction and Development for a subsequent tranche of funds assigned for financing small and mid-sized enterprises (SME). At the same time it extended the geographical scope of the programme to all Regional and B category Branches.;

· it concluded the agreement for another year with Bank Gospodarstwa Krajowego on guaranteeing the credit portfolio (guarantees for SME) under the National Fund of Credit Guarantees.

4.1. Deposits 

As per 30th June 2002 the value of corporate deposits
 amounted to PLN 6,435.6 million and constituted 30.2% of total deposits. Compared with the end of December 2001 the deposits and long-term liabilities of corporate customers went down by PLN 620.7 million, i.e. 8.8%, whereas in the banking sector the corporate deposits decreased by 8.5%.

The structure of corporate deposits was dominated by deposits of enterprises (67.1%), which at the end of June 2002 amounted to PLN 4,319.1 million and increased in comparison with December by PLN 56.9 million, i.e. by 1.3%. At the same time deposits of enterprises in the banking sector decreased by 10.8%. The non-monetary financial institutions (insurance companies and pension funds, other financial intermediaries and auxiliary financial institutions) also held a substantial share in corporate deposits. Deposits of the non-monetary financial institutions at the end of June 2002 amounted to PLN 880.4 million, which constituted 13.7% of corporate deposits.
At the end of June 2002 ING Bank Śląski S.A. maintained 139.5 thousand current accounts of corporate customers in PLN. Funds deposited on these accounts amounted to PLN 1,347.3 million.
4.2. Lending

At the end of June 2002 credit facilities extended to corporate customers
 totalled PLN 11,742.5 million and grew in relation to December 2001 by PLN 1,031.8 million, i.e. 9.6%. For comparison, corporate credits in the banking sector grew by 3.1%. The Bank’s receivables due to extended corporate credits constituted 73.0% of the Bank’s total credit exposure.

The structure of corporate credits was dominated by credit facilities extended to enterprises (90.5%), which at the end of June 2002 amounted to PLN 10,626.0 million and in relation to December 2001 grew by PLN 788.1 million, i.e. by 8.0%. For comparison, credit facilities extended to enterprises in the banking sector increased by 2.3%. Credits of the non-monetary financial institutions also held a substantial share in corporate loans (6.7%), amounting to PLN 788.2 million at the end of June 2002.

As per 30th June 2002 ING Bank Śląski S.A. held 10 major exposures, i.e. whose value amounted to 10% or more of the Bank’s total equity. Two entities had capital links with ING Bank Śląski S.A.

5. MANAGEMENT OF BASIC RISK AREAS 

5.1. Credit risk 

Credit risk in ING Bank Śląski S.A. is managed among others by:

· development of credit policy and procedures,

· improvement of tools for credit risk measurement and monitoring,

· construction of appropriate structures within the lending organisation as well as within the decision-taking process for individual categories of credit exposures.

The Credit Policy Committee, functioning as a body of the Bank Management Board, is responsible for approving the general principles of credit policy, detailed policies (per sector and exposure category), credit procedures and processes.

In the first half of 2002 the works were initiated over: 

· redefinition of the credit policy per individual sector, 
· introduction of new solutions for mortgage and construction-mortgage credits, 
· development of a new policy for FX and indexed credits extended to different customer segments. 

The policy for FX and indexed credits takes into consideration among others:

· differentiation of requirements for the acceptable risk level depending on income in credit currency,

· definition of the safety buffer for estimating the value of collateral accepted in currency other than credit currency.

Due to revised principles of credit classification and establishment of provisions for credit receivables, the Bank modified the policy of setting up the provisions against the credit receivables. The modifications involved an introduction of unambiguous – in most cases more stringent than those required by law, however in line with the international standards – principles for evaluation of assets being the collateral that reduces provisioning basis. 

The risk management procedures were also modified in the retail area. Parameters for calculating the credit capacity were revised and the system of risk assessment was unified for all the retail products. Works were initiated in co-operation with ING Postbank and ING Risk Management Central Europe over new score cards based on data gathered by ING Bank Śląski S.A. Simultaneously all the retail products for individual persons were covered with an obligatory confirmation of the applicants’ data in the Credit Information Bureau.

The Bank measures and monitors risk both at the level of individual customer and credit portfolios.

Measurement of risk for corporate exposures (exclusive of small business) takes into consideration the quantitative and qualitative factors on the basis of which the risk class is determined. Additionally, the measurement is supported by RAROC and EVA calculation. For small business the credit capacity and risk class are defined based on scoring.

The borrower’s standing is monitored at least on quarterly basis, while monitoring for the purpose of provisions establishment runs in a monthly cycle.

To minimise the credit risk the Bank is in the progress of developing the risk management structures at the Regional Branches. Reorganisation is basically aimed at improving the productivity of commercial units and simultaneous limiting the problem loans portfolio. The Bank intends to achieve this target by separation of commercial functions from loan administration and risk management. 

At the end of June 2002 the non-performing receivables amounted to PLN 4,020.6 million and grew in comparison with the same period of last year by PLN 2,085.5 million, i.e. 107.8%.
 
The share of non-performing receivables in total credit portfolio grew from 15.3% at the end of June 2001 to 25.0% at the end of June 2002. The volume of classified corporate credit portfolio was influenced not only by the deteriorating condition of corporate customers, but also by the quality of the portfolio taken over together with the ING Warsaw Branch. This portfolio was characterised by a relatively high share of the sub-standard loans. At the same time, due to mother-company guarantees that some borrowers had had, ING Bank Śląski established relatively low specific provisions for this part of the exposure.

The below table illustrates the credit portfolio structure.

	
	30.06.2002
	30.06.2001

	
	Exposure
 in PLN million 
	Structure %
	Specific provisions in PLN million
	Exposure in PLN million
	Structure %
	Specific provisions in PLN million

	Total, including:
	16,091. 6
	  100. 00
	1,381. 7
	12,664. 6
	  100. 00
	745. 7

	 -performing:
	12,071. 0
	75. 01
	    11. 2
	10,729. 5
	84. 72
	    3. 3

	  standard
	11,299. 7
	
	8. 3
	9,742. 8
	
	

	  special mention 
	771. 3
	
	    2. 9
	986. 7
	
	    3. 3

	 -non-performing
	4,020. 6
	   24. 99
	1,370. 5
	1,935. 1
	   15. 28
	742. 4

	  sub-standard 
	912. 1
	5. 67
	48. 1
	506. 3
	3. 99
	57. 7

	  doubtful 
	1,750. 8
	10. 88
	270. 6
	655. 2
	5. 17
	143. 3

	  Loss
	1,357. 8
	8. 44
	1,051. 8
	773. 6
	6. 10
	541. 4


	General Risk Reserve 
	84.4
	139.7

	Reserve for general credit risk 
	125.0
	0


5.2. Liquidity risk 

Management of the Bank’s liquidity is aimed at ensuring the timely observance of financial obligations, deriving from stipulations of all the agreements concluded with customers, at simultaneous consideration of risk connected with their revision.

ING Bank Śląski S.A. ran further works over improvement of methods and techniques for measurement of short- and long-term liquidity. The process of liquidity management in the Bank covers measurement of liquidity risk, monitoring of risk and ratios as well as reporting the liquidity risk to the Assets and Liabilities Committee.

The Bank monitors standard liquidity ratios, i.e. analyses the mismatch of payment dates for assets and liabilities up to 3 months. On the basis of the balance sheet breakdown into liquid and non-liquid assets as well as stable and volatile liabilities the Bank defines the ratio of net liquid assets up to three months. Simultaneously the Bank performs a current analysis of the deposit base with use of statistical methods.  Ratios of the Bank’s liquidity are monitored on a daily and monthly basis. A limit is set for each liquidity ratio, subject to continuous monitoring.

After the merger of ING Bank N.V. Branch in Warsaw and ING Bank Śląski S.A. the system of liquidity risk measurement and monitoring was adjusted to new conditions. The first half of 2002 demonstrated that the merger of two institutions had a positive impact on ratios of mid-term liquidity. The standard ratio of 3-month liquidity equalled 75 % on average. 

In the period January-June 2002 ING Bank Śląski S.A. sustained liquidity on an adequate level, among others by maintaining an appropriate portfolio of marketable assets, allowing – if additional funding is required – for quick generation of free funds, without negative impact on profitability.

5.3. Interest rate risk 

The first half of 2002 was characterised by a high volatility of market interest rates, which called for an active management of interest rate risk.  

ING Bank Śląski S.A. manages the interest rate risk by minimising the mismatch for dates of assets and liabilities revaluation in relevant time intervals. Since 1st January 2002 the transaction-based transfer pricing system has functioned in the Bank, enabling a transfer of interest rate risk from the Bank’s non-trading portfolio to the trading one, managed by the Financial Markets Division.

The Assets and Liabilities Committee takes decisions on the management of interest rate risk. The decisions focus on optimisation of the balance sheet structure at correct ratio of its profitability to risk.

The Bank on a current basis monitors and analyses the interest rate risk with use of reports on mismatch of assets and liabilities according to revaluation dates and Value At Risk method. 

5.4. Policy of interest rates 

The policy of interest rates in ING Bank Śląski S.A. is created by the Bank Management Board, with involvement of the Assets and Liabilities Committee. 

Main factors influencing the Bank’s pricing policy in 2002:

· interest rates on interbank market,

· base interest rates of the National Bank of Poland, 

· interest rate for open market operations, 

· mandatory provisions, 

· interest rates for T-bills and bonds, 

· risk costs,

· competitiveness in the banking sector. 

Banking products denominated in foreign currency were priced on the basis of appropriate quotations of the money market for a given currency. To ensure more effective monitoring of income generated by banking products in relation to the interest rate risk the Internal Settlements System was introduced in the Bank (TPS). It is also used in the Management Information System. 

6. DEVELOPMENT OF ORGANISATION AND INFRASTRUCTURE

6.1. Network of branches

At the end of June 2002 ING Bank Śląski S.A. had a network of 350 outlets, inclusive of 159 STAREO branches (standard retail outlets). In the first half of 2002 the Bank opened 5 new outlets (3 STAREO outlets, 1 B category branch and 1 C category branch).

New banking outlets are opened beyond the traditional areas of the Bank’s operation, in the regions of considerable development potential. It is consistent with the strategy of Bank’s transformation in a countrywide bank. 

At the end of June 2002 the Bank had 522 ATMs. In the first half of 2002 16 new ATMs were installed. ATMs were used for cash withdrawals from personal accounts in PLN and informed customers about the value of accumulated funds.

	
	30.06.2002
	31.12.2001
	30.06.2001
	Change in the first half of 2002 

	Outlets                                
	350
	345
	324
	5

	including STAREO                                
	159
	157
	142
	2

	ATMs
	522
	506
	466
	16


6.2. Electronic distribution channels 

ING Bank Śląski S.A. developed an extensive infrastructure of systems and applications, servicing transactions in real time. Thus the operations made by customers in branches, via cards, ATMs or electronic channels are settled in real time against the actual balance of funds on a bank account. It is really convenient for our customers.

At the end of June 2002 an access to electronic channels was provided for:

· 333,620 users of HaloŚląski, (increase by 28.6% compared with the end of 2001),

· 48,426 users of ING BankOnLine, (increase by 54.6%), 
· 32,629 users of HomeCash, (increase by 2.8%). 

In the first half of 2002 the functionality of electronic distribution channels has improved. As of May 2002 the telephone service HaloŚląski was expanded with SMS service, dedicated to holders of the Lion and Profit Accounts.
Under the rebranding process the name BSKOnline was changed into the ING BankOnline and the site was adapted to ING standards. 

6.3. Organisational structure 

The Bank’s organisational units were grouped in 7 divisions:

· Corporate and Investment Banking Division,

· Financial Markets Division,

· Retail Division,

· Sales Network and Administration Division,

· Finance and Risk Management Division,

· Operations and IT Division,

· Staff Division.

6.4. Employment structure 

At the end of June 2002 ING Bank Śląski S.A. employed 7,786 people, which means that the headcount practically had not changed compared with the end of 2001.

Most of the Bank employees are aged up to 35 – 58.8% of all the employees. The group over 55 years includes approximately 1.9% of the employees. As regards the number of years with the Bank, the persons working in the Bank for 5 years and more constitute the largest group – 55.6% of all the employees.

6.5. IT

In the first half of 2002 the development works in IT focused mainly on two areas: integration of IT systems due to merger of the ING Bank N.V. Branch in Warsaw and ING Bank Śląski S.A. as well as improvement of IT systems security and efficiency.

Within the integration of IT systems the Bank performed an upgrade of Midas application, servicing corporate banking and treasury. Action was also taken in order to withdraw the Atlas application (used in the former ING Bank N.V. Branch in Warsaw) and transfer its functionality to Midas and ICBS.

Works within the IT systems integration, run in the first half of 2002, also resulted in improved quality of customer service and reduction of transaction-related costs.

Works aimed at improving the IT systems security and efficiency, run in the Bank, in the first half of 2002 covered: 

· Transition to a new version of ICBS. Planned completion – 4th quarter of the year 2002.

· Transition to a new version of AS/400 servers – hardware platform for critical banking applications. This operation contributed to reduced time of application processing and in consequence improved security of business processes. Upgrade of AS/400 servers allowed for consolidation of such servers operated in the Bank, which was accompanied by a decrease of maintenance fees.

· TIP Project– aimed at obtaining by ING Bank Śląski the status of „trusted internal party”, assigned within the ING Group and equivalent to maximum security of IT processes. The preparatory phase of this project has already been implemented, while the project is to be completed in December 2002.

7. FINANCIAL RESULTS OF THE CAPITAL GROUP OF ING BANK ŚLĄSKI S.A.
7.1. Merger of ING Bank Śląski S.A. with the ING Warsaw Branch 

Analysing the results of the capital group of ING Bank Śląski S.A. in the first half of 2002, in comparison with the first six months of 2001, it is necessary to take into consideration the fact that apart from dynamic growth of commercial business, recorded in the first half of 2002, the Bank’s standing was affected by incorporation of the ING Warsaw Branch into the structures of ING Bank Śląski S.A. as of 1st October 2001. 

The ING Warsaw Branch specialised in service of large corporates and offered among others sophisticated investment services and FM products. At the moment of consolidation i.e. at the end of September 2001 the Branch held assets of PLN 6,811.4 million and recorded the financial result for 9 months of 2001 of PLN 70.7 million.

	
	Bank Śląski
	ING Bank NV

	Equity as per 30.09.2001 in PLN million 
	1,621.2
	635.8

	Balance sheet total as per 30.09.2001 in PLN million
	20,096.6
	6,811.4

	Financial result for 2000 in PLN million
	138.3
	110.5

	Financial result for 1.01-  30.09.2001 in PLN million
	183.3
	70.7


7.2. Balance sheet structure

Consolidated balance sheet and consolidated profit and loss account of the capital group of ING Bank Śląski covers ING Bank Śląski S.A. together with the ING Securities S.A., Śląski Bank Hipoteczny S.A. and ING BSK Leasing S.A. that are taken into account applying the full method, and ING Nationale Nederlanden PTE and Centrum Banku Śląskiego Sp. z o.o. that are consolidated applying the ownership rights method. 

Balance sheet total of the capital group of ING Bank Śląski S.A. as per 30th June 2002 equalled PLN 27,555.4 million and in comparison with the end of June 2001 it was higher by PLN 7.528.6 million, i.e. 37.6%
. The activity of ING Bank Śląski S.A. determines the group balance sheet total as well as the assets and liabilities structure. As of June 30, 2002 the balance sheet total of ING Bank Śląski S.A. amounted to PLN 27,488.8 mio. and it grew by 38.1% as compared to June last year. 

A substantial growth of the Bank’s balance sheet total resulted from market expansion and incorporation of the ING Warsaw Branch into the Bank’s structures as of 1st October 2001. 

7.3. Assets

The structure of the capital group of ING Bank Śląski S.A. assets was dominated by receivables from customers and budgetary sector. As per 30th June 2002 net receivables from customers and budgetary sector amounted to PLN 14,222.0 million and in comparison with the end of June 2001 grew by PLN 2,219.8 million, i.e. by 18.5%. They constituted 51.6% of assets while in the same period of the previous year their share amounted to 59.9%. 

The share of loans in the structure of assets decreased in favour of receivables from financial institutions. They amounted to PLN 7,752.1 million at the end of June 2002, i.e. they were by 153.1% higher than in the same period of the year 2001. The share of receivables from financial institutions in assets grew from 15.3% in June 2001 up to 28.1% as at 30th June 2002. 
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Debt and other securities constituted another significant position in the capital group’s assets. Their value as per the end of June 2002 amounted to PLN 2,824.7 million. Their share in the total balance sheet was 10.3% and dropped by 4.2 percentage point in comparison with 30th June 2001. 
The net value of tangible fixed and intangible assets of the capital group of ING Bank Śląski grew from PLN 631.3 million at the end of June 2001 to PLN 960.0 million in June 2002, i.e. by 52.1%. The growth of the Bank’s capital group’s assets was connected with the development of IT and technological infrastructure, bigger number of outlets and substantial increase of the intangible assets’ position – goodwill, following the takeover of the ING Branch in Warsaw, as well as the change of the principles of taking into account and presentation of the existing operational leasing contracts into the financial leasing.

7.4. Liabilities  

The liabilities towards the customers and the budgetary sector, which grew from PLN 14,450.9 million as per 30th June 2001 to PLN 18,665.7 million at the end of June 2002, i.e. by 29.2% constituted the major position of the liabilities. Their share in the balance sheet amounted at the end of June 2002 to 67.7% and dropped by 4.5 percentage point in comparison with the status at  the end of June 2001.
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During the first half of 2002 the share of the equity in the capital group’s liabilities increased – from 8.1% at the end of June 2001 to 9.2% in June 2002. This situation resulted from the issue of new Bank’s shares, entirely taken up by ING Bank N.V., for the in-kind-contribution in the form of the ING Warsaw Branch.

7.5. Profit and Loss Account

In the first half of 2002 the capital group of ING Bank Śląski S.A. acquired the gross financial result at the level of PLN 202.4 million. It was higher by PLN 53.9 million, i.e. 36.3% in comparison with the first half of 2001. 

The basic values of the consolidated P/L Account 

	
	    1st half of 2002
	1st half of 2001

	Interest  result 
	257.5
	221.8

	Result on commissions
	247.0
	206.4

	Income from stock, shares and other securities as well as other property rights 
	0.1
	0.0

	Result on financial operations 
	29.1
	17.9

	Result on exchange position
	348.2
	221.9

	Result on banking operations
	881.9
	668.0

	Result on other operational activities 
	-11.8
	-13.9

	Operating costs and depreciation 
	- 531.3
	- 435.3

	Operational profit 
	338.8
	218.8

	Provisions
	-136.5
	-70.5

	Result on extraordinary operations 
	0.2
	0.2

	Gross profit (loss) 
	202.4
	148.5

	Income tax
	71.7
	32.6

	Share in the profit (loss) of entities covered with ownership rights method
	3.0
	1.0

	Net profit (loss)
	133.7
	116.9


The net interest income obtained by the capital group in the first half of 2002 amounted to PLN 257.5 million, which exceeded by PLN 35.7 million, i.e. 16.1% the net interest result acquired in the same period of 2001. Upon including the internal deposit swaps, which are considered as interest income in the Bank, the interest result amounted to PLN 522.4 million (against PLN 437.4 million in the first half of 2001). 

The fees and commissions income in the first half of 2002 was at the level of PLN 247.0 million and grew by PLN 40.6 million, i.e. by 19.7% in comparison to the same period of the year 2001. The commissions related to current accounts, extended loans and payment card operations are of most importance in the structure of the commission-related income. 

The result on financial operations and currency exchange as well as on stock and shares totalled PLN 377.4 million and was by PLN 137.6 million, i.e. 57.4% higher in comparison with the same period of 2001. The result on exchange exclusive of internal deposit swaps in the first half of 2002 amounted to PLN 83.3 million against PLN 6.3 million in the first half of 2001.

The result on banking operations amounted to PLN 881.9 million and was by PLN 213.9 million, i.e. 32.0% higher than in the comparable period of 2001. 

In the first half of 2002 the overall costs of the capital group (the costs of operations inclusive of fixed and intangible assets’ depreciation) amounted to PLN 531.3 million and grew by PLN 96.0 million, i.e. by 22.1% in comparison to the first quarter of 2001. The costs of operations amounted to PLN 447.7 million and grew by 18.9% against the comparable period of the previous year. This growth resulted from the merger with the ING Warsaw Branch and the development of commercial activity. The overall costs grew at a slower pace than the result on the banking operations. 

In the first half of 2002 ING the capital group of Bank Śląski S.A. established specific provisions related to downgrading the receivables of some customers due to the deterioration of their financial standing. The total balance of specific provisions established and released in the first half of 2002 for off-balance sheet receivables and liabilities as well as for updating the value of financial assets was negative and amounted to PLN 136.5 million (PLN 70.5 million in the same period of 2001). 

Net profit of the capital group of ING Bank Śląski S.A. amounted – in the first half of the year 2002 – to PLN 133.7 mio., i.e. it was higher by 14.4% as compared to the analogous period last year.

Financial results of ING Bank Śląski S.A. determine the level of profits of the capital group of the Bank. In the first half of the year 2002, ING Bank Śląski S.A. got the net profit at the level of PLN 132.3 mio., i.e. higher by 8.5% than the one achieved in the same period of the year 2001.

Structure of consolidated net profit (in PLN mio.)

	
	1st half 

of the year 2002
	1st half 

of the year 2001

	Net profit of ING Bank Śląski S.A.
	 132,3
	121,9

	Net profit/ loss of the entities consolidated based on the full method
	     0,0
	    5,6

	Net profit of the entities consolidated based on ownership rights method
	     0,0
	     4,9

	Consolidation related exclusions and adjustments
	     1,4
	  -15,5

	Net profit of the capital group of ING Bank Śląski S.A.
	  133,7
	 116,9


7.6. Profitability

The results obtained by the capital group of ING Bank Śląski S.A. in the first half of 2002 made it possible to enhance the profitability ratio and the cost–income ratio in comparison with the same period of the previous year. The growth of the Bank’s equity and assets affected the ROE and ROA ratios negatively. 

Basic efficiency ratios 
 (in %)

	
	    1st half of 2002
	              1st half of 2001 

	Profitability ratio 
	14.1
	9.5

	C/I ratio 
	60.2
	65.2

	ROA ratio
	1.0
	1.2

	ROE ratio
	10.5
	14.5

	Interest margin ratio
	4.79
	5.20

	Solvency ratio
	12.03
	11.10


Profitability ratio – the relation between gross profit and total costs.  

C/I ratio – the relation between overhead costs (the Bank’s operational costs and depreciation of fixed assets and intangible and legal assets) to the result on banking operations. 

Return on assets ratio (ROA) - the relation between net profit and total assets.

Return on equity ratio (ROE) – calculated as the relation of net profit against equity and own funds. 

Interest margin ratio – the relation between net interest income and average yield assets of the Bank
 (including receivables from financial and non-financial entities, fixed and floating yield securities and shares). 

Solvency ratio – the ratio of equity and net own funds against off-balance sheet assets and liabilities inclusive of the risk weights.
8. CHARACTERISTICS OF THE CAPITAL GROUP 

8.1. Composition of the Capital Group

As per 30th June 2002 the capital group of ING Bank Śląski S.A. encompassed six entities, namely: ING Bank Śląski Spółka Akcyjna (as a parent company), ING Securities Spółka Akcyjna (100% subordinated entity), Śląski Bank Hipoteczny Spółka Akcyjna (100% subordinated entity), ING BSK Leasing S.A. (100% subordinated entity), Centrum Banku Śląskiego Sp. z o.o. (affiliate - 60% of equity and 50% of the total number of votes at the General Shareholders Meeting), ING Nationale Nederlanden Polska Powszechne Towarzystwo Emerytalne S.A. (affiliate - 20% of equity). 

On 3rd January 2002 ING Bank Śląski S.A. sold all its shares in FINPLUS Sp. z o.o.

8.2. ING Securities S.A.

On 21st December 2001 two brokerage houses operating in Poland that belonged to the ING Group, i.e. Dom Maklerski Banku Śląskiego S.A. and ING Baring Securities (Poland) S.A., merged into one corporation. Integrated brokerage house carries out the activity under the new name of ING Securities Spółka Akcyjna in Warsaw.

ING Securities S.A. is a member of the Warsaw Stock Exchange, a direct participant of the National Depository of Securities and a member of Centralna Tabela Ofert SA. It is the sponsor of seven companies on the Warsaw Stock Exchange. 

ING Securities S.A. offers the full scope of brokerage and analytic services. The brokerage house has 44 security brokers and 6 highly qualified analysts. The house is one of the largest brokerage companies in Poland. Its network encompasses 34 Customer Service Outlets (POK). At the end of June 2002 it maintained 48.8 thousand accounts in total, inclusive of 960 Internet ones.

In the first half of 2002 the company achieved the following shares in trading of the Warsaw Stock Exchange: 

· shares – 8.9%,

· bonds – 6.8%,

· futures – 5.9%.

In the first half of 2002 ING Securities S.A. was intensively improving its offer and extending the scope of provided services, among others, by:

· phone instruction of funds’ transfer from the investment account into the banking one, 

· 3-day credit for purchasing securities, 

· access to the services of ING Securities S.A. via Account Managers of ING Bank Śląski S.A.,

· possibility of investing in treasury bonds, involving the tax-free income. 

ING Securities S.A. limited its activity in the primary market. Large offers of public shares and securities are realised in the Bank. ING Securities carries out the acquisition of the projects of public share offers with the unit value of USD 10 million at least. 

Bad situation on the capital market and in particular the decrease in trading on the Stock Exchange in Warsaw had a negative impact on the financial result of ING Securities S.A. Net profit of the Brokerage House in the first half of 2002 amounted to PLN 170 thousand.
8.3. Śląski Bank Hipoteczny S.A.

Śląski Bank Hipoteczny S.A. received the operational license on 25th September 2001.

Lending of Śląski Bank Hipoteczny S.A. consists in extending loans secured with the mortgage and is concentrated on two areas: financing individuals for satisfying their housing needs and financing business entities.

The Mortgage Bank’s offer includes the PLN loans and the loans indexed with EUR or USD rates. The interest rate on loans is floating and related to (depending on the currency) WIBOR, EURIBOR, or LIBOR. It is a long-term lending, which means that:

· for construction–mortgage loans for individuals the financing period is from 5 to 27 years,

· for commercial loans – up to 15 years,

· for developer’s loans – up to 3 years.

Both the Supervisory Board of Śląski Bank Hipoteczny S.A. and the Management Board of ING Bank Śląski S.A. approved the principles for mortgage products’ sale in the ING Group, which are based on offering uniform mortgage products by both Śląski Bank Hipoteczny S.A. and ING Bank Śląski S.A. with the use of a uniform procedure. Therefore, the first half of 2002 was characterised by intensive works to develop the procedure for the common sale of mortgage loans. Sale of the loans of Śląski Bank Hipoteczny S.A. via the outlets of ING Bank Śląski S.A. will make it possible to establish a portfolio of mortgage loans aimed at issuing mortgage bonds and obtaining the long-term capital for the ING Group to refinance mortgage loans. 

With the resolutions of the Management Board SBH S.A., the Supervisory Board of SBH S.A. and the General Shareholders Meeting the decision was taken to launch the first Programme of Issue of Mortgage Bonds. According to its assumptions the face value of the programme amounts to PLN 150 million (or its equivalent in the currency mortgage bonds). It is planned to issue the bonds in PLN, PLN indexed with the USD or EUR rate, EUR and USD. The Programme was designed for 3 years. 

The most important factor conditioning the issue of mortgage bonds is the appropriate portfolio of mortgage loans, which pursuant to the requirements of the Mortgage Bonds and Mortgage Banks Act, constitutes the collateral for issued bonds. Purchasing a part of the mortgage portfolio of ING Bank Śląski S.A. is one way of constructing the portfolio of mortgage loans. 

Śląski Bank Hipoteczny S.A. is still in the start-up phase, which was reflected in the generated financial result. In the first half of 2002 the Bank made a loss of PLN 1,578 thousand. 

8.4. ING BSK Leasing S.A.

ING BSK Leasing S.A. was established in 1996 by ING Bank Śląski S.A. in order to offer leasing services to the customers of the latter and to make a better use of the branch network. 

Since the restructuring process was completed in the year 2001, the company has been monitoring the portfolio of leasing agreements and updating the status of provisions for liabilities on a current basis, compliant with the principles binding in the Bank and the International Accounting Standards. In addition, it has been sustaining the closed currency position compliant with the requirements of the parent company.

Since the beginning of 2002 the company has been concentrating its activities on obtaining a sound portfolio of leasing receivables. As the results thereof, in the first half of 2002 the company concluded and finalised thirty leasing agreements for the total amount of PLN 16 million. Machinery and equipment (62%) as well as the means of transport (38%) dominated in the leasing portfolio. The portfolio structure complies with the target sector-based one adopted by the company for the year 2002. 

Two distribution channels are mainly used in the company’s activities: branches and Corporate Banking Centres of ING Bank Śląski S.A. as well as the company’s own acquisition and marketing activities.  

After the first half of 2002 the company obtained a positive financial result at the gross amount of PLN 2,261 thousand - the net amount of PLN 1,383 thousand. The total balance was PLN 371,962 thousand. 

8.5. ING Nationale Nederlanden Polska Powszechne Towarzystwo Emerytalne S.A.

The year 2002 is for ING Nationale Nederlanden Polska PTE the fourth year of administration of ING Nationale Nederlanden Open Pension Fund. During the first half of 2002 ING Fund strengthened its position on the pension fund market. The value of net assets as per 30th June 2002 amounted to PLN 5,446 billion, which gave the ING NNP Fund the second position (21.7% of the market share).

In the period from 31st December 2001 to 30th June 2002 all open pension funds were joined by 168.1 thousand persons. During that time ING Nationale-Nederlanden Polska OFE reported a 41.4 thousand growth in the number of members, i.e. the largest growth among all funds currently operating on the Polish market. At the end of June 2002 ING Nationale-Nederlanden Polska OFE had 1.8 million members, which gave it the second position on the market in terms of members.

Till 30th June 2002 two sessions of transfers between the funds took place. Among the largest pension funds ING NNP OFE was the only one to obtain a positive balance of transfers in each session. The balance reveals a steadily growing trend. Results of the transfer sessions are also used to measure the service quality and loyalty of particular OFE members. The data reads that the smallest number of customers (expressed in percentage values) resigns from the services of ING NNP OFE. This positive trend has been sustained for more than a year and a half. 

ING NNP OFE acquired a three-year return rate of 55.70% (calculated for the period from 20th May 1999 to 20th May 2002). It was the highest result among all pension funds. It exceeded the results obtained by all kinds of investment funds and it was better that the ones obtained from the model portfolio of treasury bonds. For the purpose of comparison, the inflation rate amounted to 20.61% and the WIG20 index dropped by 8.35% in the same period. 

In the period from 1st January to 30th June 2002 r. ING Nationale-Nederlanden Polska Powszechne Towarzystwo Emerytalne S.A., administering the fund, reported the net financial result in PLN 42.0 million. The good financial result of PTE derived from the good quality of the OFE customer portfolio and low prime costs. 

ING NNP OFE has always been meeting the needs of the customers by providing the latter with the most modern services, often in the position of the first fund to do so on the market. In the first half of 2002 ING NNP offered its members having a mobile phone a new service allowing for accessing the account and communicating the manager ‘live’ via SMS. Furthermore, it was the first pension fund providing its customers with the possibility of filling in the declaration of fund access via Internet.

8.6. Centrum Banku Śląskiego Sp. z o.o.

Centrum Banku Śląskiego Sp. z o.o. was established for realisation of the ‘Bank Śląski Centre’ investment project and for the subsequent management of the constructed buildings. 

The Project consists of the building being constructed for the needs of the Head Office of ING Bank Śląski S.A. and the so-called commercial building (at 50 Chorzowska Street) planned for leasing to external parties. The Head Office of the Bank was opened in October 2000, whereas the commercial building at 50 Chorzowska Street was commissioned in April 2001 at the time of the deepening economic recession. The company initiated several actions aimed at obtaining tenants, such as the preparation of ready-to-use offices, taking over the costs of room decoration, or intensive marketing efforts addressed to potential tenants. These actions contributed to a substantial improvement of the lease rate in the first half of 2002.

In the first half of 2002 the Company made a loss of PLN 8,930 thousand. Concluding new lease contracts is foreseen to improve substantially the financial results of the company in the second half of 2002.

9. DIRECTIONS FOR THE ING BANK ŚLĄSKI S.A. DEVELOPMENT 

The results obtained by ING Bank Śląski S.A. in the first half of 2002 indicate that the Bank is successfully implementing the adopted strategy. In the oncoming time ING Bank Śląski S.A. will continue its operational strategy, aimed at becoming a nationwide bank by way of developing its network in the central and northern Poland. 

The Bank will strive for tightening the relationships with the customers, i.e. for establishing long-lasting and valuable relationships with individual segments of customers by means of introducing packages and cross-selling products. The intensified sale of products of other ING Group member companies, inclusive of insurance products, will also generate new benefits for the Bank’s customers. 

Developing the offer corresponding to the demanding requirements of the segment of upscale customers will be of particular significance for the Bank.  

In view of the foreseen economic situation in Poland and the financial standing of customers, the Bank will support, first of all, the sale of products characterised by a low level of risk, inclusive of deposit products. The Bank’s lending activity will also focus on the enterprises featuring low risk. 

In the circumstances of the credit risk management system being further developed, inclusive of the introduction of RAROC application, a prudent credit policy will be employed. 

Bank will pay much attention to improving its organisational and infrastructural efficiency. IT projects will be finalised, i.e. transfer to the upgraded primary banking application ICBS, completion of MPS project and integration of IT systems due to the incorporation of the ING Warsaw Branch in the Bank’s structures. 

In terms of organisational improvements, the Bank will develop the cost management system and continue works on the transfer pricing system and ABC methodology. This will allow for a proper assessment of the efficiency in particular areas of the Bank’s operation by establishing the basis for adopting decisions substantially enhancing the Bank’s efficiency.







� 	Figures cover the deposits of: individual entrepreneurs employing less than 9 persons, private individuals, and individual farmers.


� Figures cover the deposits of: financial institutions (except for banks), enterprises, non-commercial institutions acting for the benefit of households, local government units and social security funds.


� Figures cover the credits of: financial institutions (except for banks), enterprises, non-commercial institutions acting for the benefit of households, local government units and social security funds.


� The presented figures include credits extended to corporate entities, budgetary sector, financial sector and individual customers. Figures include discounted credits and subordinated loans but do not include extended interbank deposits, suspended receivables as well as mature and non-mature interest. 


� The following balance sheet totals were taken into account in the consolidation process: ING Securities S.A. – PLN 101.1 mio., ING BSK Leasing S.A. – PLN 372.0 mio., Śląski Bank Hipoteczny S.A. – PLN 61.6 mio. Consolidation elimination and adjustment was made for the total amount of PLN 468.1 mio.


� The net interest income was increased by the income from ‘internal deposit swaps’. The average assets were calculated based on data for three periods: 30.06.2001, 31.12.2001 and 30.06.2002.
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