Commentary to the consolidated quarterly report of Capital Group of Stalexport SA for the  2nd  quarter of the year 2005

I. Applied accounting principles, including methods of assets and liabilities valuation, measuring the financial result and preparing financial statement.

Stalexport S.A. for the first time draws up the financial statement according to international accounting standards. 

Valuation of assets and liabilities and determining the financial result was carried out in accordance with the international accounting standards, according to the principles binding in the Accounting Act of 29.09.1994 (Dz. U. No 121 item 591 with successive amendments) and according to the Decree of the Cabinet dated 21.03.2005 on current and periodic information provided by issuers of securities ( Dz. U. No  49 item 463) and also the resolution of Minister of Finance dated 12 December 2001 on detailed rules of preparing financial statements of related companies by entities other than banks and insurance companies (Dz. U. z 2001 r. No 152, item 1729).  

Full consolidation in the dominant company Stalexport S.A. included the following subsidiary companies (in brackets - share of Stalexport S.A. in share capital at the end of the 2nd quarter of  2005):
· Stalexport Autostrada Małopolska S.A. Mysłowice       
(100,00%)

      -     Stalexport Autostrada Dolnośląska S.A. Katowice       
(100,00%)

      -     Stalexport Metalzbyt Sp. z o.o. Białystok                     
  (98,76%)

· Stalexport Serwis Centrum  S.A.  Katowice                  
  (97,78%)   

· Stalexport Serwis Centrum Bełchatów S.A.  Rogowiec 
  (95,14%)

·    Stalexport Centrostal  S.A. Lublin                                 
  (66,00%)

· Stalexport Transroute Autostrada  S.A. Mysłowice        
  (55,00%)

On 1st March 2005 there was the merger of the hitherto existing subsidiary company - Stalexport Centrostal Warszawa S.A  with the dominant entity Stalexport S.A.

The subsidiary company Stalexport Centrostal Warszawa S.A. was included in consolidation only via profit and loss account for the period January-February 2005.  

Consolidation with property right in the dominant entity Stalexport S.A. included 1 related company: Biuro Centrum  Sp. z o.o.  Katowice (Stalexport S.A. has got 40.63%).

The models of the consolidated financial report was adapted to the principles of  the international accounting standards (i. a. s.).

In the consolidated balance-sheet the changes concern: 

· presented so far as separate item of liabilities: „Capital of minority” was included in the items of equity capital.

· the name of the existing item of equity capital „Net profit (loss)” was changed into “Net profit (loss) falling to the shareholders of the Company”.   

In profit and loss account concerns: 

· „The share in net profits (losses) of the subordinated evaluated by method of property right”  is at present the item increasing (decreasing) gross profit (loss). 

· presented so far as separate items: „Write-off of goodwill of subordinated entities” and „Write-off of the negative goodwill of the subordinated entities” were included in other operating costs and other operating incomes respectively. 

· Existing definition „Net profit (loss)” comprises both net profit (loss) falling to the shareholders of the Company and also  „Profits (losses) of minority” 

In list of changes of equity the changes concern: 

· In item 9  „Net result”  sub-points  a) net profit and  b) net loss was changed into  a) net profit falling to the shareholders of the Company and b) net loss falling to the shareholders of the company, respectively.

· New point 10 “Minority capital” was added. 

In the consolidated cash flow statement the changes concern: 

- in part A „ Net cash flow from operating activity” point I „Net profit (loss)” is replaced by the following item: „Net profit (loss) falling to the shareholders of the Company”.        

Data included in the consolidated financial report SA-QSr 2/2005 are comparable with the analogical period of the previous year.

The Capital Group of Stalexport SA for the 2nd qtr 2005 achieved gross profit in the amount of   
11 150 thousand zlotys, including:

- profit from sale of goods and services




  9 167 thousand zloty

- positive result on other operating activities



  6 792 thousand zloty

- negative result on financial activity





- 4 759 thousand zloty

- result of extraordinary events





         1 thousand zloty

- share in net profit of subordinated entities 

  evaluated via property right method 




       50 thousand zloty

gross profit for 2nd quarter 2005 . 





 11 150 thousand zloty

net profit falling to the Company’s shareholders 

for 2nd qtr 2005 
.                  





   7 977 thousand zloty

The positive financial results of the companies of the capital group affected for the most part the consolidated financial result of 2nd qtr 2005, including: 

· Stalexport S.A.






1 175 thousand zloty Stalexport Serwis Centrum S.A. Katowice



1 048 thousand zloty

· Stalexport Centrostal S.A. Lublin




-  282 thousand zloty Stalexport Serwis Centrum Bełchatów S.A. Rogowiec                       -  3 thousand zloty

· Stalexport Metalzbyt Sp. z o.o. Białystok                                              60 thousand zloty

· Stalexport Autostrada Małopolska  S.A. Mysłowice
                       16 898 thousand zloty Stalexport Transroute Autostrada S.A. Mysłowice

              2 463 thousand zloty 

   -
Stalexport Autostrada Dolnośląska S.A. Katowice


       49 thousand zloty            

    -    Stalexport Centrostal Warszawa S.A.     



   1 475 thousand zloty
Reserves in the Capital Group of  Stalexport S.A. 

 The Capital Group of  Stalexport S.A. establishes reserves for leaves and termination pays. 

 The state of reserves in the group as at 30.06.2005  amounts to 2 888 thousand zlotys, out of   

 which: 

 -  long-term one
-  1 637 thousand zloty 

 -  short-term  one
-  1 251 thousand zloty 

 In comparison with the 1st quarter  2005 the state of reserves  increased by 100 thousand zlotys.

The state of the other reserves in the capital group as at 30.06.2005 amounts to 19 749 thousand zlotys, out of which: 

-  long-term one    -     9 611 thousand zloty 

-  short-term one   -   10 138 thousand zloty 

In comparison with the 1st quarter 2005 the state of other reserves decreased by 468 thousand zloty. 

Financial results of the dominant  entity  - Stalexport SA
Data included in the consolidated financial report SA-QSr for the 2nd quarter 2005 are comparable with the analogical periods of the previous year.

The financial results of  Stalexport SA     

Stalexport S. A. for 2nd quarter 2005  achieved gross profit in the amount of 340 thousand zlotys, which comprised:   

- loss from sale of goods and merchandise


          - 2 170  thousand zloty

- positive result on other operating activity



 7 639  thousand zloty

- negative result on financial activity



          -  5 129  thousand zloty

Gross profit for 2nd st quarter 2005.




    340  thousand zloty 

Obligatory burdening of financial result

            
 -  481  thousand zloty 

Net profit for 2nd  quarter 2005 




    821 thousand zloty

Established and dissolved revaluating allocations and reserves had a considerable impact on the financial result in the 2nd quarter.

In the 2nd quarter of this year the Company increased its financial result with the sum of 
9 142 thousand zlotys on account of dissolving:

- revaluating allocation for receivables  



   8 692 thousand zloty

- reserves for contingent liabilities ( Huta Szczecin )                
      450 thousand zloty

Dissolved revaluating allocation and reserves increased the other operating income by the amount of 9 142 thousand zlotys. 

The company  Stalexport S. A. in the 2nd quarter 2005 reduced its financial result by the sum of 
4 004 thousand zlotys on account of establishing:

- revaluating allocation for receivables  


            2 459  thousand zloty 

- revaluating allocation for interest arrears

                           762 thousand zloty

- reserves for leaves



 


    783 thousand zloty

The established revaluating allocations and reserves increased the other operating costs by the sum of 3 242  thousand zlotys and financial costs by the sum of  762 thousand zlotys.

Differences in income tax for the current year and previous years

Taxable income given in the CIT-2 statement for 6 months of current year as specified below:

Gross profit






        570 thousand zloty 


- permanent differences – balance



     -  677 thousand zloty 

- temporary differences – balance                                          3 418 thousand zloty 

basis of taxation 





     3 311 thousand zloty 


Temporary differences concerning the reporting period.

                                                                          Basis
         
   
Tax 

Surplus – accounting tax


      528 thousand zloty 
100 thousand zloty 


Balance of temporary differences

      528 thousand zloty  
100 thousand zloty 



The Company is not establishing any activated tax during the current balance sheet year due to continuing tax loss.

Deferred tax from legal entities 

At the end of the turnover period the reserves for temporary differences in virtue of the income tax from legal entities, resulting from difference of the moment of recognising the revenues as achieved according to the Act on accounting and tax rules, upon assumption that this difference will be settled in future. The positive difference is shown as an increase of burden by virtue of

income tax from legal entities in profit and loss account, negative difference – as a decrease. The amounts concerning the deferred income tax resulting from establishing assets revaluating allocations, not being the costs of obtaining revenues to the moment of dissolving or  using the write-off are shown as a decrease in income tax from legal entities, the same result in increasing net profit. 

The dominant Company - Stalexport S.A. due to continuing tax loss does not establish „activated tax”, while assets by virtue of deferred income tax in the capital group of Stalexport S.A. amounts to  10 124 thousand zloty, reserve by virtue of deferred income tax -  11 631 thousand zlotys.

II. Average EUR rates of exchange during the period covered by the Financial report established by  the National Polish Bank
Items of balance sheet assets and liabilities have been converted into EUR according to the National Polish Bank average rate of exchange that amounted to 4,0401zloty binding on 30.06.2005. 

Specific items in the Profit and Loss Account pertaining to 2nd quarter of this year have been converted into EUR according to the rate 4,0805 zloty, being the arithmetic mean of average exchange rates published by the National Polish Bank, binding on the last day of each month of the 2nd qtr 2005.
III. List of Shareholders having more than 5% of the total number of votes at the General Meeting of Shareholders on  16th August 2005.  

Shareholders having more than 5% of the total number of votes authorizing them to participate in the General Meeting of Shareholders of Stalexport S.A. are as follows:

                                                                                                      
Number of shares     percent                                                                                             

Narodowy Fundusz Ochrony Środowiska i Gospodarki Wodnej        18.022.835            16,72 %

Powszechna Kasa Oszczędności Bank Polski S.A.                             7.654.779              7,10 %   

Bank Zachodni WBK S.A.                                                                    5.900.325              5,47 %

IV. List of shares held by the group of persons managing and supervising the dominant company as at 16.08.2005 

Managing persons      -  82.430 shares 

Supervising persons   -    4.075 shares 

V. Specification of judicial proceedings pending in court as at 30.06.2005. 

Legal proceedings of considerable value pending before the court and regarding Stalexport S.A.: :

	Item
	Case no
	Amount in zloty
	Adverse Party
	Legal Status

	
	
	
	
	

	1.
	93/00
	4 135 410,85
	Bike-sport
	Adjudging judgement of 19.07.2001

	
	
	
	Spółka z o.o. Gliwice
	Enforcement in course

	
	
	
	Defendant
	

	2.
	60/03
	1 366 061,00
	SEBA Spółka z o.o.
	Payment order of 10.12.2003

	
	
	
	Defendant
	with a clause

	
	73/03
	1 366 061,00
	
	Payment order of 27.01.2003 with a clause

	
	
	
	
	directed to court executive officer, Enforcement in course 

	
	5/04
	1 366 061,00
	
	Payment order of 31.03.2004 with a clause

	3.
	30/03
	11 995 000,00
	Centrozap S. A.
	Payment order of 13.06.2003

	
	
	
	Katowice
	enforcement proceedings suspended

	
	
	
	Defendant
	by virtue of  Decision of the District Court

	
	
	
	
	in Katowice of 23.03.2004

	
	
	
	
	

	
	
	
	
	Liability  submitted to arrangement 

	
	
	
	
	

	4.
	25/04
	2 006 500,00
	Mimex Firma Usługowo-
	Payment order of 11.10.2004

	
	
	
	Produkcyjna
	Objection to payment order

	
	
	
	Mielec
	Proceedings in course, date of trial 20.09.2005

	
	
	
	defendant
	

	
	
	
	
	


Stalexport S.A. has been sued by Inkasso Reform for the sum of 1,111 thousand zlotys. The Plaintiff is claiming damages from Stalexport in connection with actions taken by the court executive officer acting on motion of Stalexport S.A. Proceedings in course

In 2002 Stalexport Transroute Autostrada S.A. due to the instituted anti-monopoly proceedings received the decision of the President of Anti-monopoly Office inflicting a penalty in the amount of  678 thousand zlotys, for applying practices limiting competition. For the a/m amount the company established a reserve debiting other operating costs of 2002.

On 24.03.2004 before District Court in Warsaw a trial was held, by action of Stalexport Transroute Autostrada S.A. against President of the Anti-monopoly Office, for appeal of STA S.A. against the decisions of President of Anti-monopoly Office no RKT 6/2003 issued on 21.03.2003. The Court passed a judgement, according to which the appeal lodged by the company was totally dismissed. The Company lodged a cassation to the Supreme Court in this matter.     

In other entities constituting the Capital Group the value of proceedings running before the court does not exceed the amount of 10% of the equity. 

VI. Description of essential events in the Capital Group of Stalexport SA in the period from  01.04.2005 till 30.06.2005.    

· On 05.04.2005 the dominant company, while executing the arrangement proceedings, repaid the 7th instalment for the major creditors in the total amount of 10 846 thousand zloty.  

· On 16.05.2005 Stalexport S.A. was informed by the Management Board of Securities Stock Exchange that as a result of conducted  quarterly correction of the list of the participants of WIG 20 and MIDWIG index, after the session on 17th June 2005, the dominant company is included in the index of  MIDWIG. 

· On 06.06.2005 Mr Zbigniew Szałajda submitted his resignation to the Management Board of the Company as a Chairman of  the Supervisory Board of Stalexport S.A.  

· On 13.06.2005 STALEXPORT S.A. and the company Stalexport Autostrada Dolnośląska (subsidiary company in 100%) concluded the agreement of sale of all shares owned by Stalexport S.A. i.e 1 080 shares of Konsorcjum Autostrada Śląska S.A. in Katowice,  constituting 5,43 % of the equity at the GSM. The total sale price of the shares amounted to 389 thousand zloty.  

· On 14.06.2005 the Management Board of Stalexport S.A. was notified by Mr Zbigniew Szałajda about his resignation the post of the member of the Supervisory Board of Stalexport S.A. 

· On 23.06.2005 the Ordinary General Meeting of Shareholders of Stalexport S.A. was held. During it the individual and consolidated financial reports for 2004 were approved and the shareholders granted the discharge to the Management Board and the Supervisory Board members. Simultaneously the resolution regarding the changes in the composition of the Supervisory Board was passed.  

· In the first half of 2005  Stalexport S.A. concluded export contracts for the deliveries to North America with value of ca 15 m zloty as well as for the Ukrainian customer with value of ca 12 900 thousand zloty.    

VII. Description of other factors and events having an effect on achieved financial results of the Capital Group Stalexport SA.

1. In the first half of 2005 the incomes from sale of goods and products of Capital Group of Stalexport SA  amounted to 336 153  thousand zloty and were by 269 348 thousand zloty lower in comparison to the first half of 2004. The decline in turnover was caused by:  

· the loss of sales volume in the amount of ca 89 m zlotys. Ferrostal Łabędy and Złomhut (sale of shares) and Stalexport Wielkopolska (loss of control because of the bankruptcy),

· the prosperity decline and the reduction of price for steel products in comparison to the analogical period of the previous year,   

· the lack of external sources of financing and the limited  working capital did not enable to fully realise higher turnover possible to be achieved. 

 VIII.  Events occurring after the date of the consolidated balance-sheet.

· On 05.07.2005 while executing the arrangement proceedings according to the schedule the 8th quarterly instalment was repaid  for the major creditors, in the total amount of 10 028 thousand zloty. 
· On 06.07.2005 the meeting of the Supervisory Board was held. During it the new Chairman of the Supervisory Board was appointed who replaced Mr Zbigniew Szałajda ( he resigned) and two new members of the Supervisory Board were also appointed. Tadeusz Włudyka became the newly appointed Chairman (hitherto existing member of the Supervisory Board of  Stalexport S.A.), while Mr Bohdan Wyżnikiewicz and MR  Jacek Legutko were appointed the new members of the Supervisory Board.
· On 06.07.2005 the Supervisory Board of Stalexport S.A. appointed existing Commercial Director and proxy of the Company, Mrs Urszula Dzierżoń, to the position of the member of the Management Board. The position was taken over as from 1st August 2005. From that day Mrs. Dzierżoń ceased to hold position of Procurist of the Company. Moreover Mrs Urszula Dzierżoń is the Chairman of the Supervisory Board of Stalexport Serwis Centrum S.A. in Katowice and also the member of the Supervisory Board of Invest Centrostal Warszawa Sp. z o.o. 
· On 08.07.2005 the company STALEXPORT SA and Bank Handlowy w Warszawie SA signed an agreement for sale of perpetual lease of a real estate located in Chorzów of an area of 99558 sq. meters together with building for the total amount of 13,200,000.00 zloty. 
Payment was conducted by way of reduction of STALEXPORT SA indebtness towards Bank Handlowy in Warsaw S.A. 
· At the end of previous year Stalexport S.A. submitted to the Treasury, represented by Silesian voivoideship, a preliminary purchase offer for  PPOWH Centrostal Górnośląski. This offer was a sort of invitation to the negotiations, later according to the schedule presented by voivoideship, the firm offer was to be placed. On 21.07.2005 r. Stalexport S.A. received received a letter from the head of Silesian voivoideship, which informed about the refusal to give the additional information regarding the company PPOWH Centrostal Górnośląski, and which, according to STALEXPORT S.A., is necessary to properly evaluate the company. Simultaneously, he acknowledged that because STALEXPORT S.A. had not submitted a firm offer, it resigned a participation in privatization of PPOWH Centrostal Górnośląski. The dominant company is considering an appeal against the a/m decision

· Stalexport S.A.  granted proxy to  Mrs Barbara Boś – Director of the Distribution Network. 

· In the second half of 2005 Stalexport S.A. concluded export contracts for delivery of seamless pipes to North America and for deliveries to South America. Value of each contracts amounts to ca 9 m zloty.  
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