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RESULTS 2002

The Bank of Cyprus Group (the Group) presents its financial results for the year 2002, which were reviewed and approved by the Board of Directors of the Bank of Cyprus Ltd (the Bank) at its meeting held on 25 February 2003.

Ι.
SUMMARY OF FINANCIAL RESULTS
Core profitability

The Group’s core profits (defined as profit before provisions for bad and doubtful debts, before provision for impairment of investments and before the one-off charge for vested retirement benefits) for 2002 reached ₤97,6mn (€170,3mn), marking a 6,6% increase compared to 2001.  The Group’s core profits showed a marked quarter-on-quarter improvement during 2002.  This improvement is the result of the significant profitable expansion of the Group’s operations in Greece and of the Group’s concerted efforts to increase its net interest margin and to contain its operating costs.

The Group’s net interest margin recorded a gradual improvement during 2002, reaching 2,66% in the fourth quarter of 2002, against 2,18% in the first quarter of 2002.  Net interest income for 2002 was 9,9% higher than 2001 and reached ₤175,5mn (€306,2mn).

The Group’s continuous efforts to contain its operating costs resulted in the relatively low increase of 5,7% against 2001, when the significant growth in the Group’s financial footings in Greece and the increase in the Bank’s branch network in Greece from 60 to 75 branches is taken into account.

Profit and Loss Account of the Bank of Cyprus Group

	₤mn
	31.12.02
	31.12.01
	 +%
	4Q02
	3Q02
	+%
	2Q02
	1Q02

	Net interest income
	175,5
	159,7
	+9,9%
	49,7
	45,8
	+8,4%
	41,7
	38,3

	Fees, commissions, net income from 

insurance operations and other income
	92,3
	90,7
	+1,8%
	25,2
	23,1
	+9,2%
	23,5
	20,5

	Foreign exchange income
	14,4
	14,8
	-2,4%
	3,1
	4,3
	-27,2%
	3,2
	3,8

	(Losses)/Profit on sale and revaluation of securities
	(0,6)
	0,4
	-247,7%
	3,2
	(0,7)
	+530,8%
	(1,1)
	(2,0)

	Total income 
	281,6
	265,6
	+6,0%
	81,2
	72,5
	+10,9%
	67,3
	60,6

	Staff costs and other administrative expenses
	(184,0)
	(174,0)
	+5,7%
	(48,8)
	(45,6)
	+7,0%
	(46,9)
	(42,7)

	Core profit (profit before provisions 

for bad and doubtful debts) 
	97,6
	91,5
	+6,6%
	32,4
	26,9
	+20,4%
	20,3
	17,9

	Provisions for bad and doubtful debts
	(80,1)
	(33,1)
	+142,3%
	(46,9)
	(15,2)
	+207,7%
	(10,6)
	(7,5)

	Profit before tax
	17,5
	58,5
	-70,1%
	(14,4)
	11,7
	-223,4%
	9,7
	10,5

	Tax
	(9,6)
	(19,9)
	-51,9%
	1,8
	(4,0)
	-222,2%
	(3,6)
	(3,8)

	Profit after tax before ‘exceptional items’
	7,9
	38,5
	-79,5%
	(12,7)
	7,7
	-164,1%
	6,1
	6,7

	Transfer from the Revaluation Reserves (provision 
for impairment of ‘available for sale’ investments)
	(23,6)
	(0,9)
	
	(21,1)
	(0,2)
	
	(2,3)
	-

	Profit on disposal of investment in jointly controlled entity
	-
	8,8
	
	-
	-
	
	-
	-

	One-off charge for retrospective 
retirement benefits (after tax)
	(5,7)
	-
	
	(5,7)
	-
	
	-
	-

	Profit after tax
	(21,4)
	46,5
	-146,0%
	(39,4)
	7,5
	-426,1%
	3,8
	6,7

	
	
	
	
	
	
	
	
	


The Group’s operations in Greece account for 34,1% of 2002 core profits.  Core profits from the Greek operations reached ₤33,3mn (€58,1mn), recording a 33,5% increase compared to 2001.  This significant improvement in profitability was achieved in a difficult year for the financial services sector in Greece and was the result of the Group’s successful strategy to further expand its Greek operations.

Provisions for bad and doubtful debts

As a result of the protracted slowdown and uncertainty in the global and Cyprus economies, as well as the continuing decline in the Cyprus and international stock markets, the Group significantly increased its provisions for bad and doubtful debts compared to 2001.  The total charge for 2002 relating to provisions for bad and doubtful debts (including the general provision) amounts to ₤80,1mn (€139,8mn), compared to ₤33,1mn (€57,7mn) in 2001, recording a 142,3% increase.  The increased level of provisions for bad and doubtful debts in 2002 is common for most banks across the world.  

It must be noted that the provisions for bad and doubtful debts do not represent amounts to be written off.  The Group is taking all necessary steps to improve the quality of its loan portfolio and reduce possible bad debts.

Transfer from the Revaluation Reserve Account to the Profit and Loss Account (provision for impairment of ‘available for sale’ investments)
As a result of the continuing decline in share prices on the Cyprus stock market, the Group transferred ₤23,6mn (€41,1mn) during 2002, representing negative balances in the Revaluation Reserve Account, from the Revaluation Reserve Account to the Profit and Loss Account.  This transfer represents a provision for the impairment of investments, as required by the International Financial Reporting Standards.  The transfer does not affect the Group’s total reserves, as these investments were already valued at their current market value.

One-off charge for retrospective staff retirement benefits in Cyprus

The collective agreement between the Cyprus Bankers Employers’ Association and the Union of Bank Employees (ETYK) was renewed during 2002.  The new agreement provides for increased retirement benefits for the Group’s employees in Cyprus with retrospective effect.  The pre-tax cost of the additional benefits relating to past service amounted to ₤7,9mn (€13,8mn) (₤5,7mn, €10,0mn after tax) and was recognised during 2002, as required by the International Financial Reporting Standards.  This charge represents a one-off cost.

Profit after tax

As a result of, mainly, the increased provisions for bad and doubtful debts (₤80,1mn, €139,8mn), the provision for impairment of investments (₤23,6mn, €41,1mn) and the one-off charge for retrospective staff retirement benefits in Cyprus (₤7,9mn, €13,8mn), the Group recorded a loss after tax in 2002 of ₤21,4mn (€37,3mn).

The Group’s profit after tax for 2001, including the ₤8,8mn (€15,4mn) profit from the disposal of its shareholding in ABC Factors, amounted to ₤46,5mn (€81,2mn).

The reduction in the Group’s profits during 2002 compared to 2001 is also attributed to the fact that 2002 includes the full impact of the reduction in interest rates as well as of the adverse effects of the slowdown in the global and Cyprus economies.  The above factors affected only partly the Group’s 2001 results, mainly during the last quarter of the year.

Profit after tax generated by the Group’s operations in Greece during 2002 amounted to ₤11,5mn (€20,1mn), compared to ₤11,0mn (€19,3mn) in 2001, excluding the ₤8,8mn (€15,4mn) profit from the disposal of the Group’s shareholding in ABC Factors in 2001, marking a 4,5% increase.
Dividends

Having considered the above results, the Group’s capital requirements which are necessary to support its expansion, the slowdown in the global and Cyprus economies, as well as the recommendations of the Central Bank of Cyprus for the non-payment of final dividend for 2002 in order to preserve capital resources, the Board of Directors of the Bank has decided to propose to the Annual General Meeting of the shareholders that no dividend should be paid for 2002.

ΙΙ.
FINANCIAL FOOTINGS
The increase in the Group’s financial footings continued during 2002, with particular emphasis on the Group’s operations in Greece and Australia.

Total assets

The Group’s total assets reached ₤8,13bn (€14,18bn) compared to ₤7,68bn (€13,40bn) in 2001, marking an annual increase 5,8%.  The Group’s total assets attributed to its Greek operations amounted to ₤2,59bn (€4,52bn), marking an annual increase of 20,0%. 

Loans and advances
The Group’s total gross loans and advances amounted to ₤5,04bn (€8,80bn) compared to ₤4,41bn (€7,70bn) at 31 December 2001, recording an increase of 14,3%.  

The Group’s gross loans and advances in Greece reached ₤1,64bn (€2,86bn), recording an annual increase of 36,5%.  

The increase in the Group’s loans and advances in Australia during 2002 was also significant.  Total loans and advances increased by ₤48,1mn (€83,8mn) in 2002, reaching ₤89,4mn (€156,0mn).

As a result of the above increases, the share of the Group’s loans and advances relating to its operations abroad increased to 43,5%, up from 40,4% at 31 December 2001.
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Customer deposits
The Group’s total customer deposits increased to ₤6,84bn (€11,93bn), up from ₤6,28bn (€10,95bn) at 31 December 2001, marking an annual increase of 8,9%.

The Group’s customer deposits in Greece reached ₤1,88bn (€3,28bn), marking an increase of 26,7% when compared to 31 December 2001.
The Group’s customer deposits in Australia reached to ₤57,9mn (€101,0mn), recording an increase of ₤26,6mn (€46,3mn) since 31 December 2001.

The share of the Group’s customer deposits relating to its operations abroad increased to 36,0%, up from 32,0% at 31 December 2001.


[image: image5.wmf]Group Customer Deposits

                         

Annual increase '02-'01:

                               8,9%

6.277

6.836

5.140

0

1.000

2.000

3.000

4.000

5.000

6.000

7.000

8.000

Dec. 2000

Dec. 2001

Dec. 2002

£mn



[image: image6.wmf]Customer Deposits in Greece

                         

Annual increase '02-'01:

                               26,7%

815

1.878

1.483

0

500

1.000

1.500

2.000

Dec. 2000

Dec. 2001

Dec. 2002

£mn



Capital base

The Group maintains a solid capital base.  On 20 February 2003, the Bank increased its Tier 1 Capital by ₤65mn (€113,4mn) through the issue of Capital Securities in Cyprus Pounds.  The Capital Securities were issued to a limited number of investors in Cyprus.  The Capital Securities are a new type of securities issued by banks internationally and constitute Tier 1 Capital for the banks.  The issue of Capital Securities by the Bank of Cyprus is the first issue of such securities in Cyprus.

The Group intends to further increase both its Tier 1 and Tier 2 Capital during 2003.  

On 31 December 2002, the Group’s capital adequacy ratio was 11,6%, as compared to the minimum requirement set by the Central Bank of Cyprus of 10,0%.

ΙΙΙ.
ANALYSIS OF GROUP PROFITABILITY

Core profits

Profits before provisions for bad and doubtful debts, before provision for impairment of investments and before the one-off charge for retrospective retirement benefits.

The Group’s core profits for 2002 reached ₤97,6mn (€170,3mn), marking a 6,6% increase compared to 2001.  Core profits marked a continuous quarter-on-quarter improvement during all quarters of 2002 and across all geographic areas in which the Group operates.

The Group’s core profits for the fourth quarter of 2002 amounted to ₤32,4mn (€56,6mn), marking an increase of 20,4% compared to the third quarter of the same year.

The improvement in the Group’s core profitability both during the course of 2002 and when compared to 2001 is the result of the significant profitable expansion of the Group’s operations in Greece and of the Group’s concerted efforts to increase its net interest margin and contain its operating costs.

	Analysis of core profits by geographic sector and quarter

₤mn 
	31.12.02
	31.12.01
	 +%
	
	4Q02
	3Q02
	2Q02
	1Q02

	Cyprus
	56,3
	61,2
	-8,0%
	
	17,7
	16,3
	11,7
	10,6

	Greece 
	33,3
	24,9
	+33,5%
	
	11,9
	8,6
	7,0
	5,8

	Other countries
	8,0
	5,4
	+48,1%
	
	2,8
	2,0
	1,6
	1.5

	Total core profits
	97,6
	91,5
	+6,6%
	
	32,4
	26,9
	20,3
	17,9


The core profits generated by the Group’s Greek operations amounted to ₤33,3mn (€58,1mn), representing 34,1% of total Group core profits during 2002.  The core profits of the Greek operations were 33,5% higher than 2001.  This increase was achieved in a difficult year for the financial services sector in Greece and was the result of the Group’s successful strategy to further expand its Greek operations.

Net interest income

The Group’s net interest income showed a continuous improvement during 2002 as a result of the measures taken by the Group to increase its net interest margin primarily through the differentiation of its pricing strategy for both advances and deposits in Cyprus and Greece, and through improved liquidity management.  During the fourth quarter of 2002, the Group’s net interest income amounted to ₤49,7mn (€86,7mn), recording an increase of 8,4% compared to the third quarter of 2002.

Even though total loans and advances in 2002 increased by 14,3% against 2001, net interest income amounted to ₤175,5mn (€306,2mn), recording an increase of only 9,9% on 2001.  This was mainly the result of the significantly higher interest rates prevailing during 2001, especially during the first nine months of the year.  

The net interest income generated by the Group’s Greek operations reached ₤55,3mn (€96,5mn) for 2002, marking an increase of 30,3% compared to 2001. 

The net interest margin (as a percentage of average interest bearing assets) recorded a gradual decrease during 2001, from 2,73% in the first half of 2001 to 2,11% in the final quarter of 2001, with an average net interest margin for the whole year 2001 of 2,49%, as a result of the reduction in the level of interest rates during the last quarter of the year.  The pricing strategy followed by the Group for both advances and deposits in Cyprus and Greece and the improved liquidity management led to the steady improvement in interest margins during 2002.  The Group’s net interest margin recorded a gradual improvement during 2002, from 2,18% in the first quarter of 2002 to 2,31% in the second quarter, 2,49% in the third quarter and 2,66% in the fourth quarter.  The Group’s annualised net interest margin for 2002 reached 2,40%.  

The increase in net interest margin in 2002 was marked in all the geographic areas where the Group has presence.  In Cyprus, the net interest margin increased gradually from 1,76% in the first quarter of 2002 to 2,30% in the fourth quarter.  In Greece, the net interest margin increased from 2,28% in the first quarter of 2002 to 2,57% in the fourth quarter.
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Fees, commissions, net income from insurance operations and other income

The Group’s total fees, commissions, net income from insurance operations and other income for 2002 increased to ₤92,2mn (€160,9mn), recording a relatively small increase of 1,8% when compared to 2001.  This was the result of the weak economic activity, the low volume of transactions in the stock market and the reduced profitability of the Group’s insurance operations.  

The profit before tax generated by the Group’s insurance operations decreased by 29,6% during 2002 and amounted to ₤6,0mn (€10,4mn).  The results of the Group’s insurance operations were remarkable, after taking into account the extremely adverse conditions prevailing in the insurance sector in Cyprus.  The 2001 domestic market share of the General Insurance of Cyprus increased to 11,9% and that of EuroLife increased to 26,6% (based on sales of new regular premium policies to individuals).  It is estimated that the market share of the Group’s insurance operations was further increased during 2002.

Total fees, commissions, net income from insurance operations and other income generated by the Group’s Greek operations reached ₤19,4mn (€33,8mn), recording a 3,1% increase compared to 2001.

Staff costs and other administrative expenses 

The Group’s continuous efforts during 2002 to contain its operating expenses resulted in the relatively low increase of 5,7% compared to 2001.  This is consider low given the increase in the Bank’s branch network in Greece from 60 to 75 branches and the growth in Group advances and deposits of 14,3% and 8,9% respectively.

The operating expenses of the Group’s Greek operations increased by 21,7% against 2001, reflecting the significant growth in the Group’s activities in Greece.  In Cyprus, the Group succeeded in containing the growth rate of operating expenses to 3,0%, while in the United Kingdom operating expenses were reduced by 10,2%.

Provisions for bad and doubtful debts

As a result of the protracted slowdown and uncertainty in the global and Cyprus economies, as well as the continuing decline in the Cyprus and international stock markets, the Group significantly increased its provisions for bad and doubtful debts compared to 2001.  The total charge for 2002 relating to provisions for bad and doubtful debts (including the general provision) amounts to ₤80,1mn (€139,8mn), compared to ₤33,1mn (€57,7mn) in 2001, recording a 142,3% increase.  The increased level of provisions for bad and doubtful debts in 2002 is common for most banks across the world.  

It must be noted that the provisions for bad and doubtful debts do not represent amounts to be written off and that the Group is taking all necessary steps to improve the quality of its loan portfolio and reduce possible bad debts.

Transfer from the Revaluation Reserve Account to the Profit and Loss Account (Provision for impairment of ‘available for sale’ investments)
As a result of the continuing decline in share prices on the Cyprus stock market, the Group transferred ₤23,6mn (€41,1mn) during 2002, representing negative balances in the Revaluation Reserve Account, from the Revaluation Reserve to the Profit and Loss Account.  This transfer represents a provision for the impairment of investments, as required by the International Financial Reporting Standards.  The transfer does not affect the Group’s total reserves, as these investments were valued at their current market value.

One-off charge for retrospective staff retirement benefits in Cyprus

The collective agreement between the Cyprus Bankers Employers’ Association and the Union of Bank Employees (ETYK) was renewed during 2002.  The new agreement provides for additional retrospective retirement benefits for the Group’s employees in Cyprus with retrospective effect.  The pre-tax cost of the additional benefits relating to past service amounts to ₤7,9mn (€13,8mn) (₤5,7mn, €10,0mn after tax) and was recognised during 2002, as required by the International Financial Reporting Standards.  This charge does not represent a recurring cost.

Profit after tax

As a result of, mainly, the increased provisions for bad and doubtful debts (₤80,1mn, €139,8mn), the provision for impairment of investments (₤23,6mn, €41,1mn) and the one-off charge for retrospective staff retirement benefits in Cyprus (₤7,9mn, €13,8mn), the Group recorded a loss after tax in 2002 of ₤21,4mn (€37,3mn).

The Group’s profit after tax for 2001, including the ₤8,8mn (€15,4mn) profit from the disposal of its shareholding in ABC Factors, amounted to ₤46,5mn (€81,2mn).

The reduction in the Group’s profits during 2002 compared to 2001 is also attributed to the fact that 2002 includes the full impact of the reduction in interest rates as well as of the adverse effects of the slowdown experienced in the global and Cyprus economies.  The above factors affected only partly the Group’s 2001 results, mainly during the last quarter of the year.

Profit after tax generated by the Group’s operations in Greece during 2002 amounted to ₤11,5mn (€20,1mn), compared to ₤11,0mn (€19,3mn) in 2001, excluding the ₤8,8mn (€15,4mn) profit from the disposal of the Group’s shareholding in ABC Factors in 2001, marking a 4,5% increase.
The Group’s insurance activities contributed ₤3,9mn (€6,8mn) to profit after tax in 2002, compared to ₤5,9mn (€10,2mn) in 2001, recording a decrease of 33,2%.  As mentioned above, the results of the Group’s insurance operations were remarkable, taking into account the extremely adverse conditions prevailing in the insurance sector in Cyprus.  The drop in core profits generated from insurance operations and the increase in core profits generated from banking operations, led to the overall decrease in the share of Group’s core profits generated by insurance operations from 9,3% in 2001 to 6,9% in 2001.
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IV.
OBJECTIVES AND PROSPECTS 

In Cyprus, the base of its operations, the Group aims at:

· increasing its profitability,

· maintaining its leading market position in banking, and

· further strengthening its market share in its other areas of activity.

In Greece, the main driver of its dynamic expansion, the Group aims at:

· increasing its market share to around 5% by the end of 2007, 

· maintaining its high ranking amongst the commercial banks operating in Greece, and

· continuous growth, while maintaining adequate profitability and liquidity.  

The year 2002 was a very difficult year for the banking sector in Cyprus as well as internationally.  Despite these adverse conditions, the Group’s core profitability was improved and will continue to improve during 2003.

The accession of Cyprus to the European Union creates excellent prospects for the Group.  The Bank of Cyprus Group will have an established presence in three European countries.  There is no doubt that, in the medium term, the economy of Cyprus will be favourably influenced by the accession to the European Union and by a possible viable solution to the Cyprus problem.

Nicosia, 25 February 2003

Note:

1.
The conversion from Cyprus Pounds (₤) to Euro (€) was made using the exchange rate of ₤1=€1,7447 at


31 December 2002. 

2.
The Group’s Consolidated Financial Statements for the year ended 31 December 2002 are available at the Bank of Cyprus Ltd Registered Office and on the Group’s website, as follows:


Registered Office
51 Stassinos Street, Ayia Paraskevi, Strovolos



P.O. Box 24884, 1398 Nicosia, Cyprus



Telephone: +357 22 842594, Fax: +357 22 378327


Website


www.bankofcyprus.com (Investor Relations)

Founded in 1899, the Bank of Cyprus Group is the leading Cypriot banking and financial services group.    The Group has been expanding rapidly in Greece.  It has an established banking presence in the United Kingdom and in 2001 it expanded to Australia.  Internationally, the Bank of Cyprus Group seeks to serve the expatriate Greek and Cypriot communities.  In addition to retail and commercial banking, the Group’s activities include finance, factoring, investment banking, brokerage, venture capital, fund management, custody, life and general insurance.  The Group currently operates through a total of 279 banking outlets, including 75 in Greece, seven in the United Kingdom, eight in Australia and one in the Channel Islands. Bank of Cyprus also has representation in the United States of America, Canada, South Africa, Russia and Romania.  At 31 December 2002, the Group’s Total Assets reached ₤8,1bn (€14,2bn) and the Group’s Shareholders’ Funds were ₤506mn (€883mn).  The Bank of Cyprus Group employs 5.518 staff worldwide.  The Bank of Cyprus shares are listed on the Cyprus and Athens Stock Exchanges.  Additional information may be found at www.bankofcyprus.com.
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