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FINANCIAL RESULTS

FOR THE NINE MONTHS ENDED 30 SEPTEMBER 2003

Α.
SUMMARY OF FINANCIAL RESULTS FOR THE NINE MONTHS 2003

The Group’s core profit (profit before provisions for bad debts and before tax) for the nine months 2003 amounted to C£71.6 mn (€122.5 mn), registering a 10% increase.

The profit after provisions for bad debts and after tax of the Bank of Cyprus Group for the nine months 2003 recorded a decrease of 46% compared to the respective 2002 period and reached C£9.8 mn (€16.8 mn), mainly due to the increased level of provisions for bad debts.
The increase in the Group’s core profit was achieved despite the introduction as of 1 January 2003 of the new, stricter Central Bank of Cyprus directive regarding suspension of interest.  According to the new regulations, in addition to suspending interest income on loans for which the Group has made a provision, banks also suspend interest income on all loans which are more than nine months in arrear and are not fully secured, regardless of whether these amounts are collectible or not.  The income on interest suspended is not therefore recognised in the financial results of banks.  The Group’s suspended net interest income has increased from C£15.4 mn (€26.4 mn) for the nine months 2002 to C£31.8 mn (€54.5 mn) for the nine months 2003.  The Group’s core profit before suspension of interest income for the nine months 2003 has recorded a 28% increase compared to the corresponding 2002 period.
The increase in the Group’s core profit for the nine months 2003 is attributed to the very good performance of the Group’s Greek operations, as well as to the positive effects of the Group’s actions for improving interest spreads.





The contribution of the Group’s Greek operations to Group core profit for the nine months 2003 reached C£28.6 mn (€48.9 mn), representing a 40% share.  The core profit of the Group’s Greek operations increased by 34% against that of the respective 2002 period.

Income Statement of the Bank of Cyprus Group
	
	9 months 2003

C£ mn
	9 months 2002

C£ mn
	+%
	Year
2002
C£ mn

	Net interest income
	140.0
	125.8
	+11.2%
	175.5

	Fees, commissions, income from insurance operations and

other income
	69.3
	67.1
	+3.3%
	92.3

	Foreign exchange income
	10.6
	11.3
	-6.0%
	14.4

	Gains / (losses) on sale and revaluation of financial instruments
	1.0
	(3.8)
	+128.1%
	(0.6)

	Total income
	220.9
	200.4
	+10.2%
	281.6

	Staff costs and other administrative expenses
	(149.3)
	(135.2)
	+10.4%
	(184.0)

	Core profit (profit before provisions for bad and

doubtful debts)
	71.6
	65.2
	+9.9%
	97.6

	Provisions for bad and doubtful debts
	(53.6)
	(33.3)
	+61.1%
	(80.1)

	
	18.0
	31.9
	-43.6%
	17.5

	Provision for impairment of available-for-sale investments
	(2.8)
	(2.5)
	
	(23.6)

	One-off charge for retrospective retirement benefits
	-
	-
	-
	(7.9)

	Profit / (loss) before tax
	15.2
	29.4
	-48.2%
	(14.0)

	Tax
	(5.4)
	(11.4)
	-52.0%
	(7.4)

	Profit / (loss) after tax
	9.8
	18.0
	-45.7%
	(21.4)

	
	
	
	
	


The year 2002 and the current year are difficult for the Cyprus banking sector, due to the slowdown in the European and local economy, especially in the tourism sector, the extended stagnation of the Cyprus stockmarket and the concurrent introduction of new, stricter interest income suspension rules.  All these factors continue to exert negative pressure on the Group’s financial results for 2003.  As a result, and based on the current prevailing conditions, the Group’s core profit for the whole year 2003 is not expected to record a material deviation from that of 2002.  As with regard to the after tax profit for the whole year 2003, the above negative factors and the increased non performing loans may lead to the need for increased provision for bad debts at the end of the year.
Β.
FINANCIAL FOOTINGS

Β.1
Group footings
The increase in the Group’s financial footings for the nine months 2003 was satisfactory.  Group total assets at 30 September 2003 reached C£8.51 bn (€14.57 bn).  Total loans and advances recorded a 13% increase compared to 30 September 2002 and amounted to C£5.45 bn (€9.33 bn).  Total customer deposits reached C£7.09 bn (€12.14 bn) and recorded a 7% increase compared to 30 September 2002.
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On 19 November 2003, the Bank successfully completed a €250 million senior debt issue.  The bond is of a three-year term and was issued at favourable terms under the Bank’s Euro Medium Term Note Program (EMTN program), which was established in September 2003.  The proceeds of the issue will increase the Group’s loanable foreign currency funds, contributing to the further expansion of its operations.

Β.2
Group footings in Greece

The footings of the Group’s Greek operations have increased significantly.  The Bank of Cyprus in Greece continues to increase its market share in Greece, which at the end of July 2003 reached 3.30% in loans and 2.84% in deposits.  The total assets of the Group’s Greek operations reached C£3.10 bn (€5.31 bn), registering a 30% annual increase.  The Greek operations’ gross advances increased to C£1.96 bn (€3.36 bn), an increase of 31%.  The customer deposits of the Group’s Greek operations reached C£2.29 bn (€3.91 bn), recording an increase of 29% on September 2002.
As a result of, mainly, the increase in the Group’s footings in Greece, the share of the Group’s loans and advances relating to its operations outside Cyprus increased to 47%, up from 44% at 30 September 2002.  The share of the Group’s customer deposits relating to its operations outside Cyprus increased to 40%, up from 35% at 30 September 2002.

Β.3
Group capital base
At 30 September 2003, the Group’s capital base reached C£764.3 mn (€1.31 bn), recording a 10% increase compared to 31 December 2002.  Since 1 October 2003, the Group’s capital base was further increased:
· In October 2003, the Bank successfully issued a €200 mn Subordinated Bond denominated in Euro under its EMTN Program.  The Bonds are step-up subordinated floating rate notes and mature in October 2013 but the Bank has the option to call them during or after October 2008.

· During October and November 2003, 25,855,668 Bank of Cyprus Centenary Warrants were exercised (76.8% of the total warrants issued).  The exercise of these warrants has increased the Bank’s capital base by C£32.3 mn (€55.3 mn).

The Bank has recently announced that, on 19 December 2003, it will redeem its C£25 mn Subordinated Bonds 2003/2008.  In addition, the Bank will proceed with the issue of Series B Capital Securities in Cyprus Pounds through a public offering in Cyprus for an amount up to C£20 mn (€34.2 mn), with the option to increase the issue amount.
The Group maintains a strong capital base.  The Group capital adequacy ratio at 30 June 2003 stood at 12.1%, compared to the minimum required of 10.0%.  The Group capital adequacy ratio, including the Subordinated Bond issue of €200 mn in October 2003 and the recent exercise of the Centenary Warrants is approximately 13.5%.



	
	
	
	
	
	
	

	
	
	
	
	
	
	

	

	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	

	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	

	
	
	
	
	
	

	
	
	
	
	
	
	

	

	
	
	
	
	
	

	
	
	
	
	
	
	























C.
ANALYSIS OF GROUP PROFITABILITY
C.1
Analysis of interest income

One of the Group’s main goals for 2003 was the increase in interest spread and in turn the improvement in interest margin and interest income.  Despite the negative effect of the reduction in interest rates in Cyprus and internationally and the introduction of the new, stricter Central Bank of Cyprus directive regarding suspension of interest, the Group managed to achieve this goal for the nine months 2003.  Thus, the Group’s interest income reached C£140.0 mn (€239.5 mn), recording an increase of 11% compared to the corresponding period of last year.  It is noted that, the Group’s suspended net interest income has increased from C£15.4 mn (€26.4 mn) for nine months 2002 to C£31.8 mn (€54.5 mn) for nine months 2003.  
The Group net interest margin for the nine months 2003 reached 2.43% compared to 2.40% for the whole year of 2002.  If the suspension of interest income is not taken into account, then the net interest margin for the nine months 2003 would be 2.83% compared to 2.59% for the whole of 2002.
For the nine months 2003, the net interest income generated by the Group’s operations in Greece reached C£51.5 mn (€88.1 mn), recording a 29% increase against the corresponding 2002 period.

C.2
Fees, commissions, income from insurance operations and other income
As a consequence of the relatively weak economic activity internationally, the Group’s total fees, commissions, income from insurance operations and other income for the nine months 2003 reached C£69.3 mn (€118.5 mn), recording an increase of 3% as compared to the corresponding 2002 period.  However, total fees, commissions, income from insurance operations and other income generated by the Group’s Greek operations recorded a considerable increase (30%).

C.3
Analysis of operating expenses
The Group’s operating expenses for the nine months 2003 reached C£149.3 mn (€255.5 mn), recording a 10% increase compared to the corresponding 2002 period.
As shown in the table below, the largest part of the increase in operating expenses is due to the Group’s Greek operations.  The operating costs of the Group’s Greek operations increased by 20% compared to the nine months 2002.  This rate of increase is significantly lower than the rate of increase in the footings of the Group’s Greek operations (30%), and is mainly the result of the Group’s efforts to contain costs.  It is worth noting that the increase in the costs of the Group’s Greek operations is attributed to the expansion of the Bank’s network to 81 branches, up from 71 branches at 30 September 2002.

Analysis of operating expenses by geographic sector

	
	Nine months 2003

C£ mn
	Nine months 2002

C£ mn
	 +%

	Cyprus
	95.6
	86.8
	+10.1%

	Greece
	41.3
	34.5
	+19.8%

	Other countries (mainly United Kingdom)
	12.4
	13.9
	-11.2%

	Total operating expenses
	149.3
	135.2
	+10.4%


In Cyprus, the increase in operating expenses amounted to 10% and is mainly due to the increase in staff remuneration costs.
In the geographic sector shown as “other countries”, operating costs decreased, mainly due to the restructuring of the Group’s operations in the United Kingdom, where costs showed a 13% decrease.
C.4
Analysis of core profit by geographic sector

The Group’s operations outside Cyprus contributed 50% of Group core profit.  This is in accordance with the set Group policy for expansion abroad, especially in Greece.
Analysis of core profit by geographic sector

	
	Nine months 2003

C£ mn
	Nine months 2002

C£ mn
	 +%

	Cyprus
	36.1
	38.6
	-6.5%

	Greece
	28.6
	21.4
	+33.8%

	Other countries (mainly United Kingdom)
	6.9
	5.2
	+32.8%

	Total core profit
	71.6
	65.2
	+9.9%


An amount of C£28.6 mn (€48.9 mn), i.e. 40% of Group core profit for the nine months 2003, is generated by the Group’s Greek operations.  These profits recorded a 34% increase compared to the corresponding 2002 period, as a result of concerted efforts to increase the Group’s financial footings and income, whilst at the same time containing operating costs.

The increase in the core profit generated by the Group’s operations in the United Kingdom was also significant, mainly due to the restructuring of the Group’s operations in the United Kingdom and to cost containment.
C.5
Provisions for bad and doubtful debts

The provision charge for bad and doubtful debts for the nine months 2003 reached C£53.6 mn (€91.8 mn), compared to C£33.3 mn (€57.0 mn) for the corresponding period of 2002.  As already mentioned the Group follows a policy of increased provisions, also due to the slowdown in the European and Cyprus economy, especially in the tourism sector.  It is stressed 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 collect these amounts.
For comparison purposes, we note that the provision charge for bad and doubtful debts for the nine months 2002 was much lower in relation to the charge for the whole year 2002.  

The Group’s non-performing loans and advances (after the suspension of interest income) at 30 September 2003 reached C£595 mn (€1.02 bn), representing 11% of total Group loans and advances.  Non-performing loans and advances have increased since 31 December 2002 (C£382 mn, €653 mn), mainly due to the new, stricter Central Bank of Cyprus rules regarding interest income suspension.
C.6
Analysis of profit by line of business

The most significant part of Group profit is generated by banking operations, which contributed 91% towards Group core profit for the nine months 2003.  The contribution of the banking operations to total Group profit before tax dropped to 59%, mainly as a result of the high provision charge for bad and doubtful debts.   The Group’s insurance operations generated profit before tax of C£5.4 mn (€9.2 mn), compared to C£4.5 mn (€7.6 mn) in the corresponding 2002 period.





























	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	




































D.
OBJECTIVES AND PROSPECTS 

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

· increasing its profitability,

· maintaining its leading market position in the banking sector, 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

· continuing its growth, whilst maintaining satisfactory profitability and liquidity.  

Undoubtedly, the year 2002 and the current year are difficult for the Cyprus banking sector, due to the slowdown in the European and local economy, especially in the tourism sector, the extended stagnation of the Cyprus stockmarket and the concurrent introduction of stricter interest income suspension rules.  All these factors continue to exert negative pressure on the Group’s financial results for 2003.  As a result, and based on the present prevailing conditions, the Group’s core profit for the whole year 2003 is not expected to record a material deviation from that of 2002.  As with regard to the after tax profit for the whole year 2003, the above negative factors and the increased non performing loans may lead to the need for increased provision for bad and doubtful debts at the end of the year.


In the medium term, the economy of Cyprus will be favourably influenced by Cyprus’ accession to the European Union as well as by a possible viable solution of the Cyprus problem, a development which is anticipated to also have a positive impact on the Group’s operations and profitability.


Nicosia, 25 November 2003

Notes:

1.
The conversion from Cyprus Pounds (C£) to Euro (€) was made using the exchange rate at 
30 September 2003 of C£1=€1.7110. 

2.
The Group’s Condensed Consolidated Financial Statements for the six months ended 30 June 2003 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, fund management, custody, life and general insurance.  The Group currently operates through a total of 278 banking outlets, of which 181 operate in Cyprus, 81 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 30 September 2003, the Group’s Total Assets reached C£8.51bn (€14.57bn) and the Group’s Shareholders’ Funds were C£510mn (€872mn).  The Bank of Cyprus Group employs 5.624 staff worldwide.  The Bank of Cyprus shares are listed on the Cyprus and Athens Stock Exchanges.  Additional information can be found at the Group’s website www.bankofcyprus.com.
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Analysis of Expenses by Geographical Sector
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