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FINANCIAL RESULTS FOR THE 

FIRST HALF OF 2004

THE SIGNIFICANT INCREASE IN PROFITABILITY CONTINUES

A.
SUMMARY OF RESULTS

· The profitability of the Bank of Cyprus Group for the first half of 2004 continued its significant increase.

· Group profit after tax reached C£16,2mn (€27,9mn), recording a 90% increase compared to the corresponding half of 2003.

· The Group’s core profit (profit before provisions for bad and doubtful debts and before tax) for the first half of 2004 amounted to C£63,3mn (€108,9mn), registering a 36% increase against the corresponding half of 2003. 

· The core profit from the Group’s activities in Cyprus recorded a 49% increase and amounted to C£34,2mn (€58,8mn).  The increase was the result of the continuation of the programme for enhancing the Group’s revenues generated by its Cyprus operations, especially in the banking activities, as well as the cost containment effort.

· The Group’s core profit in Greece continued its upward trend and reached C£24,4mn (€41,9mn), recording a 33% increase against the first half of 2003. 

Condensed Income Statement of the Bank of Cyprus Group

	
	1st Half 2004

C£mn
	1st Half 2003

C£mn
	 +%
	Year

2003

C£mn

	Net interest income 
	116,4
	91,2
	+27,5%
	198,5

	Net fees and commissions, income from insurance operations and other income
	51,2
	45,1
	+13,5%
	95,2

	Foreign exchange income
	7,5
	6,6
	+14,9%
	14,2

	(Losses)/gains on sale and revaluation of financial instruments
	(3,8)
	1,7
	
	(0,8)

	Total income
	171,3
	144,6
	+18,4%
	307,1

	Staff costs and other operating expenses
	(108,0)
	(98,1)
	+10,0%
	(206,5)

	Core profit (profit before provisions)
	63,3
	46,5
	+36,1%
	100,6

	Provisions for bad and doubtful debts
	(38,7)
	(32,2)
	+20,1%
	(110,2)

	
	24,6
	14,3
	+71,8%
	(9,6)

	Provision for impairment of available-for-sale investments 
	(2,5)
	(2,7)
	
	(7,8)

	Profit/(loss) before tax
	22,1
	11,6
	+90,2%
	(17,4)

	Tax
	(5,9)
	(3,1)
	+90,1%
	(11,4)

	Profit/(loss) after tax 
	16,2
	8,5
	+90,2%
	(28,8)

	
	
	
	
	

	Earnings/(loss) per share (in cent) 
	3,5
	1,9
	
	(6,5)

	Cost / Income  ratio 
	63,0%
	67,8%
	
	67,3%

	
	
	
	
	


· The Group’s net interest income for the first half of 2004 recorded a significant improvement (28%) compared to the corresponding period of 2003, as a result of the actions taken which aimed at further improving the Group’s pricing strategy and collecting overdue amounts. 

It is noted that this increase was achieved despite the adoption of a stricter Central Bank of Cyprus directive regarding suspension of interest income as from 1st January 2004.  According to the new regulations, banks do not recognise interest income on loans and advances which are not fully secured and are more than six months in arrear, instead of more than nine months that applied in 2003.

· The increase in operating expenses amounted to 10% against the first half of 2003, and compares favourably with the increase in total assets of 20%, especially considering the increase in the branch network of Bank of Cyprus in Greece.  The cost to income ratio improved to 63% for the first half of 2004 compared to 67% for the corresponding period of 2003.

Since the beginning of the year, the Bank of Cyprus in Greece has established nine new branches.  The Greek branch network numbers 92 branches, with a target of 100 branches by the year-end. 

· The increase in total income by 18% and the contained increase in costs (10%) led to the improvement of the cost to income ratio to 63% for the first half of 2004 compared to 67% for the corresponding period of 2003.

The Group’s operations in Greece benefit from economies of scale and these benefits are expected to further increase as the footings of the Group’s Greek operations expand even further.  These benefits, in conjunction with the freezing of recruitments in Cyprus, have contributed towards the containment of expenses.

· The provision charge for bad and doubtful debts for the first half of 2004 reached C£38,7mn (€66,6mn), which amounts to 1,3% of total loans and advances, calculated on an annualised basis.

B.
FINANCIAL FOOTINGS
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Β.1
Total assets

The increase in the Group’s financial footings for the first half of 2004 is considered very satisfactory. Group total assets at 30 June 2004 reached C£9,95bn (€17,11bn) and were 20% higher than 30 June 2003.  As at the same date, the total assets of the Group’s Greek operations reached C£3,90bn (€6,70bn), registering a 36% annual increase. 

Β.2
Loans and advances

The Group’s total loans and advances at the end of June 2004 recorded a 13% annual increase and amounted to C£6,10bn (€10,49bn).  The Group’s Greek operations contributed significantly towards this increase, reaching C£2,35bn (€4,04bn), an increase of 26% compared to 30 June 2003. According to the May 2004 figures published by the Bank of Greece, the annual growth rate of loans and advances of Bank of Cyprus Greece was 28%, against 18% for the total Greek banking market.  The Group’s loans and advances relating to its operations in Greece accounted for 39% of the Group’s total portfolio at end of June 2004.

Β.3
Customer deposits

Total customer deposits reached C£8,26bn (€14,21bn) and recorded a 20% increase compared to   30 June 2003.  The customer deposits of the Group’s Greek operations recorded an impressive increase (37%) and reached C£2,87bn (€4,94bn).  According to the May 2004 figures published by the Bank of Greece, the annual growth rate of customer deposits of Bank of Cyprus Greece amounts to 38%, against 11% for the total Greek banking market.  According to the same source, the market share of Bank of Cyprus in terms of deposits was 3,39%.  The Group’s operations in Australia recorded a 14% increase.

Β.4
Group capital base
The Group maintains a strong capital base, which amounted to C£899,0mn (€1,55bn) at 30 June 2004, marking an 18% increase compared to 30 June 2003.  During the first half of 2004, Bank of Cyprus successfully completed the public issue of Capital Securities Series B in Cyprus pounds, for a total amount of C£30mn (€51,6mn). 
C.
ANALYSIS OF GROUP PROFITABILITY
C.1
Analysis of net interest income
As a result of the actions taken by the Group which were aimed at further improving its pricing strategy and collecting arrears, the Group’s net interest margin for the first half of 2004 improved to 2,62% compared to 2,53% for 2003.  Net interest income for the first half of 2004 reached C£116,4mn (€200,1mn), recording a 28% increase against the corresponding half of the previous year.  It is noted that the Group’s suspended net interest income was contained at the same level as that of the corresponding prior year period as a result of the significant collections of arrears.

For the first half of 2004, the net interest income generated by the Group’s operations in Greece reached C£41,7mn (€71,7mn), recording a 26% increase against the corresponding half of 2003.

The increase in interest spreads and consequently the improvement in the Group’s net interest margin and net interest income continues to be a key short term objective of the Group.

C.2
Other income
The Group’s net fees, commissions, income from insurance operations and other income for the first half of 2004 reached C£51,2mn (€88,1mn), recording an increase of 14% compared to the first half of 2003. 

The Group’s insurance operations continued their positive track record, achieving increased revenues. 

Foreign exchange income also recorded a noteworthy increase of 15% against the first half of 2003.

C.3
Analysis of operating expenses
The continued efforts for the containment of the Group’s operating expenses had another positive impact during the first half of 2004.  Operating expenses increased by 10% compared to the first half of 2003, despite the 20% increase in total assets.  

The increase in total income by 18% and the contained increase in costs (10%) led to the improvement of the cost to income ratio to 63% for the first half of 2004 compared to 67% for the corresponding period of 2003.

The Group’s operating expenses in Greece increased by 15% compared to the first half of 2003.  This rate of increase is significantly lower than the rate of increase in the footings of the Group’s Greek operations (36% according to growth in total assets).  The Group’s Greek operations are inevitably affected by economies of scale, which are expected to generate more benefits as the footings of the Group’s Greek operations increase further.  Since the beginning of the year, nine new branches have opened by the Bank in Greece.  The branch network of the Bank in Greece now numbers 92 branches, with a target to reach 100 branches by the end of the year. 

In Cyprus, the increase of operating expenses amounted to 9% as compared to the corresponding prior year period.  The Group’s ‘hire freeze’ in Cyprus is expected to generate additional benefits.  

The operating costs attributable to the other countries in which the Group operates recorded a small increase compared to the first half of 2003.
Analysis of operating expenses by geographic sector

	
	1st Half 2004

C£ mn
	1st Half 2003

C£ mn
	 +%

	Cyprus
	68,7
	63,0
	+9%

	Greece
	31,0
	27,0
	+15%

	United Kingdom and Australia
	8,3
	8,1
	+2%

	Total operating expenses
	108,0
	98,1
	+10%


C.4
Analysis of core profit by geographic sector
	
	1st Half 2004

C£ mn 
	1st Half 2003

C£ mn
	 +%

	Cyprus
	34,2
	23,0
	+49%

	Greece
	24,4
	18,4
	+33%

	United Kingdom and Australia
	4,7
	5,1
	-8%

	Total core profit
	63,3
	46,5
	+36%


The Group’s core profit in Cyprus recorded a significant improvement during the first half of 2004 and is 49% higher than the corresponding half of 2003.  The improvement is the result of the increase in the net interest margin of the Group’s Cyprus operations and the contained increase in costs.

The core profit generated by the Group’s Greek operations during the first half of 2004 recorded a significant increase of 33% against the corresponding half of the previous year.  An amount of C£24,4mn (€41,9mn), i.e. 39% of Group core profit for the first half of 2004, is generated by the Group’s Greek operations.  The increase in the core profitability of the Group’s Greek operations is the result of the co-ordinated actions taken for increasing financial footings and revenues and for containing operating costs. 

Bank of Cyprus Australia had its first profitable year in 2003, after only three years of operation and continues its profitability in 2004.

The Group’s operations outside Cyprus generated 46% of Group core profit during the first half of 2004, in line with the set Group policy for further expansion abroad, especially in Greece.

C.5
Provisions for bad and doubtful debts

The provision charge for bad and doubtful debts for the first half of 2004 reached C£38,7mn (€66,6mn), which amounts to 1,3% of total loans and advances, calculated on an annualised basis. 

At 30 June 2004, the Group’s net non-performing loans and advances (after the suspension of interest income) represented 10,0% of total Group loans and advances, against 10,2% at 31 December 2003, despite the introduction of stricter regulations regarding suspension of interest income by the Central Bank of Cyprus.
C.6
Analysis of core profit and profit before tax by line of business

The most significant part of Group profit is generated by banking operations, which contributed 93% towards Group core profit and 80% towards profit before tax during the first half of 2004.  The Group’s insurance operations generated profit before tax for the first half of 2004 of C£4,2mn (€7,2mn), recording an increase of 14% against the corresponding half of 2003.

D.
OBJECTIVES AND PROSPECTS 

In Cyprus, where the core of our operations is based, the Group aims at:

· reducing the level of non performing loans,

· increasing the profitability of our operations,

· maintaining our leading market position in banking (deposits and advances), 

· strengthening our market share in the Group’s other areas of activity, with particular emphasis on exploiting cross-selling opportunities, and

· attracting customers that are now entering the market, as well as small and medium sized businesses.

In Greece, the focus of our dynamic expansion, the Group aims at:

· growing our customer base with a parallel increase in our market share to around 5% in deposits and advances by the end of 2007,

· steadily approaching the size of the largest Greek banking groups,

· maintaining a balance between the rate of our expansion, profitability and liquidity, 

· sustaining the flexibility of our organisational structure, in order to offer specialised products for all sectors where our customers operate and to promptly respond to new opportunities, and 

· increasing our portfolio of advances, with emphasis on consumer and small and medium business sectors.

The internationalisation of the Group (Cyprus, Greece, United Kingdom, Channel Islands, Australia) provides us with a competitive advantage for increasing our revenues through the exploitation of synergies between the Group’s units, particularly in light of the accession of Cyprus to the European Union.

With a strong capital base, increasing core profitability and a dynamic expansion path in Greece, the Bank of Cyprus Group may look forward to the future with optimism.

The results to date continue to be encouraging and it is expected that the increased profitability of the Group will continue for the rest of the year 2004.

Nicosia, 30 August 2004

Notes:

1.
The conversion from Cyprus Pounds (C£) to Euro (€) was made using the exchange rate at 30 June 2004 of €1=C£0,5815. 

2.
The Group’s Condensed Consolidated Financial Statements for the six months ended 30 June 2004 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 379655


(  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 285 banking outlets, of which 178 operate in Cyprus, 92 in Greece, six 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 June 2004, the Group’s Total Assets reached C£9,95bn (€17,11bn) and the Group’s Shareholders’ Funds were C£531mn (€912mn).  The Bank of Cyprus Group employs 5.808 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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