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Athens, 24 February 2005

PRESS RELEASE

2004 Annual Financial Statements

Far-reaching measures for transparency and Balance Sheet clean up
Losses of EUR 67 million and suspension of dividend payment

Bonus issue 2:10 shares 

Positive outlook for the profitability of 2005

SIGNIFICANT INITIATIVES FOR ENHANCING TRANSPARENCY AND CLEANING UP THE BALANCE SHEET

At the announcement of first-half results 2004, the management addressed several pending issues, which were expected to have a negative impact of EUR 150 million on shareholders’ funds by year-end 2004. In the full year results, some of these adjustments have been recorded in the Profit & Loss Account, instead of being charged directly against net equity, in order to enjoy specific tax benefits in future fiscal years. These adjustments of EUR 101.1 million refer to:

· EUR 30.8 million provisions related to the write-off of participations in not fully consolidated companies that are put into liquidation.

· Bad claims from previous years recorded in transitory accounts are addressed by a EUR 12 million provision for write-offs and a EUR 7 million exceptional loss charge.

· EUR 20 million special provisions according to Law 3259/2004 “on payments due”.

· EUR 31.3 million charges for compensation paid to approximately 400 employees that participated in the Bank’s voluntary retirement schemes.

All the above adjustments contributed to a net loss of EUR 67 million and the suspension of the dividend.

Moreover, the following adjustments of EUR 78.7 million were charged directly against shareholders’ funds:

· Write-offs of EUR 21.2 million in non-affiliated companies.

· Write offs-of EUR 57.5 million in non-consolidated companies, from which the largest part accounts to Phoenix Metrolife.

All the above mentioned negative adjustments exceeded our initial estimate for EUR 150 million, as reported at first-half results, due to the charges related to bad claims in transitory accounts and to special provisions according to Law 3259/2004.

The negative impact on shareholders’ funds is counterbalanced by the EUR 215.5 million surplus value, stemming from the revaluation of the Group’s fixed assets at market prices.

The Board of Directors will propose to the Annual General Meeting two bonus for every ten shares held, owing to the capitalization of the revaluation reserve of real estate assets.

The above-mentioned adjustments, recorded in the Profit & Loss Account and charged directly against shareholders’ funds, reflect the management’s commitment to secure full transparency of the financial statements. With this strategic decision, the management assures the shareholders that any pending issues that could impact the Group’s financial statements have been reported in 2004. Consequently, the financial statements of 2005 should reflect the Group’s growth prospects.

IMPLEMENTATION OF THE GROUP’S STRATEGY

In line with the new Group strategy, several business initiatives have been deployed with some first positive results:

· Strong growth in Retail banking

The Pegasus programme is the main driver in the efforts to reposition Emporiki Bank in the domestic retail banking market. The success of implementing the programme so far is evident as 175,000 new private clients were acquired and more than 7,000 new SME clients established a borrowing relationship with the Bank. For 2004, highlights in retail banking include:

· A 10.2% market share in mortgages (increase of 0.5 percentage points), with 17,500 new loans in 2004. In Q1 2005, a series of new mortgage products will be launched (flexible instalments, capped interest rate and fixed rate for longer terms) to satisfy a broad range of demand for mortgages.

· A 9% market share in consumer loans (credit cards included), i.e. an increase of 1.1 percentage points, with 66,400 new loans in 2004. For 2005, the management focuses on developing its presence in the credit card market, targeting to double its respective market share in the next three years.

· An increase in consumers’ deposits of EUR 732.4 million, putting emphasis on salary accounts and on increasing the usage of alternative networks.

· Outstanding balances of EUR 3.2 billion in consumers’ time deposits and capital guaranteed products.

· More than 15,000 bancassurance contracts sold through the Bank’s network, while in 2005 life insurance products will be further enhanced.

· Strengthening of the Bank’s relationship with SMEs, which now account for 32,000 clients. 

· The completion of the plan for rationalising the Bank’s network was completed in 2004. In 2005, selective merger of branches and new openings will reinforce the Bank’s presence in new developing areas.

· Improving efficiency in Wholesale banking

A review was performed in the wholesale banking loan portfolio, using as criteria the potential to improve loan margins and to get additional business in the share of wallet of the client. Specifically in 2004:

· The portfolio of private sector large corporate customers has been enriched by 36 new accounts.

· Loan disbursements to the public sector and large public enterprises decreased by 24.3% and 17.6% respectively. 

· 32 new bond issues for EUR 240.8 million were arranged.

· Remodelling of credit risk management

· Special divisions for credit control were established within the Retail and the Wholesale banking business units. The introduction of the “dual control principle” allows for the segregation between the credit application and the credit approval procedure. These structural changes in the credit management process will reinforce the efficient management of the existing loan portfolio and they ensure the improved quality of the new loans to be underwritten.

· Introduction of a strict credit scoring system for the evaluation of corporate customers, which is compatible with Basel II requirements.

· Loans to consumers were successfully incorporated into e-collect, a special monitoring system for receivables delayed from one to 180 days. The first results are positive, as NPLs of consumer loans decreased by 37 basis points. In first-half of 2005, e-collect will be applied to SME loans too.

· The non-performing loans division has been strengthened, introducing a focused approach to recover loans in arrays for over six months, using methods tailored by loan segment and product category (loans to corporates and consumers, credit cards etc.)

ACTIONS TO IMPROVE EFFICIENCY

Based on the three-year business plan, a number of areas to streamline operating costs were identified. In line with the action programme, specific measures have been implemented in 2004. The target is to complete most of the actions by the year-end 2005, while the full positive impact is expected to be depicted in fiscal year 2006.

· Personnel expenses

· Voluntary retirement scheme of the Bank

During the fourth-quarter of 2004, two voluntary retirement schemes were executed. One was addressed to high-rank personnel and the other to support staff; approximately 400 employees left in total.

· Decrease in the personnel of subsidiaries

In 2004, 166 people left from the Group’s subsidiaries. 

· Administrative expenses

During 2004, specific measures were taken to relocate the Group’s staff functions from rent properties to Bank owned, renegotiate vendor contracts and rationalize telecom and postal services, while a new series of actions for the reduction of operating expenses is expected to be applied in 2005.

GROUP RESTRUCTURING 

As far as the efficient allocation of capital is regarded, specific initiatives were introduced in 2004:

· Absorption of 7 and liquidation of 3 subsidiaries

The absorption of Emporiki Investment Bank, Emporiki Investments, Emporiki Factoring and Emporiki Capital was completed in December 2004, as it was initially planned. Following this merger, the Group achieved economies of scale and allowed for the improved alignment of the operations of the subsidiaries with the Bank’s business units.

· Reassessment of the Group’s presence abroad

Exiting Armenia and Georgia is expected to release capital of more than EUR 6 million. Also, the downsizing of operations in U.K. and Germany led to further cost containment.

· Adoption of a modern and flexible organizational structure

The Group’s new organizational structure was completed during 2004, which targets to establish a Group notion. Two large business units were created, those of retail and wholesale banking. Meanwhile, the supporting functions were upgraded to Group level to endorse the appropriate monitoring and evaluation of operations. Finally, two new staff functions were established, the CFO office and the MIS division, focusing on the rationalization of operating costs and the enhancement of management information.

CAPITAL AND DIVIDENDS

The Board of Directors will propose to the Bank’s Annual General Meeting to suspend dividend for the fiscal year 2004. Furthermore, the Board of Directors – opting for further clean up of the Balance Sheet – will propose to the AGM the increase of the Bank’s share capital through the capitalization of part of the share premium account followed by the commensurate decrease of the share capital.

«We are optimistic for succeeding in the difficult task of restructuring Emporiki, as in 2004 we have taken critical decisions on important issues for the Group. The first signs in the implementation of our strategy are positive.

Suspending the dividend might cause disappointment to some investors. However, we strongly believe that the depiction of all pending issues into our financial statements consists a necessity for the establishment of a trustworthy and respectful relationship with our clients, employees and shareholders. These actions ensure the Group’s long-term prospects, while it surpasses any short-term gain. Moreover, the Board of Directors will propose to the Annual General Meeting a two for ten bonus issue.

The pivotal point for eliminating Emporiki’s competitive disadvantages remains the solution of its pension issue. The management is optimistic for achieving a solution for its pension issue, based on the explicit intention of the Government, as it was publicly expressed by the relevant Ministers following a meeting on 21.01.2005.»

Georgios Provopoulos, Chairman and Managing 

FINANCIAL STATEMENTS OF THE FISCAL YEAR 2004

	Emporiki Bank on consolidated basis
	 

	(in EUR million)
	FY04
	FY03
	Change

	Net interest income
	649.5
	611.8
	6.2%

	Total income
	834.5
	830.5
	0.5%

	Operating costs
	694.0
	624.6
	11.1%

	Profit before tax 
	-48.8
	112.8
	-143.2%

	Net interest margin (NIM)
	3.70%
	3.62%
	

	Cost to income
	83.2%
	75.2%
	 


Net interest income increased by 6.2% to EUR 649.5 million vs. EUR 611.8 million in 2004. Net interest margin for the Group (including the impact of the leasing activities) rose to 3.70% from 3.62% last year, while the net interest margin for the Bank remained unchanged at 3%. Net interest income has benefited from the 11.5% growth of the total outstanding Bank loans and the continuing shift in the loan mix in favour of retail loans (consumer loans and mortgages), which now amount to 37% of the total portfolio versus 31% in the same period in 2003 (parent level). Full-year 2004 net interest income has been adversely impacted by the significant decrease in interest income from fixed income securities, following the reduction of the average bond portfolio by EUR 1.2 billion (-38%) and the change in the hedging method.

Net fee and commission income stood at EUR 148.6 million showing a 6.5% decline compared to 2003.

Income from financial transactions decreased to EUR 16.5 million compared with EUR 30.4 million last year, as the equity portfolio decreased by EUR 274 million (-72%), reflecting the management’s decision to significantly reduce the Group’s exposure to equity market risk.
Personnel costs rose to EUR 424.7 million, showing a 13.9% increase compared to 2003. This figure includes a EUR 49.2 million contribution paid to cover the deficit of Emporiki’s auxiliary pension fund (TEAPETE), a EUR 38.3 million compensation paid to the employees that participated in the Group’s voluntary retirement schemes, as also a EUR 4 million charge related to 2003 (a bonus payment to the Bank’s network personnel and the retrospective increase of staff expenses resulting from the Bank’s agreement with its trade unions).
Administrative expenses were up 1.2% year-on-year, reflecting a first round of cost containment initiatives that begin to unfold within the Group.

Provisions increased by 80%, making full use of the 1% tax effective corridor, targeting to cover any possible non-performing loans.

The cost to income ratio deteriorated to 83.2% in the nine-month period of 2004 vis-à-vis 75.2% in 2003. The cost to income ratio excluding contributions to fund deficits in the auxiliary pension fund stood at 77.3%.

Total loans increased by 10.8%, on an annualised basis, to EUR 13.3 billion, driven by the continuing shift of the loan portfolio mix towards lending to households and SMEs. 

The Bank’s new mortgage disbursements totalled EUR 1,124.5 million in 2004, with total mortgage lending outstandings reaching EUR 3.4 billion, a 29.5% increase vis-à-vis 2003. The Bank’s new consumer loan disbursements (EUR 622.6 million) boosted the total consumer loan and credit card outstandings to EUR 1.5 billion, up 41.3% year-on-year. Total outstandings to SMEs amounted to EUR 4.5 billion, showing a 9.2% annual increase.

With regards to credit quality, at the end of 2004, the NPL
 ratio stood at 5.1%, with the coverage ratio standing at 70%. The impact of the implementation of the above-mentioned actions related to significant improvements in the credit risk management process are expected to gradually lower the NPL ratio.

At the end of nine-month 2004, customer deposits, including repos, increased by 6.4% to EUR 14.6 billion, of which EUR 7.2 billion are savings deposits. 

At the end of 2004, the Group’s own funds stood at EUR 1.3 billion and the Tier I ratio is estimated at 9%. Following the establishment of its EMTN programme at end July 2004, the Bank, through a special purpose subsidiary, launched a EUR 350 million Lower Tier II benchmark transaction, which brings the BIS ratio of the Group at 11.5%.

	Emporiki Bank on consolidated basis
	
	
	

	Profit & loss account 
	
	
	
	
	
	
	

	(EUR m)
	FY04
	FY03
	Ch (%)
	4Q04
	3Q04
	2Q04
	1Q04

	Net interest income
	649.5
	611.8
	6.2%
	165.6
	165.4
	165.3
	153.2

	Net commission income
	148.6
	159.0
	-6.5%
	32.5
	39.0
	35.7
	41.4

	Income from securities
	5.9
	12.9
	-54.3%
	-1.5
	0.7
	3.1
	3.6

	Trading gains
	16.5
	30.4
	-45.8%
	-1.8
	-5.4
	6.7
	17.0

	Other operating income
	13.9
	16.4
	-15.3%
	3.9
	3.1
	3.6
	3.2

	Total income
	834.5
	830.5
	0.5%
	198.8
	202.8
	214.3
	218.5

	
	
	
	
	0.0
	
	
	

	Staff costs
	424.7
	372.9
	13.9%
	133.2
	98.5
	93.6
	99.4

	Administrative expenses
	136.4
	134.8
	1.2%
	37.4
	29.3
	35.9
	33.7

	Depreciation
	129.7
	111.0
	16.9%
	28.7
	32.8
	35.8
	32.4

	Other costs
	3.3
	6.0
	-45.7%
	0.6
	2.7
	0.0
	0.0

	Operating costs
	694.0
	624.6
	11.1%
	199.9
	163.3
	165.3
	165.5

	
	
	
	
	
	
	
	

	Revaluation differences
	30.9
	13.6
	127.0%
	30.9
	
	
	

	Provisions
	161.3
	89.7
	79.9%
	63.5
	26.1
	33.2
	38.5

	Extraordinary income
	3.0
	10.3
	-70.6%
	-0.4
	-2.0
	5.1
	0.3

	
	
	
	
	
	
	
	

	Pre tax profit (loss)
	-48.8
	112.8
	
	-95.9
	11.4
	20.9
	14.8

	Tax
	23.5
	37.0
	
	
	
	
	

	Minorities
	5.2
	-4.1
	
	2.9
	0.7
	0.1
	1.5

	Net profit (loss)
	-67.0
	71.8
	
	-116.5
	12.0
	21.0
	16.4


	Loans of Emporiki Bank (parent data)
	 
	 
	 

	(EUR million)
	31.12.04
	Change
	30.09.04
	30.06.04
	31.03.04
	31.12.03

	Business sector 
	7,962.5
	3.5%
	7,983.1
	8,022.3
	7,999.7
	7,692.6

	- of which SMEs
	4,469.2
	9.1%
	4,388.1
	4,386.4
	4,345.6
	4,094.5

	Public entities 
	375.1
	-24.3%
	405.1
	459.2
	463.1
	495.8

	Consumer loans
	1,510.9
	41.3%
	1,413.6
	1,334.6
	1,239.5
	1,069.0

	Mortgages 
	3,392.1
	29.5%
	3,182.2
	2,993.7
	2,792.1
	2,618.7

	Total
	13,240.6
	11.5%
	12,984.0
	12,809.8
	12,494.4
	11,876.0


	Deposits of Emporiki Bank (parent data)
	 

	(EUR million)
	31.12.04
	Change
	30.09.04
	30.06.04
	31.03.04
	31.12.03

	Sight
	1,656.29
	4.0%
	1,570.9
	1,572.2
	1,603.9
	1,593.1

	Savings
	7,232.31
	7.3%
	7,028.5
	6,898.8
	6,742.5
	6,738.8

	Time and other
	4,577.80
	20.8%
	4,164.7
	3,638.8
	4,015.4
	3,791.1

	Repos
	1,118.75
	-29.5%
	1,494.4
	1,722.1
	1,326.6
	1,586.6

	Total
	14,585.16
	6.4%
	14,258.5
	13,831.9
	13,688.4
	13,709.6


Enquiries: Vassilios Psaltis, Investor Relations Officer, +30 210 328 4910                 

� Non-performing loans are defined as loans that are in delay of over six months.
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