Alpha Bank Results H1 2005
Net Profit at Euro 225.4 million (+7.1%)

“We are pleased to report continued progress. We are delivering highly profitable growth and are well positioned for the future. New initiatives are underway to strengthen lending to small businesses in Greece and to allow for faster expansion of operations in Southeastern Europe. This is to bring more balanced business development as well as better quality and higher earnings over time on a sustainable basis.”
Yannis S. Costopoulos, Executive Chairman

“In Q2 2005, we raised business volume growth in all areas, with the largest gains in consumer credit and mortgages as well as in asset gathering. In terms of credit extended to individuals, this quarter we became the market leader in new balances. With costs remaining subdued, recurring earnings expanded by 23.1% vs. Q1 2005, setting the stage for even stronger results in the remainder of this year.”
Demetrios P. Mantzounis, Managing Director
FINANCIAL SUMMARY

· Earnings per share at Euro 0.78 in H1 2005 from Euro 0.73 last year
· Net profit attributable to shareholders up by 7.2% to Euro 223.3 million 

· Recurring earnings up by 15.2% to Euro 259.6 million 

· Net Interest Income up by 13.7% to Euro 582.8 million 
· Cost to income ratio at 50.5%  

· Return on equity at 21.5% 
· Capital adequacy at 15% with Tier I at 11.5% and core Tier I at 8.6%
KEY DEVELOPMENTS
· Retail banking drives profitability forward.
Profit before tax from retail operations in Greece rising by 57.7% year-on-year to Euro 127.6 million in H1 2005, supported by accelerating consumer credit and mortgages growth of 44.2% and 32% respectively, as well as traditional deposits growing by 13.5%. 

· Growth in international retail business picking up fast. 
Consumer credit and mortgages in Southeastern Europe expanding by 43.3% to Euro 589 million at end-June 2005, as new products are being rolled out and new locations are added to the branch network.  

· Recurring cost growth remains below 5% in line with business plan. 
Growth in wages and salaries year-on-year contained to 3.7% in H1 2005 while general expenses adjusted for one-offs rose only by 2.8%.  
· Favorable profitability prospects and our strong capital position lead to more intensive use of our share buyback program 

Treasury stock standing at 0.55% at end-June 2005 from 0.38% at end-March 2005.
· The June 2005 strike of the Federation of Banking Employee Unions does not interfere with the attainment of our targets
Our Branches operated normally during the strike with no loss of business.
OVERVIEW OF H1 2005 PERFORMANCE
In H1 2005, net profit after tax reached Euro 225.4 million, compared with Euro 210.4 million last year. On a recurring basis, that is adjusting for the Delta Singular impact (Euro 38.4 million in H1 2004 in income from the sale of certain of its business activities to First Data and Euro 11.5 million in other income following the merger with the Bank), the adjusting for the Olympic Sponsorship impact (Euro 14 million in income and Euro 42.1 million in expenses in H1 2004), the first-time earnings of Jubanka (Euro 5.5 million in H1 2005), and excluding trading gains (Euro 4.6 million in H1 2005 and Euro 48.9 million in H1 2004), profit before tax reached Euro 259.6 million in H1 2005 vs. Euro 225.3 million in H1 2004. This increase (+15.2%) reflects more accurately underlying earnings growth dynamics.
Νet interest income grew by 13.7% year on year, reflecting the changing mix of loans in favour of high–spread lending. This is confirmed from the acceleration of the increase in net interest income during the second quarter of 2005 (+7.9% vs. Q1 2005). The overall margin in H1 2005 remained more or less unchanged vs. last year at 3.2%, with quarter fluctuations reflecting short-term asset movements. Net interest income has been restated upwardly starting in Q1 2004 due to reclassification of hybrid capital from debt to equity, with dividend payments to hybrid capital holders affecting directly the equity position. Fee and commission income expanded by 6.2% as between quarters, which bodes well for the growth in this type of income in 2005 as a whole, in line with budgetary objectives. This is currently being strengthened by a major refocusing of our business organization through more targeted product management and sales initiatives. On a yearly basis, fee and commission income in H1 2005 shows a marginal improvement if an adjustment is made for extraordinary revenue of around Euro 8 million related to the Olympics in H1 2004. Income from financial operations was negative in Q2 2005 (Euro -10.3 million) owing to adverse market movements affecting positions taken within risk limits set by management. Finally, other income rose by Euro 16.8 million as between quarters, of which Euro 11.5 million represents provisions reversal and goodwill generated out of the merger of Delta Singular with the Bank, which was concluded in April 2005.
On the costs side, operating expenses adjusted for the Olympic Sponsorship impact and for Jubanka, rose by 4.7% on a yearly basis between semesters i.e. below the 5% budgetary target. Staff costs growth, excluding payments to Pension Funds, bonus payments and Jubanka, was contained to 3.7%, which is less than wage inflation pointing to savings in personnel numbers in Greece. Actually, in the 12-month period to end-June 2005, and excluding Jubanka which added 1,310 employees to the total, the number of employees was reduced by 86 despite a net increase in Romania of 120. As of end-June 2005, the total number of employees stood at 11,621. Finally, general expenses, excluding the Olympic Sponsorship and Jubanka, rose by 2.8% in H1 2005 on a yearly basis. Underlying general expenses growth is contained by continuing reengineering in back-office operations.
Loans and advances to customers (gross) expanded by 15% year-on-year at end-June 2005 reaching Euro 25.3 billion, up from Euro 24.1 billion at end March 2005 (+5.0%) and pointing to even stronger growth in the remainder of the year. Loan growth in Greece accelerated from 11.7% at end March 2005 to 13.8% and end-June 2005 on the back of the strength of retail lending. Loans outside Greece grew faster (+25.2%), with outstandings accounting for more than 10% of the total. Allowances for loan impairment, reached at end-June 2005 Euro 934 million or 3.7% of total loans (3.4% in Greece and 6.0% abroad). During Q2 2005, allowances for loan impairment slowed down, indicating the normalization of market conditions. This is reflected in impairment losses falling during Q2 2005 to Euro 58.9 million or 95 basis points of average net loans and advances compared to 111 basis points in Q1 2005.
Asset gathering also accelerated during Q2 2005, with customer assets growing on a yearly basis by 7.7% and reaching Euro 35.6 billion at end-June 2005. Our strategy for asset gathering continues to facilitate the shift away from liquid customer balances (repos, synthetic swaps and money market mutual funds) into traditional deposits, investment-type balances and Alpha Bank bonds. In this context, traditional deposits (sight, savings and time) grew by 13.5% to Euro 19.3 billion while investment-type balances (such as private banking and non-money market mutual funds) by 62.3% to Euro 7.9 billion. Finally, bond sales expanded by 20.4% to Euro 6 billion, of which Euro 4.6 billion is placed by our customers to Alpha Bank bonds issued retail. 
BUSINESS UNIT ANALYSIS

CONSUMER AND SMALL BUSINESS BANKING
Lending to individuals accelerated in Q2 2005 as our retail strategy is being applied with increased effectiveness. Growth in consumer credit at end-June 2005 on a yearly basis was running at 44.2%, with consumer loans growing at 48% and credit card balances at 38.8%. This implies significant market share gains as market growth at end-May 2005 was 41% for consumer loans and 19.4% for credit card outstandings. In mortgages, growth reached 32%, outpacing also market growth of 27.8%.  In fact, Alpha Bank increased its lending balances to individuals by Euro 674 million in Q2 2005, becoming the market leader in new balances. Small business lending (credit limits up to Euro 1 million) in Greece grew by 7.5% at end-June 2005 on a yearly basis. Starting from Q3 2005 onwards, new initiatives are expected to reaffirm our status as the largest business lender in Greece. Overall, profit before tax in retail lending reached Euro 127.6 million in H1 2005 or +57.7% since last year, with net interest income growing by 16.6%. 
	Retail Banking                                          (in Euro million)              
	H1 2005
	H1 2004
	% change 
	Q2 2005
	Q1 2005
	% change 

	Profit before tax 
	127.6
	80.9
	57.7%
	70.1
	57.5
	21.9%

	Return on Regulatory Capital
	36.1%
	26.4%
	…
	38.9%
	33.3%
	…

	Risk Weighted Assets
	8,827
	7,662
	15.2%
	9,018
	8,636
	4.4%

	Cost / Income Ratio
	53.3%
	66.3%
	…
	51.4%
	55.4%
	…

	Customer Financing 
	11,243
	8,927
	25.9%
	11,243
	10,489
	7.2%


OPERATIONS IN SOUTHEASTERN EUROPE
Rapid loan growth continued in Q2 2005 with overall balances expanding by 27.9% at end-June 2005 on a yearly basis. Increasing emphasis is being placed on the retail lending business with consumer credit and mortgages growing by 24.6% and 70.7% respectively. To this end, we have opened already 7 new Branches in Bulgaria and 3 in Romania out of 15 and 10 Branches respectively which will become operational according to our plans by year-end 2005. In parallel, we are in preparations to launch a new product line in Serbia, following the repositioning of Jubanka operations. Profit before tax in this region accelerated in Q2 2005 reaching Euro 30.2 million in H1 2005 from Euro 11.8 million in Q1 2005, accounting for 11% of total profits. 
	South Eastern Europe Operations      (in Euro million)              
	H1 2005
	H1 2004
	% change 
	Q2 2005
	Q1 2005
	% change 

	Profit before tax 
	30.2
	17.6
	71.6%
	18.4
	11.8
	55.9%

	Return on Regulatory Capital
	28.3%
	19.7%
	…
	33.4%
	22.9%
	…

	Risk Weighted Assets
	2,668
	2,233
	19.5%
	2,755
	2,581
	6.7%

	Cost / Income Ratio
	60.5%
	61.6%
	…
	61.9%
	58.9%
	…

	Customer Financing 
	2,505
	1,959
	27.9%
	2,505
	2,382
	5.2%


MEDIUM AND LARGE CORPORATES

Lending to medium-sized and large corporates (including shipping) reached Euro 11 billion at end-June 2005, growing on a yearly basis by 4.3%, accelerating from 1.1% growth at end-March 2005. Profit before tax in H1 2005 of Euro 77.1 million remained below the H1 2004 level on the back of increased provisions with a view to strengthening the portfolio’s long-term profitability. 
	Medium and Large Corporates                        (in Euro million)                                
	H1 2005
	H1 2004
	% change 
	Q2 2005
	Q1 2005
	% change 

	Profit before tax 
	77.1
	79.0
	-2.4%
	41.2
	35.9
	14.8%

	Return on Regulatory Capital
	18.0%
	18.8%
	…
	19.0%
	16.9%
	…

	Risk Weighted Assets
	10,729
	10,515
	2.0%
	10,842
	10,616
	2.1%

	Cost / Income Ratio
	26.5%
	29.5%
	…
	26.2%
	26.8%
	…

	Customer Financing 
	11,163
	10,703
	4.3%
	11,163
	10,797
	3.4%


ASSET MANAGEMENT AND INSURANCE
Profit before tax in this business unit rose on a yearly basis by 138.8% to Euro 24.6 million in H1 2005, from Euro 10.5 million in Q1 2005. Non-money market mutual funds rose by Euro 1,116 million or 34.6% between March and June 2005, bringing total assets under management to Euro 4.3 billion or 90.8% since June 2004. Towards the end of June 2005, two new mutual funds were marketed with spectacular success thus far: an equity and a balanced fund of funds investing in global markets. Our market share in non-money market mutual funds has jumped from 19.4% at end-March 2005 to 24.1% at end-June, with domestic equity mutual funds assets reaching Euro 1.1 billion, making us the No1 player in the market. Private Banking money also grew by 37.3% to Euro 3.6 billion at end-June 2005. Finally, in insurance operations profitability grew briskly in H1 2005 compared with last year, mainly due to improvement in technical margins.  
	Asset Management & Insurance                (in Euro million)                        
	H1 2005
	H1 2004
	% change 
	Q2 2005
	Q1 2005
	% change 

	Profit before tax 
	24.6
	10.3
	138.8%
	14.1
	10.5
	34.3%

	Return on Regulatory Capital
	40.5%
	17.1%
	…
	46.1%
	34.7%
	…

	Risk Weighted Assets
	595
	562
	5.9%
	604
	586
	3.1%

	Cost / Income Ratio
	66.5%
	74.7%
	…
	67.7%
	65.2%
	…

	Customer Funds 
	8,577
	7,179
	19.5%
	8,577
	8,289
	3.5%


INVESTMENT BANKING AND TREASURY 

Profitability in this business unit was impacted by the adverse performance in treasury operations in Q2 2005. Investment banking revenue remained weak due to lack of substantive new business opportunities while brokerage fees increased in line with the improvement in capital markets. Overall, excluding Treasury, profit before tax in H1 2005 reached Euro 3.3 million from Euro 1.5 million in Q1 2005.
	Investment Banking and Treasury      (in Euro million)                      
	H1 2005
	H1 2004
	% change 
	Q2 2005
	Q1 2005
	% change 

	Profit before tax 
	11.2
	68.3
	-83.6%
	-6.4
	17.6
	-136.4%

	Return on Regulatory Capital
	13.5%
	89.1%
	…
	-14.2%
	46.4%
	…

	Risk Weighted Assets
	2,075
	1,917
	8.2%
	2,254
	1,895
	18.9%

	Cost / Income Ratio 
	59.0%
	19.0%
	…
	404.8%
	30.2%
	…


2007 TARGET REVIEW

Profitability and efficiency targets set in the past for 2007 remained almost unchanged following the introduction of IFRS. This reveals the credibility of our financial accounts in previous years. The good prospects of strengthening our profitability and maintenance of our capital base over the next two years allows us to raise the dividend payout ratio. In fact, the return on equity (ROE) is expected to surpass 26% in 2007 according to our business plan. Moreover, in 2007 the core Tier I ratio is expected to fluctuate between 7%-8% with Total BIS in excess of 12%.
Our new 2007 targets are as follows:

	
	2004
	H1 2005
	2007 

	Margin
	3.2%
	3.2%
	3.3%

	Cost/ Income Ratio
	52%
	51%
	43%

	Return on Equity
	22%
	22%
	>26%

	Risk Weighted Assets Growth
	…
	14.1%
	>12%

	Capital Adequacy Ratios
	
	
	

	     Core Tier I
	8.1%
	8.6%
	7-8%

	     Tier I
	9.2%
	11.5%
	>10%

	     BIS Capital
	12.3%
	15.0%
	>12%
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