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R E P O R T   O F  T H E   B O A R D   O F   D I R E C T O R S 
 
The Board of Directors presents its report together with the audited consolidated financial 
statements for the year ended 31 December, 2005. 
 
Principal activities  
 
The principal activities of Laiki Group continue to be the provision of banking, financial and 
insurance services.  
 
Laiki Group operates through subsidiary companies, branches and representative offices in Cyprus 
and abroad. 
 
Review of operations 
 
The Chairman’s statements, the comments of the Group Managing Director and the accompanying 
Reports on pages … to … present the developments in the Group’s activities and operations during 
2005. 
 
Results for the year  
 
The results for 2005 are shown in the consolidated income statement on page 4. The Group profit 
before provision for impairment of advances reached C£ 106,2 m compared to C£ 83,5 m in 2004. 
After provision for impairment of advances of C£ 46,4 m and share of results of associates of       
C£ 1,4 m, profit before tax reached C£ 61,2 m against C£ 32,9 m in 2004.  After tax (C£ 17,3 m) 
and minority interest (C£ 1,1 m), net profit attributable to the equity holders of the Bank reached   
C£ 42,8 m against C£ 21,1 m in 2004. 
 
The results for the year 2005 are further analysed on pages … to …. 
 
Dividend 
 
The Board of Directors recommends a dividend payment of 12% (2004: 6%) which corresponds to 
6 cent (2004: 3 cent) per share. The remaining net profit for the year is transferred to reserves. 
 
Share Capital 
 
In July 2005 2.397.000 shares that resulted from the re-investment of the final dividend of 2004 
were issued.  As a result the issued and fully paid share capital of the Bank increased from 
304.011.000 shares in 2004 to 306.408.000 in 2005.  The Share Capital and Share Premium 
Reserve are presented in Notes 39 and 40 of the Financial Statements.  
 
Risk Management 
 
As any other financial institution, Laiki Group is exposed to risks.  The nature of these risks as well 
as the way to deal with them are explained in Note 47 of the Financial Statements. 
 
Post balance sheet events 
 
Post balance sheet events are shown in Note 53 of the Financial Statements. 
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R E P O R T   O F   T H E   B O A R D   O F   D I R E C T O R S (continued) 
 
Anticipated developments / prospects 
 
The main strategic goals of the Group are the qualitative expansion of its operations, both in 
Cyprus and overseas, with operating costs under constant control and the improvement in the 
quality of the advances portfolio.  The Group’s strategic targets until 2008 are to reduce the ratio of 
non-performing loans to total loans to 8%, to raise return on equity to 14% (taking into account the 
new funds from the issue of the Rights in 2006) and to reduce the cost to income ratio to 56%. 
 
The Group’s profitability prospects for the future, given the current financial conditions, are very 
positive.  It is anticipated that the Group’s profitability for 2006 and for the coming years will 
continue to be on an upward trend. 
 
The positive future prospects of Laiki Group are reinforced even further through the cooperation 
with Marfin Financial Group, which, together with the Tosca Investment Fund, are the new major 
shareholders of Laiki Group.  This new start gives a fresh dynamism to our activities, enforces our 
presence in Greece and many other countries and offers a new prospect for the customers, the 
shareholders and, of course, the staff. 
 
Board of Directors 
 
The members of the Board of Directors of the Bank are shown on page …. 
 
In August 2005 Mr. Michalis Sarris retired from the Board of Directors. 
 
Messrs Kikis N. Lazarides, Rena Rouvitha Panou and Anthony Townsend retire by rotation and, 
being eligible, offer themselves for re-election. 
 
In September 2005 Mr. Theophilos Theophilou was appointed Director in accordance with Article 
98 of the Articles of Association and being eligible offers himself for re-election. 
 
The remuneration of the Members of the Board of Directors are shown in Note 50 of the Financial 
statements 
 
Statement by the Members of the Board of Directors 
 
The Members of the Board of Directors which are shown on page … and are responsible for the 
preparation of the Financial Statements state that the information presented in the financial 
statements is true and complete and this information is the product of painstaking and diligent work.  
 
Auditors 
 
The auditors of the Bank, PricewaterhouseCoopers Limited, have expressed their willingness to 
continue in office.  A resolution giving authority to the Board of Directors to fix their remuneration 
will be proposed at the Annual General Meeting. 
 
By order of the Board 
 
Kikis N. Lazarides 
Chairman 
 
Nicosia, 3 April, 2006 
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A U D I T O R S’   R E P O R T   T O   T H E   M E M B E R S   O F 
T H E   C Y P R U S   P O P U L A R   B A N K  P U B L I C  C O M P A N Y  L I M I T E D  
 
Report on the consolidated financial statements     
1. We have audited the consolidated financial statements of The Cyprus Popular Bank Public 
Company Limited (the Company) and its subsidiaries (the Group) on pages 4 to 87, which comprise 
the consolidated balance sheet as at 31 December, 2005, and the consolidated income statement, 
consolidated statement of changes in equity and consolidated cash flow statement for the year then 
ended and the related notes. These financial statements are the responsibility of the Company’s 
Board of Directors. Our responsibility is to express an opinion on these financial statements based 
on our audit.  This report is made solely to the Company’s members, as a body, in accordance with 
Section 156 of the Companies Law, Cap. 113. Our audit work has been undertaken so that we 
might state to the Company’s members those matters we are required to state to them in an 
auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or 
assume responsibility to anyone other than the Company and the Company’s members as a body, 
for our audit work, for this report, or for the opinions we have formed. 
 
2. We conducted our audit in accordance with International Standards on Auditing. Those 
Standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes examining, on 
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by the 
Board of Directors, as well as evaluating the overall financial statement presentation. We believe 
that our audit provides a reasonable basis for our opinion.  
 
3. In our opinion, the consolidated financial statements give a true and fair view of the financial 
position of the Group as of 31 December, 2005 and its financial performance and its cash flows for 
the year then ended in accordance with International Financial Reporting Standards as they were 
adopted by the European Union and the International Financial Reporting Standards as they were 
issued by the International Accounting Standards Board and the requirements of Cyprus 
Companies Law, Cap.113. 
 
Report on other legal requirements 
 
4. Pursuant to the requirements of the Companies Law, Cap. 113, we report the following: 
 
• We have obtained all the information and explanations we considered necessary for the 

purposes of our audit. 
• In our opinion, proper books of account have been kept by the Company. 
• The Company’s financial statements are in agreement with the books of account. 
• In our opinion and to the best of our information and according to the explanations given to 

us, the consolidated financial statements give the information required by the Companies 
Law, Cap. 113 in the manner so required. 

• In our opinion, the information given in the report of the Board of Directors on pages 1 & 2 is 
consistent with the financial statements. 

 
PricewaterhouseCoopers Limited 
Chartered Accountants 
 
Nicosia, 3 April, 2006 
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C O N S O L I D A T E D    I N C O M E   S T A T E M E N T 
FOR THE YEAR ENDED 31 DECEMBER 2005 
 
 
     Supplementary 
     information 
 Note 2005 2004  2005 
  C£ ‘000 C£ ‘000  Euro ‘000 
      
Interest income 4 358.868 302.153  625.748 
Interest expense 4 (185.600) (147.694)  (323.625) 
      
Net interest income  173.268 154.459  302.123 
      
Fee and commission income 5 53.689 51.333  93.617 
Fee and commission expense 5 (2.984) (2.949)  (5.204) 
      
Net fee and commission income  50.705 48.384  88.413 
      
Profit/(loss) on disposal and revaluation of securities 6 738 (6.014)  1.286 
Foreign exchange income  12.234 12.146  21.332 
Other income 7 20.564 14.148  35.856 
      
Operating income  257.509 223.123  449.010 
      
Staff costs 11 (94.128) (85.955)  (164.128) 
Depreciation, amortisation and impairment 12 (19.653) (16.843)  (34.268) 
Administrative expenses 13 (37.545) (36.856)  (65.466) 
      
Profit before provision for impairment of advances  106.183 83.469  185.148 
Provision for impairment of advances 14 (46.398) (46.949)  (80.902) 
      
Profit before impairment of available-for-sale      
  financial assets  59.785 36.520  104.246 
      
Impairment of available-for-sale financial assets 41 - (4.942)  - 
Share of profit from associates 28 1.420 1.313  2.477 
      
Profit before tax  61.205 32.891  106.723 
Tax 15 (17.305) (11.440)  (30.175) 
      
Profit for the year  43.900 21.451  76.548 
      
      
Attributable to:      
Minority interest  1.139 351  1.986 
Equity holders of the Bank 41 42.761 21.100  74.562 
      
  43.900 21.451  76.548 
      
      
Earnings per share – for profit attributable to      
  to the equity holders of the Bank      
Earnings per share - cent 16 14,0 6,9  24,4 
 
 
 
 
The notes on pages 10 to 85 are an integral part of these consolidated financial statements. 
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C O N S O L I D A T E D    B A L A N C E    S H E E  T 
31 DECEMBER 2005 
 
     Supplementary 
     information 
 Note 2005 2004  2005 
  C£ ‘000 C£ ‘000  Euro ‘000 
Assets      
Cash and balances with Central Banks 17 432.091 471.569  753.425 
Due from other banks 18 1.365.173 945.680  2.380.411 
Financial assets at fair value      
  through profit or loss 19 172.890 124.214  301.464 
Advances to customers 20 3.995.698 3.490.148  6.967.179 
Reinsurance assets 35 15.817 13.702  27.580 
Corporate bonds and debentures 23 6.303 6.967  10.991 
Government bonds and treasury bills 24 339.005 202.151  591.113 
Available-for-sale financial assets 25 544.546 385.248  949.508 
Other assets 26 77.874 67.102  135.788 
Tax refundable  10.490 9.747  18.290 
Deferred tax asset 37 1.776 1.314  3.096 
Investments in associates 28 5.880 4.935  10.253 
Intangible assets 29 46.246 54.128  80.637 
Investment property 30 15.110 -  26.347 
Property and equipment 31 89.832 101.224  156.637 
      
Total assets  7.118.731 5.878.129  12.412.719 
      
Liabilities      
Due to other banks 32 122.538 69.722  213.666 
Customer deposits 33 5.726.421 4.636.846  9.984.988 
Senior debt 34 171.833 173.836  299.621 
Insurance contract liabilities 35 256.367 231.498  447.019 
Other liabilities 36 126.857 110.456  221.195 
Tax payable  15.063 9.483  26.265 
Deferred tax liabilities 37 7.290 8.192  12.712 
Retirement benefit obligations 11 96.634 83.887  168.498 
      
  6.523.003 5.323.920  11.373.964 
      
Loan capital 38 213.154 214.124  371.671 
      
Share capital and reserves attributable      
  to the Bank’s equity holders      
Share capital 39 153.648 152.450  267.912 
Share premium 40 4.843 2.949  8.445 
Reserves 41 188.348 149.782  328.417 
      
  346.839 305.181  604.774 
Minority interest  35.735 34.904  62.310 
      
Total equity  382.574 340.085  667.084 
      
      
Total equity and liabilities  7.118.731 5.878.129  12.412.719 
 
 
K. N. Lazarides, Chairman 
Th. Theophilou, G. Psimolophitis, Members of the Board of Directors 
A. Philippidou, Manager Group Financial Control  
 
 
The notes on pages 10 to 85 are an integral part of these consolidated financial statements. 
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C O N S O L I D A T E D    S T A T E M E N T   O F    C H A N G E S    I N    E Q U I T Y 
FOR THE YEAR ENDED 31 DECEMBER 2005 
 
 
   Minority   
  Αttributable to equity holders of the Bank Interest Total 
    Fair value    
    and    
    currency     
  Share Share translation Revenue   
  capital premium reserves  reserves    
 Note C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 
Balance 1 January 2004 as        
  previously reported  152.450 2.949 9.998 115.015 29.393 309.805 
Prior year adjustment  - - 213 - - 213 
        
Balance 1 January 2004 as restated  152.450 2.949 10.211 115.015 29.393 310.018 
        
Revaluation of available-for-sale        
  financial assets 41 - - (3.668) - - (3.668) 
Revaluation of property 41 - - 3.389 - - 3.389 
Deferred tax 41 - - (895) - - (895) 
Transfer from fair value reserves        
  to income statement 41 - - (371) - - (371) 
Impairment of available-for-sale        
  financial assets 41 - - 4.942 - - 4.942 
Exchange differences arising in the year 41 - - 59 - (117) (58) 
Change in the minority interest from the        
  share issue and the acquisition of        
  shareholding in Laiki Bank (Hellas) S.A.  - - - - 5.277 5.277 
Transfer from fair value reserves         
  to revenue reserves 41 - - (160) 160 - - 
        
Profit recognised directly in equity  - - 3.296 160 5.160 8.616 
Profit for the year  - - - 21.100 351 21.451 
        
Total recognised profit for 2004   - - 3.296 21.260 5.511 30.067 
        
Balance 31 December 2004 /        
  1 January 2005  152.450 2.949 13.507 136.275 34.904 340.085 
        
Revaluation of available-for-sale        
  financial assets 41 - - 4.350 - (15) 4.335 
Revaluation of property 41 - - (168) - - (168) 
Deferred tax 41 - - 74 - - 74 
Defence tax on deemed distribution 41 - - - (6) (5) (11) 
Exchange differences arising in the year 41 - - 675 - (288) 387 
Transfer from fair value reserves        
  to revenue reserves 41 - - (132) 132 - - 
        
Profit recognised directly in equity  - - 4.799 126 (308) 4.617 
Profit for the year  - - - 42.761 1.139 43.900 
        
Total recognised profit for 2005  - - 4.799 42.887 831 48.517 
        
Dividend 41,51 - - - (9.120) - (9.120) 
Reinvestment of dividend 39,40,51 1.198 1.894 - - - 3.092 
        
  1.198 1.894 - (9.120) - (6.028) 
        
        
Balance 31 December 2005  153.648 4.843 18.306 170.042 35.735 382.574 
        
 
 
The notes on pages 10 to 85 are an integral part of these consolidated financial statements. 
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C O N S O L I D A T E D    C A S H    F L O W     S  T A T E M E N T 
FOR THE YEAR ENDED 31 DECEMBER 2005 
 
 
      
  Note  2005 2004 
    C£ ‘000 C£ ‘000 
      
Cash  generated from operations  43  534.110 189.118 
      
Tax paid    (13.779) (5.466) 
     
Net cash from operating activities    520.331 183.652 
      
Cash flows from investing activities      
Purchase of property and equipment  31  (11.316) (6.862) 
Purchase of computer software  29  (2.215) (4.013) 
Proceeds from disposal of property and equipment  31  443 1.846 
Proceeds from disposal of computer software    30 - 
Additions less proceeds from redemption of      
  available-for-sale financial assets    (137.576) (48.967) 
Income received from available-for-sale financial assets    15.634 7.944 
Dividend received from investments in associates  28  475 798 
     
Net cash used in investing activities    (134.525) (49.254) 
     
Cash flows from financing activities      
Dividend paid    (6.029) - 
Interest paid on loan capital    (10.197) (9.936) 
Proceeds from issue of senior debt  34  - 173.836 
Repayment of loan from syndication of banks    - (69.597) 
     
Net cash (used in)/from financing activities    (16.226) 94.303 
      
Effects of exchange rate changes on cash      
  and cash equivalents    - 911 
      
Net increase in cash and cash equivalents    369.580 229.612 
      
Cash and cash equivalents at beginning of year    1.400.558 1.170.946 
     
Cash and cash equivalents at end of year  44  1.770.138 1.400.558 

 
 
 
 
 
 
 
The notes on pages 10 to 85 are an integral part of these consolidated financial statements. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
1. GENERAL INFORMATION 
 
Country of incorporation 
 
The Cyprus Popular Bank Public Company Ltd (“the Bank”) was established in Cyprus in 1901 
under the name “Popular Savings Bank of Limassol”.  In 1924 it was registered as the first public 
company in Cyprus under the name “The Popular Bank of Limassol Ltd”.  In 1967 the Bank 
changed its name to “Cyprus Popular Bank Ltd’’ and on 26 May, 2004 it was renamed to “Cyprus 
Popular Bank Public Company Ltd”.  The Bank’s shares are listed on the Cyprus Stock Exchange. 
 
 
Principal activities  
 
The principal activities of the Group, which are unchanged from last year, are the provision of 
banking, financial and insurance services.   
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
The main accounting policies adopted in the preparation of these consolidated financial statements 
are set out below.  These policies have been consistently applied to all years presented in these 
consolidated financial statements unless otherwise stated. 
 
 
Basis of preparation 
 
These consolidated financial statements have been prepared in accordance with International 
Financial Reporting Standards (IFRSs) as they were adopted by the European Union and the 
IFRSs as they were issued by the International Accounting Standards Board (IASB).  The 
consolidated financial statements comply with both these reporting frameworks because at the time 
of their preparation all applicable IFRSs issued by the IASB have been adopted by the EU through 
the endorsement procedure established by the European Commission. In addition, the consolidated 
financial statements have been prepared in accordance with the requirements of the Cyprus 
Companies Law, Cap. 113 and the Cyprus Stock Exchange Law and Regulations. The 
consolidated financial statements have been prepared under the historical cost convention as 
modified by the revaluation of land and buildings, investment property, available-for-sale financial 
assets, financial assets and all derivative financial instruments held at fair value through profit or 
loss. 
 
The preparation of financial statements in conformity with IFRSs requires the use of certain critical 
accounting estimates and requires management to exercise its judgment in the process of applying 
the accounting policies. The areas involving a higher degree of judgment or complexity, or areas 
where assumptions and estimates are significant to the consolidated financial statements are 
disclosed in Note 3. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  (continued) 
 
 
Adoption of new and revised IFRSs   
 
As from 1 January, 2005, the Group adopted all IFRSs and International Accounting Standards 
(IASs), which are relevant to its operations. 
 
The adoption of the above Standards did not have a material effect on the Group’s financial 
statements except for the following: 
 
(a) The adoption of IFRS 3 (issued 2004) “Business Combinations” and IAS 36 (revised 2004), 

“Impairment of Assets”, resulted in a change in the accounting policy for goodwill.  Until       
31 December, 2004, the goodwill was: 

 
� Amortised by equal annual instalments on a straight-line basis as follows: 
 

� Goodwill relating to the acquisition and increase in participating interest in 
subsidiary companies abroad over 10 years 

� Goodwill relating to the acquisition of Paneuropean Insurance Group 
  over 12 years 
 

� Assessed for an indication of impairment at each balance sheet date. 
 

As from 1 January, 2005: 
 
� The Group ceased amortisation of goodwill. 
 
� Accumulated amortisation as at 31 December, 2004 has been eliminated with a 

corresponding decrease in the cost of goodwill (Note 29). 
 
� Goodwill is tested annually for impairment, on 31 December of each year, as well as 

when there are indications of impairment. 
 
(b) The Group has reassessed the estimated useful lives of its intangible assets in accordance 

with the provisions of IAS 38 (revised 2004) “Intangible Assets”.  No adjustment resulted from 
this reassessment. 

 
(c) With the adoption of IAS 39 (revised 2003) “Financial Instruments: Recognition and 

Measurement”, the Group reassessed the classification of investments and transferred 
certain investments from the “Corporate bonds and debentures” and “Held-to-maturity 
investments” categories to the “Available-for-sale financial assets” category.  In accordance 
with the transitional provisions of the standard, the transfer of investments was applied 
retrospectively.  As at 31 December, 2004 the value of investments transferred from “Held-to-
maturity investments” and “Corporate bonds and debentures” to “Available-for-sale financial 
assets” was C£ 406.686.000.  As a consequence of this transfer, the available-for-sale 
financial assets fair value reserves increased by C£ 258.000 as at 31 December, 2004.  The 
adjustment made in the available-for-sale financial assets fair value reserves on 1 January, 
2004 was C£ 213.000. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  (continued) 
 
 
Adoption of new and revised IFRSs  (continued) 
 
(d) The Group adopted IAS 39 (amendment 2005) “Financial Instruments:  Recognition and 

Measurement – The Fair Value Option” with effective date 1 January, 2006, from 1 January, 
2005 as is explained in the accounting policy for investments. 

 
(e) The IAS 24 (revised 2003) “Related Party Disclosures” has affected the identification of 

related parties and some other related party disclosures. 
 
(f) The adoption of IFRS 4 (issued 2004) “Insurance Contracts” resulted in changes in the 

presentation of insurance contracts.  The changes in the presentation were made 
retrospectively and the Group has adjusted all the comparative information in accordance 
with the provisions of this standard. 

 
All changes in the accounting policies have been made in accordance with the transitional 
provisions of the respective standard. 
 
On the date of approval of these consolidated financial statements, the following accounting 
standards have been issued but are not applicable in the preparation of these consolidated 
financial statements: 
 
(a) IAS 19 (Amendment) Employee Benefits (effective  from 1 January, 2006)  
 This amendment introduces the option of an alternative recognition approach for actuarial 

gains and losses.  It may impose additional recognition requirements for multi-employer plans 
where insufficient information is available to apply defined benefit accounting.  It also adds 
additional disclosure requirements.  As the Group does not intend to change the accounting 
policy for recognition of actuarial gains and losses and does not participate in any multi-
employer plans, adoption of this amendment will only impact the format and extent of 
disclosures presented in the consolidated financial statements.  The Group will apply this 
amendment from 1 January, 2006. 

 
 
(b) IAS 39 and IFRS 4 (Amendment) Financial Guarant ee Contracts (effective from 1 

January, 2006)  
 The amendment relates to issued financial guarantees, other than those previously asserted 

by the entity to be insurance contracts, and to the recognition and valuation method of such 
guarantees.  The Group will apply this amendment from 1 January, 2006. 

 
 
(c) IAS 21 (Amendment) Net Investment in a Foreign Operation (effective from 1 January, 

2006) 
 The Group will apply this amendment from 1 January, 2006. 
 
 
(d) IFRS 1 (Amendment) First-time adoption of Inter national Financial Reporting Standards 

and IFRS 6 (Amendment) Exploration for and Evaluati on of Mineral Resources 
(effective from 1 January, 2006) 

 This amendment is not applicable to the Group’s operations. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  (continued) 
 
 
Adoption of new and revised IFRSs  (continued) 
 
 
(e) IFRS 7 Financial Instruments, Disclosures and I AS 1 Presentation of Financial 

Statements – Capital Disclosures (effective from 1 January, 2007)  
 IFRS 7 introduces new disclosures to improve the information about financial instruments.  It 

requires the disclosure of qualitative and quantitative information about exposure to risks 
arising from financial instruments, including specified minimum disclosures about credit risk, 
liquidity risk and market risk, including sensitivity analysis to market risk.  It replaces IAS 30 
Disclosures in the Financial Statements of Banks and Similar Financial Institutions, and 
disclosures requirements in IAS 32, Financial Instruments:  Disclosure and Presentation.  The 
amendment to IAS 1 introduces disclosures about the level of an entity’s capital and how it 
manages capital.  The Group assessed the impact of IFRS 7 and the amendment to IAS 1 
and the additional disclosures required.  The Group intends to apply IFRS 7 and the 
amendment to IAS 1 from accounting periods beginning 1 January, 2007. 

 
 
(f) IAS 39 (Amendment) Cash Flow Hedge Accounting o f Forecast Intragroup 

Transactions (effective from 1 January, 2006)  
 This amendment is not applicable to the Group’s operations. 
 
 
(g) IFRS 6 Exploration and Evaluation of Mineral Re sources (effective from 1 January, 

2006) 
 This amendment is not applicable to the Group’s operations. 
 
 
(h) IFRIC 4 Determining whether an Arrangement cont ains a Lease (effective from 1 

January, 2006)  
 This amendment is not applicable to the Group’s operations. 
 
 
(i) IFRIC 5 Rights to Interests arising from Decomm issioning, Restoration and 

Environmental Rehabilitation Funds (effective from 1 January, 2006)  
 This amendment is not applicable to the Group’s operations. 
 
 
(j) IFRIC 6 Liabilities arising from Participating in a Specific Market – Waste Electrical and 

Electronic Equipment (effective from accounting per iods beginning 1 December, 2005)  
 This amendment is not applicable to the Group’s operations. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  (continued) 
 
 
Adoption of new and revised IFRSs  (continued) 
 
 
(k) IFRIC 7 Applying the Restatement Approach under  IAS 29 Financial Reporting in 

Hyperinflationary Economies (effective for accounti ng periods beginning 1 March, 
2006) 

 This amendment is not applicable to the Group’s operations. 
  
 
(l) IFRIC 8 Scope of IFRS 2 (effective for accounti ng periods beginning 1 May, 2006)  
 This amendment is not applicable to the Group’s operations. 
 
 
 
Group accounts 
 
(a) Subsidiaries 
 
 Subsidiaries are those entities over which the Group, directly or indirectly, has power to 

govern the financial and operating policies.  Usually in these entities there is a shareholding 
of more than 50% of the voting rights.  The consolidated financial statements consolidate the 
financial statements of the Bank and its subsidiaries. 

 
 Subsidiaries are consolidated from the date on which control is transferred to the Group and 

are no longer consolidated from the date that control ceases. The purchase method of 
accounting is used to account for the acquisition of subsidiaries. The cost of an acquisition is 
measured at the fair value of the assets given up, equity instruments issued or liabilities 
undertaken at the date of acquisition, plus costs directly attributable to the acquisition. The 
excess of the cost of acquisition over the fair value of the Group’s share of the identifiable net 
assets of the subsidiary acquired is recorded as goodwill.  

 
 Intercompany transactions, balances and unrealised gains and losses on transactions 

between group companies are eliminated on consolidation.  Where necessary, the 
accounting policies of subsidiaries have been changed to ensure consistency with the 
policies adopted by the Group. 

 
 
(b) Transactions and minority interests  
 
 The Group treats transactions with minority interests as transactions with third parties.  

Purchases from minority interests result in goodwill, being the difference between any 
consideration paid and the relevant share acquired of the carrying value of net assets of the 
subsidiary. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  (continued) 
 
 
Group accounts (continued) 
 
(c) Associates 
 
 Associates are entities over which the Group has significant influence but not control.  

Usually, in these entities the Group has a shareholding between 20% and 50% of the voting 
rights. 

 
 Investments in associates are accounted for using the equity method of accounting and are 

initially recognised at cost.  Under this method the Group’s share of post-acquisition profits or 
losses of associates is recognised in the income statement and its share of post-acquisition 
movements in reserves is recognised in reserves.  The cumulative post-acquisition 
movements are adjusted against the carrying amount of the investment. 

 
 
Foreign currency translation 
 
(a) Functional and presentation currency 
 
 Items included in the financial statements of each entity of the Group are measured using the 

currency of the primary economic environment in which the entity operates (“the functional 
currency”). The consolidated financial statements are presented in Cyprus pounds, which is 
the functional and presentation currency of the parent. 

 
 
(b) Transactions and balances  
 
 Foreign currency transactions are translated into the functional currency using the exchange 

rates prevailing at the date of the transaction. Foreign exchange gains and losses resulting 
from the settlement of such transactions and from the translation at year-end exchange rates 
of monetary assets and liabilities denominated in foreign currencies are recognised in the 
income statement, except in the cases of net investment hedges where foreign exchange 
gains and losses are transferred to reserves. 

 
 
(c)  Group companies  
 
 The results and financial position of all the group entities that have a functional currency 

different from the presentation currency are translated into the presentation currency as 
follows: 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  (continued) 
 
 
Foreign currency translation  (continued) 
 
 
(c)  Group companies  (continued) 
 

� assets and liabilities for each balance sheet presented are translated at the closing rate 
at the date of that balance sheet; 

 
� income and expenses for each income statement are translated at average exchange 

rates;  
 

� all resulting exchange differences are recognised in the foreign exchange reserves in 
equity. 

 
 Goodwill and fair value adjustments arising on the acquisition of overseas subsidiaries prior 

31 December, 2004, are translated in Cyprus pounds at the rate of exchange ruling at the 
date of acquisition.  From 1 January, 2005, goodwill and fair value adjustments arising from 
the acquisition of overseas subsidiaries are treated as assets and liabilities of the overseas 
subsidiary and translated at the closing rate. 

 
 
Interest income and expense 
 
Interest income and expense is recognised in the income statement for all interest bearing assets 
and liabilities on an accrual basis. Interest income includes interest earned on advances, 
investments held to maturity, financial assets available-for-sale, financial assets at fair value 
through profit or loss as well as discount and premium on government bonds and treasury bills and 
other financial instruments.  
 
The Group adopts the policy of suspending income on non-performing loans.  In these cases, the 
recognition of income is suspended until it is received and therefore, it is not included in the income 
statement but it is transferred to an income suspense account. 
 
In cases where this is imposed by the local authorities, the Group adopts the policy of non-accrual 
of income. 
 
 
Instalment finance and leasing 
 
Income from instalment finance and leasing is recognised in the income statement in a systematic 
manner based on instalments receivable during the year so as to provide a constant periodic rate of 
return using the net investment method.  The difference between the gross amounts receivable 
from instalment finance and leasing and the present value of the receivable represents unearned 
income.  The present value of the receivable is recognised in the balance sheet under “Advances to 
customers’’. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  (continued) 
 
 
Income and expense from fees, commissions and provi sion of services 
 
Fees and commissions are generally recognised on an accrual basis when the service has been 
provided. Sales of services are recognised in the accounting period in which the services are 
rendered, by reference to completion of the specific transaction assessed on the basis of the actual 
services provided as a proportion of the total services to be provided.  
 
 
Dividend income 
 
Dividend income is recognised in the income statement when the right to receive payment is 
established. 
 
 
Insurance contracts  
 
Through its insurance subsidiaries, the Group issues insurance contracts to customers.  Under 
these contracts the Group accepts significant insurance risk, by agreeing to compensate the 
contract holder on the occurrence of a specified uncertain future event. 
 
(a) Premiums  
 
 Gross insurance premiums for general insurance business are recognized in the income 

statement over the period covered by the related insurance contract.  The proportion of 
premiums which relates to periods of risk extending beyond the end of the year is reported as 
unearned premium and is calculated on a daily basis. 

 
 Life assurance business premiums are accounted for when receivable.   
 
 Reinsurance premiums are accounted for in the same accounting period as the insurance 

premiums to which they relate. 
 
(b) Claims and reinsurance recoveries  
 
 Gross insurance claims for general insurance business include paid claims and provisions for 

outstanding claims.  The outstanding claims are based on the estimated ultimate cost of all 
claims that have occurred but not settled at the balance sheet date, whether reported or not.  
They also include a reduction for the expected value of salvage and other recoveries.  
Reserves for claims incurred but not reported (IBNR) are made on an estimated basis, using 
previous years’ experience and taking into account anticipated future changes and 
developments. 

 
 Gross insurance claims for life assurance reflect the total cost of claims arising during the 

year, including claim handling costs and any policy holder bonuses allocated in anticipation of 
a bonus declaration.  The technical reserves for non-unit-linked liabilities (long-term business 
provision) are calculated based on annual actuarial estimates.  The technical reserves for 
unit-linked liabilities are at least the element of any surrender or transfer value which is 
calculated by reference to the relevant fund. 

 
 Reinsurance recoveries are accounted for in the same period as the related claim. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  (continued) 
 
 
Insurance contracts  (continued) 
 
 
(c) Value of life policies in force 
 
 A value is placed on life insurance contracts that are in force at the balance sheet date.  The 

value of the life policies in force is determined by discounting future earnings expected to 
emerge from business currently in force, using appropriate assumptions in assessing factors 
such as recent experience and general economic conditions.  Movements in the value of in-
force policies are included in the income statement in “Other Income”. 

 
 
Tax 
 
Current tax liabilities and assets for the current and prior periods are measured at the amount 
expected to be paid to or recovered from the taxation authorities using the tax rates and laws that 
have been enacted or substantially enacted by the balance sheet date. 
 
Deferred tax is provided in full, using the liability method, on temporary differences arising between 
the tax bases of assets and liabilities and their carrying amounts in the financial statements.  
Deferred tax is determined using tax rates and laws that have been enacted or substantially 
enacted by the balance sheet date and are expected to apply when the related deferred tax asset is 
realised or the deferred tax liability is settled. 
 
Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be 
available against which the temporary differences can be utilised.  
 
 
Dividend distribution  
 
Dividend distribution to the Bank’s equity holders is recognised as a liability in the consolidated 
financial statements in the period in which the dividends are approved by the Bank’s equity holders. 
 
 
Retirement benefits 
 
The Group operates defined retirement benefit plans in Cyprus, in the United Kingdom and Greece.  
A defined benefit plan is a plan that defines lump sum or pension benefit to be provided as a 
function of one or more factors such as years of service and employee salary. 
 
Annual contributions are made for these plans in order to build up sufficient reserves or funds 
during the employees’ service life, which will fund the related benefits to be given to the employees 
upon retirement.  The cost of these benefits is charged to the income statement. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  (continued) 
 
 
Retirement benefits  (continued) 
 
Retirement benefit costs relating to the defined benefit plans and which are included in staff costs 
are assessed using the projected unit credit method.  Under this method, the cost of providing 
defined benefit pensions is charged to the income statement so as to spread the regular cost over 
the service lives of employees in accordance with the advice of professionally qualified actuaries 
who value the plan at least once every three years. 
 
The obligation for the defined benefit plans is measured at the present value of the estimated future 
cash outflows using interest rates of government securities, which have terms to maturity 
approximating the terms of the related liability. 
 
Actuarial gains or losses which exceed 10% of the greater of the present value of the Group’s 
obligation and the fair value of the plan assets, are amortised over the expected average remaining 
working lives of the participating employees. 
 
Certain Group companies operate defined contribution plans. A defined contribution plan is a plan 
under which the company and the employees pay fixed contributions into a separate fund. 
 
The benefits provided to the employees participating in defined contribution plans are based on the 
return of the fund.  Each fund is governed by specified regulations as agreed between the two 
parties and in compliance with relevant statutory obligations. The contributions of the Group to the 
defined contribution plans are charged to the income statement in the year in which they arise. 
 
The Group has no legal or constructive obligations to pay further contributions if the scheme does 
not hold sufficient assets to pay all employees the benefits relating to employee service in the 
current and prior periods. 
 
The Group also pays contributions to the Government Social Insurance Fund in accordance with 
legal requirements.   
 
 
Cash and cash equivalents 
 
For the purposes of the cash flow statement, cash and cash equivalents comprise balances with 
less than three months maturity and include cash and balances with Central Banks including, the 
minimum reserve requirement that the Bank is obliged to place with Central Banks for liquidity 
purposes, government bonds and treasury bills and amounts due from other banks. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  (continued) 
 
 
Advances to customers  
 
Advances to customers are presented on the Balance Sheet net of any accumulated provisions for 
impairment. Advances are written off if they cannot be recovered. 
 
Recoverability of loans and other advances granted to customers is assessed on a case-by-case 
basis using the repayment history of the customer.  For individually significant amounts, impairment 
test includes other factors such as the financial status of customer, alternative sources of finance 
available, the extent to which credit worthy guarantors can support the customer and the realisable 
value of the security. 
 
A credit risk provision for loan impairment is established if there is objective evidence that the Bank 
will be unable to collect all amounts due on a loan according to the original contractual terms.  In 
situations where the loans are fully secured or there are reasonable grounds that the loan will be 
fully recovered, no provision is established.  The provision is measured as the difference between 
the loan’s carrying amount and the recoverable amount, including all securities. 
 
Impaired loans are continuously monitored and reviewed quarterly.  If the amount of an impairment 
loss decreases in a subsequent period, and the decrease can be related objectively to an event 
occuring after the impairment was recognised, the excess is written back by reducing the loan 
impairment provision account, accordingly. 
 
 
Investments 
 
The Group classifies its investments in the following categories:  financial assets at fair value 
through profit or loss, loans and receivables, held-to-maturity investments and available-for-sale 
financial assets.  The classification depends on the purpose for which the investments were 
acquired.  Management determines the classification of investments at initial recognition and re-
evaluates this designation at every balance sheet date. 
 
(a) Financial assets at fair value through profit o r loss  
 
 This category has two sub-categories:  financial assets held for trading and those 

designated at fair value through profit or loss at inception.  A financial asset is classified in 
the held for trading category if acquired principally for the purpose of generating a profit 
from short-term fluctuations in price.  Derivative financial instruments are also categorised 
as held for trading unless they are designated as accounting hedges.  Financial assets 
designated as at fair value through profit or loss at inception are those that are managed 
and their performance is evaluated on a fair value basis, in accordance with a documented 
Group’s investment strategy.  Information about these financial assets is provided internally 
on a fair value basis to the Group entity’s key management personnel.  

 
 
(b) Loans and Receivables 
 
 Loans and receivables are non-derivative financial assets with fixed or determinable 

payments that are not quoted in an active market and for which there is no intention of 
trading.  Investment in corporate bonds and debentures acquired directly from the issuer are 
classified as in this category. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  (continued) 
 
 
Investments (continued) 
 
(c) Held-to-maturity investments 
 
 Held-to-maturity investments are non-derivative financial assets with fixed or determinable 

payments and fixed maturities that the management has the positive intention and ability to 
hold to maturity. 

 
 
(d) Available-for-sale financial assets 
 
 Available-for-sale financial assets are non-derivatives that are either designated in this 

category or not classified in any of the other categories.  These assets are acquired for an 
indefinite period of time. 

 
Regular way purchases and sales of investments are recognized on trade-date which is the date on 
which the Group commits to purchase or sell the asset.  Investments are initially recognized at fair 
value plus transaction costs for all financial assets not carried at fair value through profit or loss.  
Investments are derecognized when the rights to receive cash flows from the investments have 
expired or have been transferred and the Group has transferred substantially all risks and rewards 
of ownership.  Available-for-sale financial assets and financial assets at fair value through profit or 
loss are subsequently carried at fair value.  Loans and receivables and held-to-maturity 
investments are carried at amortised cost using the effective interest method. 
 
Realised and unrealised gains and losses arising from changes in the fair value of financial assets 
at fair value through profit or loss are included in the income statement in the period in which they 
arise.  Unrealised gains and losses arising from changes in the fair value of available-for-sale 
financial assets are recognised in equity.  When available-for-sale financial assets are sold or 
impaired, the accumulated fair value adjustments are included in the income statement. 
 
The fair value of investments quoted in an active market is based on quoted bid prices.  If the 
market for a financial asset is not active and for unlisted securities, the Group establishes fair value 
by using valuation techniques.  These include the use of recent arm’s length transactions, 
reference to other instruments that are substantially the same and discounted cash flow analysis, 
making maximum use of market inputs and relying as little as possible on entity specific inputs. 
 
The Group assesses at each balance sheet date whether there is objective evidence that a 
financial asset or a group of financial assets is impaired.  In the case of equity securities classified 
as available for sale, a significant or prolonged decline in the fair value of the security below its cost 
is considered as an indicator of possible impairment.  If any such evidence exists for available-for-
sale financial assets the cumulative loss which is measured as the difference between the 
acquisition cost and the current fair value, less any impairment loss on that financial asset 
previously recognised in profit or loss, is removed from equity and recognised in the income 
statement.  Impairment losses recognised in the income statement on equity instruments are not 
reversed through the income statement. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
 
Derivative financial instruments 
 
Derivative financial instruments include forward exchange contracts, currency and interest rate 
swaps and other derivative financial instruments.  These are initially recognised in the balance 
sheet at fair value, which includes transaction costs and subsequently are remeasured at their fair 
value. Fair values are obtained from quoted market prices, discounted cash flow models and other 
pricing models as appropriate. All derivatives are shown as financial assets at fair value through 
profit or loss when fair value is positive and as financial liabilities when fair value is negative. 
 
A derivative may be embedded in another financial instrument, known as “host contract”.  In such 
combinations, the derivative instrument is separated from the host contract and treated as separate 
derivative, provided that its risks and economic characteristics are not closely related to the host 
contract and the host contract is not carried at fair value with unrealised gains and losses reported 
in the income statement. 
 
The Group uses derivatives to provide effective economic hedging under the direction of the Group 
Risk Management Unit.  In cases where derivatives are used for the hedge of a net investment in a 
foreign entity and the criteria of IAS 39 for hedge accounting are satisfied, any fair value changes 
are included in reserves. In all other cases the fair value adjustments on derivative financial 
instruments are included in the income statement. 
 
 
Investment property 
 
Investment property includes land and buildings, owned by the Group with the intention of earning 
rentals or for capital appreciation or both, and are not used by the Group.  Investment property is 
stated at fair value, as is determined by independent professional valuers who apply recognised 
valuation techniques.  Changes in fair values are included within “Other income” in the income 
statement. 
 
 
Goodwill 
 
Goodwill represents the excess of the cost of an acquisition over the fair value of the net identifiable 
assets of the acquired undertaking at the date of acquisition.  Goodwill on acquisitions of 
subsidiaries is included in the balance sheet in “Intangible Assets”.  Goodwill is tested for 
impairment annually and whenever there are such indications and carried at cost less accumulated 
impairment losses.  Goodwill is allocated to cash-generating units for the purpose of impairment 
testing, using the country of operation and economic segment as the allocation bases. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
 
Computer software 
 
Costs that are directly associated with identifiable and unique computer software products 
controlled by the Group and that will probably generate economic benefits exceeding costs beyond 
one year are recognised as intangible assets.  Subsequently computer software are carried at cost 
less any accumulated amortisation and any accumulated impairment losses.  Expenditure, which 
enhances or extends the performance of computer software programmes beyond their original 
specifications is recognised as a capital improvement and added to the original cost of the 
computer software. 
 
Costs associated with maintenance of computer software programmes are recognised as an 
expense when incurred.  Computer software costs are amortised using the straight-line method 
over their useful lives, not exceeding a period of 5 years. Amortisation commences when the 
computer software is available for use and is included within “Depreciation, amortisation and 
impairment” in the income statement. 
 
 
Operating leases 
 
Leases in which a significant portion of the risks and rewards of ownerships are retained by the 
lessor are classified as operating leases.  Payments made under operating leases (net of any 
incentives received from the lessor) are charged to the income statement on a straight-line basis 
over the period of the lease. 
 
 
Property and equipment 
 
Land and buildings are shown at fair value, based on valuations by external independent valuers, 
less subsequent depreciation for buildings.  Any accumulated depreciation at the date of 
revaluation is eliminated against the gross carrying amount of the asset and the net amount is 
restated to the revalued amount of the asset.  Revaluations are carried out with sufficient regularity 
to ensure that the carrying amount does not differ materially from that which would be determined 
using fair value at the balance sheet date.  All other property and equipment are stated at historical 
cost less depreciation.  Historical cost includes expenditure that is directly attributable to the 
acquisition of property and equipment.   
 
Increases in the carrying amount arising on revaluation of land and buildings are credited to fair 
value reserves in shareholders’ equity.  Decreases that offset previous increases of the same asset 
are charged against those reserves. All other decreases are charged to the income statement.  
Each year the difference between depreciation based on the revalued carrying amount of the asset 
charged to the income statement and depreciation based on the asset’s original cost is transferred 
from property fair value reserves to retained earnings. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
 
Property and equipment  (continued) 
 
Land is not depreciated.  Depreciation on other property and equipment is calculated using the 
straight-line method to allocate the cost or revalued amount of each asset less their residual values, 
over their estimated useful lives. The estimated useful lives are as follows: 
 
 Years 
  
Freehold buildings 33 
Furniture and equipment 3 to 10  
 
Property leased for up to 33 years is depreciated on a straight-line basis over the term of the lease. 
 
The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each 
balance sheet date. 
 
Where the carrying amount of an asset is greater than its estimated recoverable amount, it is 
written down immediately to its recoverable amount. 
 
Expenditure for repairs and maintenance of property and equipment is charged to the income 
statement of the year in which they were incurred.  The cost of major renovations and other 
subsequent expenditure are included in the carrying amount of the asset or recognised as a 
separate asset, as appropriate, when it is probable that future economic benefits associated with 
the asset will flow to the Group and the cost of the asset can be measured reliably. Major 
renovations are depreciated over the remaining useful life of the related asset. 
 
Gains and losses on disposal of property and equipment are determined by comparing proceeds 
with carrying amount and are included in the income statement.  When revalued assets are sold, 
the amounts included in the property fair value reserves are transferred to retained earnings. 
 
Properties in the course of construction for administrative purposes or for purposes not yet 
determined are carried at cost less any impairment loss where the recoverable amount of the asset 
in the course of construction is estimated to be lower than its carrying value.  Depreciation for these 
assets commences when the assets are ready for their intended use. 
 
 
Impairment of non-financial assets 
 
Assets that have an indefinite useful life are not subject to amortisation and are tested annually for 
impairment.  Assets that are subject to depreciation or amortisation are reviewed for impairment 
whenever events or changes in circumstances indicate that the carrying amount may not be 
recoverable.  An impairment loss is recognised for the amount by which the asset’s carrying 
amount exceeds its recoverable amount.  The recoverable amount is the higher of an asset’s fair 
value less costs to sell and value in use.  For the purposes of assessing impairment, assets are 
grouped at the lowest levels for which there are separately identifiable cash flows (cash-generating 
units). 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
 
Loan capital   
 
Loan capital is recognised initially at fair value, being the issue proceeds (fair value of consideration 
received) net of transaction costs incurred. Loan capital is subsequently stated at amortised cost 
and any difference between net proceeds and the redemption value is recognised in the income 
statement over the period of the borrowings. 
 
When convertible bonds are issued, the fair value of the conversion option is determined. This 
amount is recorded separately in shareholders’ equity. The Group does not recognise any change 
in the value of this option in subsequent periods.  The remaining obligation to make future 
payments of principal and interest to bond holders is recalculated using a market interest rate for an 
equivalent non-convertible bond and is presented on an amortised cost basis in loan capital until 
extinguished on conversion or maturity of the bonds. 
 
 
Share capital  
 
Ordinary shares are classified as equity. 
 
 
Provisions  
 
Provisions are recognised when the Group has a present legal or constructive obligation as a result 
of past events, it is more likely than not that an outflow of resources will be required to settle the 
obligation, and a reliable estimate of the amount of the obligation can be made.  Where the Group 
expects a provision to be reimbursed, for example under an insurance contract, the reimbursement 
is recognised as a separate asset but only when the reimbursement is virtually certain. 
 
The Group recognises a provision for onerous contracts when the expected benefits to be derived 
from a contract are less than the unavoidable costs of meeting the obligations under the contract. 
 
 
Credit-related transactions 
 
Acceptances comprise undertakings by the Group to pay bills of exchange drawn on customers. 
The Group expects most acceptances to be settled simultaneously with the reimbursement from 
the customers. Acceptances are accounted for as off-balance sheet transactions and are disclosed 
as contingent liabilities and commitments. 
 
The Group is involved in trading transactions whereby it issues guarantees and documentary 
credits (known as credit-related instruments) on behalf of its customers.  These instruments are 
treated as credit commitments and thus not shown on the balance sheet unless and until the Group 
is called upon to make a payment under the instrument.  Assets arising from payments to a third 
party where the Group is awaiting reimbursement from the customer are shown on the balance 
sheet, less any necessary provisions. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
 
Fiduciary activities 
 
Assets and income arising thereon together with related undertakings to return such assets to 
customers are excluded from these financial statements where the Group acts in a fiduciary 
capacity such as nominee, trustee or agent. 
 
 
Segment reporting 
 
Business segments provide products or services that are subject to risks and returns that are 
different from those of other business segments. Geographical segments provide products or 
services within a particular economic environment that are subject to risks and returns that are 
different from those of segments operating in other economic environments. 
 

 The primary segment of the Group is by business class.  There are three major classes of 
business: 
 
(a) Banking services, which include the activities of Cyprus Popular Bank Public Company Ltd, 

Laiki Bank (Hellas) S.A., Laiki Bank (Australia) Ltd and Laiki Bank (Guernsey) Ltd. 
 
(b) Insurance services, which include the activities of the life assurance and general insurance 

subsidiaries of the Group. 
 
(c) Financial and other services, which include the activities of all other subsidiaries of the Group. 
 
The secondary geographical segments of the Group are analysed as follows: 
 
(a) Operations in Cyprus, which incorporate the activities of all Group companies in Cyprus. 
 
(b) Operations in Greece. 
 
(c) Operations in the United Kingdom, which incorporate the activities of Laiki Bank (Guernsey) 

Ltd. 
 
(d) Operations in Australia. 
 
The costs of each Group company are apportioned based on the relevant geographical segment 
above.   
 
The pricing of the transactions between the Group companies is on an arms-length basis. 
 
 
Comparatives 
 
Where necessary, comparative figures have been adjusted to conform with changes in presentation 
in the current year.  Comparative figures were adjusted to conform with changes in accounting 
policies, as explained above. 
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N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
3. CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS  
 
Estimates and judgments are continually evaluated and are based on historical experience and 
other factors, including expectations of future events that are believed to be reasonable under the 
circumstances. 
 
 
Critical accounting estimates and assumptions 
 
The Group makes estimates and assumptions concerning the future.  The resulting accounting 
estimates will, by definition, seldom equal the related actual results.  The estimates and 
assumptions that have a significant risk of causing a material adjustment to the carrying amounts of 
assets and liabilities within the next financial year are discussed below: 
 
 
(a) Impairment losses on advances  
 The Group reviews its loan portfolio to assess impairment at least quarterly.  In determining 

whether an impairment loss should be recorded in the income statement, the Group makes 
judgments as to whether there is sufficient evidence indicating that the balance of a loan or a 
portfolio of loans outstanding will not be fully recovered.  This evidence may include an 
adverse change in the payment status of the borrower, the repayment history and the 
realisable value of the collateral, if any.  The methodology and assumptions used are 
reviewed regularly to minimise any differences between loss estimates and actual loss 
experience. 

 
 
(b) Fair value of financial instruments  
 The fair value of financial instruments that are not quoted in an active market are determined 

using valuation techniques.  The Group uses its judgment to select a variety of methods and 
make assumptions that are mainly based on market conditions existing at each balance sheet 
date.  The valuation techniques used are frequently assessed to ensure their validity and 
appropriateness.  Changes in methods and assumptions about these factors could affect the 
reported fair value of financial instruments. 

 
 
(c) Estimated impairment of goodwill  
 The Group tests annually whether goodwill has suffered any impairment in accordance with 

the accounting policy stated in Note 2.  The recoverable amounts of cash – generating units 
have been determined based on value in use calculations.  These calculations require the 
use of estimates as shown in Note 29. 

 
 If the revised estimated net margin at 31 December, 2008 was 10% lower than 

management’s estimates at 31 December, 2005, the Group would have recognised a further 
impairment against goodwill by C£ 5.283.000. If the revised estimated after-tax-rate applied to 
the discounted cash flows was 10% higher than management’s estimates at 31 December, 
2005, the Group would have recognised a further impairment of goodwill of C£ 8.153.000. 
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3. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (continued) 
 
Critical accounting estimates and assumptions (continued) 
 
(d) Value of life policies in force  
 The value of life policies in force is determined in consultation with qualified actuaries as 

shown in Note 2.  The value of life policies in force is calculated by discounting future profits 
that are expected to emerge from in force business at a discount rate that includes a risk 
margin.  The risk margin reflects the uncertainty in expected future profits.  Projections of 
profit are based on prudent assumptions relating to macroeconomic fundamentals, future 
mortality, persistency and level of administrative and selling expenses, and average return on 
investments.  The assumptions used in the actuarial valuation are shown in Note 29.  The 
assumptions and valuation method are reviewed on each reporting date.  Any changes in the 
estemates and assumptions made are likely to have an effect on the value of life policies in 
force. 

 
 
(e) Life insurance business  
 The estimate for future benefits for long term life insurance contracts is determined by an 

actuarial valuation by using appropriate assumptions such as mortality and morbidity rates, 
returns on investments made to cover the future insurance claims, the growth in 
administrative expenses and the maintainability of insurance policies.  Mortality rates used 
are based on international standardised tables that reflect past experience.  The average 
return of investment estimate is established by using current returns, as well as, predictions 
on economy’s and capital markets’ performance. 

 
 The assumptions and valuation method are reviewed on each reporting date.  Any 

adjustments are reflected in the insurance contract liabilities in the consolidated balance 
sheet. 

 
 An estimate for gross claims relating to short term general and health insurance contracts, is 

made at the balance sheet date, whether reported or not.  The estimate takes into account 
past experience and related insurance market trends. 

 
 
(f) Insurance policy claims  
 Insurance liabilities for claims are calculated by using information relating to the claim, 

experience and other relevant factors, on a case-by-case basis. 
 
 The Group is liable for all events covered by the policy even if the loss is discovered after the 

policy’s expiry date.  The method employed to estimate the total cost of claims occurred but 
not reported is shown in Note 47. 

 
 
(g) Retirement benefits  
 The present value of liabilities arising from staff retirement benefits is determined with an 

actuarial valuation using specific assumptions.  These assumptions are shown in Note 11.  
According to the relevant Group’s accounting policy for retirement benefits, any adjustment 
(or changes) in the assumptions are likely to have an effect on the level of the unrecognised 
actuarial loss. 
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3. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (continued) 
 
Critical accounting estimates and assumptions  (continued) 
 
(h) Taxes  
 The Group is subject to income taxes in various jurisdictions in which it operates.  In order to 

establish the corporation tax, as presented in the balance sheet, significant assumptions are 
required.  For specific transactions and calculations the ultimate tax determination is 
uncertain.  The Group recognises liabilities for anticipated tax issues based on estimates of 
whether additional taxes will be due.  Where the final tax outcome of these matters is different 
from the amounts that were initially recorded, such differences will impact the income tax and 
deferred tax provisions in the period in which such determination is made. 

 
 
Critical judgments in applying Group accounting pol icies 
 
(a) Held-to-maturity investments  
 The Group follows the guidance provided in IAS 39 and classifies non-derivative financial 

assets with fixed or determinable payments and fixed maturity as held-to-maturity 
investments.  Critical judgment is required when applying the classification, which takes into 
account the Group’s intention and ability to hold investments to maturity.  If the Group fails to 
hold the investments to maturity for any reason other than those explained in IAS 39, all 
financial assets held in the asset class will have to be reclassified as available-for-sale 
financial assets.  Under these circumstances, investments will be presented at fair value and 
not amortised cost, while the book value of investments will increase by C£ 8.500.000 with a 
corresponding credit in the fair value reserve under equity. 

 
 
(b) Impairment of available-for-sale investments  
 The Group follows the guidance provided in IAS 39 to determine if an investment has been 

impaired.  This decision requires critical judgment.  In making this judgment, the Group 
evaluates among other factors whether there has been a significant or prolonged decline in 
the fair value of the investment compared to cost, as well as the financial viability and the 
short term future of the investment by considering factors such as the industry and sector 
performance, changes in technology and operational and financing cash flows. 

 
 If the estimates made regarding the duration and extent of fair values being below cost, do 

not materialise within 2006, the Group will not suffer significant losses in the 2006 
consolidated financial statements. 
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4. NET INTEREST INCOME 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
Interest income   
Interest from advances to customers 260.497 231.178 
Interest from other banks 67.587 48.601 
Interest from bonds and other interest 30.784 22.374 
 
 358.868 302.153 
 
Interest expense   
Interest on customer deposits 150.342 115.235 
Interest to other banks 22.487 20.866 
Interest on loan capital and other interest 12.771 11.593 
 
 185.600 147.694 

 
 
5. NET FEE AND COMMISSION INCOME 

 2005 2004 
 C£ ‘000 C£ ‘000 
Fee and commission income   
Banking related fees and commissions 49.591 47.688 
Portfolio and other management fees 1.976 1.634 
Other fees and commissions 2.122 2.011 
 
 53.689 51.333 
 
Fee and commission expense   
Fees paid 1.545 1.562 
Commissions paid 1.439 1.387 
 
 2.984 2.949 

 
 
6. PROFIT/(LOSS) ON DISPOSAL AND REVALUATION OF SEC URITIES 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Loss on disposal of financial assets at fair value   
  through profit or loss (844) (2.660) 
Profit/(loss) on revaluation of financial assets   
  at fair value through profit or loss 1.582 (3.354) 
 
 738 (6.014) 
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7. OTHER INCOME 

   
 2005 2004 
 C£ ‘000 C£ ‘000 
Net premiums and other income from   
  insurance contracts (Note 8) 61.823 56.285 
Net benefits, claims and other expenses from   
  insurance contracts (Note 9) (69.745) (49.825) 
Net income from assets backing    
  policyholders liabilities (Note 10) 23.076 3.477 
   
Income from insurance operations 15.154 9.937 
   
Dividend from available-for-sale financial assets 51 135 
Dividend from financial assets at fair value through profit or loss 293 199 
Fair value gains on investment property 509 - 
Other income 4.557 3.877 
   
 20.564 14.148 

 
 
8. NET PREMIUMS AND OTHER INCOME FROM INSURANCE CONTRACTS 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Long-term insurance contracts without fixed terms 31.389 30.721 
Long-term insurance contracts with fixed and   
  guaranteed terms 2.390 2.042 
Long-term insurance contracts with discretionary   
  participating feature (DPF) 2.180 2.414 
Short-term insurance contracts:   
  Premiums receivable 36.274 32.746 
  Change in unearned premiums provision (1.498) (1.277) 
   
Premium revenue arising from insurance contracts issued 70.735 66.646 
   
Short-term reinsurance contracts:   
  Premiums payable (13.152) (11.841) 
  Change in unearned premiums provision 676 (69) 
Long-term reinsurance contracts (2.134) (1.796) 
   
Premium revenue ceded to reinsurers on contracts issued (14.610) (13.706) 
   
Net premium revenue 56.125 52.940 
   
Other income from insurance contracts:   
  Policy administration and asset management 3.015 2.597 
  Surrender benefits 378 517 
  Change in the value of life policies in force (Note 29) 2.305 231 
   
 61.823 56.285 
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9. NET BENEFITS, CLAIMS AND OTHER EXPENSES FROM INS URANCE CONTRACTS 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Insurance benefits 48.581 30.867 
Insurance contracts claims 19.933 17.758 
Insurance contracts claims recovered from reinsurers (6.874) (6.099) 
Commission paid and other expenses from insurance contracts 8.105 7.299 
  
 69.745 49.825 
  

 
 Insurance benefits 
 

Long-term insurance contracts without fixed terms   
  (unit-linked):   
    Death benefits 21.380 17.318 
    Change in unit price 20.801 7.280 
   
Long-term insurance contracts with discretionary   
  participating feature (DPF):   
    Death benefits 4.966 3.840 
    Interest credited 1.175 972 
   
Long-term insurance contracts with fixed    
  and guaranteed terms:   
    Death, maturity and surrender benefits 421 435 
    (Decrease)/increase in liabilities (162) 1.022 
  
 48.581 30.867 
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9. NET BENEFITS, CLAIMS AND OTHER EXPENSES FROM INS URANCE CONTRACTS  

(continued) 
 
 Insurance claims 
 

 Gross  Reinsurance  Net 
 C£ ‘000 C£ ‘000 C£ ‘000 
2005    
Current year claims 17.433 (6.456) 10.977 
Additional cost for prior year claims 2.500 (418) 2.082 
    
 19.933 (6.874) 13.059 
    
2004    
Current year claims 13.075 (5.027) 8.048 
Additional cost for prior year claims 4.683 (1.072) 3.611 
    
 17.758 (6.099) 11.659 

 
 
10. NET INCOME FROM ASSETS BACKING POLICYHOLDER LIA BILITIES 
  
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Interest income 5.895 4.315 
Profit/(loss) from disposal and revaluation of securities 16.629 (971) 
Dividends 507 133 
Fair value gains on investment property 45 - 
  
 23.076 3.477 

 
 
11. STAFF COSTS 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Salaries and employer’s contributions 76.438 70.128 
Retirement benefit costs:   
  Defined benefit plan 14.973 14.311 
  Defined contribution plan 187 188 
Other staff costs 2.530 1.328 
 
 94.128 85.955 
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11. STAFF COSTS (continued) 
 
 The number of employees of the Group at the end of the year analysed by class of business 

was as follows: 
 

 2005 2004 
   
Banking services 3.008 2.932 
Insurance services 317 315 
Financial and other services 253 247 
 
 3.578 3.494 

 
 Defined Benefit Plans 
 
 The amounts recognised in the balance sheet with respect to the defined benefit plans are 

shown below: 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Present value of funded obligations 11.705 6.550 
Fair value of plan assets (5.215) (3.723) 
 
 6.490 2.827 
Present value of unfunded obligations 115.640 103.975 
Unrecognised actuarial loss (25.496) (22.915) 
 
Retirement benefit obligations in the balance sheet 96.634 83.887 

 
  
 The amounts recognised in the income statement with respect to the defined benefit plans 

are as follows: 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Current service cost 8.417 8.442 
Interest cost on plan liabilities 6.599 5.444 
Expected return on plan assets (265) - 
Actuarial loss recognised in the year 222 425 
  
 14.973 14.311 
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11. STAFF COSTS (continued) 
 
 Defined Benefit Plans  (continued) 
 
 The actual return on plan assets was a profit of C£ 971.000 (2004: profit of C£ 194.000). 
  
 Movement in the retirement benefit obligations recognised in the balance sheet: 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Balance 1 January 83.887 72.734 
Total expenses charged in the income statement 14.973 14.311 
Payments to departing members (1.790) (2.684) 
Contributions paid (425) (465) 
Exchange differences (11) (9) 
  
Balance at 31 December 96.634 83.887 

 
 The principal assumptions used in the actuarial valuations were: 
 

 2005  2004 
 Cyprus  United  Greece  Cyprus United Greece 
  Kingdom     Kingdom  
        
Discount rate 5,0% 4,7% 3,9%  6,0% 6,0% 3,9% 
Average expected        
  return on plan assets 5,0% 6,6% 3,9%  6,0% 6,6% 3,9% 
Average increase in basic        
  insurable earnings 4,5% - -  4,5% - - 
Average increase in        
  total salaries 7,0% 4,1% 3,0%  7,5% 4,5% 3,0% 
Average increase in inflation 2,5% 2,9% 2,0%  2,5% 2,5% 2,0% 
Rate of increase of        
  pension payments - 2,6% -  - 2,5% - 

 
 
12. DEPRECIATION, AMORTISATION AND IMPAIRMENT 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Depreciation of property and equipment (Note 31) 7.264 7.756 
Fair value adjustment of property (Note 31) - 1.391 
Amortisation of computer software (Note 29) 3.575 3.326 
Amortisation of goodwill (Note 29) - 4.370 
Impairment of goodwill (Note 29) 8.814 - 
 
 19.653 16.843 
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13. ADMINISTRATIVE EXPENSES  
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Occupancy costs 3.563 2.966 
Computer maintenance costs 3.834 4.015 
Marketing and sales expenses 7.471 7.373 
Operating lease rentals 6.650 6.044 
Printing and stationery expenses 2.135 1.963 
Telephone expenses 1.531 1.419 
Audit fees 300 280 
Profit on disposal of property and equipment (Note 31) (47) (650) 
Other administrative expenses 12.108 13.446 
  
 37.545 36.856 

 
 
14. PROVISION FOR IMPAIRMENT OF ADVANCES  
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Provision for impairment of advances for the year (Note 22) 64.279 65.346 
Release of provision and recoveries (Note 22) (17.881) (18.397) 
 
 46.398 46.949 

 
 
15. TAX 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
Current year tax   
Cyprus corporation tax 7.366 4.097 
Defence tax 22 57 
Overseas tax 5.227 5.527 
Deferred tax (Note 37) (1.305) 523 
 
Total current year tax 11.310 10.204 
 
Prior year tax 5.995 1.236 
 
Total tax charge 17.305 11.440 
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15. TAX (continued) 
 
 As from 1 January, 2003 the profit of the Bank and its subsidiaries in Cyprus are subject to 

corporation tax at the rate of 10%.  For the years 2003 and 2004 only, profits over C£ 1 m 
were subject to additional corporation tax at the rate of 5%. 

 

 Under certain circumstances, interest may be subject to defence tax at the rate of 10%.  In 
this case 50% of interest income may be exempted from corporation tax, leading to an 
effective tax rate of 15%.  In certain circumstances dividends from overseas may be subject 
to defence tax at the rate of 15%. 

 
 The profit from overseas operations is subject to taxation at the tax rates applicable in the 

countries in which the profit is derived. 
 

The tax on the Group’s profit before tax differs from the theoretical amount that would arise 
using the applicable tax rates as follows: 
 
 2005 2004 
 C£ ‘000 C£ ‘000 
   

Profit before tax 61.205 32.891 
  
Tax calculated at the applicable tax rates 6.121 4.598 
Tax effect of expenses not deductible for tax purposes 2.971 2.747 
Tax effect of income not subject to tax (1.145) (369) 
Tax effect of different tax rates in Greece, the   
  United Kingdom, Australia and Guernsey 3.363 3.228 
  

Total current year tax 11.310 10.204 
  

 
 
16. EARNINGS PER SHARE 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   

Profit attributable to the equity holders of the Bank  42.761 21.100 
   

 2005 2004 
  ‘000  ‘000 
   

Weighted average number of shares in issue during the year 305.167 304.011 
  

Earnings per share – cent 14,0 6,9 
 
 Fully diluted earnings per share is not disclosed, as the price for the conversion of debentures 

is higher than the market price of the Cyprus Popular Bank Public Company Ltd share at the 
Cyprus Stock Exchange as at 31 December, 2005. 

 
 
 



38  

 

 
N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
17. CASH AND BALANCES WITH CENTRAL BANKS  
 

 Cash and balances with Central Banks include obligatory minimum reserves held for liquidity 
purposes.  These reserves are not available for financing the Group’s operational 
transactions. 

 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Cash in hand 69.773 51.767 
Balances with Central Banks other than obligatory   
  reserves for liquidity purposes 221.577 243.331 
Obligatory reserves for liquidity purposes 140.741 176.471 
 
Cash and balances with Central Banks (Note 44) 432.091 471.569 

 
 
18. DUE FROM OTHER BANKS 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Items in course of collection from other banks  37.966 28.645 
Placements with other banks 1.327.207 917.035 
 
 1.365.173 945.680 
Maturity analysis   
Repayable on demand 895.176 508.106 
Three months or less 422.752 368.058 
Over three months but less than one year 47.245 63.287 
Over one but less than five years - 6.229 
 
 1.365.173 945.680 

 
 



39  

 

 
N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
19. FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT O R LOSS 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Debt securities 83.144 45.938 
Equity securities 85.182 76.120 
Derivative financial instruments with   
  positive fair value (Note 42) 4.564 2.156 
 
 172.890 124.214 
   
Debt securities   
Listed on the Cyprus Stock Exchange 23.255 22.666 
Listed on other Stock Exchanges 58.089 3.052 
Not listed 1.800 20.220 
 
 83.144 45.938 
   
Equity securities   
Listed on the Cyprus Stock Exchange 35.263 26.181 
Listed on other Stock Exchanges 49.563 49.340 
Not listed 356 599 
   
 85.182 76.120 

 
 
 The carrying amounts of the above financial assets are classified as follows: 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Held for trading 74.742 35.408 
Designated at fair value through profit or loss   
  at inception 98.148 88.806 
 
 172.890 124.214 

 
 Financial assets at fair value through profit or loss are presented as part of “Cash generated 

from operations” in the cash flow statement (Note 43). 
 
 Changes in fair values of financial assets at fair value through profit or loss are recorded in 

“Profit/(loss) on disposal and revaluation of securities” in the income statement (Note 6). 
 
 Financial assets designated at fair value through profit or loss at inception are those whose 

performance is evaluated on a fair value basis, in accordance with a documented Group’s 
investment strategy.  Information about these financial assets is provided internally on a fair 
value basis to the Group entity’s key management personnel.  The Group’s investment 
strategy is to invest free cash resources in equity securities as part of the Group’s long-term 
capital growth strategy. 
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20. ADVANCES TO CUSTOMERS   
  

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Advances to customers 3.936.572 3.387.838 
Instalment finance and leasing (Note 21) 378.741 375.168 
  
 4.315.313 3.763.006 
Provision for impairment of advances (Note 22) (319.615) (272.858) 
  
 3.995.698 3.490.148 

 
 
 The amount of income suspended is included in provision for impairment of  advances. 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
Maturity analysis   
Repayable on demand 986.769 1.018.942 
Three months or less  806.229 586.125 
Over three months but less than one year 309.427 311.143 
Over one but less than five years 888.767 863.749 
Over five years 1.324.121 983.047 
  
 4.315.313 3.763.006 
 
Analysis by sector   
Trade 782.897 741.728 
Manufacturing 382.483 343.103 
Tourism 379.632 319.556 
Property and construction 749.798 626.610 
Personal, professional and home loans  1.548.396 1.334.005 
Other sectors 472.107 398.004 
  
 4.315.313 3.763.006 
 
Analysis by geographical area   
Cyprus 2.461.783 2.285.683 
United Kingdom 345.074 271.342 
Greece 1.334.810 1.073.558 
Australia 173.646 132.423 
 
 4.315.313 3.763.006 
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21. INSTALMENT FINANCE AND LEASING 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Gross investment in hire purchase and finance leases 449.380 437.043 
Unearned finance income (70.639) (61.875) 
  
Present value of minimum hire purchase and finance   
  lease payments 378.741 375.168 
   
Provision for impairment of hire purchase   
  and finance leases (43.139) (44.187) 
  
 335.602 330.981 
  
Gross investment in hire purchase and finance lease s   
Three months or less 88.268 65.899 
Over three months but less than one year 93.545 87.595 
Over one but less than five years 208.583 247.129 
Over five years 58.984 36.420 
  
 449.380 437.043 
  
Present value of minimum hire purchase and finance   
  lease payments   
Three months or less 76.577 61.430 
Over three months but less than one year 80.088 75.016 
Over one but less than five years 176.082 210.447 
Over five years 45.994 28.275 
  
 378.741 375.168 
  

 
 The most important terms of the hire purchase contr acts are as follows:  

• The hirer pays a nominal fee at the end of the hire purchase term in exchange for the right 
to purchase the goods. 

• The hirer pays monthly instalments including interest on the amount outstanding. 
• The hirer is responsible for any loss or damage incurred on the goods concerned. 

 
 The most important terms of the finance lease contr acts are as follows:  

• The lessee undertakes the equipment under lease for the rental period concerned and 
pays during that period rentals and any other amounts that are payable in accordance 
with the terms of the contract. 

• The rentals and any other amounts payable are subject to interest. 
• The lessee is obliged to maintain the equipment in good condition and to compensate the 

owner for any damage or fault occurred. 
• Upon expiry of the agreement, the lessee can either return the equipment to the owner or 

pay a minimal annual nominal fee in exchange for the right to continue to use the 
equipment. 
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22. PROVISION FOR IMPAIRMENT OF ADVANCES  
 

  Suspension   
 Provisions  of income  Total  
 C£ ‘000 C£ ‘000 C£ ‘000 
2005    
Balance 1 January 218.349 54.509 272.858 
Provision for impairment of     
  advances for the year 64.279 - 64.279 
Release of provision and recoveries (17.881) (8.099) (25.980) 
Loans written-off (15.650) (2.238) (17.888) 
Exchange differences (231) - (231) 
Suspension of income for the year - 26.577 26.577 
  
Balance 31 December 248.866 70.749 319.615 
  
2004    
Balance 1 January 180.246 36.626 216.872 
Provision for impairment of    
  advances for the year 65.346 - 65.346 
Release of provision and recoveries (18.397) (5.181) (23.578) 
Loans written-off (8.579) (1.193) (9.772) 
Exchange differences (267) - (267) 
Suspension of income for the year - 24.257 24.257 
  
Balance 31 December 218.349 54.509 272.858 
  

 
 The total amount of non-performing loans, including accumulated income suspended, 

amounts to  C£ 498.014.000 (2004: C£ 479.020.000).  The total amount of non-performing 
loans excluding accumulated income suspended amounts to C£ 427.265.000                 
(2004: C£ 424.511.000). 

 
 
23. CORPORATE BONDS AND DEBENTURES  

 
This amount comprises of non-quoted bonds and debentures in Cypriot companies acquired 
directly from the issuer and is measured at amortised cost. 
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24. GOVERNMENT BONDS AND TREASURY BILLS 
 

 Held for Held-to- Available-  
 trading maturity  for-sale Total 

2005 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 
Government bonds and treasury bills eligible for     
  rediscounting with the Central Bank of Cyprus 37.924 218.364 10.446 266.734 
Other government bonds and treasury bills 15.645 2.557 54.069 72.271 
     
 53.569 220.921 64.515 339.005 
Maturity analysis     
Three months or less - 20.119 - 20.119 
Over three months but less than one year 3.521 107.011 2.510 113.042 
Over one but less than five years 32.709 72.549 16.260 121.518 
Over five years 17.339 21.242 45.745 84.326 
     
 53.569 220.921 64.515 339.005 
     
Listed on the Cyprus Stock Exchange 37.924 218.364 3.823 260.111 
Listed on other Stock Exchanges 14.492 2.464 60.692 77.648 
Not listed 1.153 93 - 1.246 
     
 53.569 220.921 64.515 339.005 
Movement for the year     
Balance at 1 January  127.687 40.325  
Additions  156.134 26.318  
Redemptions  (60.900) (2.318)  
Amortisation of premium/discount  (1.999) -  
Exchange differences  (1) 456  
Revaluation  - (266)  
     
Balance at 31 December  220.921 64.515  
     
2004     
Government bonds and treasury bills eligible for     
  rediscounting with the Central Bank of Cyprus  19.570 127.560 8.859 155.989 
Other government bonds and treasury bills 14.569 127 31.466 46.162 
     
 34.139 127.687 40.325 202.151 
Maturity analysis     
Three months or less 3.849 48.065 - 51.914 
Over three months but less than one year - 12.000 - 12.000 
Over one but less than five years 20.327 66.069 13.957 100.353 
Over five years 9.963 1.553 26.368 37.884 
     
 34.139 127.687 40.325 202.151 
     
Listed on the Cyprus Stock Exchange 19.570 97.560 1.609 118.739 
Listed on other Stock Exchanges 13.489 33 31.465 44.987 
Not listed 1.080 30.094 7.251 38.425 
     
 34.139 127.687 40.325 202.151 
Movement for the year     
Balance at 1 January  166.303 27.761  
Additions  88.800 24.053  
Redemptions  (127.370) (11.073)  
Amortisation of premium/discount  (44) -  
Exchange differences  (2) (529)  
Revaluation  - 113  
     
Balance at 31 December  127.687 40.325  
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25. AVAILABLE-FOR-SALE FINANCIAL ASSETS 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Debt securities 519.611 364.623 
Equity securities 24.935 20.625 
  
 544.546 385.248 

  
Listed on the Cyprus Stock Exchange 18.940 11.742 
Listed on other Stock Exchanges 515.781 360.892 
Not listed 9.825 12.614 
  
 544.546 385.248 

 Movement for the year  
Balance 1 January 385.248 351.837 
Additions 215.104 116.041 
Redemptions  (77.528) (67.074) 
Revaluation for the year 4.601 (3.781) 
Amortisation of premium / discount (319) 236 
Exchange differences 17.440 (12.011) 
  
Balance at 31 December 544.546 385.248 

 
 The deficit or surplus from the revaluation of investments at fair value at the year end is 

accounted for in the fair value reserves. 
 
 The Group holds 34,7% of the issued share capital of Universal Life Insurance Co. Ltd, the 

total issued share capital of which is C£ 3,3 m.  The Group does not exercise significant 
influence in the management of the company and, consequently, the company is not 
considered to be an associate.  This investment is accounted for as an available-for-sale 
financial asset. 

 
 The fair value of the Bank’s shareholding in Universal Life Insurance Co. Ltd and Lumiere 

T.V. Ltd has been estimated using available financial information for those companies. 
 
 The fair value of the listed available-for-sale financial assets was determined based on the 

closing prices of the shares at 31 December, 2005. 
 
 
26. OTHER ASSETS 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Interest receivable 30.689 21.605 
Receivables arising from insurance and reinsurance   
  contracts (Note 27) 10.670 12.629 
Non current financial assets held for sale 11.684 5.210 
Other assets 24.831 27.658 
  

77.874 
 

67.102 
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27. RECEIVABLES ARISING FROM INSURANCE AND REINSURA NCE CONTRACTS 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Amounts due from contract holders 5.781 5.796 
Provision for impairment of receivables from contract holders (200) (152) 
Amounts due from agents, brokers and intermediaries 5.268 6.997 
Provision for impairment of receivables from agents,   
  brokers and intermediaries (660) (417) 
Amounts due from reinsurers 481 405 
  

10.670 
 

12.629 
 
 
28. INVESTMENTS IN ASSOCIATES 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Balance 1 January 4.935 9.434 
Share of results after tax 1.420 1.313 
Dividend from investment in associate (475) (798) 
Disposal of Laiki CLR Ventures Ltd - (5.014) 
  
Balance 31 December 5.880 4.935 

  
 
 The Group’s share in the associate company JCC Payments Systems Ltd, which was 

incorporated in Cyprus and is not listed, amounts to 30% at 31 December, 2005 (2004: 30%).  
The financial information of the company is as follows: 

 
 2005 2004 
 C£ ‘000 C£ ‘000 
   
Assets 23.568 19.295 
Liabilities 3.988 2.866 
Revenues 10.017 9.821 
Profit 4.735 4.524 
Issued share capital 1.000 1.000 

 
 
 Laiki Investments E.P.E.Y. Public Co Ltd, in which the Bank has a shareholding of 57%, held 

at 31 December, 2005, 26,7% (2004: 26,7%) of the share capital of Viewfair Ltd.  Viewfair Ltd 
was incorporated in Cyprus and is a dormant company. 
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29. INTANGIBLE ASSETS   
 
  Computer  Policies   
 Goodwill  software  in force  Total  
     C£ ‘000      C£ ‘000 C£ ‘000 C£ ‘000 

At 1 January 2004     
Cost or valuation 46.131 15.255 21.822 83.208 
Accumulated amortisation (16.672) (8.938) - (25.610) 
     
Net book value 29.459 6.317 21.822 57.598 
     
Year ended 31 December 2004     
Net book value at the beginning of the year 29.459 6.317 21.822 57.598 
Additions 62 4.013 - 4.075 
Amortisation charge (Note 12) (4.370) (3.326) - (7.696) 
Change in the value of life policies     
  in force (Note 8) - - 231 231 
Exchange differences (30) (50) - (80) 
     
Net book value at the end of the year 25.121 6.954 22.053 54.128 
     
At 31 December 2004     
Cost or valuation 46.145 19.172 22.053 87.370 
Accumulated amortisation (21.024) (12.218) - (33.242) 
     
Net book value 25.121 6.954 22.053 54.128 
     
Year ended 31 December 2005     
Net book value at the beginning of the year 25.121 6.954 22.053 54.128 
Additions - 2.215 - 2.215 
Disposals - (32) - (32) 
Amortisation charge (Note 12) - (3.575) - (3.575) 
Impairment charge (Note 12) (8.814) - - (8.814) 
Change in the value of life policies     
  in force (Note 8) - - 2.305 2.305 
Exchange differences (12) 31 - 19 
    
Net book value at the end of the year 16.295 5.593 24.358 46.246 
    
At 31 December 2005    
Cost or valuation 25.109 21.439 24.358 70.906 
Accumulated amortisation and impairment (8.814) (15.846) - (24.660) 
     
Net book value 16.295 5.593 24.358 46.246 
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29. INTANGIBLE ASSETS (continued) 
 
 Impairment test for goodwill  
 
 Goodwill is allocated to the Group’s cash-generating units (CGUs) identified according to 

country of operation and business segment for impairment test purposes.  A segment-level 
summary of the goodwill allocation is presented below: 

 
 Life  General    
 assurance  insurance  Banking   
 business  business  business  Total  
 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 
     
Cyprus 9.610 5.114 - 14.724 
Greece - - 1.571 1.571 
     
Total 9.610 5.114 1.571 16.295 

 
 
 The recoverable amount of a CGU is determined based on value-in-use calculations.  These 

calculations use cash flow projections based on financial budgets approved by management 
covering a three-year period.  Cash flows beyond the three-year period are extrapolated 
using the estimated growth rates stated below.  The growth rate does not exceed the long-
term average growth rate for the business in which the CGU operates. 

 
 Key assumptions used for value-in-use calculations are: 
 

 Life  General  
 assurance  insurance  
 business  business  
   
Net profit margin 11,4% 4,7% 
Profit growth rate 3,0% 3,0% 
Discount rate 12,0% 12,0% 

 
 
 Management determines the budgeted net profit margin based on past performance and its 

expectations for the market development.  The weighted average profit growth rate used is 
consistent with the macroeconomic forecasts for the country of operation.  The pre-tax 
discount rate used reflects specific risks relating to the CGU. 

 
 The impairment of goodwill for the year ended 31 December, 2005 is analysed as follows: 
 

 C£ ‘000 
  
Impairment of goodwill relating to the acquisition of the  
  subsidiary company Laiki Attalos Securities S.A. 4.614 
Impairment of goodwill relating to the  
  acquisition of Paneuropean Insurance group 4.200 
  
 8.814 
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29. INTANGIBLE ASSETS (continued) 
 
 Impairment test for goodwill  (continued) 
 
 The impairment of goodwill relating to the acquisition of Laiki Attalos Securities S.A. derived 

after the change in the Athens Stock Exchange climate and the reduction in the trading 
volume which resulted in a significant reduction in the company’s operations. 

 
 The impairment of goodwill relating to the acquisition of Paneuropean Insurance Group, in the 

life assurance and general insurance businesses, resulted from the management 
expectations for low business volume growth rate, in the absence of any recent evidence of 
increasing penetration, which is defined as the ratio of total market insurance premiums over 
gross domestic product. 

 
  
 Value of life policies in force 
 
 The value of life policies in force is determined in consultation with qualified actuaries and is 

calculated by discounting future profits that are expected to emerge from in-force business at 
a discount rate that includes a risk margin.  The risk margin is designed to reflect 
uncertainties in expected profit.  Projections of profit are based on prudent assumptions 
relating to long-term economic conditions, future mortality, persistency and level of 
administrative and selling expenses, and average return on investments.  The key 
assumptions used in the actuarial valuation are:  risk discount rate (net of tax) of 9%      
(2004: 10%), average return on investments (gross of tax) of 5,5% (2004: 6%) and inflation 
rate of 3,5% (2004: 3,5%). 

 
 
30. INVESTMENT PROPERTY  
 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Transfer from the category    
  “Property and equipment” (Note 31) 14.556 - 
Fair value gains 554 - 
  
Balance 31 December 15.110 - 

 
 
 The investment properties are valued annually on 31 December by independent, 

professionally qualified valuers with adequate and relevant experience on the nature and the 
location of the property.  Changes in the fair value are included in the income statement. 
Within “Other income” in the income statement, an amount of C£ 964.000 is included, that 
concerns income from operating lease rentals from investment properties held by the Group. 
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31. PROPERTY AND EQUIPMENT 
 

 Property  Equipment  Total  
 C£ ‘000 C£ ‘000 C£ ‘000 
At 1 January 2004    
Cost or valuation 90.470 59.882 150.352 
Accumulated depreciation (8.834) (39.677) (48.511) 
    
Net book value 81.636 20.205 101.841 
    
Year ended 31 December 2004    
Net book value at the beginning of the year 81.636 20.205 101.841 
Additions 3.315 3.547 6.862 
Disposals (1.429) (138) (1.567) 
Revaluation of property 1.997 - 1.997 
Depreciation charge (Note 12) (1.726) (6.030) (7.756) 
Exchange differences (144) (9) (153) 
    
Net book value at the end of the year 83.649 17.575 101.224 
    
At 31 December 2004    
Cost or valuation 90.788 59.985 150.773 
Accumulated depreciation (7.139) (42.410) (49.549) 
    
Net book value 83.649 17.575 101.224 
    
Year ended 31 December 2005    
Net book value at the beginning of the year 83.649 17.575 101.224 
Additions 7.425 3.891 11.316 
Disposals (241) (155) (396) 
Transfer to the category     
  “Investment property” (Note 30) (14.556) - (14.556) 
Transfer to the category    
  “Non-current financial assets held for sale”  (404) - (404) 
Revaluation of property (168) - (168) 
Depreciation charge (Note 12) (1.622) (5.642) (7.264) 
Exchange difference 83 (3) 80 
    
Net book value at the end of the year 74.166 15.666 89.832 
    
At 31 December 2005    
Cost or valuation 82.781 62.633 145.414 
Accumulated depreciation (8.615) (46.967) (55.582) 
    
Net book value 74.166 15.666 89.832 
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31. PROPERTY AND EQUIPMENT (continued) 
 
 Included within the property of the Group is an amount of C£ 679.000 (2004: C£ 265.000) 

which represents buildings under construction. 
 
 In the cash flow statement, proceeds from sale of property, plant and equipment comprise: 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Net book value 396 1.567 
Profit on disposal of property and equipment (Note 13) 47 650 
Transfer from reserves to income statement (Note 41) - (371) 
 
Proceeds from sale of property and equipment 443 1.846 

 
 At 31 December, 2005 a valuation of the Group’s property was performed by independent 

professional valuers based on their existing use.  Increases in the carrying amount arising on 
the revaluation were credited to property fair value reserves in shareholders’ equity.  
Decreases that offset previous increases of the same asset are charged against those 
reserves.  All other decreases are charged to the income statement under “Depreciation, 
amortisation and impairment” (Note 12). 

 
 
 Cost or valuation of property  
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Property stated at revalued amounts 68.513 77.863 
Property stated at cost – leasehold buildings 14.268 12.925 
 
 82.781 90.788 

 
 The net book value of revalued property that would have been included in the financial 

statements  had the assets  been carried at cost less depreciation is C£ 35.107.000       
(2004: C£ 35.140.000).  The amount of property and equipment not depreciated is              
C£ 31.535.000 (2004: C£ 32.500.000). 
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32. DUE TO OTHER BANKS 

 2005 2004 
 C£ ‘000 C£ ‘000 
Maturity analysis   
Repayable on demand 47.366 28.355 
Three months or less 74.968 33.162 
Over three months but less than one year 204 8.205 
 
 122.538 69.722 
 

Analysis by geographical area   
Cyprus 64.201 28.340 
United Kingdom 11.135 8.981 
Greece 47.202 32.401 
 
 122.538 69.722 

 
 
33. CUSTOMER DEPOSITS 

 2005 2004 
 C£ ‘000 C£ ‘000 
Maturity analysis   
Repayable on demand 2.022.234 1.578.354 
Three months or less 2.917.693 2.387.376 
Over three months but less than one year 688.286 570.902 
Over one but less than five years 93.431 100.214 
Over five years 4.777 - 
  
 5.726.421 4.636.846 
 

Analysis by geographical area   
Cyprus 3.875.406 3.134.954 
United Kingdom and Guernsey 290.685 248.786 
Greece 1.382.377 1.120.080 
Australia  177.953 133.026 
  
 5.726.421 4.636.846 

 
 
34. SENIOR DEBT 
 
 During 2004 the Bank set up a Euro Medium Term Note Programme for a total amount of 

euro 750 m.  Pursuant to the Programme the Bank has the ability to issue senior and/or 
subordinated debt in accordance to its needs. 

 
 In July 2004 the Bank issued euro 300 m of senior debt from the above Programme.  The 

bonds are repayable three years from their issue 2004/2007 and pay interest every three 
months.  The interest rate is set at the three-month rate of euro (Euribor) plus 0,5%. 

 
 The bonds are listed on the Luxembourg Stock Exchange and their market value at             

31 December, 2005 was euro 300,5 m, C£ 172,3 m (2004: euro 299,6 m, C£ 173,8 m). 
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35. INSURANCE CONTRACT LIABILITIES AND REINSURANCE ASSETS 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
Gross  
Short-term insurance contracts:   
  Claims incurred and reported 20.982 20.513 
  Claims incurred but not reported 2.392 1.753 
  Unearned premiums 14.556 13.068 
   
Long-term insurance contracts:   
  With fixed and guaranteed terms 16.245 16.284 
  With DPF 41.752 40.543 
  Without fixed terms (unit-linked) 160.440 139.337 
  
 256.367 231.498 

 
 

Recoverable from reinsurers  
Short term insurance contracts:   
  Claims incurred and reported 9.830 8.719 
  Claims incurred but not reported 1.016 651 
  Unearned premiums 4.018 3.359 
   
Long-term insurance contracts:   
  With fixed and guaranteed terms 233 236 
  With DPF 171 175 
  Without fixed terms (unit-linked) 549 562 
  
 15.817 13.702 

 
 

Net  
Short-term insurance contracts:   
  Claims incurred and reported 11.152 11.794 
  Claims incurred but not reported 1.376 1.102 
  Unearned premiums 10.538 9.709 
   
Long-term insurance contracts:   
  With fixed and guaranteed terms 16.012 16.048 
  With DPF 41.581 40.368 
  Without fixed terms (unit-linked) 159.891 138.775 
  
 240.550 217.796 
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35. INSURANCE CONTRACT LIABILITIES AND REINSURANCE ASSETS (continued) 
 
 Movement in insurance contract liabilities and rein surance assets 
 
 Claims 

 2005  2004 
 Gross Reinsurance Net  Gross Reinsurance Net 
 C£ ‘000 C£ ‘000 C£ ‘000  C£ ‘000 C£ ‘000 C£ ‘000 
        
Notified claims 20.513 (8.719) 11.794  19.273 (6.326) 12.947 
Incurred but not reported 1.753 (651) 1.102  1.096 (294) 802 
        
Balance 1 January 22.266 (9.370) 12.896  20.369 (6.620) 13.749 
        
Cash paid for claims settled        
  in the year (15.333) 4.369 (10.964)  (13.200) 2.605 (10.595) 
Increase in liabilities arising  
  from: 

       

  Current year claims 13.925 (5.427) 8.498  10.414 (1.927) 8.487 
  Prior year claims 2.501 (419) 2.082  4.685 (3.429) 1.256 
Exchange differences 15 1 16  (2) 1 (1) 
        
Balance 31 December 23.374 (10.846) 12.528  22.266 (9.370) 12.896 
        
Notified claims 20.982 (9.830) 11.152  20.513 (8.719) 11.794 
Incurred but not reported 2.392 (1.016) 1.376  1.753 (651) 1.102 
        
Balance 31 December 23.374 (10.846) 12.528  22.266 (9.370) 12.896 

 
 
 Unearned premium provision 
 

 2005  2004 
 Gross Reinsurance Net   Gross Reinsurance Net 
 C£ ‘000 C£ ‘000 C£ ‘000  C£ ‘000 C£ ‘000 C£ ‘000 
        
Balance 1 January 13.068 (3.359) 9.709  11.652 (3.428) 8.224 
Increase in the period 1.488 (659) 829  1.416 69 1.485 
        
Balance 31 December 14.556 (4.018) 10.538  13.068 (3.359) 9.709 

        
 
 Long-term insurance contracts with fixed and guara nteed terms  
 

 2005  2004 
 Gross Reinsurance Net  Gross Reinsurance Net 
 C£ 

‘000 
C£ ‘000 C£ ‘000  C£ ‘000 C£ ‘000 C£ ‘000 

        
Balance 1 January 16.284 (236) 16.048  15.195 (201) 14.994 
Liabilities released for payments        
  on death, surrender and other        
  terminations in the year 45 - 45  (31) (32) (63) 
Other movements (84) 3 (81)  1.120 (3) 1.117 
        
Balance 31 December 16.245 (233) 16.012  16.284 (236) 16.048 
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35. INSURANCE CONTRACT LIABILITIES AND REINSURANCE ASSETS (continued) 
 
 Long-term insurance contracts with DPF  
 
 2005  2004 
 Gross Reinsurance Net  Gross Reinsurance Net 
 C£ ‘000 C£ ‘000 C£ ‘000  C£ ‘000 C£ ‘000 C£ ‘000 
        
Balance 1 January 40.543 (175) 40.368  39.595 (151) 39.444 
Liabilities released for payments        
  on death, surrender and other        
  terminations in the year 34 4 38  (23) (24) (47) 
Other movements 1.175 - 1.175  971 - 971 
        
Balance 31 December 41.752 (171) 41.581  40.543 (175) 40.368 

 
 
 Long-term insurance contracts without fixed terms  
 
 2005  2004 
 Gross Reinsurance Net  Gross Reinsurance Net 
 C£ ‘000 C£ ‘000 C£ ‘000  C£ ‘000 C£ ‘000 C£ ‘000 
        
Balance 1 January 139.337 (562) 138.775  132.132 (485) 131.647 
Liabilities released for payments        
  on death, surrender and other        
  terminations in the year 302 13 315  (75) (77) (152) 
Changes in unit prices 20.801 - 20.801  7.280 - 7.280 
        
Balance 31 December 160.440 (549) 159.891  139.337 (562) 138.775 

 
 
Estimation of long term insurance policy obligation s – Sensitivity Analysis 
 
For long-term life insurance contracts, an actuarial valuation is carried out to estimate the future 
liabilities from the payment of benefits as per insurance contract terms.  The principal assumptions 
used for the estimate are as follows: 
 
(a) Mortality 
 An appropriate base table of standard mortality is used, which reflects the best historical 

estimate of mortality. 
 
(b) Persistency 
 Persistency rates are reviewed annually and take into account the Group’s experience by 

contract type. 
 
(c) Investment returns 
 The average investment returns estimate is calculated using the present return for each 

investment class, as well as, expectations about the performance of economy and capital 
market. 

 
(d) Administration expenses 
 The current level of expenses in combination with the expected inflation rate is taken as an 

appropriate expense base. 
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35. INSURANCE CONTRACT LIABILITIES AND REINSURANCE ASSETS (continued) 
 
Estimation of long term insurance policy obligation s – Sensitivity Analysis (continued) 
 
The effect of the percentage change in the above parameters on the insurance liabilities level as at 
the balance sheet date is: 
 
 

 Change  Effect on  
  insurance  
  liabilities  
  C£ ‘000 

(a) Insurance contracts with no fixed terms and  
 share in profits 

Improvement in mortality -7,5% 104 
Worsening of mortality +7,5% (77) 
Lowering of investment returns -1% 4.653 
Increase of investment returns +1% (3.385) 

 
(b) Insurance contracts with fixed and  

 guaranteed terms  
Improvement in mortality -7,5% (12) 
Worsening of mortality +7,5% 16 
Lowering of investment returns -1% 13 
Increase of investment returns +1% (9) 
Increase in renewal expenses +10% 11 
Decrease in renewal expenses -10% (10) 
Increase in expenses’ inflation +1% 4 
Decrease in expenses’ inflation -1% (3) 

 
 
 
36. OTHER LIABILITIES  
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Interest payable 34.502 27.505 
Derivative financial instruments with   
  negative fair value (Note 42) 3.666 1.969 
Other liabilities 88.689 80.982 
  
 126.857 110.456 
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37. DEFERRED TAX ASSETS AND LIABILITIES 
 
 Deferred tax assets and liabilities are calculated on all temporary differences under the 

liability method using effective tax rates (Note 15).  Deferred tax assets and liabilities are 
offset when there is a legally enforceable right to offset current tax assets against current tax 
liabilities and when the deferred taxes relate to the same taxation authority.  The movement in 
deferred tax is as follows: 

 
 2005 2004 
 C£ ‘000 C£ ‘000 
   
Balance 1 January 6.878 5.448 
(Credit)/debit in income statement (Note 15) (1.305) 523 
(Credit)/debit in property fair value reserves (Note 41) (74) 895 
Exchange difference 15 12 
   
 5.514 6.878 

 
 Deferred tax assets and liabilities are recoverable as follows: 

 2005 2004 
 C£ ‘000 C£ ‘000 
Deferred tax liabilities   
Differences between depreciation and    
  wear and tear allowances 606 590 
Revaluation of property 3.968 3.921 
Value of contracts in force 2.646 2.694 
Other temporary differences 70 987 
   
 7.290 8.192 

 
Deferred tax assets   
Finance lease contracts 887 785 
Tax losses 136 136 
Other temporary differences 753 393 
   
 1.776 1.314 

 
 The (credits)/debits relating to deferred tax in the income statement include the following 

temporary differences: 
 2005 2004 
 C£ ‘000 C£ ‘000 
   
Differences between depreciation and    
  wear and tear allowances (15) 197 
Value of contracts in force 48 23 
Finance lease contracts (112) 385 
Tax losses - 635 
Other temporary differences (1.226) (717) 
   
 (1.305) 523 
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38. LOAN CAPITAL 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Convertible debentures 2001/2006 8.754  8.754 
Convertible debentures 2003/2010 6.796  6.796 
Non-convertible debentures 2003/2009 30.000  30.000 
Non-convertible debentures 2003/2007 15.000  15.000 
Eurobonds due 2011 103.048 104.018 
Capital securities 50.000 50.000 
   
 213.598 214.568 
Equity element of convertible debentures  (Note 39) (444) (444) 
   
Total loan capital 213.154 214.124 
   

 
 The repayment date of the convertible debentures 2001/2006 falls in the period of “over three 

months but less than one year” from the balance sheet date and the repayment date of 
eurobonds due 2011 falls in the period of “over five years’’ from the balance sheet date.  The 
repayment date of the remaining debentures falls in the period of “over one but less than five 
years” from the balance sheet date. The capital securities are perpetual.  

 
 
 Convertible debentures 2001/2006  
 
 In March 1997 the Bank issued C£15 m convertible debentures due 2006.  The debentures 

pay interest every six months on 30 June and 31 December of each year.  Interest was fixed 
at 7% on nominal value for the first two years.  Thereafter, interest is reset every six months 
based on the average interest rate of government bonds in the preceding six-monthly period. 

 
The debentures were convertible into Cyprus Popular Bank Public Company Ltd shares in 
June of each year until 2003.  The conversion price was set at C£1,20 (adjustment due to 
bonus issue) per share in the years 2000 to 2003.  The conversion price was adjusted every 
time there was a new issue of shares, according to the terms of the debenture issue. 

 
 In the period from 30 June, 2001 to 30 June, 2006, the Bank has the right to repurchase all or 

part of the debentures at par and to pay the holder an amount equal to the nominal value of 
debentures plus any accrued interest.  In such a case, the holder of the debentures reserves 
the right to convert the debentures into shares, according to the terms of the debenture issue. 

 
 The debentures are not secured and they rank for payment after the claims of depositors and 

other creditors. 
 
 
 Convertible debentures 2003/2010  
 
 In June 2001 the Bank issued C£ 6,7 m convertible debentures due 2010.  The debentures 

pay interest every six months on 31 January and 31 July of each year.  Interest was fixed at 
7% on nominal value for the first year.  Thereafter, interest is reset based on the higher of the 
average interest rate of government bonds plus 0,25% or the highest interest offered on 
yearly deposits plus 0,25%. 
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38. LOAN CAPITAL  (continued) 
 
 Convertible debentures 2003/2010  (continued) 
 
 The debentures are convertible into Cyprus Popular Bank Public Company Ltd shares in July 

of each year from 2003 to 2009.  The conversion price is set at C£ 5,70 per share in the years 
2003 to 2009.  The conversion price is adjusted every time there is a new issue of shares, 
according to the terms of the debenture issue. 

 
 In the period from 31 July, 2003 to 25 June, 2010, the Bank has the right to repurchase all or 

part of the debentures at par and to pay the holder an amount equal to the nominal value of 
debentures plus any accrued interest.  In such a case, the holder of the debentures reserves 
the right to convert the debentures into shares. 

 
 The debentures are not secured and they rank for payment after the claims of depositors and 

other creditors. 
 
 
 Non-convertible debentures 2003/2009  
 
 In June 1999 the Bank issued C£ 30 m non-convertible debentures due 2009.  The 

debentures pay interest every six months on 31 May and 30 November of each year.  Interest 
was fixed at 7,25% on nominal value for the first year.  Thereafter, the debentures pay 
floating interest.  The floating interest rate is equal to the average interest rate of government 
bonds for one year plus 0,75% or the highest interest rate offered by the Bank for one year 
customer deposits plus 0,75%, whichever is higher. 

 
 After 31 May, 2003, the Bank has the right to repurchase all or part of the debentures at par 

and to pay the holder an amount equal to the nominal value of the debentures plus any 
accrued interest. 

 
 The debentures are not secured and they rank for payment after the claims of depositors and 

other creditors. 
 
 
 Non-convertible debentures 2003/2007  
 
 In April 2003 the Bank issued C£15 m non-convertible debentures due 2007.  The 

debentures pay interest every six months on 30 June and 31 December of each year.  
Interest was fixed at 6,50% on nominal value until 31 December, 2004.  Thereafter, the 
debentures will pay floating interest.  The floating interest rate will be equal to the weighted 
average base rate for the relevant six-monthly period plus 1%. 

 
 The Bank has the right to repurchase the debentures in the market, by special agreement or 

by offer to all debenture holders at any price. 
 
 The debentures are not secured and they rank for payment after the claims of depositors and 

other creditors. 
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38. LOAN CAPITAL  (continued) 
 
 Eurobonds due 2011  
 
 In November 2001 the Bank issued euro 180 m step-up floating rate subordinated bonds 

redeemable in whole on 28 November, 2011.  The bonds pay interest every three months in 
arrears on 28 February, 28 May, 28 August and 28 November in each year.  Interest is set at 
1,40% above the three-month rate of euro (“Euribor”).  After 28 November, 2006 its interest 
will be set at 2,8% above Euribor. 

 
 The Bank has the option to redeem the bonds in whole on or after 28 November, 2006. 
 
 The bonds constitute unsecured, subordinated obligations of the Bank and they rank for 

payment after the claims of the depositors and other creditors. 
 
 The bonds are listed on the Luxembourg Stock Exchange and their market value at 31 

December, 2005 was euro 181,4 m, C£ 104,0 m (2004: euro 180,4 m, C£ 103,5 m). 
 
 
 Capital securities  
 
 In June 2003 the Bank issued C£ 25 m capital securities, which were offered to a limited 

number of investors.  In September 2003 the Bank issued an additional C£ 25 m capital 
securities, which were offered to the Bank’s shareholders and to the public.  The securities 
pay floating interest, which is revised at the beginning of each interest period.  The floating 
interest rate is equal to the base rate at the beginning of the period plus 1,2%.  The capital 
securities pay interest quarterly at 31 March, 30 June, 30 September and 31 December in 
each year. 

 
 The capital securities are perpetual, but can be repurchased in full at the option of the Bank 

at nominal value plus accrued interest on 30 June, 2008 or at any interest payment date 
thereafter, after approval from the Central Bank of Cyprus. 

 
 In case the capital securities are not repurchased by the Bank 10 years after their issue, then 

the holder has the right to exchange the securities with ordinary shares of the Bank at any 
interest payment date thereafter, at a discount of 10% on the average price of the ordinary 
share as this will be traded on the Cyprus Stock Exchange for a period of one month before 
the respective exchange date. 

 
 The capital securities constitute direct non-secured and subordinated obligations of the Bank.  

They rank for payment after the claims of depositors and other creditors. 
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39. SHARE CAPITAL 
 

 2005 2004   
 Shares  Shares 2005 2004 
 ‘000 ‘000 C£ ‘000 C£ ‘000 
Authorised     
Ordinary shares of C£ 0,50 each 400.000 400.000 200.000 200.000 
  
Issued and paid-up     
Balance at 1 January 304.011 304.011 152.006 152.006 
Reinvestment of dividend 2.397 - 1.198 - 
  
Balance 31 December 306.408  304.011 153.204 152.006 
  
Equity element of convertible debentures     
  (Note 38)   444 444 
     
Share capital 31 December   153.648 152.450 
     

 
 The subsidiary companies Laiki Cyprialife Ltd, Paneuropean Insurance Co. Ltd, Philiki 

Insurance Co. Ltd and Cyprialife Ltd held as at 31 December, 2005 a total of 6.471.000 
(2004: 6.324.000) shares of the Bank, percentage of 2,1% (2004: 2,1%) as part of their 
financial assets at fair value through profit or loss. 

 
 
40. SHARE PREMIUM 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Balance 1 January 2.949 2.949 
Reinvestment of dividend 1.894 - 
  
Balance 31 December 4.843 2.949 

 
 Share premium is not available for distribution to equity holders. 
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41. RESERVES 

 2005 2004 
 C£ ‘000 C£ ‘000 
Revenue reserves   
Balance 1 January 136.275 115.015 
Profit for the year attributable to equity holders of the Bank 42.761 21.100 
Transfer from property fair value reserves 132 160 
Dividend paid (9.120) - 
Defence tax on deemed distribution (6) - 
  
Balance 31 December 170.042 136.275 
  
Property fair value reserves   
Balance 1 January 14.959 12.996 
Revaluation for the year (168) 3.389 
Transfer to revenue reserves (132) (160) 
Deferred tax on revaluation (Note 37) 74 (895) 
Transfer to income statement - (371) 
  
Balance 31 December 14.733 14.959 
  
Available-for-sale financial asset fair value  rese rves   
Balance 1 January as previously reported 1.970 741 
Prior year adjustment 258 213 
   
Balance 1 January as restated 2.228 954 
Transfer to income statement due to impairment   
  of available-for-sale financial assets - 4.942 
Revaluation for the year 4.350 (3.668) 
  
Balance 31 December 6.578 2.228 

     
Currency translation reserves   
Balance 1 January (3.680) (3.739) 
Exchange differences arising in the year 675 59 
   
Balance 31 December (3.005) (3.680) 
  
Total reserves at 31 December 188.348  149.782 

 
 According to the Companies Law and the Articles of Association of the Bank there is no 

restriction in the distribution of reserves.  According to the regulations of the Central Bank of 
Cyprus the reserves arising from exchange differences are not available for distribution. 

 
 From the tax year commencing 1 January, 2003 onwards companies, which do not distribute 

70% of their profits after tax, as defined by the Special Contribution Defence Law, within two 
years after the end of the relevant tax year, will be deemed to have distributed as dividends 
70% of these profits.  Special contribution for defence at 15% will be payable on such 
deemed dividends to the extent that the shareholders (companies and individuals) at the end 
of the period of the two years after the end of the relevant tax year, are Cyprus tax residents.  
The amount of deemed distribution is reduced by any actual dividends paid out of the profits 
of the relevant year during the following two years.  This special contribution for defence is 
payable for the account of the shareholders. 
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42. FAIR VALUE OF DERIVATIVE FINANCIAL INSTRUMENTS  
 
 The derivative financial instruments, used by the Group, and the method of determining their 

fair value are as follows. 
 
 Forward foreign exchange contracts specify the rate at which two currencies will be 

exchanged at a future date; the exchange rate agreed is determined when the deal is made.  
Forward foreign exchange contracts are revalued daily (using the current exchange rates) by 
calculating the new forward rate until the settlement of the contract, based on the current 
market rates. 

 
 Currency swaps are commitments to exchange specific amounts of two different currencies 

including interest, at a future date.  The currency swaps are fairly valued (using the current 
exchange rates) by calculating the new swap points at the time of the revaluation. 

 
 Interest rate swaps are commitments to exchange one set of cash flows based on a fixed 

interest rate with one set of cash flows based on a floating interest rate.  The cash flows are 
calculated on a fixed notional amount and for a fixed period of time.  The fair value of interest 
rate swaps is calculated by comparing the present value of the discounted cash flows at the 
date of the revaluation with the current outstanding notional amount of the swap. 

 
 The notional amounts of those contracts provide a basis for comparison with other financial 

instruments recognised on the balance sheet, but they do not indicate the amounts of future 
cash flows or the fair value of the instruments and, therefore, do not present the Group’s 
exposure to credit and other market risks.  The derivative instruments become favourable 
(assets) or unfavourable (liabilities) as a result of fluctuations in market interest rates or 
foreign exchange rates relative to their terms. 

 
 The notional and fair value of derivatives was: 
 

 2005 2005 2004 2004 
 Contract/   Contract/  
 Notional  Fair value Notional Fair value 
 Amount  Assets  Liabilities  Amount Assets Liabilities 
 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 
Derivatives       
Foreign exchange       
  derivatives:       
Currency forwards 178.626 147 643 163.934 1.174 607 
Currency swaps 502.867 3.608 2.250 336.235 632 417 
       
Interest rate       
  derivatives:       
Interest rate       
  swaps 322.966 809 773 251.782 350 945 
     
  4.564 3.666  2.156 1.969 
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43. CASH GENERATED FROM OPERATIONS 

 2005 2004 
 C£ ‘000 C£ ‘000 
   

Profit before tax 61.205 32.891 
   

Adjustment for:   
Impairment of available-for-sale financial assets - 4.942 
Share of results of associates after tax (Note 28) (1.420) (1.313) 
Minority interest (1.139) (351) 
Depreciation of property and equipment (Note 31) 7.264 7.756 
Amortisation of computer software (Note 29) 3.575 3.326 
Impairment of goodwill (Note 29) 8.814 - 
Amortisation of goodwill (Note 29) - 4.370 
Fair value adjustment of property (Note 12) - 1.391 
Fair value gain on investment property (554) - 
Increase in the value of life policies in force (Note 29) (2.305) (231) 
Exchange differences (911) 3.999 
Income from available-for-sale financial assets (15.634) (7.944) 
Interest paid on loan capital 10.197 9.936 
Profit on disposal of property and equipment (Note 31) (47) (650) 
Profit on disposal of investments in associates - (97) 
  

 69.045 58.025 
     

Change in:   
Due to other banks 52.816 (44.501) 
Customer deposits 1.089.575 532.386 
Insurance contract liabilities 24.869 12.539 
Other liabilities 16.401 2.949 
Retirement benefit obligations 12.747 10.980 
   

Due from other banks 22.271 (23.882) 
Financial assets at fair value through profit or loss (48.676) (2.169) 
Advances to customers (505.550) (345.778) 
Reinsurance contracts (2.115) 2.882 
Corporate bonds and debentures 664 (2.505) 
Government bonds and treasury bills (168.649) (45.327) 
Available-for-sale financial assets (17.372) 11.775 
Other assets (11.916) 21.744 
  

Cash generated from operations 534.110 189.118 
 
 

44. CASH AND CASH EQUIVALENTS  
 2005 2004 
 C£ ‘000 C£ ‘000 
   

Cash and balances with Central Banks (Note 17) 432.091 471.569 
Due from other banks – due within three months (Note 18) 1.317.928 876.164 
Government bonds and treasury bills –    
  due within three months (Note 24) 20.119 51.914 
  

 1.770.138 1.399.647 
Exchange differences - 911 
  

 1.770.138 1.400.558 
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45. SEGMENTAL ANALYSIS 
 
By business class (primary segment) 
 
 Banking  Insurance  Financial and    
 services  services  other services  Eliminations  Total  
 C£‘000 C£‘000 C£‘000 C£‘000 C£‘000 
2005      
External revenues 376.307 87.940 51.591 - 515.838 
Revenues from other       
  group companies 30.896 4.413 1.009 (36.318) - 
      
Total revenues 407.203  92.353 52.600 (36.318) 515.838 
      
Profit before tax and impairment      
 of goodwill 49.333 9.772 10.914  70.019 
      
Profit before tax 49.333 5.572 6.300  61.205 
      
Tax     (17.305) 
      
Profit for the year     43.900 

      
      
Assets 6.341.823 297.261 473.767  7.112.851 
Investments in associates 5.874 - 6  5.880 
      
Total assets     7.118.731 
      
Liabilities 6.229.446  273.794 19.763  6.523.003 
Loan capital 213.154  - -  213.154 
      
Other items      
Share of results of associates      
  after tax (Note 28) 1.420 - -  1.420 
Capital expenditure 8.271 155 5.105  13.531 
Depreciation of property and      
  equipment (Note 31) 6.694 282 288  7.264 
Amortisation of computer      
  software (Note 29) 3.270 26 279  3.575 
Impairment of goodwill (Note 29) - 4.200 4.614  8.814 
Provision for impairment       
  of advances (Note 14) 35.533 - 10.865  46.398 
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45. SEGMENTAL ANALYSIS (continued) 
 
By business class (primary segment) (continued) 
 
 Banking  Insurance  Financial and    
 services  services  other services  Eliminations  Total  
 C£‘000 C£‘000 C£‘000 C£‘000 C£‘000 
2004      
External revenues 317.253 62.059 44.279 - 423.591 
Revenues from other      
  group companies 22.445 4.172 772 (27.389) - 
      
Total revenues 339.698 66.231 45.051 (27.389) 423.591 
      
Profit before tax, amortisation of      
  goodwill and impairment of      
  available for-sale financial assets 25.614 5.648 10.941  42.203 
      
Profit before tax 21.974 1.071 9.846  32.891 
      
Tax     (11.440) 
      
Profit for the year     21.451 

      
      
Assets 5.138.556 262.197 472.441  5.873.194 
Investment in associates 4.929 - 6  4.935 
      
Total assets     5.878.129 
      
Liabilities 5.053.237 247.869 22.814  5.323.920 
Loan capital 214.124 - -  214.124 
      
Other items      
Share of results of associates      
  after tax (Note 28) 1.313 - -  1.313 
Capital expenditure 8.955 924 996  10.875 
Depreciation of property and      
  equipment (Note 31) 7.098 359 299  7.756 
Amortisation of computer       
  software (Note 29) 3.015 28 283  3.326 
Amortisation of goodwill (Note 29) 335 3.154 881  4.370 
Provision for impairment       
  of advances (Note 14) 38.297 - 8.652  46.949 
Impairment of available-for-sale      
  financial assets (Note 41) 3.305 1.423 214  4.942 
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45. SEGMENTAL ANALYSIS (continued) 
 
 By geographical segment 

   United    
   Kingdom    
   and   
 Cyprus  Greece Guernsey  Australia  Total  
 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 
2005      
Total revenues 382.881 89.362 28.659 14.936 515.838 
Capital expenditure 9.833 2.809 304 585 13.531 
Assets 4.741.714 1.653.441 499.207 224.369 7.118.731 
Liabilities 4.388.008 1.423.978 529.930 181.087 6.523.003 
      
2004      
Total revenues 313.732 73.197 25.556 11.106 423.591 
Capital expenditure 7.288 3.062 203 322 10.875 
Assets 3.919.101 1.402.640 374.996 181.392 5.878.129 
Liabilities 3.558.526 1.180.687 449.563 135.144 5.323.920 

 
 
 Reconciliation with the amounts included in the income statement: 
 

 2005 2004 
 C£ ‘000 C£ ‘000 
   
Total revenues 515.838 423.591 
Interest expense per income statement (185.600) (147.694) 
Fee and commission expense per income statement (2.984) (2.949) 
Net benefits, claims and other expenses from   
  insurance contracts (Note 7) (69.745) (49.825) 
  
Operating income per income statement 257.509 223.123 
  

 
46. CONTINGENCIES AND COMMITMENTS 
 
 Credit-related financial instruments  
 
 Credit-related financial instruments include commitments relating to documentary credits and 

guarantees, which are designed to meet the financial requirements of the Group’s customers.  
The credit risk on these transactions represents the contract amount.  However, the majority 
of these facilities are offset by corresponding obligations of third parties. 

 
 2005 2004 
 C£ ‘000 C£ ‘000 
   
Acceptances 67.533 69.109 
Guarantees 365.398 308.736 
  
 432.931 377.845 
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46. CONTINGENCIES AND COMMITMENTS (continued) 
 
 Unutilised credit facilities  
 
 The amount of approved unutilised credit facilities was C£ 860.207.000                           

(2004: C£ 679.673.000). 
 
 Trustee services  
 
 The Bank acts as a trustee of approved investments of insurance companies according to the 

provisions of the Insurance Companies Laws of 1984 and 1990.  The value of all approved 
investments under trust as at 31 December, 2005 was C£ 13 m (2004: C£ 14 m). 

 
 Capital commitments  
 
 Capital expenditure contracted but not provided for at 31 December, 2005 amounted to        

C£ 7,4 m (2004: C£ 12,9 m). 
 
 Legal proceedings  
 
 As at 31 December, 2005 there were pending litigations  against the Group in connection with 

its activities. Based on legal advice the Board of Directors believes that there is adequate 
defence against all claims and it is not expected that the Group will suffer any significant 
damage. Therefore, no provision has been made in the financial statements regarding these 
cases. 

 
 Operating lease commitments 
 
 The Group leases various branches, offices and warehouses under non-cancelable operating 

lease agreements.  The leases have varying terms, escalation clauses and renewal rights. 
 
 The future aggregate minimum lease payments under non-cancelable operating leases are 

as follows: 
  

  2005 2004 
 C£ ‘000 C£ ‘000 
   
Less than one year 1.568 1.686 
Over one but less than five years 3.384 3.161 
Over five years 780 495 
 
 5.732 5.342 
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47. FINANCIAL AND INSURANCE RISK MANAGEMENT  
 
 As other financial institutions the Group is exposed to several risks.  These are continually 

monitored with various methods so that the concentration of unreasonable risks is avoided.  
The nature of these risks and the way the Group deals with them are explained below. 

 
 Credit risk  
 
 Credit risk is the risk of loss due to a borrower or counter party default from actual, contingent 

or potential claims.  Credit risk management focuses on ensuring a disciplined risk culture, 
risk transparency and intelligent risk taking. 

 
 Industry sector and sub-sector analyses supported by economic forecasts provide the main 

guideline to the credit policy that is reviewed at least semi-annually. 
 
 Limits of authority and segregation of duties in the lending processes are in place to maintain 

objectivity, independence and control over new and existing lending exposures. 
 
 Credit risk concentrations may arise at industry or customer level.  Such concentrations are 

analysed and monitored on an ongoing basis to minimise any potential excessive exposure to 
a single industry, industry sub-sector or customer.  Loan portfolio exposures are managed to 
adhere to the credit policy guideline limits set for each industry sector.   

 
 Balancing the risk-return relationship is vital for the continuing success of the Group.  The 

risk-return relationship is analysed at customer and product level by the internal pricing 
mechanism that has been developed to incorporate both the risk taken by the Group and the 
expected return. 

 
 Customer quality rating is applied to new and existing customers.  A customer-oriented 

internal rating system with clear and objective defined quality grades is maintained.  The 
internal rating system evaluates each customer’s and group of customers’ repayment ability 
at least on a quarterly basis.  This ensures that the customers’ rating reflects the fairly up-to-
date default risk taken and acts as a warning sign for monitoring purposes.  The ongoing 
quality evaluation is supported by periodic audits conducted by both the credit risk 
management and internal audit departments. 

 
 The internal rating system is complemented by credit scoring models for retail customers and 

Moody’s Risk Advisor for medium and large businesses.  Moody’s Risk Advisor is a modern 
and widely used system that rates the financial strength of companies based on their financial 
statements, industry risk, the company’s standing within the industry sector it operates and 
the quality of its management.   

 
 Changes in the quality of the loan portfolio are monitored closely to develop timely and 

appropriate strategies to avoid increases in risks taken.  
 
 The customer internal rating system is the basis for developing internal probabilities of default 

that will assist in future credit risk taking decisions and credit risk monitoring. 
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47. FINANCIAL AND INSURANCE RISK MANAGEMENT  (continued) 
 
 Credit risk  (continued) 
  
 Credit risk methodologies are adapted to reflect the changing financial environment.  The 

credit quality review methods used and actions taken are reviewed annually and are adapted 
to fall in line with both the Group’s overall strategic direction and the short-term and long-term 
objectives of risk management. 

 
 Counterparty risk  
 
 The Group runs the risk of loss of funds due to the possible untimely repayment of existing 

and future obligations by counterparty banks. 
 
 Within its daily operations the Group is transacting with banks and other financial 

organisations in Cyprus and abroad.  By conducting these transactions the Group is running 
the risk of losing funds due to possible not timely repayment to the Group of the existing and 
possible obligations of the counterparties. 

 
 The counterparty limits are proposed from the Treasuries and are examined by the Group 

Risk Management on a consolidated basis once a year.  The limits are determined first of all 
on a Group basis reflecting the level of risk which is acceptable by the Group and then are 
apportioned to the different departments of Treasury maintained by the Group in Cyprus and 
abroad according to the needs and the volume of operations of each Treasury.  The 
maximum size of limits in general terms is determined by the Central Bank of Cyprus and the 
limits proposed by Group Risk Management are more conservative. 

 
Assessments of counterparty risk are undertaken using a scoring model.  Other than the 
financial data impeded in this model, the judgment of risk officers on other non-financial data 
is also inserted in the system in order to determine the maximum counterparty allowable limit 
which Group top management can approve. The Bank Scoring Model used by Laiki Group 
evaluates each Bank according to a set of quantitative and qualitative criteria.  Regarding the 
quantitative criteria (capital adequacy, profitability, liquidity, etc.) the Banks are assessed with 
certain ratios, which are drawn from the software package of Bankscope.  Qualitative criteria 
are provided on a judgmental basis, since these are according to the judgment of the risk-
officer based on past experience and management quality with the particular counter party 
under evaluation. 

 
 The exposure to any one borrower is further restricted by sub limits covering money market, 

capital market, foreign exchange operations, as well as, daily settlement risk limits.  Actual 
exposures against limits are monitored daily. 

 
 Country risk  
 
 The Group runs the risk of loss of funds due to the possible political, economic and other 

events in a particular country where funds have been placed or invested in several 
counterparties. 

 
 All countries are assessed by Group Risk Management according to their economic ratings 

(Moody’s, Standard and Poor’s).  Existing country credit risk exposures are monitored and 
reviewed daily against approved limits.  Review of limits occurs at least annually with the 
smaller and lower rated countries being subject to greater and more frequent analysis and 
assessment. 
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47. FINANCIAL AND INSURANCE RISK MANAGEMENT  (continued) 
 
 
 Interest rate risk  
 
 Interest rate risk is the risk of fluctuations in the value of financial instruments and in the 

Group’s net interest income as a result of adverse changes in the market interest rates. 
Interest rate risk arises from holding assets and liabilities, on and off-balance sheet positions, 
with different maturity dates or reprising dates. 

 
 The Group’s main measurement methodology is Present Value of a Basis Point methodology 

(PVBP) for measuring, monitoring and managing interest rate risk in its trading and banking 
book.  PVBP shows the effect on the Group’s net interest income and consequently to its 
profitability, from a one basis point change in the current interest rate yield curve of a specific 
currency. 

 
 The Group uses exposure calculations and associated limit structures in PVBPs for 

monitoring: 
 
 (a) Exposure in each currency per predefined time period. 
 
 (b) Total exposure in each main currency. 
 
 (c) Exposure in all currencies per predefined time period. 
 
 (d) Total exposure in all periods and all currencies. 
 
 The Group’s interest rate risk exposures are mainly created from the retail activity and are 

usually hedged through the commencement of transactions in derivative products or 
interbank market.  In addition, there is limited activity in the trading book, with positions in 
fixed bonds and futures. 

 
 In regular intervals of time the Group evaluates its exposure by calculating a “maximum 

potential loss” scenario at bank level and at consolidated level.  The maximum potential loss 
is calculated by assuming simultaneous shifts in the interest rate yield curves in all currencies 
in a direction that adversely affects the Group’s position. 

 
 The following tables summarise the Group’s exposure to interest rate risks. Included in the 

tables are the Group’s assets and liabilities at carrying amounts categorised  by contractual 
reprising date for floating rate items and maturity date for fixed rate items. These tables 
include in the interest net open position, the positions stemming from the life insurance policy 
contract liabilities and the financial assets which relate to the above insurance policy 
contracts. These positions are not positions of the Group but positions of the owners of the 
insurance contracts. The 2004 comparative tables have been adjusted accordingly.   
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47. FINANCIAL AND INSURANCE RISK MANAGEMENT (continued) 
 
 

 Interest rate risk  (continued) 
  
 

   Over 3 Over 1     
   months year     
   but less but less  Non-  
 Up to 3 months  than than Over  interest  
 1 month or less 1 year  5 years  5 years  bearing Total  
2005 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘00 0 C£ ‘000 
Assets        
Cash and balances with        
   Central Banks 430.870 - 90 20 - 1.111 432.091 
Due from other banks 1.120.596 200.284 44.164 - - 129 1.365.173 
Financial assets at fair        
  value through profit or loss 24.600 54.267 11.306 542 - 82.175 172.890 
Advances to customers 2.976.322 473.325 186.496 334.480 25.075 - 3.995.698 
Reinsurance contracts - - - - - 15.817 15.817 
Corporate bonds and        
   debentures 1.160 - - 5.143 - - 6.303 
Government bonds and        
   treasury bills 26.490 61.109 118.475 119.990 12.784 157 339.005 
Available-for-sale        
   financial assets 299.660 219.950 - - - 24.936 544.546 
Other assets 4.206 77 39 904 10.489 74.425 90.140 
Investments in associates - - - - - 5.880 5.880 
Intangible assets - - - - - 46.246 46.246 
Investment property - - - - - 15.110 15.110 
Property and equipment - - - - - 89.832 89.832 
        
Total assets 4.883.904 1.009.012 360.570 461.079 48 .348 355.818 7.118.731 
        
Liabilities        
Due to other banks 93.950 28.548 40 - - - 122.538 
Customer deposits 4.421.740 533.897 732.260 37.299 1.225 - 5.726.421 
Senior debt 171.833 - - - - - 171.833 
Insurance contract        
  liabilities - - - - - 256.367 256.367 
Other liabilities 16.635 272 41 948 15.064 116.250 149.210 
Retirement benefit        
   obligations - - - - - 96.634 96.634 
        
 4.704.158 562.717 732.341 38.247 16.289 469.251 6.523.003 
Loan capital 6.352 153.047 53.755 - -  - 213.154 
        
Total liabilities 4.710.510 715.764 786.096 38.247 16.289 469.251 6.736.157 
        
Net interest        
 sensitivity gap  173.394 293.248 (425.526) 422.832  32.059   
        

 
A significant part of the interest rate exposure is hedged through interest rate swaps instruments.
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47. FINANCIAL AND INSURANCE RISK MANAGEMENT (continued) 
 
 

 Interest rate risk  (continued) 
 
 

   Over 3 Over 1     
   months year     
   but less but less  Non-  
 Up to 3 months  than than Over  interest  
 1 month or less 1 year  5 years  5 years  bearing Total  
2004 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 
Assets        
Cash and balances with        
   Central Banks 448.532 9.876 12.305 - - 856 471.569 
Due from other banks 726.334 122.494 96.170 - - 682 945.680 
Financial assets at fair        
  value through profit or loss 21.962 20.882 11.000 1.835 - 68.535 124.214 
Advances to customers 2.690.365 405.219 125.258 241.084 2.104 26.118 3.490.148 
Reinsurance contracts - - - - - 13.702 13.702 
Corporate bonds and        
   debentures 1.450 - - 5.517 - - 6.967 
Government bonds and        
   treasury bills 29.459 65.378 98.907 8.355 52 - 202.151 
Available-for-sale        
   financial assets 63.602 301.050 - - - 20.596 385.248 
Other assets 2.057 - - - 9.747 66.359 78.163 
Investments in associates - - - - - 4.935 4.935 
Intangible assets - - - - - 54.128 54.128 
Property and equipment - - - - - 101.224 101.224 
        
Total assets 3.983.761 924.899 343.640 256.791 11.903 357.135 5.878.129 
        
Liabilities        
Due to other banks 37.448 32.274 - - - - 69.722 
Customer deposits 3.468.044 389.657 594.570 177.608 6.967 - 4.636.846 
Senior debt 173.836 - - - - - 173.836 
Insurance contract        
  liabilities - - - - - 231.498 231.498 
Other liabilities 15.114 - - - 9.479 103.538 128.131 
Retirement benefit        
   obligations - - - - - 83.887 83.887 
        
 3.694.442 421.931 594.570 177.608 16.446 418.923 5.323.920 
        
Loan capital 6.796 154.018 53.310 - - - 214.124 
        
Total liabilities 3.701.238 575.949 647.880 177.608 16.446 418.923 5.538.044 
        
Net interest        
  sensitivity gap  282.523 348.950 (304.240) 79.183 (4.543)   
        

 
 For Group assets and liabilities at 31 December, 2005 an immediate and sustained increase of 1% 

in market interest rates would increase the profits by C£ 0,26 m (2004: C£ 0,73 m) for the following 
year.
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47. FINANCIAL AND INSURANCE RISK MANAGEMENT  (continued) 
 
 
 Currency risk  
 
 Currency risk relates to the risk of fluctuations in the value of financial instruments and assets 

and liabilities due to changes in exchange rates. Currency risk arises from an open position, 
either overbought or oversold, in a foreign currency, creating exposure to a change in the 
relevant exchange rate.  This may arise from the holding of assets in one currency funded by 
liabilities in another currency or from a spot or forward foreign exchange trade or forward 
exchange derivatives including options. 

 
 The Group enters into foreign exchange transactions in order to accommodate customer 

needs and for hedging its own exposure.  It is the Group’s policy not to be involved in any FX 
forward exposure risk for any currency.  To this effect, the Group’s Treasuries engage only in 
limited active FX spot proprietary trading, within predefined limits. 

 
 The Group uses exposure calculations and associated limit structures for monitoring: 
 
 (a) Open position by currency – net long / short position of each currency. 
 
 (b) Total net short position – sum of short positions in all currencies. 
 
 (c) Maximum loss limits – maximum level of losses resulting from foreign exchange 

fluctuations on a daily / monthly / yearly basis. 
 
 The Group Risk Management Unit calculates the maximum potential loss for the open 

positions in different currencies by working on stress testing scenarios.  These scenarios 
assume large fluctuations in all currencies in a way that could adversely affect the Group 
profitability. 

 
 The following tables summarise the Group’s exposure to currency risk. Included in the tables 

are the Group’s assets and liabilities at carrying amounts, categorised  by currency. The 
tables also present the notional amount of foreign exchange derivatives, which are used to 
reduce the Group’s exposure to currency movements, categorised by currency. These tables 
include in the currency net open position, the positions stemming from the life insurance 
policy contract liabilities and the financial assets which relate to the above insurance policy 
contracts. These positions are not positions of the Group but positions of the owners of the 
insurance contracts. The 2004 comparatives have been adjusted accordingly.   
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47. FINANCIAL AND INSURANCE RISK MANAGEMENT (continued) 
 
 Currency risk  (continued) 
 
   United     
 Cyprus  States Sterling Australian Other  
 Pound Euro  Dollar Pound Dollar currencies Total 
2005 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘00 0 C£ ‘000 
Assets        
Cash and balances with        
  Central Banks 325.757 77.058 22.301 2.065 4.644 266 432.091 
Due from other banks 104.519 193.331 931.640 173.067 26.444 (63.828) 1.365.173 
Financial assets at fair value        
  through profit or loss 65.960 65.801 28.347 3.598 2.136 7.048 172.890 
Advances to customers 1.812.192 1.272.469 313.854 331.650 175.122 90.411 3.995.698 
Reinsurance contracts 15.739 78 - - - - 15.817 
Corporate bonds and         
  debentures 6.303 - - - - - 6.303 
Government bonds and        
  treasury bills 261.264 49.231 18.457 7.569 - 2.484 339.005 
Available-for-sale        
  financial assets 27.683 259.357 206.482 42.141 8.883 - 544.546 
Other assets 50.186 21.537 8.105 7.514 2.574 224 90.140 
Investments in associates 5.880 - - - - - 5.880 
Intangible assets 40.499 5.135 - 375 237 - 46.246 
Investment property 15.110 - - - - - 15.110 
Property and equipment 69.342 9.433 - 9.606 1.451 - 89.832 
        
Total assets 2.800.434 1.953.430 1.529.186 577.585 221.491 36.605 7.118.731 
        
Liabilities         
Due to other banks 3.620 25.904 39.962 48.189 650 4.213 122.538 
Customer deposits 1.969.632 1.246.750 1.541.606 564.484 307.589 96.360 5.726.421 
Senior debt - 171.833 - - - - 171.833 
Insurance contract liabilities 255.885 482 - - - - 256.367 
Other liabilities 88.338 28.062 5.209 22.601 4.851 149 149.210 
Retirement benefit obligations 95.572 822 - 240 - - 96.634 
        
 2.413.047 1.473.853 1.586.777 635.514 313.090 100.722 6.523.003 
Loan capital 110.107 103.047 - -  - - 213.154 
Minority interest 10.040 25.695 - -  - - 35.735 
Equity 346.839 -  - - - - 346.839 
        
Total liabilities and equity 2.880.033 1.602.595 1. 586.777 635.514 313.090 100.722 7.118.731 
        
Net on balance         
  sheet position (79.599) 350.835 (57.591) (57.929)  (91.599) (64.117)  
Off balance sheet net        
  notional position (15.544) (288.738) 71.273 69.56 3 114.060 49.961  
        
Net currency position (95.143) 62.097 13.682 11.634  22.461 (14.156)  
        
2004        
Total assets 2.546.879 1.570.446 1.012.924 471.389 182.040 94.451 5.878.129 
Total liabilities and equity 2.643.457 1.298.636 1.057.372 516.754 256.248 105.662 5.878.129 
        
Net on balance sheet position (96.578) 271.810 (44.448) (45.365) (74.208) (11.211)  
Off balance sheet net        
  notional position 4.148 (196.709) 49.144 54.276 96.989 (14.009)  
        
Net currency position (92.430) 75.101 4.696 8.911 22.781 (25.220)  
        
 



75  

 

 
 
N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
47. FINANCIAL AND INSURANCE RISK MANAGEMENT (continued) 
 
 

 Liquidity risk  
 
 Liquidity risk may be defined as the risk that the bank, either does not have sufficient financial 

resources available to enable to meet obligations as they fall due, or can secure them at 
excessive cost. 

 
 The Group recognises the nature of liquidity risk and manages the risk through a well-

developed liquidity management structure comprising of a diverse range of controls, 
procedures and limits.  The Group has to comply both with liquidity ratios set by foreign and 
local banking regulators, as well as, with internal limits. 

 
 The Group monitors and manages liquidity risk through the use of the following set of 

controls: 
 
 (a) Balance in the Minimum Reserve Account as set by the local regulators. 
 
 (b) Mismatch ratios between maturing assets and liabilities for time periods up to one 

month. 
 
 (c) Ratio of liquid assets over total customer deposits. 
 
 A substantial portion of the Group’s assets is funded with customer deposits and bonds 

issued by the Bank. Savings and sight deposits cover immediate cash needs while long-term 
investment needs are usually covered by the issue of bonds and time deposits.   

  
 Although deposits may be withdrawn on demand with no advance notice, the large spread by 

number and type of depositors helps to ensure against unexpected fluctuations and 
constitutes a stable deposit base. 

 
 Long-term policy decisions, which affect the Group’s liquidity, rest with the Group Assets and 

Liabilities Committee (ALCO). To this effect, the Group maintains adequate cash and cash 
equivalents in all major currencies. 

 
 The following tables analyse assets and liabilities of the Group into relevant maturity 

groupings based on the remaining period from the balance sheet date to the contractual 
maturity date. These tables include in the net liquidity gap positions stemming from the life 
insurance policy contract liabilities and the financial assets which relate to the above 
insurance policy contracts. These positions are not positions of the Group but positions of the 
owners of the insurance contracts. The 2004 comparatives have been adjusted accordingly.   
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47. FINANCIAL AND INSURANCE RISK MANAGEMENT (continued) 
 
 

 Liquidity risk  (continued) 
 
 

   Over 3  Over 1    
   months year    
   but less but less   
 On 3 months than than Over   
 demand or less 1 year  5 years  5 years  Total 
2005 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 C£ ‘000 
Assets       
Cash and balances with Central Banks 280.178 19.411 - 110 132.392 432.091 
Due from other banks 895.176 422.752 47.245 - - 1.365.173 
Financial assets at fair value       
  through profit or loss 4.845 1.977 12.862 56.593 96.613 172.890 
Advances to customers 753.950 771.176 304.183 872.470 1.293.919 3.995.698 
Reinsurance contracts - 5.417 10.400 - - 15.817 
Corporate bonds and debentures - - - 6.303 - 6.303 
Government bonds and treasury bills - 20.119 113.042 121.518 84.326 339.005 
Available-for-sale financial assets 5 24.704 54.730 408.227 56.880 544.546 
Other assets 14.478 26.255 14.844 17.353 17.210 90.140 
Investments in associates - - - - 5.880 5.880 
Intangible assets - - - - 46.246 46.246 
Investment property - - - - 15.110 15.110 
Property and equipment - - - - 89.832 89.832 
       
Total assets 1.948.632 1.291.811 557.306 1.482.574 1.838.408 7.118.731 
       
Liabilities       
Due to other banks 47.366 74.968 204 - - 122.538 
Customer deposits 2.022.234 2.917.693 688.286 93.431 4.777 5.726.421 
Senior debt - - - 171.833 - 171.833 
Insurance contract liabilities - 19.155 32.512 36.946 167.754 256.367 
Other liabilities 61.594 39.398 18.114 5.645 24.459 149.210 
Retirement benefit obligations - - - - 96.634 96.634 
       
 2.131.194 3.051.214 739.116 307.855 293.624 6.523.003 
Loan capital - - 8.754 51.352 153.048 213.154 
       
Total liabilities 2.131.194 3.051.214 747.870 359.2 07 446.672 6.736.157 
       
Net liquidity gap  (182.562) (1.759.403) (190.564) 1.123.367 1.391.736 382.574 
       
       
2004       
Total Assets 1.584.942 1.056.940 473.983 1.292.222 1.470.042 5.878.129 
Total Liabilities 1.660.545 2.479.572 619.982 366.660 411.285 5.538.044 
       
Net liquidity gap (75.603) (1.422.632) (145.999) 925.562 1.058.757 340.085 
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47. FINANCIAL AND INSURANCE RISK MANAGEMENT (continued) 
 

 Fair value of assets and liabilities  
 
 The fair value represents the amount at which an asset could be exchanged, or a liability 

settled, in an arm’s length transaction between two knowledgeable parties.  Differences 
therefore can arise between book values recorded under the historical cost and fair value 
estimates.  The definition of fair value assumes that the Group is a going concern without any 
intention or requirement to curtail materially the scale of its operations or to undertake a 
transaction on adverse terms.  Generally accepted methods of determining fair value include 
reference to quoted market prices or to prices prevailing for similar financial instruments. 

 
 With reference to the above, the book value of the Group’s assets and liabilities is not 

materially different from their fair value with the exception of investments held-to-maturity and 
investments in associates. 

 
 (a) Due from other banks 
  Due from other banks includes inter-bank placements and items in the course of 

collection.  The fair value of floating as well as fixed rate placements closely 
approximates its book value since their average maturity is between three to six 
months. 

 
 (b) Advances to customers 
  Advances to customers are net of provisions for impairment.  The vast majority of 

advances is floating rated and as such its fair value is its book value. 
 
 (c) Investments held-to-maturity 
  The fair value of investments held-to-maturity amounts to C£ 229.421.000.  Fair value 

for investments held-to-maturity is based on market prices or broker / dealer price 
quotations.  Where this information is not available, fair value has been estimated using 
quoted market prices for securities with similar credit, maturity and yield characteristics. 

 
 (d) Deposits 
  The estimated fair value of deposits with no stated maturity, which includes non-

interest-bearing deposits, is the amount repayable on demand.  The estimated fair 
value of fixed as well as floating interest-bearing deposits closely approximates their 
book value since their average maturity is less than one year. 

 
 (e) Loan capital 
  Loan capital is floating rated and its fair value closely approximates its book value. 
 
 (f) Investments in associates 
  The investments in associates are accounted for in the consolidated financial 

statements under the equity method of accounting.  Under this method the book value 
of the investment consists of the Group’s share of the net assets of the associated 
company. 
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47. FINANCIAL AND INSURANCE RISK MANAGEMENT (continued) 
 

 Insurance risk  
 
 The risk under any one insurance contract is the possibility that the insured event occurs and 

the uncertainty of the amount of the resulting claim.  By the very nature of an insurance 
contract, this risk is random and therefore unpredictable. 

 
 For a portfolio of insurance contracts, the principal risk that the Group faces under its 

insurance contracts is that the actual claim and benefit payments exceed the carrying amount 
of the insurance liabilities.  The Group has developed its insurance underwriting strategy to 
diversify the type and geographical location of insurance risks accepted. 

 
 (a) Long-term life insurance contracts  
  For contracts where death is the insured risk, the main source of uncertainty is that 

epidemics such as AIDS and wide-ranging lifestyle changes (eating, smoking and 
exercise habits), could result in future mortality being significantly worse than in the 
past. 

 
  These risks are considered under periodical adjustment of the mortality risk charges. 
 
  The Group manages these risks through reinsurance arrangements and its underwriting 

strategy.  The underwriting strategy is intended to ensure that the risks underwritten are 
well diversified in terms of type of risk and the level of insured benefits and to reflect the 
medical history of the applicant. 

 
  The table below presents the concentration of insured benefits before reinsurance 

arrangements across five bands of insured benefits per individual life assured, at the 
balance sheet date: 

 
 2005  2004 
 C£ ‘m   C£ ‘m  
Benefits assured (C£’000)      
0 – 200 2.188 83,9%  2.005 87,8% 
200 – 400 272 10,4%  183 8,0% 
400 – 800 101 3,9%  68 3,0% 
800 – 1.000 22 0,8%  14 0,6% 
Over 1.000 25 1,0%  15 0,6% 
      
 2.608   2.285  
      

 
  The risk is concentrated in the lower value band of up to C£ 200.000.  This has not 

materially changed from last year. 
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47. FINANCIAL AND INSURANCE RISK MANAGEMENT (continued) 
 

 Insurance risk  (continued) 
 
 (b) Short-term life insurance contracts   
   
  These contracts are mainly team contracts renewable annually, issued to employers to 

insure their commitments to their employees for death and disability. 
 
  The insurance risk is affected by the factors affecting long-term life insurance contracts, 

as mentioned above. Additionally it depends on the industry in which the employer 
operates. 

 
  The following table analyses the aggregated insured benefits for short-duration life 

insurance contracts before and after reinsurance arrangements at the balance sheet 
date by industry sector (disability benefits under the terms of the insurance contract are 
equal or smaller than death benefits). 

 
Industry Total benefits  
 
 

Before 
reinsurance 

After 
reinsurance 

 C£ ‘000  C£ ‘000  
     
Government & Semi-Governmental  
   Organisations 

 
523.927 

 
55,0% 

 
75.611 

 
49,9% 

Financial 309.974 32,5% 41.893 27,6% 
Retail 29.482 3,1% 8.600 5,7% 
Tourism 27.140 2,9% 7.587 5,0% 
Shipping 18.643 2,0% 4.302 2,8% 
Manufacturing 17.410 1,8% 3.677 2,4% 
Construction 14.685 1,5% 5.234 3,5% 
Other 11.448 1,2% 4.676 3,1% 
     
 952.709  151.580  
     

 
 
 (c) General business - frequency and severity of cl aims  
  The principal risk that the Group faces under its insurance contracts is that the actual 

claims and benefit payments exceed the book amount of the insurance liabilities.  This 
could occur because the frequency or severity of claims and benefits are greater than 
estimated. 

 
  The Group manages these risks through its underwriting strategy, adequate 

reinsurance arrangements and proactive claims handling. 
 
  The underwriting strategy aims to ensure that only acceptable risks are undertaken by 

the Group.  There are in place underwriting instructions and limits that facilitate the 
company’s objective.  Furthermore, the company has an internal Risk & Survey 
Department, which is responsible for the proactive compliance of our clients with 
specific safety standards. 
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47. FINANCIAL AND INSURANCE RISK MANAGEMENT (continued) 
 

 Insurance risk  (continued) 
 
 (c) General business - frequency and severity of cl aims  (continued) 
  The Group has in place a conservative reinsurance program, which includes 

proportional, excess of loss and catastrophe coverage.  All reinsurance companies are 
at least A rated by Standard & Poor’s or similar rating agencies.  The objective of the 
reinsurance program is to reduce the Group’s exposure within acceptable limits.  The 
annual reinsurance program is reviewed and approved by the Reinsurance Committee 
of the Board of Directors. 

 
  The claims handling strategy of the Group aims to ensure that the company deals 

efficiently and effectively with every claim from the time it occurs in order to proceed 
with a speedy settlement and to avoid adverse developments and increased cost. 

 
 
 (d) General business - source of uncertainty in the  estimation of future claim payments  
  Insurance contract claims are usually payable on a claims-occurrence basis.  The 

Group is liable for all insured events that occurred during the term of the contract, even 
if the loss is discovered after the end of the contract term.  As a result, some claims are 
settled over a long period of time and the largest element of the claims provision relates 
to incurred but not reported claims (IBNR). 

 
  The estimated cost of claims includes direct expenses to be incurred in settling claims, 

net of the expected subrogation value and other recoveries. 
 
  The Group takes all reasonable steps to ensure that it has appropriate information 

regarding its claims exposures.  However, given the uncertainty in establishing claims 
provisions, it is likely that the final outcome will prove to be different from the original 
liability established.  The liability for these contracts comprises a provision for IBNR, a 
provision for reported claims not yet paid and a provision for unexpired risks (where and 
if applicable) at the balance sheet date. 

 
  In calculating the estimated cost of reported claims not yet paid, the Group uses a case-

by-case review methodology for all claims and the estimated cost of these claims is 
based on the facts of each claim, information available and information of settling 
claims with similar characteristics in previous periods. 

 
  The estimation of IBNR is generally subject to a greater degree of uncertainty than the 

estimation of the cost of settling claims already notified to the Group, where information 
about the claim event is available.  IBNR claims may not be apparent to the insured 
until many years after the event that gave rise to the claims has happened. 

 
  The Group’s estimate of IBNR provision is based on previous years’ experience (on 

average) and takes into account anticipated future changes and developments. 
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48. DIRECTORS’ INTEREST 
 
 The beneficial interest in the Bank’s share capital owned by the directors, their spouses and 

minor children and by companies in which they hold directly or indirectly at least 20% of the 
voting rights in a general meeting was as follows: 

 
 Beneficial interest  Beneficial interest  
 at 31 December, 2005  at 3 April, 2006  
   
Kikis N. Lazarides 0,35% 0,35% 
Michalis R. Erotokritos 0,01% 0,01% 
Marios and Platon E. Lanitis* 8,73% 8,73% 
Christos Papaellinas 0,06% 0,06% 
Rena Rouvitha Panou 0,01% 0,01% 
   

 
 *  The percentage controlled by Messrs Marios and Platon E. Lanitis is made up of the 

holdings of Lanitis E.C. Holdings Ltd (31.12.2005: 8,66%, 03.04.2006: 8,66%), Mr. Marios E. 
Lanitis (31.12.2005: 0,04%, 03.04.2006: 0,04%) and Mr. Platon E. Lanitis (31.12.2005: 
0,02%, 03.04.2006: 0,02% ). 

 
 
49. SHAREHOLDERS WITH MORE THAN 5% OF SHARE CAPITAL  
 
 Shareholding in excess of 5% of the Bank’s share capital is held by the following: 
 

 Shareholding at  Shareholding at  
 31 December, 2005  3 April, 2006  
   
HSBC Finance (Netherlands)  21,16% - 
Lanitis E.C. Holdings Ltd 8,66% 8,66% 
Provident Fund of the Employees  of    
  Cyprus Popular Bank Ltd 5,66% 5,66% 
Marfin Financial Group Holdings S.A. - 9,98% 
Tosca Investment Fund - 8,18% 
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50. RELATED PARTY TRANSACTIONS  
 

 2005 2004  2005 2004 
 Number of  Number of  C£ ‘000 C£ ‘000 
 Directors  Directors    
Advances to Directors and their      
  connected persons:      
  More than 1% of the net assets      
    of the Group 3 3  56.568 71.500 
  Less than 1% of the net assets      
    of the Group 7 7  3.551 3.900 
      
 10 10  60.119 75.400 
Advances to other key management      
  personnel and their connected persons    934 696 
      
Total advances    61.053 76.096 
      
Tangible securities    95.675 115.452 
      
Interest income    3.687 3.920 
      
Deposits    4.323 4.483 
      
Interest expense    115 159 

 
 Additionally, there are contingent liabilities of C£ 16.800.000 (2004: C£ 17.100.000) for 

guarantees and C£ 4.900.000 (2004: C£ 4.300.000) for letters of credit to Directors and their 
connected persons, whose credit facilities exceed an amount equivalent to 1% of the net 
assets of the Group.  For Directors and their connected persons, whose credit facilities do not 
exceed the 1% threshold of the net assets of the Group, there are contingent liabilities of    
C£ 10.000 for guarantees (2004: C£ 10.000) and C£ 450.000 for letters of credit                  
(2004: C£ 400.000).  There were no contingent liabilities to other Group key management 
personnel. 

 
 Connected persons include the spouse, minor children and companies in which a director 

hold directly or indirectly at least 20% of the voting rights in a general meeting. 
 
 The deposits by associates of the Bank at 31 December, 2005 were C£ 5.591.000 (2004:   

C£ 4.979.000).  At 31 December, 2005 there were deposits of C£ 6.339.000 (2004:             
C£ 3.680.000) and advances of C£ 5.273.000 (2004: C£ 1.806.000) with the HSBC Group, 
which was regarded as a related party.  The deposits of the provident funds of the employees 
of Laiki Group, which are also regarded as related parties, were C£ 5.840.000 (2004:          
C£ 5.596.000). 

 
 The above transactions are carried out as part of the normal banking activities of the Group, 

on commercial terms. 
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50. RELATED PARTY TRANSACTIONS  (continued) 
 
 Group key management personnel compensation  

 2005 2004 
 C£ ‘000 C£ ‘000 
Compensation of Directors:   
    Fees 149 67 
   
    Remuneration under executive role:   
        Salaries and other short-term benefits 380 424 
        Employer’s social insurance contributions 49 53 
        Retirement benefits scheme expense 14 12 
   
Total remuneration under executive role 443 489 
   
Total compensation of Directors 592 556 
   
   
Compensation of other key management personnel   
    Salaries and other short-term benefits 321 304 
    Employer’s social insurance contributions 35 33 
    Retirement benefits scheme expense 99 93 
   
Total compensation of other key management personne l 455 430 
   
Total compensation of key management personnel 1.04 7 986 
   

 Key management personnel for 2005 and 2004 include eleven Directors, two of which had 
executive duties, and  five General Managers. 

 
  During 2005, an Executive Director’s total remuneration including contributions in retirement 

fund was in the range of C£ 150.000 to C£ 200.000 and an Executive Director’s total 
remuneration including contributions in retirement fund was in the range of C£ 250.000 and 
C£ 300.000.  During 2004 an Executive Director’s total remuneration including contributions 
in retirement fund was in the range of C£ 150.000 and C£ 200.000 and an Executive 
Director’s total remuneration including contributions in retirement fund was in the range of   
C£ 300.000 and C£ 350.000. 

 
 Following the cessation of the Board Chairman’s executive duties on 30 September, 2005, a 

provision of C£ 500.000 has been made for an amount due to him, as provided by his 
employment contract.  Between 1 October, 2005 and 31 December, 2005, the Chairman’s 
pension amounted to C£ 41.000. 

 
 
51. DIVIDENDS 
 
 In July 2005 a dividend payment of C£ 9.120.000 took place (3 cent per share of 50 cent 

nominal value).  The dividend has been accounted for in shareholders’ equity as an 
appropriation of retained earnings.  An amount of C£ 3.092.000 has been re-invested in 
shares of the Bank. 

 
 In the Annual General Meeting, which is scheduled for 24 May 2006, the Board of Directors 

has decided to propose a dividend of 12% (6 cent per share of 50 cent nominal value). 
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52. INVESTMENTS IN SUBSIDIARY COMPANIES   
 
 The main subsidiary companies of the Group are as follows: 
 

  Issued   
 Activity capital  Shareholding  
  C£ ‘000  
    
Laiki Bank (Hellas) S.A. Banking 59.744 78% 
Laiki Leasing S.A. Leasing 11.391 89% 
Laiki Factoring S.A. Factoring and invoice   
   discounting 3.471 89% 
Laiki A.E.D.A.K. Mutual funds management 683 87% 
Laiki Attalos Securities S.A. Brokerage 1.744 82% 
Laiki Life S.A. Life assurance 1.583 89% 
Laiki Insurance Agencies S.A. Insurance agents 103 89% 
Laiki Bank (Australia) Ltd Banking 23.296 100% 
Laiki Bank (Guernsey) Ltd Banking 1.697 100% 
Laiki Cyprialife Ltd Life assurance 6.200 100% 
Laiki Insurance Ltd General insurance 8.000 100% 
Laiki Brokers (Insurance & Consultancy    
  Services) Ltd Reinsurance agents 100 100% 
Laiki Insurance Agencies Ltd Insurance agents 100 100% 
Philiki Insurance Co Ltd Investment company  5.765 100% 
Paneuropean Insurance Co Ltd Investment company 8.250 100% 
Cyprialife Ltd Investment company 5.000 100% 
The Cyprus Popular Bank (Finance) Ltd Instalment finance and   
   leasing 3.000 100% 
Laiki Factors Ltd Factoring and invoice   
   discounting 500 100% 
Laiki Investments E.P.E.Y.    
  Public Company Ltd Investment banking 40.000 57% 
Laiki Brokerage E.P.E.Y. Ltd Brokerage 1.000 57% 
Laiki E.D.A.K. and Asset Management Ltd Asset management 1.000 57% 
Laiki Lefkothea Centre Ltd Property development 500 100% 
Labancor Ltd Property development 100 100% 
LCL Cavendish Place Properties Ltd Property development 1.000 100% 
Auction Yard Ltd Auctions 150 100% 

 
 
 The Cyprus Popular Bank Public Company Ltd is registered in Cyprus and operates in 

Cyprus and the United Kingdom.  Laiki Bank (Hellas) S.A., Laiki Leasing S.A., Laiki Factoring 
S.A., Laiki A.E.D.A.K., Laiki Attalos Securities S.A., Laiki Life S.A. and Laiki Insurance 
Agencies S.A. are registered and operate in Greece.  Laiki Bank (Australia) Ltd is registered 
and operates in Australia.  Laiki Bank (Guernsey) Ltd is registered and operates in Guernsey.  
All other subsidiary companies are registered and operate in Cyprus. 

 
 There were no changes in the participation rates in the subsidiary companies during the year 

ended 31 December, 2005. 
 



85  

 

 
N O T E S    T O    T H E    C O N S O L I D A T E D    F I N A N C I A L    S T A T E M E N T S 
 
 
53. POST BALANCE SHEET EVENTS  
 
 The Cyprus Popular Bank Public Company Ltd successfully completed the Public Offer for 

the purchase of the majority share capital of the Serbian Bank Centrobanka a.d. on 20 
January, 2006.  The Bank acquired 90,43% of the total share capital of Centrobanka a.d. for 
a total amount of euro 33,6 m. 

 
 Centrobanka a.d. is based in Belgrade and has 5 branches, 3 business units and 22 sub-

branches.  It has a market share in Serbia of 1,6% in deposits and 1,4% in advances. 
 
 Due to the short period of time between the acquisition’s completion date and the date of 

preparation of the financial statements, the provision of additional information about the 
acquisition is not possible. 

 
 
54. SUPPLEMENTARY INFORMATION 
 
 The income statement for the year ended 31 December, 2005, as well as the balance sheet 

as at 31 December, 2005, in euro, constitute supplementary information.  The translation from 
Cyprus pounds (the Group’s functional currency) to euro for the purpose of this 
supplementary information was performed using the exchange rate for euro as at 31 
December, 2005, which was 0,5735. 

 
 
55. APPROVAL OF FINANCIAL STATEMENTS  
 
 The financial statements were approved by the Board of Directors on 3 April, 2006 
 
 
 
 
 
 


