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Results and operating trend
Financing
business
to Small
and Medium
(SME)
enterprises with
factoring

The Banca IFIS Group (composed of the parent company Banca IFIS S.p.A. and
subsidiary Immobiliare Marocco S.p.A.) profitably continued its business, aimed
primarily at providing financing and management assistance to Italian and foreign
small and medium enterprises using factoring. The Bank in this context acquires
receivables generated by the customer enterprise, and manages their collection,
distributing financing against the acquired receivables, for amounts, which in some
cases, reach the entire counter-value of the receivable assigned by the enterprise.
Lastly, upon request Banca IFIS evaluates the opportunity of assuming the risk of the
debtor’s failure to pay due to its insolvency.
Small and medium enterprises find Banca IFIS factoring to be a valid instrument for
managing and financing current capital, even where circumstances linked to their
economic and financial dimensions would make it difficult to access bank loans at
the desired conditions.
Assigned receivables are the typical activity carried out by enterprise customers, they
are high quality and at short-very short maturity (30-150 days), they are acquired in
continuation with regular assignments notified to the debtor, which must settle their
commitment exclusively with the Bank.
The typical customer is a small-medium enterprise with a turnover normally not
exceeding 50 million euro, which with its industrial or commercial activity generates
receivables with another enterprise. Both of the enterprises (the customer and its
debtor) are subject to an in-depth risk assessment.
The factoring instrument is at its top efficiency when the credit standing of the debtor
is better than the assigning customer and when the quality of the receivable is
adequately documented. Banca IFIS selects its intervention by excluding operations
where the quality of the credit is not suitable or the credit standing of the assigning
customer is better than the debtor’s. From the Bank’s point of view there is no
reduction of credit risk in both cases. In terms of credit risk, the operation in these
cases assumes the typical features of bank financing or an advance on invoices in
favour of the assigning customer, which is not of interest to the Bank.
Banca IFIS’s business is developed in a segment heavily influenced by the trend of
the economy. The small and medium enterprise sector frequently amplifies the
general cyclical aspects compared to the traditional reference market of a generalist
bank. Moreover, the accentuated dynamics which characterises the activity of Italian
enterprises leads to the necessity to increasingly use information allowing the Bank
to knowingly to assume risk.
For these reasons Banca IFIS instituted its own Internal Rating System (IRS) in 2002
specialised in the SME sector and aimed at factoring contracts. With the support of
the Internal Rating System all the operations subject to Bank assessment are
examined with an analytical approach, which allows the central structure of the bank
to express an aware judgment of credit risk according to three criteria: relative debtor
risk, relative assignor risk and risk related to the operation in its interests. The IRS,
used by the area in charge of credit risk assessment and departments for the
development of commercial transactions, is currently the platform used as a basis for
the assumption, management and monitoring of credit risk.
It is also used to determine the minimum pricing of each operation or to optimise the
application of economic conditions for the customer, based on the specific risk of
each operation.
*

*

*

During the first six months of 2004 business continued with significant growth rates,
even if usual for Banca IFIS. The achieved development has been a consequence of
the incessant selection of new operations in a still economic context with widespread
enterprise crises.
The Bank’s economic results in this economic environment appear particularly
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positive and allow for a reasonable optimism on the capacity of the Institute to stably
generate significant profit flows even in unfavourable economic contexts.

Profit
and net equity

Over the course of the six months Banca IFIS was able to further increase its market
share, as a result of an action aimed at developing the number of customers and
improving relations with existing ones by focusing on products with higher added
value.
Group profit reached 3,389 thousand euro at 30 June 2004, with an additional growth
of 12.6% over the first six months of 2003. This result was produced in the presence
of provisions and net adjustments on still significant bad debts, but with a slight
decrease compared to the same period for 2003 (from 2,373 thousand euro at 30 June
2003 to 2,148 thousand euro at 30 June 2004, -9.5%).
ROE, annualised to 30 June 2004, amounting to 14.4%, improved compared to the 30
June 2003 figure of 13.9%, while it remained unchanged compared to the 31
December 2003 figure.

The
organization
group companies

The composition of the group did not undergo variations during the six months.
The group thus remains composed of Banca IFIS and the sole subsidiary Immobiliare
Marocco S.p.A, an instrumental real estate company held at 100%.

Operating
profit

The operating profit shows a further increase compared to the first six months of the
previous fiscal year, increasing from 7,252 thousand euro to 8,140 thousand euro
(+12.2%).
The interest income registered a significant increase, rising 11.8% compared to 30
June 2003, from 5,841 thousand euro to 6,532 thousand euro. Despite the presence of
strong pressure on the decrease of the spreads applied to customers, the total absence
of debt positions with fixed rate or slow variation made it possible to make avail of
the low level reached by short term rates, activating commitment profit management
policies strongly ties to the risk conditions implicit in existing financing operations.
Net commissions registered a brilliant performance, with an increase of 22,4%
compared to the first half of the previous year, rising from 5,174 thousand euro to
6,334 thousand euro.
The increase is adequately counterbalanced in the growth of costs connected with
underwriting and credit risk management, diluted primarily among the expenses for
personnel. Brokerage margin registered an increase equal to 14,4% compared to 30
June 2003, increasing from 11,513 thousand euro to 13,176 thousand euro.
Total operating costs reached 5,036 thousand euro, with an increase equal to 18.2%
compared to the first half of 2003. In particular, increases were registered for
personnel (from 2,232 thousand euro in the first half of 2003 to 2,614 thousand euro
in the first half of 2004, +17,1%) due to reinforcement of the commercial
organization, upgrading of the risk assessment and credit management area and in
general to reinforce the Head Office. The dynamics of other administrative expenses
(from 1,709 thousand euro in 2004 in the first half of 2003 to 2,054 euro in the first
half of 2004, +20,2%) is due to costs connected with further development of the
business: consultancy and professional assistance, rents for branch offices,
information technology system maintenance and assistance, supports for better
selection and control of credit. Value adjustments on intangible fixed assets (from
320 thousand euro during the first half of 2003 to 368 thousand euro in the first half
of 2004, +15%) also underwent an increase (primarily due to information technology
supports) as well as tangible fixed assets (primarily due to industrial goods related to
company offices).
The cost/income ration was 38.2% a slight increase over the 37.1% at 31 December
2003 and 36.9% of 30 June 2003, following the higher percentage in administrative
expenses, due to reinforcement of the organisation to support growth, compared to
the increase in revenue. The cost/income ratio is one of the best on the entire national
banking scene.

Net profit

The dynamics of provisions and value adjustments was also sustained during the first
half of 2004, reaching an ordinary profit equal to 5,992 thousand euro, for a
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significant increase (+22,8%) over the result for the same period of the previous year
equal to 4,879 thousand euro. Of note are the significant value adjustments on
receivables for 2,148 thousand euro, only slightly less than the 2,373 thousand euro
of the first half of 2003 (-9.5%).
Part of the gross profit is composed of net extraordinary charges of 30 thousand euro,
against net extraordinary charges of 239 thousand euro in the first half of the year at
30 June 2003.
During the first half of 2004 the group took advantage of a tax amnesty pursuant to
law no. 287 of 27 December 2002 for income tax and VAT, incurring a total charge
of 111 thousand euro thus permanently closing 2002 for the purposes of income tax
and VAT.
After income tax of 2,573 thousand euro (1,630 thousand euro at 30 June 2003) and
with no third party profit, a net profit of 3,389 thousand euro was reached, for a
growth of 12,6% compared to the 3,010 euro in 2003.

Commitments

During 2004 Banca IFIS redefined its strategy focusing even more intently on small
and medium enterprises, and excluding financing to medium-large enterprises from
its financing business. In addition to fractioning of credit risk, implementation of this
strategy led to a slowdown in commitments to large entrepreneurs, to the advantage
of small commitments.
The implementation of this strategy could have lead to a sharp slowdown in
commitments; instead customer loans reached 335 million euro and dropped only
2.6% compared to 31 December 2003, while they underwent an increase of 14.9%
compared to 30 June 2003 (equal to 344 and 292 million euro, respectively).
The quality of credit has remained the same in relation to 31 December 2003, with a
ratio of net non-performing loans to commitments equal to 3.1%.

Raising of
funds

The most significant source of financing for Banca IFIS is represented by short term
deposits from other credits Institutions, created in a direct form, or even more
significantly, via transactions regulated on e-mid, the deposit interbanking market,
which the Bank has been a member of since 2003. Customer deposits is still limited
item of deposits at 30 June 2004.
Lastly, the revolving securitisation program started in October 2003 still continues
for performing credits against assigning debtors, for the original duration of 12
months renewable for a maximum of 5 times. The main reason for the program is to
improve the Bank’s funding.
Total deposits reached 373 million euro, with a decrease of 1.2% compared to 31
December 2003. In detail, 208 million euro were the result of transactions with
banking counterparts, of which 57 million euro governed by e-mid, 42 million euro
from customer deposits and 123 million euro from funding obtained from the
securitisation program.

Organization

At the end of the half year the group had a staff of 99 employees, all concentrated in
the parent company Banca IFIS S.p.A. Territorial breakdown in Italy includes 10
Branches (Ancona, Bari, Cagliari, Florence, Imola, Milan, Naples, Rome, Turin and
Venice) and 2 Representative Offices (Bucharest and Budapest).
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The new head
office
“Villa Marocco”

Work to complete the Bank’s new head office in Marocco (Mestre-Venezia)
continues, in a functional and prestigious context. The growth in size of the company
has made the transfer to the new premises urgent. Completion of the infrastructures is
scheduled for the end of 2004 and transfer to the new head office within the first
months of 2005, unless there are unexpected occurrences related to logistic and
operative aspects.
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MAIN GROUP FIGURES

KEY FIGURES
CONSOLIDATED ASSETS AND LIABILITIES
(in thousands of euro)
YEAR

Receivables with banks
Receivables with customers
Assets
Other asset items
Total assets
Payables with banks
Payables with customers
Net equity
Other liability items
Total liabilities

CHANGES

30/06/2004

31/12/2003

ABSOLUTE

%

13,226
393,074
16,179
11,170
433,649
330,972
41,609
50,495
10,573
433,649

10,631
404,333
17,756
12,464
445,184
318,897
58,251
49,248
18,788
445,184

2,595
(11,259)
(1,577)
(1,294)
(11,535)
12,075
(16,642)
1,247
(8,215)
(11,535)

24.4%
(2.8)%
(8.9)%
(10.4)%
(2.6)%
3.8%
(28.6)%
2.5%
(43.7)%
(2.6)%

CONSOLIDATED PROFIT AND LOSS STATEMENT FIGURES
(in thousands of euro)
YEAR

Brokerage margin
Operating costs
Operating result
Value adjustments on loans
Ordinary profit
Net profit

CHANGES

30/06/2004

30/06/2003

13,176
5,036
8,140
2,148
5,992
3,389

11,513
4,261
7,252
2,373
4,879
3,010
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ABSOLUTE
1,663
(775)
888
225
1,113
379

%
14.4%
18.2%
12.2%
(9.5)%
22.8%
12.6%

ECONOMIC-FINANCIAL INDEXES AND OTHER FIGURES
30/06/2004
Profit indexes
ROE (1) (2)
ROA (2)
Cost/income ratio
Risk indexes
Net bad loans/Receivables with customers
Net non-performing loans/Receivables with customers
Solvency coefficients
Base equity/Weighted activities for credit risk
Regulatory capital/Weighted activities for credit risk
Figures per employee (3) (4)
Brokerage margin/Number of employees (2)
Total assets/Number of employees
Personnel cost/Number of employees (2)

(1) The assets used for the ratio is end of fiscal year (excluding fiscal year profit).
(2) Calculated using the projection on an annual basis of the profit and loss statement items.
(3) Number of employees-end of fiscal year.
(4) Ratios in thousands of euro.
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31/12/2003

CHANGES

14.4%
3.8%
38.2%

14.4%
3.4%
37.1%

--0.4%
1.1%

3.1%
4.4%

3.1%
4.7%

--(0.3)%

14.3%
14.2%

14.0%
13.8%

0.3%
0.4%

266.2
4,380.3
52.8

273.6
5,117.1
49.6

(7.4)
(736.8)
3.2

RECLASSIFIED CONSOLIDATED BALANCE SHEET
(in thousands of euro)
YEAR
ASSETS

CHANGES

30/06/2004

31/12/2003

10

7

3

42.9%

393,074
13,226

404,333
10,631

(11,259)
2,595

(2.8)%
3.0%

782

782

---

---

Fixed assets:
- intangible
- tangible

682
15,497

627
17,129

55
(1,632)

8.8%
(9.5)%

Other asset items

10,378

11,675

(1,297)

(11.1)%

433,649

445,184

(11,535)

(2.6)%

Cash on hand and liquid assets
at central banks and post offices
Receivables:
- with Customers
- with Banks
Trading securities

Total assets

YEAR
LIABILITIES
Payables:
- with Customers
- with Banks

ABSOLUTE

%

CHANGES

30/06/2004

31/12/2003

ABSOLUTE

%

41,609
330,972

58,251
318,897

(16,642)
12,075

(28.6)%
3.8%

768
2,459

681
3,516

87
(1,057)

12.8%
(30.1)%

7,346

14,591

(7,245)

(49.7)%

47,106
3,389

43,041
6,207

4,065
(2,818)

9.4%
(45.4)%

433,649

445,184

(11,535)

(2.6)%

Provisions with specific utilisation:
Employee severance indemnities
Provisions for taxes
Other liability items:
Net equity:
Capital, share premiums and reserves
Net profit
Total liabilities
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RECLASSIFIED CONSOLIDATED PROFIT AND LOSS STATEMENT
(in thousands of euro)
YEAR

CHANGES

30/06/2004

30/06/2003

8,754
6

5,849
18

2,905
(12)

49.7%
(66.7)%

(2,228)

(26)

(2,202)

n.s.

Interest income

6,532

5,841

691

11.8%

Net commissions

6,334

5,174

1,160

22.4%

310

498

(188)

(37.8)%

Net interest
Dividends and other income
Profits (Losses) from financial transactions

Other operating income
Income from brokering and other

ABSOLUTE

%

6,644

5,672

972

17.1%

13,176

11,513

1,663

14.4%

(2,614)
(2,054)

(2,232)
(1,709)

(382)
(345)

17.1%
20.2%

(368)

(320)

(48)

15.0%

(5,036)

(4,261)

(775)

18.2%

Operating result

8,140

7,252

888

12.2%

Net adjustments on receivables value

(2,148)

(2,373)

225

(9.5)%

5,992

4,879

1,113

22.8%

(30)

(239)

209

(87.4)%

5,962

4,640

1,322

28.5%

(2,573)

(1,630)

(943)

57.9%

3,389

3,010

379

12.6%

Brokerage margin
Personnel expenses
Other administrative expenses
Value adjustments of fixed assets
Operating costs

Profit before extraordinary items
Extraordinary Profit (Loss)
Gross profit
Income tax
Net profit
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RECLASSIFIED CONSOLIDATED PROFIT AND LOSS STATEMENT: QUARTERLY CHANGES
(in thousands of euro)
YEAR 2004

YEAR 2003

2nd quarter

1st quarter

4th quarter

3rd
quarter

4,438
6

4,316
---

3,951
---

3,001
---

(1,060)

(1,168)

(845)

11

Interest income

3,384

3,148

3,106

3,012

Net commissions

3,198

3,136

2,971

2,615

113

197

317

270

3,311

3,333

3,288

2,885

6,695

6,481

6,394

5,897

Personnel expenses
Other administration expenses

(1,359)
(1,015)

(1,255)
(1,039)

(1,075)
(1,172)

(1,008)
(908)

Administrative expenses
Value adjustments of fixed tangible and intangible
assets
Operating costs

(2,374)

(2,294)

(2,247)

(1,916)

(206)
(2,580)

(162)
(2,456)

(236)

(179)
(2,095)
3,802

Net interest
Dividends and other income
Profits (Losses) from financial transactions

Other operating income
Income from brokering and other
Brokerage margin

Operating result

4,115

4,025

(2,483)
3,911

Net adjustments on receivables value

(627)

(1,521)

(2,813)

(1,150)

3,488

2,504

1,098

2,652

(72)

42

(679)

(10)

3,416

2,546

419

2,642

(1,604)

(969)

1,216

(1,080)

1,812

1,577

1,635

1,562

Profit before extraordinary items
Extraordinary Profit (Loss)
Gross profit
Income tax
Net profit
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Market trends and group activity
Group position
and
programs

Banca IFIS in its role of factor is in competitive context dominated by operators
belonging to the major banking groups, with a significant presence of industrial
related brokers. The first four market operators produced 65% of the overall turnover
of accumulated assigned receivables.
The distinct features of the various operators underline the different types of
activities and services offered to the market by banks and other companies
specialised in the factoring market. These approaches are primarily the result of two
models plus a third one which includes elements of both of the previous ones:
•

offer of factoring and financing services (with a relatively more marked
presence of the without recourse portion) to excellent quality assignors and for
which the short term credit risk on the assigning debtor is particularly limited or
for assignors with a well-distributed receivables portfolio and apportioned
according to a statistical approach based on criteria of overall flows and/or
markets, maximisation of volumes and well-distributed portfolio. Remuneration
for these types of transactions are in line with the underlying risk level;

•

credit and financing management for SME’s, based on a prompt and analytical
assessment of both debtor and assignor risk. This approach requires the specific,
and in some cases simultaneous, analysis of three subjects/elements: the
assigning debtor, the type of acquired receivable and the assignor. The credit
risk on the debtor, where assumed, is assessed based on specific analysis of the
guaranteed debtor and is remunerated based on the inherent risk of the
transaction in order to always guarantee an adequate risk/yield ratio. The
remuneration requested by the factor against such activity (both for recourse and
without recourse) is significantly higher than that from an analytical volume or
insurance statistical approach;

•

model where the two different approaches are used together.

Banca IFIS belongs to the second category of operators. The Bank is aimed at a welldefined market segment, composed of small and medium assignors characterised by
receivables against assigning debtors with a higher credit standing. Thus the
reference market is represented by average quality assignors which primarily
appreciate the quality of service, and includes operators with little possibility of
access to credit for the amount and quality desired in the traditional banking market.
This is a particularly vast segment in Italy and Europe which is characterised by the
relative absence of large banking operators, more oriented towards larger assignors
with better credit standing.
In carrying out its business through the use of factoring, Banca IFIS is able to provide
services and financing to customers in the SME segment while maintaining a lower
risk profile by transferring the risk from the assignor to the assigning debtor. This
transfer of risk is characterised by the strictest application of legal factoring rules,
based on the quality of the acquired receivable.
Observance of the factoring rules allows Banca IFIS to accept small and medium
dimension assignors basing its assessment primarily on the quality of the assigning
debtor (which often confirms the quality of the assigned receivable) or on the quality
of the receivable itself, assessing every single transaction through a simultaneous
analysis of the assigning debtor, receivable to be assigned and assignor.
The established programs involve a further rapid increase in company size and
number of customers.
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The development of the Bank’s business revolves around the following guidelines:
1) further strengthening of existing branches and opening new ones, with the aim of
consolidating the position achieved in the factoring industry in favour of SME in
the specific markets as well as strengthening the presence of the Bank in Italy;
2) development of new services, in part aimed at adequately complying with new
regulations related to the assumption of credit risk by banks (Basel 2);
3) further enhancement of management, with particular reference to credit risk
assessment and management, considering the risk the Bank is subject to as most
important, and the back office, felt to be a key element for correct company
operation and for general protection from risks;
4) development of factoring for enterprises located in European Union countries
and in other non-EU countries both through Factor Chain International and direct
transactions;
5) further integration of ICS (Internal Control System), an indispensable protection
against the risks the Bank is exposed to;
6) increase in financing sources, specifically:
- increase in e-mid transactions (at 30 June 2004 Banca IFIS had negotiated
deposits on e-mid for 57 million euro, around 27.4% of the total of its
payable bank deposits and 15.3% of total funds; 40.5% of funds raising are
from interbanking funds not linked to e-mid, 11.2% from customer deposits
and 33% funding from the securitisation transaction);
- obtainment of significant lines of credit in traditional type interbanking
transactions;
- increase in direct deposits primarily from customer enterprises from large
term deposits with at favourable interest rates for the depositors.
It is important to note, that in its effort to stabilise and diversify its financing
sources, Banca IFIS has instituted a convertible bond loan for an amount of 50
million euro, entirely subscribed during July 2004; this is discussed at length
below in this Report.
7) enhancement of the technological infrastructure by introducing increasingly
advanced IT supports and able to provide IT elements for decisions at all levels
of the company organization, in real time, with reliability, simplicity and
complete security;
8) renovation of the new head office of the Bank, destined to meet the increase in
size and business in coming year. According to Management estimates,
completion of the renovation work and transfer to the new head office is
scheduled between the end of 2004 and first months of 2005.
9) possible increase in external lines by acquisition of national and international
firms active in the factoring segment.
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Risk control
Banca IFIS has continued its measurement, control and management activities for
various types of risk. Particular emphasis has been placed on credit risk following
evaluation of the Banks’ specific situation, aimed at an aware assumption of risk in
the enterprise financing area. Nevertheless, the other risks associated with the Bank’s
business were not underestimated.
Internal Control System (ICS) integration interventions have been continued in order
to ensure a balance between profitability and underwritten risks.
The Internal Control System is considered as a set of procedures and actions for
achieving the following goals:
• effective and efficient company processes (administration, production and
distribution);
• safeguard the value of business and protection from losses;
• reliability and integrity of accounting and management information;
• operations which are in compliance with the applicable law, supervisory
regulations as well as policies, plans, regulations and internal procedures.

Credit
risk
and the
Internal
Rating System
(IRS)

Obtaining an effective management of credit risk is a strategic aim for Banca IFIS
and this can be pursued by adopting integrated and consistent tools in order to guide
credit management in all its phases (investigation, distribution, monitoring and
management, intervention with problem credit). The Internal Control System is
aimed at regulating credit risk through integration of line and risk management
controls and internal auditing activity.
During the first half of 2004 Banca IFIS has continued to develop measuring, control
and management activity for different types of risk, with particular reference to credit
and operating risks, considered the risks the Bank is most exposed to, but without
underestimating the other risks the Bank is exposed to. Internal System Control (ISC)
integration interventions have been established by Banca IFIS in order to ensure
adequate tools for allowing a balance between profitability and underwritten risks.
Banca IFIS places priority on the Internal Control System, considered as a set of
procedures and actions for achieving the following goals:
- effective and efficient company processes (administration, production and
distribution);
- safeguard the value of business and protect from losses;
- reliability and integrity of accounting and management information;
- compliance of transaction with applicable law, supervisory regulations,
as well as policies, plans, regulations and internal procedures.
Considering the specific activity of the Bank (acquiring company accounts
receivables), credit risk is the most significant risk for the group.
For this reason all phases of credit risk underwriting and control are concentrated at
the Head Office, thus obtaining a high level of homogeneity in granting credit and
strong monitoring of individual positions.
Protection against credit risk in particular is the responsibility of the Bank’s Top
Management due to its importance.
As for the assumption of credit risk (defined as risk which involve the Bank for an
amount over 10% of its regulatory capital) the Board of Directors has asked Top
Management to report and limit them as a conservative measure within an amount
greatly more restricted compared what is allowed under current supervisory
regulations. Top Management believes that it will be able to achieve total reduction
of major risks within 100% of supervisory capital probably by the end of fiscal year
2004. Credit risks, which require a significant commitment of the Bank’s equity,
even if they are under the 10% of regulatory requisites, are systematically monitored.
Credit risk is also protected by the use of operating procedures able to quickly
identify positions which present irregularities, and to monitor the evolution of the
quality of the credit portfolio, by constant and diversified surveys in part based on the
economic sector, on the type of assignor/debtor and transaction.
In an effort to anticipate the introduction of systems meeting the Basel 2 indications,
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the Bank started an audit process of its own Credit Risk Management policies in the
first half of 2002 which led to the creation and implementation of the new Internal
Rating System (IRS).
The Internal Rating System (IRS) in operation since October 2003, is able to assign a
credit standing to assignors, debtors and transactions used to:
• immediately identify the risk involved with individual financing transactions;
• establish adequate pricing for each class of risk from the transaction feasibility
analysis phase;
• continuously monitor the progress of transactions with customers and debtors,
automatically verifying the significant aspects of transactions on a monthly
basis;
• when IRS is completely operational it will also be able to manage portfolio risk
as an aggregation of risks inherent in single transactions;
• to benefit in the future from the advantages offered by the new minimum
regulatory capital requirements, where it is possible to statistically determine
default probability (rating qualification phase of the internal rating system).
IRS is a software of which Banca IFIS is the sole owner, and which interfaces with
the bank management software normally used by the Bank in factoring activity. The
operations of IRS completely reflect the logic of the credit risk assessment adopted
by the Bank. The system is set up for an initial separate analysis of assignor-risk and
debtor-risk used to make a correct counterpart risk assessment, followed by a
combined assessment based on the characteristics of the receivable and the overall
transaction.
Specifically, IRS makes it possible to assign a credit rating to the assignor, a rating to
the debtor and a rating to the underlying credit transaction. The assignor and debtor
“quality” study is based on the use of a financial statement analysis system profiled
by industry of the counterpart, analysis of the industry, queries to the Centrale Rischi,
external information and qualitative assessments. An assignment of a rating to the
receivable and the overall transaction follows the rating assigned to the assignor and
debtor. The transaction rating is always included between the assignor rating (usually
the worst, based on the strategic decision aimed at giving priority to SME assignors)
and debtor rating (usually the better of the two). The position of the transaction rating
between the two extremes depends entirely on the credit quality, determined by
algorithms established by Banca IFIS based on its twenty years of experience in the
factoring sector.

Interest rate
and liquidity
risk

Underwriting interest and liquidity risks in principle is not involved with group
management, which supplies itself with floating rate financial resources, primarily
indexed, or fixed rate very short term, using them in a very short term (commitments
with customers are all revocable).
Control of risks underwritten in the treasury area, in compliance with the strict limits
established by the Board of Directors, is guaranteed by stringent operating
procedures and by IT tools and reports aimed at further improving monitoring of
potential risks that can be underwritten in this area.

Exchange rate
risk

The assumption of exchange rate risk, intended as a management component
potentially suited to improve treasury performance, represents a speculative
instrument and thus in principle is not part of the Bank’s financial policy. The Bank’s
currency operations basically involve transactions on behalf of customers and are
normally correlated with typical factoring activity. In this framework each transaction
is backed by an assigned receivable in the same currency thus eliminating the risk of
losses connected with exchange rate fluctuations.

Market
risk

The Bank does not assume any market risk, since its business is almost entirely
within the sector of financing operating capital to SME’s, using the factoring
instrument without assuming market risk.
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Operating
risk

Operating risks are generally defined as economic loss risks due to malfunctions in
internal processes, inadequate procedures, human error or external events.
Management of operating risk requires the ability to identify the risk present in all
significant products, activities, processes and systems which can compromise
achieving the Bank’s goals. Management of this type of risk is currently Top
Management’s responsibility. The analysis started in 2003 of single company
processes continues in order to identify elements of loss and sources of risk of each
process (risk mapping). Risk measurement instruments have also begun to be set up
used to find any anomalies in operating processes.
The risk of economic loss resulting from facts which affect the only company held at
100%, Immobiliare Marocco S.p.A., a real estate company, are part of this category.
Based on the type of business it carries out, Immobiliare Marocco is not involved in
other risks (credit, interest, liquidity and market) which characterise the business of a
credit institution. Currently monitoring of operating risk of the subsidiary is ensured
by systematic communication of information to the parent company’s Top
Management, which makes decisions regarding the strategies of the subsidiary for
risk as well.
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Main equity aggregates
The dynamics of the main equity aggregates during the half year was characterized
in part by the development of parent company operations (new customers, new
services in new markets), and in part by the reflective period which characterized the
world, and particularly, Italian economy.
The parent company is almost exclusively involved in the factoring industry and
expresses its commitments as credit to customers. Financing of the activity comes
primarily from the banking market, as well as a securitisation transaction on
performing receivables, described in detail below, and lastly, marginally from direct
customer deposits. Banca IFIS has also issued a convertible bond loan for a total of
50 million dollars, entirely subscribed in the month of July 2004, described in detail
in the “Other Information” chapter.

MAIN ASSET AGGREGATES
(in thousands of euro)
AMOUNTS
30/06/2004

Receivables with customers
Securities
Tangible and intangible
fixed assets
Balance of other items
Total net assets
Payables with customers
Payables with banks
Net equity
Total net liabilities

Receivables
with customers

31/12/2003 30/06/2003

ABSOLUTE
CHANGES
BETWEEN
06/0412/0312/03
06/03

393,074

404,333

291,653

(11,259)

112,680

782

782

782

---

---

16,179

17,756

21,893

(1,577)

(4,137)

13,041

3,525

3,950

9,516

(425)

423,076

426,396

318,278

(3,320)

108,118

41,609

58,251

74,899

(16,642)

(16,648)

330,972

318,897

197,328

12,075

121,569

50,495

49,248

46,051

1,247

3,197

423,076

426,396

318,278

(3,320)

108,118

At the end of the half year the total of receivables due from customers was 393
million euro, with a slight decrease in the figure compared to the end of 2003.
Receivables due from customers include the asset backed portion from the revolving
securitisation operation started on October 2003, equal to 58 million euro at 30 June
2004 as seen in the notes to the financial statement. Average commitments, net of
the figure regards the securitisation were equal to 330 million euro for the first half
of 2004 against the 259 million euro for all of 2003.
Performing loans which do not include bad loans were equal to 325 million euro at
the end of the half year.
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BANKING PRODUCTS
(in thousands of euro)
YEAR

Current accounts and other
facilities
Advance accounts for recourse
assignment
Advance accounts for nonrecourse assignment
Receivables with debtors for
definitive acquisitions
Loans
Receivables for leasing contracts
Total performing loans

CHANGES

30/06/2004

31/12/2003

ABSOLUTE

%

28,515

32,982

(4,467)

(13.5)%

184,185

141,523

42,662

30.1%

23,300

77,388

(54,088)

(69.9)%

84,581

76,343

8,238

10.8%

428

522

(94)

(17.9)%

3,556

4,529

(973)

(21.5)%

324,565

333,287

(8,722)

(2.6)%

Net bad loans

10,478

10,597

(119)

(1.1)%

Receivables subordinate loans
Total receivables with
customers

58,031

60,449

(2,418)

(4.0)%

393,074

404,333

(11,259)

(2.8)%

The breakdown of customers by geographic area in all micro regions of the country
as well as abroad and the breakdown of the customers by product category is shown
below.
BREAKDOWN OF CUSTOMERS BY GEOGRAPHIC AREA

INVESTMENTS

TURNOVER

Northern Italy

41.4%

34.5%

Central Italy

32.6%

36.7%

Southern Italy

22.9%

14.6%

Abroad

3.1%

14.2%

Total

100%

100%
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BREAKDOWN OF CUSTOMERS
BY PRODUCT SECTOR

INVESTMENTS TURNOVER

.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
20
21
22
23
0

Agriculture, forestry and fish products
Energy products
Minerals and ferrous and non-ferrous metals
Minerals and mineral based products
Chemical products
Products in metal excluding machines and equipment
Agricultural and industrial machines
Machines for offices data processing and precision
machinery
Electrical material and supplies
Transportation vehicles
Food and beverage products
Textile, leather, shoe and clothing products
Paper, printing and publishing
Rubber and plastic products
Other industrial products
Construction and public works
Wholesale and retail trade, recoveries and repair
Hotel and public establishment services
Maritime and air transportation services
Transportation related services
Telecommunications services
Other services for sale
Non classifiable
of which non-resident subjects
of which financial institutions
of which others
Total
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0.0%
0.3%
0.7%
0.9%
1.0%
6.3%
5.0%
0.2%

0.0%
0.0%
1.1%
2.2%
0.9%
5.1%
4.0%
0.1%

6.9%
0.6%
2.9%
4.0%
0.9%
2.7%
0.8%
11.4%
11.5%
0.7%
2.3%
0.8%
0.6%
15.7%
23.8%
3.1%
0.3%
20.4%

7.9%
0.5%
1.6%
2.2%
1.4%
2.4%
0.3%
14.8%
9.5%
0.6%
2.2%
1.3%
0.3%
27.4%
14.2%
14.2%
-----

100%

100%

Bad loans

The total bad loans with customers, net of writedowns, was 10,478 thousand euro at
30 June 2004 against 10,597 thousand euro at 31 December 2003 for a decrease of
1.1%, and against 8,074 thousand euro at 30 June 2003 for an increase of 29.8%.
Including writedowns, bad loans totalled 24,549 thousand euro, against 22,141
thousand euro at the end of 2003 (+10.9%) and against 15,647 at 30 June 2003
(+56.9%). The hedging index for gross bad loans increased to 57.3% (52.1% at 30
December 2003, 48.4% at 30 June 2003). The combined effect at 30 June 2004 of
the increase in gross bad loans and hedging index for them made it possible to
stabilise the incidence of net bad loans in relation to commitments for 31 December
2003 (3.1%).
The total substandard loans with customers, net of presumed writedowns, was
4,157 thousand euro against 4,872 thousand euro at 31 December 2003 for a
decrease of 14,7%, and against 6,856 thousand euro at 30 June 2003 for an decrease
of 39,4%.
The total of net bad debts was therefore 14,971 thousand euro against 16,081
thousand euro at the end of 2003 (-6.5%) and against 15,057 thousand euro at 30
June 2003 (-0.6%). The total of net bad debts was equal to 29.6% of net equity
at 30 June 2004.
The size and financial weakness of assigning customers, which are the primary
target customers, expose the bank to bad debts which are generally higher than
those found in financing activities aimed at more solid, larger enterprises.
Specifically, Banca IFIS’s assigning customers are mainly small and medium
companies. The possibility of finding themselves in trouble is generally greater
compared to that of debtors, normally larger sized companies. This is the reason
that the percentage of gross bad loans on Banca IFIS’s commitments tends to be
higher than that of traditional banks. Nevertheless, the correct application of the
factoring concept often leads to bad debts on assignors, whose conditions
deteriorate leading to insolvency, their complete recovery following an ordinary
payment of the amount due by the debtor.
Given the insolvency status of the assigning customers as the condition necessary
for classification of the bad loan, the factoring activity, carried out basically
exclusively by Banca IFIS, classifies the bad loans, and more in general, the nonperforming credits in the following categories
apparent bad loans due to loans made towards assigning customers who
became insolvent but backed by good quality receivables against solvent
assigning debtors. This type of bad debt represents an exposure which does not
correctly reflect the actual risk of the Bank, which maintains the right to collect
payment for the receivable from the assigning debtor. The debtor cannot settle
by paying the assignor directly. In the physiological case of payment by the
debtor to Banca IFIS, the bad loan is closed with collection by the original
debtor. This category of bad loan is generated when there are debtors with a
high credit standing, carefully assessed by the Bank but above all able to
regularly meet their obligations, and particularly weak assignors. However,
apparent bad loans are classified as bad loans in keeping with banking
regulations, for the entire amount financed to the customer on whom the
classification is based;
bad loans due to disputes are also the result of the tradition operations of Banca
IFIS for its assigning customers which become insolvent on receivables not
confirmed by the debtor although notified, or on receivables from contracts the
completion of which has not yet been verified. In the event of assigning
customers insolvency these transactions lead to situations where the assignor
debtor may decide not to fulfil its obligation following effective or instrumental
disputes. Generally, the recovery rate of these bad loans is higher than those of
the normal bank-enterprise transaction; since normally the debtor is sufficient as
a guarantee and able to meet with its obligations; in addition disputes on the
quality of the receivable are not always suitable for justifying the failure to pay
the entire debt. Thus Banca IFIS is generally able to obtain payment (total or

28

-

partial) from the debtor, reserving the right to proceed against the assigning
customers or its guarantor for any difference. It is important to remember that
generally financing against assignment of receivables ranges from 70% to 90%
of the value of the receivable; this gives the Bank an additional space able to
absorb, at least partly, any dispute on the quality of the receivable. However,
bad loans due to disputes are classified as bad loans in keeping with banking
regulations, for the entire amount financed to the customer on whom the
classification is based;
typical bad loans of the banking system, which occur in recourse transactions
when the assigning customers insolvency is accompanied by non-existence of
the assigned debt and/or insolvency of the debtor and in non-recourse
transactions in the event of payment under guaranteed due to debtor insolvency.
This type of bad loans is similar to those of banks in their normal financing
activities. These events are also classified as bad loans in keeping with banking
regulations, for the entire amount financed to the customer on whom the
classification is based;
Based on the above, it is important to point out that for the types of bad loans
related to typical factoring activity, the actual losses on this activity is significantly
lower than the typical bad loans found in bilateral bank-enterprise transactions,
with even zero losses in the case of apparent bad loans.
Thus in analysing the value of bad loans it is important to evaluate the composition
in order to identify the real recovery rate of bad loans position, which in general is
higher than that reported by the banking system.
CREDIT QUALITY
(in thousands of euro)
AMOUNTS
30/06/2004
Bad loans
Substandard loans
Loans being rescheduled
Rescheduled loans
Receivables with countries at risk
Total non-performing loans
with customers
Performing loans
Total loans with customers

CHANGES

31/12/2003

10,478

10,597

4,157

4,872

---

---

ABSOLUTE

%

(119)

(1.1)%

(715) (14.7)%
---

---

---

---

---

---

336

549

14,971

16,018

(1,047)

(6.5)%

320,072

327,866

(7,794)

(2.4)%

335,043

343,884

(8,841)

(2.6)%

(213) (38.8)%

By analysing the changes compared to December 2003 it is possible to note that
against the stability of the net bad debt/net commitment ratio, equal to 3.1%, there
was an improvement in the net value of bad debt loans (-1.1% compared to
December 2003).
The ratio between bad debts and loans increased from 6.2% to 7.0% in terms of
face value, while if writedowns are considered to ratio is 3.1%, unchanged
compared to 31 December 2003. Writedowns were equal to 57.3% of gross bad
loans (against 52.1% at the end of 2003). The incidence of substandard loans
decreased, equal to 1,3% of nominal value credits at the end of the period and to
1,2% on the financial statement, against 1.5% and 1.4%, respectively.
It is important to point out the effect of the securitisation transaction was not taken
into account when calculating the bad debts, loans and bad debt/loan ratio.
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In terms of country risk, as of 30 June 2004 loans to customers located in countries
at risk was of a marginal amount (0,1% of the total), since international business is
carried out with operating techniques which only marginally involve recourse risks
with countries other than Italy.
NON PERFORMING LOANS WITH CUSTOMERS
(in thousands of euro)
BAD
LOANS

BALANCE AT 30/06/2004
Nominal value of non-performing
loans
Incidence on total loans
Value adjustments
Incidence on nominal value
of non-performing loans
Balance sheet value of nonperforming loans
Incidence on total loans
BALANCE AT 31/12/2003
Nominal value of non-performing
loans
Incidence on total loans
Value adjustments
Incidence on nominal value
of non-performing loans
Balance sheet value of nonperforming loans
Incidence on total loans

Deposits
from the
banking system
customers
and
securitisation

SUBSTANDARD

COUNTRY TOTAL NONRISK
PERFORMING

24,549

4,619

338

29,506

7.0%

1.3%

0.1%

8.4%

14,071

462

2

14,535

57.3%

10.0%

0.6%

49.3%

10,478

4,157

336

14,971

3.1%

1.2%

0.1%

4.4%

22,141

5,414

549

28,104

6.2%

1.5%

0.2%

7.8%

11,544

542

---

12,086

52.1%

10.0%

10,597

4,872

549

16,018

3.1%

1.4%

0.2%

4.7%

43.0%

Banca IFIS basically obtains the resources necessary for financing its business from
the interbanking market, customers and the liquid asset flow from the securitisation
transaction effected starting in October 2003. Customer deposits, equal to 41,609
thousand euro, was remunerated at indexed conditions or short term maturity,
advantageous for customers in comparison with alternative loans, and for the bank
compared to the average deposit cost.
Payables with banks are composed of: deposits from the interbanking market for
207,972 thousand euro, with an increase of 11.1% compared to December 2003 and
form funding from the securitisation transaction for 123,000 thousand euro (net of
Class S Units subscribed by Banca IFIS and the discount withheld on the retransfer
price of the loans, net liquidity was equal to 63,967 thousand euro).
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Intangible and
tangible fixed
assets

Intangible fixed assets totalled 682 thousand euro, for a net increase compared to
31 December 2003 of 55 thousand euro (+8.8%). Gross increases of 172 thousand
euro, were related to enhancing IT supports for 117 thousand euro.
Tangible fixed assets decreased by 9.5% to 15,497 thousand euro.
In December 2003, in order to sell some buildings not instrumental for the group’s
banking business, Banca IFIS had leased some units in Genoa located in the
complex called “Corte Lambruschini” to Selco Immobiliare S.r.l. company.
Specifically, units for office use, composed of the 13th and 14th floors as well as 5
rooms in the basement, 41 parking spaces for the property and 12 spaces for use.
On 20 July and 29 July 2004, following express request from the tenant a sale to
sell the two floors and some parking spaces was started, creating a capital gain for
Banca IFIS of 209 thousand euro.
With a deed dated 7 June 2004 Banca IFIS sold the remaining two floors of the
building, the 15th and 16th as well as 21 parking spaces and 2 basement rooms to
another bank, which in turned leased them to a third party. This sale resulted in a
capital gain of 220 thousand euro. With a contract on the same date as the deed,
Banca IFIS, agreed to guarantee the third party to the above leasing contract, an
income from rentals up to a maximum amount of 260,000 per year and with a
maximum total ceiling for a period of eight years of 780,000 euro, if the current or
future tenants should fall in arrears with payments of the related rental contracts are
terminated for any reason not ascribable to the third party. This contract has a
duration of eight years from the date of the contract. In accordance with this
contract, Banca IFIS has the right to participate, even through third parties, in the
management of the rental transactions, even proposing subjects interested in renting
the property, which cannot be refused without a justified cause and/or reason.
Some basement rooms and parking place are still property of the Bank.
The property entered among the consolidated tangible assets are representative
office in Bucharest, the headquarters which houses Management in Mestre-Venice,
renovated in 1999 and occupied in 2001, a rented office building in Padua, two
buildings of residual value destined to be divested, the important historic building
(“Villa Marocco”) destined to become the permanent headquarters of the Bank
starting in 2005. A renovation and expansion project has been created and
approved by the Monuments Office for the region, the work is planned to be
completed within 2004. Tangible fixed assets also include the cost incurred by
Immobiliare Marocco S.p.A. for the renovation work completed to the date of the
closing of the period.
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Equity
and solvency
coefficient

In the absence of assets attributable to third parties, the net equity of the group as of
30 June 2004 was registered at 50,495 thousand euro, against 49,248 thousand euro
at the end of the previous fiscal year. The increase is due to the fiscal year profit, this
effect is in part compensated by the distribution of dividends related to fiscal year
2003.
NET EQUITY
(in thousands of euro)

Net equity at 31/12/2003
Increases:
Profit of period
Decreases:
Dividends distributed
Net equity at 30/06/2004

49,248
3,389
2,142
50,495

The consolidated Regulatory capital was 45,693 thousand euro. It is composed of
base equity and negative elements of the supplementary equity affected by the flat
rate writedown related to “country risk” only effected for calculation of the
Regulatory capital. Based on the trend of weighted risk assets, the total consolidated
solvency coefficient is 14,2%.
Assets surplus as of 30 June 2004, taking into account the 8% minimum required,
was therefore equal to 19,902 thousand euro.

EQUITY COEFFICIENTS
(in thousands of euro)

30/06/2004

31/12/2003

45,965

45,860

(272)

(335)

---

---

45,693

45,525

25,714

26,297

76

70

25,790

26,367

Base equity/Weighted activities for credit risk

14.3%

14.0%

Total equity/Weighted activities for credit risk

14.2%

13.8%

Base equity/Total weighted activities

14.3%

13.9%

Regulatory capital
Base equity
Supplementary equity
Elements to subtract
Total equity
Regulatory minimum requisites
Credit risk
Market risk
Total minimum requisites
Solvency coefficients

Total equity/Total weighted activities

14.2%

13.8%

Equity surplus compared to minimum required

19,903

19,158
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Profit and loss statement

Formation of
operating
result

The operating profit of the group remained positive over the first two quarters of
2004. Based on the overall trend of the sector and the result of development actions,
Banca IFIS increased its market share in the sector and the number of customers and
debtors during the first half of 2004.
The interest income continued to rise going from 5,841 thousand euro in the first
half of 2003 to 6,532 thousand euro (+11.8%); net commissions grew significantly
from 5,147 thousand in the first half of 2003 to 6,334 thousand euro (+22.4%), due
to the expansion of operations and focus placed on collecting receivables, which was
aided by the increased charges in this area of activity.
The composition of brokering margin is very significant with the growth in relative
terms of the weight of the margin of only the commissions which exceeded 48.1%
against the 49.6% represented by interest margin.
Operating costs registered an expansion, however in line with forecasts, due to the
growth in activity and increases in staff at the branches and Head Office. There total
was equal to 5,036 thousand euro (+18.2%).
These changes brought about a slight increase in the ratio between operating costs
and brokering income (cost/income ratio) which reached 38.2% in the first half of
2004 compared to 37.1% of 31 December 2003 and 36.9% at 30 June 2003.
FORMATION OF OPERATING RESULT
(in thousands of euro)
YEAR

CHANGES

30/06/2004

30/06/2003

ABSOLUTE

8,754

5,849

2,905

49.7%

6

18

(12)

(66.7)%

(2,228)

(26)

(2,202)

n.s.

Interest margin

6,532

5,841

691

11.8%

Net commissions

6,334

5,174

1,160

22.4%

310

498

(188)

(37.8)%

6,644

5,672

972

17.1%

Net interest
Dividends and other income
Losses from financial transactions

%

Other operating income
Proceeds from brokering and
other
Brokerage margin

13,176

11,513

1,663

14.4%

Operating costs

(5,036)

(4,261)

(775)

18.2%

Operating result

8,140

7,252

888

12.2%

In detail, the interest margin of 6,532 thousand euro, underwent an increase of
11.8% compared to 30 June 2003. Despite the presence of strong pressure to decrease
spreads applied to customers, the total absence of fixed rate or slow variation debt
positions made it possible to make avail of the low level reached by short term rates,
activating commitment profit management policies strongly tied to the risk
conditions implicit in existing financing operations.
Net commissions registered an excellent performance, and demonstrated the
capability of factoring activity to generate added value through management and
service for credit; the added charges connected to this activity are diluted above all
among personnel expenses.
Receivable commissions equal to 6,862 thousand euro primarily from factoring
commissions on turnover generated by individual customers (non-recourse and
recourse, in the flat or monthly formula) as well as other payments usually charged to
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customers for services.
Payable commissions equal to 528 thousand euro resulted from:
- banking activity with designated banks which contact Banca IFIS because they do
not have an in-house operating organization able to effectively and efficiently
manage factoring activity;
- non-banking financial/insurance companies which submit factoring operations
which are not part of their business.
- from credit broker activity;
- activities of debtors with whom there are agreements which entail writing off
commissions against indication of new potential customers.
NET COMMISSIONS
(in thousands of euro)
YEAR
30/06/2004
Signatory credit

CHANGES

30/06/2003

2

ABSOLUTE

(1)

3

%
n.s.

Management and brokerage services

(16)

(2)

(14)

n.s.

Collection and payment services

121

124

(3)

(2.4)%

Other services

6,227

5,053

1,174

23.2%

Total net commissions

6,334

5,174

1,160

22.4%

Other operating income equal to 310 thousand euro include, among other things,
revenue from leasing group property.
OPERATING COSTS
(in thousands of euro)
YEAR
30/06/2004

CHANGES
30/06/2003

ABSOLUTE

%

Personnel expenses

2,614

2,232

382

17.1%

Other administrative expenses
Value adjustments on tangible and
intangible fixed assets
Total operating costs

2,054

1,709

345

20.2%

368

320

48

15.0%

5,036

4,261

775

18.2%

The trend of operating costs was also affected by expansion of business and increases
in the organization, primarily in terms of quality human resources who joined the
Banca IFIS project. In this regard particular attention was given to selecting resources
dedicated to enhancing the sales staff and strengthening the area dedicated to
management, control and recovery of credit. The total amount for this item reached
5,036 thousand euro with an increase of 18.2%.
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The increase for personnel expenses (which total 2,614 thousand euro, +17.1%) is
physiological and corresponds to forecast expectation, in part based on the systematic
increase in the number of employees.
OTHER ADMINISTRATIVE EXPENSES

(in thousands of euro)

YEAR
30/06/2004

CHANGES
30/06/2003

ABSOLUTE

%

Expenses for professional
service
Directors’ fees

741

627

114

18.2%

519

444

75

16.9%

Legal and consultation

193

155

38

24.5%

29

28

1

3.6%

162

110

52

47.3%

26

26

---

---

122

136

(14)

(10.3)%

601

514

87

16.9%

Auditing
Indirect taxes and taxes
Maintenance expenses
Vehicle fleet management and
maintenance
Expenses for purchasing nonprofessional goods and
services
Office management

218

196

22

11.2%

Telephone expenses

95

86

9

10.5%

Sundry office material
Postage and tax stamp
expenses
Business travel

58

66

(8)

(12.1)%

74

60

14

23.3%

73

55

18

32.7%

Software assistance

83

51

32

62.7%

402

296

106

35.8%

134

118

16

13.6%

Other expenses
Customer information
Advertising and inserts
Other different expenses
Total other administrative
expenses

44

31

13

41.9%

224

147

77

52.4%

2,054

1,709

345

20.2%

The increase in other administrative expenses (which reached 2,054 thousand euro
+20.2%) is mainly due to the higher charges connected with higher volume and
banking transactions.
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Formation of
net profit

The table below shows the details of the formation of the group’s net profit starting
from the operating result, described above and compared with the same period for the
year before.
FORMATION OF NET PROFIT
(in thousands of euro)
YEAR

Operating result
Balance of extraordinary income
and charges
Total liquid assets
Net value adjustments on
receivables and provisions for
guarantees and commitments
Gross profit
of which profit before
extraordinary items
Income tax
Net profit

CHANGES

30/06/2004

30/06/2003

ABSOLUTE

%

8,140

7,252

888

12.2%

(30)

(239)

209

(87.4)%

8,110

7,013

1,097

15.6%

(2,148)
5,962

(2,373)
4,640

225
1,322

(9.5)%
28.5%

5,992

4,879

1,113

22.8%

(2,573)

(1,630)

(943)

57.9%

3,389

3,010

379

12.6%

Extraordinary results with a decrease of 30 thousand euro (against a negative
contribution of 239 thousand euro at 30 June 2003), were primarily generated by the
net effects of the following entries:
- capital gain on the transfer of non-instrumental property (office buildings in Genoa
owned by Immobiliare Marocco S.p.A.) for 220 thousand euro;
- charges connected with making avail of the tax amnesty under law no. 289 of 27
December 2002 for 111 thousand euro which permanently closed 2002 for the
purposes of income tax and VAT;
- calculation differences on taxes of the previous year due in part to changes in tax
laws for 160 thousand euro.
Net value adjustments on receivables equal to 2,148 thousand euro (-9.5%
compared to 30 June 2003); the significant allocation is based on a high credit risk on
the market of small and medium enterprise financing.
Banca IFIS has decided to assume a particularly strict position due to the worsening
of credit quality, entering losses to the profit and loss statement in a timely manner as
soon as conditions warranting such become evident. Information on the ability of
small and medium enterprises to face the economic downturn make it likely that the
strictness that characterises the Bank’s attitude towards receivables entered as assets
must continue for a fairly lengthy period of time.
Gross profit reached 5,962 thousand euro, a growth of 28.5% compared to 30 June
2003. Ordinary profit is equal to 5,992 thousand euro and grew 22.8% compared to
the first half of 2003.
Income tax amounted to 2,573 thousand euro.
Net profit totalled 3,389 thousand euro, for an increase of 12.6% compared to 30
June 2003. In the absence of profits pertaining to third parties, the result is entirely
referable to the group.
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Other information

The Fitch
rating

On 22 December 2003 Fitch Ratings Limited assigned Banca IFIS a Long Term
Rating “BB+”, Short Term Rating “B”, Individual Rating “C/D” and Support
Rating “5” with Outlook stable. On 15 June 2004 the Rating Company also rate the
Convertible Bond Loan “BB+”.

Corporate
governance
regulations

Banca IFIS transposed the principles of the Self Governance Code prepared by the
committee for corporate governance of traded companies. The transposition was
made by creating an organisational model in line with the recommendations of the
Self Governance Code. Specifically, on 28 April the Board of Directors passed a
resolution to establish a Internal Audit Committee and Committee for Board
Members and Directors remuneration and for possible stock options plans for board
members and Bank employees. The Internal Audit Committee makes proposals and
provides advice on auditing matters.

Insider dealing
regulations

Banca IFIS S.p.A.’s Board of Directors has adopted a Self-Regulatory Code for
insider dealing. Specifically the Self-Regulatory Code governs the obligations of
periodic reporting of significant transactions effected by subjects who can access
price sensitive information, on traded financial instruments issued by the Bank of any
connected financial instruments. Banca IFIS has instituted a Self-regulatory code
aimed at regulating, in a legally binding manner, informative obligations and
limitations related to operations effected by board members, auditors and managers
on Bank shares. The limits established for reporting obligations have been lowered
compared to those indicated by Borsa Italiana S.p.A. in order to take due account of
the Bank’s size and the liquidity on the market with reference to ordinary shares.
The Self-Regulatory Code is available at Borsa Italiana S.p.A., at the Company and
on the company Internet website www.bancaifis.it.

Company
Statute

As of 30 June 2004 the Bank’s statute was in compliance with TUF (Testo Unico
della Finanza) regulations and applicable laws. Banca IFIS in compliance with Bank
of Italy guidelines, decided to adapt its statutory regulations by “degrees” to the
statutory regulation of Legislative Decree no. 37/2004.
On 25 June 2004 the Extraordinary Shareholders’ Meeting adopted the opportune
statutory modifications in order to exclude the renunciation of shareholders in the
event of extension of the duration of the Bank or the introduction and/or removal of
constraints to the free circulation of shares. The additional modifications of the
statute, required to be in compliance with the regulations of Legislative Decree no.
37/2004 will be submitted to the Bank’s Board of Directors for approval in a
subsequent Extraordinary Shareholders’ Meeting which will be convened in time for
the modifications to be adopted by 30 September 2004.

Information
related to the
changeover to
new
international
accounting
principles
(IFRS)

Banca IFIS, like all groups in the E.U. which trade on a stock exchange, will be
required to draft its financial statement for 2005 based on International Financial
Reporting Standards (IFRS), to date better known as International Accounting Standards,
in accordance with the Regulation of the European Commission no. 1606/02 and options
granted by the Italian government through Community Law 2003. The adoption of IAS in
preparing the financial statements will make it possible to improve communications with
investors and increase the financial information in the financial statements both in terms of
quantity and quality. The law has not yet been completely established, and in particular
two important international accounting principles, IAS 32 and IAS 39, related to
financial instruments and information on them, are still being tested by the European
Commission. The main innovation introduced by the international accounting
principles are described below, which based on current accounting entries or short
term criteria, could have impacts in the group’s consolidated financial statement:
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- obligation to enter the value of derivatives in the financial statement balance sheet
at their current value (fair value and the different and stricter procedure of certifying
the effectiveness of hedging derivative transactions). At 30 June 2004 the group did
not have any of this type of transaction.
- greater regulation of cases subject to impairment (deterioration) audit aimed at
avoiding the continuance over time of latent losses in tangible and intangible assets.
In calculating writedowns to apply to these elements, when their market price is not
available, the residual financial flows they are able to generate and discounting rate
must be used. Similarly, for loan recovery forecasts which show signs of impairment,
for example bad loans, the time in which recovery flows occur in order to discount
them must be used.
- accounting according to the line-by-line method for leasing income and expense
transactions. The group started entering these transactions in the consolidated
financial statement according to the IAS method in 2002.
- the introduction of new information requirements on financial instruments and their
connected risks and more information on the equity and economic nature on various
company business sectors in order to provide a better representation of the risks and
procedures to create value through the financial statement.
At the date of the changeover to the IAS, the overall effects from application of the
new international accounting principles should be booked as adjustments to net
equity at the opening of 1 January 2005.

Transactions
with nonconsolidated
group
companies
and
associated
parties

Existing transactions as of 30 June 2004 with non-consolidated group companies and
associated parties are shown below:
RECEIVABL PAYABLES GUARANTEE
ES WITH
WITH
S ISSUED

(in thousands of euro)
Parent company:
La Scogliera S.p.A.
Total

---

353

393

---

353

393

During the first half of 2004, the current account with parent company La Scogliera
S.p.A. continued. The loan existing at 31 December 2003 has been fully paid by
the parent company by collection of dividends. Banca IFIS’s payable balance as of
30 June 2004 was equal to 353 thousand euro. The remaining guarantee, issued by
the bank for La Scogliera S.p.A. in favour of Tax Authorities for a tax debt of the
former 100% liquidated subsidiary totalled 393 thousand euro. Transactions with La
Scogliera S.p.A. are governed by market conditions.
Financing for insignificant amounts in the form of overdrafts were also paid to
employees. The revocable financing bear interest above the Bank’s marginal deposit
cost.
As of 30 June 2004 no guarantees other than those mentioned above existed for the
parent companies, non-consolidated subsidiaries or associated companies.
In order to concentrate operations for SME’s, the Board of Directors on 14 June 2004
passed a resolution to limit financing to associated companies, with the exception of
Immobiliare Marocco, to a total of 7.5% of consolidated regulatory capital.
The exclusion of Immobiliare Marocco is based on the fact that the subsidiary carries
out solely instrumental activity in the interest of the Bank, and limiting its financing
for operation could indirectly cause negative effects on the group’s operations.

Operating
powers to
the Board of
Directors

The extraordinary assembly of Banca IFIS on 30 April 2002 gave the Board of
Directors powers to execute an increase in capital to pay 2,145,000 shares at face
value with share premium as an option to shareholders and 2,145,000 shares free of
charge, to be effected within 5 years from the date of the resolution. The Board did
not decide to avail itself of the delegations based on the existing levels of
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for increases
in capital:
free
and paid

capitalisation and market opportunities. If the expansion of business continues at the
same rate as recent years, even in the presence of instruments able to mitigate of
remove part of the absorption of capital against credit risk, and if the stock market
improves, it is possible that the Board of Directors will consider it reasonable to
make avail of such powers.

Operating
powers to
The Board of
Directors
for increases
in capital:
stock option
plans

The Extraordinary Shareholders’ Assembly of Banca IFIS on 30 April 2002 gave the
Board of Directors to power to effect one or more increases in capital from stock
option plans for a total of 429,000 shares, to assign to Bank board members and
employees.
In a partial enforcement of these powers, the Board of Directors on 27 March 2003,
assigned options in favour of the board members and all of the employees for
subscription of an increase in capital for a total of 214,500 shares, equal to 1% of the
share capital subscribed and paid up. The stock option plan has an option exercise
price of 9.43 euro per share. The period for exercising the option is between 1
January 2006 and 31 December 2006.
In complete execution of these powers, the Board of Directors on 5 May 2004,
assigned options in favour of the board members and all of the employees for
subscription of an increase in capital for an additional total of 214,500 shares, equal
to 1% of the share capital subscribed and paid up. The stock option plan has an
option exercise price of 9,58 euro per share. The period for exercising the option is
between 1 January 2007 and 31 December 2007.
Moreover the Extraordinary Shareholders’ Assembly in 17 December 2003, after
excluding the option right former art. 2441, paragraph 5 of the Italian Civil Code,
passed a resolution giving the Board the right to increase, in one or more times,
within a maximum period of five years from the resolution, share capital up to a
maximum face amount of 429,000 euro by issuing a maximum number of 129,000
ordinary shares with a face value of 1 euro each for a total of 129,000 euro to be
offered for subscription to board members and a maximum number of 300,000
ordinary shares with a face value of 1 euro each for a total of 300,000 euro to be
offered for subscription to all Bank employees as part of the Stock Option Plan at
current market prices as of the date it is granted.
As of 30 June 2004 the Board of Directors had not exercised these powers, even in
part, conferred by the Shareholders’ Meeting on 17 December 2003.

Convertible
bond loan:
resolution of
the
Extraordinary
Shareholders’
Meeting of 17
December and
employee
council
resolutions

The Extraordinary Shareholders’ Assembly of 17 December 2003 with the purpose
of diversifying the Bank’s deposits and enlarging the shareholder base, passed a
resolution giving the Board of Directors the right, to be exercised by 31 December
2004, to issue, for a total amount not exceeding 100 million euro, a bond loan
convertible in Banca IFIS shares with exclusion of the option right with correlated
increase in share capital for a total amount not over 20 million euro.
With the resolutions passed by the Board of Directors on 5 May 2004, 14 June 2004
and 2 July 2004 as well as the determination of the C.E.O. assumed immediately
after the closing of the offer period, in complete execution of the Extraordinary
Shareholders’ Meeting on 17 December 2003, the following was decided:
I.
to issue, with the exclusion of the option right former art. 2441, paragraph 5 of
the Civil Code, a bond loan convertible in Banca IFIS S.p.A. shares called
“Banca IFIS 2004-2009 convertible loan” for 50 million euro composed of 4
million convertible bonds with correlated increase in share capital for a total
amount of 4 million euro, composed of 4 million ordinary shares of Banca IFIS
for the conversion of the convertible bonds, offered for subscription in a Public
Subscription Offering aimed at the general public in Italy and a Private Placing
in Italy aimed at Italian professional and/or foreign institutional investors; the
convertible bonds offered in subscription at par, had an issue price of 12.50
euro and the conversion rate was established as one share for each convertible
bond submitted at the conversion, the shares for the conversion have a price
equal to 12.50 euro of which 11.50 euro for the share premium;
II. to calculate the interest rate of the bonds for the bond loan convertible in Banca
IFIS S.p.A. shares called “Banca IFIS 2004-2009 convertible loan” at 4.375%
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gross.
On 30 June 2004 Consob with notice no. 4061556, issued approval for the
publication of the Informative Prospectus related to the Public Offering for
subscription to the Convertible Bonds of the Bond Loan “Banca IFIS 2004-2009”; in
addition the Borsa Italian, on 28 June 2004 with provision no. 2497 approved
admission for trading on the Convertible Bond.
The convertible bond loan was entirely subscribed during the month of July. In
particular, on 9 July 2004 the period for participating in the Overall Offer of no.
4,000,000 bonds of the “Banca IFIS 2004-2009” Loan was closed.
Since 16 July 2004 the Banca IFIS 2004-2009 convertible bonds have been regularly
traded on Borsa Italiana’s MTA market.

Transactions
on own shares

The Assembly of Banca IFIS shareholders on 28 April 2004 renewed the
authorization to acquire and transfer own shares according to articles 2357 and
subsequent of the Italian Civil Code as well as Italian Legislative Decree 58/98,
establishing a price range within which the shares may be acquired between a
minimum of 3 euro and a maximum of 30 euro for a maximum amount of 4,000,000.
The Meeting also established a deadline for the duration of the authorization equal to
18 months from the date the deliberation was made.
The balance of shares at 31 December 2003 was equal to 68,045 shares, entered at a
total value of 623 thousand euro and a face value equal to 68,045 euro.
During the half year to 30 June 2004 Banca IFIS acquired an additional 397,052 own
shares for a value of 3,736 thousand euro, at an average price of 9.41 euro, and sold
165,025 own shares for a value of 1,568 thousand euro, at the average price of 9.50
euro, for a net profit of 15 thousand euro. Due to the effect of operations during the
half year, the balance is equal to 300,072 shares, entered at a total value of 2,791
thousand euro and a face value equal to 300,072 euro. The value of the shares at the
end of the half year included a value adjustment of them for a total amount of 15
thousand euro.

Shareholders

The share capital of the parent company totals 21,540,000 euro and is broken down
into 21,450,000 shares with a face value of 1 euro.
Shareholders who have declared stakes over 2% of Company capital are as follows:

NUMBER OF
SHARES
La Scogliera S.p.A.
Giovanni Bossi

15,455,741
543,750

% SHARE
CAPITAL
72.05%
2.5%

Privacy
measures

In keeping with the provisions of appendix B of Legislative Decree 196/2003 (new
Privacy code) which entered into force 1 January 2004, at the time that this report
was written, the Programmatic Security Document is being updated and should be
completed by the legally required deadline (31 December 2004).

Research and
development

Due to its specific activity, the group does did not undertake research and
development activities during the fiscal year requiring express indication of the cost
in asset entries due to its organization or size.

Factors
subsequent
to half year
closing

Operation continued normally in the period between the close of the half year and the
date the six monthly report was drafted, no significant factors occurred after closing
that are not explained elsewhere. Of particular note is the entire subscription and
trading of the “Banca IFIS 2004-2009” convertible bond loan, the process for which
had started at the end of 2003. A specific chapter has been dedicated to the loan in
this Report.
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Forecast
evolution
of operations

Forecast on the trend of the economy for the second half of 2004 show modest signs
of improvement compared to the previous two years. The banking system’s attitude
for financing SME’s will probably continue to be modest, generating presumable
tensions on the financial situation of enterprises but providing ample room for
factoring operations aimed at acquiring market shares in the small and medium
enterprise sector, in a context highly affected by credit risk
The prospects for Banca IFIS are comforting and permit an optimistic outlook for the
overall operating trend, despite the remaining uncertainties related to the
macroeconomic situation for industrial SMEs, the Bank’s typical customer.
Venice-Mestre, 6 August 2004

The President
Sebastien Egon Fürstenberg

The C.E.O.
Giovanni Bossi
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CONSOLIDATED FINANCIAL
STATEMENT AS AT 30th JUNE 2004

CONSOLIDATED BALANCE SHEET
(in thousands of euro)
ASSETS
30/06/2004

31/12/2003

30/06/2003

10

Cash on hand and liquid assets at central
banks and post offices

10

7

7

30

Receivables with banks

13,226

10,631

4,201

(a) on sight

12,941

9,053

3,634

285

1,578

567

(b) other receivables
40

Receivables with customers

393,074

404,333

291,653

50

Bond and other receivables securities

433

433

433

(a) issued by government

433

433

433

60

Share, stakes and other capital securities

349

349

349

682

627

511

110 Intangible fixed assets
of which:
- cost of systems

55

120 Tangible fixed Assets
140 Own shares and stakes
euro nominal values

71

87

15,497

17,129

21,382

2,791

623

108

300,072

68,045

13,321

150 Other assets

5,594

9,151

4,336

160 Prepayments and accrued income

1,993

1,901

372

234
1,759

44
1,857

134
238

433,649

445,184

323,352

(a) prepayments
(b) accrued income

TOTAL ASSETS
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LIABILITIES
30/06/2004
10

Payables with banks:
(a) on sight
(b) term or upon notice

20

31/12/2003

30/06/2003

330,972

318,897

197,328

81,576

89,919

118,495
78,833

249,396

228,978

Payables with customers:

41,609

58,251

74,899

(a) on sight

41,609

58,251

74,899

50

Other liabilities

7,118

14,558

2,466

60

Accrued expenses and deferred income:

228

33

146

(a) accrued expenses

214

22

95

14

11

51

(b) deferred income
70

Employee severance pay
(TFR)

80

Provisions for risks and charges:
(b) tax funds

768

681

611

2,459

3,516

1,851

2,459

3,516

1,851

150 Capital

21,450

21,45

21,45

160 Share premiums

13,450

13,45

13,45

170 Reserves:

11,709

7,848

7,848

1,232
4,000
6,477

1,161
4,000
2,687

1,162
4,000
2,686

(a) legal reserve
(b) reserve for own shares or stakes
(d) other reserves
190 Profits (losses) carried forward
200 Profits (losses) for the period
TOTAL LIABILITIES

497

293

293

3,389

6207

3,01

433,649

445,184

323,352
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GUARANTEES AND COMMITMENTS
10

GUARANTEES GIVEN
of which:
- other guarantees

20

COMMITMENTS

30/06/2004

31/12/2003
2,823

30/06/2003

2,823

2,823

2,823
138,181

2,912
54,623
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2,912

59,538

CONSOLIDATED PROFIT AND LOSS STATEMENT
(in thousands of euro)
30/06/2004

10

Receivable interest and similar proceeds
of which:
- on receivables with customers
- on payable securities

20

13,323

31/12/2003

9,062

10,011
3,174

Payable interest and similar charges
of which:
- on payables with customers

30/06/2003

9,035
5
(4,569)

19,644
18,475
11

(3,213)

(331)

(110)
6

(6,843)
(735)

30

Dividends and other proceeds:

40

Receivable commissions

50

Payable commissions

60

Profits (losses) from financial operations

70

Other operating proceeds

80

Administrative expenses:

(4,668)

(3,941)

(8,104)

(a) expenses for personnel
of which:
- wages and salaries
- social security charges
- severance pay (TFR)

(2,614)

(2,232)

(4,315)

(a) on shares, stakes

(b) other administrative expenses
Value adjustments on
intangible and tangible fixed assets
120 Value adjustments on receivables
and funds for guarantees and commitments

18

18

6

18

18

6,862

5,480

11,545
(785)

(528)

(306)

(2,228)

(26)

(860)

310

498

1,085

(1,947)
(533)
(123)

(1,653)
(451)
(117)

(3,185)
(886)
(222)

(2,054)

(1,709)

(3,789)

(368)

(320)

(735)

(2,260)

(2,373)

(6,336)

90

130 Writebacks of loans
and funds for guarantees and commitments

112

---

---

5,992

4,879

8,629

190 Extraordinary proceeds

363

211

234

200 Extraordinary charges

(393)

(450)

(1,162)

(30)

(239)

(928)

(2,573)

(1,630)

(1,494)

3,389

3,010

6,207

180 Profit (loss) on ordinary activity

210 Extraordinary profits (losses)
240 Income tax
260 Profit (loss) for the period
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENT
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