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Table 3.1: Summary of compliance with policy conditionality for the third review (end-Q4 2013) 

 
Source: Commission services. 
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to stage two of the roadmap could be considered. 
The four important milestones have been 
accomplished: (i) Hellenic Bank was successfully 
recapitalised by private means already in October, 
(ii) the Central Bank of Cyprus (CBC) approved 
the restructuring plan of Bank of Cyprus in 
November, (iii) funds for the recapitalisation of the 
Cooperative sector were disbursed on a dedicated 
account at the central bank and (iv) the 
Cooperative credit sector officially submitted its 
restructuring plan to the European Commission  
end-January. Furthermore, the authorities and the 
commercial banks presented an analysis of deposit 
outflows and the liquidity situation, which led to 
the conclusion, in consultation with Cyprus' 
programme partners, that Cyprus was ready for 
further relaxation of administrative measures.  

Capital controls will gradually be relaxed along 
stage two of the roadmap. A gradual move to 
stage two has so far entailed the unlocking of the 
restrictions on fixed-term deposits, which have 
become entirely available upon their maturity with 
the caveat that early termination, even with paying 
a penalty, is not possible. Nevertheless this 
remains a big step forward, as during stage one, 
upon maturity, deposits were rolled over into a 1-
month term, except for 20% of the deposit amount.  
The full implementation of stage two of the 
roadmap would also entail the liberalization of 
transfers between domestic banks and the 
abolishment of limits of EUR 15,000 for natural 
and EUR 75,000 for legal persons, which so far 
have been further increased to EUR 20,000 and 
100,000, respectively.   

Further relaxations of capital restrictions will 
depend on developments in Bank of Cyprus and 
the Cooperative sector. According to the 
roadmap, moving to stage three depends on the 
completion of the mergers in the Cooperative 
sector and on progress made with the 
implementation of the restructuring plan of Bank 
of Cyprus, subject to an assessment of overall 
financial stability, banks' liquidity position and 
market confidence. Stage three will bring two 
major relaxations. First, restrictions related to cash 
withdrawals and the cashing of checks will be 
abolished, and second, opening accounts without 
any restrictions will be allowed. 

3.1.2. Regulation and supervision of banks and 
cooperatives credit institutions  

The authorities advanced further with the 
implementation of the regulatory and 
supervisory conditionality. The loan origination 
directive was issued on 4 December 2013, and the 
legal framework for setting up the credit register 
was created. The CBC published in November 
2013 supplementary information on the Code of 
Conduct for dealing with troubled borrowers. In 
the area of arrears' management, banks also 
submitted their implementation plans in January, 
in compliance with the MoU deadline.  

However, in some areas, delays occurred. The 
time series of non-performing loans (NPLs) 
according to the new definition introduced in June 
2013 were published at the end of January only, a 
month later than initially foreseen. Because of 
delayed availability of data due to the heavy 
restructuring of Bank of Cyprus, the Financial 
Stability Report could not be published in 
December 2013. The updated MoU requires this 
publication to occur before April 2014. In the 
regulatory field, the directive on provisioning and 
disclosure requirements has been finalised and 
issued on 17 February 2014, as opposed to end-
2013 in the previous MoU.  

The revised financial sector conditionality 
addresses the pressing issues of managing 
arrears and limiting the deterioration of bank 
assets' quality. The updated MoU strengthens the 
CBC monitoring of banks' active management of 
existing NPLs and the preventive steps taken with 
respect to early arrears. On the basis of a review to 
be completed by end-June 2014, the CBC will 
revise by end-July, as needed, the arrears 
management directive in order to ensure that banks 
successfully maximise the value of their assets. 
The role of the Financial Ombudsman with regard 
to hearing complaints on compliance with the 
arrears management process will be clarified by 
end-March 2014. Last, but not least, the legal 
framework for personal and corporate insolvency 
will be strengthened (Box 3.1 and Section 3.4.5). 
The updated MoU recognizes the relevance of this 
issue by grouping policy requirements related to 
private debt restructuring in a separate sub-section. 
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3.1.3. Recapitalisation, resolution and 
restructuring 

Bank of Cyprus  

In accordance with the MoU, the restructuring 
plan of Bank of Cyprus was approved by the 
Central Bank of Cyprus in early November 
2013. The restructuring plan covers the period 
until 2017, including how to downsize its balance 
sheet and to refocus its core business on the 
Cypriot economy. The successful implementation 
of the plan would help restoring depositors' and 
investors' confidence in the Bank of Cyprus and 
the banking sector as a whole. 

The implementation of the restructuring plan is 
now progressing further. About 77 branches and 
5 International Banking Units (in which the 
international operations are concentrated) have 
been closed, and the plan is to finalize the process 
of rationalising branches and International 
Banking Units by March 2014 and June 2014, 
respectively. As far as the IT operations are 
concerned, the plan foresees the full migration of 
the IT system of Cyprus Popular Bank into Bank 
of Cyprus by June 2014. 

The level of NPLs in Bank of Cyprus reached 
about 50% of gross loans in the fourth quarter 
of 2013 (4). This is partly because of the 
introduction of the new definition of non-
performing loans. While the management of NPLs 
is now progressing, the results will not become 
apparent immediately since according to the new 
definition of NPLs adopted by the Central Bank of 

                                                           
(4)

 http://www.bankofcyprus.com/Documents/Investor
%20Relations/Press%20Releases/ENG/FinancialResultsFY
2013ENG.pdf 

Cyprus, restructured loans that at the time of 
restructuring presented arrears of over 60 days 
remain classified as NPLs for at least 6 months 
after being restructured, even if restructured loans 
respect the new terms and conditions. 

Managing NPLs is the key priority for Bank of 
Cyprus for the next years. A new Head of 
Restructuring & Recoveries has been appointed 
and three units have been created for managing 
NPLs, one for retail, one for SMEs and one for 
mid- and large-sized corporates, with the latter 
targeting the top 30 corporates and real estate 
developers. The "Special Projects Division", which 
was launched in October 2013, is now integrated 
into this unit. 

Concerns regarding the subsidiaries of Bank of 
Cyprus and Cyprus Popular Bank in Ukraine 
have been addressed.  The resolution of Cyprus 
Popular Bank and the restructuring of Bank of 
Cyprus included the sale of the foreign 
subsidiaries. The specific judicial procedures in 
Ukraine, involving a claim on the assets of the 
subsidiary, have been stopped, allowing Bank of 
Cyprus to proceed with the finalisation of the sale 
of this subsidiary.  

The liquidity position of Bank of Cyprus is 
expected to improve. This is mainly due to the 
agreed sale of its subsidiary in Ukraine and the 
sale of the assets of its subsidiary in the UK. As a 
contingency measure, the House of 
Representatives approved the issuance of 
government guarantees for a value of up to EUR 
2.9bn, which, if needed and in line with State aid 
rules, could be used as collateral to obtain 
liquidity. At present, the liquidity position of Bank 
of Cyprus does, however, not require these 
guarantees to be issued. Against this background, 

Box (continued) 
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the management of Bank of Cyprus decided not to 
roll-over the six-month deposits that were blocked 
until 31 January following the bail-in the summer 
of 2013. 

The upfront recognition of expected losses 
resulted in a lower capital ratio. The core Tier 1 
ratio of Bank of Cyprus declined to about 10%, 

which is below the 12% indicated in the KPMG 
report. Nevertheless, the ratio is in line with the 
restructuring plan of Bank of Cyprus, which 
includes the front-loading of the losses as expected 
by PIMCO (the consultant estimating the capital 
needs) and the sale of the subsidiary in Ukraine, 
which also impacts negatively on capital. The core 
Tier 1 ratio is, however, expected to remain above 
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9% throughout the programme period, in 
accordance with the MoU, as the frontloading of 
the losses is foreseen to be offset by higher 
profitability at the end of the programme. 

The Cooperative Credit Institutions  

The restructuring and recapitalisation of the 
cooperative credit institutions (coops) has been 
progressing according to the plan. The 
consolidation process through legal and 
operational mergers continued, and the sector will 
consist of 18 coops by end-March. A new General 
Manager of the Cooperative Central Bank (CCB) 
was appointed in December 2013 and the 
nomination of senior line managers is progressing. 
The external asset valuation was finalised and 
confirmed that, upon completion of the 
capitalisation process, government ownership of 
the CCB will reach 99%. The restructuring plan 
was submitted to the European Commission in 
end-January 2014, in full compliance with the 
MoU. The key challenge for the cooperative banks 
is to deal with the high level of non-performing 
loans for which an arrears management framework 
is being set up. Following the completion of the 
merger process, the CBC will review its affiliation 
directive. An assessment will be made by January 
2015 of the local risk management tools of the 
Cooperative Credit Institutions. 

Hellenic Bank 

After the successful completion of its 
recapitalisation by private funds, Hellenic Bank 
is facing the challenge of coping with the risk of 
falling quality of its loan book. The private 
investors have reiterated their readiness to support 
the business of the bank. The liquidity situation of 
the bank is satisfactory, and could allow the 
granting of new credit to the economy once 
demand resumes. In the immediate present, 
however, the main challenge is to prevent early 
arrears from becoming non-performing loans, and 
to actively manage the latter in order to maximise 
the value of the bank's assets. While the 
programme conditionality only requires Hellenic 
Bank to submit a business plan, future review 
missions will continue to monitor its condition in 
light of its systemic importance.  

3.1.4. Anti-Money Laundering 

The Cypriot authorities continue with the 
implementation of the Anti-Money Laundering 
(AML) action plan. In early December 2013, the 
CBC issued the fourth edition of the AML 
Directive. The updated directive (5) included a 
requirement for banks to obtain a copy or other 
evidence of the registration of a trust as part of 
their customer verification procedure, thereby 
aligning the AML Directive with the law on 
"Regulating Companies Providing Administrative 
Services and Related Matters".   

The customer due diligence (CDD) framework 
was further enhanced, though with a slight 
delay. The CBC issued a circular at the beginning 
of February 2014 that provided further guidance to 
the obliged financial institutions on a number of 
CDD related issues, such as the identification of 
the Political Exposed Persons (PEPs) and the new 
provisions on the introduction of tax crimes as 
predicate offenses. The other supervisory 
authorities have also circulated similar guidance on 
tax crimes to the non-financial corporates 
(lawyers, accountants and administrative service 
providers). 

A third-party review of the functioning of the 
Companies' Registrar was finalised. The Cypriot 
authorities will address the identified shortcomings 
and are working with the technical assistance 
teams to design a strategy for implementing the 
report's recommendations. 

The supervisory capacity of the supervisory 
bodies has been enhanced. The AML unit of the 
CBC was complemented by additional human 
resources (3 additional employees), while further 
re-enforcements (2 additional employees) are 
expected by the end of 2014. In addition, the 
development of risk-based supervisory tools for 
offsite and onsite surveillance is progressing with 
the IMF technical assistance. The other 
supervisory authorities have enhanced their AML 
monitoring capacity by restructuring the 
supervisory department (Cyprus Securities and 
Exchange Commission), increasing the human 
resources (Cyprus Bar Association) or 
strengthening the outsourced monitoring function 
                                                           
(5)

 http://www.centralbank.gov.cy/media/pdf/EN_AML
_DIRECTIVE_4th_2013.pdf 
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(Institute of Certified Public Accountants of 
Cyprus). In addition, the CBC and the other 
supervisory authorities shared anonymized 
information about their supervisory measures and 
enforcement actions applied for non-compliance 
and/or violations of laws and regulations. 

The CBC has finalised the follow-up on the 
cases revealed by the Deloitte report. Small 
teams of AML officers carried out targeted onsite 
inspections during which they met with the Money 
Laundering Compliance Officers of the banks in 
question, reviewed customer files and account 
transactions, as well as alerts and documentary 
evidence. Where the financial institutions had not 
complied with their obligations under the AML 
regulation, the CBC requested remedial actions, 
such as the filing of suspicious transaction reports 
or the reclassification of customers as higher risk. 
Further, the CBC will send warning letters to 
several banks, requiring them to address the 
shortcomings identified in their systems and 
processes. In cases where breaches are of a 
systemic nature or of greater importance, the CBC 
will initiate the procedures to impose 
administrative fines. As the completion of the 
supervisory measures was not finalized by end-
January 2014, the deadline was shifted to end-
March 2014.  

The Unit for Combating Money Laundering 
(MOKAS) continued to provide statistical data 
on the exchange of information with other 
financial intelligent units (FIUs). In compliance 
with the MoU, MOKAS provided to the 
programme partners the breakdown of requests 
made and received, including spontaneous 
disseminations, to and by foreign FIUs. The annual 
data are also available in MOKAS' annual report 
for 2012 (6). 

3.2. FISCAL POLICY 

The third review mission confirmed that 
Cyprus met the 2013 fiscal targets with 
considerable margin. This is largely due to 
prudent budget execution, notably related to 

                                                           
(6)

 http://www.law.gov.cy/law/mokas/mokas.nsf/B6860
BF4E952069AC2257BDD0042692F/$file/MOKAS%2020
12-ENG.pdf 

intermediate consumption. On the revenue side, 
non-tax revenues performed above expectations, 
on the back of more benign labour market 
developments and increased revenues from EU 
funds. 

In compliance with the MoU, the Cypriot 
authorities aligned the 2014 Budget Law with 
the revised projections of the second review. 
The House of Representatives approved the 2014 
Budget Law in December 2013. To advance some 
of the fiscal effort foreseen in 2015 and 2016, the 
budget introduced fiscal measures amounting to 
around ⅓% of GDP, in addition to those specified 
in the original MoU at the start of the programme.  

The 2014 fiscal target has been revised down by 
1.3 pps compared to November 2013 (see Table 
2.3). Against the background of the significant 
consolidation effort undertaken in 2013 in line 
with the MoU requirements, the general 
government primary deficit is expected to stay flat 
at 1.8% of GDP in 2014. The improvement 
compared to the previous forecast is mainly driven 
by the positive carry-over from 2013 as well as a 
reduction in expenditure for 2014. Revenue 
developments largely reflect the continued 
recession, partly offset by the implementation of 
significant consolidation measures, and the 
expected increase in central bank profit allocations 
to the government by about EUR 100m. On the 
expenditure side, the lower public employment 
resulting from the high number of retirements in 
2013, combined with the hiring freeze in the public 
sector and further measures to reduce the public 
sector wage bill, are projected to outweigh the 
increase in social transfers connected to adverse 
labour market developments. 

The projections for 2015 and 2016 assume that 
any remaining fiscal gaps to the programme 
targets will be closed by yet-to-be-specified 
measures. The cumulative fiscal gap for 2015 and 
2016 is now estimated at 1.3% of GDP, ¾pp less 
than expected in November 2013. Total revenue in 
2015 and 2016 is expected to recover in line with 
the improving macroeconomic situation. The 
forecast does so far not include the additional 
dividends expected to be distributed by the CBC in 
2015 and 2016, in line with the CBC's duties under 
the Treaties and the Statute, but will be adjusted 
once the decision is taken. Total expenditure is 
projected to stay broadly unchanged in 2015, with 
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higher pension payments in the general social 
insurance scheme, largely offset by a deceleration 
of the retirement wave in the public sector leading 
to lower pension gratuity payments. Total 
expenditure is projected to decrease in 2016, in 
line with the assumption that the fiscal gap will be 
closed.  

Fiscal risks remain subject to careful 
monitoring. Over the programme horizon, risks 
related to macroeconomic developments continue 
to be on the downside. Further, revenue 
developments are fragile. Tax collection points to a 
weakening performance of key revenue items and 
high tax elasticities may have an adverse effect on 
budgetary performance should growth surprise on 
the downside.  

3.3. FISCAL-STRUCTURAL REFORMS 

3.3.1. Pension and Healthcare System 

In line with the MoU requirement, all aspects of 
the public sector pension reform also apply to 
pension schemes in the broader public sector. 
However, a few entities in the broader public 
sector run provident funds that offer defined 
benefit schemes, which do not follow the reformed 
rules. These funds were established based on 
collective agreements. The authorities have 
therefore issued a circular advising the relevant 
entities to undertake reforms of their provident 
funds. As far as the programme requirement is 
concerned, the authorities are compliant.   

Effort needs to be increased to comply with the 
agreed healthcare reforms.  Reforms aim at 
strengthening the funding structure and the 
efficiency of the healthcare system to deliver 
universal and high quality care. Full 
implementation of a National Health System 
(NHS) has been postponed from end-2015 to mid-
2016 to allow sufficient time for setting up the IT 
system as well as the restructuring of public 
hospitals. However, one part of NHS, such as e.g. 
primary care, will be phased-in already mid-2015. 
The strategy regarding phasing-in will be adopted 
with the full roadmap to NHS in April this year. 
Also, the amending bill on NHS will be submitted 
to the House of Representatives by Q2-2014. The 
submission of the report on a review of income 
thresholds for free public health care has been 

postponed to Q2-2014 to take into account changes 
related to the guaranteed minimum income 
scheme.  

Several work streams aim at improving patient 
throughput in public hospitals and optimizing 
the use of hospital resources. Related to this, full 
coding of all hospital inpatient cases based on an 
activity-based payment system (diagnosis related 
groups) has been achieved. This will allow for 
installing a shadow budget for hospital inpatient 
activity by mid-2014, to be extended to all hospital 
activities by end-2014, which is necessary for the 
transition to hospitals' financing based on their 
activity. 

The results of the working groups on improving 
the efficiency of healthcare delivery are broadly 
satisfactory and are being monitored 
continuously. The Ministry of Health (MoH) 
established a pilot project for family doctors acting 
as gate-keepers for access to further levels of care. 
The MoH is also working on the framework of 
health technology assessments to increase the cost-
effectiveness of the basket of publicly reimbursed 
products. Technical assistance projects, financed 
by the European Commission, support the various 
reforms. The World Bank's functional review has 
proposed significant organisational changes for the 
MoH and hospital restructuring. Its implications 
for the path towards achieving hospital autonomy 
(both managerial and financial) will be examined 
until the next review mission. Moreover, the 
framework for pricing and reimbursement of goods 
and services according to Directive 201/24/EU has 
been transposed on time and will be assessed by 
the European Commission in the coming months. 
Finally, the regular working times have been 
adjusted to reduce overtime and the related wage 
costs. 

3.3.2. Public Financial Management and 
Budgetary Framework 

The House of Representatives adopted the high-
level umbrella law, the Fiscal Responsibility 
and Budget System Law (FRBSL), on 13 
February 2014, thus with some delay compared 
to the Q4-2013 deadline as envisaged by the 
MoU. As the FRBSL was not adopted at the time 
of the review, its enactment had been set as a prior 
action for the disbursement of the fourth 
instalment of financial assistance. Enforcement of 
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the umbrella law is to take place soon after its 
adoption, upon its publication in the official 
gazette. 

The enforcement of the FRBSL is expected to 
provide a comprehensive and transparent legal 
framework to the Public Financial Management 
(PFM) practices applicable to the entire general 
government, while ensuring compliance with 
the EU requirements. The latter derive from the 
Two-Pact Regulation 473/2013/EU (particularly, 
for the establishment of an Independent Fiscal 
Institution) and the Council Directive 2011/85/EU, 
as there was a genuine need to deepen existing 
provisions in Cyprus' legal framework.  The later 
adoption of the law caused a delay in the 
establishment of a Cypriot Fiscal Council. The 
implementing text specifying further operational 
elements, including the legal status of the Fiscal 
Council staff (in the form of secondary legislation) 
and the draft Memorandum of Understanding 
between the Fiscal Council and the Ministry of 
Finance regarding the exchange of statistical 
information was finalised and should be adopted 
by the Council of Ministers after the FRBSL has 
entered into force and at the latest by mid-March 
2014. 

Action was taken to ensure proper recording 
and control of spending commitments, and 
appropriate monitoring of government 
guarantees. The Accountant General issued a 
circular specifying the procedures, the 
authorisations, and proper recording of 
commitments for the central government on 31 
December, while a second circular setting the 
single framework for the general government was 
issued on 14 January 2014. Regarding the 
monitoring of government guarantees, the Public 
Debt Management (PDM) Law was amended to 
allow for better monitoring of the existing and new 
government guarantees. The PDM office received 
technical assistance from the IMF on the 
monitoring and assessment of risks stemming from 
government guarantees in October 2013. A 
decision was taken for a secondment of a qualified 
auditor to join the PDM office at the latest by 1 
March. 

3.3.3. Public Private Partnerships 

A more predictable management of public 
investment, particularly via Public Private 

Partnerships (PPPs), will be ensured with the 
recent adoption of the FRBSL. This legal basis 
should allow for higher levels of certainty in the 
fiscal affordability of projects, better monitoring of 
public investment projects, as well as the 
development of financial reporting and accounting 
rules. The PPPs inventory will be regularly 
updated and will be included in both the annual 
budget law and in the annual financial report.  

3.3.4. Privatisation and State-Owned 
Enterprises 

As the privatisation law had not yet been 
adopted at the time of the review mission, its 
enactment was agreed as a prior action. The law 
was enacted on 4 March. It creates an institutional 
framework for the privatisation process and sets 
out the decision-making process and the chain of 
accountability. The framework includes a 
privatisation unit, responsible to a dedicated inter-
ministerial committee, to manage the process. The 
next step is to appoint the head and staff of this 
unit.  

The Ministry of Finance submitted a more 
detailed privatisation plan before the review 
mission, in line with the Minister's commitment 
letter of December 2013. The revised plan 
contains asset-specific timelines and intermediate 
steps for all SOEs identified for privatisation and 
the strategy envisaged for each asset. It also draws 
on the analysis and recommendations of the 
technical documentation from which the plan is 
derived. Nonetheless, the schedule for the real 
estate sales should be developed further once 
advisors are appointed. The plan will continue to 
be revised as privatisation progresses. 

The law on SOEs corporate governance was 
submitted to programme partners within the 
MoU deadline. The law increases the Ministry of 
Finance's monitoring and budgetary control 
powers over SOEs, with specific articles 
introducing better coordination, control and 
supervision. It specifies clear auditing 
requirements and introduces a more rigorous 
approval procedure for the creation of new SOEs. 
This law complements the FRBSL in improving 
financial management in the public sector. 
Submission to the House of Representatives was 
delayed, but the authorities agreed that the law 
would be submitted by the end of February 2014. 
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A list of SOEs to be restructured or liquidated 
was approved by the Council of Ministers with 
some delay. Supplementary information about the 
termination of some SOEs was submitted during 
the mission. Further work is needed to clarify the 
process and timelines for the review and 
restructuring of the remaining SOEs, particularly 
those that have been identified for internal review. 
A roadmap is now being developed. 

Cyprus has completed an inventory of all SOEs, 
real estate and land. Information about the 
various assets will be better accessible, allowing 
for a more efficient decision-making process. It 
will also allow greater transparency, making it 
easier to hold stakeholders and the authorities 
accountable. 

3.3.5. Revenue Administration 

With a minor delay, a reform plan for the 
establishment of the new integrated tax agency 
and flanking reforms was approved by the 
government. The reform plan was drawn up with 
the support of technical assistance by the IMF and 
the Commission, and was given approval by 
programme partners. Intense technical assistance 
support is foreseen over the course of 2014, and 
will be provided in close collaboration with the 
project team on the authorities' side.  

The next step will be the adoption of the 
enabling legislation to formally establish the 
new integrated tax agency by July 2014. The 
integration plan foresees a "phoenix approach". 
First, the shell of the new agency, replacing the 
existing Inland Revenue Department (IRD) and 
VAT Services (VS), will be created together with 
the appointment of senior management. In a 
second step, the integrated units will be put into 
operation progressively, starting in the second half 
of 2014.  

Some of the Q4-deadlines concerning short-
term measures to improve revenue collection 
were not met. In particular, important legal 
amendments to enhance tax collection and 
voluntary compliance and to establish full self- 
assessment have not yet been enacted. After a 
prolonged period of legal vetting, some of the 
amendments were deemed to need adjustments in 
order to ensure constitutionality. Moreover, the 
authorities have so far not demonstrated that tax 

fraud is systematically prosecuted.  Finally, the 
independent review of discretionary powers 
available to tax administration management, 
assigned to an external expert, is at the stage of 
finalisation but not yet completed. All related 
deadlines were shifted to Q1-2014. 

On the positive side, a first version of the joint 
IRD and VS work programme for conducting 
audits and enhancing voluntary compliance was 
submitted on time. The work programme is a 
living document which is expected to benefit from 
further technical assistance, with the aim to base it 
more firmly on risk-analysis and appropriate 
treatment strategies. Another important 
achievement concerns the enhanced possibilities 
for data exchange within the tax administration but 
also with other relevant authorities, which will 
facilitate integral performance reporting and risk 
analysis. Finally, to facilitate payments by 
taxpayers, the pilot project on the immovable 
property tax that introduced payments through a 
bank agent will be expanded to other taxes. E-
payments will be possible in the entire public 
domain by Q3-2014.  

As required, work on the compliance risk 
analysis was launched at the end of 2013. 
Initially progress with the risk analysis has been 
slow. It has now gained momentum, fostered by 
technical assistance and after the responsible team 
was given access to the data required for the 
analysis. Next milestones toward, ultimately, a 
comprehensive compliance management strategy 
were agreed with the authorities. The authorities 
notably committed to take measures to cleanse the 
tax payer registers by Q3-2014, an important 
prerequisite to manage compliance risks. 
Substantial technical assistance toward 
establishing the new Cypriot tax department 
including on the compliance management work 
stream will be provided, to support the 
implementation of the integration plan to establish 
the new tax agency.  

3.3.6. Public Administration Reforms 

New working times in the public service have 
been established in compliance with the MoU. 
The starting time of regular working hours has 
been shifted to 7.30 (from 8.00 before), with a 
possibility to start and to finish one hour later. 
Working time in the period from 7.00 to 17.00 
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(and 19.00 in the health sector) is now 
remunerated as regular working allowing for a 
more substantial reduction of overtime costs. The 
Ministry of Health, which showed significant 
implementation problems in the last review 
mission, has also complied.  

The Cypriot authorities have shared with 
programme partners the technical assistance 
reports on three ministries (Education, Health, 
Agriculture), human resource management, 
local governments and the Companies' 
Registrar. These reports, produced by the World 
Bank and the UK TA experts, are a useful first step 
in understanding how to improve the efficiency of 
Cyprus' public administration. The Cypriot 
authorities are working with the technical 
assistance teams to design a strategy for 
implementing the reports' recommendations. 

3.3.7. Reform of the Welfare System 

Work on the sequential steps foreseen for the 
adoption of the welfare plan has progressed, yet 
delays have occurred. The authorities presented 
to programme partners their work on the definition 
and level of the minimum consumption basket 
covering basic needs, which was based on a budget 
standard method and checked against a normative 
budget standard approach (as requested by 
programme partners). The authorities formulated 
different alternative design options for the 
Guaranteed Minimum Income (GMI) in terms of 
eligibility conditions and benefits levels, and 
conducted micro-simulations to test the social and 
fiscal impact of these options. Consultation with 
social partners on these GMI options should take 
place soon, while the Legal Services provided 
preliminary legal scrutiny for the incorporation of 
the GMI provisions into a legislative framework. 
Given the initial tight timeframe for complying 
with this major reform, the deadline for a final 
proposal of the definition, level and financing of 
the GMI taking into account the fiscal envelope 
has been extended to end-February, while the date 
for the final implementation of the reform remains 
unchanged (1 July 2014).  

Work has been initiated for the reform of the 
rest of the social benefits that fall outside the 
GMI, albeit with delay. This primarily relates to 
the child benefits and educational benefits, and 
would eventually lead to the refinement of the 

means-testing mechanism for all benefit schemes. 
The authorities identified all available electronic 
database connections and data exchange 
arrangements and are currently consulting with the 
Central Bank of Cyprus and the Cooperative 
Central Bank to finalise procedures for the 
verification of applicants' financial assets. Given 
the large amount of work required, the deadline for 
the finalisation of the work on the criteria and 
mechanism for the means-testing has been 
extended to end-February.  

Work streams with deadlines by April and May 
are also ongoing, notably the transfer of 
competencies and responsibilities to the Ministry 
of Labour and Social Insurance (MLSI) and the 
design of an IT system to support the reformed 
welfare system. Currently, the authorities are 
receiving TA from the Support Group for Cyprus 
for the IT project and a first progress report was 
delivered on 20 January. In parallel, with the help 
of experts, the MLSI proceeded with a study and 
developed a proposal on the organisational 
structure of the services that will undertake the 
administration and provision of social benefits 
within the MLSI.  

3.3.8. Other Fiscal-Structural Reforms 

International tax cooperation 

Abidance with EU laws in the area of 
international tax cooperation appears adequate. 
The provisions in Cyprus' domestic law seem to be 
broadly in line with the Council Directive 
2011/16/EU. A full-fledged conformity assessment 
is, however, still pending. Regarding deadlines on 
information exchange established in Council 
Regulation 904/2010 on administrative 
cooperation and combating fraud in the field of 
VAT, updated performance data will become 
available only later in the year. 

Efforts are undertaken to improve the follow-
up on information that Cyprus receives from 
other Member States under the Savings 
Directive (2003/48/EC). Notably, the authorities 
have progressed with the large-scale examination 
launched last year, which matches the information 
received on savings income with the information 
reported by the identified taxpayers. Overall, 
further work is needed to ensure the systematic 
follow-up on information received from other 
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countries. In the long-term, the new integrated 
administration of direct taxes and VAT is expected 
to further enhance the ability to make proper use of 
the information obtained (see 3.3.5). 

Cyprus has recently received a non-compliance 
rating by the OECD regarding the application 
in practice of its legal framework and standards 
of transparency and exchange of information 
for tax purposes.  The OECD Global Forum on 
Tax Cooperation and Transparency focussed on 
implementation issues over the period 07/2009-
06/2012. Out of ten areas, it rated two areas as 
non-compliant and another two as partially 
compliant, leading to its overall non-compliance 
judgment. The four identified areas of non-
compliance or partial compliance concern: the 
availability of ownership/identity information 
(Partially Compliant) and of accounting records 
(Non-Compliant); the insufficient enforcement of 
legally established rights to access certain 
information (Non-Compliant); and delayed 
responses to information requests by foreign 
authorities (Partially Compliant). 

Much of the negative rating can be attributed to 
bottlenecks in the Registrar of Companies and 
low compliance with the submission of tax 
returns. These two issues had already been 
recognised within the programme, notably through 
the AML action plan and by requiring Cyprus to 
develop a comprehensive compliance strategy in 
the context of its revenue administration reform. 

Cyprus appears strongly committed to address 
the shortcomings identified by the OECD. The 
authorities have already elaborated an action plan 
steered by the tax authorities and started its 
implementation. However, discussions revealed 
that the plan lacks actions on the issues related to 
the Registrar of Companies, which will undergo a 
reform within the Public Administration Reform 
(see 3.3.6). As a consequence, the authorities 
agreed to submit a revised plan that unifies all 
relevant actions. They also committed to swift 
implementation of the plan and close monitoring 
of their performance in responding to new 
information requests in order to achieve full 
compliance in the OECD supplementary review. 

Immovable property tax 

The reform of the immovable property tax 
(IPT) has further progressed, also taking into 
account the recommendations from IMF and 
SGCY technical assistance (TA). In September 
2013, the Cypriot authorities officially initiated a 
General Valuation (GV) project to update the tax 
base for the immovable property, which benefitted 
from TA support. The TA contained a number of 
recommendations for the successful conclusion of 
the General Valuation project, which were taken 
on board in the revised MoU. The GV project is 
advancing.  The capturing of building 
characteristics is progressing satisfactorily, while 
an analysis of the transaction values in small 
municipalities or communities has been initiated. 
The latter serves also as a small scale assessment 
and testing of the Computer Assisted Mass 
Appraisal System (CAMAS). The aim remains to 
publish updated values in the summer of 2014.   

The deadlines for the implementation of the 
recommendations of some studies on IPT were 
slightly extended. In order to allow the studies 
aimed at refining the GV model and at further 
improving the property tax efficiency to benefit 
from the updated property values based on the GV 
project, the deadlines for the implementation of 
these studies' recommendations were extended to 
mid-2015. The tender procedure of the study on 
the scope of consolidating the collection and 
administration of the various taxes levied on 
property was finalised with a slight delay at the 
end of January 2014. 

3.4. STRUCTURAL REFORMS 

3.4.1. Labour Market 

Tripartite negotiations to extend the reform of 
wage indexation to the private sector are still 
on-going. The application of the Cost of Living 
Allowance (COLA) in the private sector is 
currently suspended until end-2014. The key 
element in the discussion with social partners on 
the possible application of the reformed COLA to 
the private sector appears to be the change from 
full indexation to partial indexation (at 50% of 
inflation). The authorities will keep programme 
partners informed on the progress of negotiations 
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both at technical and political level, with an aim 
for a reform to be agreed upon mid-2014. 

Progress has been registered with respect to the 
implementation of measures to tackle youth 
unemployment and to address the shortcomings 
of the current system of activation policies. A 
draft plan for the implementation of a Youth 
Guarantee has been submitted to the Commission 
while the full employment action plan is expected 
by April 2014. In addition, a uniform monitoring 
and evaluation framework is going to be applied to 
all active labour market measures, and a common 
database is being established, to be shared by all 
the different implementing bodies. This is 
envisaged as a transitional solution, until a 
common data warehouse becomes fully 
operational in 2015. Measures to strengthen the 
capacity of public employment services within the 
constraints of the current freeze on hiring are being 
devised, relying primarily on a revision of tasks, 
increased staff mobility and outsourcing. The 
cooperation, coordination, and exchange of 
information between public employment services 
and the social welfare administration is being 
strengthened. 

3.4.2. Energy 

Cyprus faces significant policy challenges as 
regards to the exploitation of its domestic off-
shore gas reservoirs and the ensuing 
transformation of its energy sector.  The 
programme foresees interim steps for the 
development of a comprehensive strategy to 
address these challenges. As intermediate 
commitments to be fulfilled by Q4-2013 Cyprus 
had committed to: 1) submit a revised draft roll-out 
plan for the gas exploitation infrastructure, 2) 
provide an intermediate draft outline of the market 
organisation and regulatory regime for the energy 
sector and gas exports, and 3) anchor within the 
budgetary framework clear in- and outflow rules 
for the Resource Fund that will manage future gas 
revenues.  

A revised version of the roll-out plan has been 
received, incorporating further comments by 
programme partners. Compared to the previous 
version, the revised plan provides a much better 
basis for discussions on the best way forward in 
relation to domestic gas exploitation and gas 
export. In particular, it provides an analytical 

comparison of different infrastructure and export 
options in scenarios covering a range of possible 
reservoir sizes of commercially exploitable natural 
gas and a range of gas prices. However, the plan is 
considered as a living document: the authorities 
agreed to provide regular updates of the roll-out 
plan in order to take account of new and changed 
information, notably regarding the size and quality 
of the gas available for export. As the Government 
Agreement on the Liquefied Natural Gas (LNG) 
project is not close to finalisation, the authorities 
have not yet submitted an analysis of its financial 
and budgetary impact. 

Initial discussions on market organisation and 
the energy regulatory regime took place on the 
basis of a first outline submitted in early 
January. Various feasible options and their 
economic and legal aspects (as mentioned in the 
MoU) were discussed. An important issue is the 
possible use of the derogations from the provisions 
of the Third Energy Package available to Cyprus 
as regards their domestic electricity and gas 
markets. This issue is closely related to the on-
going assessment of the implementation of the 
Third Energy Package and to the issue of possible 
import of natural gas for domestic use in the short 
term (for which a new tendering procedure has 
been launched), as well as the privatisation 
prospects for the state-owned incumbent electricity 
company (EAC), which has a de-facto monopoly. 
The authorities have commissioned a number of 
studies on the institutional framework and the 
organisation of the electricity and gas markets, 
which will become available progressively and 
feed into the outline. An advanced intermediate 
version of the outline will be available by Q2-2014 
with a view to a final version by Q4-2014. 

The budgetary framework law (FRBSL, see 
3.3.2), adopted in mid-February, has 
established the resource fund. Basic inflow rules 
and objectives of the resource fund are anchored in 
this law, while its governance structure, as well as 
more concrete inflow and outflow rules will be 
determined in a specific law, informed by technical 
assistance from the IMF. 

3.4.3. Services and Regulated Professions 

The necessary amendments to the legislation of 
specific sectors were adopted as a prior action 
in December 2013. The legislation on 
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construction services, travel agencies and car 
rental services was adopted in late 2013. With 
regard to the law on tourism services on beaches, 
the President instructed then the Attorney General 
to refer to the Supreme Court the question whether 
the newly adopted law is repugnant to, or 
inconsistent with, the relevant provisions of EU 
law. The Cypriot authorities have confirmed their 
intention to re-submit to the House of 
Representatives a proposal for a legal framework 
on tourism services on beaches, provided that the 
Supreme Court rules that the law is consistent with 
EU. The Supreme Court's hearing is expected for 
mid-March. 

The review of the requirements on the access 
and exercise of specific regulated professions 
was finalised, albeit with some delay. A first 
review of 20 priority professions took place before 
the review mission, while the Cypriot authorities 
have now finalised a second-stage review of the 
remaining professions (more than 100). 
Throughout the first and second reviews, the 
authorities have identified a number of 
requirements that are not justified or proportional, 
which need to be eliminated. The review is to be 
finalised by Q1-2014. The full elimination of 
requirements that are not justified or proportional 
has been back-loaded by two quarters (by Q3-
2014), considering the on-going transparency 
exercise, which is applicable to all Member States. 
Finally, the bans on the advertising of veterinarians 
were abolished in late 2013. 

3.4.4. Competition and Sectoral Regulatory 
Authorities 

The Competition Authority and the Attorney 
General's legal services have proposed 
amendments to the legislation on the mergers 
and antitrust laws, including the power to 
conduct sector enquiries. Whilst the amendments 
on the antitrust law have been agreed, fine-tuning 
on the mergers law is still needed. The authorities 
have confirmed that all amendments will be 
adopted by end-March 2014.  

The Office of the Auditor General plays an 
important role in ensuring that public money is 
spent responsibly. The authorities have agreed to 
ensure that the Office has sufficient financial 
means to carry out its functions. This reflects the 

additional tasks allocated to it by, inter alia, the 
FRBSL, privatisation and SOEs laws. 

The National Regulatory Authorities (NRAs, 
mainly energy and telecoms) are subject to 
budget and staff approval from the Ministry of 
Finance. Although the National Regulatory 
Authorities have an agreement with the Ministry of 
Finance that it will not interfere with the regulatory 
parts of their budgets, their legal independence 
seems challenged, as staffing needs that had been 
previously earmarked in their budgets are not 
being covered. The government has however not 
judged it necessary to make any amendments to 
the existing legislation, while it has committed to 
continuously ensure that powers and independence 
of the NRAs are effective in accordance with the 
EU regulatory framework. 

3.4.5. Housing Market and Immovable 
Property Regulation 

The housing market and immovable property 
regulation reform is advancing, but further 
efforts are needed. The abolition of the 
requirements on the proof of legal interest for 
access to the Department of Land Surveys (DLS) 
data by monetary financial institutions was 
adopted in late 2013. Since then, only a small 
number of financial institutions have applied for a 
license that allows access to the DLS data. The 
Cypriot authorities have continued to publish data 
and review progress on the issuance of building 
and planning permits (7), certificates, title deeds 
and title deeds transfers, and related mortgage 
operations (8). The issuance of title deeds is 
progressing, but further efforts are required for the 
expeditious elimination of the backlog.  

Following the IMF's technical assistance on the 
current insolvency and bankruptcy framework, 
the authorities are currently engaged in its 
detailed revision (see Box 3.1). The private 
auction procedures are an integral element of this 
framework. The authorities prepared a draft 
legislation for private auction that was shared with 
programme partners before the Q4-2013 deadline. 

                                                           
(7)

 http://www.moi.gov.cy/moi/moi.nsf/All/93A053FB
23A64321C2257BDD0039FFF9 

(8)
 http://www.moi.gov.cy/moi/DLS/dls.nsf/dmldata_en
/dmldata_en?OpenDocument 
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However, in order to ensure full alignment and 
compliance with the comprehensive reform of the 
insolvency regime, the introduction of the private 
auction procedures are now foreseen to be adopted 
by end-June 2014. In compliance with the MoU, 
12 new judges were appointed to the 4 district 
courts to expedite the processing of cases under 
commercial and immovable property laws. 

3.4.6. Tourism 

Tourism has the potential to drive growth in the 
Cypriot economy. The first progress report on the 
revised National Tourism Strategy will be 
completed by March this year; subsequent reports 
will be prepared every six months. Priorities 
should be set such to allow Cyprus to make better 

use of its comparative advantage in this sector. In 
line with the framework that was adopted by the 
Council of Ministers in October 2013, the hotels' 
legislation and relevant regulations were amended, 
though with a small delay. The amended legal 
framework makes it easier to combine different 
types of activity – tourism, residential and other 
uses – in a single development.  

Air services agreements, on the basis of current 
and future needs, have been assessed and 
analysed in a strategy report. This will form the 
basis for further development of Cyprus' external 
aviation policy. The report provides also a solid 
starting point for a concrete action plan on air 
connectivity that is expected to be launched within 
the next three months. 
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Out of the EUR 10bn of external assistance 
agreed on 25 March 2013, EUR 4.9bn have 
already been released.  EUR 4.6bn have been 
disbursed by the ESM in three tranches, of which 
EUR 1.5bn for the recapitalisation of the 
cooperative banking sector in the form of ESM 
notes. The IMF has disbursed three tranches of 
EUR 86m each since the start of the programme.  

Total financing needs for the period Q2-Q4 
2013 were below the initial projection. 
Preliminary 2013 fiscal data suggest that total 
financing needs over the period Q2-Q4 2013, 
excluding the financial sector recapitalisation of 
EUR 1.5bn, amounted to about EUR 2.4bn (of 
which slightly less than EUR 0.8bn for fiscal needs 
and EUR 1.6bn for medium- and long-term debt 
redemptions).  

Yields have further improved, mostly on bonds. 
Secondary market yields of Cyprus' outstanding 
foreign-law bonds have continued their downward 
path. Despite very thin markets, yields have fallen 
to below 8% in January 2014 compared to peaks in 
March or July 2013 exceeding 25%. However, the 
improvement in the T-Bill market is less 
pronounced. Yields remain high (around 4.7%) 
and the interest of domestic banks in rolling-over 
their T-Bill holdings is low. By the end of 
December 2013, the outstanding T-Bill stock 
decreased to EUR 750m compared to EUR 970m 
at the end of March 2013. 

Financing needs during the first quarter of 2014 
are assessed to be limited. Based on the updated 
macro-fiscal projections, total financing needs for 
1Q2014 are estimated to amount to somewhat less 
than EUR 0.6bn, of which more than EUR 0.3bn 
for fiscal needs and around EUR 0.2bn for debt 
redemptions that took place already in January 
2014. Estimated fiscal needs also include a buffer 
against the possibility that state guarantees for 
local government loans and loans of other 
borrowers might be called. 

Graph 4.1: Medium- and long-term debt amortisations 

 
(1) The above amortisation pattern includes the repayment 
of the CPB recapitalisation bond. Under the current terms, 
the bond can be rolled-over until June 2017. The working 
assumption is that it will be redeemed in July 2017 by issuing 
a new bond at market conditions. 
Source: European Commission. 

Based on current assumptions, the second 
quarter financing needs might even be lower. 
Debt redemptions are small and – more 
importantly – central bank profits of pertaining to 
the fiscal year 2013 are expected to be disbursed in 
early April, based on an independent decision on 
profit distribution in line with the CBC's duties 
under the Treaties and the Statute. In the course of 
Q2 2014, the transfer of the right to issue coins 
from the central bank to the Ministry of Finance 
will provide EUR 100m.(9)  

The successful third programme review would 
unlock the disbursement of the ESM's fourth 
tranche to meet debt service and fiscal needs 
arising until the end of the second quarter of 
2014. In light of the government's still comfortable 
cash position and the limited financing needs, the 
third ESM disbursement, which would come on 
top of the IMF's disbursement of EUR 86m, will 
not exceed EUR 150m. At the end of Q1 2014, the 
government's cash balance is thus estimated to 
amount to around EUR 0.6bn. 

 

                                                           
(9) Except for Cyprus, Estonia and Slovakia, the right to issue 

coins is in the hands of the government in all other euro 
area Member States. 
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Taking into account the fourth ESM and IMF 
disbursements, around EUR 4.9bn of 
programme funds remain available. Following 
the disbursement of the fourth tranche, including 
the cash-less second tranche for the recapitalisation 
of the financial sector, the ESM has disbursed 
more than half of its share of the  

agreed programme envelope of EUR 9bn. The 
IMF, spreading disbursements equally over the 
programme horizon and not participating in the 
recapitalisation of the financial sector, has 
disbursed a total of EUR 0.3bn, i.e. around one 
third of the funds allocated to the Cypriot 
adjustment programme. 
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Despite the determined implementation so far, 
continued full and timely policy implementation 
remains essential for the success of the 
programme. Overall and specific targets are 
conditioned by the following downside risks: 

• prolonged period of tight credit supply 
conditions  and delays in the restructuring of 
the large and increasing stock of NPLs in the 
domestic banking system, which could 
potentially weigh on the economic recovery;  

• slower than expected return of confidence in 
the banking sector following the 
recapitalisation and restructuring ;  

• potentially stronger or more protracted 
contraction of the economy, particularly in the 
medium term, related to slower than expected

private sector balance sheet adjustment, further 
worsening of labour market conditions and a 
steeper drop in real estate prices; 

• inability to reach the agreed primary surplus 
targets established in the programme, due to 
insufficient policy measures, implementation 
shortcomings or adverse macroeconomic and 
financial developments; 

• insufficient implementation of structural 
reforms, including in particular the 
implementation of the privatisation agenda and 
potentially leading to lower-than-expected 
privatisation proceeds; and 

• lack of success in regaining market access at a 
reasonable borrowing cost, once the 
programme is coming towards its conclusion. 
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Table A1.1: Assessment of compliance: monitoring table 
Actions for the third review 

(to be completed by end January 2014)

Assessment - Comment

1.A. REGULATION AND SUPERVISION

Maintaining liquidity in the banking sector

1.1 The Cypriot authorities commit to continue implementing the roadmap for the gradual relaxation of restrictive

measures which was published on 8 August 2013. This roadmap identifies a series of milestones for the gradual

liberalisation of the restrictions also taking into account indicators of investor confidence in the banking system and

financial stability indicators, including the liquidity situation of credit institutions. A number of restrictions have already

been relaxed or lifted according to the roadmap. By end-January 2014 the CBC will study current market conditions,

including through well-targeted surveys and focus groups, in order to ensure that further relaxations during the second

stage of the roadmap remain consistent with financial stability.

Compliant for the implemantation of the roadmap.                                    

Partially compliant - The market survey is ongoing and planned to be 

finalised by end-February.

1.2 Furthermore, the CBC, in consultation with the ECB, will continue to closely monitor the liquidity situation of the

banking sector. The CBC will stand ready to take appropriate measures to maintain sufficient liquidity in the system in

line with Eurosystem rules. In this respect, the Cypriot authorities stand ready to consider to issue additional

government guarantees in line with State aid rules, if and as needed to safeguard financial stability. 

Compliant - The Parliamentary Committee adopted the issuance of 

government guarantees on 27 January.

1.3 The authorities will request domestic banks relying on central bank funding or receiving State aid to submit medium-

term funding and capital plans to the CBC at the end of each quarter. These plans will be transmitted to the ECB, the EC,

the ESM and the IMF. The Cooperative Central Bank and the Bank of Cyprus will submit their first plans together with

their final restructuring plans. The funding and capital plans should realistically reflect the anticipated deleveraging in

the banking sector and reduction of borrowing from the central bank, while avoiding asset fire sales and a credit crunch.

The reporting template and the macroeconomic scenario are provided by the CBC, in coordination with the ECB. 

Compliant - BoC in November 2013. Coops end-January 2014                          

Regulation and supervision for banks and cooperative credit institutions

1.6 A new definition of non-performing loans has entered into force on 1 July 2013. The time series for non-performing

loans will be published by end-December 2013, including historical observations reaching as far back as possible.

Compliant with delay (delay due to missing data for BoC, the biggest bank 

and in heavy restructuring) - The series was published in end-January 

2014.

1.7 The CBC will also create a central credit register listing all borrowers and beneficial owners, from both commercial

banks and cooperative credit institutions, to enable these institutions to check new loan applications against the

register. The credit register will identify the borrowers who are or were in arrears and will help monitor credit risk and

large exposures. Following the establishment of the legal framework for the credit register by mid-December 2013, the

central credit register will be operational by end-September 2014. 

Compliant

1.8 After analysis of the results from the due diligence exercise and taking into account best practices in the

implementation of the International Financial Reporting Standards, the CBC reviewed its current regulatory framework

with respect to loan origination processes, asset impairment and provisioning, and the treatment of collateral in

provisioning. Taking into account the conclusions of this review, the CBC will introduce regulatory amendments, with a

view to mitigating the impact of changes in collateral values on the value of impaired assets. The new prudential

regulations will be finalised by 31 December 2013 and will become effective for the publication of the 2013 financial

statement concerning disclosure requirements. The CBC will require banks to submit by end-February 2014 an action

plan for the full implementation of these guidelines starting from their 2014 annual accounts.

Compliant for the review (October 2013) and loan orignation directive (4 

December 2013). Non-compliant for provisioning and disclosure 

requirements (deadline shifted from December 2013 to February 2014 in 

new MoU) - The banks are late with their action plan (deadline shifted 

from February to March in new MoU). 

1.10 The CBC will issue by end-November 2013 mandatory disclosure requirements to banks submitting restructuring plans.

Starting with reference date end-December 2013, these banks will be required to publish quarterly reports describing

the progress with the implementation of the restructuring plans. These reports will contain a set of key performance

indicators to be developed by the CBC and communicated to the banks, in advance of the forthcoming quarterly report. 

Compliant for CBC instruction - The preparation of the quarterly (external 

publication) publication is ongoing.

1.13 By end-January 2014, the CBC will complete its annual supervisory program detailing its main objectives and activities

for 2014, including a tentative timeframe to gradually resume regular on-site inspection of commercial and cooperative

banks (which will also include review and implementation of provisioning requirements), staffing, cost and budget

assigned to each activity, and main training programs. The CBC will clarify the allocation of tasks and responsibilities in

the governance structure of the CBC to effectively carry out the supervisory tasks of the central bank in line with SSM

requirements. Also by end-January 2014, the CBC will require banks to submit the 2014 work program of their internal

audit departments.

Compliant.

1.16 The authorities will, in consultation with EC, ECB and IMF and informing the ESM, review the effectiveness of the

Resolution Authority, including its composition and governance, with a view to adopting legislative and operational

changes by end-January 2014.

Non-compliant (difficult governance issue).                                                     

Deadline shifted from January to March in new MoU. 

Monitoring of corporate and household indebtedness

1.17 The Cypriot authorities will step up the monitoring of the indebtedness of the corporate and household sectors and

prepare quarterly reports, including information on the distribution of assets and liabilities across households, and an

assessment of debt-servicing capacity and refinancing activities. Data from surveys will be used until the credit register

becomes fully operational. The Financial Stability Report, to be published on a yearly basis as of December 2013, will

include an extended analysis on corporate and household indebtedness. The first quarterly monitoring report has been

received in the beginning of July 2013 and its scope and content will be further enhanced.

Non-compliant (due to missing data for BoC, the biggest bank and in 

heavy restructuring) - deadline for publication of Financial Stability Report 

is moved from December 2013 to April 2014 in new MoU.

·      In line with the framework for the management of arrears, and in accordance with the strategies they are required

to develop, banks will submit to the CBC their revised strategies (including pre-packaged programs, and general policies

to deal with small and large troubled borrowers, respectively) and plans for their internal implementation by end-

January 2014. By end-March 2014, the CBC, with external technical support, will complete an assessment of the

operational capacity of the banks’ loan workout units to implement their plans. Banks will also be required to report

quarterly on restructuring progress and management of NPLs, beginning end-March 2014, using specific performance

indicators and targets (e.g. number of loans restructured, cash collections, etc.), which will be determined by end-

November 2013 by the CBC in consultation with EC, ECB and IMF and informing ESM.

Compliant for submission- banks submitted arrears management 

implementation plans.  

Compliant with delay for performance indicators - The CBC approved in 

January 2013 the performance indicators for NPL management to be used 

in the quarterly reporting.

·      By end-November 2013, the CBC will publish supplementary information on the Code of Conduct (CoC) in order to

further enhance public awareness and facilitate its implementation. By end-May 2014 the CBC will complete a second

round of inspections to verify banks’ compliance with the CoC and impose sanctions as needed.

Compliant.

·       Building on recent work to identify and address impediments for private debt restructuring, by end-December 2013 

the authorities will perform a legal review of the relevant legislation with technical assistance as needed. On this basis,

legislation will be passed to expand the role of the Financial Ombudsman by end-January 2014 to achieve fair debt

restructuring, while ensuring adequate resources for the service given the expected case load.

Compliant (legal review) - Non-compliant for role of Financial 

Ombudsman as it is a difficult policy issue ( end-January deadline is shifted 

to March in new MoU).

Increasing financial transparency

1.19 The Cypriot authorities are committed to further enhancing the AML framework and to ensuring its implementation,

under the timetable set out in the agreed AML Action Plan (see Annex 2) and in particular by taking the following

measures:  
 

(Continued on the next page)
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Table (continued) 
 

·       Strengthen preventive measures of obliged entities with regard to customer due diligence, use of introduced

business and reporting of suspicious transactions (Action Plan – sections 1, 2 and 3).

Compliant with delay - CBC and the other supervisory authorities issued 

the required guidances and circular with delay, in early Feb. 2014.

·       Ensure transparency and timely access to information on beneficial ownership of trusts (Action Plan – section 4).

The programme partners take note of the Cypriot authorities' commitment to establish trust registers with the

supervisory authorities (Action Plan – section 4.3.1)

Compliant - CBC published the fourth edition of the AML Directive in early 

December 2013, while the third party review of the Companies' Registrar 

was delivered by end-December 2013.

·       The supervisory competent authorities will review their off-site and on-site supervisory procedures and further

implement a risk-based approach to AML supervision for financial and non-financial (lawyers, accountants and TCSPs)

institutions (Action Plan – sections 5 and 6).

Partially compliant - Six out of seven Action Plan commitments due to be 

completed in Q4 201/Jan. 2013 have been complied with. One 

commitment was partially compliant as the CBC  followed up on the cases 

revelead by Deloitte and is about to initiate the procedure for the 

appropriate enforcement actions . However, the procedure is expected to 

be finalised by Q1-2014.

On a quarterly basis, in the context of the programme review starting Q4 2013, the supervisory competent authorities

will, on a confidential basis, share anonymised information with the programme partners, by granting access to

supervisory assessments and information about enforcement actions applied for non-compliance and/or violations of

laws and regulations.

Compliant - The programme partners reviewed a sample of the 

enforcement actions that competent supervisory authorities have made.

The Cypriot authorities commit to maintain efforts to ensure that the widest possible exchange of information with

other FIUs is achieved, either spontaneously or in response to requests. The Cypriot FIU has taken the initiative to

provide the programme partners with a breakdown of requests made and received and spontaneous disseminations on

a quarterly basis (within 14 days of the end of the quarter), starting with Q4 2013, and publish this information on the

FIU website on an annual basis

Compliant - MOKAS provided, within the specified  deadline, the 

programme partners with the breakdown of requests made and received, 

including spontaneous disseminations, to and by foreign FIUs. The annual 

data are also available in MOKAS' annual report for 2012.

1.B. RECAPITALISATION AND RESTRUCTURING

Restoring adequate capital buffers

1.20 The CBC will increase the minimum Core Tier 1 capital ratio from the present level of 8% to 9% by end-December 2013. 

By the same date, the CBC will assess the impact of the entry into force of the Common Equity Tier 1 capital definition

laid down in the CRDIV and CRR. On the basis of that assessment the CBC will define, by end-February 2014 and in

consultation with the EC, ECB, IMF and informing ESM, the minimum capital requirements taking into account the

parameters of the balance sheet assessment and the stress test of the Single Supervisory Mechanism. In no

circumstances will this revision lead to a decrease in the minimum amount of capital held by the banks. In the interim

period until the revised requirements enter into force, the CBC will prohibit any release of capital by the banks which

were found in the PIMCO exercise to face a capital shortfall. 

Compliant for increase of CT1 ratio - Non-compliant for calibration of new 

minimum capital requirement under CRR/CRDIV as this is a complex policy 

issues (February deadline is shifted to March in the new MoU).

Management of legacy Laiki

1.21 By end-January 2014, the Resolution Authority will present a detailed roadmap for the full disposal of legacy Laiki’s

assets, while maximizing the value for the creditors. Pending disposal of legacy Laiki’s shares in BoC and to ensure their

adequate management, the Resolution Authority will instruct the Special Administrator to entrust by end-January 2014, 

the voting rights of these shares to a well-recognised and independent consulting or auditing firm(s) or an international

institution(s).

Compliant for roadmap - Non-compliant for entrusting voting rights of 

Laiki's shares in BoC as this is a complex policy issue (January deadline is 

shifted to March in new MoU).

Restructuring of Bank of Cyprus 

1.22 The CBC will instruct BoC to publish selected features of its restructuring plan before end-2013. On the basis of the plan,

prior to the granting of the third disbursement of financial assistance, the CBC will approve BoC’s proposed set of

quarterly targets for the next 12 months for key financial and operational indicators in critical areas and the terms of a

quarterly report on progress relative to above-mentioned targets. This report will be submitted to the CBC by end-

March 2014. A CBC team has been appointed to closely monitor BoC’s compliance with the above-mentioned targets,

assess any deviations, and define remedial actions if warranted. The report of the team on its main activities will be

submitted quarterly to the CBC Board, starting with end-2013.

Compliant - The preparation of the quarterly (internal) publication is 

ongoing.                                                      

Restructuring and recapitalisation of Hellenic Bank

Restructuring and recapitalisation of cooperative credit institutions

1.25 To this end the restructuring plan for the cooperative sector will be submitted to the EC by end-January 2014. The

terms and remuneration of the public support will comply with the EU State aid rules with due consideration for

financial stability. The cooperative credit institutions benefiting from capital injections will be subject to specific

management rules and restrictions, and to a restructuring process, which will be scrutinised by an external monitoring

trustee. 

Compliant.

1.27 Upon completion of each legal merger of affiliated credit cooperative institutions, the Cooperative Central Bank will

inject sufficient capital into them to take a 99% stake and ensure compliance with the 4% individual core Tier 1 ratio.

These operations will be finalised by end-March 2014, with the view to speed up the appointment of the Board of

Directors of each institution and the implementation of the new governance guidelines. At the consolidated level, the

sector is still subject to the general minimum core tier 1 capital requirement of 9%.

Compliant - The merger process is ongoing.

1.29 With the view to decisively restructure the sector, the CBC has required the new board of the CCB to publish, by end-

November 2013, a roadmap agreed with the CBC specifying key interim actions for the next three months, including: (i)

the appointment of the new CEO, (ii) measures to bolster the independence and qualification of CCI Boards, (iii) actions

to retain customers, (iv) measures to impede further asset deterioration, and (v) measures to prepare the transfer of

NPLs to specialized units within the sector.

Compliant.

1.30 As part of the implementation of the restructuring plan, the Cooperative Central Bank will leverage on external

expertise, in particular in the areas of arrears management and corporate restructuring. In addition, it will ensure that

the recruitment of executive and senior management of the CCB and CCIs take place in line with international best

practices. The selection criteria will be established by the Cooperative Central Bank and consulted by the Ministry of

Finance with the EC, ECB, ESM and IMF. Compliance with the requirements of this paragraph will be assessed in the

quarterly progress reports of the Cooperative Central Bank on the implementation of the restructuring plan.

Compliant - The recruitment process is ongoing.

2. FISCAL POLICY

Fiscal policy in 2013

2.1 2.1. The Cypriot authorities will achieve a budgetary outcome in line with the Council Recommendation of 16 May 2013, 

with a view to bringing an end to the situation of an excessive government deficit, taking into account the Commission's 

assessment of effective action of 6 September 2013. To this end, the Cypriot authorities will rigorously implement the 

2013 Budget Law (as amended) and the agreed consolidation measures, amounting to at least EUR 351 million. 

Compliant - The general government budget execution data is estimated 

to show a headline deficit of 5.5% of GDP, significantly better than 

recommended by the Council on 16 May (6.5% of GDP).  The amount of 

implemented measures is assessed to exceed EUR 351 million. 

Fiscal Policy in 2014 

  Based on programme's current macroeconomic and fiscal projection and reflecting the draft 2014 Budget, the Cypriot 

authorities will achieve a deficit of the general government primary balance of EUR 483 million (3.1% of GDP) in 2014 , 

respecting the EDP recommendation of a headline deficit of no more than 8.4% in 2014. To this end, Cyprus will fully 

implement permanent measures for 2014, amounting to at least EUR 270 million in 2014 (Annex 1). The total amount of 

fiscal policy measures to underpin the 2014 budgetary targets, will be included in the 2014 Budget Law.

Compliant - The 2014 Budget Law has been aligned to the macro- and 

fiscal projections agreed during the 2nd review mission and was approved 

by the House of Representatives on 19 December 2013. 

3. FISCAL STRUCTURAL MEASURES 

3.1 Pension Reforms  
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3.1 The Cypriot authorities have implemented/agreed to implement the following measures:

3.1 • ensure that all of the measures aimed at the GEPS will apply also to pension schemes in the broader public sector and 

to pension schemes for hourly-paid public employees by Q4-2013, to enter into force on 1 January 2014.

Compliant 

3.2 Health care expenditure

3.2 To strengthen the sustainability of the funding structure and the efficiency of public healthcare provision, the following 

measures will be adopted:

3.2 b) restructure public hospitals according to the action plan as approved by the Council of Ministers at end-June 2013 

and aim at full implementation by Q2-2015;        

Compliant

3.2 c) taking into account the results of the updated actuarial study and after consultation with the programme partners, 

implement without further delay a National Health System (NHS), to be in place by end-2015, ensuring its financial 

sustainability while providing universal coverage and considering the possibility of implementation in stages by end-

2015. To this end, the government will present its detailed plan by January 2014;

Non-compliant - Submission of roadmap shifted to April; full NHS 

implementation shifted to mid-2016 with phase in mid-2015; overall high 

implementation risks.

3.2 f) review income thresholds for free public health care in comparison to to the eligibility criteria for social assistance 

while ensuring that co-payments to public health care are set so as to protect individuals/households effectively from 

catastrophic health expenditures by Q4 2013.

Non-compliant - Submission of report shifted to Q2-2014 to align with 

review of guaranteed minimum income scheme.

3.2 h) introduce a coherent regulatory framework for pricing and reimbursement of goods and services based on the actual 

level of costs incurred in accordance with Article 7 of Directive 2011/24/EU of the European Parliament and of the 

Council of 9 March 2011. An interim report will be ready by Q4-2013;

Compliant

3.2 i) continue to code inpatient cases by the system of diagnosis-related groups (DRGs) achieving full coding of all inpatient 

cases in public hospitals  by January 2014; and,

Compliant

3.2 j) (i)  adjust back by half an hour the regular starting and ending working times in the Health Service (to 7:30/8:30 – 

15:00/16:00) and further reduce overtime and related costs to the wage bill, by making working time more flexible so 

as to cover - as a minimum - service hours from 7:00 to 19:00 under regular working time (see 3.10.). 

Compliant

3.3 Budgetary Framework and Public Financial Management

3.3 The Cypriot authorities will:

3.3 provide for the establishment of a Fiscal Council with a statutory regime, functions, nomination procedures for its 

governing body and funding arrangements grounded in the high-level Fiscal Responsibility and Budget System Law 

(FRBSL), which will be adopted by Q4-2013 (including an implementing text pertaining to Fiscal Council staff and a draft 

MoU on exchange of information between the Fiscal Council and the Ministry of Finance); 

Compliant with delay - The establishment of the Fiscal Council is 

embedded in the FRBSL, the adoption of which was set as a prior action in 

the updated MoU. The deadline for the adoption of implementing text and 

the MoU on exchanges of information moved to mid-March 2014. The 

FRBSL was adopted by the House on February 13; the implementing text 

pertaining to Fiscal Council staff and a draft MoU on exchange of 

information between the Fiscal Council and the Ministry of Finance still 

pends.

3.3 Enact a FRBSL applicable to the entire general government sector. The umbrella law will encompass, inter alia, macro-

fiscal policy-making, and budget formulation, approval and execution. It will take on-board and deepen existing 

provisions transposing Council Directive 2011/85/EU on requirements for budgetary frameworks, and implementing the 

Two-Pack EU Regulation 473/2013 and the Fiscal Compact of the Treaty on Stability, Coordination and Governance 

(TSCG) on the basis of the Common Principles for national fiscal correction mechanisms laid down in Commission 

Communication COM(2012)342, with implementing texts (on budget documentation and statistics) ensuring that 

adopted measures are fully effective by Q4-2013.

Compliant with delay - The FRBSL was adopted by the Council of Ministers 

in December 2013; the House of Representatives adopted the FRBSL on 

February 13. In the updated MoU, adoption of the FRBSL by the HoR was 

set as prior action. 

3.3 As regards expenditure controls in the state budget, which shall avert the risk of overspending against existing 

appropriations and/or accumulating arrears, the Cypriot authorities will:

• Remove the risk of overspending by making sure that spending commitments, as these will be defined in the FRBSL,of 

the central government are subject to pre-commitment validation by Q4-2013, and of the general government by Q1-

2014. All outstanding commitments should be timely and properly recorded and reported in the accounting system.

• Improve the monitoring of government guarantess through a risk assessment analysis. To this end, amend the Public 

Debt Management Law, by end-December 2013, in order to ensure a proper risk assessment of the outstanding stock of 

government guarantees and ensure appropriate human resources to that end.

Compliant - the authorities set requirments for pre-commitment controls 

applied to the central government in December 2013. To improve the 

monitoring of government guarantess, the law of the PDMO was amended 

in December 2013. 

3.4 Public private partnerships (PPPs)

3.4 The Cypriot authorities will:

3.4 • update the inventory of PPPs, including contingent liabilities, as of 1 January 2014, and include it both in the annual 

budget law and in the annual financial report;

Partially compliant - January not being a deadline, as process gets started 

as of then. Data request sent to line ministries; full update to be ready mid-

March 2014.

3.4 • put in place an adequate legal and institutional framework for public investment projects, including PPPs, to assess 

fiscal risks and to monitor their execution through: (i) establishing an effective gateway process that verifies the fiscal 

affordability of projects; (ii) adapting fiscal management laws to formalize the role of the Minister of Finance and his 

services (i.e. the Ministry, Planning Bureau and Treasury) in reviewing and approving public investment projects and in 

particular PPPs at critical points in the gateway process; and (iii) developing financial reporting and accounting rules that 

ensure timely and transparent communication of public investment project and PPP related obligations. The legal basis 

for managing public investment and specifically PPPs will be included in the FRBSL, which will enter into force on 1 

January 2014; and 

Compliant with delay - The FRBSL was adopted by the Council of Ministers 

in December 2013; the House of Representatives adopted the FRBSL on 

February 13. In the updated MoU, adoption of the FRBSL by the HoR was 

set as prior action. 

3.5 State-owned enterprises and privatisation 

3.5  As regards extra-budgetary funds and entities, in particular the State-Owned Enterprises (SOEs) and other state-owned 

assets:

3.5 • by Q4-2013, the Council of Ministers will examine a list of SOEs to be restructured or liquidated; Partially compliant - The list is not complete, as it lacks concrete timelines 

for the SOEs under internal review. New deadline for submission of plan 

with detailed timelines for SOEs under internal review by Q2-2014.

3.5 • the Cypriot authorities will complete the full inventory of real estate and land assets by Q4-2013,  specifying which 

ones are ready for privatisation; and

Compliant

3.5 • submit to the House of Representatives a draft law to regulate the creation and the functioning of SOEs at the central 

and local levels and enhance the monitoring powers of the central administration, including reporting on SOEs in the 

context of the annual budgetary procedure by Q4-2013. No additional SOEs will be created until the legal framework 

has been adopted

Non-compliant - the adoption of the law was expected to be adopted by 

the end of February.

3.6 • The privatisation plan will be adopted by the Council of Ministers prior to the granting of the third disbursement of 

financial assistance, after consultation with programme partners, and will include asset-specific timelines and concrete 

intermediate steps ;

Compliant

3.6 • In parallel, the specific legal and institutional framework for the privatisation process will be implemented by January 

2014, after consultation with programme partners; 

Compliant - the adoption of the privatisation law was set as a prior action 

and was endorsed by the House of Representatives on 4 March.

3.7 Revenue administration, tax compliance and international tax cooperation  
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3.7 The Cypriot authorities will reform the revenue administration with the objective to reinforce the efficiency and 

effectiveness of revenue collection capacity and the fight against tax fraud and evasion, with a view to increasing fiscal 

revenue. The reform will comprise of a programme of short-term measures to enhance compliance, efficiency and 

effectiveness as well as a comprehensive long-term reform covering risk management and the establishment of a new 

integrated function-based tax administration structure, integrating the existing IRD and VAT services. The short-term 

programme will be implemented by Q4-2013 and include the following sets of measures: 

3.7 (1) attributing personal responsibility for payment of company taxes to those, who -in the case of non-listed companies- 

truly and effectively control a company and to the responsible manager for fraudulent filing of company taxes;

Non-Compliant - After a long procedure of legal vetting, the Cypriot legal 

services have voiced concerns. To address these the bill has been redrafted 

and will be submitted to the HoR shortly. Deadline shifted to Q1-2014.

3.7 (2)  harmonising the legislation among tax types so that not paying taxes is a criminal offense regardless of the type of 

tax and ensure tax fraud is prosecuted as a criminal offense; and

Non-Compliant - After a long procedure of legal vetting, the Cypriot legal 

services have voiced concerns. To address these the bill has been redrafted 

and will be submitted to the HoR shortly. Deadline shifted to Q1-2014.

3.7 (3) strengthening powers by the tax authorities to ensure payment of outstanding tax obligations, e.g. by having 

authority to seize corporate assets, prohibiting alienation or use of assets, including property and bank accounts, by the 

taxpayer;

Non-Compliant -After a long procedure of legal vetting, the Cypriot legal 

services have voiced constitutionality concerns. The bills and seizing 

procedures are being redrafted to address these. Submission to the HoR is 

expected within the month of March. Deadline shifted to Q1-2014. 

3.7 (4) ensuring staff mobility between different tax administration entities in order to ensure appropriate staffing of 

entities with high revenue collection capacities;

Compliant -However, in practice, opportunities for staff mobility within 

the tax administration entities are slim at the moment as staffing needs 

have increased in all entities.

3.7 (5) optimising the use of IT systems in the tax administration based on:

 (i) facilitating information exchange between tax administration entities and with other relevant authorities, taking into 

account legal provisions for data protection; and 

(ii) enhancing the use of e-filling of tax returns and e-payment (e.g. by allowing payment through bank transfers);  

Compliant - (i) Government-wide data exchange has been made possible. 

Work to further facilitate it in practice is on-going. (ii) Payment modalities 

have been enhanced. Further work is on-going to allow for full e-payment 

still within 2014.

3.7 (6) enacting the necessary legislation to establish self-assessment for all income taxpayers by changing from a pre-

assessment verification of income tax returns to post assessment audits selected on the basis of risk;

Non-Compliant - After a long procedure of legal vetting, the bill is now 

expected to be submitted to the HoR shortly. Deadline shifted to Q1-2014.

3.7 (7) deciding on a joint audit programme for large taxpayers, to be conducted in 2014; Compliant -The programme has been submitted on time. It includes 

selection criteria and an explanation of joint (income taxes and VAT) risks. 

First audits have been initiated.

3.7 (8) developing a joint work programme for conducting targeted audits and enhancing voluntary compliance of known 

high-risk groups; and

Compliant - The programme has been submitted on time. It includes 

selection criteria and an explanation of joint risks. First audits have been 

initiated. The programme needs more work on the voluntary compliance 

element. TA on the subject is being provided.

3.7 (9) conduct an independent formal review to recommend  changes to legislation to determine the appropriate level of 

discretion available to the tax administration management and how it is exercised.

Non-Compliant - The review has been conducted by an external expert. A 

report was sent to the authorites for comments and its finalisation is 

expected within February. Deadline shifted to Q1-2014.

3.7 (10)  A comprehensive compliance strategy that will be put in place by Q2-2015. The strategy will be firmly based on 

analytical work on risk identification and analysis and on an evaluation of different risk treatment strategies. 

Work for the risk identification and analysis will begin in Q4-2013.

Compliant - Work on the risk analysis has started, inter alia in the context 

of creating the joint programmes (see (7), (8) above). TA is being provided 

and work is planned to further progress in the next months.

3.7 (11) 1. develop a reform plan that reflects the recommendations of the TA received in February 2013 and further 

recommendations derived from future TA. The reform plan will be agreed with program partners and approved by the 

government by Q4-2013; and

Compliant with delay - A comprehensive plan centred around the creation 

of a function-based integrated tax agency but also covering all aspects of 

tax administration has been agreed with programme partners approved by 

the government in early January.

3.8 (1) fully transpose and implement Council Directive 2011/16/EU on administrative cooperation in the field of taxation
3 

and abide by Art 7 of the Directive and Art 10, 19 and 21 of Council Regulation 904/2010 on administrative cooperation 

and combating fraud in the field of value-added tax, which prescribe specific timeframes within which Member States 

shall provide information to each other;

Footnote 3: The Cypriot authorities have submitted Law N. 205(I)/2012 (enacted on 28 December 2012), transposing 

Compliant -The assessment by the EC of the implementation of DIR 

2011/16 is on-going. The time-frames of Regulation 904/2010 have been 

largely respected.

3.8 (2) ensure the systematic follow-up and use of information received from other countries about savings income 

payments received by Cyprus resident individuals and savings income payments received by entities and legal 

arrangements such as trusts under Cyprus law, notably entities and legal arrangements the beneficial owners of which 

are resident in other EU Member States; and

Compliant - See under (3) below. Further, the authorities have launched a 

large-scale examination to compare the information they received with 

information reported by the respective taxpayers.

3.8 (3) improve capacity of the Inland Revenue Department to follow-up on tax information received from other countries, 

e.g. by permitting the department to access databases of other public entities in order to facilitate and expedite the 

identification of the taxpayer; and

Compliant - Wide access to databases has been granted. The 

establishment of the integrated tax agency will further enhance the 

capacity to follow-up on tax information obtained.

3.8 (4) implement the recommendations put forward in the in-depth review of Cyprus' legal and regulatory framework 

under the OECD Global Forum on Transparency and Exchange of Information for Tax Purposes and commit to address 

any shortcomings to be identified in the forthcoming evaluation of implementation issues

Compliant - The recommendations of the Phase I review have been 

implemented. Work on the Phase II review is underway. The authorities 

agreed to submit an action plan by end-February.

3.9 Immovable Property Tax Reform

3.9 • a study on the scope of consolidating the collection and administration of the municipal recurrent property tax and 

sewage tax. The study will also review existing exemptions and derogations from property taxation. It will also report on 

the scope of shifting revenues from transaction fees and taxes to recurrent taxation. The tender procedure and the 

assignment of the study to the successful bidder shall be concluded by Q4-2013.

Compliant with delay - The tender procedure was finalised end-January 

2014.

3.10 Public Administration Reform

3.10 The public sector represents a large share of public expenditures in Cyprus. To ensure an efficient use of government 

resources, while delivering a quality service to the population; the Cypriot authorities will :

3.10 By December 2013, adjust back by half an hour the regular starting and ending working times, to 7:30 - 8:30 and to 

15:00 – 16:00and further reduce overtime and related costs to the public sector wage bill, by making working time 

more flexible so as to cover - as a minimum - service hours from 7:00 until 17:00 in the entire public sector and service 

hours from 7:00 to 19:00 for public sector services with extended operating hours (including, but not limited to, 

healthcare and security), under regular working time (see 3.2).

Compliant - Adjustment made in December 2013.

3.11 Welfare System(Reforms must be consistent with the fiscal targets defined in this MoU)

3.11 The Cypriot authorities will ensure that the reform will be achieved through:

3.11 • on the basis of the level of the minimum consumption basket covering basic needs in order to achieve a decent 

standard of living, define the level, the composition and the eligibility criteria of the new guaranteed minimum income 

scheme (GMI) which will replace the existing public assistance scheme and estimate its overall costing (Q4-2013); 

Partially compliant - The authorities finalised their work on the definition 

and level of the minimum consumption basket and progressed on their 

work on the GMI. The final definition, level and costing of the GMI still 

pends.
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3.11 • refine the means testing mechanism by introducing a common definition of income sources, financial assets and 

movable and immovable property, so as to ensure the consistency of eligibility criteria, across different benefit schemes 

(Q4-2013); 

Non-compliant - The authorities initiated their work on refining the means-

testing mechanism, primarily on the child and education benefits. The 

finalisation of the work on the criteria and mechanism for the means-

testing mechanism of all benefits schemes  still pends.

3.11 The reformed welfare system  must be consistent with the fiscal targets defined in this MoU 

4. LABOUR MARKET

4.1 Cost of Living Adjustment (COLA) of wages and salaries

4.1 A tripartite agreement will be pursued with social partners for the application of the reformed system in the private 

sector [by end-2013]. Furthermore, based on the current economic outlook, wage and salary indexation is foreseen not 

to be applied in the private sector until 2014.

Partly compliant -negotiations still on-going. Preliminary agreement 

reached on 2 out of 3 elements of the reform.

4.2 Minimum wage

4.2 With a view to preventing possible adverse competitiveness and employment effects, the Cypriot authorities commit 

that, over the programme period, any change in the minimum wage covering specific professions and categories of 

workers should be in line with economic and labour market developments and will take place only after consultation 

with the programme partners. 

Compliant

Activating the unemployed and combating youth unemployment 

4.4  In their assessment of current activation policies, the Cypriot authorities have identified a series of challenges. These 

include: difficulties faced by the Public Employment Services in serving an increased number of unemployed people;  

lack of a coherent and homogeneous framework for continuous monitoring and evaluation of different schemes, which 

impedes proper evaluation of the activation system as a whole; need for increased coordination across different 

ministries and departments of the administration and need to reduce fragmentation; and  absence of a data warehouse, 

which impedes an automatic and immediate processing and exchange of information. Therefore, the Cypriot authorities 

will prepare detailed policy proposals to address the identified shortcomings and weaknesses, to be submitted to the 

programme partners by end-2013 for review and consultation. These will include:

Compliant

4.4 • the development of a coherent methodology for the continuous monitoring and evaluation of activation programmes, 

to be applied consistently across the different schemes, thereby enabling the assessment of their performance and 

effectiveness;

Compliant

4.4 • the development of the appropriate IT infrastructure so as to automatize  better and more comprehensive collection 

(see 3.11), processing and exchange of data across the various schemes as well as with the administration of social 

welfare services;

Compliant

4.4 • ensuring an effective integration of the different schemes by centralising the administration of all activation 

programmes and by enhancing the coordination across the different departments responsible for the various 

programmes;

Compliant

4.4 • enhancing staff mobility to support the administrative capacity of the public employment services so as to enable 

them to better respond to the increased demand for their services; and

Compliant

4.4 • reviewing and enhancing the cooperation between the public employment service and the benefit-paying institutions 

in the activation of the unemployed.

Compliant

4.5 With one of the steepest increases in the youth unemployment rate in the EU and with the rapid rise of young people 

not in employment, education or training (NEETs), Cyprus needs to take swift action to create opportunities for young 

people and improve their employability prospects. To this end, the Cypriot authorities will present by Q4-2013 a draft 

action plan for the implementation of measures envisaged for support under the Youth Employment Initiative, in line 

with the conclusions of the European Council of June 2013. The design, management and implementation of these 

measures targeted to youth shall be well integrated within the broader system of activation policies (section 4.3) and be 

coherent with the reform of the social welfare system (section 3.11) and the agreed budgetary targets.

Compliant

5. GOODS AND SERVICES MARKET

5.1 Services Directive: Sector-specific legislation

5.2 Reform of Regulated professsions

The authorities will:

5.2 • complete the comprehensive review of the requirements affecting access and exercise  of all regulated professions by 

Q4-2013. Following completion of the review, the requirements that are not justified or proportional will be eliminated 

by Q1-2014; and  

Partially compliant - Deadline shifted to Q1-2014 for the completion of 

the final review.

5.2 • eliminate any existing total bans on the use of a form of commercial communication (advertising) in the veterinarians 

profession, as required by the Services Directive by November 2013.

Compliant

5.3 Competition and sectoral regulatory authorities

The Cypriot authorities will

5.3 The Cypriot authorities will strengthen the independence and the effectiveness of the Commission for the Protection of 

Competition (CPC) by:  

• guaranteeing sufficient and stable financial means and qualified personnel to ensure its effective and sustained 

operation by Q4-2013;

Partially compliant - PAPD report incomplete and not yet implemented.

• enhancing the effectiveness of competition law enforcement by adopting the necessary amendments to the 

legislation on mergers and antitrust, including the power to conduct sector enquiries by Q4-2013;

Non-compliant - Deadline shifted to end-March.

• promoting a more active role of the CPC in the area of advocacy, with the objective of safeguarding and promoting 

competition by Q4-2013; 

Partially compliant - CPC has developed a plan and has requested 

technical assistance to help implement it.

5.3 The Cypriot authorities will increase competition by ensuring that powers and independence of the National Regulatory 

Authorities (NRAs) remain effective, by enabling them to have the necessary resources in line with their duties and in 

accordance with the EU Regulatory Framework. Any necessary legislative amendments will be adopted by Q4-2013.

Compliant - No legal amendments were identified as necessary, but follow-

up has been agreed.

5.4 Housing market and immovable property regulation

5.4 Any requirements on the proof of legal interest for access to these data by these bodies shall be abolished prior to the 

granting of the third disbursement of financial assistance; 

Compliant - The legal amendment was enacted in early December 2013.

5.4 • amend the procedure on the forced sale of mortgaged property (see 1.5) to allow for private auctions by amending 

the relevant legislation and rules in relation to the forced sales of mortgaged property either by adopting similar 

principles of the rules for immovable property recovery in bankruptcy regulations or by enacting new legislation by Q4-

2013; and

Non-Compliant - This commitment is now incorporated in the Insolvency 

Framework part of the revised MoU (article 1.31). A new deadline, aligned 

with the insolvency framewrok timline, was agreed.

5.4 • improve the pace of court case handling, in order to eliminate court backlogs by Q1-2016 and provide for specialized 

judges by Q4-2013, with instructions for the expeditious processing of cases under commercial and immovable property 

laws.

Compliant - Three judges per disctrict (12 in total) were appointed with 

instructions  to assign priority to cases under commercial and immovable 

property law.

5.5 Tourism 

5.5 Since tourism is one of Cyprus' largest economic sectors and a potential driver of future growth and employment, a 

reinvigoration of its competitiveness is necessary. To that end, the Cypriot authorities will:

5.5 • present a progress report on the implementation of the action plan twice per year (every March and September until 

the end of the programme), starting in Q4-2013, including an assessment of its implementation based on performance 

indicators. 

Compliant  - The structure and content of the report (to be submitted in 

March) have been agreed.

5.5 • amend the current hotel and and other relevant legislation (eg. the immovable property law and town planning 

policies), in order to facilitate mixed-use developments, by Q4-2013;

Compliant with delay - The legislative amendments were adopted end-

January 2014.  
 

(Continued on the next page)
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Table (continued) 
 

5.5 Provide a report on the analysis and assessment of concrete needs based on the existing and the future air services 

agreements by Q4-2013.  

Compliant with delay - The report was submitted mid-January 2014.

5.6 Energy

The Cypriot authorities will:

5.6 • formulate a comprehensive strategy for the rearrangement of the Cypriot energy sector. This strategy, constitutes a 

living document to be developed under the full authority of the Cypriot Government. It should include at least the 

following three key elements, which should be presented to the programme partners for consultation according to the 

timeline specified below: 

5.6 1. a roll-out plan for the infrastructure required for the exploitation of natural gas, taking into account possible technical 

and commercial uncertainties and risks. The plan should cover: the required investments, associated costs, financing 

sources and methods, related ownership structure; related major planning risks and bottlenecks; and a projection of the 

revenue streams over time; and an appropriate sales framework for the off-shore gas supply (for both exports and 

domestic markets), aimed at maximising revenues; updated version by Q4-2013.

Compliant: The authorities have submitted an updated and revised roll-

out plan. The plan does not yet sufficiently cover financing sources and 

methods and the related ownership structure, but the authorities have 

agreed to provide regular updates in the future as the information 

situation (notably on the amount of gas) is still dynamic. 

5.6 2. a comprehensive outline of the regulatory regime (CERA) and market organisation for the restructured energy sector, 

with a view to  introducing open, transparent, competitive energy markets, and taking explicitly into account the size of 

the Cypriot economy, the integration of Cyprus' energy system into regional markets, the principle of independent 

regulatory oversight, and the EU targets for energy efficiency, renewable energy and carbon emissions. 

5.6 Specifically, the outline should include the following elements: a description of the envisaged institutional framework 

(the various government and private actors with their respective functions); the type and scope of the regulatory 

instruments; the different forms of government ownership and involvement; the sequence and envisaged timing of the 

major actions and changes; the potential for setting-up wholesale markets for gas and electricity, of which the latter 

should be open to non-producing traders; the freedom for customers to make an effective choice of supplier; and full 

unbundling of gas suppliers and customers, in particular electricity companies; by Q4 2013, with a view to a final outline 

by Q2 2014; and

Compliant - A first version, covering the institutional framework and the 

regulatory regimes of the gas and electricity market, was received and 

discussed during the mission. The situation is complex and dynamic. In 

addition, a number of background workstreams to feed into the outline 

need to be finalised. A more advanced version is expected for Q2-2014. 

6. TECHNICAL ASSISTANCE

6.1 Given the nature of the structural challenges Cyprus is facing, including a lack of specific skills in some areas and scarcity 

of resources, the Cypriot authorities will provide an updated request for technical assistance needs during the 

programme period, including the on-going technical assistance projects by end-2013. This request will identify and 

specify the areas of technical assistance or advisory services, which the Cypriot authorities consider essential for the 

implementation of the MoU and where they intend to seek such technical assistance services, in coordination with the 

programme partners. All technical assistance provided by the European Commission, other than technical assistance 

provided directly under the Structural and other EU funds, will be coordinated by the Support Group for Cyprus.

Compliant

 
Source: Commission services. 
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Table A2.1: Selected economic indicators 

2010 2011 2012 2013 2014 2015 2016

Real economy (percent change)

  Real GDP 1.3 0.4 -2.4 -6.0 -4.8 0.9 1.9

    Domestic demand incl. inventories 1.9 -1.4 -4.1 -10.5 -6.8 0.0 1.3

    Total consumption expenditure 2.6 3.0 0.6 -5.7 -6.3 0.3 2.5

        Private consumption expenditure 1.5 1.3 -2.5 -7.5 -6.3 0.7 2.3

        Government consumption expenditure 1.0 -0.2 -3.1 -6.0 -1.5 -2.7 -3.7

    Gross fixed capital formation -4.9 -8.7 -19.6 -24.0 -18.1 1.3 3.9

    Exports of goods and services 3.9 4.5 -2.7 -4.8 -2.7 1.9 2.8

    Imports of goods and services 4.8 -0.1 -6.4 -14.7 -7.2 0.2 1.6

Contribution to growth (percentage points)

    Domestic demand (excl. inventories) 0.2 -0.8 -5.6 -9.5 -6.6 0.1 1.3

    Foreign trade -0.6 1.9 1.9 4.7 1.9 0.8 0.6

    Changes in inventories 1.8 -0.7 1.3 -1.2 0.0 0.0 0.0

Inflation (percent change)

    GDP deflator 1.9 2.8 1.9 -2.3 0.6 1.5 1.8

    HICP 2.6 3.5 3.1 0.4 0.4 1.4 1.7

Labour market (percent change, unless otherwise stated)

    Unemployment rate (% of labour force) 6.3 7.9 11.9 16.0 19.2 18.4 17.0

    Total employment -0.2 0.4 -4.2 -5.7 -4.4 0.8 1.7

    Compensation per employee 2.6 2.5 -0.9 -5.0 -3.0 0.9 1.5

    Labour productivity 1.5 0.0 1.8 -3.0 -0.5 -0.1 -0.1

    Unit labor costs 1.1 2.5 -2.7 -2.1 -2.5 1.0 1.8

Public finance (percent of GDP)

    General government balance -5.3 -6.3 -6.3 -5.5 -5.8 -6.1 -2.8

        Total revenue 40.8 39.6 38.9 40.6 41.5 40.2 40.7

        Total expenditure 46.2 46.0 45.3 46.1 47.3 46.3 43.5

    General government primary balance -3.0 -3.9 -3.2 -1.8 -1.8 -2.1 1.2

    Gross debt 61.3 71.5 85.5 112.0 121.5 125.8 122.5

Balance of payments (percent of GDP)

  Current external balance -9.0 -4.5 -8.4 -1.7 0.0 0.4 0.6

    Ext. bal. Goods and services -6.2 -4.3 -2.6 1.7 3.8 4.5 5.0

        Exports goods and services 42.0 43.3 43.1 44.9 46.1 46.6 46.9

        Imports goods and services 48.2 47.6 45.7 43.1 42.3 42.1 41.9

    Balance of services 20.6 19.9 18.9 20.1 20.7 21.2 21.6

    Balance of  goods -26.8 -24.2 -21.5 -18.3 -16.9 -16.7 -16.6

    Balance of primay income -3.1 0.7 -4.2 -3.1 -4.6 -3.3 -3.4

    Net current transfers 0.3 -0.9 -1.6 -0.4 0.7 -0.9 -1.0

Memorandum item (EUR bn)

    Nominal GDP 17.4 18.0 17.9 16.4 15.7 16.1 16.7  
Source: Commission services. 
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Table A2.2: Use and supply of goods and services (volume) 

percent change unless otherwise stated 2010 2011 2012 2013 2014 2015 2016

1. Private consumption expenditure 1.5 1.3 -2.5 -7.5 -6.3 0.7 2.3

2. Government consumption expenditure 1.0 -0.2 -3.1 -6.0 -1.5 -2.7 -3.7

3. Gross fixed capital formation -4.9 -8.7 -19.6 -24.0 -18.1 1.3 3.9

4. Domestic demand excl. inventories 0.2 -0.8 -5.4 -9.5 -6.7 0.1 1.3

5. Changes in inventories (contr. to growth) 1.8 -0.7 1.3 -1.2 0.0 0.0 0.0

6. Domestic demand incl. inventories 1.9 -1.4 -4.1 -10.5 -6.8 0.0 1.3

7. Exports of goods and services 3.9 4.5 -2.7 -4.8 -2.7 1.9 2.8

7a. - of which goods 12.2 22.6 1.0 0.5 0.5 1.0 1.6

7b. - of which services 2.4 1.1 -3.5 -6.0 -3.5 2.2 3.1

8. Final demand 2.5 0.2 -3.7 -8.8 -5.5 0.7 1.8

9. Imports of goods and services 4.8 -0.1 -6.4 -14.7 -7.2 0.2 1.6

9a. - of which goods 7.3 -3.6 -10.0 -17.0 -8.6 0.2 1.6

9b. - of which services -0.4 7.7 0.9 -10.5 -4.8 0.2 1.6

10. GDP at market prices 1.3 0.4 -2.4 -6.0 -4.8 0.9 1.9

(Contribution to change in GDP)

11. Final domestic demand 0.2 -0.8 -5.6 -9.5 -6.6 0.1 1.3

12. Changes in inventories 1.8 -0.7 1.3 -1.2 0.0 0.0 0.0

13. Net exports -0.6 1.9 1.9 4.7 1.9 0.8 0.6  
Source: Commission services. 
 

 

 

 

 

 

Table A2.3: Use and supply of goods and services (value) 

percent change unless otherwise stated 2010 2011 2012 2013 2014 2015 2016

1. Private consumption expenditure 3.7 4.7 -0.2 -7.4 -5.8 2.2 4.0

2. Government consumption expenditure 2.6 3.0 -4.1 -10.7 -1.9 -1.4 -2.4

3. Gross fixed capital formation -3.7 -10.7 -18.3 -25.5 -17.5 3.1 5.9

4. Domestic demand excl. inventories 2.0 1.6 -3.8 -10.5 -6.3 1.5 3.0

5. Changes in inventories (contr. to growth) 0.1 0.0 0.2 0.1 0.1 0.1 0.1

6. Domestic demand incl. inventories 3.8 0.9 -2.5 -11.2 -6.3 1.6 3.2

7. Exports of goods and services 6.1 6.6 -0.9 -4.4 -1.5 3.5 4.3

7a. - of which goods 13.6 24.1 2.0 0.9 0.9 1.8 2.4

7b. - of which services 4.8 3.4 -1.6 -5.6 -2.1 3.9 4.8

8. Final demand 4.5 2.5 -2.0 -9.2 -4.8 2.2 3.5

9. Imports of goods and services 7.0 2.1 -4.5 -13.3 -6.1 1.8 3.2

9a. - of which goods 9.6 -0.7 -8.1 -15.6 -7.8 1.5 2.9

9b. - of which services 1.6 8.4 3.1 -9.2 -3.1 2.2 3.7

10. Gross national income at market prices 5.4 7.3 -5.4 -7.1 -5.7 3.8 3.5

11. Gross value added at basis prices 3.8 3.2 -0.7 -10.6 -4.3 2.3 3.4

12. Gross domestic product at market prices 3.3 3.3 -0.5 -8.1 -4.2 2.4 3.7  
Source: Commission services. 
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Table A2.4: Implicit deflators 

percent change 2010 2011 2012 2013 2014 2015 2016

1. Private consumption expenditure 2.1 3.3 2.4 0.2 0.6 1.5 1.6

2. Government consumption expenditure 1.6 3.2 -1.1 -5.0 -0.4 1.3 1.3

3. Gross fixed capital formation 1.2 -2.2 1.7 -2.0 0.7 1.8 1.9

4. Domestic demand incl. inventories 1.9 2.4 1.7 -0.8 0.5 1.6 1.8

5. Exports of goods amd services 2.2 2.0 1.8 0.4 1.2 1.5 1.5

6. Final demand 2.2 2.0 1.8 0.4 1.2 1.5 1.5

7. Imports of goods and services 2.1 2.2 2.1 1.6 1.2 1.6 1.6

8. Gross domestic product at market prices 1.9 2.8 1.9 -2.3 0.6 1.5 1.8

     HICP 2.6 3.5 3.1 0.4 0.4 1.4 1.7  
Source: Commission services. 
 

 
 

Table A2.5: Labour market and costs 

Percent change unless otherwise stated 2010 2011 2012 2013 2014 2015 2016

1. Labour productivity 1.5 0.0 1.8 -3.0 -0.5 -0.1 -0.1

2. Compensation per employee 2.6 2.5 -0.9 -5.0 -3.0 0.9 1.5

3. Unit labour costs 1.1 2.5 -2.7 -4.7 -2.6 0.8 1.4

4. Total population 2.6 2.6 1.5 1.0 1.0 1.0 0.8

5. Population of working age (15-64 years) 3.1 2.9 1.7 1.0 1.0 0.2 0.2

6. Total employment -0.2 0.4 -4.2 -5.7 -4.4 0.8 1.7

7. Unemployment rate (1) 6.3 7.9 11.9 16.0 19.2 18.4 17.0  
(1) Eurostat definition, % of labour force. 
Source: Commission services. 
 

 
 

Table A2.6: External balance 

EUR bn unless otherwise stated 2010 2011 2012 2013 2014 2015 2016

1. Exports of goods (fob) 1.1 1.4 1.4 1.5 1.5 1.5 1.5

2. Imports of goods (fob) 5.8 5.8 5.3 4.5 4.1 4.2 4.3

3. Trade balance (goods, fob/fob) (1-2) -4.7 -4.3 -3.9 -3.0 -2.7 -2.7 -2.8

3.1 p.m. (3) as % of GDP -26.8 -24.2 -21.5 -18.3 -16.9 -16.7 -16.6

4. Exports of services 6.2 6.4 6.3 5.9 5.8 6.0 6.3

5. Imports of services 2.6 2.8 2.9 2.6 2.5 2.6 2.7

6. Service balance (4-5) 3.6 3.6 3.4 3.3 3.3 3.4 3.6

6.1 p.m. 6 as % of GDP 20.6 19.9 18.9 20.1 20.7 21.2 21.6

7. External balance of goods and services (3+6) -1.1 -0.8 -0.5 0.3 0.6 0.7 0.8

7.1 p.m. 7 as % of GDP -6.2 -4.3 -2.6 1.7 3.8 4.5 5.0

8. Balance of primary incomes and current transfer -0.5 0.0 -1.0 -0.6 -0.6 -0.7 -0.7

8.1. - of of which, balance of primary income -0.5 0.1 -0.7 -0.5 -0.7 -0.5 -0.6

8.2 - of which, net current transfers 0.0 -0.2 -0.3 -0.1 0.1 -0.1 -0.2

8.3 p.m. 8 as % of GDP -2.8 -0.2 -5.7 -3.4 -3.8 -4.1 -4.4

9. Current external balance (7+8) -1.6 -0.8 -1.5 -0.3 0.0 0.1 0.1

9.1 p.m. 9 as % of GDP -9.0 -4.5 -8.4 -1.7 0.0 0.4 0.6

10. Net capital transactions 0.0 0.0 0.0 0.3 0.2 0.1 0.1

11. Net lending (+)/net borrowing (-) (9+10) -1.5 -0.8 -1.5 0.0 0.2 0.2 0.2

11.1 p.m. 11 as % of GDP -8.8 -4.3 -8.3 0.2 1.0 1.3 1.5  
Source: Commission services. 
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Table A2.7: Fiscal accounts 

2010 2011 2012 2013 2014 2015 2016

levels, EUR m

Taxes on production and imports 2,679 2,612 2,633 2,412 2,328 2,404 2,538

Taxes on income and wealth 1,926 2,098 1,962 1,911 1,785 1,809 1,892

Social contributions 1,552 1,566 1,510 1,482 1,480 1,493 1,528

Other current resources (1) 948 851 858 863 933 771 840

Total current revenue 7,106 7,127 6,963 6,668 6,526 6,477 6,798

Capital transfers received 10 12 11 6 2 2 2

Total government revenue 7,116 7,139 6,974 6,674 6,528 6,479 6,800

Compensation of employees 2,758 2,875 2,819 2,567 2,406 2,357 2,323

Intermediate consumption 978 945 865 750 800 809 786

Social transfers 2,500 2,630 2,606 2,595 2,690 2,736 2,623

Interest payments 391 426 563 605 638 639 671

Subsidies 62 85 95 95 90 90 90

Other current expenditure (2) 436 500 487 688 378 373 310

Total current expenditure 7,124 7,460 7,434 7,300 7,001 7,004 6,802

Total capital expenditure (3) 911 811 675 275 442 453 468

Total expenditure 8,036 8,272 8,109 7,575 7,443 7,457 7,270

General government balance, EDP -920 -1,132 -1,135 -901 -915 -978 -471

% of GDP

Taxes on production and imports 15.4 14.5 14.7 14.7 14.8 14.9 15.2

Taxes on income and wealth 11.1 11.7 11.0 11.6 11.3 11.2 11.3

Social contributions 8.9 8.7 8.4 9.0 9.4 9.3 9.1

Other current resources (1) 5.4 4.7 4.8 5.3 5.9 4.8 5.0

Total current revenue 40.8 39.6 38.9 40.6 41.5 40.2 40.7

Capital transfers received 0.1 0.1 0.1 0.0 0.0 0.0 0.0

Total government revenue 40.9 39.7 39.0 40.6 41.5 40.2 40.7

Compensation of employees 15.8 16.0 15.8 15.6 15.3 14.6 13.9

Intermediate consumption 5.6 5.3 4.8 4.6 5.1 5.0 4.7

Social transfers 14.4 14.6 14.6 15.8 17.1 17.0 15.7

Interest payments 2.2 2.4 3.1 3.7 4.1 4.0 4.0

Subsidies 0.4 0.5 0.5 0.6 0.6 0.6 0.5

Other current expenditure (2) 2.5 2.8 2.7 4.2 2.4 2.3 1.9

Total current expenditure 40.9 41.5 41.6 44.4 44.5 43.4 40.7

Total capital expenditure (3) 5.2 4.5 3.8 1.7 2.8 2.8 2.8

Total expenditure 46.2 46.0 45.3 46.1 47.3 46.3 43.5

General government balance, EDP -5.3 -6.3 -6.3 -5.5 -5.8 -6.1 -2.8

Nominal GDP 17.4 18.0 17.9 16.4 15.7 16.1 16.7  
(1) The projection for 2014 includes the expected increase in the distribution of dividends by the CBC compared to the 
previous year. The 2015 and 2016 numbers will be adjusted once decisions are taken by the CBC on dividends in these years, 
in line with its duties under the Treaties and the Statute. (2) For 2013, this includes compensation of pension funds amounting 
to 1.8% of GDP in 2013. (3) For 2013, this includes signing fees for gas exploration amounting to 1.1% of GDP, which are 
treated as negative capital expenditure (disposal of non-produced assets). 
Source: Commission services. 
 

 

 

 



2. Macroeconomic Projections 

 

55 

 

 

Table A2.8: Debt developments 

2010 2011 2012 2013 2014* 2015 2016**

EDP deficit (% of GDP) -5.3 -6.3 -6.3 -5.5 -5.8 -6.1 -2.8

EDP gross debt (% of GDP) 61.3 71.5 85.5 112.0 122.2 126.4 123.1

levels, EUR bn

EDP deficit -0.9 -1.1 -1.1 -0.9 -0.9 -1.0 -0.5

Gross debt 10.7 12.9 15.3 18.4 19.1 20.3 20.5

Change in gross debt -0.8 2.2 2.4 3.1 0.7 1.1 0.2

Nominal GDP 17.4 18.0 17.9 16.4 15.7 16.1 16.7

Real GDP 15.1 15.2 14.8 14.0 13.3 13.5 13.7

Real GDP growth (% change) 1.3 0.4 -2.4 -5.4 -4.8 0.9 1.9

% of GDP

Gross debt ratio 61.3 71.5 85.5 112.0 122.2 126.4 123.1

Change in gross debt ratio 2.8 10.2 14.0 26.5 10.2 4.2 -3.3

Contribution to change in gross debt

Primary balance 3.0 3.9 3.2 1.8 1.8 2.1 -1.2

Snow-ball effect 0.4 0.8 3.5 11.4 9.0 1.1 -0.4

of which

Interest expenditure 2.2 2.4 3.1 3.7 4.1 4.0 4.0

Real growth effect -0.7 -0.2 1.7 5.6 5.6 -1.0 -2.3

Inflation effect -1.1 -1.4 -1.4 2.1 -0.7 -1.8 -2.2

Stock-flow adjustments -0.6 5.5 7.3 13.3 -0.6 1.0 -1.7  
* Stock-flow adjustments also reflect the transfer of coinage rights from the CBC to the government. ** Projected privatisation 
proceeds of EUR 500m are spread evenly over the four quarters of 2016. 
Source: Commission services. 
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Table A3.1: Estimated financing needs for the period 2013 -2016 

2016

Programme 
period (2013Q2-

2016Q1) 2013 2014 2015 2016 2017 2018 2019 2020
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1

Amortisation of existing market debt excl. sho 3.5 1,435.9 123.7 43.5 249.9 101.4 543.8 100.3 147.0 60.7 61.6 910.5 340.1 4,118.5 1,606.6 995.4 1,179.9 645.5 2,715.4 769.5 1,463.8 1,783.7
among which:
domestic- (GRDS), foreign-law (EMTN) & CPB r  0.0 1,416.9 47.0 1.0 243.9 85.0 500.0 60.2 141.1 42.8 17.6 871.4 332.4 3,759.4 1,464.8 889.2 1,073.0 530.6 2,597.6 19.6 703.1 1,032.5
loans 0.0 17.8 76.1 24.2 0.0 10.5 37.9 34.2 0.0 12.0 38.3 33.6 2.0 286.7 118.1 82.6 83.9 91.9 94.8 726.9 737.7 730.1

Amortisation of new market debt 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 136.8 0.0 0.0 0.0

Amortisation of offical lenders 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 7.2 57.4 114.8 165.0
ESM 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
IMF 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 7.2 57.4 114.8

Financial sector recapitalisation 0.0 0.0 1,500.0 0.0 0.0 0.0 0.0 300.0 0.0 200.0 0.0 200.0 300.0 2,500.0 1,500.0 300.0 400.0 300.0 0.0 0.0 0.0 0.0
of which contingency buffer 0.0 0.0 0.0 0.0 0.0 0.0 0.0 300.0 0.0 200.0 0.0 200.0 300.0 1,000.0 0.0 300.0 400.0 300.0 0.0 0.0 0.0 0.0

Fiscal financing needs 10.9 144.1 93.7 515.3 343.4 263.9 229.8 522.9 112.4 435.7 66.7 455.2 -16.8 3,166.2 763.9 1,360.0 1,070.0 -48.6 -310.8 -22.1 2.6 37.0
memo items:
primary balance (in ESA terms) -153.4 104.1 -80.0 425.4 12.5 148.9 -168.3 284.0 -88.8 327.5 -187.0 287.4 -220.5 845.1 296.1 277.1 339.0 -200.5 -522.7 -725.8 -753.6 -782.5
interest (in ESA terms) 158.7 115.1 193.3 138.2 151.0 71.1 314.1 102.2 156.9 81.6 282.6 117.7 171.5 1,895.3 605.3 638.4 638.8 671.2 620.2 711.3 763.6 825.1

Programme financing needs 14.4 1,579.9 1,717.4 558.8 593.3 365.3 773.6 923.2 259.4 696.5 128.3 1,565.7 623.3 9,784.7 3,856.1 2,655.4 2,649.9 623.3 - - - -
memo: total annual financing needs 3,870.5 2,655.4 2,649.9 896.9 2,548.6 804.7 1,581.2 1,985.7

cash data unless states otherwise                                   
million euros, negative = surplus / revenue 2013 2014 2015

 
Source: Commission services. 

 


