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Turning challenges
into prospects

O

ver the past years,
the local banking
sector navigated
various challenges,
including legislative
and regulatory changes both arising from Cyprus as well as from
European or other international official bodies. Those developments
aim to reform the Cyprus banking
landscape, to provide more information to the public, to increase
competition and, at the same
time, to shield the sector against
possible crises or other economic
turbulences in the future.
Even though the local banks
mobilized personnel at every level
to implement these changes, a lot
remains to be done to render the
sector more effective, modernized,
digital and profitable.
At the same time, digital
developments, changes in the
technology on payments and the
market’s demands for quicker and

safer transactions are pushing
the banks to invest in what is
commonly referred as FinTech
(new applications, networks and
infrastructures for the banking
services).
These changes arrive at a time
when the local banking sector is
in the midst of a great campaign
to reduce the Non-Performing
Loans and concurrently to comply
with ever-increasing regulations,
directives, local legislation as well
as international supervisory and
reporting standards.
It may be argued that banks will
find it overwhelming to deal with
these challenges while at the same
time staying focused on their
core banking services. We are
confident that local banks will rise
to the challenge of entering the
new digital era and will succeed in
providing their clients with fresh
technologies, services and new
channels for doing business.
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CBC Governor’s
welcome address
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General Meeting
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of Cyprus Banks

By

Chrystalla
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Governor of the Central
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I

t is my pleasure and honour to be with you at
the Annual General Meeting of the Association of Cyprus Banks, founded in 1969 as
the coordinating body of its member banks.
The role of the Association was subsequently
upgraded and today it is the representative of the
banking sector in Cyprus and an essential partner
in shaping policy on banking issues, without disrupting the relationship between the supervisor
and supervised entities.
The role of the Association in expressing the
views of the banking sector and in coordinating
its members was particularly important during
the financial crisis in 2013. The Association has
helped and still continues to help the CBC with
recommendations in formulating policy to address
the serious challenges faced by the banking
sector.
Despite the improvement seen in the banking sector since 2013, there are still important
issues that need to be addressed and which the
Association can help resolve.
First, as we have said on many occasions,
we have to tackle the very serious problem of
non-performing facilities (NPFs) which, despite
the significant decline in the last two years, still
continue to severely affect the banking sector. The
current level of NPFs constricts the performance
of banks as it reduces their profitability, while consuming a significant amount of bank capital and
resources (personnel and systems) that could be
used for core banking activities. As a result, the
contribution of the banking sector to the recovery
of the economy through new lending is limited.
Thus, accelerating the reduction of NPFs continues to be a primary objective, which requires the
cooperation of all stakeholders. Finding ways to

deal with the problem is certainly the responsibility of the members of the Association. However,
the CBC will, as it has done so thus far, continue
to work closely with the banks to provide guidance
and any assistance.
Another major challenge for our banks is to restore profitability through a viable business model. Around 80% of Cyprus banks’ income comes
from net interest income. Additionally, as I have
already mentioned, the high levels of NPFs are an
obstacle to the profitability of banks, as there are
serious doubts about the realisation of interest
income, despite such income being included in
their financial statements.
Furthermore, low interest rates, which are
expected to continue in the medium term, and
the low returns on low-risk investments (e.g.
government bonds), as well as the supervisory

The Association
has helped and
still continues to helpthe
CBC with recommendations
in formulating policy
to address the serious
challenges faced by
the banking sector.

requirements and regulations, which increase both
the capital and operating costs of banks, combined with the competitive environment for new
financing, are the main challenges for new lending.
These challenges impact on the setting of interest
rates and the measurement of risk, which in turn
affect the profitability and asset quality of credit
institutions.
Another significant challenge are the prudential regulations and requirements, such as the
introduction in January of this year of the new International Financial Reporting Standard (IFRS9)
for making provisions, the introduction of the
minimum required eligible liabilities and various
other requirements, which are expected to burden
the banks and make the need for close cooperation between the Central Bank and the Association
even more imperative.
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Banking experience in
the age of digital technologies
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Head of Acquiring
& Digital Payment
Services, RCB Bank Ltd

6

he world is experiencing a Digital revolution and digitalization of everyday
life. Banking services sector is not an
exception and the real change that we
see is accommodating digital technology into dayto-day customer experience over financial services.
The growing use of the Internet, smartphones’
increasing dominance, the continuous development
of mobile applications lead financial services to a
new landscape and Banks now face new competitive dynamics.
Each one of us, to a bigger or smaller extend,
is exploring the future in the process to offer
customers the best banking experience, utilizing
all available means possible that would help gain
market share and profits. Cypriot Banks have made
a great step towards digital transformation of their
services and remote channel interfaces, allowing
customers to transact without the need of traditional face-to-face interaction and manual teller
input. However other bigger EU markets like the
UK and the Nordics, are generally more advanced
in terms of digital banking technology. Change in
regulation that had an objective to adapt with these
changes, increase competition and also consumer
protection, has led financial technology (Fintech)
companies (such as payment service providers, electronic money institutions, other) rapidly
increase and compete with banks over digital
financial services.
Given the changing competitive landscape,
decreasing margins and new digital entrants into
the Cyprus market (e.g. Revolut) the local Banks
must adjust more their banking models towards
new digital platforms and services. This creates a
unique market opportunity for the island’s Banks,
although, only if they can grasp the same pace and
passion as other technological leading countries.
Despite Cyprus’ size, the opportunities seem
limitless as digital bank wallet applications could
expand beyond simple over-the-counter payments and into big business transactions; creating
also the potential for Cypriot Banks to expand in
cross-border EU markets. It is time for our Banks to
innovate or stay behind.
So far we have seen several evolutionary waves
for upgrading the customer digital experience

Firstly, with the introduction of convenient remote
channel interfaces for clients and the extension of
banking services via Internet banking and mobile
banking applications. All Cypriot Banks have it already in place and continue to extend its functionality for improved user experience.
The second wave is the introduction of new
digital payment technologies, e.g. mobile payment
wallets – and this is the stage we are now entering. The customer experience is now all focused
on new digital payment services. Accepting card
and digital payments in today’s competitive market
is a necessity for businesses and the pace of
e-commerce / m-commerce growth worldwide is
exponentially increasing. Processing of electronic
commerce payments is seen as a natural extension
of the range of the Banks’ digital product offerings
for their corporate clients.
Payments systems such as Visa and Mastercard
are quickly adapting to that, trying to stay on top
even with non-card based payments. The tokenization technology they developed eliminates various
security concerns and provides opportunity to
device manufacturers and software giants to come
up with their solutions on how to conduct mobile
payments, as simple as ordinary contactless plastic
cards. Cypriot banks as direct partners with the
payments systems are launching their own digital
wallets including additional security features for

Given the changing
competitive landscape,
decreasing margins and new
digital entrants into the
Cyprus market (e.g. Revolut)
the local Banks must
adjust more their banking
models towards new digital
platforms and services.

transactions confirmation (i.e. biometrical identification); which allows customers to have a complete
peace of mind while making mobile payments.
From the acceptance point of view, the acquiring
banks are introducing new safer remote payment
methods, where merchants can generate payment
orders using safe pay links or pay buttons along
with mobile verification functionalities. At the stage
we are now, addressing clientele with convenient
mobile payment solutions at POS terminals,
includes also the introduction of new self-service
payment ordering platforms, improved methods
of dynamic currency conversions, digital seamless
loyalty schemes, integrations and direct communication with the client’s own systems and many
other technological advancements that embrace
once again the user experience.
After this deep dive into mobile payments; contactless, seamless, transparent, safe and incredibly convenient is the key when we talk about the
future of payments. This changes the way we think
and our bank’s cultures overall. As our Banks are
increasing their digital investments, the challenge
is to be service process rigor, payments technology enthusiast and fraud preventive. For today’s

bankers there is no dilemma: They prefer the shift
to a digital banking experience.
Therefore, the next step we see for Cyprus is development of digital client on-boarding approaches
for low risk and small ticket individual clients. This
is the future for Cyprus given the development in
other markets, and some approaches are currently
being tested. Following the launch of electronic
wallets and the rapid adoption of mobile payments,
its popularity relies on how fast a customer can
start using any of the services or become a client
to start with. Their success however can only rely
on the experience it will offer and the number of
auxiliary digital banking services that it can eventually support.
But at the end of the day no matter how innovative or technological savvy a new service is, it
should first of all satisfy customers real needs and
be easily adaptable, as any changes are acceptable
only if they have a positive impact. The beauty of
banking lies with the customer experience, and the
Banks as credible business partners will continue
to put emphasis on usability. The new generations
demand immediacy and highly personalized experiences. And the banks just have to deliver.
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Diversity in the boardroom

I
By

Eleftheria
Koumouli

Senior Officer,
Bank of Cyprus

n the modern business world, organisations have
to constantly adapt in order to achieve sustainable
growth. In recent decades, this adjustment has
taken the form of recruitment, with institutions in
both the public and private sectors seeking to diversify their workforces. And yet, while some companies
preach the importance of diversity in the workplace,
many fail to fully embrace it, simply fulfilling quotas
with little regard for the benefits different perspectives
provide at board level.
Studies have shown that diversity, whether in the
management team or the boardroom, adds value
to an organisation. In fact, a Forbes report, entitled
Global Diversity and Inclusion: Fostering Innovation
Through a Diverse Workforce, identified diversity and
inclusion as key drivers of internal innovation and
business growth – something no company can hope
to succeed without.
According to McKinsey & Company, companies
with diverse executive boards also enjoy significantly
higher earnings and returns on equity than those
favouring a single demographic. Evidently, a diverse
board is better positioned to understand its customer base and the business environment in which it
operates.

Finding the skills balance

Most companies’ customers are not homogeneous
– at least 50 percent are female and, in most cases,
do not have similar backgrounds. It therefore makes
little sense that those with the most power and influence in an organisation share exactly the same skill
sets and experience as one another. Although gender
is often the factor most associated with workplace
diversity, it is important that organisations appreciate
the backgrounds, experiences and perspectives of all
staff members. Whether it relates to age, expertise,
gender, experience or nationality, a boardroom willing
to embrace different points of view will have a better
chance of thinking creatively, fostering growth and
meeting the business demands of the 21st century.
One of the key considerations often overlooked by
organisations appointing new board members is the
need to accommodate a variety of specialised skills,
with listed companies regularly filling their management bodies with the most financially proficient
individuals. Of course, it is important to have board
members that understand financial statements and
adequately monitor internal financial controls in
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While many companies
now enforce diversity
quotas, the typical
boardroom is still dominated
by white, elderly males.
This lack of variety among
board members is holding
companies back.
the context of the appropriate sector. But given the
increasingly digital environment most businesses
operate in, having a technology expert on the board
could be the decision that proves most strategically
advantageous for a company in the long term.
Technological advancements, cybersecurity
concerns and changing regulatory requirements
have made tech literacy a prerequisite of any future
success. As such, technology and information are
assets that should be governed in a way that supports
the organisation in setting and achieving its strategic
objectives. In order to appropriately take charge of
this responsibility, boards need to have a keen insight
into the IT department, thereby further emphasising
the necessity for specialised skills. Another way to
enrich the skill set of a boardroom would be to have
a specialist in human capital management present.
Most organisations argue their workforce is their most
valuable asset, yet very few boards have an individual
with expertise in this area.

Rethinking the recruitment approach

Diversity in the boardroom should not be an
empty slogan adopted to comply with regulations or
best practices. It is not simply a game of numbers
or ratios, but rather a way of making boards function
more efficiently and effectively. A board’s oversight
responsibilities include recognising and assessing
significant opportunities and risks, counselling
strategic decisions and assessing the performance
of the CEO. In order to effectively manage these
functions, a board must be comprised of individuals
that are experienced, responsible and collaborative.
Further, it must foster an environment in which
opposing opinions are welcome, decisions can be
challenged and trust is implicit.
As James Surowiecki, an American journalist and
the author of The Wisdom of Crowds, said: “Diversity

and independence are important because the best
collective decisions are the product of disagreement
and contest, not consensus or compromise.” Independent thought is necessary for engendering innovation,
growth and, most importantly, good decision making.
The ability to effectively question and challenge management, therefore, should be considered as a leading
principle of corporate governance.
Despite this, an Institute of Directors report entitled
Diversity in the Boardroom found most board members
were recruited on the back of a non-formal recommendation. In fact, a significant number of the respondents
explained that they were directly approached by the
board or a member of the board about the position,
while 67 percent knew up to three or more of their
fellow board members before joining. This proportion
rose to 71 percent in the financial services sector.
Worryingly, female respondents didn’t share the same
experience.
Boards are often described as being ‘male, pale and
stale’, so looking to those with different perspectives is
a way of constantly challenging and critically reassessing the status quo. The European Confederation of
Directors’ Associations recognises the involvement of
independent non-executive directors on the board as
a key step in the governance evolution of a company.
Independent directors bring a balanced perspective to
the boardroom by assessing matters in a more objective fashion. With this in mind, it is of great importance
that the composition of a board is examined annually
to determine whether homogeneity might lead to
groupthink, which inevitably inhibits new and progressive ideas.
Deloitte’s 2014 Board Practices Report: Perspectives from the Boardroom found only marginal evidence of age diversity in boardrooms, with so-called
‘younger directors’ often aged well into their 50s.
But younger executives are now making the move
into the boardroom, much to the benefit of those employing them. While older directors provide a wealth
of knowledge gained through experience, younger
directors contribute a fresh perspective and a new

As James Surowiecki,
an American journalist
and the author of “The
Wisdom of Crowds”, said:
“Diversity and independence
are important because the
best collective decisions are
the product of disagreement
and contest, not consensus
or compromise”.

set of skills fit for the modern world: an attribute that
should not be underestimated.

Adapting to change

A board built on a handful of relationships has the
inherent risk of insularity, with homogeneity often acting
as a hindrance in an increasingly dynamic environment.
Traditionally, boards have recruited from a handful of
C-suite executives, but companies are now realising that
it is the breadth of perspective, not the mere inclusion
of diverse traits, that benefits the organisation. Looking
to business unit heads, regional leaders, academics, entrepreneurs, government leaders and other executives
can create a wider, more diverse pool, bringing interesting and insightful perspectives to the boardroom.
Unfortunately, opportunities are still limited in many
organisations around the world. Findings suggest the
majority of boards still lack a comprehensive process
for making changes to the composition of the board.
It appears the principal reason for recent or pending
changes is the retirement or resignation of existing
directors, rather than the result of any sort of review
process. In order to avoid this kind of stagnation, organisations should ensure they introduce a robust diversity
policy, one that caters to all aspects of diversity and
allows appointments to be made on merit, not as a
result of positive discrimination. That said, it may be
necessary – at first, at least – to set a target for female
and ethnic representation, as cronyism often blinds
board members to the merits of those with different
backgrounds or views. Once the benefits of diversity
have manifested, however, appointments can be made
on ability – and less emphasis can be placed on fulfilling
quotas.
At Bank of Cyprus, we have embraced diversity and
all the benefits that come with it. We make appointments
based on merit and constantly aim to identify members
of diverse backgrounds who can bring new skills to the
board. Further, we aim to achieve 40 percent female
representation by 2020. Our board members are a mix
of ages and professions, with a fairly even balance of
international and local members. We have also widened
our pool of candidates through the use of recruitment
agencies, ensuring we uphold the best governance
practices and continue to identify the best talent in the
future.
As a result, Bank of Cyprus is the only financial
institution in Cyprus that fully complies with both the
Code of Corporate Governance set out by the Cyprus
Stock Exchange and the corresponding code set out by
the Financial Reporting Council in the UK. A further 18
authorities from four separate jurisdictions (Cyprus, Ireland, the UK and the EU) also regulate the bank. Through
this high level of commitment to best practices and
corporate governance, Bank of Cyprus has continued to
set industry standards at home and abroad.
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Cyprus GDPR enforcement Law

By

Elena Frixou
Senior Advisor,
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T

he Protection of Natural Persons
against the Processing of their Personal Data and the Free Movement of such
Data Law of 2018 (Law) applies as of
31 July 2018. Its aim is the effective
application of certain provisions of the EU General
Data Protection Regulation 2016/679 (GDPR) into
Cyprus domestic law and the exercise of certain
member state derogations designated in the GDPR.
The key provisions of the Law are summarized
below:

Competent national supervisory authority
The Commissioner for the Protection of Personal
Data (Commissioner) is the supervisory authority
in Cyprus for GDPR purposes and represents Cyprus on the European Data Protection Board.

Legitimacy of certain processing activities
l Courts or Parliament: The processing of
personal data is permitted and is lawful when
carried out by the Courts for the purpose of serving
justice including any publication and issuing of
court decisions and by Parliament when in the
scope of its powers.
Furthermore, the processing of specific categories of personal data, as provided in Article 9 of
GDPR, is permitted and is lawful when it is carried
out for the purpose of publishing or issuing a court
decision or when necessary for serving justice.
l Age applicable to child’s consent: The Cyprus legislators exercising the discretion provided
by the GDPR have set the age at which a child can
consent to the processing of data for the purposes
of the provision of information society services at
the lower age threshold of 14. Where the child is
under 14, such processing shall be lawful only if
and to the extent that consent is given or authorised by the holder of parental responsibility over
the child.
l Processing of Genetic and Biometric Data:
Processing of genetic and biometric data for
life and health insurance purposes is prohibited.
Furthermore, when the processing of genetic and
biometric data is based on the consent of the data
subject, a separate consent of the data subject is
required for further processing of such data.

Restriction of Data Breach Notification
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Exercising their GDPR discretion, the Cyprus legislators have restricted the obligation of controllers
to a data breach notification to data subjects under
circumstances specified in the Law.
For the discharge to be effected, a data protection impact assessment needs to be prepared
along with the prior consultation of the Commissioner. The Commissioner may impose terms and
conditions in order to grand such discharge.

Data Protection Officer appointment
The Law allows the Commissioner to decide on
additional circumstances/processing activities
to those referred in the GDPR for the mandatory
appointment of a Data Protection Officer.

Accrediting Certification bodies
The Cyprus Organisation for the Promotion of
Quality has been named in the Law as the Organisation responsible to carry out the accreditation of
certification bodies. Approval and revocation procedures shall apply which shall include the opinion
of the Commissioner.

Transfer of special categories personal data
The Law provides that transfers of sensitive personal data to a third country other than a whitelisted country must be notified to the Commissioner
prior to the relevant transfer. In case of reliance
on an individual derogation, a data protection
impact assessment and prior consultation with the
Commissioner are required. In any of these cases,
the Commissioner may impose restrictions for
important reasons of public interest.

Special circumstances of processing
The GDPR allows member states to provide
exemptions to find the right balance between
the protection of personal data and the right of
freedom of expression. This issue is reflected in
the Law where the processing for journalistic or
academic purposes or for the purposes of artistic
or literary expression is lawful, subject to such
processing being proportional in relation to the intended purposes and respecting the data subjects’
fundamental rights and freedoms.
In addition, personal data in official documents
possessed by a public authority for the purposes
of performing a duty for the public interest are

The processing
of personal data
is permitted and is lawful
when carried out by the
Courts for the purpose
of serving justice including
any publication and issuing
of court decisions and
by Parliament when in
the scope of its powers.

disclosed, subject to the provisions of the Right of
Access to the Documents of the Public Sector Law.
Furthermore, processing for archiving purposes
in the public interest, scientific or historical research purposes or statistical purposes precludes
the use of personal data for the purpose of decision making which produces legal effects concerning the data subjects or which similarly significantly
affects them.

Criminal Liability and Fines
The violation of a series of provisions of the Law
is punishable upon conviction, by imprisonment for
up to 5 years and/or by a fine of up to €50,000.

Conclusion
The Law must be read and applied in parallel to
the GDPR and therefore leaves room for interpretation in various respects. Future guidance issued
by the Commissioner should hopefully provide
additional guidance on the implementation of a
strong data protection framework.
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he Banking Union (BU) constitutes the
response of the European Union (EU),
especially the eurozone, to the financial crisis and aims to restore financial
stability and to break the bank-sovereign vicious
circle. BU is based on three Pillars. Pillar I relates
to the supervision of all eurozone banks by the
Single Supervisory Mechanism (SSM) on the basis
of a common prudential and regulatory framework. Pillar II relates to the resolution of eurozone
banks on the basis of common preconditions, procedures and regulations by the Single Resolution
Mechanism (SRM). Pillar III relates to the deposit
guarantee up to €100,000 in all eurozone banks
by a European Deposit Insurance Scheme (EDIS).
The target date for full implementation of the BU
was set for end 2018, but as things stand today
this seems unrealistic.
The first and second Pillars (SSM and SRM)
have been implemented and are fully operational
from 2014 and 2015 respectively, but the third
Pillar (EDIS) is yet to be established. The problem
seems to be the concerns expressed by some
eurozone countries as far as the progress registered in the risk reduction in the banking sector.
They believe that a full implementation of Pillar III
will create a moral hazard and therefore suggest
that a significant risk reduction should pre-exist
in some eurozone periphery countries before
moving on to sharing the burdens of bank failures
and mutual deposit insurance. To accomplish risk
reduction in the banking sector the issue of bank
legacy assets should be resolved, specifically the
stock of NPEs and the stock of exposures to domestic government bonds. For the stock of NPEs,
both the European Central Bank and the European
Commission have issued and implemented new
guidelines and regulations. For the stock of exposures to sovereign bonds, authorities are currently
discussing ways to enforce a limit on exposure to
domestic government bonds as well as exposures
to other euro denominated government bonds.
As a result of the above developments, the
European Commission has proposed a suggestion
to facilitate the progress, break the deadlock and

gradually achieve full implementation of Pillar III.
The proposal maintains the idea of a single EDIS,
funded from bank contributions, but suggests a
more gradual introduction parallel to the progress
in reducing risks in the banking sector. It starts
with a re-insurance phase and gradually moves
towards co-insurance. The first phase relates to
the period 2019-2021 and includes a transitional “re-insurance” stage whereby EDIS will provide
liquidity (no loss coverage) in case a national
Deposit Guarantee Scheme (DGS) has exhausted
its funds and requires urgent funding. Liquidity will
be provided in the form of a loan. The move to the
next phase will depend on the progress achieved
in reducing the level of NPEs and other legacy assets, assessed through an Assets Quality Review
(AQR) before 2022. Based on the AQR results,
EDIS will move to the second phase of “co-insur-

It is obvious that
there is an urgent
need to improve the quality
of assets in the balance
sheets of banks, not only for
Pillar III purposes but also
to enable banks to remain
profitable and resilient.
ance” where in addition to providing liquidity it
would progressively cover losses (starting with
30% the first year but with no clear final stage).
It is obvious that there is an urgent need to improve the quality of assets in the balance sheets

of banks, not only for Pillar III purposes but also
to enable banks to remain profitable and resilient. This is more than evident from the recent
developments taking place in the banking sector,
both in Cyprus as well as in eurozone periphery
countries (Italy, Greece). European authorities
believe that once the BU is implemented and
fully functional it will lead to the completion of
the single market, enabling banks to do business
across borders. Additionally, depositors and
financial markets will cease to discriminate or
differentiate between banks on the basis of their
home country jurisdiction or place of business.
The benefits of the above are self-evident and
necessary for Cyprus, which as a member of the
eurozone expects to have multiple benefits from
the timely completion and full implementation of
the BU.
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n July 2018, as part of improving the effectiveness of the foreclosure regime, the House
of Representatives voted an amendment to the
legal framework on foreclosures which enables
mortgage lenders to select to foreclose mortgaged
real estate either using physical auctions (which is the
practice to date) or using electronic (online) auctions.
Electronic auctions enable potential bidders to participate in an auction without being physically present.
Instead, they register in a special digital platform and
electronically submit their bids in real time.
Electronic auctions are currently taking place in
other EU member states including Greece, where
online public auctions of foreclosed commercial and
residential properties have begun as from November
2017. In Cyprus, the creditors will need to follow the
same procedures leading to an electronic auction as
they would for a physical auction. At the same time,
the rights and obligations of the mortgage borrowers
remain the same under both types of auction.
Same as in the process for physical auctions, the
Auction Officer will receive the details of the real
estate under foreclosure from the creditor and an
auction date will be set. Details of the assets under
foreclosure including description and photographs,
the starting bid as well as the date and time of the
auction are then uploaded to the electronic platform.
Potential bidders must register in the electronic
platform and submit the required information in order
to apply for participation in any particular auction.
This registration needs to take place up to a certain
time period ahead of the planned auction, to allow
enough time for the Auction Officer to validate their
credentials. In addition, the potential bidders must
deposit to a client account held by the Auction Officer,
any relevant participation guarantee which is usually
calculated as a percentage of the starting bid.
The responsible Auction Officer will verify the
credentials and payments of potential bidders, accept
or reject the applications of bidders and upload a cat-

alogue of approved bidders to the electronic platform.
On the prescribed date and time of the auction,
the auction commences automatically and each
approved participant may begin by submitting a bid
which is higher than the starting bid. The bidding
continues until the end of the auction period when
the auction is automatically terminated. During this
time, the bidders cannot see any details to help
them identify the other bidders. Moreover, they do
not know the number of bidders active in the auction. They are only able to observe what the highest
current bid price is.
After the bidding procedure expires according to
the applicable time limits, no new bids may be submitted and the Auction Officer will notify the successful
bidder. The Auction Officer will inform the bidder
on the procedure to be followed in order to pay the

The greater the number of bidders in any given
auction, the higher the final price is expected to be.
remaining auction proceeds as well as any relevant fees. As soon as the auction is concluded, the
Auction Officer will refund the participation guarantee
amounts to the unsuccessful bidders.
The usage of electronic auctions will make it easier
for potential buyers from all over Cyprus to bid since
they will not have to be physically present. It will
also give the opportunity to persons or companies
outside Cyprus to participate. As such, the greater
the number of bidders in any given auction, the higher
the final price is expected to be. This benefits the
mortgage lender but also the mortgage borrower,
since any amount received through the auction that is

above the outstanding loan amount will be allocated
to the borrower.
Electronic auctions maintain the anonymity of
bidders and eliminate the need for physical presence
and proximity. Therefore, they minimize opportunities for bidders to collude or in any way interfere with
the integrity of the auction process.
The Ministry of Finance is now in the process of
preparing a Ministerial Decree which will define the
processes of the electronic auction system. As soon
as the Decree is finalized, the technical parameters
will be set and the electronic auction platform will be
developed.
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The Sale of Credit Facilities
and Related Matters Law
of 2015 to 2018: a Summary

I

n 2015 the Sale of Credit Facilities and Related
Matters Law of 2015 (amended in 2018) was
enacted aiming to assist banks to reduce their
NPLs.

Scope

By

Dr. Demetra
Valianti Plati
Head of Legal
Department,
Association of
Cyprus Banks

According to the provisions of sections 3-(1)(a)
and (b) of the Law, the Law applies exclusively το
acquisitions of:
a. credit facilities granted to natural persons where
the total balance of the credit facilities to that natural
person, at the time of the transfer, for every bank,
does not exceed one million euro (€1.000.000); and
b. credit facilities granted to micro and small
enterprises as these are defined in the European
Commission Recommendation of 6 May 2003
concerning the definition of micro, small and medium-sized enterprises (2003/361/EC) where the
total balance of the credit facilities to that enterprise
or group of connected enterprises, at the time of the
transfer, for every bank, does not exceed one million
euro (€1.000.000).
Any sale of these loans must follow the procedure
specified in the Law, while loans beyond the limits
above are sold freely, outside the ambit of the Law.
The recent amendment of the Law in July 2018
clarifies that credit facility also includes terminate
loans and loans where the creditor has a court decision in his favor.

Permitted acquirers

Captured loans may be sold only to the following
types of entities:
a. A credit institution authorised by the Central
Bank of Cyprus (“CBC”);
b. A credit institution that is authorised and supervised by the competent authority of another member
state that has the right to provide services or to
establish a branch in the Republic of Cyprus;
c. A financial institution, which is a subsidiary of
a credit institution incorporated in a member state
that has the right to provide services or to establish a
branch in the Republic of Cyprus.
d. A Credit Acquiring Company (“CAC”).
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The entities above from (a) to (c) are not required
to obtain any prior approval before engaging in the
acquisition of credit facilities. Any other interested
buyer must obtain a license to act as a CAC.
Such a license will only be granted to legal
persons incorporated in the Republic of Cyprus, provided that the CBC is satisfied, inter-alia, that: they
are in a position to fully comply with the provisions
of the Law; they are able to maintain at all times
a minimum paid up share capital of €100.000;
their shareholders and directors meet the criteria
of fitness and probity; they have an organisational
structure that enables them to provide services in
accordance with the provisions of the Law; and their
planned operations do not raise concerns regarding
financial stability in the Republic of Cyprus. The CBC
has issued a supplementary directive which sets the
procedures for granting an authorisation by virtue of
the provisions of the Law, the criteria for the fitness
and probity of shareholders, directors and key function holders, the internal organisation and governance of the CAC and the outsourcing of operational
functions to third parties.

Debtor Notification

An interesting requirement of Law which does not
comply with international practices is that prior to the
selling of credit facilities, a bank must notify its intention to sell or dispose the whole or part of its portfolio
of credit facilities!
The said notification is published in the Official
Gazette of the Republic and in three daily newspapers
and the borrowers and the guarantors, if they so wish,
may submit, within a period of forty-five days (45),

The recent amendment
of the Law in July
2018 clarifies that credit
facility also includes
terminated loans and loans
where the creditor has a
court decision in his favor.

a proposal to purchase the credit facility under sale.
Alternatively, the bank may call the borrower and his
guarantors by a letter addressed to them to submit,
within a period of forty-five days (45), a proposal to
purchase his credit facility under sale.
Following the sale, the acquirer shall inform the
borrower, the latest within five working days from
the acquisition, that the credit facility agreement and
related collaterals have been transferred to another
person and shall provide the borrower with all relevant contact details of the persons responsible for the
handling of the credit facilities transferred thereto and
of the new account numbers.

Replacement of transferor
by the buyer

The Law specifically provides that any credit facility
that is transferred is deemed to be transferred to
that acquirer at the time of transfer and all rights and
obligations arising from the credit facility agreement
of the account thus transferred, are automatically
transferred to the relationship between the borrower
and the acquirer and thereby shall continue to be valid between the borrower and the acquirer. It is further
provited that the buyer of credit facilities replaces the
transferor in relation to all the rights concerning the

collateral which are attached to the credit facility contract and which are obtained for purposes of securing
repayment of the credit facility, and this collateral
(including guarantees) is transferred to the buyer for
the same purpose and such a transfer of collateral is
done duty free.

Administrative Fines
and Criminal Offences

In case a legal person contravenes or fails to comply with this Law, or with the conditions of authorization issued by virtue of this Law or with any Directive
of the Central Bank by virtue to the Law, the Governor
of the Central Bank may, after calling to account the
legal person, the consultants or directors, as appropriate may impose on that legal person, for every
infringement an administrative fine up to the amount
of two hundred and fifty thousand euro (€250.000)
and/or suspend or revoke the licence of that legal
person by providing a fully reasoned decision.
In addition, the Law provides that performing an
action which is prohibited or prescribed by the Law
or by the directives issued pursuant thereto constitutes a criminal offence punishable with pecuniary
fine, not exceeding two hundred and fifty thousand
(250.000) euros.
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Digital Transformation:
The Future of Banking

S
By

Marios Nikolaou
Senior Advisor,
Association of
Cyprus Banks
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ince digital transformation looks different
in every company, it is hard to pinpoint
a definition that applies to all. However,
in general terms, the definition of digital
transformation is the integration of digital technology into all areas of a business, resulting in
fundamental changes to how the business operates
and how it delivers value to its customers. Beyond
that, it is a cultural change that requires companies
to continually challenge the status quo, experiment
often, and get comfortable with failure. This sometimes means walking away from long-standing
processes in favor of relatively new practices that
are still being defined.
Although digital transformation will vary widely
based on a company’s specific challenges and
demands, there are a few constant and common
themes that all business and technology leaders
should consider as they embark on digital transformation.
The main digital transformation elements are
focused around: customer experience, operational
agility, culture and leadership, workforce enablement and digital technology integration.
The dynamic integration of digital technology
in the past few years could not leave the banking
industry unaffected. Financial technology companies (fintechs) have begun disrupting the banking
market with cryptocurrency, bitcoin, mobile banking
and other similar services. In Europe, a new breed
of banks called “challenger banks” have emerged,
focusing on delivering digital-only services based
on specific customer needs. In the United Kingdom
alone, there are currently more than 20 challenger
banks.
Forward-thinking banks have responded to these
market disruptions by expanding their in-house
capabilities. Others have partnered with fintechs
to develop new digital offerings and some others
simply acquired their competitors.
Banks running on a digital core managed to
see reduced costs and streamlined processes. In
particular, going digital has affected the banking
workforce, with automation sometimes resulting
in staff reductions. Nevertheless, digitalization
has led to a growing demand for data scientists
with banking experience - a skill set not easy

to find in today’s market. It has also forced the
industry to develop a new workforce model in order to educate and continuously update existing
staff.
New advanced technologies have allowed banks
to strengthen customer engagement with personalized, innovative offerings. Some banks are
already using blockchain technology to transform
their business processes, as it offers secure and
convenient alternatives to traditional bank procedures. Lately, blockchain has been in the spotlight
because of its ability to reduce fraud in the financial
world. Blockchain is also used in several banking
instrument areas, such as payments (cross-border,
peer-to-peer, corporate and interbank), private
equity asset transfers, tracking derivative commodities, management of trading, mortgage and loan
records, microfinance applications and customer
service recording.
Looking at cross-border payments for example,
blockchain can be used to reduce processing time
to minutes from standard times of three to six
days. This elevates customer experience to a new
level with lower cost real-time transactions. Stack
processes improved by blockchain include clearing networks, international transfers, clearing and
settlement, auditing, reconciliation, reporting and
asset ownership.
Banks are racing to take advantage of market
opportunities available through digital transformation. At the same time, they must manage the
risks created by the new digital economy. There is
a critical need for affordable computing platforms

The main digital
transformation
elements are focused around:
customer experience,
operational agility, culture
and leadership, workforce
enablement and digital
technology integration.

that provide greater agility.
There is no doubt that the new digital technologies are changing the banking industry. Banks that
embrace innovation and adopt new technologies
have unprecedented opportunities to change and
improve how they provide financial services. This
includes offering the ability to:
1. Collaborate with financial technology partners
to develop digital products.
2. Provide customers with seamless real-time,
multichannel digital interactions.
3. Simplify and optimize business processes

through standardization, optimization, and adoption of cloud solutions.
4. Build an open and agile platform that makes it
easy to meet regulatory requirements.
5. Innovate with disruptive technologies like
artificial intelligence and blockchain.
Restructuring the business model and processes
is critical to any bank’s successful digitalization.
Leveraging innovative capabilities through digital
technology can not only speed up transformation
initiatives but also deliver business-wide process
improvements.
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New information documents in the
market enhance comparability of fees

A
By

Maria Ioannou
Senior Advisor,
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Cyprus Banks

s from the 31st October 2018,
banking institutions will offer a
new standardized Fee Information
Document (FID) which will contain
the fees of the most common services linked to
a payment account. The FID will be available to
consumers at any time and before entering into
a contract for the opening of a payment account,
both on paper and electronically.
The new obligation lies under Directive
2014/92/EU of the European Parliament on
the comparability of fees related to payments
accounts, payment account switching and access
to payment accounts with basic features. One of
the goals of the Directive is to help consumers
understand fees and compare offers from different payment service providers in the market.
Consumers will hence make more informed
decisions as to which payment account is most
suitable for their needs. Within this context, the
European directive stressed the necessity to
avoid lengthy lists and excessive information.
According to European legislators, consumers
should benefit from clear, accurate, concise and
standardized offers. The EU Directive was transposed into national legislation N.64(I)/2017 on
the 16th June 2017.

On 21 September
2018, the Central
Bank of Cyprus (CBC) under
the authority provided to
it through article 32(4)(3)
of the law, published
a directive listing the most
representative services
linked to a payment
account at national level.
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On 21 September 2018, the Central Bank of
Cyprus (CBC) under the authority given in article
32(4)(3) of the law, published a directive listing the
most representative services linked to a payment
account at national level. These are as follows:
1. Fees relating to the maintenance of accounts
(current accounts, notice accounts)
2. Provision of debit card
3. Provision of credit card
4. Cash withdrawal fees
5. Fee for the provision of cheque books
6. Credit transfers fees (SEPA)
7. Credit transfers fees (Non - SEPA)
8. Standing orders
9. Direct debits
10. Return cheque fee due to inadequate balance
11. Currency exchange services
12. Overdrafts
13. Overrunning fees
14. Copies of statement
In line with the law, the FID should use the
standardized terminology set by the European
Banking Authority (EBA) and published under
Commission Dedicated Regulation EU 2018/32
of 28 September 2017. For this purpose, a Glossary providing clear definitions for the fees and
services contained in the fee information document would be also available to consumers. The
Glossary aims at providing a better understanding
of the meaning of fees.
In addition to the above, payment service providers are obliged to inform consumers annually and
at no cost, of all the fees charged on their payment
account including, if applicable, the overdraft interest rate and the credit interest rate. Bank customers at national level will receive the first Statement
of Fees (SOF) in January 2020. The statement
shall cover all the fees charged on their payment
account/s for the period starting from 1st November 2018 to 31st December 2019.
A comparison website will be also available as
from 1st November 2018 so that consumers will
collect fee information from different credit providers. Information on payment accounts will be easily
found in one place under a trustworthy, impartial
and transparent platform which will be operating
under the auspices of the Ministry of Finance.
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