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Georgiades & Pelides is a leading Cypriot law
firm with a broad corporate, banking, commer-
cial and litigation practice and a distinct inter-
national focus. The firm was formed in 1998 by
the merger of Georgiades & Georgiades with
Nicos Pelides & Co, and offers a unique blend
of dynamism and experience. It currently has 20
lawyers (including partners) and advises on all
aspects of banking law, including secured com-
mercial lending, project and corporate finance,
the raising of loan finance, the enforcement and
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1. Legislative Framework

1.1 Key Laws and Regulations

The main legislation governing the banking sec-
tor in Cyprus is the Business of Credit Institutions
Law of 1997, Law No 66(1)/1997 (as amended)
(the “Banking Law”). The Banking Law deals
with the licensing, ownership and membership
of banks as well as their winding up, among
other matters.

A number of directives have been issued by the
Central Bank of Cyprus (the CBC) pursuant to
the provisions of the Banking Law, including the
Assessment of the Fitness of the Members of the
Management Body and Key Function Holders of
Authorised Credit Institutions Directive of 2020
(the “Fitness Directive”) and the Internal Govern-
ance of Credit Institutions Directives of 2021 and
2023 (the “Governance Directives”).

There are also various EU regulations relevant
to the banking sector that have direct effect
in Cyprus, including Regulation (EU) 575/2013
of the European Parliament and of the Coun-
cil of 26 June 2013 on prudential requirements
for credit institutions and investment firms and
amending Regulation (EU) No 648/2012 (as
amended) (the CRR), and Council Regulation
(EU) No 1024/2013 of 15 October 2013 con-
ferring specific tasks on the European Central
Bank concerning policies relating to the pruden-
tial supervision of credit institutions (“Regulation
1024/20137).

The provision of payment services and electron-
ic money services is regulated separately by the
Law on the Provision and Use of Payment Ser-
vices and Access to Payment Systems, Law No
31(1)/2018 (as amended) and the Law on Elec-
tronic Money, Law No 81(1)/2012 (as amended).
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The regulators responsible for supervising banks
in Cyprus are the European Central Bank (the
ECB) and the CBC.

2. Authorisation

2.1 Licences and Application Process
Requirement for a Licence

Subject to the requirements outlined in 3.1
Requirements for Acquiring or Increasing Con-
trol over a Bank, a bank must obtain a banking
licence from the CBC before it commences its
activities in Cyprus or its activities abroad from
Cyprus.

A bank authorised and supervised by the com-
petent authorities of another European Eco-
nomic Area country (an EEA State) can carry out
the activities listed in Annex IV to the Banking
Law in Cyprus (see below) without the need for
a licence from the CBC, provided these activi-
ties are covered by its licence and that it com-
plies with certain notification requirements to
the CBC. Such a bank can operate in Cyprus
through either the establishment of a branch or
the provision of cross-border services.

Activities and Services Covered
The activities and services covered by a banking
licence include, among others:

« taking deposits and other repayable funds;

* lending;

« financial leasing;

* payment services; and

« trading for own account or for customers in
money market instruments, financial futures
and options, among others.

The Banking Law prohibits banks from carrying
out any commercial activity that is not one of
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the activities set out in Annex IV to the Banking
Law, unless the activity constitutes an ancillary
services undertaking (as defined in Article 4(1)
(18) of the CRR).

Conditions for Authorisation

A banking licence is only granted to a legal per-
son established in Cyprus under the Companies
Law, Cap. 113 (as amended) (the “Companies
Law”) or to a credit institution established and
authorised in a country other than an EEA State
(a third country) under corresponding legisla-
tion of that country in order to operate in Cyprus
through a branch.

The conditions for granting a banking licence
include the following:

« the initial capital of the applicant must be
comprised of one or more of the items
referred to in Article 26(1)(a)-(e) of the CRR,
and must be equal to or exceed EUR5 miillion;

+ at least two persons must effectively direct
the activities of the applicant;

+ the members of the management body must
be of good repute, have adequate knowl-
edge, qualifications and experience, and
meet the requirements specified in the Fit-
ness Directive;

* the total composition of the management
body must reflect a sufficiently wide range of
expertise; and

+ the applicant must inform the CBC of the
identity of its shareholders or members, direct
or indirect, that have qualifying holdings (as
defined in the CRR) and of the percentage
of those holdings or, if there are no qualify-
ing holdings, of the 20 largest shareholders
or members; the CBC will refuse to grant the
licence if it is not satisfied as to the suitability
of the members or shareholders.
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Procedure for Applying for Authorisation
Application form

The application for a banking licence must be
made in writing by or on behalf of the applicant
to the CBC. The CBC may require applicants to
reimburse the CBC for costs associated with the
examination of their application.

The application form must be accompanied by
the following, among others:

* questionnaires set out in the policy statement
on the licensing of banks in the Republic of
Cyprus issued by the CBC; the question-
naires can be found on the CBC’s website at
www.centralbank.cy;

* memorandum and articles of association or
any other incorporation document, or a docu-
ment determining the establishment of a legal
person; and

+ a business plan that describes the types of
activities envisaged and the organisational
structure of the applicant.

The CBC can require further information and/or
documents.

Timeline

The CBC rejects the application if the appli-
cant does not comply with the conditions for
authorisation under national law. If the applicant
complies with such conditions, the CBC must
propose granting the authorisation but the ulti-
mate decision is made by the ECB (Regulation
1024/2013).

If the CBC rejects the application, it must notify
the applicant of its decision and the reasons for
it within six months of receiving the application
or, where the application is incomplete, within six
months of receiving all the information required
for the decision. Any decision by the CBC must
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be issued within 12 months of receiving the
application.

If the CBC recommends the ECB grant the
authorisation, the draft decision of the CBC is
deemed to be adopted unless the ECB objects
within a maximum period of ten working days,
extendable once for the same period in duly
justified cases. The ECB can object to the draft
decision only where the conditions for authorisa-
tion set out in relevant EU law are not met. The
ECB must state the reasons for the rejection in
writing.

3. Control

3.1 Requirements for Acquiring or
Increasing Control Over a Bank

Qualifying Holding

Under the Banking Law, anyone who individu-
ally or in concert with others decides either to
acquire, directly or indirectly, a qualifying holding
in a bank established in Cyprus or to increase,
directly or indirectly, such a qualifying holding,
as a result of which the proportion of the vot-
ing rights or of the capital held by such person
would reach or exceed 20%, 30% or 50% or
so that the bank would become its subsidiary,
must give prior written notice to the CBC, setting
out the size of the intended holding and other
information required under the Banking Law.
“Qualifying holding” is defined in the CRR as a
direct or indirect holding in an undertaking that
represents 10% or more of the capital or of the
voting rights of such undertaking, or that makes
it possible to exercise a significant influence over
the management of that undertaking.

Assessment Criteria

From the date it acknowledges receipt of the
notification and all documents required to be
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attached to the notification, the CBC has a maxi-
mum of 60 working days to assess the suitabil-
ity of the prospective acquirer and the financial
soundness of the proposed acquisition. The
CBC takes the following criteria into account in
making such assessment, among others:

« the reputation of the proposed acquirer;

« the reputation, knowledge, competencies and
experience (as defined in the Fitness Direc-
tive) of any member of the management body
who will direct the business of the bank as a
result of the proposed acquisition;

« the financial soundness of the proposed
acquirer; and

» whether there are reasonable grounds to
suspect that, in connection with the proposed
acquisition, money laundering or terrorist
financing is being committed or attempted or
has been committed or attempted, or that the
proposed acquisition could increase the risk
thereof.

Other Reporting Requirements

The Banking Law requires banks incorporated in
Cyprus to inform the CBC upon becoming aware
of any acquisitions of qualifying holdings in their
capital that increase the thresholds referred to
above.

In addition, under the Transparency Require-
ments (Securities Admitted to Trading on a Reg-
ulated Market) Law of 2007, Law No 190(1)/2007
(as amended), a person who acquires shares in
a bank admitted to trading on a regulated mar-
ket that carry the right to vote must, within the
required time period, notify the bank and the
Cyprus Securities and Exchange Commission
(CySEC) of the percentage of their voting rights if
such percentage reaches or exceeds 5%, 10%,
15%, 20%, 25%, 30%, 50% or 75% of the total
voting rights of the bank as a result of the acqui-
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sition. The bank must notify the CySEC and the
Cyprus Stock Exchange (in its capacity as the
national Mechanism for the Central Storage of
Regulated Information) and publish the informa-
tion on its website.

The Business of Insurance and Reinsurance
and Other Related Matters Law of 2016, Law
No 38(1)/2016 (as amended) imposes additional
reporting requirements if the bank concerned
holds shares in an insurance undertaking.

Finally, it is expected that Cyprus will, by the
end of 2023, implement a foreign direct invest-
ment regime whereby acquisitions of qualifying
holdings by third-country nationals or entities in
certain undertakings operating in sectors identi-
fied as being of “strategic importance” will addi-
tionally require pre-approval from the Ministry of
Finance. Based on the draft legislation currently
available (which may change substantially before
it is implemented), banking institutions would fall
within the types of undertakings covered by the
regime.

4. Supervision

4.1 Corporate Governance Requirements
Law and Regulation

The main sources of a bank’s corporate govern-
ance requirements are as follows:

+ the Banking Law and directives issued by the
CBC under the Banking Law (including the
Governance Directives);

+ the Companies Law, which deals with the
formation and management of companies in
Cyprus, among other matters; and

« common law (developed by case law); for
example, the directors of a bank established
in Cyprus are subject to a number of common
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law duties that apply generally to companies
incorporated in Cyprus.

In addition, the articles of association of a bank
incorporated in Cyprus regulate (subject to the
provisions of the Companies Law) matters such
as shareholders’ and directors’ meetings, the
powers of the directors and transfers of shares.

The Banking Law and the Governance Directives
require each bank to have robust governance
arrangements, including a clear organisational
structure with well-defined, transparent and con-
sistent lines of responsibility, and effective pro-
cesses to identify, manage, monitor and report
the risks to which it is or may be exposed, as
well as adequate internal control mechanisms,
including sound administration and accounting
procedures and remuneration policies and prac-
tices that are consistent with and promote sound
and effective risk management. Such arrange-
ments, processes and mechanisms must be
comprehensive and proportionate to the nature,
scale and complexity of the risks inherent in the
bank’s business model and activities.

Management Body
The Governance Directives require that, inter
alia:

+ the size and composition of the management
body must take into account the size and
complexity of the bank and the nature and
scope of its activities, ensuring that:

(a) there are at least seven and no more than
13 members;

(b) at least 50% of the members of the man-
agement body (rounded down) plus one
member are independent;

(c) there are at least two executive mem-
bers, representing not more than 25% of
the members of the management body
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(rounded down), one of whom must be
the chief executive officer;

(d) the management body (i) is sufficiently
diverse in age, gender and educational
and professional background to reflect
an adequately broad range of experience
and facilitate a variety of independent
opinions and critical challenge, and (i)
possesses adequate collective knowl-
edge, skills and experience to be able to
understand the bank’s activities, including
the main risks; and

* the management body must have commit-
tees of the appropriate size, composition,
structure and responsibilities for the effective
discharge of its roles and responsibilities.

Senior Management

Senior managers must be sufficient in number
and have the necessary know-how to manage
the bank’s operations.

4.2 Registration and Oversight of Senior
Management

Assessment Procedure and Criteria

The procedure and criteria that banks should
take into account in assessing the fitness of
candidates for the management body and key
function holders are set out in the Fitness Direc-
tive, which requires that the assessment of the
fitness of members of the management body
and key function holders is carried out before
their appointment.

In particular, a bank must assess whether the
candidate:

* has a good reputation;

+ has sufficient knowledge, skills and experi-
ence;

+ can act with honesty, integrity and independ-
ence; and
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+ can dedicate enough time to the performance
of his or her duties and whether the limita-
tions on the number of positions that can
be held by such person on other boards are
complied with.

The bank must provide the CBC with the results
of the assessment and, where the bank is a sig-
nificant supervised entity, the CBC provides the
results to the ECB. The relevant candidate is only
appointed with the consent of the CBC or, in the
case of significant supervised entities, with the
consent of the ECB.

Roles of Management Body and Senior
Management

Management body

According to the Governance Directives, the
management body has the primary responsibility
for internal governance. It must define, supervise
and be accountable for the implementation of
governance arrangements that ensure effective
and prudent management of the bank, includ-
ing the segregation of duties and the prevention
of conflicts of interest. Such arrangements must
comply with the following principles:

+ the management body has the overall
responsibility of the bank and approves and
oversees the implementation of its strategic
objectives, risk strategy and internal govern-
ance;

» the management body ensures the integrity
of the accounting and financial reporting
systems, including financial and operational
controls and compliance with the law and
relevant standards; and

+ the management body oversees the process
of disclosure and communications, and is
responsible for supervising senior manage-
ment.
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Among other things, banks are also required to:

+ have appropriate evaluation procedures for
the performance of the management body as
a whole, each committee and each individual
member of the management body, which
must be carried out at least annually;

- carry out a review and evaluation of the
composition, efficiency and effectiveness of
the management body and its committees,
through external consultants, at least every
three years; and

* have appropriate policies and procedures
for selecting, developing and, where neces-
sary, replacing the chief executive officer or
other senior managers, and have appropriate
succession plans in place, having due regard
to the importance and critical nature of their
duties.

The management body of a bank is responsi-
ble for supervising senior management. It must
establish appropriate policies, practices and
procedures to ensure that senior management
carries out its duties and responsibilities in
accordance with the relevant provisions of the
Governance Directives.

Senior management

The chief executive and other senior managers
are responsible for directing and overseeing the
effective management of the bank within the
authority delegated to them by the management
body, and in compliance with the applicable
laws and regulations.

Senior management is responsible for the fol-
lowing, among other matters:

* managing and overseeing the day-to-day
operations of the bank;
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* providing the management body with recom-
mendations on business objectives, strate-
gies, business plans and major policies that
govern the operation of the management
body, for its review and approval; and

* providing the management body with com-
prehensive, relevant and up-to-date infor-
mation that will enable it to review business
objectives, business strategy and policies,
and to hold senior management accountable
for its performance.

4.3 Remuneration Requirements

The Governance Directives require every bank
to have remuneration policies and practices
(including in respect of the salaries and discre-
tionary pension benefits of, among others, sen-
ior managers, staff engaged in internal controls
and risk takers) that are consistent with, and
promote, sound and effective risk management.

The rules on remuneration policies include the
following:

+ Taking into account the national criteria on
wage setting, the remuneration policy must
distinguish between (i) basic fixed remunera-
tion, which should reflect relevant profession-
al experience and management responsibility
as set out in an employee’s job description,
and (i) variable remuneration, which should
reflect a sustainable and risk-adjusted per-
formance as well as performance in excess
of that required to fulfil the employee’s job
description.

* The total variable remuneration must not limit
the ability of the bank to strengthen its capital
base.

* Banks must set appropriate ratios between
the fixed and variable components of the total
remuneration, applying the principles set out
in the Governance Directives.
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» Guaranteed variable remuneration is excep-
tional, is given only when hiring new staff
(provided the bank has a sound and strong
capital base) and is limited to the first year of
employment.

+ Payments relating to the early termination of a
contract should reflect performance achieved
over time and should not reward failure or
misconduct.

A breach of the provisions of the Governance
Directives may lead to the imposition of admin-
istrative sanctions and measures by the CBC. It
is also a criminal offence punishable with a fine
and/or imprisonment.

5. AML/KYC

5.1 AML and CFT Requirements
Legislation

The main piece of legislation dealing with the
prevention of money laundering and terror-
ist financing is the Law on the Prevention and
Suppression of the Legalisation of Proceeds
from lllegal Activities, Law No 188(l)/2007 (as
amended) (the “AML Law”). As the superviso-
ry authority for banks under the AML Law, the
CBC has issued the directive on the prevention
of money laundering and terrorist financing (the
“AML Directive”).

Procedures to Prevent Money Laundering
and Terrorist Financing

Article 58 of the AML Law requires banks (among
other persons) to implement adequate and
appropriate policies, controls and procedures,
proportionate to their nature and size, in order to
mitigate and manage effectively the risks related
to money laundering and terrorist financing, in
connection with the following:
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» client identification and due diligence;

« record-keeping in relation to clients’ identity
and their transactions;

« internal reporting to the compliance officer (a
senior staff member appointed by the bank
to whom any information or other matter
that proves or creates suspicion that a client
is engaged in money laundering or terrorist
financing activities should be reported) and
reporting to the Unit for Combating Money
Laundering;

* internal control, assessment and manage-
ment of risk in order to prevent money laun-
dering and terrorist financing;

« the thorough investigation of every transac-
tion that, because of its nature, is considered
particularly susceptible to being connected
with offences related to money laundering or
terrorist financing, especially complicated or
unusually large transactions and all unusual
transactions that are executed without an
obvious financial or legitimate purpose;

* briefing and regular training of staff;

* risk management practices;

+ compliance management; and

« recruitment and assessment of employees’
integrity.

The AML Law requires banks to appoint a mem-
ber of the board of directors to be responsible
for the implementation of the provisions of the
AML Law, any directives, circulars and regula-
tions issued under the AML Law and any rel-
evant acts of the European Union. The AML Law
also requires the establishment, in certain cases,
of an independent internal audit function, which
will be responsible for verifying that the bank
implements the policies, controls and proce-
dures required under the AML Law.
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Supervisory Authority

As the supervisory authority for banks under the
AML Law, the CBC evaluates and supervises the
implementation by banks of the provisions of
the AML Law and directives issued by the CBC
under the AML Law. If a bank fails to comply with
the provisions of the AML Law, the provisions
of any directive issued by the CBC under the
AML Law or the provisions of Regulation (EU)
2015/847 of the European Parliament and of the
Council of 20 May 2015 on information accom-
panying transfers of funds and repealing Regula-
tion (EC) No 1781/2006, the CBC may take any
or all of the measures set out in the AML Law,
which include the following:

* requiring the bank to take such measures
within such time period as the CBC shall
specify to remedy the situation;

* imposing administrative fines; and

« amending, suspending or cancelling the
bank’s licence.

6. Depositor Protection

6.1 Depositor Protection Regime

The DGS was established and has been oper-
ating in Cyprus since 2000. The relevant legal
framework consists of the Banking Law and the
Guarantee of Deposits and Resolution of Credit
and Other Institutions Law of 2016, Law No
5(1)/2016 (as amended) and regulations issued
thereunder. The DGS constitutes a separate
legal public entity and consists of the depos-
its of credit institutions guarantee fund (the
“Deposits Guarantee Fund”) and the resolution
of credit and other institutions fund (the “Resolu-
tion Fund”).

A management committee (the “Committee”) has
been established to serve the purposes of and
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manage the Deposits Guarantee Fund and the
Resolution Fund. The Committee consists of five
members. The chairman is the governor of the
CBC and the remaining four members comprise
two staff members from the Ministry of Finance
and two staff members from the CBC (appointed
by a decision of the governor of the CBC for a
term of five years, which may be extended for a
maximum period of three months).

The purposes of the DGS are to compensate
the depositors of banks that pay contributions to
the Deposits Guarantee Fund if a bank becomes
unable to repay its deposits, and to fund the
implementation of resolution measures.

Covered Deposits

All deposits (other than deposits excluded by
the Deposit Guarantee and Resolution of Credit
and Other Institutions Scheme Regulations of
2016 (as amended) (the “Deposit Guarantee
Regulations™)), in euro or other currency, held in
banks and branches of a bank headquartered in
Cyprus that operate abroad but pay a contribu-
tion to the Deposits Guarantee Fund (including
accrued interest until the maturity date of the
deposit or the date the deposit became una-
vailable, whichever occurred first) are eligible for
compensation from the DGS.

The following categories of deposits are exclud-
ed by the Deposit Guarantee Regulations from
the payment of any compensation from the DGS:

+ deposits made by other banks on their own
behalf and for their own account;

+ own funds as defined in Article 4(1)(118) of
the CRR;

+ deposits arising out of transactions in con-
nection with which there has been a criminal
conviction for money laundering in accord-
ance with the provisions of the AML Law;
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+ deposits by financial institutions as defined in
Article 4(1)(26) of the CRR;

+ deposits by investment firms;

+ deposits the holder of which has never been
identified when they have become unavail-
able;

+ deposits by insurance and reinsurance under-
takings;

+ deposits by collective investment undertak-
ings;

+ deposits by pension and retirement funds,
subject to certain exceptions;

+ deposits by public authorities with an annual
budget exceeding EUR500,000; and

+ debt securities issued by a bank and liabilities
arising out of own acceptances and promis-
sory notes.

Amount of Compensation

Subject to what is stated below, the maximum
amount of compensation for each depositor per
bank is EUR100,000. This limit applies to the
aggregate deposits held with a particular bank.

Deposits resulting from real estate transactions
relating to private residential properties and
deposits that serve social purposes are covered
up to EUR300,000, in addition to the amount of
EUR100,000 referred to above, for a maximum
period of 12 months from the date on which the
amount was credited or the date on which it can
be legally transferred to the beneficiary, which-
ever is earlier.

When calculating the amount of compensa-
tion payable to a depositor, the deposits are
set off with all kinds of counterclaims the bank
has against the depositor, provided and to the
extent that these have become due before or on
the date on which the deposits became unavail-
able, and provided further that such set-off is
permitted in accordance with the statutory and
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contractual provisions that govern the contract
between the bank and the depositor.

Funding of the DGS

Membership in the DGS is obligatory for all
banks licensed in Cyprus, including branches
of Cypriot banks that operate in other Member
States. The Committee may, in its discretion and
subject to the provisions of the Deposit Guar-
antee Regulations, exclude from membership in
the DGS a branch of a Cypriot bank that oper-
ates in a country other than a Member State
and a branch of a bank that operates in Cyprus
but whose head office is outside the European
Union.

The DGS is primarily funded from contributions
from its members. Every bank that receives a
licence in Cyprus must pay an initial contribu-
tion to the Deposit Guarantee Fund (currently
amounting to EUR50,000) and then an annual
contribution (calculated based on the covered
deposits and the risk profile of each member).

In cases where the available financial means
of the DGS are insufficient to repay depositors
when deposits become unavailable, the mem-
bers are also required to pay extraordinary con-
tributions not exceeding 0.5% of their covered
deposits per calendar year. Higher contributions
may be required in exceptional circumstances.

The DGS is also allowed to obtain financing from
loans or other means of support from third par-
ties, and from the liquidation of assets or invest-
ments.
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7. Bank Secrecy

7.1 Bank Secrecy Requirements

Statutory Duty of Confidence

Under the Banking Law, members of the man-
agement body, chief executives, managers,
officers, employees and agents of a bank — as
well as persons who have access to the records
of a bank by any means — are prohibited from
providing, communicating, revealing or using
for their own benefit any information whatsoever
regarding the account of any particular customer
of the bank, either during their employment or
professional relationship with the bank or after
its termination.

The Banking Law contains an extensive list of
exceptions to the above prohibition, including
the following:

- if the customer or their authorised representa-
tive gives written consent for this purpose;

« if the customer has been declared bankrupt
or, in the case of a company, is being wound
up;

« if civil proceedings have been instituted
between the bank and the customer or the
customer’s guarantor in relation to the cus-
tomer’s account;

« if the information is provided to the police
under the provisions of any law or to a public
officer who is duly authorised under the
relevant law to receive that information, or to
a court during the prosecution or the trial of a
criminal offence under the relevant law;

« if the information is provided pursuant to the
provisions of the AML Law;

« if the information is provided to the Cyprus
tax department for purposes of compliance
with the provisions of multilateral or intergov-
ernmental agreements or with provisions of
any law; or
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« if the provision of the information is neces-
sary for reasons of public interest or for the
protection of the interests of the bank.

A breach of the relevant provisions of the Bank-
ing Law may lead to the imposition of adminis-
trative sanctions and measures by the CBC. It
is also a criminal offence punishable with a fine
and/or imprisonment.

Contractual and Other Duties of Confidence

It is an implied term of the contract between a
banker and their customer that the bank will not
divulge to third persons the state of the custom-
er’'s account, any of the customer’s transactions
with the bank, or any information relating to the
customer acquired through the keeping of their
account. There are four exceptions to this duty:

» where disclosure is under compulsion by law;

» where there is a duty to the public to disclose;

» where the interests of the bank require disclo-
sure; and

» where the disclosure is made by the express
or implied consent of the customer.

The duty of confidence arises once the relation-
ship of banker and customer is established. It
does not cease when the customer closes his
or her account, nor presumably after the cus-
tomer’s death. Breach of the duty of confidence
gives rise to a claim for damages. Banks also
have a common law equitable duty of confi-
dence.
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8. Prudential Regime

8.1 Capital, Liquidity and Related Risk
Control Requirements

Implementation of Basel lll

The Basel lll standards developed by the Basel
Committee on Banking Supervision have been
implemented by the CRR (which is directly
applicable in Cyprus) and Directive 2013/36/EU
of the European Parliament and of the Coun-
cil of 26 June 2013 on access to the activity of
credit institutions and the prudential supervision
of credit institutions and investment firms (as
amended) (CRD), which has been implemented
in Cyprus by statute.

Risk Management

Rules

The Banking Law requires each bank to have
effective processes to identify, manage, moni-
tor and report the risks to which it is or may be
exposed and adequate internal control mech-
anisms, including sound administration and
accounting procedures and remuneration poli-
cies and practices, that are consistent with and
promote sound and effective risk management.
Banks incorporated in Cyprus are also required
to have sound, effective and comprehensive
strategies and processes to assess and maintain
on a continuous basis the amounts, composi-
tion and distribution of internal capital that they
consider adequate to cover the nature and level
of the risks to which they are or may be exposed.

The Governance Directives set out the following
risk management rules for banks, among others:

* The risk management framework of a bank
must extend to all its business activities,
support functions and control units, and must
recognise fully the economic substance of its
risk exposures and encompass all relevant
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risks. The risk framework must also ensure
that all material risks are identified and man-
aged, including credit and counterparty risk,
residual risk, concentration risk, liquidity risk
and market risk.

» Banks must ensure that appropriate, ade-
quate and effective policies, systems, pro-
cesses and procedures are in place for:

(a) identifying all relevant risks, existing and
emerging, at the transaction and portfolio
levels, on a continuous basis;

(b) assessing these risks and measuring the
bank’s exposure to them, at the transac-
tion and portfolio levels, on an individual
and a consolidated basis by recognising
interactions between these risks, in an
accurate and timely manner; and

(c) monitoring the risk exposures and deter-
mining the corresponding capital needs
on an ongoing basis.

* The assessment of risks must not solely or
mechanically rely on external assessments
such as external credit ratings or purchased
risk models, but banks should strive to
develop internal assessment capacity propor-
tionate to the size, nature and scale of their
activities. Purchased risk models should be
validated and adjusted to the bank’s indi-
vidual circumstances to ensure accurate and
comprehensive cover and analysis of its risk
profile and risk capacity.

+ Regular and transparent reporting mecha-
nisms should be established so that the man-
agement body and all relevant functions are
provided with up-to-date, accurate, concise,
understandable and meaningful reports and
can share relevant information on the iden-
tification, measurement or assessment and
monitoring of risks.
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Risk committee and risk management
function

Banks are required to establish a risk committee
and a risk management function. The duties of
the risk committee include, among others:

+ advising the management body on the bank’s
overall current and future risk appetite and
strateqgy;

« assisting the management body in oversee-
ing the effective implementation of the risk
strategy by senior management;

+ assessing and monitoring the independence,
adequacy and effectiveness of the risk man-
agement and information security functions;
and

+ advising the management body on the ade-
quacy and effectiveness of the risk manage-
ment framework.

The risk management function must be inde-
pendent of the business and support units it
monitors and controls, and must have the right
to report its findings and assessments directly
to the management body and the relevant com-
mittees, independent from senior management
through clear reporting lines. It must:

 ensure that all material risks are identified,
measured and properly reported;

* be actively involved in elaborating the bank’s
risk strategy; and

+ have knowledge of the entire range of risks of
the bank.

Capital Requirements

The capital adequacy framework for banks in
Cyprus consists of the CRR, the CRD and Direc-
tive 2014/59/EU of the European Parliament
and of the Council of 15 May 2014 establish-
ing a framework for the recovery and resolution
of credit institutions and investment firms (as

16 CHAMBERS.COM

amended) (as these are implemented in Cyprus),
which, among others, require banks to satisfy the
following own funds requirements at all times:

«a Common Equity Tier 1 (as defined in the
CRR) capital ratio of 4.5%;

+aTier 1 (as defined in the CRR) capital ratio of
6%; and

+ a total capital ratio of 8%.

Systemically important banks are required to
maintain an additional capital buffer.

Liquidity Requirements

In addition to meeting the general liquidity cov-
erage requirement imposed under Article 412
of the CRR, banks must ensure that long-term
assets and off-balance-sheet items are ade-
quately met with a diverse set of funding instru-
ments that are stable under both normal and
stressed conditions.

The Commission Delegated Regulation (EU)
2015/61 of 10 October 2014 to supplement
Regulation (EU) No 575/2013 of the European
Parliament and the Council with regard to liquid-
ity coverage requirement for Credit Institutions
(Regulation 2015/61) sets out rules specifying
in detail the liquidity coverage requirement pro-
vided for in Article 412(1) of the CRR. Regulation
2015/61 has been directly applicable in Cyprus
since 1 October 2015, with the following transi-
tional provisions:

*60% of the liquidity coverage requirement
from 1 October 2015;

+70% from 1 January 2016;

+80% from 1 January 2017; and

+100% from 1 January 2018.

The CBC has issued a directive to banks on the
computation of prudential liquidity in all curren-
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cies, which sets out, among other matters, the
principles that banks should implement for the
management of liquidity risk.

Leverage Ratio
The CRR requires banks to calculate their lever-
age ratio and report it to the CBC.

Regulation (EU) 2019/876 (which amends the
CRR) has introduced a leverage ratio require-
ment of 3%, which has applied since 28 June
2021.

9. Insolvency, Recovery and
Resolution

9.1 Legal and Regulatory Framework
Legal Framework

The relevant provisions relating to the winding-
up of banks incorporated in Cyprus are set out
in Part XlIl of the Banking Law and Part V of the
Companies Law, and in winding-up rules issued
under the Companies Law.

The recovery and resolution regime for banks is
based on:

+ Regulation (EU) 806/2014 of the European
Parliament and of the Council of 15 July 2014
establishing uniform rules and a uniform
procedure for the resolution of credit insti-
tutions and certain investment firms in the
framework of a Single Resolution Mechanism
and a Single Resolution Fund (the Resolution
Regulation); and

+ the Resolution of Credit Institutions and
Investment Firms Law of 2016, Law No
22(1)/2016 (the Resolution Law), which imple-
ments the provisions of Directive 2014/59/
EU of the European Parliament and of the
Council of 15 May 2014 establishing a frame-
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work for the recovery and resolution of credit
institutions and investment firms.

Resolution Regime

Resolution authority

The Resolution Regulation establishes the Single
Resolution Board, which is responsible for draw-
ing up the resolution plans and adopting all deci-
sions relating to resolution for, among others,
the entities referred to in Article 2 of the Resolu-
tion Regulation (including banks established in
Cyprus) that are not part of a group, and groups
considered “significant” under Article 6(4) of
Regulation (EU) 1024/2013.

In relation to other entities and groups (ie, those
not listed in Article 7(2) of the Resolution Regu-
lation), the CBC in its capacity as the Resolu-
tion Authority is responsible for, among other
matters, adopting resolution decisions and
applying resolution tools in accordance with
the provisions of the Resolution Law (unless the
Resolution Board decides, under the Resolu-
tion Regulation, to exercise the relevant pow-
ers in relation to any such entity or group). The
Resolution Law applies to banks established in
Cyprus and, subject to the conditions set out in
the Resolution Law, to branches of banks of third
countries established in Cyprus.

The Resolution Authority must obtain the approv-
al of the Minister of Finance before it implements
decisions that have a direct financial impact or
systemic consequences.

Resolution action

The Resolution Authority takes action for the
resolution of a bank only if it considers that the
following conditions are met:
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- the CBC considers, after consultation with
the ECB, that the bank is insolvent or is likely
to become insolvent;

+ there is no reasonable prospect that any
alternative private sector measures or super-
visory action taken in respect of the bank
would prevent the bank’s insolvency within a
reasonable timeframe; and

+ a resolution action is necessary for the public
interest.

Resolution tools
The resolution tools under the Resolution Law
are as follows:

- sale of business tool;

* bridge institution tool;

- asset separation tool; and
* bail-in tool.

The Resolution Authority can apply the reso-
lution tools individually or in any combination,
except that the asset separation tool can only
be applied together with another resolution tool.

Sale of business tool

The Resolution Authority has the power to
demand the transfer of the following to a pur-
chaser that is not a bridge institution:

* shares or other instruments of ownership
issued by a bank under resolution; and

- all or any assets, rights or liabilities of a bank
under resolution.

A transfer made under this tool is made on
commercial terms and is considered to be valid
without obtaining the consent of shareholders
of the bank under resolution or any third per-
son other than the purchaser, and irrespective
of any restriction imposed by law, contract or
otherwise.
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Bridge institution tool
The Resolution Authority can transfer the follow-
ing to a bridge institution:

+ shares or other instruments of ownership
issued by one or more institutions under
resolution; and

« all or any assets, rights or liabilities of one or
more institutions under resolution.

A transfer made under this tool (as well as the
asset separation tool) is made without obtain-
ing the consent of the shareholders of the bank
under resolution or any third person, and with-
out complying with any procedural requirements
under company or securities law. The bridge
institution is a legal person wholly or partly
owned by one or more public authorities, includ-
ing the Resolution Fund, and is controlled by the
Resolution Authority.

Asset separation tool

The Resolution Authority has the power to
transfer the assets, rights or liabilities of a bank
under resolution or a bridge institution to one or
more asset management companies. An asset
management company is a company wholly or
partly owned by one or more public authorities,
including the Resolution Fund, and is controlled
by the Resolution Authority and manages the
assets transferred to it with a view to maximis-
ing their value through eventual sale or orderly
wind-down.

Bail-in tool

The Resolution Authority has the power to
demand the application of the bail-in tool for any
of the following purposes:

« to recapitalise a bank to the extent sufficient
to:
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(a) restore its ability to comply with the con-
ditions of its licence;
(b) continue to carry out the activities for
which it is authorised; and
(c) sustain sufficient market confidence in the
institution; or
* to convert to equity or reduce the principal
amount of claims or debt instruments that are
transferred:
(a) to a bridge institution with a view to pro-
viding capital for that bridge institution; or
(b) under the sale of business tool or the
asset separation tool.

The Resolution Law gives the Resolution Author-
ity all the powers necessary to apply the resolu-
tion tools to banks, including the power to take
control of a bank under resolution and exercise
all the rights and powers conferred on the share-
holders, other owners and the management
body of the relevant bank.

The Resolution Regulation contains the same
resolution tools as the Resolution Law, and the
powers of the Resolution Board under the Reso-
lution Regulation are similar to the powers of the
Resolution Authority.

Deposits

All deposits that are eligible for the payment of
compensation from the DGS are fully protected
up to the maximum amount set out in the Depos-
it Guarantee Regulations if resolution measures
are taken in relation to a bank. All other deposits
rank pari passu in a bank’s resolution.

10. Horizon Scanning
10.1 Regulatory Developments

Cyprus is currently in the process of imple-
menting its long-awaited foreign direct invest-
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ment regime, which is intended to bring Cyp-
riot domestic legislation in line with applicable
European law requirements. The draft legislation
currently being considered by the Cypriot par-
liament will, if implemented in its current form,
apply to acquisitions of interests in companies
active in a variety of sectors, including financial
services, and is therefore expected to apply to
acquisitions of interests in banks.

As at the date of writing, the legislation remains
in draft form and may change substantially
before it is implemented. In its current form, it
applies to acquisitions by third-country nationals
or entities of interests corresponding to 10% or
more of the share capital and/or voting rights or
equivalent ability to exercise decisive influence
over the activities of the enterprise concerned.
In such circumstances, the acquirer will need
to obtain the prior approval of the Ministry of
Finance prior to proceeding with the proposed
acquisition.

It is currently expected that the FDI regime would
operate alongside existing requirements regard-
ing the acquisition of participations in banks and
other financial institutions, including the require-
ments set out in 3.1 Requirements for Acquiring
or Increasing Control over a Bank.

11. ESG

11.1 ESG Requirements

In addition to EU-wide regulatory initiatives that
are directly applicable in Cyprus, Section 151A
of the Companies Law requires certain Cyp-
riot companies to include certain non-financial
reporting in the management report included in
their annual financial statements. This reporting
should include, inter alia, information that is suf-
ficient to assess the development, performance
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and position of the company and the impact of
its activities in relation to environmental, social
and employment matters. The information must
include the policies applied by the company in
the areas identified, the results of the application
of those policies, the main risks identified, and
the non-financial performance indicators related
to the activities concerned.

This obligation applies to entities that:

« are large companies (ie, companies that fulfil
at least two of the following criteria: total bal-
ance sheet exceeding EUR20 million, turno-
ver exceeding EUR40 million, and an average
number of employees during the year of 250
or more);

+ are “public interest undertakings”; and

* have an average number of employees
exceeding 500 during the financial year.

“Public interest undertakings” takes its mean-
ing from the Auditors Law of 2017, Law No
53(1)/2017, and includes (among others) credit
institutions authorised pursuant to the Banking
Law.
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Transposition of the Credit Servicing Directive
In light of the upcoming deadline for implementa-
tion of Directive (EU) 2021/2167 of the European
Parliament and of the Council of 24 November
2021 on credit servicers and credit purchas-
ers and amending Directives 2008/48/EC and
2014/17/EU (the Credit Servicing Directive),
which is due to be implemented by EU Member
States (including Cyprus) by 29 December 2023,
the Cyprus Ministry of Finance has published a
draft of the domestic implementing legislation.

Ifimplemented in its current form, the new legis-
lation will repeal the existing framework govern-
ing authorisation of credit servicers in Cyprus,
which was introduced in July 2022 as part of
amendments to the Sale of Credit Facilities and
Related Matters Law, Law No 169(1)/2015 (the
“Sale of Loans Law”). In addition to replacing
the existing regime for authorisation of credit
servicers, the new law will introduce certain fun-
damental changes to the procedures governing
the sale of credit facilities and operation of credit
acquiring companies in Cyprus.

The main takeaways from the new regime as it is
currently contemplated are discussed in further
detail below. As at the date of writing, the draft
legislation has not been tabled with the Cypriot
Parliament for consideration. The legislation
may therefore change substantially before it is
implemented, although the current expectation
remains that it will be implemented before the
end of the year.

It should also be noted at the outset that, as
currently drafted, the new law does not apply
to credit institutions established or operating in
Cyprus, or to non-credit institutions (authorised
as such in Cyprus or another member state),
among others. It also does not apply to credit
facilities that were not issued by a credit institu-
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tion established in the EU. Finally, it does not
apply to the purchase of non-performing credit
facilities by credit institutions established in the
EU.

Authorisation of credit acquiring companies
Under the current regime, a person wishing
to acquire credit facilities in Cyprus must be
licensed as a credit acquiring company (a CAC)
by the Central Bank of Cyprus (the CBC) prior to
conducting their first acquisition of credit facili-
ties, unless such person falls within a limited
number of exceptions (eg, they are an author-
ised credit institution or a non-credit institution,
in either case licensed as such by the CBC). An
entity can currently only apply for authorisa-
tion as a CAC if it is a company incorporated in
Cyprus; as a result, non-Cypriot credit acquirers
(including those established in other EU Mem-
ber States) must establish a Cypriot vehicle if
they wish to acquire credit facilities in Cyprus.
This has historically been a somewhat burden-
some requirement, as the Cypriot vehicle must
independently fulfil the substantive criteria for
authorisation, regardless of whether these are
already met at group level.

The new legislation does away with the exist-
ing requirement for CACs to obtain authorisation
from the CBC, while at the same time permit-
ting the acquisition of credit facilities by entities
established anywhere in the world, subject to
adhering to requirements to notify and provide
certain information regarding themselves and
the facilities acquired by them to the CBC. Addi-
tionally, a credit acquirer who does not reside in,
have its constitutional seat in, or have its head
office in, the European Union, and who acquires
credit facilities governed by the draft legislation,
must appoint a representative in the EU who will
be responsible for communicating with the CBC
and for ensuring the compliance of the credit
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acquirer with its obligations under the draft leg-
islation.

The flip side of the abolition of the requirement for
credit acquirers to obtain authorisation as a CAC
is that credit acquirers will no longer be exempt
from the requirement to obtain authorisation as a
credit servicer in the event they wish to manage
their credit facilities in-house, which is the case
under the current regime. Consequently, credit
acquirers who do not wish to outsource the ser-
vicing of their credit facilities to a third-party ser-
vicer must themselves obtain authorisation as
credit servicers. To the extent that a third-party
servicer is appointed, the credit acquirer (or their
representative, if one is appointed) must notify
the competent authorities of its home member
state of the details of the servicer appointed,
at the latest when the servicer begins its credit
servicing activities. Some basic additional detalil
regarding the contents of the agreement con-
cluded between a credit acquirer and a credit
servicer regarding the servicing of credit facilities
has also been introduced.

Authorisation of credit servicers

The existing provisions of the Sale of Loans Law
already contemplate a requirement for persons
performing credit servicing activities in Cyprus
to obtain prior authorisation from the CBC, and
the basic elements of this regime have been
retained in the draft legislation. One key differ-
ence is that under the current regime, entities are
only eligible to be authorised as credit servicers
to the extent they have their constitutional seat
in Cyprus; therefore (much like CACs) non-Cyp-
riot entities who wish to participate in the credit
servicing sector in Cyprus must establish, and
obtain authorisation for, a Cypriot entity. Under
the proposed regime, the cross-border provision
of credit servicing services is permitted.
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Pursuant to the draft legislation available, a
credit servicer whose constitutional seat or head
office is situated in Cyprus must obtain authori-
sation from the CBC prior to commencing its
activities. The basic requirements for authorisa-
tion remain largely the same as under the exist-
ing regime, as does the supporting information
that must be submitted as part of an applica-
tion for authorisation, the main difference being
that applicants must now submit evidence as to
the policies and procedures established by the
applicant to ensure (inter alia) that it has strong
governance arrangements which protect obli-
gors and safeguard their rights. The CBC is also
now subject to a statutory deadline of 90 days
(calculated from the date the CBC receives a
complete application for authorisation) within
which it must determine whether to grant the
requested authorisation.

A credit servicer authorised by the CBC may
provide its services in another EU Member
State, but must submit certain information to
the CBC (eg, address and contact details of its
office in the other EU Member State and details
of the persons charged with servicing the credit
facilities, in addition to information regarding
the adjustments made to the servicer’s internal
procedures and structure to ensure compliance
with applicable law regarding obligors’ rights).
This information is shared by the CBC with the
equivalent authorities of the other EU Member
State (and, where different, with the authorities
of the Member State in which the facility was
granted).

Credit servicers who have been authorised as
such under the laws of an EU Member State
other than Cyprus may offer their services in
Cyprus, provided that they comply with the
requirements of the draft legislation in addition to
any restrictions placed upon them by their home
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authorisation. They may begin offering their ser-
vices from the earlier of (i) the date on which the
CBC receives notification from the competent
authorities of the servicer's home EU Member
State that the servicer has notified them of their
intention to commence providing services in
Cyprus; and (ii) two months after submission of
the required information to the authorities of the
home EU Member State (in accordance with the
law of the home EU Member State).

Amendments to the sale procedure

The draft legislation provides for a degree of sim-
plification to the procedure of sale of credit facili-
ties. A key example is the removal of the obliga-
tion to notify borrowers and security providers
45 days in advance of the proposed sale. The
draft legislation retains a requirement to notify
borrowers and security providers following con-
clusion of the sale, although this requirement has
been somewhat modified: while the notice would
now be required to include additional details (eg,
evidence that the credit servicer appointed to
service the acquired loans is authorised to do so,
the contact details of the supervising authority
for the purposes of submitting complaints, as
well as a breakdown of the amounts owed under
the facility at the time of transfer), the notice is
no longer required to be sent specifically by reg-
istered post; it must be sent instead on paper
or in another durable medium. This is a positive
development for credit acquirers, as the existing
requirement to dispatch notices by registered
post has on occasion proven to be challeng-
ing, particularly for the holders of older/legacy
portfolios, who may have gaps in the information
held on obligors and security providers.

Helpfully, the draft legislation retains most of the
pre-existing positive elements of the transfer
regime, as well as certain useful features incor-
porated in the amendments to the Sale of Loans
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Law introduced in July 2022. These include,
among others:

« clear statements as to the effect of the
transfer on ongoing court, arbitral and other
proceedings, which may be continued, filed,
and executed against the purchaser or by the
purchaser (as the case may be);

a definitive list of the information that must
be provided to governmental entities to allow
them to process the sale (eg, by re-registering
security in the name of the buyer) and a state-
ment that required actions by governmental
authorities are carried out without payment of
the usual fees or duties that would otherwise
be due; and

a presumption that the announcement
regarding conclusion of the sale published

in the Official Gazette, accompanied by a
statement by an authorised representative

of the seller or buyer that such announce-
ment relates to the credit facility in question,
constitutes prima facie evidence in any court
or other legal proceedings of the transfer and
the time of transfer of such facility and its
related security.

At the same time, the draft legislation introduces
an element of uncertainty, since it is expressed
to be subject in its entirety to contract law, civil
law, criminal law and consumer protection law
applicable in Cyprus. We can foresee that the
broad scope of this proviso may cause uncer-
tainty to market participants attempting to deter-
mine which (if any) principles of general law are
intended to override or co-exist with the specific
provisions of the new regime.

Removal of criminal offence
The Sale of Loans Law currently provides that
any legal person who:
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+ (i) commits any breach of, or fails to comply
with, the provisions of the Sale of Loans Law
or directives issued pursuant to the Sale of
Loans Law;

« (i) deliberately refuses or omits to per-
form any action or provide any information
requested by the CBC or another authorised
person; or

« (iii) provides false, misleading or incomplete
information or reports,

is guilty of a criminal offence and, if convicted, is
liable to a fine not exceeding EUR250,000. Any
member of the management body of the legal
person who has knowledge of an act or omission
falling within (i)-(iii) above is also caught.

Similarly, any legal person who purchases credit
facilities or services credit facilities despite the
CBC suspending or revoking its license to do so,
is guilty of a criminal offence punishable by a fine
not exceeding EUR200,000.

The draft legislation removes the concept of
criminal liability entirely; instead, breaches of
(and failures to comply with) the provisions of the
new law are punishable by administrative pen-
alties and corrective measures. These include:

« fines ranging between EUR1,000-85,000,
with additional daily fines ranging between
EUR100-8,000 for each day the breach con-
tinues;

« revocation of a credit servicer’s authorisation;
and

* the issuance of orders to comply with the
provisions of the law and/or to refrain from
the problematic behaviour.
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Ifimplemented, this would be a welcome amend-
ment to the existing regime, particularly as under
current provisions, criminal liability attaches to
both deliberate acts of non-compliance as well
as failures or omissions to comply (which may
be inadvertent). The imposition of criminal liabil-
ity in the latter set of circumstances has been
historically highlighted as a cause for concern,
particularly for new market entrants whose unfa-
miliarity with the regime might lead to accidental
failures to comply with certain of the more tech-
nical provisions.
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