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SECRET 

 

LAIKI POPULAR BANK  

How a bank’s mismanagement toppled an economy 

 

 

Introduction  

 

This study has been carried out following the instructions by the President 

of the Republic of Cyprus, Nicos Anastasiades with the aim of tracking 

down the causes which led the Cypriot economy to the brink of collapse.  

The objective is to draw lessons from the past and take corrective 

measures so that the country will never find itself in a similar, critical 

position.  

The documentation used is based on material from the archives of the 

Presidential Palace. 

 

Moreover, important confidential material of the Central Bank of Cyprus 

(CBC) has been utilized, which was submitted to the Investigation 

Committee appointed by the Ministerial Council with the task of looking 

into the causes which led to the financial crisis. This material has not been 

adequately utilized by the Committee - for reasons already explained by 

the Committee itself- and has been delivered to the State archive. 

 

The framework of the study’s findings is as follows: 

 

Since 2011, when the Cypriot economy was initially downgraded by 

international rating agencies, the problems were spotted at the banks, as 

a result of the Greek crisis, and to the Government’s weakness to support 

them financially should the need arose. 

 

Briefly, these problems can be summarized as follows:  

- The size of the banks was about seven times that of the economy’s GDP.  

- Private indebtedness (companies and households) without sufficient 

collateral.  
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- Cypriot banks were exposed to Greece which found itself in a protracted 

crisis and with a visible risk of exiting the euro area.  

- Inability of the state to support the banks if the need arose, due to 

financial problems. 

 

In this challenging global and local environment, a malignant tumor was 

developing in the Cypriot economy called Laiki Popular Bank. Although the 

entire banking sector was problematic, the problem itself was detected in 

Laiki Popular Bank. From 2011, at the time when the problem came to the 

surface, until March 2013 when the bank closed down, events revolve 

around Laiki Popular Bank. All the rest, were merely side effects of Laiki 

Popular Bank’s problems. 

 

This study will attempt documenting the events which led to the 

economy’s collapse, having Laiki Popular Bank’s developments as the 

compass. It is to be noted that Laiki Popular Bank was renamed to Marfin 

Popular Bank Public Co Ltd following the acquisition of HSBC shares from 

companies controlled by Andreas Vgenopoulos in 2007. In 2012, following 

Vgenopoulos’ resignation as Chairman of the Marfin Popular Bank Public 

Co Ltd, the bank got its name back to Laiki Popular Bank. 

 

 

Marfin Investment Group’s sins 

 

Since March 2009, the CBC had detected serious problems in Marfin 

Egnatia Bank, a subsidiary of the Marfin Popular Bank Public Co Ltd in 

Greece. As stated in the findings of a report by Alvarez & Marshal (A & M), 

in a common assessment by the CBC and the Bank of Greece, in March 

2009, it was found that loans totaling €800 mln were given to various 

entities with the sole aim of investing in Marfin Investment Group (MIG) 

as bullet loans, i.e. loans with favourable conditions, such as low interest 

rates, long repayment period and MIG’s shares as collateral. Due to the 

low profit margin on such loans and the increase in NPL provisions, Marfin 

Egnatia’s profits deteriorated by 68%. According to the A& M report, the 
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overall assessment was that "Marfin Egnatia was considered as a high risk 

entity". 

 

Marfin Egnatia was facing liquidity problems which had worsened in the 

second half of 2010. The liquidity ratio of the bank was below the 

minimum of 20% as set by the Bank of Greece. On 26 May 2011, the CBC 

referred to previous correspondence - since 11 October 2010- and drew 

the attention of the Marfin Popular Bank Group’s administration to Marfin’s 

liquidity problem and inquired as to the reasons why this was so, as well 

as to the measures to be taken to normalize the situation.  

 

Since January 2011, the CBC had also identified liquidity problems in 

Marfin Popular Bank Public Co Ltd in Cyprus. In a letter by the CBC to 

Marfin Popular Bank Public Co Ltd, dated 14 January 2011, the liquidity 

ratio of the bank stood at 16,55%, in violation of the required minimum of 

20%.  

 

In April 2011, Marfin Popular Bank’s liquidity ratio had decreased to 

9,55%. According to a new letter by the CBC, Marfin Popular Bank, on 13 

April 2011, had informed the CBC of a series of measures it would take to 

attract market funding, including:  

- Issuing of covered mortgage bonds amounting to €1 billion.  

- Issuing of covered trade receivable bonds amounting to €1 billion.  

 

This commitment was never fulfilled. 

 

Meanwhile, on 31 March 2011, the cross-border merger of Marfin Egnatia 

in Greece between Marfin Popular Bank in Cyprus was completed. As a 

result of the merger, Marfin Egnatia in Greece was turned into Marfin 

Popular Bank’s branch. Therefore, the responsibility for Marfin Egnatia’s 

supervision as well as its liquidity lay with the CBC. 

 

 

In 2011, Greece was sinking into a deep financial crisis. Marfin Egnatia 

was considered as a high risk bank and was already facing serious 
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liquidity problems. These problems were transfused to Marfin Popular 

Bank in Cyprus. 

  

There followed a big debate on whether or not this merger should ever be 

approved by the CBC, since the dependency of one bank to the other led 

to profuse bleeding for Marfin Popular Bank. 

 

In the A & M report, it was stated that the decision for the merger was 

taken by the Nicosia District Court. However, it is worth asking whether a 

district court, which makes a decision based on corporate law, can impose 

monetary policy decisions which may affect the viability and soundness of 

a credit institution and by enlarge affect the economic stability of a 

country? Even if the merger could not have been prevented, the National 

Supervision Authority could undoubtedly have used a number of other 

tools to prevent it, if it had considered that the merger would 

'contaminate' and affect the financial stability of Cyprus. 

 

 

Exclusion from financial markets  

 

The first bell for the economy of Cyprus rang on 16 November 2010, when 

Standard & Poor's agency downgraded the credit rating of the Republic of 

Cyprus from Aa3 to A2. By 2013, there followed 23 other downgrades. In 

all of them, it was noted that the dependency of Cypriot banks to Greece, 

the expansion of the country’s financial problems and the inability of the 

government to support the banking sector in case of an emergency, were 

the underlying problems.  

 

As a result of the downgrades, Cyprus was excluded from the financial 

markets since March 2011. The last time Cyprus practically borrowed from 

financial markets was at the end of 2010.  

Euro area countries which were excluded from financial markets, had 

immediately applied to the Financial Stability Mechanism and in a matter 

of weeks they had concluded their assistance programmes. 
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The Government of the Republic of Cyprus, instead of recourse to the 

financial assistance mechanism, covered its financial needs through 

internal borrowing sources and had began talks with the Russian 

Federation in order to secure a bilateral loan. The aim set by the 

Christofias government, was to prevent applying to the mechanism 

against all odds. Applying to the mechanism as well as a mandatory fiscal 

adjustment was anathema to the AKEL government. 

 

The government, in view of the Russian loan, ignored the rating agencies’ 

warnings, the EU urges as well as the warnings put forward by the 

country’s opposition parties to take action. The Governor of the CBC, 

Athanasios Orphanides, had sent President Christofias several letters 

urging the government to take measures in view of the dangers 

threatening the island's economy. Christofias did not respond to any of 

Orphanides’ letters and, moreover, there was neither cooperation nor 

consultation between the government and the CBC. 

 

On 11 July 2011, the explosion at Mari took place which led to the 

destruction of the electricity production infrastructure. This exacerbated 

the financial problem even further. On 18 July 2011, a week after the 

explosion at Mari, Orphanides sent a letter to  Christofias saying that "the 

economy is in a state of emergency, compared with that of 1974", 

stressing once again the need for more immediate and forceful action. 

 

This was the last letter Orphanides sent to Christofias. On 5 August 2011, 

Kikis Kazamias took office as Minister of Finance. The new Finance 

Minister restored relations with the Governor. The Kazamias - Orphanides 

cooperation continued unabated throughout the duration of Kazamias’s 

incumbency as Minister of Finance.  From August 2011 until the end of his 

term as Governor in April 2012, Orphanides did not make any other 

intervention to the government. 

The haircut of Greek bonds  

 

The most important juncture of the Cyprus economic crisis was the 

“haircut” of Greek bonds aiming at restructuring Greek debt. On 11 July 
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2011 the Council decided the haircut of bonds by 21%. On 26 October 

2011 the Council decided a new haircut of 60%. The total haircut, as part 

of the bailout deal for Greece, reached 80%. President Christofias 

represented Cyprus in both Council meetings. 

 

The two major Cypriot banks - especially Marfin Popular Bank which was 

facing capital adequacy problems - were exposed to Greek debt and 

suffered total loss of about € 3,3 billion (€2,23 billion for Marfin Popular 

Bank and about €1 billion for Bank of Cyprus).  

 

There followed a big debate as to President Christofias’ responsibility on 

this outcome. The prevailing view so far is that Christofias could not have 

understood the importance of these decisions, that he went to the Council 

unprepared and accepted the haircut of Greek bonds without any 

objection, without realizing the extent of the damage to the Cypriot 

banks. 

 

Indeed, in the folder Christofias carried with him at the Council meetings, 

there is only a short descriptive reference on the matter: "Adjustment 

Programme for Greece". It was stated that the proposed increase in the 

haircut of Greek bonds by 21% was agreed in July, that the Commission's 

view was to reach 40%, while Germany insisted on a 60% increase. In the 

folder there is no reference, no suggestion nor concern as to the 

consequences to Cypriot banks from such decisions. 

 

The Governor of the CBC, Athanasios Orphanides, speaking before the 

House of the Finance Committee, on 1 May 2012, stated that he and the 

Minister of Finance, with whom he worked closely, had no related 

information as to the context of the discussion in which Christofias would 

engage: 

"When Kikis Kazamias took over, we had a very close contact and we had 

engaged in a very good preparative work, I had briefed him on some of 

those issues, however, when I informed him about those specific issues 

during October, before the summit on 26 – 27, he did not have the 

documents to be discussed in the summit and he asked me to come back 
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on this matter in due course, I can tell you that I had asked him in case 

he would find the documents to send them to me so that I could at least 

advise the Finance Minister so that he could alert the President of the 

Republic, but unfortunately he did not send me any of the documents 

which would enable me to give a precise view for that critical summit of 

26 October". 

 

Orphanides’ testimony contributed to the consolidation of the view that 

Christofias went to the summit unprepared.  

 

This perception is a fallacy and Orphanides’ testimony misleading. 

 

What was to be discussed at the summit was not confidential and the 

impact on Cypriot banks was known. The likely impact of the haircut was 

a matter of public debate for months. Cyprus was downgraded three times 

by the rating agencies due to the foreseen haircut and its impact on the 

banks' capital adequacy. 

Moreover, in the same session of the House Finance Committee 

(1/5/2012), Orphanides had said that "we knew the numbers, we know 

for a fact, all the numbers were published, all the numbers were on the 

table but I do not know to what extent the President the Republic had 

asked for any decisions to be made". 

 

It should be noted that Orphanides put the blame on Christofias for the 

haircut, immediately after the appointment of Panicos Demetriades as 

Governor of the CBC. From October 2011, when the haircut took place, 

until 1 May 2012 which was the last day of his term as Governor of the 

CBC, Orphanides raised no question as to the effects of the haircut of 

Greek bonds, neither public or internally in the CBC. 

The truth is that Kazamias had prepared, on behalf of the 

government, a plan for nationalizing Laiki Bank and worked 

together with the CBC Governor Orphanides, for its 

implementation.   

 

On 25 October 2011, on the eve of the decision for the Greek bonds’ 
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haircut, the Christofias Ministerial Council met at an extraordinary 

meeting to discuss a package of bills relating to the Cypriot economy. 

 

According to the minutes of the Ministerial Council, Kikis Kazamias said 

that the bill titled "The Management of the Financial Crises Law of 2011" 

was completed at 1:15 in the early morning (25th October) and its 

approval by the Ministerial Council was deemed necessary in view of the 

EU summit, that same day. 

 

Kikis Kazamias asked the Ministerial Council to approve the bills, but not 

to submit them to the House of Representatives. Everything had to be 

ready if “God forbid, by the next session of the Ministerial Council things 

would turn out to be in a way that we will need to show that as a 

Ministerial Council we made the decision, to have it ready and submit it 

without delay". 

 

Christofias replied that he did not think this was “a crime, and if 

something happens this week, what you are afraid of will happen, 

tomorrow we will end up with some kind of decision, we cannot fail to 

arrive at a decision and we will come here on Wednesday and make a 

decision, I do not think anyone will have the right to blame us. This issue 

does not refer explicitly to Cyprus, it refers to Greece and it has to do with 

the side effects of the Greek debt. 

Kazamias: Indeed but to our banks as well.  

Christofias: In anyway, will our banks pull through even if we approve it?  

Kazamias: We willl be ready to intervene immediately". 

 

The discussion was referring to the haircut of Greek bonds and its 

consequences on Cypriot banks. When Christofias noted that Cyprus was 

not the only one who had a problem, Kazamias replied: 

"We are in the worst situation in terms of percentages, based on our size 

and the engagement of our banks in the Greek market and the Greek 

Government Bonds.”  

 



	   9	  

Therefore, Orphanides was not telling the truth when he stated that he 

and Kazamias were seeking the documents but couldn’t find them. 

Kazamias was fully aware of the haircut side effects and was preparing a 

draft law for managing them until the early hours. The same was true, of 

course, for Athanasios Orphanides and the CBC. 

 

As stated in the 2011 CBC Annual Report, CBC officials cooperated in 

drafting the said bill.  

 

The bill titled “The Management of the Financial Crises Law of 2011” 

provides state intervention to support banks by granting loans, 

guarantees or the full redemption. From the discussion held at the 

Ministerial Council, it became evident that the whole discussion concerned 

Marfin Popular Bank and the choice for the government was to nationalize 

it:  

Christofias: "I realize what is happening, it’s about Marfin Laiki, the state 

cannot subsidize anyone or any bank. There are countries that have 

nationalized the banks, because they could not provide other guarantees". 

 

In essence, Christofias’ position was to nationalize the bank instead of 

reinforcing it. And he then explained this:  

Christofias: "We need to “sell” this thing to the common people. The 

common people will tell you, “You’re not helping me but you give a €2 

billion assistance to a bank. And you will tell him: I’m helping this bank 

based on certain prerequisites and I might even come to the point where I 

may even buy it, essentially I will nationalize it.” 

 

As to the means of financing the takeover, Christofias asked Kazamias the 

following question:  

"Kiki, when the state gives the bank €2 billion, it’s assumed that that’s the 

amount needed, let’s say that the bank will continue its normal business. 

Therefore, the people are guaranteed. The problem is to find the money. 

We will appeal to the European Central Bank to get a loan". 
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Kazamias: "We have already engaged into informal contacts with the 

special fund, what we all hear as the EFSF». 

 

Upon completion of the Ministerial Council meeting (25.10.2012), the 

Government Spokesman, Stefanos Stefanou, made statements and 

referred to the bills approved by the Ministerial Council, which were 

prepared in collaboration between the Ministry of Finance and the 

Central Bank of Cyprus "with which there is close consultation and 

cooperation in an effort, as Cyprus, to be able to face any possible 

consequence". 

 

Stefanou said that in view of the crisis in the euro area and the EU in 

general "there is a big concern and a great discussion as to how to deal 

with the debt crisis as well as the likely impact of the debt 

reduction, the "haircut" in Greece because of the well known link 

between the Cypriot financial sector and the Greek economy". 

 

The next day (26.10.2012), Christofias attended the Council summit and 

agreed without any objection to the Greek debt haircut, knowing that the 

banks in Cyprus would need additional capital, however, this he might 

considered as an opportunity to nationalize Laiki bank.  

 

On 1 November 2012, the bill was referred to the House Committee where 

the Minister of Finance together with the CBC Governor presented and 

supported its provisions.   

 

 

The expulsion of Vgenopoulos  

 

In the summer of 2011, the liquidity problem of Marfin Popular Bank was 

rapidly exacerbated. In September, Marfin Popular Bank was forced to 

appeal for the first time to the CBC and seek emergency liquidity 

assistance (ELA). The CBC asked Marfin Popular Bank to submit a 

comprehensive plan with which to address the situation, with a deadline of 

30 September. 



	   11	  

 

Marfin Popular Bank submitted a plan, which the CBC characterised as 

"incomplete, largely vague and does not adequately correspond to the 

concerns of the Central Bank". The CBC set a new deadline of 27 October 

2011, for the submission of a detailed and credible plan by Marfin Popular 

Bank.  

 

When the new deadline expired, Marfin Popular Bank announced in a 

Press Release a new plan to address its liquidity problems. This plan was 

also deemed inadequate by the CBC. 

 

On 28 October 2011, Marfin’s available liquidity in euro and foreign 

currencies decreased to 4,9% and 5,43% respectively, compared to the 

minimum threshold of 20% and 70% respectively. The afore mentioned 

include ELA, without which the ratio would have been negative.  

 

An internal CBC report, dated 31 October 2011, stated that "as a result of 

the serious liquidity problem Marfin Popular Bank is facing, it may be 

unable to ensure prompt and timely responsiveness to its current needs, 

such as deposits’ withdrawals". 

 

In the same report it was also emphasized that "the group would not be in 

a position to offer its services seamlessly and serve its depositors 

promptly as well as its other obligations without continued dependence on 

emergency liquidity assistance. (...) It is noted that the Emergency 

Liquidity Assistance is not a permanent source of funding, but it is of a 

temporary nature for the time frame required until the obtainment of 

necessary corrective measures". 

 

According to the CBC report, until 26 October 2011, "the total liquidity 

deficit of the bank in relation to the total amount required to comply with 

the related directives, amounted to €5,768 billion".  

The report blames the Group's management for failing to take the 

necessary measures to correct the situation.  
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On 4 November 2011, the Group announced Andreas Vgenopoulos’ 

resignation from the post of non-executive Chairman.  

 

On 22 November 2011, Marfin Popular Bank’s CEO Efthymios Bouloutas 

wrote to the Finance Minister Kikis Kazamias concerning the bank’s 

intention to seek state financial assistance in order to raise capital by 

€1,5-2 billion.  

 

In his response, Kikis Kazamias (5 December 2011), stated that the way 

the government could intervene would be based on the following two 

criteria:  

1 Ensure financial stability.  

2 Minimize the potential cost of the Cypriot taxpayer. 

 

Kazamias conveyed to Bouloutas the government’s requirement to go 

through a thorough assessment of the bank's assets, and this to 

preferably be done by Blackrock.  

 

On 29 November, CBC Governor Athanasios Orphanides wrote a new 

letter to Efthymios Bouloutas referring to Marfin Popular Bank’s liquidity 

problems, which resulted to drawing €4,6 billion in ELA and blamed the 

management for mismanagement. "Particularly alarming is the fact that 

the loss in deposits continues with high rates. Specifically, from 7 to 25 

November 2011, according to the figures before me, the group lost total 

deposits of approximately €598 mln, an amount which is much higher 

than your provisions”. Athanasios Orphanides, in his letter, demanded the 

immediate dismissal of Efthymios Bouloutas from Marfin Popular Bank.  

 

On 5 December 2011, Bouloutas resigned from his position as CEO.   

 

At the end of 2011, Marfin Popular Bank’s situation was tragic. The 

available liquidity ratio of the bank was at 2.27% from 20%, the limit set 

by the CBC.  
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Marfin Popular Bank’s liquidity was based on ELA, which in December 

2011 amounted to €3,5 billion.  

 

Both Vgenopoulos’ and Bouloutas’ resignation followed as a result of the 

pressure exerted by the CBC Governor Orphanides. Vgenopoulos, 

following his resignation, requested the convening of an extraordinary 

general meeting for the appointment of the new management, while he 

linked his removal with the recapitalization plans of the Bank. Eventually, 

the call for a general meeting was withdrawn and Michalis Sarris was 

appointed new Chairman. 

 

 

ECB’s objections 

  

On 27 December 2011, the CBC informed the Executive Director of Marfin 

Popular Bank, Christos Stylianides, that the European Banking Authority 

(EBA) has recommended the increase of core tier (1) ratio to 9% by the 

end of June 2012. Based on the results of the stress test exercise, the 

bank’s capital deficit amounted to €1,971 million.  

This figure was too optimistic, as the stress test did not spot Marfin 

Popular Bank’s problems. 

 

Immediately after the stress test results were made public, the 

"Management of the Financial Crises Law of 2011" was sent and was 

approved by the House of Representatives. The law was published in the 

Cyprus Gazette on 30 December and was in force until 30 April 2012.  

Until then, the CBC took the responsibility to draft a new law on the 

resolution of banks. 

 

The bill gave the power to the Ministerial Council to take measures to 

support banks, including the option of the "redemption of part or whole of 

the issued capital stocks of financial institutions".  

The Ministry of Finance had sent on 20 October 2011, the draft law to the 

ECB for its opinion, as required by the relevant Regulations. In its opinion, 

issued on 15 November 2011, the ECB stated that “the aim of 
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recapitalisation measures should be to strengthen the capital position of 

fundamentally sound financial institutions”.  

 

“In particular, the ECB expects that the support measures envisaged in 

the draft law will be exclusively financed from the State budget and that, 

to the extent that their funding may require State borrowing, this will not 

include pre-financing or refinancing of the State budget by the Central 

Bank of Cyprus”. 

 

As regards the role and participation of the CBC in this process, the ECB 

stated that:  

“The ECB expects that the involvement of the Central Bank of Cyprus 

would not extend beyond such a recommendation and to otherwise 

comply fully with the monetary financing prohibition laid down in Article 

123(1) of the Treaty”. 

 

The process initiated by the Government did not meet any of the basic 

conditions laid down by the ECB, because:  

- Marfin Popular Bank was not solvent,  

- The state did not have the financial means and, most importantly, 

- The state was violating Article 123 of the Treaty which prohibits 

monetary financing by the state. 

 

Despite the fact that the ECB opinion was received on 15 November, the 

Ministry of Finance and the Central Bank of Cyprus, turned a blind eye 

and continued their plan to nationalize Marfin Popular Bank.   

The only one who had the power and authority to stop this process was 

the CBC Governor, Athanasios Orphanides, who instead cooperated fully 

with Kikis Kazamias, ignoring the ECB recommendations. 

 

The closing paragraph of a letter by Kikis Kazamias to Orphanides, two 

months before the completion of his term, can give some explanation:  

"The Ministry of Finance and I think that it is our highest obligation to 

continue with you, our common effort for the recovery of the 
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Cyprus economy and for the further strengthening of the resilience of 

the Cypriot financial sector and its financial stability".  

 

 

Abusing the use of ELA  

 

In February 2012 the situation in Marfin Popular Bank deteriorated rapidly 

and the bank depended increasingly on ELA. 

 

According to ECB regulations, ELA was granted in exceptional cases to 

solvent financial institutions which were facing temporary liquidity 

problems, only against collateral. 

 

ELA is not granted as part of monetary policy. “Responsibility for the 

provision of ELA lies with the NCB(s) concerned. This means that any 

costs of, and the risks arising from, the provision of ELA are incurred by 

the relevant NCB”. 

However, Article 14.4 of the Statute of the European System of Central 

Banks and of the European Central Bank (Statute of the ESCB) assigns 

the Governing Council of the ECB responsibility for restricting ELA 

operations if it considers that these operations interfere with the 

objectives and tasks of the Eurosystem. Such decisions are taken by the 

Governing Council with a majority of two-thirds of the 

votes cast. To enable the Governing Council to adequately assess whether 

such interference is given, it has to be informed of such operations in a 

timely manner. 

  

The CBC Governor Athanasios Orphanides, in violation of the above rules, 

facilitated the bank to survive through the use of ELA.  

 

In the CBC report to the ECB with which ELA could be ensured (20/2/12), 

Orphanides justified Marfin Popular Bank’s solvency as follows: "Based on 

the assessment of the Banking Supervision Department of the Central 

Bank of Cyprus, Marfin remains solvent". In the same report, it was stated 
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that at the end of February, Marfin Popular Bank held ECB loans of €9,3 

billion. Out of these, €5,2 billion was ELA.  

 

When Orphanides was assuring the ECB that Marfin Popular Bank was 

solvent, the bank was bankrupt. 

 

On 29 February 2011, Marfin Popular Bank announced its preliminary 

results of 2011 and announced losses of €3,3 billion, while core tier 1 ratio 

fell to 0.4%. The bank estimated that capital needs would be €1,335 

billion. This was the assessment by EBA, based on the previous year’s 

stress test. The bank had also announced interest by reputable strategic 

investors.  

 

The afore mentioned information on investment interest was not credible. 

The Bank’s CEO, Chr. Stylianides had sent an urgent letter (23/2/2012) to 

the Finance Minister Kikis Kazamias as regards the bank’s plan for raising 

capital and requested a meeting to "discuss the parameters of a potential 

financial guarantee by the state to cover the issue (underwriting)”.  

 

This was proof that there was no investment interest in an insolvent bank. 

Kikis Kazamias accepted the proposal put forward by Marfin Popular Bank 

and on 2 March 2012, sent a letter to Orphanides in which he said that 

following the announcement of Marfin Popular Bank’s preliminary results, 

the government of the Republic of Cyprus reiterated its 

commitment to support the banks, in case they did not receive the 

required funds from private investors.  

 

This position as set by the government was consistent with its policy to 

nationalize Marfin Popular Bank, but was in contrast to the position held 

by the ECB that it was deemed illegal.  

 

The fact that this decision was political, was confessed later on by the 

General Secretary of AKEL, Andros Kyprianou: 

"As regards to Marfin Popular Bank, the amount of €1,8 billion, we had an 

internal party difference of approach. A few of us said that the bank 
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should be left to collapse or go into a resolution process so that the Bank 

of Cyprus would be protected. Others said that we should keep the bank 

at any cost and in the end we decided that Marfin Popular Bank should be 

saved. From what the experts were saying. We trusted the experts and 

we decided that Marfin Popular Bank had to be saved whilst perhaps it 

shouldn’t".  

 

The decision to rescue Marfin Popular Bank "at all costs" was made at a 

political level whilst the supervision authority complied with it and 

facilitated its implementation. It is clear from the correspondence between 

the Ministry of Finance and the CBC that there was close cooperation at 

both top and technocratic level.  

 

On 5 March 2012, Marfin Popular Bank submitted to the Ministry of 

Finance and the CBC a discussion paper with suggestions on the ways the 

government could be involved in the bank’s recapitalization. 

 

On 16 March 2012, in the process of ensuring ELA, Governor Athanasios 

Orphanides sent to the ECB Governing Council a description of the Marfin 

Popular Bank’s recapitalization plan and based on it, the bank would raise 

€1,9 billion and core tier 1 ratio would rise up to 9% by 30 June, to 9% 

from the 0.4% that was at the time. 

Based on this plan and the government's commitment to support the 

bank, the CBC supervision department asserted that the bank was solvent 

and could continue drawing ELA.  

 

The ECB Executive Board assessed the Marfin Popular Bank’s 

recapitalization plan and deemed it unreliable. By way of illustration, out 

of the €1,9 billion capital raise only €64 million from the sale of bonds was 

secured. The ECB Executive Board disputed the government's ability to 

fulfil its commitment to guarantee the issuance of capital, whereas the 

government itself could not draw any financing from the markets since the 

end of 2010.  

Following the ECB assessment, ECB Executive Board Member, Benoit 

Coeuré, on 27 March 2012, sent a letter to Orphanides in which he said 
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that following a written statement by Kikis Kazamias citing his 

government’s support of Marfin Popular Bank, the ECB would need 

additional information, within three days, on five issues related to the 

timing and manner of government participation in Marfin Popular Bank’s 

capital raise.  

 

The intention of the ECB Governing Council was to suspend Marfin Popular 

Bank’s participation from monetary policy decisions by the next Governing 

Council meeting, "unless the additional information proves satisfactory".  

 

Kikis Kazamias, citing health reasons, suddenly submitted his resignation 

from the post of Finance Minister, leaving the hot potato in the hands of 

Athanasios Orphanides, who referred the ECB request to the new Finance 

Minister, Vassos Shiarly. 

 

 

 

Marfin Popular Bank clinically dead  

 

Vassos Shiarly wrote to the President of the ECB Mario Draghi (2/4/2012), 

reiterating the government’s commitment to support Marfin Popular Bank. 

"In case the request for such information, as stated in the ECB letter 

dated 27 March 2012, leaves any doubt as to my Government's 

commitment to provide support to what was already communicated to the 

ECB, I wish to reiterate our firm and undoubted commitment”.  

 

The ECB was not seeking assurances from the Cypriot government to 

support Marfin Popular Bank, but information on how they would support 

the bank, since they did not have the financial means to do that. After a 

meeting between Shiarly -accompanied by Orphanides- and the ECB 

leadership on 17 April 2012, Shiarly pledged to inform in detail about 

Marfin Popular Bank’s recapitalization plan. 

 

In the meantime, Marfin Popular Bank’s auditing firm, PWC, found that the 

bank had serious liquidity problems, was unable to raise capital, faced 
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solvency issues and thus refused to sign the final 2011 financial 

statements of the bank.  

 

In a PWC letter to Michalis Sarris, Chairman of Marfin Popular Bank 

(20/3/2012), PWC writes: 

«In order to remove this significant uncertainty, we request that the bank 

obtains from the Ministry of Finance a confirmation that the Republic of 

Cyprus will be taking the necessary actions in order to address liquidity 

and solvency issues as well as the capital requirements of the Bank, for 

the Bank to be able to continue as a going concern».   

 

PWC had inform the CBC:  

"... We want to inform you directly that there is substantial uncertainty 

which may create substantial doubt as to the principle of going concern 

(for Marfin Popular Bank). This fact does not allow us, in case we do not 

receive related assurances, to express a clear opinion on the bank’s 

financial statements”. 

 

On the following day of receipt of the PWC letter, Laiki’s CEO Christos 

Stylianides sent an urgent letter to the outgoing Finance Minister, Kikis 

Kazamias, saying that the auditors raised the issue of whether the Group 

was in a position to continue its activities. "A potential reservation as to 

the bank’s financial statements would have a devastating impact".  

 

Finance Minister Vassos Shiarly gave the letter and PWC signed the bank’s 

financial statements.  

Despite the desperate plight in which the bank was, Athanasios 

Orphanides continued on 30 March 2012, to apply for ELA by 

“copy/pasting” the paragraph which was assuring the ECB that, based on 

the evaluation of the CBC Supervision Department, "Marfin Popular Bank 

Group remains solvent".  

 

On 2 April 2012, an Extraordinary General Meeting of Marfin Popular Bank 

was convened. At the meeting, the bank was renamed to Cyprus Popular 
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Bank, whilst a €1,8 billion capital increase was approved, with the state as 

the guarantor.  

 

On 4 April 2012, the way Laiki Popular Bank was recapitalized was 

discussed at the ECB Governing Council, in the framework of the ECB 

consideration of the CBC’s request for ELA. The Governing Council decided 

the following: 

a) The CBC provides continuous information on the state of the bank  

b) An evaluation of Cyprus Popular Bank’s viability to be assessed 

(viability assessment).  

 

On 12 April, in the process of ELA granting, Athanasios Orphanides sent 

two memos to the ECB President as regards the above two requests. In 

the first one, he referred to the decisions which had been taken by the 

Extraordinary General Meeting of Cyprus Popular Bank for capital 

increase. In the other one, there was reference to the viability assessment 

of the bank and, inter alia, he stated: 

“The 5-year business plan prepared by the bank’s new management 

(appointed in late 2011) covering the period 2012-2016 assumes that the 

economy in Cyprus will be in recession for 2012, and Greece for 2012 and 

2013 and will return to normal macro-economic conditions thereafter. 

Based on this plan, the bank is expected to perform in line with its 

historical profitability trends, except for 2012 and 2013. The 

accumulated operating profit of the bank during this period is 

estimated at €3,2 billion and the accumulated net profit at €1,6 

billion. The targets set by the bank are, in accordance with the business 

plan and the assumptions used, achievable. The Banking Supervision 

Department of the Central Bank of Cyprus is of the opinion that the bank’s 

business plan is based on realistic assumptions. 

The bank’s business plan has been reviewed by the Banking Supervision 

Department of the Central Bank of Cyprus and our overall assessment 

is that the bank remains viable”.  

 

The ECB had asked for a viability assessment of the bank. The CBC 

Governor sent an assessment which was not based on any scientific 



	   21	  

instrument, except for wishful thinking. A bank which depended on ELA 

for the ninth consecutive month, with a core tier 1 close to zero, with 

inability to recapitalize, mainly engaged in business in Greece which was 

mired in an economic crisis, estimated that in three years - from 2013 – it 

would realize a net profit €1.6 billion. Profits of this range were never 

recorded by the bank not even when it was at its peak, during the time of 

the great “bubble”, that is before 2010. 

 

On 18 April 2012, in view of the forthcoming decision by the government 

to support Cyprus Popular Bank, the Ministry of Finance informed the CBC 

that the bank had to prepare a restructuring plan, based on a new 

business plan, in order to make it viable. The finance ministry gave 

guidelines to the CBC for cost reduction and the downsizing of the bank by 

20%. Later on, this study was delegated to KPMG UK. 

 

How is it possible for the Ministry of Finance to ask for a new 

business plan for the bank, only a week after the CBC briefed the 

ECB that there was such a plan, which was reviewed by the CBC 

Supervision Department and was found that it was based on 

realistic assumptions? 

 

The reality was that the Cyprus Popular Bank was sinking more and more 

into the crisis. On 30 April 2012 the bank announced its financial results 

for 2011, according  to which, core tier 1 ratio was -0,6%.  

 

However, the CBC continued to assess Cyprus Popular Bank as solvent. It 

based its assessment on certain parameters which were not realistic:  

- The viability assessment submitted to the ECB on 12 April, was glaringly 

unreliable.  

- The bank’s plan to raise new capital, was assessed by the ECB as 

unrealistic.  

- The government’s commitment to support the bank, although Cyprus 

was not in itself able to tap international capital markets.  

The nationalization  
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On 2 May 2012, Finance Minister Vassos Shiarly sent the information 

requested by the ECB, as regards the time frame of the Cyprus Popular 

Bank recapitalization and the modalities for the government’s 

participation. 

 

The government had proposed four scenarios:  

Preferred Scenario 1: Issuing of €2,5 billion government bonds which 

would be exchanged for bank shares.  

2 Recapitalizing the bank through a bilateral loan.  

3 Funding from the EFSF.  

4 Combination of the above.  

 

The ECB Executive Board reviewed the Cypriot government’s intentions 

and concluded that the recapitalization of the Cyprus Popular Bank 

through the issuing of government bonds could not be accepted:   

“…there is no “real” cash injected in the bank. Therefore the 

recapitalization based on the issuance of unfunded promissory notes by 

the government cannot be regarded as a fully credible solution”.  

 

The ECB did not consider the issuing of government bonds as an actual 

recapitalization. With core tier 1 ratio being below zero, the bank could 

not be part of the monetary policy instrument, i.e. it could not borrow 

from the ECB. Until then, the Cyprus Popular Bank had drawn ELA worth 

of €3,8 billion. If the bank was to be excluded from the monetary 

mechanism, it would have to convert its loans attained from the ECB with 

additional ELA worth of €3,85 billion. 

 

Theoretically, the bank could be recapitalized with private funds until the 

end of June. Making use of this theoretical - but practically nonexistent 

possibility, the ECB Governing Council, on 3 May, decided to suspend its 

decision of excluding the bank from monetary policy decisions, until the 

end of June. 
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At the same time, the ECB decided to request for more information "about 

the solvency and financial strength of Cyprus Popular Bank, in order to 

decide on its status as a member of the monetary system and the ELA».  

 

On 28 April 2012, President Christofias appointed Panicos Demetriades as 

CBC Governor, whose first day in office was the 3rd May. One of the first 

issues he had to deal with was Cyprus Popular Bank’s recapitalization.  

Due to the deteriorating political situation in Greece, the situation of the 

bank worsened. Greece went to the polls with the main challenge being 

whether it would stay or not in the euro area. In the elections of 6 May, 

there was no clear result and new elections were declared on 17 June. 

 

Cyprus Popular Bank’s CEO, Chr. Stylianides on 8 May 2012 resorted to 

the new CBC Governor Panicos Demetriades and informed him that 

"according to all indications, investor interest in participating in the 

planned recapitalisation of the bank will be significantly limited to non-

existent, especially after the escalation of recent developments in 

Greece”. 

 

Stylianides requested that the state would guarantee the new bond 

issuance and the €1,8 billion. To complete the transaction on the Stock 

Exchange before 30 June, which was the timeframe set by the EBA, the 

process would have to begin no later than 17 May.  

 

On 14 May, the CBC Governor, Panicos Demetriades, based on the 

Financial Crisis Management Law, suggested "accepting the bank's 

proposal of the government underwriting the planned issuance of capital 

of €1,8 billion".  

 

On 17 May, the Ministerial Council discussed and approved the 

amendment of the Financial Crisis Management Law, to allow "to fully 

underwrite the issuance of preference capital, or the provision of capital 

for the acquisition of equal participation of the Republic in the ownership 

structure of financial institutions".  
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Both the CBC with Demetriades’ suggestion and the government with the 

Ministerial Council’s decision, violated the ECB opinion which stated that 

government support could be provided only to sound institutions and 

through funds already available. They also violated Article 123 of the 

Treaty which prohibits monetary financing. 

 

Although it was beyond doubt that this plan could not be approved by the 

ECB, in the discussion that took place in the Ministerial Council, Vassos 

Shiarly referred to it as a possibility: 

"There is a possibility that the ECB will tell us - there is a chance, not 

certain yet - that this is not acceptable and you have to put cash, then we 

will see how we will handle it. The process of issuing these shares will run 

until 30.6.2012, therefore, we have enough time till then to figure out 

how to handle this case". 

 

In the discussions between the Ministry of Finance and Brussels, it was 

suggested that the only safe way was to apply to the support mechanism, 

but the government remained wedded to the view that the mechanism 

should be avoided at all costs. 

 

Shiarly said to the Ministers:  

"They tried very hard to push us into the mechanism yesterday. This 

method is a way to kick the ball further down (buy time) up to 30.6.2012 

and there is a chance we escape". 

Christofias: "What I want to very clearly say is that we find a way until 

30.6.2012, to make it look like we think we can get away with it. I 

want to be clear before the Ministerial Council. By 95%, if not more, we 

have very serious problems and we will receive an all-out attack by the 

opposition".  

 

On 18 May, the government sent to the House of Representatives the 

amendment of the law, allowing it to underwrite the issuance of new 

capital and secured, on the same day, its approval due to the threat that, 

otherwise, Cyprus Popular Bank would collapse. 
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After legally committing to buying a bankrupt bank at a price of €1,8 

billion, the Ministry of Finance requested the ECB, retrospectively 

(30/5/2012), for its opinion. This procedure is mandatory for bills which 

affect the euro area monetary policy. The ECB delivered its opinion on 2 

July in which it repeated all its previous recommendations made to the 

government and the CBC.  

 

The résumé of the ECB’s opinion is that the €1,8 billion was, anyway, not 

enough. Furthermore, buying the bank on paper would not solve its 

problems; it could not be used for recapitalization and could not be used 

as collateral to receive ELA funding.   

 

In many ways, the government - with the recommendation of the CBC 

Governor - threw €1,8 billion in an insolvent bank with the hope that they 

would buy one months’ time, but in reality they did not buy a single day’s, 

as the ECB never recognized Cyprus Popular Bank’s recapitalization 

through sovereign debt.  

 

 

Russian loan and EFSF  

 

When the government was trying to buy one month’s time by throwing 

€1,8 billion in Cyprus Popular Bank, it was anticipating a new loan from 

Russia. According to the minutes of the Ministerial Council (17/05/2012), 

the government was already sounding Moscow; whilst at the same time it 

was hoping for a loan from China. A bilateral loan was the only hope for 

the government to avoid the support mechanism. 

 

On 6 June 2011, the ECB Governing Council asked the CBC to submit by 

15 June, "a detailed and updated plan on all options for capital backstops 

concerning Cyprus Popular Bank". 

 

Instead of a detailed and updated plan, as was requested by the ECB, 

Panicos Demetriades informed ECB President Mario Draghi that according 

to press reports, the Republic of Cyprus had engaged in talks with the 
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Russian Federation for a €3 billion loan and that the Government 

Spokesman stated that agreement was proceeding. 

 

Demetriades wrote that it was to be understood that part of the loan 

would be used to recapitalize the Cyprus Popular Bank with €1,8 billion in 

case the amount was not covered by shareholders or new investors. 

According to Demetriades, talks with Russia were expected to be 

completed by the end of the week after (June 22). Otherwise, the 

government would apply for support through the EFSF.  

 

Parallel to the efforts to secure a Russian loan, Christofias sent hastily on 

24 June 2012, Neoclis Silikiotis, Minister of Commerce and Michalis Sarris, 

Cyprus Popular Bank’s Chairman to China to either secure a loan or the 

purchase of Cyprus Popular Bank by China. In the minutes of the 

Ministerial Council it is evident that these actions were an expression of 

last-minute panic. 

 

For example Christofias – as he told his Ministerial Council – discussed, 

through the Russian Ambassador in Cyprus, for a €3 billion loan and by 

the time he submitted a written request, the amount needed rose to €5 

billion, whilst later on he was asking for a €9 billion loan. 

 

On 22 June 2012, Fitch Rating agency was to announce its assessment for 

Cyprus and was expected to downgrade the rating of Cypriot bonds to 

“junks”. Consequently, the ECB could not accept Cypriot bonds as 

collateral for monetary policy operations. 

 

The CBC Governor, in an effort to buy time contacted, on 20 June, Fitch 

and requested for a week’s postponement for the announcement of their 

assessment. To justify his request, Demetriades briefed Fitch on the 

situation in relation to public finances and the Cyprus Popular Bank. 

 

As concerned to the state’s financing, he wrote that he was optimistic as 

he was expecting  at the beginning of the week after, that the government 

would be able to announce the conclusion of a bilateral loan with the 
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Russian Federation amounting to at least €3 billion, which would cover all 

needs until the end of 2013. 

 

As concerned to Cyprus Popular Bank, Panicos Demetriades appeared 

optimistic that investors would be found: "We have an update from the 

Cyprus Popular Bank’s CEO, after our telephone conversation, which 

warrants a somewhat greater degree of optimism for finding private 

investors». If there were additional needs, those would be covered by the 

EFSF and/or the Russian loan. 

 

Panicos Demetriades informed Fitch that there was also a "significant 

progress" in ring fencing the Greek branches and that he had asked the 

three Cypriot banks operating in Greece to convert into branches. "To that 

effect we have obtained the consent of the Bank of Greece and we are in 

advanced discussions with Blackrock for the purpose of carrying out a 

diagnostic assessment of the banks' loan portfolios in Greece".  

 

The information Demetriades was providing Fitch and the ECB was 

unreliable and unrealistic. All of his assumptions were based on press 

reports and on a loan which did not exist. There was no interest from the 

private sector to participate in the capital raising of the Cyprus Popular 

Bank and much more there was absolutely no progress on the ring fencing 

of Cypriot branches in Greece.   

Fitch gave a three days’ extension. Finally, on 25 June, Fitch downgraded 

Cyprus from BBB- to BB + (junk Category: Non - investment grade, 

"junk").  

 

This downgrade was critical because it followed two other downgrades by 

Moody's and S & P. With Fitch’s downgrade, Cypriot government bonds 

automatically ceased to be accepted as collateral by the ECB for monetary 

policy operations. 

 

In its evaluation, Fitch assessed that the required funds to recapitalize the 

banks would most probably come from the Government, as the 

opportunities for seeking funds from the private sector were limited. The 
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total cost for government support (including bad debts) to the banking 

sector "it is estimated that it may reach €6 billion".  

 

Following the downgrade, the government had no other choice than to 

apply to the mechanism. The Finance Ministry had initiated the process 

and on 25 June the Ministerial Council convened to approve the 

application. 

 

However, according to the minutes, the decision to apply to the 

mechanism was not a sign of change of strategy - again – it was an 

attempt to buy time with the expectation that the government would 

secure a loan from Russia or China.  

 

Christofias: "Regarding our efforts, we are still on the phone with the 

Russians. Last night I had the ambassador here, he hopes that this week 

they will give an official response. I have personally sent a letter to Mr. 

Putin. 

We have sent Neoclis in China, in a rush, there is a bank there that works 

with loans and investments ... (...) They are ready to support us with a €6 

billion loan, at a 3% interest rate, but they want to purchase Cyprus 

Popular Bank, they will give the €1.8 bln but they also have their profit 

in mind, they want a partnership in business to do with 

hydrocarbons, energy. I am not against this at all, to tell the truth, 

they are welcome, the important thing is to do everything in the 

framework of our EU membership. 

... Meanwhile, well, it would be good to express this intention of ours to 

our European counterparts, this issue of our possible application to the 

Support Mechanism".  

 

Commenting on Vassos Shiarly’s recommendation to take on the EU 

assistance, if it was offered, Christofias said that it is our sovereign right 

to take a loan from wherever we wish to. "If we take €9 billion from the 

Russians, I say the minimum, and the purchase of Cyprus Popular Bank, 

why would we need the memorandum?”.  
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The black hole of €1,8 billion  

 

Due to the ECB’S refusal to accept the recapitalization of Cyprus Popular 

Bank with government bonds, the government revised its strategy and 

informed the ECB that it would adopt the second scenario which consisted 

of the bilateral loan or the third one which was to resort to the EFSF. This 

issue was raised in the ECB Governing Council on 20 June. 

 

On 27 June, following the announcement of resorting to the mechanism, 

Panicos Demetriades wrote to Draghi that there was no interest for 

participation in Cyprus Popular Bank’s recapitalization, the government 

talks on a bilateral loan did not yield any result and that funding from the 

mechanism by 30 June was deemed impossible.  

 

As a result, Demetriades indicated Draghi that the government was 

legally binded to cover the full amount through bond issuance and 

for this purpose it could issue the bond, which would later on be covered 

by the EFSF.  

 

On 29 June, on the eve of the deadline for the Cyprus Popular Bank’s 

recapitalization, Demetriades wrote again to Draghi, reiterating that the 

government was legally binded to cover the €1,8 billion. He pointed out 

how important it was for financial stability and warned that if the 

government did not proceed with the issuing of the bond, “there may be 

several negative repercussions in the banking system of Cyprus, in terms 

of loss of confidence which may even lead to a run on banks. The 

substantial network of the three Cypriot banks in Greece may be similarly 

affected”.  

 

The desperate attempt by the CBC Governor to convince the ECB to 

accept the Cyprus Popular Bank’s recapitalization through the issuing of 

the bond, reveals the fiasco of the effort. The CBC was trying to persuade 

the ECB through the faits accomplis - despite the ECB’s warnings - and 

invoking the systemic risk that would emerge from the collapse of the 

Cypriot banks, due to their presence in Greece. 
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The ECB did not lend an ear to Demetriades’ suggestions. On 2 July, the 

Governing Council held a conference call and decided to suspend the 

participation of Cyprus Popular Bank in monetary policy due to "concerns 

about the soundness of the bank". As a result, the bank could not get ECB 

borrowing and its operation was solely dependable on ELA.  

 

Panicos Demetriades reacted to this decision and requested an immediate 

review.  

 

However, the ECB Governing Council rejected the request because:  

- Discussions with the troika would not last a few weeks, but months until 

it was possible to access the EFSF/ESM.  

- Due to the fact that government bonds of €1,8 billion were not 

marketable, that would create further uncertainty about the 

recapitalization of the Cyprus Popular Bank.  

 

The Governing Council decided to suspend Cyprus Popular Bank’s 

participation in monetary policy decisions until a programme was agreed. 

As predicted by the ECB, the programme was not going to be concluded 

quickly due to the “delay strategy” adopted by the government. This 

became evident from the initial talks with the troika.  

Meanwhile, the problem with Cyprus Popular Bank - as anticipated by the 

ECB - worsened. Following the nationalization of the bank, deposit 

outflows increased dramatically. Only in June 2012 withdrawals of 

depositors amounted to €883 million. From May to November 2012, 

deposits fell by €2 billion.  

 

Even if the ECB accepted the government bond for liquidity, the bank 

would still not be saved. After the €1,8 billion, in late June, core tier 1 was 

4.1% (The CBC in its reports for ELA purposes, raised it to 6.7%, but in 

the bank’s six-month results, it  was set to be 4.1%), whilst the limit set 

by the EBA was 9%. 

 

Withdrawals and bond downgrades for Cyprus Popular Bank ejected ELA 

(3/7/2012) to €9,8 billion. The CBC asked the Cyprus Popular Bank to 
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mortgage its entire immovable property in Cyprus and Greece, in order to 

be used as collateral for the granting of ELA.  

 

On 16 July, CBC employee, Demetris Aristotelous, informed the CBC 

Senior Director, Spyros Stavrinakis, that: Laiki Cyprus Popular Bank is 

"portrayed to be at a state of contingent capital and nonviability" as 

defined in the terms of Guaranteed Convertible Capital Securities (CECS). 

He suggested their mandatory conversion into ordinary shares of the 

bank.  

 

The only way to stabilize the situation was the signing of the 

Memorandum. Troika, after intensive talks, prepared and delivered to 

President Christofias, on 26 July 2012, the first draft Memorandum and 

departed from Cyprus. This was the standard procedure applied to all 

countries which entered a memorandum. The next day, President 

Christofias departed to London to watch the Olympic Games. 

 

From London, in a speech he announced (31/7/2012), the rejection of the 

troika recommendations: "We cannot have people from elsewhere to 

come and tell us this is the state of your economy. Maybe we have a 

different assessment of the economic situation in Cyprus and how 

to solve the problem. That’s why, I asked them to continue the dialogue 

until September". 

 

At the end of August, Cyprus Popular Bank was to announce its half-yearly 

results. Its auditing firm, PWC, had intended to again raise the issue that 

"there is considerable uncertainty with the Bank's ability to continue as a 

going concern entity». PWC again requested the government to sign a 

written undertaking that it would support the bank.  

 

On 29 August 2012, Finance Minister Vassos Shiarly signed the statement 

that the State undertook to "provide the necessary support to the Bank to 

address problems of liquidity and capital resources in order to be able to 

continue as a going concern".  
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This time the Finance Minister requested the support of the Ministerial 

Council, which approved the statement, at its meeting of 30 August 2012.  

 

In the discussion which took place, the Minister of Finance Vassos Shiarly, 

reassured the Ministerial Council that the statement is "just a statement, 

it is nothing more than a statement". 

  

President Christofias was aware of what the Ministerial Council was doing:  

"Do you know what our problem is? How much is this support? We don’t 

even know for ourselves how much this support amounts to in the end. 

We give papers a priori; we commit the state a priori without knowing 

what we commit to. How much is their money”. 

 

The Finance Minister replied that it was not known how much were the 

needs of Cyprus Popular Bank and that the result would become known 

after the diagnostic check. Shiarly stated that the financial needs of the 

banks were, according to the IMF, set to €12 billion whilst the CBC 

estimated it at around €5-6 billion.  

 

 

Virtual solvency  

 

On 31 August 2012, Cyprus Popular Bank announced its results for the 

first half of 2012. The bank recorded losses of €1,3 billion. Core tier 1 

ratio was at 4.1%, including the €1,8 billion, which only had a book value 

and not a real one. 

 

At the end of August, Cyprus Popular Bank’s ELA reached €9,6 billion. 

However, the CBC continued to renew ELA on the grounds that the bank 

was solvent, basing its opinion on misleading data. 

 

The CBC was "documenting" the solvency of the bank with a draft 

restructuring plan which was submitted by KPMG UK, in the context of the 

implementation of the decision to nationalize Cyprus Popular Bank. 

KPMG’s plan provided for a separation of the bank into “good” and “bad”. 



	   33	  

The CBC, in its explanatory report to the ECB for ELA renewal, stated that 

it had not approved the KPMG plan and that the plan’s assessment would 

be done separately by the CBC, the Ministry of Finance and the European 

Commission, until the beginning of 2013. Former chairman of the Cyprus 

Popular Bank, Andreas Philippou, testified, at the Investigation 

Committee, that the draft KPMG plan for the resolution of the bank was 

submitted by KPMG in late August 2012. Two to two and a half months 

after its submission, the CBC informed the bank “that this approach was 

not accepted by the European Commission and it requested us to revise 

it”.  

In February 2013, the CBC rejected the plan as inappropriate. This 

inappropriate – according to the CBC - plan was submitted to the 

ECB as evidence for the solvency of Cyprus Popular Bank for ELA 

granting of €9,6 billion.  

 

In September 2012, the ECB Governing Council questioned the way in 

which collateral was assessed for ELA purposes. Panicos Demetriades in a 

written letter to President Anastasiades (04/03/2013) stated that "the 

ECB Governing Council began questioning the assessment of the value of 

collateral for which the CBC is providing for ELA». 

 

At its convening on 6 September 2012, the ECB Governing Council asked 

the CBC to give a briefing, as soon as possible, «on the potential 

contingency liquidity measures that could increase the funding capabilities 

of Cyprus Popular Bank given that the collateral buffer was almost fully 

exhausted". The decision stated that the €1,8 billion bond should be 

exempted. Moreover, until its next session, the CBC had to give details as 

to how the capital base of the Cyprus Popular Bank would be increased, 

following the damages announced in its interim results.  

 

Demetriades informed Mario Draghi (13/09/2012) that the CBC had 

revised its methodology for calculating ELA, without departing from the 

Eurosystem methodology principles. He also informed Draghi that Cyprus 

Popular Bank would issue a guaranteed bond of €500 million which would 

be used as collateral for ELA.  
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The first memorandum  

 

On 12 September the Eurogroup convened in Cyprus. The economic élite 

of the world (Eurogroup Chairman Jean-Claude Juncker, ECB president 

Mario Draghi, IMF President Christine Lagarde, Commissioner Oli Rehn), 

they all urged the Government of the Republic of Cyprus to complete as 

soon as possible the talks with Troika. The government was continuing its 

delay strategy by pushing decisions at a later stage, keeping hostage the 

entire banking sector, because they could not proceed with 

recapitalization without a programme. 

 

Developments also affected negatively the Bank of Cyprus. In its nine-

month results, the Bank of Cyprus announced losses of €216 mln, whilst 

its core tier ratio was at 5%. As a result of the inability of the Bank to 

recapitalize, the ECB Governing Council decided, on 7 November, to 

suspend its participation from monetary policy decisions with effect from 

14 November, for the same reasons it made its decision in July as regards 

the Cyprus Popular Bank.  

After the exclusion from monetary policy decisions, the Bank of Cyprus 

had to repay the ECB debts of €3,88 billion, of which €2 billion in ELA. 

ELA for both banks, on 15 November, reached €11,9 billion. 

 

Following this development, the government called troika again which 

came to Cyprus (09/11/2012) for a final negotiation of the memorandum. 

Fifteen days later, discussions arrived at a deadlock. The government was 

still unwilling to accept the terms of the memorandum.  

 

On 18 November, an agreement was announced for the financial sector, 

which was negotiated by the Minister of Finance and the CBC. However, 

the government did not reach an agreement with the troika for the rest of 

the issues and Troika departed the island.  

On 22 November 2012, President Christofias was in Brussels. He was 

informed by the CBC Governor, Panicos Demetriades, that due to the 

absence of an agreement with the Troika, the ECB had decided an 

immediate halt to the granting of ELA to Cypriot banks. 



	   35	  

In a written statement, President Christofias says: "After hard 

negotiations with the Troika and always having in mind the difficult 

circumstances, we are very close to signing a Memorandum of 

Understanding (MoU) with the Troika". The next day, the Finance Minister, 

Vassos Shiarly announced that they had agreed the terms of the MoU and 

that the agreement would be completed following the publication of the 

final amount of the recapitalization needs of the banking sector, pending 

the diagnostic assessment by Pimco. 

 

On 26 November 2012, the CBC Governor, with a letter to the Minister of 

Finance Vassos Shiarly, called the Government to provide guarantees to 

Cyprus Popular Bank, "without the guarantee of any collateral to its 

benefit", for a bond issuance of €500 million. The CBC in its letter justified 

the solvency of the bank on the basis of the plan drafted by KPMG for the 

separation of the bank into “good” and “bad”.  

 

On 29 November, Cyprus Popular Bank announced its nine-month results, 

recording losses of €1,67 billion, out of which €362 million took place in a 

period of three months. Core tier ratio fell to 2.7%, including the €1,8 

billion of government bonds which were not accepted by the ECB.  

 

On 13 December 2012, Eurogroup discussed the Cyprus memorandum. In 

a written announcement it stated that progress was made towards a 

potential macroeconomic assistance programme for Cyprus. 

 

However, Pimco’s diagnostic assessment was pending. Athanasios 

Orphanides - as an individual - incited the challenging of the assumptions 

of the diagnostic assessment. The Government which did everything in its 

power to delay things and ultimately not sign the memorandum, entered 

the logic of questioning the assessment in order to buy time.  

 

 

The “haircut” of deposits (bail-in)  

 

Regardless of Pimco’s assessment, the ECB had diagnosed - before 
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Troika’s descent in Cyprus |(June 2012) – that the main problem was the 

huge size of the banks, which in case they needed financial support, they 

could not receive it from the feeble economy of Cyprus and that their way 

out would be to find alternative ways to recapitalize.  

From 2 July 2012, in its opinion on the Law for the support of Cyprus 

Popular Bank, the ECB stated: 

“In view of the fact that the support measures under the Ministerial 

Decree aim to address solvency problems at a financial institution, the 

ECB considers that the objectives pursued by the support measures may 

be better achieved through the use of bank resolution tools. A fully-

fledged bank resolution regime, comprising tools such as bridge banks, 

asset separation and transfers of business would offer legally sound 

means of resolving institutions on the brink of insolvency, safeguarding 

financial stability, whilst addressing stakeholder rights”. 

 

In its opinion, the ECB referred the reader to a footnote in page 4, as 

follows:  

“In this context see the Commission’s Proposal for a Directive of the 

European Parliament and of the Council establishing a framework for the 

recovery and resolution of credit institutions and investment firms and 

amending Council Directives 77/91/EEC and 82/891/EC, Directives 

2001/24/EC, 2002/47/EC, 2004/25/EC, 2005/56/EC, 2007/36/EC and 

2011/35/EC and Regulation (EU) No 1093/2010 (COM(2012) 280/3)”. 

 

It referred to the EU approval procedure [COM (2012) 280 final] for bank 

resolution without the cost being borne by the taxpayer. The case of 

Cyprus was classic. 

 

From the initial Troika meetings in Cyprus, information leaked that the 

banks needed €10 bln of financial assistance, an amount representing 

60% of Cyprus’ GDP. Fitch had expressed the same assessment in its 

report on 2 August 2012, that the needs of the banking sector would 

reach 60% of Cyprus’ GDP.  

In November’s 2012 memorandum, paragraph 1.19, in the framework for 

the financial sector, it says: 
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"The Authorities will introduce legislation which will establish a 

comprehensive framework for the restructuring and liquidation of credit 

institutions, drawing, inter alia, on the proposal of the European 

Commission" and was referring to the same footnote, as the one found in 

the ECB’s opinion on 2 July. 

 

This Regulation was adopted by the European Commission on 20 June 

2012 and was discussed at the EU Council, at its meeting on 14-15 

December 2012, which took place during the Cypriot Presidency. 

Indeed, the Council urged the European Parliament to adopt the 

Regulation by June 2013, (eventually it was approved and is part of the 

acquis). 

 

Therefore, it was clear from the outset that the resolution of the banking 

sector would take place with the tools referred to in the regulation to be 

adopted, the philosophy of which prevented taxpayers’ contribution. And 

the only tool that suited the case of Cyprus - due to the large hole and the 

huge size of its banks – was rescuing with own resources – the bail in.  

 

However, the perception which prevailed was that neither the government 

nor the CBC adequately understood this context. Moreover, no one 

admitted to know or have heard about the bail-in before the 

Eurogroup of 15 March 2013.  

 

The fact that the government, the state and its institutions acted as if 

they could not comprehend what was going on in order to disguise their 

inadequacy – as was the case with the haircut of the Greek bonds – 

ultimately proved to be a very effective policy to avoid taking 

responsibility. 

 

The reality is that as early as 6 November 2012, the CBC Governor, 

Panicos Demetriades, informed the ECB President, Mario Draghi that the 

resolution law was almost done, three whole weeks before the MoU of 25 

November.  
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Pursuant to the provisions of the memorandum, the draft law should have 

been consulted with the EU, the ECB and the IMF «and will enter into 

force by the end of January 2013". As a result of this commitment, on 11 

January 2013, the Ministry of Finance forwarded the ECB the draft 

law relating to the resolution of credit institutions, adopting the provisions 

of the EU Regulation which was under approval. The draft law titled 

"Resolution for Credit and Other Institutions Law of 2013”, legalized the 

rescuing with own resources (bail-in).  

 

In the description of the general principles of resolution, it is stated that 

the CBC, as the Resolution Authority, may take steps, in pursuit, inter 

alia, of the following objectives:  

- To protect public resources by preventing the affected 

institutions to rely on public support for their rescuing.  

- To minimize the cost of resolution for taxpayers. 

 

The biggest problem of the Cyprus economy was the banking sector. The 

MoU accommodated for the sector’s drastic downsize and resolution. For 

the Cyprus Popular Bank, its closing down was a fact: "Non viable 

institutions will be resolved".  

The purpose of this Law was to address this problem and provide the tools 

for ring-fencing (sale of banks in Greek) and recapitalize banks. 

 

From the moment the two major banks would pass into the hands of the 

Resolution Authority, the CBC should have to act within the given 

legislative framework and to provide solutions which would not bear any 

burden to the taxpayer. The law in itself was prohibiting the bail out 

and was legalizing the bail-in.  

 

In short, those who participated in the discussions and agreed the terms 

of the memorandum in relation to the financial sector and then drafted the 

Law, in no way are they entitled to look surprised about the bail-in. 

 

The ECB, giving a positive opinion, in no time, to the Ministry of Finance 

(1/2/2013) stated:  
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“The ECB welcomes the application, under the draft law on resolution, of 

resolution measures to non-viable entities only, both for conceptual 

reasons, and for reasons of consistency with the Commission proposal of 6 

June 2012 for a Union framework for bank recovery and resolution”.  

 

Meanwhile, on 21 January 2013, due to the tardiness demonstrated by the 

Christofias government, the Eurogroup decided at its meeting to refer the 

completion of the agreement and the signing of the memorandum to the 

next government. According to its terms of reference, the members of the 

Eurogroup said that after receiving assurances [from Shiarly] that short-

term financing needs in Cyprus are covered (...), they considered that 

“targeting agreement on a programme after the upcoming presidential 

elections in Cyprus would best facilitate national ownership. We expect, 

therefore, that final agreement on a programme could be reached as of 

March”.   

 

Following this development, the government and the CBC, hid the 

draft law and gave no related briefing to the new government 

which went to the Eurogroup to negotiate a bail-out, whilst the 

whole design was based on bail-in.   

 

The CBC Governor, Panicos Demetriades, the Finance Minister, Vassos 

Shiarly and the technocrats who worked with them, during their 

testimonies before the Investigation Committee, as well as in their public 

statements and speeches, gave assurances that they had no idea about 

the bail-in and that it came up as a political decision of the new 

government. 

 

As a matter of fact, bail-in was practically and legally a fait accompli, as a 

result of both the situation of the Cyprus banking sector and the 

commitment of the Christofias government as regards the MoU.  

 

When the new government took over, on 1 March 2013, the Cyprus 

Popular Bank, after mortgaging everything it had in its possession in 

Cyprus and Greece, was dragging its feet whilst the whole banking sector 
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was shaking. Only during the period from 8 to 15 March, total withdrawal 

of deposits reached €3,3 billion.  

 

On 15 March 2013, the Cyprus Popular Bank closed and there followed a 

three-day holiday. It never opened again as Cyprus Popular Bank and it 

carried away with it the Bank of Cyprus. The Bank of Cyprus was put 

under resolution through the use of the Resolution Law which was 

presented by CBC Governor, Panicos Demetriades, for approval to the 

Anastasiades’ Ministerial Council and was then enacted, on the same day, 

by the House of Representatives.  

 

 

The investigation which didn’t happen 

  

On 21 August 2012, the CBC signed an agreement with the firm Alvarez & 

Marsal (A & M) to examine the conditions under which the Cyprus Popular 

Bank and the Bank of Cyprus requested state support.  

 

In the explanatory note by A & M (Statement of Protocol to report of 

investigations into specific aspects of Cyprus Banking crisis. Preliminary 

Statement, 26/3/2013), it is stated that: 

"As advised by the Governor of the Central Bank of Cyprus, the impetus 

of the investigation grew for a need to protect the banking system 

and prevent repetition of the Cyprus Popular Bank crisis which 

precipitated State - aid of €1.8 bln".  

 

According to the same note, A & M took instructions from the CBC 

Governor as to the issues to be investigated. "By agreement with the 

governor, the investigation mandate was set to cover an examination of 

the following four areas": 

 

1. Bank of Cyprus’ losses from investing in Greek bonds.  

2. The purchase of shares of the Romanian bank Banca Transilvania.  

3. The acquisition by the Bank of Cyprus of the Russian bank Uniastrum.  
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4. The merger of Marfin Laiki with Egnatia and in specific the conversion 

of Egnatia from a subsidiary of Marfin Laiki to a Cypriot bank.  

 

Of the issues to be investigated, what was ultimately lacking was the most 

important one, which was actually the reason why it was decided to do an 

investigation in the first place:  the financial support to the Cyprus Popular 

Bank by €1,8 bln. 

  

On 2 October 2012, the House of Representatives wrote to the CBC 

Governor and requested to be briefed as regards the terms of reference of 

the A & M investigation. The CBC Governor replied on 16 October, saying 

that the investigation "aims to identify the conditions under which the two 

Cypriot banks, namely the Cyprus Popular Bank and the Bank of Cyprus 

experienced losses and as a result they needed state support". 

 

When the outcome of the investigation was announced, it was evident 

that the Cyprus Popular Bank was not investigated. The Central Bank 

announced that "the investigation will continue and will cover the 

purchase of Greek government bonds by the Cyprus Popular Bank". In a 

statement before the House Finance Committee (08/04/2013), the CBC 

Governor said that "the investigation for Cyprus Popular Bank is expected 

to be completed in the coming months." 

 

Eventually, no investigation took place for Cyprus Popular Bank. 

  

Demetriades refused to investigate the circumstances under which the 

Cyprus Popular Bank went bankrupt and misled the House of 

Representative and society at large that an investigation was supposedly 

under way.  

Now we know why: An investigation into the reasons why the Cyprus 

Popular Bank requested state support of €1.8 bln, would reveal the 

disastrous decision taken by the Christofias government  to nationalize the 

Cyprus Popular Bank and this was achieved in collaboration with both CBC 

Governors, initially Orphanides and later on Demetriades. 
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Conclusion - responsibilities  

 

The Cyprus Popular Bank, was insolvent before the haircut of the Greek 

bonds. After the haircut, the Bank had little chance to survive. The only 

realistic option for a successful recapitalization was through the EFSF. 

However, it was impossible to receive funding from the EFSF without 

entering a programme. Christofias’ government followed a policy of 

avoiding the programme at all costs. By refusing the programme, 

Christofias’ government led the entire banking sector into captivity. 

 

AKEL saw the need for Cyprus Popular Bank’s recapitalization as an 

opportunity to nationalize the bank, fulfilling its ideological expectations. 

The decision to support the bank was based on political criteria without 

any feasibility studies.  

 

The CBC was an accomplice to this decision, in cooperation with the 

Ministry of Finance for the preparation of the draft law. The CBC ought to 

have known that this action was illegal and in violation of the Treaties. But 

even if it didn’t – which shouldn’t be the case – it found out through the 

ECB opinions. 

Since November 2011, the CBC knew that providing liquidity to an 

insolvent institution was a breach of Article 123 of the EU Treaty and 

Article 121 of the Statute of the European System of Central Banks. The 

CBC also knew, from the opinion expressed by the ECB, that the 

Management of Financial Crises Law was in breach of the afore mentioned 

Treaties. However, the CBC had given its consent to its enactment by the 

House of Representatives on 30 December 2011. 

 

The only one who could stop the Christofias government's plan was the 

CBC Governor, Athanasios Orphanides, who instead of bringing the 

government before its executive responsibilities, he provided it with the 

tools to implement a disastrous policy. His successor, Panicos 

Demetriades acted in the same way.  
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If Orphanides facilitated Christofias’ government in the hope of 

being reappointed and Demetriades saw it as a prerequisite for his 

appointment, this demonstrates how huge a destruction can be for 

a country when its institutions are not functioning properly and 

there are no checks and balances in the system of governance. 

Demetriades’ public admission, on 26 March 2013, that the bank was kept 

alive on political motives fully reflects the reality: 

"One of our banks was kept alive by a ventilator for a very long period. 

Laiki’s ELA reached 60% of our country’s GDP. It was not pleasant, but we 

had to keep it. It was imperative that we kept it so that elections could 

take place, so that the new government would make its decisions, come 

to an agreement with our European counterparts in order to avoid not 

only the bank’s bankruptcy but of the state’s as well”.  

 

Cyprus Popular Bank was not hooked-up on the ventilator on the eve of 

the elections, but for a period of at least two years. The artificial 

prolongation of its viability, cost the taxpayer €1,8 billion as direct and 

collateral damage due to the anomaly caused to the national economy. 

 

Apart from former President Christofias and the members of his 

government, who were aware of their decisions, the CBC holds great 

responsibility as well.  

First and foremost, all CBC Governors failed to adopt and implement 

corporate governance rules and made their decisions on the basis of 

personal and political motives, failing to respond, in the most basic 

manifestation, to their supervisory role. 

 

Despite the huge losses incurred to the Cypriot economy by the CBC’s 

counteractive role, its responsibilities were exhausted with the resignation 

of Panicos Demetriades without any serious effort, thereafter, for 

consolidating the supervisory authority.  

 

The Cypriot economy found itself on the brick of collapse as a result of the 

bail-in. 
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It would have been a different story if the new government was aware 

that bail-in was already agreed by the previous government and was - 

under the circumstances - unavoidable.  

 

It sounds incredible that the previous government, the Ministry of 

Finance, the CBC and the Legal Service of the Republic drafted and 

submitted to the ECB a comprehensive draft law for bail-in, without 

briefing in the slightest way the new government.  It is also creepy that 

the moment the decision was made, not one official or technocrat was 

found to explain that the bail-in was already a fait accompli, before the 

new government took over, that it did not pop up from nowhere and that 

it was not a political decision of the new President. Moreover all officials 

and technocrats pretended to be ignorant of this when they testified 

before the Investigation Committee which, also, utterly failed to fulfil its 

mandate.   

 

Finally, the stance held, all along, by the institutions of the Republic of 

Cyprus, from the beginning of the crisis up to March 2013, does not 

justify, in any way, their outburst and rage against the European Union 

and its institutions, that they did not demonstrate solidarity vis-à-vis 

Cyprus. 

 

 

 

 

 

Report commissioned by the President of the Republic of Cyprus 

 

Nicosia, October 2014 
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Mr Michael Sarris 
Chairman of the Board of Directors 
Marfin Popular Bank Public Co Ltd 
154 Limassol Avenue 
CY-2025 Nicosia 
Cyprus 

20 March 2012 

Our Reference: SCC/85017300 

Subject: Martin Popular Bank Public Co Ltd (the "Bank") 

Dear Mr Sarris 

In relation to our 2011 audit of the group financial statements of the Bank and taking into 
consideration our assessment of the Bank's ability to continue as a going concern, we are writing to 
communicate to you the following matters: 

1. · At the Extraordinary Shareholders Meeting of 2 April2012 the Bank's shareholders will 
consider various resolutions with an aim for the Bank to commence its capital raising process 
in view of the European Banking Authority capital requirements and the losses incurred 
during the year ended 31 December 2011. 

2. Given the current market conditions, there is significant uncertainty as to the ability of the 
Bank to raise the required capital from existing shareholders. In addition, there is currently 
no confirmed participation from new investors. · 

3. Taking the above into consideration, in performing o:ur assessment of the Bank's ability to 
continue as a going concern for a period of twelve months from the date of issuance of our 
audit report, we note that there is currently significant uncertainty that would necessitate the 
issuance of a modified audit report on this matter. 

4· In order to remove this significant uncertainty, we request that the Bank obtains from the 
Ministry of Finance a cpnfin:p.ation that the Republic of Cyprus will be tak:i:ilg the necessary 
actions in order to address liquidity and solvency issues as well as the capital requirements of 
the Bank, for the Bank to be able to continue as a going concern. 

We remain at your disposal should you wish to discuss further the above further. 

Yours sincerely 

cc. Mr Christos Stylianides, Group CEO 

.
~.--· ..... ·-· ................ -· .... ·-· ........ ............. ......... ······· ........... .................... '··· -.......................................... ................................. -............................................... . 

PricewaterhouseCoopers Ltd, Julia House, 3 Themistocles Dervis Street, CY-zo66 Nicosia, Cyprus 
P 0 Box 21612, CY-1591 Nicosia, Cyprus 
T: +357- 22 555 ooo, F:+357- 22 555 001, www.pwc.comjcy 

PricewaterhouseCoopers Ltd is a member firm of PricewalerhoueeCoopen~lntemational Lid, each membe< firm of wllich Is a separale legal entity. 
PricewatarhouseCooperol.td is a private company registered in Cyprus (Reg. No. 143594). A 6st of lhe C:Ofl1'8ny's dired.ora including for individuals !he present name and 
sum am&, as well as my previous names and for teoal entities the corporate name. is kept by the Se<:retary of the company at its r&gistered ot!ice at 3 Themistoc!es Detvls 
Street, 1066 Nicosia snd appearo on the company'• web s~e. Offices in Nicosia, Limassol, lamaca and Paphos. 
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SEC/GovC/12/330/19.R 

THE EXECUTNE BOARD 

EUROPEAN CENTRAL BANK 

EUROSYSTEM 

. 21 March 2012 J 
E~CONFinENTJAL::/ ,...,.. 

EMERGENCY LIQUIDITY ASSISTANCE (ELA) REQUESTS UNTIL 5 APRIL 20U 

The Executive Board presents herewith its assessment of the requests for ELA [ . . . ]. For that purpose, 

sections 1 to 3 tabulate the various requests received, the recent developments, and the projected needs for 

ELA, respectively. Section 4 provides new information on the solvency of the recipient banks, while Section 

5 puts forward the Executive Board's assessment of the various policy aspects. 

1. Overview of ELA requests for the period 22 March 2012 until 5 April 2012 

6.:.1 
Central Bank of 
Cv~rus 

Current ceiling € 5.5 billion 

Requested ceiling € 5.5 billion 

Difference unchanged 

Page l of ll 



ECB-CONF:IDENTIAL 

4. Solvency information 

There are no major developments in the solvency situation of the entities [ ... ]. 

4.1 Cypriot banks 

Following the request of the Governing Council, the Central Bank of Cyprus has provided a note _, . ...........,...,..,,_,..,_..._ ~ 

(SEC/GovC/12/330/llb.R) with information on_Marfrn! recapitalisation plan. The plan foresees the issue 
. . . . - --............~____._--....-

of new equity of €1,336 million, conversion of €266 million Hybrids into equity, exchange of €287 million 
. - . . ·- . -·- ~·---:- . - ~ 

Hybrids with Contingent Convertibles, conversion of existing Contingency Convertibles iiito equity of €65 

million and redu~tion -of risk weighted assets by ·a totil of€4,425 million (of which ~1,16~ !flillion have 

been already achieved since 30 September 2011 ). The letter also confmned that the management of Martin 

has informed the Central Bank of Cyprus thatthey bdieve that a substantial part ofthe-curr~ntshareholders 

will support the rights issue plan and moreover that new investorS ha've also shown keen interest in the issue~· 
• •• , '1 • , • __ .·- _._.,.. ~- . ;.,....-•---_,.-.r..--..4~ _ _ .... c_ ·----...~ d-~ 

In addition, the bank is already in the process of selling capital market investnlents, equity investments and 

deleveraging its loan portfolio. It is also,rplann:· g to sell foreign operations. The Group's current Core Tier 
. . I ,. . 

1, Tier 1 and total capital ratios amount tot0.4%, .3% and 4.8% respectively. Following the implementation 
~---· . .,_,.,...._, .- ~:-'::':;;:;,;;_·. . 

of the above plan, which is_;<?ed~~ed fo~~ letion by·30 June 2012, the Core Tier 1, Tier 1 and total 

capital ratios will amount t6 9%~ 9.8% and 11.1% respectively. The Government of Cyprus has confmned, 
~ 

in a letter addressed by th'e--Mlliistry of Finance to Governor Orphanides2
, its prepare~ess tq cover any 

shortfall in case Martin's recapitilisation plan does not succeed in full. 
_..:.____--Aa- ~ ~ , 

Still, some information is lacking in order to verify the solvency and the fmancial soundness of Martin 
. • '·"'· ~:'~~.;.$:X~'o'<- . ~ 

and hence its status as a counterpart for ELA and monetary policy operations, respectively. In particular, 

there is uncertainty on the following three issues: 
:.., 

· • First, Martin Popular Bank has not made much progress in implementation of the recapitalisation 

plan. Out of the €1.9 billion of capital actions mentioned above, only €65 million (outstanding 

contingent ~onvertibles) has been sec~e~ and the remainder has to be delivered under 

challe_!!ging market conditions and an increasingly tight timetable (by 30 June 2012). ,.......-------. --:: . ... -------------------·- . - .... -· - .... 

• Second, looking forward, the planned recapitalisation may prove insufficient owing to the large 

exposure of the bank to the Greek private sector (50% of the bank's loan book is in Greece). 
~-- -~-~------·---.........,;/"'------- -..r------ . 

• - Tlllrd, turning to the welcome commitment of the Cypriot authorities to provide a backstop 

recapitaiisation facility to Marfm, it must be noted tliat the government itself has not been able to 

- tap International capital markets since late 2010 and would require offiCiai financillg. (w hicli i~;

viewed as politically unacceptable if linked to an adjustment programme) in order to fund a 

recapitalisation of the required scale. 

2 Note dated 16 March 201 2, SEC/GovC/12/329/2lc.R. 
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Therefore, the Executive Board proposes that the Governing Council requests the <:;:entral Bank of Cyprus 
~-.. _ .. -~ ... 1 . 

to submit the following specific information on the Government backstop recapitalisation no later than by 

30 March 2012: 

a. information of the latest date when each of the "capital raising events" will take place 

b. information of the latest date that the capital increases will materialise 

c. information of the amounts expected to be raised 

. d. information of the type of instrument the Ministry of Finance will use to cover possible capital 

shortfalls ~d in case it intends to recapitalise. by a cash injection, how the Ministry intends to 

raise this cash 

e. information of the maximum amount of capital that the Ministry of Finance will provide under 

each of the capital raising events 

This information as well as the aspects mentioned with reference to Greek banks in section Error! 

Reference source not found. of this note will be taken into account when discussing the counterparty 

status of Marfm and other affected euro area banks. The Executive Board intends to present its proposal 

in this ~espect at the nextineeting ofthe Gov~~g Council on 4 April2012. 

4.2 Greek banks 

According to the General Documentation (GD), eligible counterparties for monetary policy operations 

should be fmancially sound. While the GD does not specify how exactly this criterion is assessed by the 

Eurosystem, in the absence of appropriate tools and resources for an independent assessment, it has been 

common practice so far to rely on the assessment of solvency by the national supervisor (although 

solvency is one of the dimensions of financial soundness). 

The Bank of Greece, as the national bank supervisor, assesses that also "banks that are temporarily 

undercapitalised are fmancially sound and should remain eligible counterparties of the Eurosystem". The 

Bank of Greece reaches this conclusion based on the following considerations: 

• Based on updated (but still not final) supervisory data relative to banks' expected post-PSI year-end 

results, nine banks would be undercapitalised ([ .. . ]) and a [ . . . ] capital injection would be needed to 

restore their regulatoiy capital adequacy (8% CAR). 

• However, in the week ending on 16 March 2012, the Eurogroup, the relevant national authorities and 

the Executive Board of the IMF approved the second Programme for Greece, which includes a total 

of €48.5 billion dedicated to the recapitalisation or resolution of Greek banks to be disbursed in two 

instalments (€1.5 billion is already available for this purpose from the first Programme). The first €25 

billion instalment was approved with the Programme' s approval and will be disbursed by the EFSF 
. . 

(in the form of EFSF debt instruments) as soon as required. The remaining €23.5 billion of the 

Page 5 of 11 



"' ( 

' · 

l 

CENTRAL BANK OF CYPRUS 
EUROSYSTEM 

Attachment 3 

ECB-CONFIDENTIAL 

Cyprus Popular Bank Public Co Ltd (formerly Martin Popular Bank Public Co Ltd) 

Viability assessment 

Cyprus Popular Bank is a traditional banking model bank that provides mostly core retail 

banking services which make up more than 95% of the total group operating profit. It has 

no exposure to exotic or complex products. The bank operates in a number of European . 

countries. It is the second largest bank in Cyprus with substantial franchise value and 

with a market share of 16,6% in deposits and 16,2% in loans. 

The bank has been profitable over the years, with the only exception being 2011 when it 

recorded a loss as a result of the Greek PSI and the need for additional provisions in 
• -, ··-- •. . . _., . , . -·'· · ' • ···"'->"1'-'o'"~W 

relation to its Greek loan ·portfo.liO. It is noted that even during the worst hit years (2009-

2011), the bank's recurring operational profitability remained close to an .average of 

l ( about €400 million per annum, which translates into a return on average assets of 

\ · around 1 %. 
' 

The 5-year business plan prepared by the bank's new management {agpointed in late 
: ... ~ ~ · · ···-- ·-. __ • .,.- ~ , ~· .,. - ·'•~ , . .. ·.· ,·· ·., .- - - ·~~- -- ·••,_ .... ~· .. .. , ...... ··, ~~~• _,._r_ ,, ,,.,._. ·• ' ' • ;__,...,, . ....•.. , . ., ,_ ,.._ ~-· ·'.,._ .._, . ,..., _ _., ...,_,..--"-'• .. - , _ - --.Y,,, ,, , , , ' " 

2011) covering the period 2012-2016 assumes that the economy in Cyprus will be in 
".'~·· •. ·.; , ; •:' ·.·• ···:,:?z.VO., ' ' ,; • -r__.. .. • • _. • ;;<-'•-'•..:~--·~- -~-· , - • ·• . .., -_, - '" ,· , 

recession for 2012, and that of Greece for 2012 and 2013 and will return to normal 
. - ~ ~- _ . ...,_. ·'- . 

o· . - .· ~··• . ..-. ' <'""!f' ,-v,, .. ~.·~·..,.__,,~, ' - " ' ', . 

macro-economic conditions thereafter. Based on this plan, the bank is expected., to 

'"pe.rfc)rm __ .. in,. li~~ -·~th its, historical profitability trends, except for 2012 and 2013. The 
• • •• • • • . ,~ .· - · -· • • - ~- •• -- • • • - · .. '"'' • • - - •• , + ~ -· ,,., . • - .. ' - ":·-""'"'" ,.,.-: . - c , . ~- - -· --~·- ••• •• -. ·· - · · · _ , • • _ _ . . .... .... ~ 

accumulated operating profit of the bank during this period is estimated at €3,2 billion 
. · ·' . ... . ,. ·-· - - -- - ·· . - ~~~~ 

and the accumulated net profit at €1 ,6 billion. The targets set by the bank are, in 
-·-• , _ __ ·•·••' . .,. -~· - . ,~~ .-- , · ·· H.,, _ -.•·~ _._. ,._,., .,~_,.~_,.,.,..._,-._,,... __ ,, -•• ·-~ ,....,..,., . ~n-~·---~,, ..... ,..,__~_,~-- .-..,...,,-... ;,.<o:-~.-q•'"'-"i.:;:;,o:C4 

accordan~:. V:'ith the ~usine~~ plan and t~~ ~ssumptions u.sed, achi~_\lc;t,ble ... !he Banking 

·-· '"·stip·e~l~ion Department of the Central Bank of Cyprus is of the opinion that the bank's 

business plan is based on realistic assumptions. 
-~V::;:Z:1~$~$;~"";¥o-~...,---_.__.. 

The bank's business plan has been reviewed by the Banking Supervision Department of _ ........ -----------------·-<'------· __ ._...... .... ~..--------- - ._., .. •· ;- ----~,. .. ,_....,.__...,.,._,.. ... ...., ... ___ :-___ ,_ 

the Central Bank of Cyprus and our overall assessment is that the bank remains viable . 
. ... .... --~ 

12 April 2012 
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ECB-CONFIDENTIAL 

Cyprus Popular Bank 

The Cyprus Popular Bank Group has, on 30 April 2012, announced its final financial 
statements for the year ended 31 December 2011. 

The f inancial statements show an increase in net interest income to €798,7 million for 
2011 compared to €709,5 million for 2010, reflecting an increase of 12,6%. Operating 
profit for the group has increased to €388, 1 million from €376 million during 2010, 
reflecting an increase of 3,2%. 

As a result of the economic crisis in Greece, the group has proceeded with the following: 

1. Impairment of €2.331 million on its holdings of Greek Government Bonds, 
reflecting 76,4% of the bonds' nominal value of €3.052 mi llion. The preliminary 
resu lts of the group announced on 29 February 2012 accounted for an 
impairment of 65% of €1 .969 million. Following the terms of PSI+ as announced 
on 24 February 2012, the amount of impairment has been increased 
to €2.331 million. This is the only figure that differs from the preliminary results 
announced, and thus, the only change to the regulatory capital as previously 
stated. 

2. Impairments on loans portfolio of €1 .151 million compared to €266 million during 
2010, which to a large extent relates to the Greek loans portfolio. This remains 
as initially announced in the preliminary results. 

Lastly, as a result of the continuing economic conditions in Greece, the Group has 
proceeded with an impairment of €796 million of the goodwill which arose in 2006, on 
the merger of the three banks in Greece, Egnatia Bank, Marfin Bank and Laiki Hellas. It 
should be noted that this figure has no impact on the calculation of the regulatory capital 
of the Group. This also remains as initially announced in the preliminary results. 

As a result, the Group's final results show losses attributable to the shareholders of 
€3.650 million increased from €3.334 million, which were announced in the context of 
the preliminary results. Consequently, the regulatory capital has decreased 
by €315,5 million, with the core capital being reduced to minus €205 million, 
Tier 1 capital to €598 million, and total capital to €1.003 million. 

Taking into account the final audited financial statements, on the basis of the bank's 
capital plan and government commitment to provide support to Cyprus Popular Bank in 
case its recapitalisation plan does not materialise fully through private sources, the 
Banking Supervision Department of the Central Bank of Cyprus assesses that Cyprus 
Popular Bank remains solvent. 

2 May 2012 
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CENTRAL BANK OF CYPRUS 
EUROSYSTEM 

THE GOVERNOR 

Mr Mario Draghi 
President 
European Central Bank 
Kaiserstrasse 29 
D-60311 Frankfurt am Main 
Germany 

Dear President Draghi, 

-------;-----··. ·- --- / 

1.5 June 2012 --,.-· ... ~,.. _____ _ - ·---~-

' 
'ECB-CONfiDENTIA 

_ ......... 

Plans for capital backstops for the Cyprus Popular Bank Public Co Ltd 
("Cyprus Popular Bank") 

I refer to the decision of the Governing Council meeting of 6 June 2012 that 
the Central Bank of ·cyprus should submit to the ECB on 15 June 2012 a detailed ...__ . 

J j' and updated plan on all options for capital backsto~niJlg_C.YQlll.§...£.QP.b!JSL 

1 
~ ~nk a~d sJ:!9JJkLco.ntirJ~_.E_r_ovid_i_~g -~~~_th~~~d~di~_!!~L!Qf~ma!ion as it becomes 

\_'\ ·available. 

I would like to inform you that according to recent press reports the ) 
Governm_ent of the Republic of Cyprus is in high ·ievel negotiati·a·fl~~Vf'l!h ~he_ Russian 
Federation aiming at concluding an agreement to secure a bilateral loan amounting 
to more than EUR 3 billion. The Government Spokesman did not reveal the amount j 
of the loan, but is reported to have stated that the agreement with the Russian 

''-- Feder~:~: :::~::~n~7::rt of the bilateral loan is intended to be used for th~. ' 

recapitalisation of the Cyprus Popular Bank's rights issue o~~~~illi~~ in cas~--_ 
the issue is not fully subscribed by existing shareholders or new investors. The 
Cyprus Government's negotiations are expected to end late next week. Should they · { . 
not come to a fruitful conclusion, then the Government will proceed to apply for J 

suppo~ ~~~-~-~~~ E~~~:____ ---·- ··----.. )-~---· 
Sincerely, 

[signed) 

Panicos Demetriades 

80 Kennedy Avenue, CY-1076 Nicosia, Cyprus- Telephone: +357 22714471- Fax: +357 22378151 
Email: goveroor@ceotralbaok.gov.cy - Website: www.ceotralbaok.gov.cy 
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ELA collateral 
Benoit. Coeure 
to· --~ 
p~ni~os.demetriades ) 
31/07/2012 16:57/ 
Cc: ·· -~ 

ulrich. bindseil 
Hide Details 
From: <Benoit.Coeure@ecb.int> 

To: <panicos .demetriades@centralbank. gov. cy> 

Cc: <ulrich.bindseil@ecb.int> 

Dear Panicos, 

Page 1 of 1 

I come back to you on the use of the government bonds transferred to CPB for recapitalisation purpose as collateral for 
ELA. - --... 
As illustrated by the Irish case, using special purpose government bonds as collateral, whether under monetary policy 
operations or under ELA, may raise monetary financing concerns and I would therefore advise to fi rst make sure that all 
alternatives have been exhausted. 

Potential alternative measures you may wish to consider could be: 

a) revising the ELA valuation and haircut methodology, in particular for credit claims (non-tradable instruments). The 
CBC has in principle the possibility to apply less stringent valuation and haircuts compared to the approach followed by 
the Eurosystem in credit operations. This should of course be done in a transparent and reasoned way, substantiating the 
claim that standard Eurosystem haircuts are not necessary in the case of certain types of collateral accepted under ELA. 

b) Issuance of Government guaranteed bank bonds (GGBBs). To use additional GGBBs in ELA, the CBC needs to 
submit a request to the Executive Board only and not to the Governing Council as these bonds will only be used under 
ELA operations. Of course, this option would have to be weigthed against the entry cost (as I understand GGBBs have 
never been used in Cyprus) and the consequences for government debt sustainability. 

c) Unsecured guarantees provided by the Cypriot government: This type of collateral has only been used in Ireland. It 
has the disadvantage that it creates a direct bank-sovereign channel since, in case of a deposit run resulting in the bank's 
inability to repay ELA, it will immediately create a demand of payment by the State, at a time when the State itself could 
be expected to be under stress. 

I hope this is helpful; DG-Market stands ready to help and I copy Ulrich. 

Best regards, 
Benoit 
- .....-



THE GOVERNOR 

Mr Ed Parker 
Sovereign Group 

""""'"' ......fltflLE~ti,n.~s Limited 
30 North Colonnade 
London E14 5GN 
UK 

Dear Mr Parker, 

CENTRAL BANK OF CYPRUS 
EUROSYSTEM 

20 June 2012 

Further to our telephone conversation yesterday, I write to reiterate the 
reasons as to why your review of the Cyprus sovereign rating would be more 
objective and timely if it were to be carried out a week later than you c:i"re· currently 
planning. Specifically, we believe that by carrying out your review on Friday 29 June, 
instead of Friday 22 June, you will have access to the foilowing additlonai · 
information: 

Government Financing 

We anticipate that by the beginning of next week the Government will be in 
a position to announce the conclusion of a bilateral loan agreement with the Russian 

~ . .. ., 
. ~:::eration. , Although the Central Bank of Cyprus is not privy to the details of the 
- negotiations between the two parties, we understand that the amount of the loan 

'WOul(f be at least 3.0 billion Euro with a rate of interest that is no more than 4.0 
· , "Brft~~wea--.-ls_o_u_n-:d-er._st-and thcrt this loan will- ~ore than~c-o-v~11 the financial 

needs of the government, including refinancing of all maturing debt, until the end of 
2013. We understand also that no conditions will be attached to this loan. 

Cyprus Popular Bank Recapitalization 

We have had an update from the CEO of the Cyprus Popular Bank after our 
telephone conversation, which warrants a somewhat greater degree of optimism for 
finding private investors. The election results in Greece have created an improved 
climate for investors and the CPB will benefit from this. We expect the picture will 
be much clearer by the middle of next week. · 

' 

Please note that any remaining needs for the recapitalization will be covered 
through the EFSF and/or the Russian loan. ' (' . . -- ---------~---~---

80 Kennedy Avenue, CY-1076 Nicosia, Cyprus - Telephone: +357 22714471 - Fax: +357 22378151 
Email: govemor@centralbank.gov.cy- Website: www.centralbank.gov.cy 

.. ./2 



CENTRAL BANK OF CYPRUS 
EUROSYSTEM 

-2-

Please also note that we have made considerable progress in relation to the 
steps necessary f_9r rin~ fencing the operations of Cypriot banks in Greece. In order 
to limit future contagion from Greece to Cyprus, we have decided to ask the three 
C_¥priot banks .\which opera~e branches ir:_ Gre~c~._tQ. ~urn. their operations Into- . 
subsidiaries. To that effect we have obtained the consent of the Bank of Greece arHf ' 
we are in advanced discussions with Black Rock for the purpose of carrying out a 

!\diagnostic valuation of the banks' lOan porffolfOsm Greece. We are aiming for this 
\ exercise to be completed by the end of August. 

In light of the above imminent developments, we are of the opinion that one 
week's delay will help to ensure that your ratings are both objective and timely. 

Sincerely, 

Panicos Demetriades 

cc: Minister of Finance 



~ 
CENTRAL BANK OF CYPRUS 

EUROSYSTEM 

THE GOVERNOR 

Mr. Mario Draghi 
President 
European Central Bank 
Kaiserstrasse 29 
D-60311 Frankfurt am Main 
Germany 

~'o/ 
Dear P~Draghi, 

13 September 2012 

Potential contingency liquidity measures and capital reinforcement 
of Cyprus Popular Bank 

It will be recalled that in the discussion on ELA at the Governing Council 
- -- -· .... ~ .... .,..,..4'--r'~...:. ... - .... -- ~ ... __, _ _,_~.....:--... --~-"" ·""":--:r..."¥~ ~ 

meeting on 6 September 2012 it was decided that the Central Bank of Cyprus would 
'-............... . .. ....... .. - - •• ' ~- - .....,. 1-.:·• . .ut.''·' ""'fi!'~~..{'~,..~~.A~ 

report as soon ?S possibi~.,9_,.Q, the potential contingency liquidity measures that could 
increase the_ fu_ndif!g _capabilities of Cyprus- Popu-lar Bank Public Co Ud ("Cyprus 

~ -'*"' .. -- . • , -• 1 . . ·· -~· . - ,"f, .. ~---·-...... ..f.,• fhlf.:: . .. • ..;..~,.._. __ ··I' '" ( .. ,. ~. ·.- .,_ , _. ,_ .... _ .. ... ' - . -· , -·· -:~ ~ ... ~ 

-Popular Bank") excll!Qirl9Jh~ .... l!nfunded government bond issued to recap ita lise it. It 
_.,..,"'- ~"-~ ,...._...,.. _____ ·-·- . .,. ~8"",......__~ - ~---·-: ·_._-·-r ~-··-~~ ... - .. -,.:.. 

was also decided that details wouldbe provided on the actions that would need to 
"""'-'-- . ............................... -.:. . ..... !·• w';l·l.C.-~ ~ , ' - - • ' :- - .•- .. ;~.·~ ... --~+,c•1 _ _____ . _ ... l'lot··-··'*· 

take place to increase its total capital above the minimum_ requirements after the 
- losse-sshownirl-its -~resuHs for the· first haif of the year. The purpose of this letter is to 

provide Governing Council with info·r~~ti~n"'g~ther~d on the above matters. 

Potential contingency liquidity measures 

ELA granted to Cyprus Popular Bank is secured by a ·12ool of assets; 
~..,.~"'"':i~t!;:~ ".s _ ... ,-~~t'l;~.c.~~~ 

consisting of credit claims, marketable and non marketable securities and 
• • ... . ..... -. "'"" .. ·.'4 !- "" .J'{N'f' "':·~ ~ .... -.. ,:=i...-. ~·""'"' ..,., .. o;o ••;,.;;;c;:;;".;;:::-;::-;.·~.~~ 

The current methocfology for the valuatio~ 9f the collateral is based on 
Eurosystem methodologies, taking into account the ·asset type, ratings, resfouar 

. .,.. . )."\'. . ' --~ ..,_, . - .~.,. .. .. ~ 

maturity and coupon type. The Central Bank of Cyprus has proceeded to re-evaluate 

\ 

the haircuts appli.~d. ~9 the ~ol_later:~l alreagy submitted J>Y...-<2.~pr_~~- Popu~-Bankby 
• . - . ... ---.;, ·;. re.; •• ~ - ..... -,.~-~~-"'"'"":f~----.. - - - ----·-- ___ ....... - - ....... _ .. ...... ~ .. ··-----....-......... ~ ...................... ... 

·- ·using a more thorough approach without, however, deviating from the fundamental 
·- . --- .. ------"·---.--~--·--·--~ ---~-..--- _..,_._... -· --------------

principles of_ ~u_rosy_~!~!!' .. ~~_!!l_<:~~~og~~~ and ~ithout e~~n?~~~ the valuation beyond _ 
appropriatelevels of prudence. · - · ·- --- -----~·-~-----·--. .. ,. ~/ 

• · --- _ .... -wo.,.~-···"' 

80 Kennedy Avenue, CY-1076 Nicosia, Cyprus - Telephone: +357 22714471 - Fax: +357 22378151 
Email: gove:rnor@centralbaokgov.cy - Website: www.centralbank gov.cy 
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At the same time, steps have already begun to be taken by all parties 
concerned for the issue by Cyprus Popular Bank of_ g~v~r~ment QUaranteed bank 
bonds. Due regard being had to the liquidity position of the bank, the procedure will 

---B-e--expedited to the maximum possible degree. Notwithstanding the urgency of this 
matter, all necessary approvals and consents will be sought in accordance with 
Eurosystem and EU requirements and should be obtained well before the end of the 
year. 

Actions to increase Cyprus Popular Bank's total capital 

On 31 August 2012, Cyprus Popular Bank announced its half-yearly results. 
""· --~-- ~~.-~ .. , ,H '"- 0 0 0 ~ ';.>, ......... --- ~ ""'"' ~ .. .,.__, -~· .-.~-.~. 

These _re~ect the bank's . abili_ty_ tq !l19 ~n~ain its operating profitability. Following· 
-·~·-~- -"""'"~ 4_... .. - . .. ·"""-""' -~ ~ - __ -; .. 1 - .... -·.:.- -........ ~ .. ..., .. -; ··-- ---- 'r'-o;..._..,.. ...... - ~--,,:.,....:..;,..~ 

ntially increased provisions on its loan portfolio, Cyprus Popufar Bank incurred 
an additional erosion of its capital base. As a result of this development, the Core 
Tier 1, Total capital ratios reported by the bank as at 30 Jun~ 2012, 

•. r •. ""'-,... • ~•~· ---~...r~~.,..-

declined ,8% and 7% respectively. Consequently, following the half-yearly 
•.•• 1•- ' 

resu capital is needed in order for the bank to comply with the minimum 
• --"-' ,. ,...._ '-t'...,,_.,_.., • ·-. -~ ..... ..~~ .. ,.., ... ~ ._. . ............... _.:;_ -· - ---~ .. ......_._.__ -.-.... .. ~- ••- ~-~.... ......., '.MO.,. .... ;oo,~..;.:v. ~.....-.. 

requirements. The additional capital will be injected, by Jbe CyRrus Government, 
,....,.:~ ~ ..... - .... ~ ___ ,~ -.r~-~ .o_». _,._ .. - __.r.. ~--- ....... - •• ""-!A~ ..... . t. ...... ~...e- - "-":.-· l' 

·given the Government's commitment to support the banking sector and following the 
~-cyprus~Government's .. appl,i~aiion' -t'o the· EFSFt .Es"rvi tiMF tor finan~ial ~s~T~t~~-2~:-- it' 

"" . ...._..___.,.,..r, ~ .......... ,._ ___ , __ .. ,., --. . ...... .v.-.-.-. -- -~-- .. . . .,J 

must be stressed that the final amount of capital needed will be determined by the 
due diligence (diagnostic) exercise to be performed by an independent adviser on the 
bank's loan portfolio. 

Following Cyprus Popular Bank's application for state aid, as per the relevant 
.. ' ~v. _ ... .,.t .. ~-...-~.--.. - ·• .. ....: ... -• .. ,,..;t..t:. •"'!"'<.'-<>' • ..,..-."1 ·':1i•-."*'~-...... · ... .,.v .. ....;,.·,....,,;..-,_..,•, • ..,,...::::.~LI -~ ... ~~,.."-,.a-.,.,,.(yo...,"f.:t.-;".-::-f'-

legislation, it has assigned the preparation of a restructuring plan to external '".-..- ._..,. - ... -~_,..:~"*-..... IA.J -~""'~~"'-~~.,..~"-- ~· 

consultant~. On 31 August 2012,_ Qypru? Popular Bank sub~mtted to the Central Bank f 
~ ......... , _....,..t...._:.:._..-.;- . · ~ >o;,o ;_~ _ 

0 
" ~ ~....- \1' " .,;, .• "-'iT ... ....... ·~-~-. o -.Jit"IT -1.-tO.::• - • • '!It 0 , _.:-:"'':,'' • • .._.~ - ' 

0 
9 • ·~~_..._ -..·~·.:: t -4- • ..,. •~ -., .. ~:~.:.-. 

0 
--.,_~_ .... - ._,.._ .:1 /. 

<?.t.QYQ!J!;?_ ~ .. qraft restructuring plan that was prepared by ~~MG -~~p_,(lJK_) . The Draft \ 
.-~-:<',... · ,,~-·'"J-1'-'.-~ ''I o:<t.(>.~.,.....f".-('.'"' '!7• ,..\h•r•,, ~:..,. :.:,..;.·,i~-..,1•~.;:. , ' , _ .. ..-..- •·- ' -.·. "" f ,.., ~~·J''·~~.l~~. :-¥,.. -~·~-~~4'J..(I~ :4 - , 

Restructuring Plan outlines specif!c rl!~~s.ures that Cyprus Popular Bank intends ·to 
- . ._... - .. .-.--_...,...,_T,..~-;... ... x.,. - - ."-~~.....,.__ .... ._~-.--~., ..... ..,. .... ~ ... ~~ 

take in order to achieve, the soonest possible, the safeguarding and strengthenfng-of 
.... ~· .. • ... ~~ ....... - """'-' ~ .. --~·"'"'""4~~-~----..._ .. .,..., "'-"'---~~,..__ ..... '0!-" .. ~---~>*-'1.·--t- ...,.,,._., ...... _ __,.,.... _ _,_, .. , ...... ~~~~-.-:·'"'~~- ... ,..__ - l 

its solvency, ~ by the further increase of its capital and/or the restoration or 
·-erihi:mcement.of profitability. 

The Draft Restructuring Plan is a preliminary report that is not yet approved by 
the Central B~~of'"'Cypru's-. It wi~'" b'e individually assessed by the Centra'i' B~nk Of 
Cyprus, th'e · Ministry of Finan"ce and eventually the Eur~pean-'commlssio~·~--before 

- coming Into force at the beginning of ?J11~, .. -... 
.. -;_:~: :;~ ......... ...;., .1< _..,._ ,..-

On the basis of this initial draft restructuring plan we outline below the specific 
measures that Cyprus Popular· Bank intends to take in order to achieve the 

r---·-·--··_,._....., __ -... ___ ,,. ... __.. .. .,....., ,~_,,. .... ...., -~"'' ..... ·~·-•• _...., .. ,..... .~, ·• ··· ~ '-..a ,,,, -'.1. •1'" -11 

safeguarding of its solvenc:y~ 

1. The Cyprus Popular Bank's ("Group") strategy is to_r_e_-f_o_c_us_o~_E~ 
strengths and retain only i_ts core _?!ssets. Non-core assets will be transferred to an 

...x-.... -----'-~,...,.._...~~~~-'(,.,:r ... ~·---·"":-•.. ... .. ,.. . ...._~~- ·..,. ... __..~ 
-~ Fexternaf asset management C9rQQa1Jy. The resultant good bank which will be smaller, 
~ J ..... ~~----- - • - - - .. --~- · -~ ~ --- ~- ·- •• -- - • --- '- ---· - •. .... 

1., · .. _ viable and freed from the burden of the past will be able to attract deposits and -_ ... ------· ·-

2 
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external capital. The Group has identified non-core ~~9~~n~~~ gross val_ue 
of €10,2 billion, a net book value of €7,6 billion and a long term economic valueor 
. .-.-..-.~.1#"-rr: :---... .. ~ ... ....,":> ... ~ - ~--, 

· €6,6 billion (based on macroeconomic assumptions) to be transferred to the asset 
mi:m·agement c ompany. These assets are not necessarily bad assets, but are 
identified and separated as non-core assets. The group will transfer the non-core 

\ assets to the asset management company in exchange for cash and/or bonds 
.• g uaranteed by the Cyprus Government The bonds will be eligible for Eurosystem 

refinancing operations. 

The exact details of the structure of the asset management company will need 
to be negotiated by the Ministry of Finance with Cyprus Popular Baol_<_ ~t:ld other 
stake'hOiders~~-"fn close consultation with the Central Ba;k .of Cyprus. C~reful 
consideration will be placed on the -·precise nature of qualifying assets, the 
methodology and calculation of the transfer value, the potential for equity 
participation by Cyprus Popular Bank and the private sector and the various funding 
options. 

2. The group intends to deleverage some of its non-core international 
business, through the sale of foreign subsidiaries. In aggregate the balance sheet is 
projected to be reduced by 41% from the peak of 2010. 

3. Cost reduction measures are also planned to improve the operational 
• .,..,,..._. __ ,,;, ... '• - • • - . ~ . . '"'·'I ',-,-;11 "" :~ ... 

performance of the Group and enhance profitability. Significant cost savings are 
planned and will be fmpiemented by dec'i-eases in statf "costs via salary reductions, a 
reduction in staff numbers and closure of several branches·. The Cyprus Popular 
Bank intends to reduce its operating expenditure by 39% or )approximately €230 
million in 2013 to 2015. ~_., ,------

. Following all the above actions, forecasted financial results were calculated on 
the basis of two scenarios, that is a base case scenario and a stress case scenario. 
The two scenarios are based -o"n a·ssumpflons sourced from IMF · reports~··· ·me 

European Economic Forecast Index and various local property price indices. 

Both the base case and the stress scenario project a Core Tier 1 _ratio. of 10% · 
I at the beginning of2o1~l ,foli.owing the capital injection 'Shown below·and the transfer~ 
·· of non-core assets to the asset management company. The Core Tier 1 ratio rises to 
} 16% for the base case scenario and to 13% for the stress case scenario, at the end 
· of 2017. 

The capital needs of Cyprus Popular Bank, given the two scenarios are 
outlined below: 

r--·-
--···- ______ .. ____ __ ... -·-

3 
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CENTRAL BANK OF CYPRUS 

EUROSYSTEM 

THE GOVERNOR 

Mr. Mario Draghi 
President 
European Central Bank 
Kaiserstrasse 29 
D-60311 Frankfurt am Main 
Germany 

Dear President Drag hi, 

28 September 201 

ECB-CONFIDENTIAL 

ELA collateral valuation methodology 

I refer to the discussion on ELA at the Governing Council meeting of 
19 -~~pJ~JlJQ.~J:2.9...12....and in particular certain decisions concerning the Central Bank 

~~""otCypriis~ '1inaTwould like to inform you-as follows. · · 
-· - ...... , ,. !, •• • • 

.h9JtJhe _ _g_~cislon_ tg proyid~ deJ~ilect informati.9JL Ot:l Jb.e_~~'{i~ed ~~911at~rpl _, 
valuation methodology, please find attached a Central Bank of Cyprus staff.f2aper 

' settintfolit pertinent information. I would like to.confirm thafthe methodology~used .as ' 
- regaras ~the valuation of collaterai as well as the setting of haircuts is consistentwlth 

1 
the principle of prudence, taking into accounClnecharacteristics of 'The" variou~·· 

i\ collateral asset classes, and is in the same vein as collateral valuation practices for 
Eurosystem credit operations. The Central Bank of Cyprus is continuously reviewing 
the collateral valuation methodology with the aim of refining it to the best degree 
possible. 

With regard to the steps taken for the issue by Cyprus Popular Bank of 
Government guaranteed bank bonds and the related timing .. ~.~.ill~~_l!!l. YC?J:U~-~~-~ · ·~ 
draft scheme governing the granting of Government guarantees for loans and/or the 

_....----------..-..~- - - ·-r•••_... _ _._ • • • -,.-, .... -• • • .,_ .._, • _,.,...~ .. ,.. ___ ,•. • 

rssue of Governmenr g·uaranteed bonds by credit institutions has been expeditiously 
elaborated by the Ministry of Finance with a view to tackling ·the reduced liquidity 
issues faced by certain banks. The draft scheme will be sent forthwith by the Ministry 
of Finance to the Central Bank of Cyprus for an opinion and to DG Competition to 
assess its compatibility with the state aid acquis concerning credit institutions. 

Sincerely, 

(signed] 

Panicos Demetriades 

Enclosures: (1) 

80 Kennedy Avenue, CY-1076 Nicosia, Cyprus - Telephone: +357 22714471 - Fax: +357 22378151 
E mail: goveroor@cenrralbank.gov.cy - Website: www.centralbank.gov.cy 
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ECB CONFIDENTIAL 

ELA Collateral valuation methodology applied by the Central Bank of Cyprus 

Collateral classes 

The only bank to which the Central Bank of Cyprus has granted ELA to date is 

the Cyprus Popular Bank Public Co Ltd (CPB). ELA granted is secured by a pool of 

assets consisting of marketable and non marketable securities, credit claims, and real 

estate. 

Securities valuation methodology 

The securities submitted for ELA purposes consist of government bonds, covered 

bonds, ABS and corporate bonds (issued mainly by financial entities). Most securities 

are denominated in euro and a few (0,4% by value) are denominated in US dollar. 

The market valuation of the collateral is based on prices obtained from financial 

information vendors where available. In cases where market prices are not available or 

are considered unreliable, theoretical prices are used based on prices of similar 

securities and/or on the assessment of the underlying assets of structured securities. 

Several prices have recently been revised in order to reflect the decay in the residual life 

to maturity and to update the Eurosystem theoretical prices, which were maintained 

unchanged since CPS's suspension from monetary policy operations. 

Securities are classified based on the liquidity category classification of the 

Eurosystem and haircuts are applied following the haircut schedule of the Eurosystem 

i.e. ratings, residual maturity and coupon type define the applied haircut. In the case 

where ratings fall below the Eurosystem threshold, additional haircuts are applied 

depending on the rating shortfall and the liquidity category. In addition, a 10% haircut 

add-on is applied on US dollar denominated securities. 

Summary data are provided in Table 1 below. 

Table 1 CPB securities collateral 

Collateral value 

Nominal value before haircuts Average 

(EUR million) (EUR million) haircut 

Eurosystem eligible 1.419 1.253 9% 

Eurosystem non-eligible 5.882 3.467" 13% 

Total 7.301 4.720 12% 

1 
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Credit claims valuation methodology 

ECB CONFIDENTIAL 

The valuation of the credit claims is mainly driven by the level of security backing 

the loans. Haircuts are applied on a loan level basis and are based on the Loss Given 

Default (LGD) estimated using conservative assumptions on the recovery values of all 

types of security . 

Recoverable amounts are estimated by the counterparty on the basis of the 

provisions of "Annex XV: Guidelines for the Computation- of the Realisable Value of 

Security Items" of the Central Bank of Cyprus' "Directives to Banks for the Calculation of 

the Capital Requirements and Large Exposures of 2006 to (No.2) 2011" (unofficial 

consolidation)"1 and are reviewed by the Supervisor in the context of on site 

examinations. The guidelines provide that the forced sale value as provided by property 

valuers, which is on average 25% lower than the market value although it can differ 

significantly among geographical areas, is used in the estimation of the recoverable 

amounts, in the case of mortgages, while they specify detailed rules providing for 

haircuts that vary from 0% to 100%, in the case of other security types. 

For the purposes of the valuation, the recoverable amounts as reported by the 

counterparty are subsequently further stressed by 20% for Cyprus, UK and shipping 

loans and 30% for Greek credit claims. 

The above described methodology is a recalibration of the original methodology, 

under which haircuts were not applied at loan level, but instead credit claims were 

categorised in three buckets depending on Loan-To-Value (LTV) levels and were subject 

to haircuts applicable to each LTV bucket. Those haircuts were based on Eurosystem 

haircuts providing for different LGD assumptions for the various levels of security. It 

should be noted tha.t most (95%) of the additional collateral value that r~sulted under the 

revised methodology was derived from the credit claims that were classified in the 

bucket of the well secured loans under the original methodology. 

A further mark down is applied for credit claims in foreign currency (i.e. 26% for 

JPY and 16% for other currencies). 

It should be noted that 100% haircut is applied on non-performing loans (in 

arrears for more than 90 days) irrespective of the level of security. 

Summarised data on credit claims are provided in Table 2 below. 

1 http:/lwww.centralbank.aov.cy/nqcontent.cfm ?a id=10842, Unofficial Consolidation of 2006 to (No.2) 2011. 
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Table 2 CPB credit claims collateral 

Credit claims Nominal value 
provenance (EUR million) 

Cyprus 5.049 

Greece 4.025 

UK 836 

Shipping 1.512 

Total 11.4Zl 

Real estate 

ECB CONFIDENTIAL 

Value after FX 
markdown and 

haircuts Average 
(EUR million) haircut 

3.226 36% 

1.286 68% 

653 22% 

817 46% 

5.982 48% 

Real estate comprises a small part of the total collateral (currently 0,7%) and is 

stated at market valuation less a 30% haircut. 

28 September 2012 
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THE GOVERNOR 

Mr Mario Draghi 
President 
European Central Bank 
Kaiserstrasse 29 

CENTRAL BANK OF CYPRUS 
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6 November 2012 

ECB-CONFIDENTIAL 

D-60311 Frankfurt am Main 
Germany 

M,atl't 'r; : 

DearMr~ 
Progress regarding the MoU on financial assistance to Cyprus 

In relation to the building blocks for the financial sector as provided by Troika, 
the Central Bank of Cyprus (CBC) has provided its official response in which it 
agrees with most of the requirements. The CBC has, however, requested that the 
time horizon for putting in place the various elements of the new framework be 
slightly extended to take into account the fact that the original timeline was 
unrealistically tight and that many of the CBC's supervisory resources are currently 
engaged on work emanating from the Cyprus presidency of the EU. In particular, the 
CBC's response can be summarised as follows: 

1. Maintaining liquidity in the banking sector 

In general, the CBC agrees with the monitoring of liquidity in the banking 
sector and with imposing higher liquidity requirements on euro denominated deposits 
by non-residents, even though the CBC proposes a lower ratio than that required by 
Troika. 

2. Restoring adequate capital buffers 

The CBC agrees with the introduction of a minimum core tier 1 ratio of 9% by 
the end of 2013 and a minimum core ties 1 ratio of 10% by the end of 2014 provided 
that direct recapitalisaton of banks by the ESM will be possible by the end of the 
same year. The CBC also agrees to the introduction of a leverage ratio by the end of 
2014. 

80 Kennedy Avenue, CY-1076 N icosia, Cyprus - Telephone: +357 22714471- Fax: +357 223781 51 
Email: govemor@centralbank.gov.cy- Website: www.centralbank.gov.cy 
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3. Bail-in of hybrid and tier II instruments 

This issue is being discussed by the Ministry of Finance with DG Competition 
with a view to finding the most appropriate solution. The implementation of this 
measure is compl icated by the fact that a recent investigation carried out by the CBC 
in the procedures employed by banks in promoting these instruments has, prima 
facie, revealed many irregularities. 

4. Due diligence 

The due diligence exercise has been assigned to PIMCO and Deloitte and 
commenced at the beginning of October. It is expected to be completed by mid -
January 2013. 

5. Supervision of Cooperative Credit Institutions (CCis) 

We have agreed that supervision of CCis will be transferred to the CBC which, 
however, will have the power to delegate its authority to the Co-operative Central 
Bank along similar lines employed by the Netherlands Central Bank vis-a-vis Rabo 
Bank. A note detailing the structure of the new supervisory framework has been sent 
to the Troika. 

6. Various amendments in the regulatory framework 

The CBC has generally agreed to these requirements and technocratic work 
has already started on many issues. 

7. Bank resolution framework 

The CBC has prepared a draft legal framework which has been sent to the 
Troika for comments. The CBC is now working on the comments received, aiming to 
have the framework in place by the end of January 2013. 

8. Asset management company 

The CBC agrees to this requirement and will examine, with the assistance of 
consultants, the most appropriate structure to follow having regard to governance 
and other important issues. 

. .. /3 
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9. Increasing financial transparency 

The CBC disagrees with the inclusion of the above item in the MoU to be 
signed with the Troika. The latest Cyprus evaluation report issued by the Moneyval 
Committee of the Council of Europe in September 2011 speaks very positively about 
the effectiveness and efficiency of Cyprus' AMLICFT system and compares 
favourably with other EU countries, including those under a financial assistance 
programme and confirms the overall satisfactory situation analysed in previous 
reports. 

On the fiscal front, we have been informed by the Ministry of Finance of the 
following: 

The fiscal consolidation package spans the period 2012- 2016 and will be front 
loaded with expenditure being the main component of adjustment. 

The debt-to GOP ratio is expected to peak in 2013, stabilise in 2014/15 and then 
follow a downward path towards the end of the programme period. Long-term fiscal 
sustainability will be achieved through reforms both in the government's pension plan 
and the social security fund. 

The Ministry of Finance envisages that the deficit will exhibit a substantial correction 
in 2013 falling to about 3% of GOP, thereafter following a downward trend and 
closely reaching a balanced budget position by 2016. 

Sincerely, 



THE GOVERNO R 

Mr. Mario Draghi 
President 
European Central Bank 
Kaiserstrasse 29 

~ 
CENTRAL BANK O F CYPRUS 
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18 January 2013 

ECB-CONFIDENTIAL 

D-60311 Frankfurt am Main 
Germany 

fvlDc.N i . ~ 
Dear Presid~nt-Dfag.hi, 

_./""' 

_ .... --· 
Subject: Second assessment of the risk control framework applied 

by the Central Bank of Cyprus on ·the collateral pledged in ELA operations by 
Cyprus Popular Bank 

I refer to the letter on the above subject which was addressed to you by the 

RMC Chairman on 11 January 2013 and I should like to comment as follows. 

Firstly, bearing in mind the importance of having before us complete, even 

though opposing, views in order to properly assess the matter at hand, I welcome the 

inclusion of the comments by the Central Bank of Cyprus (CBC) Risk Management 

Office in the body of the aforesaid letter as well as in the separate accompanying 

document. 

An ongoing theme in the past few months has been that the CBC's approach 

to the valuation of the Cyprus Popular Bank collateral which is pledged in ELA 

operations may deviate from Eurosystem principles. However, I hold a different view 

and support that the observed differences arise from the methodology used rather 

than from not following Eurosystem principles. The CBC has adapted the relevant 

methodologies in order to address the specificities of ELA operations and relevant 

risks, remaining in line with Eurosystem principles. In this regard I may refer you to 

the penultimate paragraph of the RMC Chairman's letter in which it is pointed out that 

according to most members of the RMC, ELA is an operation under NCB 

responsibility and that the technical assessment endorsed by the RMC in the case of 

Cyprus Popular Bank should not be considered a recommendation for introducing a 

specific risk control framework to ELA operations in general. 
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I should also add that the CBC ELA operation is by no means intended to be a 

simple mirror image of the Eurosystem methodologies. I do not propose to replicate 

or expand into the details of the differences in the methodological approach of the 

0-RM and the CBC as these have already been expressed in the relevant reports, 

teleconferences and comments. I strongly believe that the CBC is assessing 

marketable assets prudently, analysing in depth the information which normally is not 

available under monetary policy operations, and evaluating assets taking into 

account the relevant risk characteristics and the specificities of the collateral pledged. 

To this end it is noted that, own used covered bonds are valued by the CBC both as 

marketable instruments and as pools of credit claims in order to ensure that the 

valuation, when treating the bonds as marketable instruments, does not exceed the 

value of the credit claims in the cover pools. Forethought is given that upon a 

possible future liquidation of these bonds the most likely course wou ld be that a 

buyer would assess them on a loan level basis rather than as marketable 

instruments. As regards non-marketable assets, the CBC valuation methodology 

does not essentially deviate from Eurosystem valuation principles, but it is based on 

a different risk tolerance level and focuses on the relevant risks. 

It should, therefore, not be surprising that a difference arises between the 

valuation per the ECB 0-RM and the CBC methodologies. Evidently the 

methodologies used by the CBC to implement Eurosystem principles lead to different 

results when the particularities of ELA operations are taken into consideration. 

I would, therefore, conclude that as a matter of fact ELA is granted in extraordinary 

and challenging circumstances. It should be emphasised that the particular bank under 

discussion is the second largest bank in Cyprus and is systemically highly important. 

Specifically, at end-September 2012, the Cyprus Popular Bank held 25,1% of total 

consolidated banking sector assets, equivalent to 169,7% of Cyprus' GOP. Moreover, 

the bank's deposits represented 13,2% of total non-consolidated banking system 

non-MFI deposits at the end of December 2012. At present, the Cyprus Popular Bank 

also accounts for 9% of total equity market capitalisation. 

In view of the above, it is essential to avoid the occurrence of a catastrophic 

scenario. A major financial stability concern at this juncture is the risk of further erosion 

of the Cyprus Popular Bank's deposit base or of a sudden significant withdrawal of 

deposits from the bank, which could have a contagion effect on the rest of the domestic 

banking sector. Confidence in the bank is particularly fragile at the moment not least 

because of public sentiment expressing concern about the bank's financial condition, the 

size of the recapitalisation needs of the entire banking sector, public debt sustainability 
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as well as the potential impact of implementing Cyprus' economic adjustment 

programme on the economy. Given the Cyprus Popular Bank's systemic importance, 

any further erosion of public confidence would exacerbate the bank's liquidity stress, 

which could potentially lead to a systemic bank run, with catastrophic spill over effects to 

the rest of the financial system and the economy. A negative turn of events regarding the 

Cyprus Popular Bank would also significantly impact the Greek banking sector, as the 

bank holds a share of around 5,3% and 3,9% in lending and deposits in the 

aforementioned market, respectively. 

At present, therefore, the provision of ELA to the Cyprus Popular Bank is absolutely 

vital both for the bank itself but also for the domestic banking sector as a whole and 

would help to avoid any adverse repercussions for the Greek banking system as well. 

Hence, it should be made absolutely clear that the repercussions of a decision not to 

extend ELA to the Cyprus Popular Bank will not be confined to Cyprus. 

Finally, I endorse the clear statement in the RMC Chairman's letter that the 

establishment of a general risk control framework for ELA operations genuinely 

remains a responsibility of each NCB. That having been said, I look forward to a 

more symmetric transparency in the disclosure of ELA practices by other NCBs as 

this would benefit the Eurosystem. 

Sincerely, 

~ 
/---------Panicos Demetriades 
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