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1. Inst ructi ons 

1.1 Inst ructi ons 

1.1.1. Alvarez & Marsal ("A&M") was inst ructed by t he Cent ral Bank of Cyprus {"CBC") on 21 

August 2012 to conduct an Investigation as independent persons, appointed in accordance 

w ith Secti on 24 of t he Cent ral Bank of Cyprus Laws of 2002 to 2007, to assist t he CBC in 

accordance w ith t he Manda t e {the "Investigati on"). 

1.1.2. Specifically, t he Investigati on was t asked w ith assisti ng "t he Governor t o t ake all necessary 

legal and regulatory remed ies, whet her t hey concern t he conduct of supervision by t he Bank, 

t he procedures fo llowed by some systemically important local banks {here inaft er referred to 

as "t he Cypriot banks") to acquire Greek Governmen t Bonds and / or investi ng abroad in t he 

fo rm of a branch network and/or subsidiaries banks, having regard to t he requiremen ts 

specified by t he prov isions of t he Banking Laws of 1997 t o {No. 2) 2011 and t he Cent ral Bank 

of Cyprus Laws of 2002 t o 2007 and t he Regulati ons / Directi ves/ Guidelines issued under 

t hese Laws, or ot herw ise at t he discretion oft he Governor". 

1.1.3. This report sets out fi ndings, conclusions and recommenda ti ons based on our work 

conducted up to 26 February 2013 in relati on to t he cross-border merger of Marfi n Popular 

Bank ("MPB") and Ma rfi n Egnati a Bank S.A. ("MEB") and t he CBC's regulati on of t his merger. 

1.1.4. This report has been prepared for t he CBC solely for use in relati on to t he Investigati on and 

must be read in conjuncti on w ith our St at ement of Prot ocol of 26 March 2013. It may not be 

used for any ot her purpose, reproduced or disclosed to any ot her party in whole or in part 

w ithout our prior noti ce. In no event, regardless of whe t her noti ce has been provided, w ill 

we assume any liability or responsibility to any t hird party to wh ich t his report is disclosed or 

ot herw ise made available. 
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2. Executi ve Summar y 

2.1.1 On 2 July 2012, Mar fi n Popular Bank Group received a €1 .8 billi on bail out fr om t he Cyp riot 

Governmen t wh ich was needed t o recapit alise t he bank fo llow ing losses sust ained on its 

hold ings of Greek Governmen t Bonds and its loan portfoli o. The size of t he bail out has led 

t o allegati ons t hat t he funds required were exacerbat ed by t he convers ion of MPB's Greek 

subsidiary int o a branch, t hereby t ransferr ing liability fr om Greece t o Cyp rus. 

2.1.2 The initi al int enti on of MPB was t o move t he head offi ce fr om Cyp rus t o Greece, however, 

fo llow ing t he announcemen t of t his decision on 19 May 2009 t here were concerns raised in 

Cyp rus over t he reput ati onal damage and econom ic loss t hat would result fr om one of t he 

Republic's syst emic banks mov ing t o Greece. As a result MPB decided t o merge t he banks 

such t hat t he head offic e rema ined in Cyp rus and t he Greek operati ons became a branch of 

t he Cyp riot bank. 

2.1.3 Prior t o t he convers ion of t he Greek subsidiary t here would have been no legal requiremen t 

fo r MPB t o recapit alise MEB fo llow ing t he losses sust ained t hrou gh PSI and its loan portfoli o. 

As a subsidiary it would have been a separat e legal entity t hat was under t he superv ision, 

and t herefo re t he fi scal responsibility, of Greece. However, a number of fact ors suggest t hat 

t he parent, alt hough not legally responsible, would have been required t o recapit alise its 

subsidiary. 

2.1.4 Prior t o t he fi nalisati on of t he cross-border merger in March 2011, t he Bank of Greece 

("BOG") had conveyed in wr iti ng t o t he CBC it s concerns about MEB's concent rati on and 

credit risk pol icies and t he cont rol weakness identifi ed dur ing its Superv isory Review and 

Evaluati on Process ("SREP") review on t he 31 December 2009 dat a. 

2.1.5 The appropriat eness, and fi nancial impact, of t he convers ion of t he subsidiary t o a branch 

needs t o be considered in t he light of a number of fact ors: 

2.1.6 The reorganisati on of t he bank was, in part, moti vated by reducing t he ti me and cost s of 

dealing w it h two regulat ors. The initi al plan was t o move t he headquarters of t he merged 

bank to Greece. However, fo llow ing apparent politic al and ot her pressure fr om Cyp riot 

st akeholders t his was reversed and t he merged bank's regulat ory cont rol was t o rest w it h 

Cyprus. 

2.1.7 Prior t o t he convers ion t o a branch, t he CBC regulat ed t he Greek operati ons on a 

consolidat ed basis. When an att empt was made by t he CBC t o visit MEB in Greece, t he CBC 

was not affo rded access on t he basis t hat t he bank's regulat or was t he BOG. As a branch of 

t he Cyp riot bank t he CBC had full superv isory cont rol of t he Greek operati ons. 

2.1.8 The powers of t he CBC in respect of t he conversion t o a branch did not enable it t o fo rce t he 

st at us quo, instead t he CBC faced t he opti on of accepti ng t he convers ion or ulti mat ely 

fo rcing MPB t o t erm inat e it s operati ons in Greece. 
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3. Timeline of Event s 

3.1 Background 

3.1.1 Cyp rus Popular Bank Co (fo rmerl y known as Ma rfi n Popular Bank) is one of t he largest 

banking grou ps in Cyp rus and t he Hellen ic region. In 2006 t he mergers in Greece of Egnati a, 

Laiki and Mar fi n fo rmed Marfi n Egnati a Bank wh ich was 95% owned by Ma rfi n Popular Bank. 

3.1.2 Follow ing t he merger, t he st ruct ure of t he Group was such t hat t he parent com pany, MPB, 

was locat ed in Cyp rus, w it h its subsidiary, MEB, based in Greece. 

3.1.3 On 15 May 2009 t he Board of Direct ors ("BOD") of t he MPB Group approved a dt;?cision t o 

under t ake a cross-border merger of MPB and MEB, w it h t he or iginal int enti on being t o move 

t he head offi ce of t he merged bank fr om Cyp rus t o Greece. 

3.1 .4 The decision t o under t ake t he merger was moti vat ed by a number of fa ct ors, one of wh ich 

was t he desire t o reduce t he regulat ory and fi nancial burden on t he MPB Group of dealing 

w it h t wo regulators. The decision t o move t he head offi ce fr om Cyp rus t o Greece was also 

due t o concerns over t he regulat ory environmen t in Cyp rus and MPB's alleged unfavourable 

t reat ment by t he Cyp riot regulat or as com pared t o its com petit ors. 

3.1 .5 Follow ing t he announcemen t on 19 May 2009 of t he decision t o move t he head offi ce, t here 

were concerns raised in Cyp rus over t he reput ati onal damage and econom ic loss t hat would 

result fr om one of t he Republic's syst emic banks mov ing t o Greece. 

3.1.6 Follow ing t hese concerns, Mr Andreas Vgenopoulos ("Mr Vgenopoulos"), as Vice Chairman 

of MPB, att ended a Cyp riot Parliament ary session on 13 July 2009. 

3.1.7 At t his Parliament ary session, Mr Vgenopoulos cit ed his fr ust rati ons w it h t he Cyp riot 

banking regulat ory syst em in general, and raised t he fo llow ing concerns: 

3.1.7.1 Alleged unfavourable discriminati on of MPB com pared t o Cyp riot com petit ors; 

3.1.7.2 Alleged governance issues w it hin t he CBC; 

3.1.7.3 The CBC perm itti ng one of it s fo rmer employees, who had been work ing on an 

investig ati on int o MPB, to t ake up a positi on w it h a competit or w it h immed iate 

eff ect (and t he associat ed confi denti ality issues); and 

3.1.7.4 That cert ain CBC requirement s on regulatory capit al were t oo st rict com pared t o 

European count erpart s' requiremen t s. 

3.1.8 Subsequent t o t his parl iament ary meeti ng, on 15 Sept ember 2009, t he BOD of MPB 

approved a revision t o t he cross-border merger under wh ich MEB would be absorbed int o 

MPB, w it h t he head offi ce of t he merged entity t o be in Cyp rus, under t he superv ision of t he 

CBC. 
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3.1.9 The minutes of t he BOD meeti ng set out t hat t his change in t he cross-border merger was 

due t o pol iti cal and ot her pressure fr om Cypriot st akeholders. 

3.1.10 Despite t he BOD approval for t he merger being given on 15 September 2009, t he merger did 

not proceed at t his ti me on account of legislati on on covered bonds not being passed by t he 

parl iamen t in Cyprus. This meant t hat €1 bill ion of covered bonds issued by MEB could not 

be t ransferred to MPB unti l t his law came into eff ect on 23 December 2010. 

3.1.11 On 15 December 2010, t he Dist rict Court of Nicosia approved t he com pleti on of t he cross

border merger of MEB and MPB, in accordance w ith EU Directive 2005/56, w ith t he merger 

being finalised on 31 March 2011. 

3.1.12 In accordance w ith t he Banking Laws of Cyprus and Article 25 of the EU Directi ve 2006/48/EC 

t he CBC sent a lett er dat ed 22 March 2011 to t he BOG info rm ing t hem of MPB's int enti on to 

est abl ish a branch in Greece. 

3.1.13 On 2 July 2012, MPB Group received a €1.8 billion bail out fr om t he Cypriot Governmen t 

wh ich was needed to recapitalise t he bank fo llow ing losses sustained on its hold ings of 

Greek Governmen t Bonds and t he loan portfoli o. As a result of t he approved merger of MEB 

int o MPB, t he bail out required fr om t he Cypriot Governmen t included t he liabiliti es of t he 

Greek operati ons and prom pted questions regard ing t he approval of t he merger. 
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3.2 Princip al Concerns 

3.2.1 The questi on under pi nning t he review of t he cross-border merger is whe t her or not, 

fo llow ing t he losses sust ained fr om t he PSI and t he det er iorati on of t he Bank's loan portfo lio, 

Cyp rus had t o prov ide mat er ially more fund ing t o bail out MPB t han it would have done had 

t he merger not t aken place. 

3.2.2 This needs t o be considered in conj uncti on w it h: 

3.2.2.1 Whet her, given t he contem poraneous info rmati on, t he CBC maint ained a desire t o 

prevent t he mer ger; 

3.2.2.2 Provided t hat t he CBC had t he desire t o prevent t he merger, it maint ained t he 

regulat ory and legal aut hor ity t o do so; 

3.2.2.3 The pol iti cally sensiti ve sit uati on in respect of t he mer ger. The initi al plans fo r t he 

mer ger were t o move t he banking operati ons, and t herefo re t he liabiliti es, t o 

Greece. It was in part due t o t he pol iti cal pressure t hat t he Bank decided t o rema in 

headquart ered in Cyp rus and t herefo re moved t he Greek operati ons so as t o be 

superv ised by t he same superv ision aut hor ity as t he headquart ers; and 

3.2.2 .4 Even if t he st at us quo had remained, whe t her t he Cyp riot parent of MEB would 

have been pressured t o recapit alise it s subsidiary even t hou gh t here is no legal 

obl igati on t o do so. 
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4. The CBC's Superv ision of MEB 

4.1.1 Pr ior t o t he convers ion of MEB t o a branch o f MPB, t he CBC was t he pr ima ry re gula t or in 

res pec t o f MPB and re gula ted MEB on a consol ida t ed bas is. The pr incipal su perv is ion in 

res pec t o f MEB was conduc t ed by BOG and t he CBC was en tit led t o conduc t su perv ision 

rev iews o f MEB in co-o pera ti on and con j unc ti on w it h t he BOG. 

4. 1.2 Wh ilst MEB was re gula ted in Greece, t he CBC some ti mes found it d iffi cul t t o pro perl y 

su perv ise t he bank as t he y were no t affo rded access on t he bas is t ha t t he BOG has 

su perv isor y res pons ib ility fo r t he bank. As a resul t, one o f t he ar gumen t s in favour o f t he 

mer ger is t ha t it prov ided t he CBC w it h st ron ger re gula t or y powers in res pec t o f t he Greek 

o pera ti ons on t he bas is t ha t pr imar y su perv isor y res pons ib ility fo r t he newl y es t abl ished 

branch res t ed w it h CB C. 

4. 1.3 Pos t fi nal isati on o ft he mer ger, t he CBC under t ook a SREP rev iew, fo llow ing wh ich it re qu ired 

MPB to hold €1.56 b illi on o f add itional ca pit al aga inst it s sovere ign bond po rtfoli o and €2.1 

b ill ion against its loan por tfoli o (51% o f wh ich was concen t ra ted in Greece). 

4. 1.4 The t able below summar ise t he ma in int erac ti on o f t he CBC w it h BOG and MEB be tween 

Oc t ober 2008 and March 2011: 

Onsite examination October 
2008 

Joint onsite examination visit 
with BOG in March 2009 

On 27 January 2011 CBC wrote 
to BOG asking if, in light of the 
cross-border me『ger of MPB 
and MEB, the BOG had any 
supervisory concerns over MEB 

The CBC instigated quarterly 
and then monthly sovereign 
bond reporting from June 2009 

ll 
The CBC was not afforded access lo MEB on account of BOG being its p『irnary
regulator 

€800 million of loans granted to various entities for the purpose of investing in 
MIG, structured as bullet loans 
Loans granted to the MIG Group on favourable terms (e.g.low interest rates, 
long term repayment etc) 
Deterioration ofp rofits by 68% due to low margin and an increase in provisions 
forNPLs 
Concerns over conflicts of interest on the BOD 
Overall assessment of MEB asa high risk entity 

The BOG set out that, following its SREP review of MES (based on 31.12.09 data) 
it had rated MEB at 3.25 under the Bank Risk Assessment System, which was 
lower than the average oft he Greek banking system. The BOG set out that 
improvements were required to: 

Internal control systems (specifically relating to provisions for avoiding conflicts 
of interest and observance of sound risk management policies) 

• Concentration risk management policies 
• Sustainability of funds 
• Credit risk provisioning policy 

The BOG also stated that MEB's credit risk was higher than assessed under its 
IC사IP, and additional capital should be held to mitigate this risk 

The CBC undertook a joint onsite 
examination with the BOG 

CBC required MPB to hold 
additional capital to cover the 
risks identified in its subsidiary, 
and to increase provisions for 
NPLs 

Following CBC's own SREP 
review on data for the 15 months 
to 31 March 2011, the CBC 
required MPB to hold additional 
capital of €2.1 billion against its 
consolidated loan portfolio 

The MPB Group held c€3 billion of GGBs, with approximately €2 billion booked in CBC required additional capital of 
MEB and €1 billion in MPB €1.5 billion to be held against the 

sovereign bond portfolio 
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5. Relevant le gislati on and Powers 

5.1 Relevant Legislati on 

5.1.1 Ext ernal legal advice in respect of t he convers ion of MEB fr om a subsidiary int o a branch of 

MPB has highlight ed t hree key areas of legislati on t hat are relevant in consider ing t he 

requiremen t s of t he regulat ors and t he bank w ishing t o convert its subsidiary int o a branch. 

5.1.1.1 Law 66(1)/1997 on Banking Acti v iti es (t he "Bank ing Law"); 

5.1.1.2 EU Directi ve 2005/56/EC on cross-border mergers of limit ed liability com panies 

(t he "Mer gers Directi ve"}; and 

5.1.1.3 EU Directi ve 2006/48/EC relati ng t o t he t aking up and pursuit of t he business of 

cred it instit uti ons (t he "Credit Instit uti ons Directi ve"). 

5.1.2 The Mer gers Directi ve has been int egrat ed into Cyp riot company law and set s out t he 

requiremen t s in respect of a cross-border merger of t wo or more limit ed liability com panies 

w it hin t he EU. Alt hough t his is relevant t o t he merger of MPB in respect of t he t ransfe r of 

assets and liabiliti es and regist ering and consol idati ng t he exist ence of t he mer ged entity, it 

does not relat e t o t he t ransferr ing of a subsidiary's banking licence int o a licence fo r t he 

parent com pany t o operat e a branch in anot her member stat e. 

5.1.3 The Credit Instit uti ons Directi ve, wh ich has been incor porat ed int o t he Banking Law, is t he 

relevant EU legislati on in respect of t he t ransfer of MEB int o a branch of MPB. 

5.2 The Banking Law 

5.2.1 The out come of t he cross-border merger of MPB and MEB, was t hat a branch of a Cypriot 

regist ered bank was creat ed in Greece, in place of a separat e legal entity w it h its own Greek 

banking licence. The operati ons of t hat branch were t herefo re subsumed under t he parent 's 

banking licence, i.e. t he licence grant ed t o MPB by t he CBC. Consequent ly t he newl y merged 

entity was governed by t he Banking Law. 

5.2.2 Secti ons 7 and 10 of t he Banking Law set out t he requirement s in respect of a Cyp riot bank 

t hat w ishes t o est ablish a branch in anot her EU member-s t at e. Based on t he legal advice 

received t hese procedures also apply in t he case of a bank w ishing t o convert a subsidiary it 

holds in anot her member-s t at e into a branch. 

5.2.3 Under t he legislati on, in order fo r a bank t o conve rt a subsidiary int o a branch it must info rm 

t he CBC and prov ide t hem w it h all t he relevan t det ails of t he branch, such as t he business 

envisaged, st ruct ure of t he branch, names of t he responsible management and t he capit al 

base and capit al adequacy rati os of t he bank. 

5.2.4 Once t he CBC has received t his notifi cati on it has t hree mont hs t o commun icat e t he 

info rmati on to t he supervisory aut hor ity of t he host nati on, wh ich t he CBC did in t his 
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inst ance. Alt ernati vely, t he CBC could ref use t o do t his, in wh ich case it must notify t he bank 

of t he reasons fo r it s refu sal. 

5.2 .5 In additi on to t he approval process, t he CBC retains t he right at any ti me t o impose new 

cond iti ons in respect of any fo reign branch t hat has been prev iously approved. This could 

include cancellati on of t he approval t o have a fo reign branch. 

5.2.6 Furt hermore, Secti on 30 of t he Banking Law, prov ides a w ide range of powers t hat include 

t he ability of t he CBC t o rest r ict t he scope of a bank's acti v iti es or set limit s t o a bank's 

network. These powers can be used where t he CBC considers t hese acti ons necessary fo r 

t he saf eguard ing of t he int erest s of deposit ors or cred it ors. 

5.3 CBC Relevant Powers 

5.3.1 Ot her t han t he ability to refuse a notifi cati on/re quest t o est ablish a branch in a member

st at e, t he CBC has ot her discreti onar y powers available t o it in respect of banking entiti es 

t hat fa ll under it s rem it. 

5.3.2 Secti on 7(3) of t he Banking Law prov ides t hat t he CBC may, by giving noti ce in wr iti ng, 

revoke an approval grant ed in respect of t he operati on of a branch, and t hat t he t erm inati on 

may be w it hin such ti me limit s as t he CBC specifi es in it s noti ce. 

5.3.3 Secti on 41(2) of t he Banking Law stat es t hat in respect of t he ability to revoke an app roval, 

such a decision must, amongst ot her matt ers, t ake into account int ernati onal best practi ce, 

t he prot ecti on of deposits and t he smoot h runn ing of t he banking system. Furt hermore, in 

all cases t he CBC must prov ide reasons and directi ons in relati on t o any decision. 

5.3.4 The revocati on of t he approval fo r MPB's branch in Greece could have had a signifi cant 

impact on t he Cyp riot banking system as t he CBC would have needed t o set out t he reasons 

fo r it s refusal, such as t he need to saf eguard t he int erests of t he depositors. Mr Cost as 

Poull is, fo rmer head of Superv ision at CBC, st at ed in his int erv iew t hat revok ing t he approval 

fo r MPB t o operat e a branch in Greece, and t herefo re essenti ally t erm inati ng t he Bank's 

operati ons in Greece, was not an opti on as it would have had a signifi cant impact on t he 

confi dence of t he banking sector. Mr PouIIis st ated t hat post t he convers ion t o a branch, t he 

CBC enfo rced st rict er capit al requiremen t s on t he bank. 
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6. Consequences of t he Proposed Mer ger 

6.1 Consequences of Changing MEB fr om a Subsid iary t o a Branch 

6.1.1 As a resul t of t he convers ion of t he Greek subs id iary int o a branch of MPB a number of 

advan tages and disadvan t ages have been cited, some of t hese rela t e t o t he bank ing 

operati ons of MPB and ot hers t o t he regulat ory regimes, and are set ou t below. 

,','i

II1 

• The CBC became the main regulator allowing access to 
MEB's books and records for supervision. This also 
allowed greater authority to be exercised over MEB when 
enforcing change (i.e. the CBC's regulatory control over a 
significant proportion of the Group's activities was 
enhanced). 

• Post merger there was no requirement for separate 
capital to be held against operations at MEB (i.e. the 
branch), where there had been as a subsidiary. 

• On an individual entity basis, MPB's regulatory capital 
increased following the absorption of MEB which had the 
potential to free up mo『e capital to employ elsewhere in 
the business (on the assumption that pre merger MPB 
held sufficient capital to cover regulatory requirements). 

• Liabilitywas transferred from the Greek deposit p『otection

scheme to the Cypriot deposit protection scheme. 

• As a subsidiary, and therefore a separate legal entity, 
there was no legal requirement for MPB to cover losses 
realised in MEB, or to recapitalise MEB should the need 
arise. (However, consideration should be given to the fact 
that there may have been political and /or other pressure 
on MPB to recapitalise MEB. Therefore in real terms the 
liability to recapitalise the bank may not have changed). 

• Post the merger restructuring options available in the 
case of insolvency were reduced; whilstt his would not 
necessarily be a primary consideration for a business 
when deciding on whether to operate a branch or 
subsidiary, a 『egulator should always considerthe full 
implications of any actions taken by the institutions it 
regulates, in relation to all eventualities (including the 
possibility of that institution becoming insolvent). 

6.2 Trans fer of Greek Liab iliti es t o Cyp rus 

6.2.1 One of t he key concerns raised in rela ti on to t he approval of t he cross-border mer ger was 

t hat by conve rti ng MEB fr om a subs id iary t o a branch it was no lon ger a separat e legal entity 

fr om MPB and t here fo re all asset s and liab iliti es of t he fo rmer subs idiary were subsumed 

int o MPB. 

6.2.2 Based on com pany law a subs idiary and paren t are two separat e legal entiti es and t here fo re 

t he paren t com pany does not, unless t here are cross- guaran t ees in place, have t he 

obl igati on t o recapit alise a subsidiary based in anot her member st at e. 

6.2.3 A branch, as disti nct fr om a subs id iary, is inseparable fr om t he paren t and t here fo re any 

losses or fi nancial comm it men t s of t he branch are t he legal obl igati on of t he paren t. 

6.2 .4 The Vienna In iti ati ve, launched in 2009, resul t ed in a number of lar ge West ern European 

banks pled ging t o suppor t t heir fo reign subsidiar ies in CESEE area. Wh ilst MPB is a bank 

based in t he CESEE area t he fact t hat t here was cons idera ti on of paren t com panies 
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supporti ng foreign subsidiaries in t he event of a crisis demonst rat es t hat more t han t he legal 

situati on was being considered in relation to potenti al cross-border banking cr ises. 

6.2.5 An IMF discussion not e in 2011 regarding t he questi on of branch or subsidiary stat es t hat 

alt hough t here is no legal obl igati on to support a subsidiary "t here is oft en an expectation 

that the parent will support its troubled affi liates". 

6.3 CBC's Knowled ge of Pot enti al Liabiliti es 

6.3.1 Follow ing the CBCs joint onsite audit with BOG in March 2009, t he CBC was aware of t he 

fo llow ing issues w ith MEB's loan portfoli o: 

6.3.1.1 €1.3 bill ion of outstanding loans, representi ng 11% of the portfo lio, had been 

granted fo r t he purpose of investi ng in shares. These loans were st ructured such 

t hat t he repayment of capital was only required at t he end of t he loan term via 

balloon payments. As such, MEB was exposed t o an increased risk of non payment 

of capital and deter iorati ng profit ability fr om t he low interest rates. 

6.3.1.2 loans to MIG were granted on favourable terms, fo r example, at low interest rates 

and/or w ith long term repayment plans, furt her increasing t he risks to wh ich MEB 

was exposed. 

6.3.1 .3 Insuffici ent collateral held against loans, either due t o incorrec t procedures being 

fo llowed at the ti me t he loans were granted, or due to t he deter iorati on of t he 

value of t he collat eral w ithout redress. 

6.3.2 The above issues resulted in a significant det er iorati on in profit ability of 68%, between 2007 

and 2008 and, further, were due to weaknesses in concent rati on and cred it cont rol policies. 

6.3.3 Prior t o t he fi nalisati on of t he cross-border merger in March 2011, t he BOG conveyed in 

wr iti ng to CBC its own concerns about MEB's concent rati on and cred it risk policies and t he 

cont rol weakness identifi ed dur ing its SREP review on t he 31 December 2009 data. 

6.3.4 Ot her t han t he 2009 onsite audit, CBC did not undertake any additional joint or independent 

reviews on MEB's data until aft er t he merger was fi nalised despite t he fi ndings fr om t he 

onsite review in March 2009 and t he c~ncerns raised by BOG in March 2011. 
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7. Conclusions and Recommenda ti ons 

7.1.1 It is apparent fr om t he Investig ati on t hat t he CBC did not t ake any acti ons t o st op t he cross

border mer ger wh ich essenti ally t ransfe rred t he liability of t he fo rmer Greek subsidiary t o 

Cyp rus. The lack of acti on on t he part of t he CBC is due t o t he fo llow ing key fa ct ors: 

7.1.1.1 The st ruct ure of t he regulati on and legislati on is such t hat under t he Mer gers 

Directi ve t he bank did not require any aut hor isati on fr om t he CBC, t his resul ted in 

t he bank being able to t ransfe r t he assets and liabiliti es t o Cyp rus w it hou t approval 

fr om t he CBC. 

7.1.1.2 The subsequent notifi cati on oft he convers ion of t he Greek subsidiary int o a branch 

of t he Cyp riot bank left t he CBC w it h t he opti on of accepti ng t he convers ion, and 

t herefo re notifyi ng t he BOG, or fo rcing t he bank t o cease operati ons in Greece. 

Given t he desire t o maint ain t he bank's headquarters in Cyp rus and t he perce ived 

regulatory benefit s, t he CBC notifi ed t he BOG of t he creati on of MPB's branch in 

Greece. 

7.1.2 Based on t he fi ndings of t he Investig ati on it would appear t hat t he curren t regulati on and 

legislati on does not prov ide suffici ent suppor t t o t he CBC where a Cyp riot bank w ishes t o 

convert an existi ng fo reign subsidiary int o a branch. We recommend t he perfo rmance of a 

rev iew of t he legislati on and considerati on of amendmen t s t hat would enable and require 

t he CBC t o consider t he impact of such t ransfers and wha t powers should be given t o t he 

CBC, or ot her relevan t aut hor iti es, in respect oft he approval or rejecti on of such t ransfe rs. 
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