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articlesintroduction

Having covered significant ground since the con-
clusion of the economic assistance programme 
as well as from the beginning of 2017, the bank-
ing environment is marked by constant changes 
and challenges that arise from regulatory and 

supervisory developments.
The Association of Cyprus Banks is dealing with important issues, 

some of which have to date been successfully resolved through the 
introduction of new laws. 

Furthermore, numerous issues remain outstanding and this drives 
our continuing efforts to promote relevant solutions for each topic 
through additional meetings of the relevant committees and working 
groups but also through even more frequent meetings and discus-
sions with decision makers.

At the same time numerous issues the Association has dealt with 
since the beginning of the year and have either been successfully 
concluded or are still at the consultation stages, include the following:  

l The conservation buffers law.
l Amendments to the Business of Credit Institutions’ Law which 

safeguards the right of credit institutions to manage real estate.
l Preparation and submission to Parliament of explanatory mate-

rial related to harmonizing legislation regarding the introduction of 
the Mortgage Credit Directive.

l Two successful programs of financial training and education for 
consumers as well as for primary school students.

l Participation in committees of the European Banking Federation 
for current or upcoming topics.

l Renewal of the vice chairmanship position the Association up-
holds in the Banking Committee for European Social Affairs (BCESA).

l Numerous of meetings with political parties, professional associ-
ations and media representatives.

l Provision of a series of seminars of continuous professional 
training to bank employees.

l In redefining the agenda, the Association remains at the fore-
front of economic and especially banking developments, with its 
detailed, independent and substantial contributions.  A lot of work 
remains to be carried out within the year, however, the positive steps 
taken within the first few months augur well for the near future.

In the publication you are currently viewing, members of the 
Association of Cyprus Banks as well as other experts in financial 
and professional services are describing and analyzing significant 
developments that affect the business world in Cyprus.

We would like to thank everyone who contributed to the latest 
issue of the Banking Insight, and especially extend our special 
thanks to the Governor of the Central Bank of Cyprus, Mrs. Chrystalla 
Georghadji for providing us with a highly interesting article on the 
development of Cyprus and specifically of the banking sector from 
the beginning of the crisis to date.
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In November 2016, the European Commission 
unveiled a package of proposals to further 
reduce risk in the financial sector. This reformed 
package has been termed by the banking 
industry as Basel IV, despite the fact that Basel 

III (published in 2010) is only expected to be fully 
implemented in 2019. 

The Basel III reform package focused primarily on 
strengthening the quality and quantity of regulatory 
capital (numerator of the regulatory capital ratio) 
while Basel IV reforms intend to revise the way banks 
measure and quantify their risk weighted assets 
(RWA) (denominator of the regulatory capital ratio). 
The RWA are of major importance in capital regula-
tion and cover different types of risk like credit/mar-
ket/operational/counterparty/interest rate risks. 
The key elements of the Basel IV proposals 
include, among others, the following:

l A binding 3% leverage ratio.
l A binding net stable funding ratio (NSFR).
l A new standard on TLAC/MREL.
l A fundamental review of the trading book (more 

risk sensitive own funds for securities and derivatives 
trading).

l A more risk sensitive standardized approach and 
constrains in the use of internal models to calculate 
risks.

The Basel IV regulatory reform proposals are ex-
pected to have considerable implications on both the 
banks (higher capital requirements) and the economy 
(growth prospects).

It is largely expected that all the banks will be 
affected by the new regulatory framework, whether 
they are large international or small domestic banks. 
First and foremost, due to higher capital require-
ments as a result of the increase in RWA. Currently, 
banks may use the standardized method or the 
internal rating-based (IRB) method to calculate 
credit risk weights on exposures. The latter method 
sometimes leads to lower RWA when compared to 
the standardized methodology. Basel IV propos-
als require banks using the IRB method to apply 

capital floors. This reduces the risk sensitivity of the 
underlying assets and leads to a situation where low 
risk assets are penalized with high risk weights. The 
size of the impact will depend on the composition 
of the banks’ credit portfolios across asset classes 
(mortgage, retail, corporate) and the extent to which 
they use internal models to calculate RWA for these 
asset classes. 

In addition to the impact on capital requirements, 
banks will face a range of costs when implement-
ing the new standards. These include the cost of 
amending internal models to meet the new standards, 
upgrading IT systems to ensure timely and accurate 
data collection and compliance with supervisory re-
porting requirements, and last but not least employ-
ing highly skilled personnel to meet the implementa-
tion challenges.

The proposed regulatory framework is expect-
ed to impact the real economy as well. The most 
obvious and direct impact will be on lending to the 
real economy, due to increased capital requirements 
incurred by banks. The revised standardized method 
and the restrictions on the usage of internal models 
to assess risks, will restrict the availability of credit 
to both retail and corporate customers and increase 
the pricing of loans. This will have a negative impact 
on economic growth, more so in the EU where 
the banking sector is responsible for 80% of the 
financing of the economy, contrary to the US where 
the capital markets provide the same proportion of 
financing. Also, US banks, unlike European banks, do 
not keep mortgage loans on their balance sheets 
and this is expected to affect strongly the real estate 
financing in Europe. 

Undoubtedly, Basel IV proposed revisions are 
expected to have significant impact on banks and the 
european economy. The higher capital requirements 
will increase the cost of funding, reduce return on 
equity and constrain ability to lend. In order to com-
ply, banks may need to develop a new strategy that 
may include actions to raise additional capital, either 
through retaining earnings or issuing new equity, or 
to deleverage the balance sheet. Either way, banks 
will need to change their business model in order to 
secure a viable and sustainable future. 

Lately, there has been a debate on the appropri-
ateness of imposing higher capital requirements on 
banks, especially by European countries where bank 
lending and profitability has remained weak since 
the financial crisis. They question the timing of the 
implementation of the new regulatory standards and 
contemplate taking into account local circumstances 
and economic conditions. 

Implications of 
Basel IV proposals

Michael Kronides
First Senior Advisor
Association of 
Cyprus Banks
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The Basel IV regulatory 
reform proposals are 

expected to have considerable 
implications on both the banks 
(higher capital requirements) and 
the economy (growth prospects).
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W hile the first Payment Services 
Directive (PSD1) had a few struc-
tural deficiencies and lacked some 
important details in specific areas, 
it did succeed in introducing a first 

wave of competition into the Payments market across 
the EU, by opening up national payment systems 
that have been controlled by traditional banks, to new 
non-banking competitors. New entrants such as Pay-
ments Institutions were no longer required to use the 
payment rails provided by banks in order to offer basic 
payment services but could themselves participate 
in payment systems, in their own right. The resulting 
competition brought by the new entrants contributed 
significantly to a reduction in the costs of payment 
transactions throughout the EU. 

The revised Payment Services Directive (PSD2), 
which came into force on 13 January 2016, and will 
apply on 13 January 2018, has even more ambitious 
targets for the level of competition in this area. The Eu-
ropean Commission, Parliament and Council sought to 
open the payments market even further by introducing 
two new types of services: payment initiation services 
and account information services. By adding these 
services to the PSD2, the European lawmakers have 
decided to allow non-banking competitors to access 
the payment accounts of bank’s customers, for the 
purpose of retrieving basic account information (such 
as the customer’s IBAN) in order to initiate a payment 
transaction. But not only that. The lawmakers took an-
other unprecedent step, in that they introduced for the 
first time, payment security requirements into EU law.
The objectives of PSD2 are summarized in:

l enhancing competition through new payment initia-
tion and account information services.

l strengthening the security of payment transactions 
and payment service providers.

l promoting customer convenience.
l ensuring technology and business-model neutrality.

l contributing to the integration of European pay-
ment markets.

l facilitating innovation in both, the payment services 
themselves, as well as the security measures taken to 
protect the transactions.

In order to support the above objectives, the law-
makers have assigned the European Banking Authority 
(EBA) to develop a set of detailed requirements in a 
number of crucial areas. 
In particular, a total of 11 mandates have been 
conferred to the EBA, comprising of:

l 6 Regulatory Technical Standards (RTS), which 
once adopted by the EU Commission will be consid-
ered as directly applicable to EU law and hence will not 
require any national transposition or implementation.

l 5 Implementation Guidelines, which will attain their 
legality binding effect at the moment the national com-
petent authority implements them into their national 
regulatory and/or supervisory framework.

At a first glance the above developments may seem 
burdensome, costly and time-consuming for banks 

Payment Services 
Directive 2 - A new age
for Payments

Marios Nikolaou
Senior Advisor
Association of 
Cyprus Banks

By
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especially if we bear in mind that significant deliveries 
of the above mandates are still expected from the EBA 
with different implementation deadlines. For example, 
the very important RTS on Strong Customer Authen-
tication has been published by the EBA in February 
2017 and is expected to be implemented by member 
states in January 2019 (as opposed to the January 
2018 implementation deadline of PSD2).  

Despite the above, there is still however a positive 
side:  Although Banks will need to put a considerable 

amount of cost and effort 
in order to re-asses their 
Information Technology 
infrastructure and their 
processes and controls 
in order to comply with 
PSD2, they will never-
theless be able to offer 
better quality services to 
their customers through 
safer and cheaper trans-

actions. Furthermore, PSD2 will give banks the oppor-
tunity to develop new business models and cooperate 
with innovative payment service providers in order to 
meet the new payment standards. 

Although the shift towards PSD2 will spark a com-
petitive race centered around who will eventually own 
the customer, the winner’s gains could be significant. 
Early movers who use the opportunity to adopt and 
innovate their payments practice will gain competitive 
advantage, whereas those who don’t, will create a 
significant competitive gap regarding both innovation 
and customer centricity.   

Banks already have appropriate functional infra-
structure and a relationship of trust with many new 
and long-term customers. If they are able to use this 
advantage to develop innovative offerings, then they 
could see a real competitive benefit from PSD2. Banks 
should therefore act now in order to position them-
selves as the payment provider of choice, not only for 
their existing customers but also for their competitors’ 
future clients.

The European 
Commission, 

Parliament and 
Council sought to 
open the payments 
market even further 
by introducing two 
new types of services.
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T he new General Data Protection Regu-
lation (GDPR) is set to replace the Data 
Protection Directive 95/46/EC and will 
enter into force on 25 May, 2018. The 
GDPR, which is directly applicable in 

each member state, significantly increases the regula-
tory requirements related to customer and counter-
party data protection by strengthening and unifying 
the data protection regulation across the European 
Union. The GDPR follows a risk-based approach and 
fosters a culture of accountability, privacy governance 
and data protection audit.

Banks are amongst the organisations which are 
directly affected the most by the GDPR since they 
process a great amount of information.Although 
Banks have already adopted an advanced data 
information framework, the GDPR contains a number 
of new obligations in relation to which the banks are 
preparing to carry out operational reforms. 
The most important changes introduced by the 
GDPR are the following:
1.Territorial scope: The GDPR extends regulations 
from EU companies to include those organizations 
outside of the EU processing data relating to EU 
citizens
2. Enhanced rights for individuals

l New rights: The GDPR enshrines a wide range 
of existing and new rights for individuals in respect 
of their personal data. These include the right to be 
forgotten, the right to request the porting of one’s 
personal data to a new organisation, the right to 
object to certain processing activities and also to 
decisions taken by automated processes.

l Consent: The GDPR introduces a higher bar for 
relying on consent. Affected organisations must have 
proof of freely-given, informed, clear and affirmative 
data subject consent.
3. Accountability, security and breach notification

l Accountability: The GDPR introduces the concept 

of Accountability, which requires the organization to 
be able to demonstrate at all times how it complies 
with the GDPR. This will entail amongst other mea-
sures keeping record of the processing activities and 
implementing appropriate technological and organi-
zational measures to ensure, and be able t demon-
strate, that processing is performed in accordance 
with the GDPR.

l Data Protection Officers: The GDPR requires that 
certain organisations must designate a Data Protec-
tion Officer as part of their accountability programme. 
The appointment of DPO is obligatory where  for 
public sector authorities  or those involved in certain 
data sensitive activities.

l Data breaches :Data breaches must be 
reported to the supervisory authority within 72 
hours. If the breach will lead to a high privacy risk 

The new Data Regulation 
landscape - EU General 
Data Protection Regulation

Elena Frixou
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Association of 
Cyprus Banks
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for individuals, these individuals should also be 
informed of the breach.

l Security : The GDPR stresses on tightened and 
broadened security where data protection and privacy 
is by design and default and specific recognises the im-
portance of  Pseudonymisation and Data Encryption  as 
privacy enhancing techniques. Furthermore it is stressed 

that security should be based on a risk assessment, 
however not of the risks the organisation faces, but the 
risks that an individual’s privacy is compromised.

l Risk based approach to privacy: Where a “pri-
vacy high risk” processing will take place, a detailed 
privacy impact assessment must be undertaken and 
documented.
4. Fines and stronger enforcement: Higher fines and 
sanctions introduced for noncompliance.

Banks are taking active steps now to ensure that 
they are ready for the new data regulation landscape 
by actively portraying a high degree of commitment 
and devoting substantial resources in updating their 
internal data governance and infrastructure. This task 
shall without doubt enforce the overall integrity of 
banks and strike a balance with the clients’ increasing 
sensitivities in relation to data protection.

Banks are taking active steps 
now to ensure that they are ready 

for the new data regulation landscape 
by actively portraying a high degree 
of commitment and devoting substantial 
resources in updating their internal 
data governance and infrastructure.
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T he European Directive 2017/17/EU on 
credit agreements relating to residen-
tial immovable property is expected 
to embodied into national law at the 
beginning of May 2017. Under the con-

sultation process which preceded this, the Association 
submitted its comments on the draft Bill, participated 
in consultations with representatives of the Ministry 
of Finance and took part in Parliamentary Committee 
meetings. The new law replaces the current mortgage 
credit legislation of 2001 and any credit agreements 
prior to the above entry force are not being covered. 

The Commission developed the Directive to tackle 
a series of problems that have been identified in the 
Union due to the irresponsible behavior of market par-
ticipants, which led to a lack of consumer confidence, 
high costs and enormous financial detriments. To this 
end, the objectives of the proposal are twofold. First, it 
aims to create an efficient and competitive single mar-
ket for consumers, creditors and credit intermediaries 
with a high level of protection by fostering consumer 
confidence, customer mobility, cross-border activity of 
creditors and credit intermediaries, and a level playing 
field.  The second oblective is to promote financial 
stability by ensuring that mortgage credit markets 
operate in a responsible manner.

The national law, which has been drafted in line with 
the  European Directive, applies to credit agree-
ments secured by immovable property regardless of 
the purpose of the credit, to agreements which are 
used to purchase immovable property or land, or 
to secured credits for the renovation of residential 
immovable property. 

The legislation sets standards on information that 
should appear in advertisements, including the require-
ment for a representative example.  Such information 
is mainly related to the borrowing rate of the credit, the 
total amount of credit, the annual percentage rate of 
change (APRC), the duration of contract, etc. It’s worth 
noting that the APRC is calculated uniformly along the 
Union and allows customers to compare the overall 

cost of the loan by different European providers. 
Among other provisions, the legislation sets stan-

dards for the provisions of pre-contractual information 
before the conclusion of the contract on the basis of 
a separate document – the European Standardized 
Information Sheet (ESIS). The ESIS is quite similar to 
the existing pre-contractual information document, 
but in goes further and includes additional disclosures 
which are required now by law. Particularly, on foreign 
currency loans, additional and more strict obligations 
have been introduced for credit institutions to ensure 
a higher level of protection for consumers. In case 
where there is no provision in the credit agreement 
to limit the exchange rate risk to which the consumer 
is exposed, the ESIS includes an illustrative example 
of the impact of the 20% fluctuation of the exchange 
rate. Furthermore, the law creates an obligation for 
creditors and credit intermediaries to offer, at all times, 
a separate sheet with general information regarding 
this kind of credit facilities. The purpose of the so called 
pre-contractual information is the comparison of differ-
ent credit offers within the market by consumers.

Under the new legal requirements, a reflection peri-
od is also provided. In practice, the creditor gives the 
consumer a preliminary offer containing information 
such as the amount of the loan, the interest rate, the 
APRC, the period of repayment, etc. If subsequently, 
the customer is satisfied, a binding offer together 
with a renewed ESIS (if applicable) are offered, both 
of which are valid for a 15-day period. This reflection 
period starts on the day the creditor makes the binding 
offer and the customer has the opportunity within the 
above period, to go around, compare different offers 
and decide which one suits better his/her needs. Nev-
ertheless, the customer may not accept the offer within 
the first 5 days of the reflection period. The mortgage 
loan becomes effective from the moment the consum-
er agreed to enter the credit agreement. 

Furthermore, credit institutions are obliged to as-
sess the consumer’s ability to repay the credit, taking 
into account the consumer’s personal circumstances, 

New era for mortgage credit: 
a more secured and transparent environment
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based on sufficient information provided as well as on 
a database research. A duty to the creditor is imposed 
to refuse to grant the credit, where the results of the 
creditworthiness assessment are negative. Further-
more, the law introduces the requirement for ‘responsi-
ble borrowing’, namely that the borrower must provide 
all necessary and correct information to enable the 
creditworthiness assessment to be carried out.

Article 25 relates to the right for “early repayment’, 
meaning that consumers have the right to repay 
fully or partially their credit before the expiry of the 

agreement. In such case, 
the credit institution is 
entiled to a fair com-
pensation according to 
a mathematical formula 
set out in Appendix IV of 
the Law. This compen-
sation must be, however 
justified and should not 
exceed the financial loss 
of the creditor. 

A set of principles are also established to ensure a 
regulatory and supervisory framework for credit inter-
mediaries. This framework provides for the authorisation 
and registration of credit intermediaries which are 
subject to compliance with certain requirements. The 
requirements apply to all credit intermediaries, whether 
they are tied or not in order to ensure a high degree of 
professionalism in the industry. Additionaly, it stipulates 
that non-credit institutions must be subject to adequate 
authorisation, registration and supervision. This aims to 
ensure that all creditors, whether they are a credit insti-
tution or not, are adequately regulated and supervised.

Finally, it is worth noting that the legislation requires 
for an out-of-court redress body to deal with the res-
olution of disputes between creditors and consumers 
and between credit intermediaries and consumers. To 
meet this, the local authorities have drafted a Bill for 
the amendment of the Financial Ombudsman Scheme 
in order to include in its scope the examination of 
credit disputes within the context of the mortgage 
credit law. The draft Bill in currently under a consulta-
tion process between the involved stakeholders.

In practice, the 
creditor gives the 

consumer a preliminary 
offer containing information 
such as the amount of 
the loan, the interest rate, 
the APRC, the period 
of repayment, etc.
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Digitisation already has a major impact on 
our daily lives, both as individuals and as 
employees. The European Commission 
(EC) holds that digitisation is already 
influencing the labour market and the 

type of skills needed in the economy.  Sooner than later 
most jobs will require some level of digital skills.  Re-
search shows that as the use of digital means spreads 
in Europe, the demand for digital skills grows in parallel.  
Evidently, citizens need adequate and appropriate 
digital skills to cope with the new digital economy and 
society.  Research also shows that the current supply of 
digital skills is not able to meet the increasing demand.  
The EC states that around 100 million EU citizens 
have no digital skills and one 
third of the labour force has 
only low or no digital skills. The 
European Commission (EC) 
notes that Europe may lack 
765.000 Information and 
Communication Technologies 
(ICT) professionals by 2020.  
Therefore, a digital skills gap is 
noted.  As the Commission ex-
plains, skills gaps are a barrier 
to social inclusion, employment, 
employability, and productivity.  
At the same time youth unem-
ployment is close to 20%, and 
around 45% of EU citizens are 
essentially digitally illiterate.  
The challenges are evident.

The EC, in April 2016, pub-
lished the Digitisation of European Industry package, 
which recognised the importance of digital skills and 
noted how they will help workers to adapt to the mod-
ernisation of the industry, which in turn will improve 
the competitiveness of the European economy. The 
Commission holds that digitisation changes the struc-
ture of the economy therefore, new skills are needed to 
make the most out of digitisation for jobs and growth.   
Furthermore, appropriate skills and education policies 
play the most important role in supporting change and 

providing workers with the necessary tools throughout 
their lives to realize the rewards from the new opportu-
nities created by digitisation. 

Moreover, in June 2016, the EC adopted a new 
Skills Agenda for Europe, thus recognizing the signifi-
cance of developing the quality and relevance of skills.  
In addition, the EC noted that every citizen should 
develop a broad set of skills to boost employability and 
growth.  According to the Commission, Digital Skills are 
at the core of the new skills agenda and is committed 
to the development of digital skills as part of its Skills 
Agenda.  The main goal of the agenda is to reduce the 
number of citizens lacking adequate basic skills (read-
ing, writing, numeracy and digital skills).  

The EC suggests sever-
al actions to address the 
aforementioned challenges 
including the need to educate 
and train more young people 
for digital professions, to up-
skills and re-skill the European 
labour force, to modernize the 
education and training sys-
tems in Europe for the digital 
age and to improve the digital 
skills of all citizens in Europe.  

Another important element 
for the success of this new 
EC action is the need to 
anticipate the skills needs the 
impact of digitisation on jobs.  
The success of this endeavour 
depends on close cooperation 

between the EC and member-states to better design 
and implement the appropriate national digital skills 
strategies for all EU member states.  For the support 
of these, the EC suggests to form national coalitions 
that would join together in a cross-European coalition 
to communicate the best solutions to these challenges 
in order to have a real impact.  These coalitions should 
bring together all relevant stakeholders, industry, edu-
cation and training providers, governments, and social 
partners so as to improve the dialogue and suggest the 

Digital Skills and Digital Jobs
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The EC suggests 
several actions 

to educate and train 
more young people for 
digital professions, to 
up-skills and re-skill 
the European labour 
force, to modernize 
the education and 
training systems in 
Europe for the digital 
age and to improve 
the digital skills of 
all citizens in Europe. 
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best practices to design and support appropriate train-
ing programmes.  They will also develop strategies to 
reach a large digital talent pool and ensure that citizens 
and the labour force in Europe will be provided with the 
necessary digital skills.

On the 1st of December 2016, a high-level event 
took place in Brussels, the launch of the digital skills 
and digital jobs coalition under the auspices of Com-
missioner Oettinger.  The purpose of the event is to 
boost Europe’s digital skills.  This initiative of the EC, 
the Coalition will serve as a bridge between stakehold-
ers and stimulate action to address digital skills gaps 
across the economy. In addition, the purpose of the 
Coalition is to build strong partnerships and enable 
cooperation among members to reduce digital skills 
gaps in Europe.  
The Coalition will aim to take one or more of 
the following actions to help reduce digital 
skills gaps by 2020. These actions are:

l Train 1 million more young (unemployed) people 
for vacant digital jobs by training unemployed and 
disconnected young people. 

l Support the up-skilling and retraining of the work-
force for new digital technologies.

l Modernise education and training – including 
through dialogue and cooperation between industry 
and education stakeholders.

l Reorient and make use of available funding to 
support digital skills and carry out awareness-raising 
to inform and convince young people, entrepreneurs 
and managers of SMEs and citizens at large about the 
benefits of using digital technologies and learning digital 
skills.

The EC will support the work of the Coalition by 
facilitating and coordinating the activities of the 
Coalition at EU level, promoting best practices and 
pilot projects for short terms training schemes, and 
monitor and report on progress. 
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During the last decade, the world has 
witnessed a financial crisis of an unprec-
edented nature, in terms of duration and 
impact, on the global economy.

To preserve and restore confidence 
in the banking system, state authorities channelled 
considerable public funds to credit institutions to 
prevent systemic failures, protect depositors and 
maintain financial stability. In the EU, substantial state 
aid was granted in the form of capital and guarantees 
to restore the solvency and liquidity of banks. This 
varied from 5% of GDP in Belgium and Spain to 20% 
of GDP in Cyprus and Ireland. The consequences of 
such interventions were increased fiscal deficits and a 
threat to the sustainability of public debt. International 
standard setters such as the Basle Committee and the 
Financial Stability Board responded by issuing a series 
of new standards aimed at strengthening preventive 
measures and ensuring that, should the worst happen, 
banks can be resolved or liquidated without use of 
taxpayers’ funds and with a minimum impact on the 
real economy.

The Financial Stability Board Key Attributes of Effec-
tive Resolution Regimes for Financial Institutions and 
the European Commission’s Proposal for the Recovery 
and Resolution Directive served as the basis of the 
Resolution Law, enacted in Cyprus in March 2013, 
used to restructure Cyprus’ two largest banks, as one 
of the conditions for obtaining an EU-IMF financial 
assistance programme for Cyprus.

The Cyprus crisis and the role of public 
authorities in bank restructuring

For many years, banks in Cyprus operated in a 
growing economy with a flourishing real estate sector. 
This, unfortunately, led to banks adopting risk and 
credit management practices dominated by asset 
based lending. The consequences of such practices 
can be disguised in periods of an expanding economy, 
even appearing as successful as long as property 
prices continue to rise and demand remains at strong 
levels. However, in periods of economic recession, 
practices such as this may lead to a significant 

increase in arrears and non-performing loans and, 
as a consequence, a rapid impairment of the capital 
position of banks. Hence, securing what may appear 
to be adequate collateral, should never supersede the 
basic principle governing any lending transaction: the 
borrower’s ability to fully repay their debt from future 
cash flows.

In addition, the two largest Cypriot banks pursued 
aggressive expansion overseas since early 2000 by 
extending their banking presence in Greece, followed 
by a wider expansion in South East Europe, Ukraine 
and Russia. These expansions added greatly to the size 
of their balance sheets, which exceeded 400% of the 
country’s GDP, and raised questions about their ability 
to manage such ambitious strategies. As Greece’s sov-
ereign debt crisis deepened, the Cypriot banks suffered 
a higher level of bad debts from their operations in 
Greece than their domestic business. The banks also 
experienced a massive flight of deposits from their op-
erations in Greece of nearly €10billion between 2008 
and 2012, forcing them to transfer funds from Cyprus 
to Greece in order to meet their liquidity requirements. 
The largest losses, however, resulted from the write-
down of their large Greek sovereign bond holdings 
following the Greek debt restructuring programme 
in late 2011 early 2012, which cost the two largest 
Cypriot banks nearly 25% of Cyprus’ GDP.

In 2011, most of the international rating agencies 
downgraded the Cyprus government’s long-term debt 
rating to below investment grade for a number of 
reasons. In May 2011, the government of Cyprus lost 
access to international markets, while a year later the 
two largest Cypriot banks, unable to find private funds 
for their recapitalisation, requested state aid. By early 
July 2012, the Government had injected €1,8billion 
into one of its systemic banks and was faced with 
additional requests for capital injection from the other 
major systemic bank.

A few days before, in June 2012, the Government 
had formally applied to the Eurogroup and the IMF for 
financial assistance.

The agreement reached between Cyprus and 
its lenders in March 2013 provided that Cyprus 
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would embark on an economic 
adjustment programme aimed 
interalia at restoring the health of 
its financial sector. By using the 
Resolution Law that was passed 
a few days before the resolution 
action, the two largest Cypriot 
banks were resolved and merged 
with a full write down of share-
holders and bond holders as well 
as a bail-in of uninsured deposi-

tors, including pension funds and small businesses. The 
total amount of deposits that suffered a ‘haircut’ either 
to absorb losses in one of the banks or recapitalise the 
other bank before the merger by conversion of depos-
its into equity, amounted to approximately €8billion 
or almost 50% of the country’s GDP. Cyprus was the 
first country in the EU – and still the only one – in which 
the bail-in of depositors was used to absorb losses 
and recapitalise its banks. A third systemic bank was 
recapitalised with the injection by the state of initially 
€1.5billion raised from the €10billion EU/IMF financial 

assistance programme (Cyprus actually utilised 
€7,25billion out of the €10billion). The Eurogroup 
agreement also provided for the immediate sale of the 
Cypriot bank branches in Greece to protect financial 
stability in both countries. The resolution actions on 
the two largest Cypriot banks, which controlled more 
than 40% of the domestic retail banking market, was 
a massive shock for confidence in banks. In light of the 
emergency situation, and to avoid the collapse of the 
banking system, the Government adopted capital con-
trols, both internally and externally, i.e. it imposed limits 
on deposit withdrawals and also it limited the transfer 
of funds, so as to protect the liquidity of banks. The 
resolution of the two systemic banks and the introduc-
tion of restrictive measures in banking transactions had 
a disruptive effect on the real economy intensifying the 
ongoing recession. Economic activity decreased signifi-
cantly during the period 2012-2014 which, in turn, led 
to the deterioration of the financial position of borrowers 
and the consequent sharp increase in non-performing 
loans. Since then, and following a series of economic 
reforms and the restructuring of credit institutions, public 

As Greece’s 
sovereign debt 

crisis deepened, the 
Cypriot banks suffered a 
higher level of bad debts 
from their operations 
in Greece than their 
domestic business.
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confidence in banks has gradually 
been restored. The capital controls 
were gradually lifted and eventually 
abolished, less than two years after 
they were introduced. Public financ-
es were substantially improved and 
the economy returned to growth 
in 2015. In March 2016, Cyprus 
exited the financial adjustment pro-
gramme with a positive GDP growth 
and sustainable public finances.

In parallel, the Central Bank of 
Cyprus worked to improve the reg-
ulatory and supervisory legal frame-

work and introduced changes to provide banks with debt 
restructuring tools to deal effectively with the problem of 
NPLs. Stricter requirements on loan origination as well 
as on bank governance issues were introduced. Robust 
foreclosure and arrear management frameworks were 
adopted to ensure viable restructurings of loans. Finally, a 
bill is currently being discussed that will provide the legal 
and taxation framework for loan securitisation. Dealing 
with NPLs remains the top priority and challenge of both 
the Cypriot authorities and credit institutions.

Lessons learned and policy issues 
going forward

Experience in Cyprus shows that bailing-in of unin-
sured retail depositors and SMEs can have a big impact 
on the real economy, financial stability and society in 
general. The BRRD has acknowledged the importance 
of protecting these groups of depositors, first by giving 
priority to their claims compared to other uninsured 
creditors in the event of liquidation and, second, by ex-
cluding them from the bail-inable liabilities that banks 
are required to maintain to ensure their resolvability, a 
requirement known as MREL (Minimum Requirements 
for own funds and Eligible Liabilities).

The flexibility by which resolution authorities will ap-
proach their task of determining the amount and setup 
of MREL as well as the period that banks will have to 
comply with these requirements, will effectively reshape 
the structure, not only of individual banks within the EU, 
but also the EU banking sector as a whole. Banks that 
pursue a traditional deposit-funded model or are still 
recovering from the crisis with none or limited access to 
capital markets will be the ones that will struggle to com-
ply. Some of these banks may be forced to change their 
business model or, if the cost of compliance threatens 
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their viability, to merge with larger banks that are able 
to meet MREL requirements without a burden in terms 
of time and cost. Another group of institutions that may 
be affected by MREL are the relatively small institutions 
which, in the event of failure, would be subject to insol-
vency proceedings. These banks may benefit in the short 
term from not having to meet an MREL requirement, 
at least not as stringent as that applicable to significant 
banks. But in the long-run, they will be at a disadvantage 
in attracting uninsured depositors and creditors that are 
exempted  from bail-in or with claims that rank higher 
than MREL eligible liabilities. As such,

I expect that a number of these banks will find it 
difficult to operate in the long run and will eventually be 
acquired by larger banks.

The use of public funds in bank restructuring is also 
an issue that needs to be ad-
dressed, particularly in cases 
of systemic crises. We all 
agree with the principle that 
shareholders and creditors 
are the first to bear the costs 
of a bank failure, without the 
need to resort to the use of 
public funds. However, one 
needs to assess the feasibili-
ty and credibility of resolution 
actions in significant banks 
in the event of systemic 
banking crises. Some argue 
that if a bailout had occurred 
in Cyprus, the real economy 
and banking sector would 
have been in a better shape than they currently are and 
the banking sector would have been able to recover 
quicker. However, there is the counter argument that 
a bailout rather than a bail-in would have resulted in 
greater austerity, Greece is an example.

Although these questions will most definitely be 
the subject of future academic studies, my sugges-
tion would be to consider giving Member States the 
discretionary power to step in, in extraordinary cases 
of systemic banking crises where resolution measures 
might have a severe adverse impact on financial stabili-
ty and the real economy.

Moreover, as I mentioned above, the ability to apply a 
moratorium on the transfer of funds and the withdrawal of 
deposits was essential for the successful implementation 
of the resolution measures both before and after the reso-
lution action under the Treaty of the Functioning of the Eu-
ropean Union. Member States reserve the right to adopt 
capital controls in case of systemic crises for safeguarding 
public order and public security. Nevertheless, supervisors 
and resolution authorities should also have the discretion-
ary power to suspend payments and deposit withdrawals 

to prepare for the implementation of resolution action 
and stabilise the bank following the resolution action. The 
recent European Commission proposals are moving in 
the right direction by introducing moratorium powers for 
both supervisors and resolution authorities. Limiting the 
moratorium prior to resolution for a short period of time 
of no more than five working days may be appropriate. 
However, from our experience, a moratorium of payments 
following resolution action may need to last longer.

Bank restructurings as part of an open bank bail-in 
need careful and thorough preparation so as to identify 
promptly and accurately the priority of liabilities, good 
and bad assets and ensure that adequate systems are 
in place that safeguard the continuation of provision of 
critical services after resolution. Furthermore, the ratio-
nale of resolution action should be communicated to all  

those affected and the public at 
large in a timely manner so as 
to maintain confidence in the 
bank. A final issue which needs 
close attention is litigation 
that one should expect to be 
initiated by persons affected by 
the resolution measures.

The Central Bank of Cyprus 
and the Republic of Cyprus 
are faced with hundreds of law 
suits in local courts and inter-
national arbitration tribunals 
from shareholders, bond-
holders and depositors of the 
two banks that were placed in 
resolution in March 2013. In 

this regard, resolution authorities should ensure that 
their decisions and actions are legally sound and are 
thus able to stand up to challenges in the courts. On the 
other hand, Treaties for the protection of investments 
in member states should be reassessed in light of the 
new EU regulatory framework for financial services and 
the powers given to regulatory authorities over finan-
cial institutions and credit institutions in particular.

Concluding remarks
Concluding, I would like to stress the overriding prin-

ciple that prevention is better than cure. In this regard, it 
is imperative that banks operate with sound policies and 
practices in line with a robust regulatory framework and 
have in place feasible and credible recovery plans whose 
implementation would promptly restore solvency and 
liquidity. In addition, supervisors should have the neces-
sary early intervention powers to restructure banks in a 
credible way so as to prevent the worst from happening. 

Part of presentation in High Level Conference organised by 
the National Bank of Belgium on “Bank Restructuring”
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In January 2017, a mechanism came into effect 
in the European Union whereby, for the first 
time, a creditor will be able to make an applica-
tion to the courts of one Member State to obtain 
an order which will “freeze” monies held by a 

debtor in bank accounts in all participating Member 
States, without having to make separate national 
freezing applications.

The Regulation establishing a European Account 
Preservation Order (“EAPO”) procedure to facilitate 
cross-border debt recovery in civil and commercial 
matters (Regulation (EU) 655/2014, “Regulation”) 
is applicable in Cyprus as well as all other EU Member 
States, with the exception of the UK and Denmark 
which have opted out.  

In practical terms, the 
Regulation gives a new tool to 
creditors as it implements an 
easy procedure for businesses 
to quickly recover outstanding 
debts across borders.  It also 
makes it more difficult for 
debtors to put assets beyond 
the reach of lawful creditors.
The Regulation’s effect on 
Cyprus banks is two-fold: 

l It places significant com-
pliance obligations on banks as they had to develop 
procedures and systems to implement freezing 
orders within the strict timeframes stipulated by the 
Regulation, as well as to provide bank account infor-
mation when requested by the Information Authority.

l It increases the means available to domestic 
banks to recover non-performing exposures especial-
ly from strategic defaulters who are believed to main-
tain funds in other participating EU Member States.

The EAPO procedure is meant to be an alternative 
to measures available under existing national laws.  A 
creditor may apply for an EAPO only for cross-border 
cases; that is if the bank account(s) to be preserved 
(frozen) is / are maintained in a Member State other 

than the Member State where the EAPO application is 
made or where the creditor is domiciled.  The creditor 
may apply for an EAPO even before he initiates 
proceedings against the debtor.  Alternatively, the 
creditor may apply at any stage during the proceed-
ings, or after obtaining a judgment which requires the 
debtor to pay the creditor’s claim.
In summary, the procedure is as follows:

1. The creditor lodges an application in his Mem-
ber State for issuing a Preservation Order against 
a debtor.  This application is lodged using the form 
contained in the Implementing Regulation (EU) 
2016/1823 of 10 October 2016 (which establish-
es the relevant forms for the EAPO procedure).

2. If the creditor knows the 
bank details of the debtor’s 
account he wants to freeze, 
he enters this information in 
the form.  If this information 
is not known, he includes a 
request that the Information 
Authority of the Member 
State of enforcement* should 
obtain the information nec-
essary to allow the debtor’s 
account (s) to be identified.  
In Cyprus, the Information 

Authority will be the Central Bank of Cyprus, based on 
preliminary discussions.

3. The court has ten working days to issue a 
decision (this is reduced to five days if the creditor 
already has a court judgment against the debtor).

4. In case the creditor does not know the details of 
the debtor’s bank accounts:  If the court is satisfied 
that the creditor’s request is well substantiated and 
that all conditions for issuing the Preservation Order 
are met except for the bank account details then, pri-
or to issuing the Preservation Order, the court sends 
a request for information to the Information Authority 
of the Member State of enforcement.  The Information 
Authority then sends a request to all banks in its terri-
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tory to disclose whether the debtor holds an account 
with them, and transmits the account information to 
the requesting court.  

5. Once a Preservation Order is issued, the court 
will indicate in its decision whether the creditor 
himself is responsible for transmitting the Preserva-
tion Order to the competent authority of the Member 
State of enforcement or whether the issuing court will 
do the transmission (this will depend on the national 
law of the Member State of the court).

6. When the competent authority of the Member 
State receives the Preservation Order, it transmits it to 
the relevant bank (or banks) for implementation.  In Cy-
prus, the competent authority is the Ministry of Justice.

7. When a bank receives a Preservation Order, 
it must implement it without delay and freeze the 
amount specified in the Order.  It then has three 
working days to issue a declaration indicating 
whether and to what extent funds in the debtor’s 

accounts have been preserved.
8. The funds preserved by the EAPO will remain 

frozen until the EAPO is revoked, its enforcement is 
terminated, or the judgment to which it relates has 
been fully enforced.

In order to assist member banks in implementing 
the EAPO Regulation, the Association organized an 
initial seminar for members.  Following this, a work-
shop took place whereby the Association’s external 
legal advisor presented the provisions of Cyprus 
legislation that relate to the implementation of the 
EAPO Regulation, so as to clarify the obligations on 
banks.  Additionally, the Association liaised with the 
relevant authorities to point out provisions that need 
to be included in the accompanying legislation to be 
enacted.

* Member state of enforcement means the member state 
in which the bank account to be preserved is maintained.
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R ecent crises have revealed that the fi-
nancial sector is very complex and that 
one needs a particular set of skills to 
navigate it. Several surveys conducted 
after the crisis showed that the level 

of financial literacy among people is generally very 
low, even among those most directly affected by the 
financial crisis. 

That was the reason why the European Banking Fed-
eration (EBF) decided in May 2013 to launch an EBF 
project on the promotion and anchoring of financial 
education at EU level. 

Financial Education was also a strategic priority 
identified by the EBF Executive Committee in the EBF 
Strategic Agenda of 2014. It was considered as an 
important and positive path to reveal a better under-
standing of the banks’ role and value in society and 
hence to rebuild consumer confidence in the sector.

With this aim a dedicated EBF Financial Education 
Project Group (FEPG) has been set up and tasked to 
work further on the launch of a European Money Week 
(EMW), starting in 2015.  The goal is to raise public 
awareness with regards to financial literacy and, more 
particularly, to spread financial education to students 
in elementary and secondary schools. The week’s 
objective is to draw more attention on the benefits 
of financial education for young people and also to 
encourage the sharing of good practices among the 
members of the EBF. The EMW consists of a series of 
events linked to each other and discretionally chosen 
by each National Bank Association from among con-
ventions, conferences, local events, media actions and 
other activities held in schools and public locations in 
order to draw the attention of public authorities, media 
and civil society associations, and thus of citizens.   The 
dates of the EMW are aligned with the dates of the 
Global Money Week, generally organized yearly in the 
month of March.

In this context the Association of Cyprus Banks 
(ACB), with the support of the Ministry of Education 
and Culture, cooperate with Junior Achievement (JA) 
Cyprus through the program: “More than Money”.  This 
new JA Program was piloted in five primary schools, 
through the module of Health Education, across Cyprus 
in March 2016, with the financial support of the ACB, 
with great success.

This year, in February and March 2017, the 
Program was launched in eight primary schools in 
twenty different classes and covered more than 400 
pupils of the 6th grade, in Nicosia, Limassol, Larnaca, 
Paphos and Famagusta.  It is worthwhile to note that 
originally the Ministry of Education and Culture re-
ceived applications from 60 different primary schools 
from all over Cyprus in order to cover around 1.500 
students!

The ACB has the responsibility to recruit volunteers 
from the staff of its member banks to participate in 
the program. Bank Volunteers with the support of the 
primary school teachers contribute to the implemen-
tation of the Program. The program consists of three 
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(3) sessions and each session takes eighty minutes 
(80 min) of teaching.
“More than Money” helps students to be able to:

l Build on their understanding of money basics and 
apply that understanding to their daily lives

l Recognize the significance of money management 
in making informed life-decisions.

This interactive program aims to familiarize 12-
year old primary school students with concepts relat-
ed to money management and introduces the idea of 
money as a way to obtain products and services to 
satisfy needs and wants, managing money smartly, 
explores consumerism, and how to become financially 

protect. “More than Money” also includes an introduc-
tion to entrepreneurship and business.

 At the end of the Program students are able to 
understand better the role of money in their lives 
and to explore their job skills and the types of pro-
fessions that interest them.  Through the program 
activities students acquire decision making skills 
and are engaged in activities aimed at developing a 
positive work ethic.

The acceptance and conclusions regarding the 
2017 Program, that took place in eight elementary 
schools across the island during February and March 
2017, were very encouraging. All students, teachers 
and mentors (bank employees - volunteers) were 
excided from their experience.  

The aim and vision of the Association of Cyprus 
Banks for the next years is to widen and diversify 
Financial Education to other age groups to different 
population segments, to facilitate the implementation 
of EMW activities, as well as to reduce the risk of the 
banking industry being perceived as attention-seeking 
and self-centered.

The aim and vision of the 
Association of Cyprus Banks for 

the next years is to widen and diversify 
Financial Education to other age groups to 
different population segments, to facilitate 
the implementation of EMW activities.
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Over the last years Cypriot banking 
institutions were particularly concerned 
with the implementation of a number of 
customer tax transparency regulatory 
regimes, namely the European Union 

Savings Directive, the Foreign Account Tax Compliance 
Act (‘’FATCA’’) and last but certainly not least, the 
OECD Common Reporting Standard (‘’OECD CRS’’). 

Over the last year we noticed a number of practical 
challenges that Cypriot banking institutions expe-
rienced while embarking on the implementation 
journey of the OECD CRS.  While the challenges are 
numerous and some of them greatly overlap, we 
have attempted to prioritise and categorise these 
implementation obstacles in the following categories: 
a) Impact on customer experience, b) Data manage-
ment and c) Technology updates. 

Impact on customer experience
The implementation of the OECD CRS undeni-

ably increased the complexity and demands of the 
business relationship with both existing and pro-
spective customers. The introduction of the OECD 
CRS procedures raised the immediate need to 
educate customers on the mechanics of customer 
tax transparency. It was imperative for customers to 
understand that customer tax transparency is part of 
the regulatory responsibility of the banking institution 
and thus was not to be undertaken on a selective and 
voluntary basis. 

Further, it was necessary for customers to be 
notified that any tax information submitted to the 
respective tax authorities is not entirely in line with 
the information that’s included in annual tax returns. 
This expected discrepancy may therefore trigger 
further enquiries from the tax authorities of the 
customer’s home country in an effort to reconcile the 
two information streams. It was therefore necessary 
for Cypriot banking institutions to develop detailed 

communication plans and design appropriate 
outreach procedures. At the same time, the evolving 
nature of the customer experience raised the need to 
adequately train the respective relationship managers 
to convey all necessary messages to customers. 

Banking institutions should not treat the OECD CRS 
as a static concept but rather as an evolving one and 
thus training and developing personnel should not be 
treated as a one-off venture.

Data management
Due diligence procedures are based on the 

performance of data analysis. Banking institutions 
maintained multiple sources of their underlying account 
holder information (including AML/KYC data) in different 
formats and different systems (including paper). The 
performance of the due diligence procedures revealed 
the need to extract data from multiple systems and 
sources. Even if technology solutions were brought into 
play to undertake the data analysis, banking institutions 
were faced with the onerous task of having to identify, 
organise and format information in such a way (including 
from paper to electronic) so that it can be imported into 
the selected technology solution.

Currently, it is important for banking institutions to 
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realise the exact ambit of 
the OECD CRS rules and 
understand how the im-
plementation of the rules 
interact in practice with the 
quality of their data before 
aiming for full automation. 
A prominent example of 
this interaction would be 
the ability of a banking 

institution to perform the so-called ‘’residence test’’ 
for the pre-existing individual account holder due 
diligence procedures. 

Technology updates
Perhaps the most burdensome challenge in terms of 

cost and resource allocation was the need for system 
technology updates arising from the integration of the 
OECD CRS rules. As early as 1 January 2016, Cypriot 
banking institutions came under the obligation to put 
in place a robust protocol to identify their customers 
upon on-boarding of new account holders. 

A particular challenge relating to both on-boarding 
and due diligence CRS requirements was the fact that 
even though FATCA is to a great extent similar, the 

OECD CRS due diligence requirements were subtly dif-
ferent, thus requiring modifications in the search logic 
and associated costs. 

Other than the account holder due diligence rules, 
another compliance milestone is the monitoring of 
change of circumstances. Monitoring and regular 
review of the accounts will also need to be performed 
and should not be neglected. Even where automation 
is established, internal communication will be key to 
success and compliance.

At the current time of writing, it is rather unclear 
whether there will be a ‘’soft landing period’’ for Cypriot 
banking institutions. It is also uncertain how the effective 
implementation of the OECD CRS will be audited from 
the Cypriot tax authorities. However, as a general 
remark, we deem it important that banking institutions 
identify their practical challenges and proactively assess 
their compliance base. Any changes that bring banking 
institutions closer to a compliant position should be 
effected as soon as possible. It is no secret that reme-
diation entails costs. Nevertheless, postponing it will 
increase the future cost of corrective actions and the risk 
of not reaching the full compliance threshold.

Panayiotis.tziongouros@cy.ey.com
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Many suggest that due to heavy regu-
lations only few banks will manage 
to survive. I believe that those which 
will fail, will not fail because of heavy 
regulations but because they failed to 

acknowledge the importance of regulations and control 
functions.
Regulations are established to protect our busi-
ness, not to harm it – align with them.

It shall be understood and accepted that regulations 
have become stricter as a result of the failures of the 
past. They are the result of the experience of the past, 
the examinations and negotiations of many years, the 
suggestions of many of the obliged entities. Regulations 
cannot be disregarded in lieu of profits. Non-compliance 
may have temporary income benefits but it is almost 
certain that it will destroy the organisation soon in the 
future. We have lots of examples of banks that failed 
because they were greedy and operated outside the 
regulatory framework and/ or unethically. At the end 
their license was revoked or their liquidity was drained or 
they run out of capital.
It is therefore important to set up a proper 
mechanism to be able to:

l promptly identify the existing rules and regulations 
affecting your business

l promptly identify new rules and regulations coming up
l promptly adjust to changes (technological, procedur-

al, cultural).
To achieve the above, it is necessary to provide for 

an adequate budget in your business strategy to set up 
a proper back office support. Back office relevant units 
and control functions (Compliance, Risk, Information 
Security, Internal Audit, Operations, IT) – the key 
players - must be adequately staffed both in terms 
of numbers and in terms of skills. Sometimes, it may 
be necessary that support units and control functions 
have more staff than the service lines. If the front is 
well supported (by systems that provide the necessary 
information timely and correctly and by efficient pro-
cesses) it will be able to perform with less numbers and 

achieve targets more efficiently and effectively.
It is also necessary to invest in new technology and 

in systems that can quickly be adjusted to changes. Old 
fashioned hardware and hard coded software are not 
appropriate for the new era.

The culture of the organisation also plays an import-
ant role in the whole effort of regulatory alignment. Top 
down engagement is necessary and it is very important 
to give the stigma to the layers below. Involving key 
players at all stages of strategy (brain storming, decision 
making, implementation) avoids later obstacles to imple-
mentation and reduces the regulatory and operational 
risks. Educating people in their area of responsibility 
should be a continuous process. The staff must work 
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in an efficient and effective environment, have the 
necessary tools and resources and be motivated, even 
self-motivated, based on a set of common values.

Regulatory compliance should not be something 
imposed on us but it should be part of our code of ethics, 
it must be a set of beliefs and values, it must be a sense 
of responsibility to our shareholders, our customers, our 
counter-parties, our colleagues. 
Control functions are not the enemy – they are 
the shield of protection.

We often hear the customer service staff and / or the 
management claiming that they cannot reach their tar-
gets due to constraints placed by the control functions.

The control functions are established to help towards 

the achievement of the business strategy, ensuring 
avoidance of future failures.
The perception that control functions are obsta-
cles to strategy implementation stems from the 
following factors:

1. Strategy is set up without involving the control 
functions

2. Processes are implemented and systems change, 
without involving the control functions

3. When the control functions are involved, at the 
later stages just prior to implementation (after the 
investment is done and paid for), they put on the table 
parameters that nobody thought of before. These pa-
rameters are considered to be obstacles for materialis-
ing the investment done.

Not involving control functions at the strategy set up 
process and throughout implementation, it is the biggest 
mistake that management may be doing. 
So, involve your control functions in the strategy 
set-up process and throughout implementation.

1. They will better understand the business needs, 
thus saving time from the questions and answers pro-
cess (They will not cause delays)

2. They will indicate to you at an early stage the 
regulatory requirements and the risks involved, therefore 
you will better understand the costs of the investment 
necessary and the actions required (They will help you 
make better cost management)

3. They will guide you as to how to achieve your 
targets within the regulatory framework and within your 
risk appetite (They will guide and protect you)

4. They will even suggest future foresight due to 
their knowledge of what reforms are expected to come 
in force in the future (They may even have some future 
foresights to share with you that may lead to innovative 
products and services).

I conclude with a quote “We live in an age of trans-
parency. Reputation is far from static and is a business 
asset that is earned every day.” Protect your reputation 
by setting up your strategy in line with the regulatory 
requirements.

We have lots of 
examples of banks 

that failed because 
they were greedy and 
operated outside the 
regulatory framework 
and/or unethically.
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