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Statement by the Members of the Board of Directors

and the Company Officials Responsible for the Drafting

of the Consolidated Financial Statements

(in accordance with the provisions of Law 190(1)/2007 on Transparency Requirements)

We, the members of the Board of Directors and the Company officials responsible for the drafting of the consolidated financial
statements of Bank of Cyprus Public Company Ltd (the ‘Company’) for the year ended 31 December 2013, the names of
which are listed below, confirm that, to the best of our knowledge:

(a)

(b)

Christis Hassapis
Vladimir Strzhalkovskiy
Anjelica Anshakova
Dmitry Chichikashvili

the consolidated financial statements on pages 17 to 190

(M

(i)

(iii)

have been prepared in accordance with the International Financial Reporting Standards (‘IFRS’) as adopted by
the European Union and the requirements of the Cyprus Companies Law,

have been audited by the independent auditors of the Company in accordance with the International Standards
on Auditing.

The qualification included in the independent auditor's report to the members of the Company on the
Consolidated Financial Statements relates exclusively to the accounting treatment afforded under IFRS (the
‘Accounting Treatment’) of the effect of the decrees of the Central Bank of Cyprus (‘CBC’) in its capacity as
Resolution Authority concerning the bail-in of the Company and its taking over of certain assets and liabilities
from Cyprus Popular Bank Public Co Ltd (the ‘Decrees’), and in particular to the value assigned to the new
shares issued pursuant to the Decrees. It is considered appropriate to underline the fact that the value
assigned to these shares has no impact on the value of the assets, the liabilities and the shareholders’ equity
reported in these Consolidated Financial Statements as further explained and elaborated on in the notes to the
consolidated financial statements and in particular notes 2, 3.2.2 and 54.2,

give a true and fair view of the assets, liabilities, financial position and profit or loss of the Company and the
undertakings included in the consolidated financial statements taken as a whole, subject to the qualification
included in the Report to the Board of Directors of the Company on the Audit of the Consolidated Financial
Statements, which as explained above, does not affect the Group’s equity and financial position, and

the Report of the Board of Directors provides a fair review of the developments and performance of the business and
the position of the Company and the undertakings included in the consolidated financial statements taken as a
whole, together with a description of the principal risks and uncertainties that they face.

Chairman
Vice Chairman
Non-executive Director

Non-executive Director

Marinos Gialeli

Marios Kalochoritis
Konstantinos Katsaros
Eriskhan Kurazov
Adonis Papaconstantinou
Anton Smetanin
Xanthos Vrachas

Marios Yiannas

Andreas Yiasemides
Ioannis Zographakis
John Patrick Hourican
Christodoulos Patsalides

Eliza Livadiotou

27 March 2014

Non-executive Director
Non-executive Director
Non-executive Director
Non-executive Director
Non-executive Director
Non-executive Director
Non-executive Director
Non-executive Director
Non-executive Director
Non-executive Director
Executive Director
Finance Director

Chief Financial Officer
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The Board of Directors submit to the shareholders of the Company their Report together with the audited
consolidated financial statements for the year ended 31 December 2013.

Activities

Bank of Cyprus Public Company Ltd (the ‘Company’) is the holding company of the Bank of Cyprus Group (the
‘Group’). The principal activities of the Company and its subsidiaries in Cyprus and abroad during the year
continued to be the provision of banking, financial services and insurance services.

All Group companies and branches are set out in Note 53 of the consolidated financial statements.

Operating environment

The Cyprus economy entered into a deep recession in 2013 following the bailout agreement signed with the
Troika. The agreement entailed the recapitalisation of the two largest banks through the bailing-in of their
uninsured depositors. These developments undermined the credibility of the entire banking system, stalled the
credit cycle and made necessary the imposition of capital controls.

Amidst an extremely adverse macroeconomic and financial environment, domestic demand dropped steeply and
real Gross Domestic Product (‘GDP’) contracted by 5,4% in 2013. Unemployment rose steeply to 17% in the
fourth quarter of the year, according to European Union statistics.

The actual decline in real GDP in 2013 is some three percentage points lower than initial estimates for an 8,7%
contraction. The better than anticipated performance of the economy reflects a number of self-reinforcing
factors that reveal important underlying strengths. Some sectors, particularly tourism and business services,
proved more resilient. Private consumption also proved more resilient reflecting smoothing effects and the
drawing down of past savings. The real surprise however, was in the extent to which the economy proved to be
flexible. Wages and prices dropped significantly in the year thus supporting a higher employment level than
would otherwise be possible.

In the foreign sector, even though exports of goods and services declined, a steep drop in the corresponding
imports resulted in net exports having a significant positive contribution to real GDP growth.

However, a combination of factors continues to weigh negatively on economic activity. These primarily entail
the tight credit conditions, the continuing public and private sector deleveraging, and rising unemployment. As
a result, domestic demand will continue to be weighed down and the recession is expected to continue into
2014. Real GDP in fact is expected to contract by 4,8% according to the European Commission.

The drop in domestic demand and the steep wage adjustments led to a considerable deceleration and decline in
consumer inflation. Consumer prices started to decline at an accelerating pace from last October, falling on
average by 0,4% in the year, and are expected to continue to decline well into 2014.

The restoration of a sound and well capitalised banking sector along with progress in the gradual deleveraging
of the private sector will create the conditions for the eventual economic recovery. The recession is expected to
end in 2015 when real GDP is expected to increase by slightly less than 1% according to the European
Commission. Unemployment is expected to peak in 2014 at around 20% and to start to decline thereafter.

However, downside risks remain. These mainly relate to a more protracted period of tight credit conditions, a
prolonged deleveraging process and further worsening of labour market conditions.

On the fiscal side, adjustment is well under way. The deficit in 2013 is estimated at 5,5% of GDP which is
considerably less than initially anticipated. This is due to continued prudent budget execution and the milder
recession that ensued. The deficit is expected to widen slightly in 2014, rising to 5,8% of GDP, driven mainly
by falling profits and declining wages and employment. Fiscal conditions are expected to improve in 2015
driven by an improving macroeconomic environment and a bettering of conditions in the labour market. The
public debt to GDP ratio will increase further in the medium term in line with the prevailing macroeconomic
conditions and will peak in 2015.
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Operating environment (continued)

The recession in 2013 has been steep, coupled with falling wages and rising unemployment. But overall
macroeconomic performance has been better than initially anticipated as the economy has proven to be more
resilient and significantly more flexible. The fiscal performance has also been better than anticipated, exceeding
programme targets by a considerable margin. Furthermore, in the banking sector there are signs of
stabilisation and deposit outflows have dissipated towards the end of the year. The outlook for 2014 remains
difficult as the economy continues to face significant challenges, but programme implementation remains on
track and the recession is likely to end in 2015.

Going concern

The Board of Directors has made an assessment of the Company’s and Group’s ability to continue as a going
concern.

The conditions that existed during the year ended 31 December 2013 that have been considered in
management’s going concern assessment, include amongst others, the following:

Restructuring plan

The Group has prepared a Restructuring Plan (*‘Plan’) which has been approved by the Central Bank of Cyprus
(*CBC’) in November 2013. The Restructuring Plan defines the Group’s strategy, business model and risk
appetite.

The Plan defines the strategic objectives and actions the Group should take to create a safer, smaller, more

focused institution capable of supporting the recovery of the Cypriot economy by:

e Rebuilding trust and confidence of both depositors and investors.

e Preserving the Group’s status as the cornerstone of the domestic economy, continuing to support both
businesses and households.

e Building a resilient institution, able to effectively manage its portfolio of assets and withstand further
external shocks and economic turbulence.

e Smoothly integrating the operations of ex Laiki Bank, maximising synergies and bottom-line impact for the
combined entity through the realisation of synergies.

e Enhance the capital adequacy of the Group by internally generating capital through profitability,
deleveraging and disposal of non-core assets.

The Plan aims to enable the Group to overcome its current difficulties and gradually normalise its performance.
The Plan sets specific medium-term financial targets that prioritise the stability and viability of the Group. One
of the more important targets is the compliance with the minimum capital adequacy requirements set forth by
the CBC, with Core Tier 1 remaining above the CBC’s target of 9% throughout the Restructuring Plan period.
The Group considers the achievement of a superior Core Tier 1 capital ratio as a more important target than
profitability, shielding the Bank from further shocks and eventually enabling the Group’s credit rating to
improve, facilitating access to capital markets for funding in the medium term.

Macroeconomic environment in Cyprus

As the Company is the largest financial institution in Cyprus and given its very high credit exposure to the
Cypriot businesses and households, the Company’s future financial performance is interlinked with the Cypriot
economy and is highly correlated with the trajectory of economic activity in Cyprus.

Although the economic situation remains challenging, the economic recession has been less pronounced than
expected and the economy is proving relatively resilient. Real GDP contracted by 5,4% in 2013. The actual
decline in real GDP in 2013 is some three percentage points lower than initial estimates for an 8,7%
contraction. The better than anticipated performance of the economy reflects a number of self-reinforcing
factors that reveal important underlying strengths. Some sectors, particularly tourism and business services,
proved more resilient. Private consumption also proved more resilient reflecting smoothing effects and the
drawing down of past savings. Unemployment has, however, risen to 17% in the fourth quarter of the year.
Wages and prices dropped significantly in the year thus supporting a higher employment level than would
otherwise be possible. Going forward, the Troika expects the economy to contract by about 4,8% in 2014 and
to recover gradually starting in 2015, driven by non-financial services.
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Going concern (continued)
Macroeconomic environment in Cyprus (continued)

The Troika has recently concluded the third quarterly review of Cyprus’ economic programme. The Troika has
commented that the Cyprus programme is on track. All fiscal targets have been met with considerable
margins, reflecting the ambitious fiscal consolidation underway, prudent budget execution, and a less severe
deterioration of economic activity than originally projected. The economy is adjusting flexibly as prices and
wages are declining, helping to cushion the full impact of the recession on jobs. Structural reforms are also
advancing. Furthermore, there has been significant progress towards the recapitalisation and restructuring of
the financial sector, with the sector showing signs of stabilisation. This has allowed further relaxation of
payment restrictions, in line with the government’s milestone-based roadmap.

Regulatory capital ratios

During the year ended 31 December 2013, the Group has suffered significant losses due to the disposal of its
Greek operations and significant provisions for impairment of loans and advances.

As part of the agreement reached between the Troika and the Cyprus government in March 2013, the Group
was recapitalised through a bail-in of uninsured depositors (a deposit-to-equity conversion) which was
completed in July 2013 and the absorption of accumulated losses by the holders of ordinary shares and debt
securities as of 29 March 2013. The Group, as also confirmed by the Resolution Authority, has been capitalised
to a level which can sustain expected losses on its loans portfolio.

The Core Tier 1 ratio of the Group at 31 December 2013 stands at 10,2%. Going forward, the Group aims to
preserve its capital adequacy by retaining internally generated capital, while the restructuring and disposal of
non-core assets will be driven by risk mitigation and capital considerations.

As from 1 January 2014, the new Capital Requirement Regulations (CRR) and amended Capital Requirement
Directive IV (CRD 1V) became effective. The CBC is assessing the options over the application of transitional
provisions relating to Common Equity Tier 1 deductions. On the basis of that assessment, the CBC will set the
minimum capital ratios taking into account the parameters of the balance sheet assessment and the EU-wide
stress test, in consultation with the Troika and informing European Stability Mechanism.

Following its recapitalisation of the Group, the Group is in compliance with the minimum requirement for Core
Tier 1 ratio.

During the year and up to 30 December 2013, the Company was not in compliance with the minimum
requirement for total capital ratio. However this requirement has been abolished, effective from 31 December
2013.

Liquidity
The Group currently has limited access to interbank and wholesale markets which, combined with a reduction in
deposits in Cyprus, has resulted in increased reliance on central bank funding. The transfer of certain

operations of Laiki Bank to the Group resulted in an amount of €9 billion of ELA funding at the acquisition date
to be transferred to the Group.

Since August 2013, the Company has been reinstated by the ECB as an eligible counterparty for monetary
policy operations. The combination of the restoration of counterparty status and the approval at the beginning
of July 2013 for the use of bonds issued or guaranteed by the Republic of Cyprus resulted in a reduction in
funding from ELA, as the Company has access to funding from the ECB under monetary policy operations.
Furthermore, ECB funding is provided at a lower rate than the rate for borrowing from ELA.

The level of central bank funding (ELA and ECB funding) of the Group as at 31 December 2013 amounts to
€10,96 billion, comprising €1,40 billion of ECB funding and €9,56 billion of ELA funding.

Although the Group has received no specific guarantees, the Board of Directors expects that the Group will
continue to have access to the central bank liquidity facilities in line with applicable rules. In this respect, the
House of Representatives has approved on 27 January 2014 the issuance of additional government guarantees
of up to €2,9 billion as contingency collateral in case of need.
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Going concern (continued)
Liquidity (continued)

The Cypriot authorities in March 2013 have introduced certain temporary restrictive measures and capital
controls with respect to banking and cash transactions. These measures are allowing the Group some
headroom to deal with the significant liquidity squeeze in the local market and the risk of an outflow of
deposits. These measures include restrictions on cash withdrawals and capital movements.

Following the third quarterly review in February 2014, the Troika has stated that ‘with key milestones in the
authorities’ roadmap now completed, payment restrictions will need to continue to be relaxed in line with the
published milestone-based roadmap, while safeguarding financial stability’.

With key milestones in the authorities’ roadmap now completed, the second phase of gradual relaxations of
restrictions is expected to start shortly.

Exposure to Greece

The sale of the Group’s banking and leasing operations in Greece to Piraeus Bank in March 2013, in line with
the provisions of the Cyprus—-Eurogroup agreement, largely eliminated the Group’s exposure to the prevailing
uncertainties of the Greek economy.

As a result, the Group does not expect any material impact on its capital or liquidity position from continued
adverse economic conditions or any further deterioration of the economic environment in Greece.

Litigation and claims

The Board and management have also considered the impact of litigation and claims against the Group relating
mainly to the bail-in of depositors and the absorption of losses by the holders of equity and debt instruments of
the Company. The Group has obtained legal advice in respect of these claims.

Despite the novelty of the said claims and the uncertainties inherent in a unique situation, on the information
available at present and on the basis of the law as it currently stands, the Board and management consider that
the said claims seem unlikely to have a material adverse impact on the financial position and capital adequacy
of the Group.

Profitability

The challenging macroeconomic environment in Cyprus is affecting the Group’s profitability. Cyprus is expected
to continue to be in recession during 2014, with moderate real GDP growth driven by non-financial services and
a decline in unemployment levels expected for 2015. Borrowers are expected to continue facing challenges,
while property prices may fall even further.

The Group’s strategy is to address these challenges through the set up of independent, centralised and
specialised delinquency and recovery units and a special projects division to manage large exposures, through
which the Group aims to proactively and efficiently manage delinquencies and problem loan recoveries in order
to contain the increase of problem loans and provisions for impairment expected to arise from the ongoing
economic slowdown. As part of the group’s new organisational structure, the Restructuring and Recoveries
Division aims to manage arrears across all portfolios. The Division handles all activity relating to exposures
greater than €100.000 thousand, debt restructuring and debt collection and recovery of non-performing loans
across all customer segments. The creation of this Division is a major step in the Group’s recovery path, as
swiftly and professionally addressing problem lending is absolutely critical.

ECB Comprehensive Assessment

The Group is one of the institutions participating in the ECB’s Asset Quality Review, run as part of the ECB’s
comprehensive assessment prior to inception of the Single Supervisory Mechanism. As a result, it will also be
subject to the ECB’s stress testing process. This comprehensive assessment aims to enhance the transparency
of the balance sheets of significant banks in the Euro area, and in so doing, to trigger balance sheet repair
where necessary, as well as to strengthen confidence. Disclosure of the results of these exercises are planned
in late 2014.



BANK OF CYPRUS PUBLIC COMPANY LTD Annual Financial Report 2013
Report of the Board of Directors

Going concern (continued)
Uncertainties

The Company’s management and Board of Directors believe that the Group is taking all the necessary
measures to maintain its viability and the development of its business in the current economic environment.

However, the ability of the Group to continue as a going concern is dependent on:

e The successful implementation of the Group’s Restructuring Plan and the realisation of the macroeconomic
scenario which formed the basis of its preparation.
The period over which the restrictive measures and capital controls are in place.

e The continuing reliance on and availability of the central bank liquidity facilities.
The actual outcome of litigation and claims mainly relating to the bail-in of deposits and the absorption of
losses by the holders of equity and debt instruments of the Company.

e The outcome of the ECB’s comprehensive assessment, which may reveal additional capital requirements for
the Group.

Going concern assessment

The Company’s management and Board of Directors, taking into consideration the above factors and the

measures taken to support the Cyprus economy and the realised and planned actions as detailed in its

Restructuring Plan, is satisfied that the Group has the resources to continue in business for the foreseeable

future and therefore the going concern principle is appropriate for the following reasons:

e The Group has been successfully recapitalised.

e The Troika is expected to continue to provide the required financial support to Cyprus as per the MoU.

e The implementation of additional actions as per the Restructuring Plan which would further improve the
capital adequacy and liquidity position of the Group.

e The additional liquidity support from the Cyprus government in issuing additional government guarantees
as contingency collateral in case of need.

e The expectation that the Cyprus government will maintain certain temporary restrictive measures and
capital controls with respect to banking and cash transactions for as long as required to ensure the stability
of the Cyprus banking system.

Notwithstanding this assessment and the conclusion reached, the Board considers that material uncertainties
remain that may cast significant doubt upon the Company’s ability to continue as a going concern.

Events after the reporting date

In January 2014 the Group reached an agreement to sell its business in the Ukraine to ABH Ukraine Limited, a
member of the Alfa Group.

In January 2014 the Group released the six-month time deposits that were blocked as per the decrees relating
to the recapitalisation of the Company in July 2013.

Details of the events after the reporting date are disclosed in Note 56 of the consolidated financial statements.
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Financial results

The main financial highlights for 2013 are set out below:

Group Income Statement

€mn 2013 2012 chaA:g:ail%
Net interest income 999 702 +42%
Net fee and commission income 169 173 -2%
Net foreign exchange gains/(losses) and net
gains/(losses) on other financial instruments S (3) )
Insurance income net of insurance claims 65 63 +3%
Other income (64) (15) +326%
Total income 1.174 920 +28%
Staff costs (322) (294) +10%
Other operating expenses (230) (251) -8%
Total expenses (552) (545) +2%
Z:;;:)tn?ierfggz i(;r;g?;ril;ir;ts, restructuring costs and 622 375 +£66%
Provisions for impairment of loans and advances (1.067) (1.339) -20%
Share of profit from associates 2 - -
e iauring costs and @2 (569
Tax 5 43 -
Loss attributable to non-controlling interests 12 9 -
;?5550?12?1[;;?jxo?)rgabt?;z;e restructuring costs and (426) (912) -53%
Restructuring costs (168) (10) -
Loss from discontinued operations (90) (789) -
Loss on disposal of the Greek operations (1.366) - -
Impairment of GGBs pre-tax and impairment of goodwill - (503) -
Ic_:gsrspz;f;ir tax attributable to the owners of the (2.050) (2.214) 7%
Net interest margin 3,62% 2,94% +68 b.p.*
Cost to income ratio 47% 59% -12 p.p.*
90+ DPD provision coverage ratio 38% 48% -10 p.p.*
*p.p.= percentage points, 1 percentage point = 1%
b.p.= basis points, 100 basis points = 1 percentage point (1%)
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Financial results (continued)

Key Balance Sheet figures and ratios

31 December

Annual Financial Report 2013

31 December  Annual charge

2013 2012 +%

Gross loans (€ bn) 26,7 28,1 -5%
Customer Deposits (€ bn) 15,0 28,4 -47%
Loans to deposits ratio 145%b 86% +59 p.p.*
90+ DPD ratio 49%0 27% +22 p.p.*
Capital

Core tier 1 capital ratio 10,2% -1,9% +12,1 p.p.*
Tier 1 capital ratio 10,2% 0,6% +9,6 p.p.*
Total capital ratio 10,5% 0,9% +9,6 p.p.*
Risk weighted assets (€ bn) 22,4 21,6 +4%

*p.p.= percentage points, 1 percentage point = 1%

Balance Sheet

The core tier 1 capital ratio was sustained at 10,2% at 31 December 2013, at the same level as 30
September 2013. Although negatively affected by a 2% reduction in the core tier 1 capital during the
fourth quarter of 2013 (a negative impact of 0,2 percentage points), the core tier 1 capital ratio was
sustained at 10,2% due to a 2% reduction in risk weighted assets (a positive impact of 0,2 percentage
points).

At 31 December 2013, gross loans and deposits were €26,7 billion and €15,0 billion respectively, with a
net loans to deposits ratio of 145%.

The Emergency Liquidity Assistance (ELA) funding has been reduced to €9,56 billion at 31 December 2013,
down from €9,86 billion at 30 September 2013. ECB funding totalled €1,4 billion at 31 December 2013.

With their growth rate contained to 0,2% during the fourth quarter of 2013, loans in arrears for more than
90 days (90+ DPD) totalled €13.003 million at 31 December 2013, compared to €12.983 million at 30
September 2013, and accounted for 49% of gross loans (90+ DPD ratio). The provision coverage ratio of
90+ DPD was improved to 38% from 37% at 30 September 2013, while taking into account tangible
collateral, at market value 90+ DPD are fully covered by provisions and tangible collateral. Loan quality
challenges continue into 2014, with 90+ DPD showing signs of stabilisation, but with the new definition
Non-Performing Loans continuing to rise.

Income Statement

Total income for the year ended 31 December 2013 was €1.174 million, with net interest income (*NII’) at
€999 million and net interest margin (‘\NIM’) at 3,62%. Total income for the fourth quarter of 2013 was
€314 million, with NII at €274 million and NIM at 3,87%.

Total expenses for the year ended 31 December 2013 were €552 million and the cost to income ratio was
at 47%. Total expenses for the fourth quarter of 2013 were €130 million, 5% lower compared to the third
quarter of 2013.

Profit before impairments, restructuring costs and discontinued operations for the year ended 31
December 2013 was €622 million, while profit before impairments, restructuring costs and discontinued
operations for the fourth quarter of 2013 was €184 million.

Provisions for impairment of loans for the year ended 31 December 2013 were €1.067 million, with the
provisioning charge accounting for 3,9% of gross loans. Provisions for impairment of loans for the fourth
quarter of 2013 were €268 million, compared to €261 million for the third quarter of 2013.
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Financial results (continued)
Income Statement (continued)

° Loss from continuing operations (defined as loss before restructuring costs, discontinued operations and
the disposal of Greek operations) for the year ended 31 December 2013 totalled €426 million. Loss from
continuing operations for the fourth quarter of 2013 totalled €77 million.

o The disposal of Greek operations in the first quarter of 2013 resulted in a combined loss on disposal and
from discontinued operations of €1.456 million.

° Restructuring costs for the year ended 31 December 2013 totalled €168 million, of which €121 million
relate to the cost of the two Voluntary Retirement Schemes (*VRS’) implemented during the year.

° Loss after tax attributable to the owners of the company for the year ended 31 December 2013 totalled
€2.050 million. Loss after tax attributable to the owners of the company for the fourth quarter of 2013
totalled €103 million.

Capital base

Following the Eurogroup’s decisions on Cyprus, the Company was placed under Resolution, from 25 March 2013
to 30 July 2013, and was recapitalised and restructured in accordance with decrees issued by the Central Bank
of Cyprus in its capacity as Resolution Authority in accordance with the Resolution of Credit Institutions and
Other Institutions Law of 2013.

The recapitalisation was implemented via the bail-in of unsecured depositors, through the conversion of 47,5%
of uninsured deposits into equity. In addition, the holders of ordinary shares and debt securities issued by the
Company as of 29 March 2013 have contributed to the recapitalisation through the absorption of losses.

At 31 December 2013, the Group’s equity amounted to €2.656 million. At 31 December 2013, the Group had a
Core Tier 1 capital ratio of 10,2% and a total capital ratio of 10,5%.

The minimum Core Tier 1 ratio set by the Central Bank of Cyprus is 9%.

As from 1 January 2014, the new Capital Requirement Regulations (CRR) and amended Capital Requirement
Directive IV (CRD 1V) became effective. The CBC is assessing the options over the application of transitional
provisions relating to Common Equity Tier 1 deductions. On the basis of that assessment, the CBC will set the
minimum capital ratios taking into account the parameters of the balance sheet assessment and the EU-wide
stress test, in consultation with the Troika and informing European Stability Mechanism.

Share capital

In March 2013, in accordance with the decrees issued by the Resolution Authority, the nominal value of the
ordinary shares in issue on 29 March 2013 was reduced from €1,00 per share to €0,01 per share. The total
amount from the reduction of the nominal value of the shares was applied for the absorption of losses of the
Company. These shares were subsequently consolidated and converted to 17.913 thousand ordinary shares of
nominal value €1,00 each.

10
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Share capital (continued)

Also, in accordance with decrees issued by the Resolution Authority, the Convertible Bonds 2013/2018, the
Capital Securities 12/2007, the Convertible Capital Securities and the Convertible Enhanced Capital Securities
in issue on 29 March 2013, were converted to 581.941 thousand Class D shares of €1,00 each. The nominal
value of these shares was reduced to €0,01 per share and the reduction was applied for the absorption of
losses of the Company. These shares were subsequently consolidated and converted to 5.819 thousand
ordinary shares of nominal value €1,00 each.

The Resolution Authority also issued Decrees for the partial deposit-to-equity conversion of uninsured deposits
and other creditors. A percentage of 47,5% of eligible deposits were converted to 3.814.495 thousand Class A
shares of €1,00 each. These shares were subsequently converted to ordinary shares. In addition, the
Resolution Authority required the Company to issue shares to Cyprus Popular Bank Public Company Ltd (‘Laiki
Bank”) representing 18,1% of the issued share capital of the Company after the above mentioned changes in
the share capital, as consideration for the net assets transferred to the Group on 29 March 2013. Accordingly,
845.758 thousand shares were issued to Laiki Bank.

Following the above-mentioned changes in share capital, the total issued share capital of the Company as at
the date of approval of these financial statements amounts to €4.683.985 thousand divided into 4.683.985.003
ordinary shares of a nominal value of €1,00 each.

Treasury shares of the Company

Shares of the Company held by entities controlled by the Group and by associates are deducted from equity on
the purchase, sale, issue or cancellation of such shares. No gain or loss is recognised in the consolidated
income statement. The number of these shares at 31 December 2013 was 20.767 thousand (2012: 73.331
thousand). Treasury shares include 298 thousand shares resulted from the conversion of Convertible Enhanced
Capital Securities, of nominal value of €29.825 thousand, which were held by the Group. The total cost of
acquisition of treasury shares was €88.051 thousand (2012: €38.595 thousand).

Part of these shares held by entities controlled by the Group resulted from the bail-in of deposits that these
entities maintained with the Company and in accordance with the provisions of Company Law, these shares
must be sold within one year from their acquisition.

In addition, the life insurance subsidiary of the Group held, as at 31 December 2013, a total of 16.031
thousand (2012: 16.031 thousand) shares of the Company, as part of their financial assets which are invested
for the benefit of insurance policyholders (Note 25). The cost of acquisition of these shares was €21.463
thousand (2012: €21.463 thousand).

Other information

During 2013 and 2012 there were no restrictions on the transfer of the Company’s ordinary shares other than
the provisions of the Banking Law of Cyprus which requires Central Bank of Cyprus approval prior to acquiring
shares of the Company in excess of certain thresholds and the requirements of the Directive on Insider Dealing
and Market Manipulation, which relates to transactions with related parties.

Shares of the Company held by the life insurance subsidiary of the Group as part of their financial assets which
are invested for the benefit of insurance policyholders carry no voting rights, pursuant to the insurance law.
The Company does not have any shares in issue which carry special control rights.

Shareholders holding more than 5% of the share capital of the Company

As at 31 December 2013 and 22 March 2014, 18,1% of the share capital of the Company was held by Cyprus
Popular Bank Public Co Ltd. As at 31 December 2013 and at 22 March 2014, the Company was not aware of
any other shareholders holding, directly or indirectly, more than 5% of the issued share capital of the
Company.

Dividends

The Board of Directors does not propose the payment of dividend for 2013. No dividend was proposed during
2012.
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Agreements which are effective upon a change of control of the Company

In case of an announcement of a public tender offer to the Company’s shareholders or the proposal of a
resolution at the general meeting of the Company for a merger, acquisition or sale of its operations, then,
based on the terms of issue of the Convertible Bonds 2013/2018, the Convertible Capital Securities and the
Share Options granted to employees, a special conversion/exercise period would be activated. During this
period, holders could convert/exercise their securities into shares of the Company at a special conversion price
as determined by the terms of issue. In addition, in case of a successful outcome of a public tender offer to the
Company’s shareholders, the holders of these securities had the right to demand repayment of their capital at
par together with any accrued interest. The Convertible Bonds 2013/2018 and the Convertible Capital
Securities were converted into shares in March 2013. The Share Options lapsed on 31 December 2013.

The service contract of the executive director in office as at 31 December 2013 includes a clause for
termination, by service of four months’ notice to that effect upon the executive director, without cause but at
its sole discretion. In such a case the Company shall have the right to pay the executive director in lieu of
notice for immediate termination.

Strategy and priorities

Within the context of an unprecedented and intensifying economic crisis in Cyprus, as well as the implications
of the Eurogroup decisions and the radical changes in the Group’s balance sheet, the Group has prepared a
Restructuring Plan covering the period 2013-2017 clearly articulating its strategy, business model and risk
appetite. The Plan has been approved by the Central Bank of Cyprus in November 2013, as per the
requirements of the Memorandum of Understanding (MoU) between the Republic of Cyprus and the Troika.

The Restructuring Plan defines the strategic objectives and actions the Group should take to create a safer,
smaller, more focused institution capable of supporting the recovery of the Cypriot economy. The proposed
business risk management, operational efficiency, liquidity and capital measures aim to strengthen the Group
and restore its viability by:

e Rebuilding trust and confidence of both depositors and investors in the Group and in the overall banking
sector in Cyprus.

e Preserving the Group’s status as the systemic cornerstone of the domestic economy, continuing to support
both businesses and households.

e Building a resilient institution, able to effectively manage its portfolio of assets and withstand further
external shocks and economic turbulence.

e Smoothly integrating ex-Laiki Bank operations, maximising synergies and bottom-line impact for the
combined entity through the realisation of synergies.

e Enhance the capital adequacy of the Group by internally generating capital through profitability,
deleveraging and disposal of non-core assets.

Specifically, the Restructuring Plan of the Group defines the following Key Pillars of its Strategy:

e Refocus on the core domestic business lines, leveraging on the Bank’s position as the leading financial
institution in Cyprus and reforming its operations in three key areas:

e Retaining and gathering deposits from a broader, more stable customer base through targeted
campaigns and the provision of enhanced products and services, addressing the needs and
fostering the loyalty of customers. The Group will channel prudent new lending to the lower risk
retail products and customers as well as to the most promising sectors of the domestic economy.
The Group aims at enhancing fee generation by continuing to serve international businesses,
stimulating bancassurance and capturing opportunities in the financial markets emanating from
domestic economic developments (such as privatisation and hydrocarbon exploration).

e Tackling the Company’s loan portfolio quality is of utmost importance and is a top priority for the
Group. The creation of the Restructuring and Recoveries Division (RRD), as part of the new
organisational structure, aims to manage arrears across all portfolios. Compared to a previous
fragmented approach to managing distressed and delinquent clients, the RRD will be responsible for
all these clients as a centralised arrears management area operating in a much more robust,
focused and logical manner. The RRD will handle all activity relating to exposures greater than
€100 million, debt restructuring and debt collection and recovery of non-performing loans across all
customer segments. The creation of the RRD is a major step in the Bank’s recovery path, as swiftly
and professionally addressing problem lending positions is absolutely critical.
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Strategy and priorities (continued)

e Following its exit from the Greek market, the Group expects to proceed with a full review of its
overseas banking operations and will proceed with the disposal of operations considered as non-
core or non-viable. Within this context, the Group has already entered into an agreement to
dispose its Ukrainian operations.

e Strengthen risk management and credit policies: Enhancing risk management is a top priority for the
Group. In terms of credit risk, credit sanctioning has been separated from business and lending criteria are
continuously being revised to reflect market conditions, credit monitoring is being strengthened to ensure
any issues are proactively identified and addressed while the Group is also augmenting its delinquency
management and recovery processes, in line with recently issued Central Bank of Cyprus directives and
international best practices. Parallel to its efforts on credit risk, no proprietary trading is undertaken and
foreign currency positions are hedged in order to minimise market risk.

e Smoothly integrate ex Laiki Bank operations and improve operational efficiency: In order to improve its
operational efficiency after the absorption of the domestic operations of ex Laiki Bank, the Group has taken
decisive measures towards the restructuring of its Cyprus operations. The total number of branches in
Cyprus has already decreased to 130 by end February 2014, down from 203 after the absorption of the
operations of Laiki Bank and with a plan to close another 3 branches during 2014. In addition, the Group
completed a voluntary retirement scheme by which personnel in Cyprus has been reduced by 24%.
Following the voluntary retirement scheme and salary cuts, staff costs in Cyprus have been reduced by
35% on an annualised basis, marking an important step towards the enhancement of the profitability of the
Group. In parallel to these measures, the cost reduction effort in overseas operations continues unabated.
The overall integration with ex Laiki Bank is progressing at a fast pace, including the migration of IT
systems which is expected to be completed in June 2014.

e Progressively normalise funding conditions: Eurosystem funding (comprising ECB funding for monetary
operations and Emergency Liquidity Assistance (ELA)) has already been reduced following the Company’s
recapitalisation and exit from Resolution, as of 30 July 2013 when the Company was reinstated as an
eligible counterparty by the European Central Bank for monetary policy operations and regained access to
direct funding with improved terms. Between April 2013 and December 2013, the Company reduced its
Eurosystem funding by €450 million from €11,4 billion to €10,96 billion and at the same time managed to
absorb a significant reduction in its deposit base. The Group aims to reduce further its funding from the
Eurosystem, to retain and attract customer deposits, to reduce the loans-to-deposits ratio of the Group and
to decrease the funding provided to its overseas subsidiaries.

e Preserve and enhance capital adequacy of the Group: Following the Group’s recapitalisation through the
bail-in of depositors, the Group aims to further strengthen capital adequacy by internally generating capital
through profitability and by effectively managing its risk weighted assets aiming at further deleveraging and
disposal of non-core assets. The Group considers the achievement of a superior Core Tier 1 ratio as a more
important target than profitability, shielding the Company from further shocks and eventually enabling its
credit ratings to improve facilitating access to capital markets for funding in the medium term.

Risk management

Like other financial organisations, the Group is exposed to risks, the most significant of which are credit risk,
liquidity risk, market risk (arising from adverse movements in exchange rates, interest rates and security
prices) and operational risk. The Group monitors and manages these risks through various control
mechanisms. Detailed information relating to Group risk management is set out in Notes 46 to 49 of the
consolidated financial statements. The Group’s exposure to sovereign debt of countries which have entered the
European Support Mechanism or whose Moody’s credit rating is below Aal and total Group exposure exceeds
€100 million is set out in Note 50.

In addition, details of the significant judgements, estimates and assumptions which may have a material impact
on the Group’s financial performance and position are set out in Note 4.
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Corporate Governance Statement

In September 2012 the Cyprus Stock Exchange (‘CSE’) issued the 3™ Edition (Amended) of the Corporate
Governance Code (the ‘Code’). Listed companies have an obligation to include in their Annual Report, a Report
by the Board of Directors on Corporate Governance. In the first part of the Report, companies should report
whether they comply with the Code and the extent to which they implement its principles. In the second part
of the Report, companies should confirm that they have complied with the Code provisions and in the event
that they have not, should give adequate explanation.

Regarding the first part of the Report, as a company listed on the CSE, the Company has adopted the CSE Code
and applies its principles.

Regarding the second part of the Report, the Company complies with the provisions of the Code. There were
some exceptions during 2013 and these are noted in the Corporate Governance Report for 2013.

The rules governing the composition of the Board of Directors and the appointment and replacement of its
members are set out in section 1.5 of the Corp