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Address by the Auditor General of the Republic 
An essential component of any democracy is the accountability of the government to 
the citizens, who are entitled to know the way in which the executive power, which 
was entrusted with the governance of the country, managed the public funds. 
Especially nowadays, where the state of the economy calls for prudent fiscal 
management and where the various scandals that continually come to light cause 

citizens to question most institutions, the requirements for public accountability, transparency, fighting of 
corruption and apportionment of responsibility, where they exist, are clearly increased. The Audit Office of 
the Republic is required to play a very important role, providing citizens, through the audits it carries out 
and its relevant reports, reliable and objective information which they need in order to evaluate the 
executive in their management of public funds, thereby contributing to transparency and sound 
administration. 
The lack of accountability is one of the major problems in our society, created by a culture of impunity and 
cover-up that was built up over the years. The Audit Office has an important role to play in the effort of 
consolidating accountability. Undoubtedly, the Law Office of the Republic and the Police also have an 
important role to play and I personally thank their heads Costas Clerides and Zacharias Chrysostomou for 
the excellent cooperation between us and their full support to our work. 
The Report includes the main issues with which we dealt in the last year, and is the end result of a large 
number of audits performed. 
The findings of the audits, together with our recommendations, were communicated by letters, sent 
throughout the year, to the audited agencies for comments and opinions and for taking the necessary 
corrective measures. In several cases, steps have already been taken to remedy the problems identified, 
however it should be noted that the full utilization of our findings remains our main objective, the 
implementation of which requires the assistance of the executive and legislative power. 
This year's annual report of the Audit Office, contains several findings that could be described as 
particularly serious. In Chap. B two large performance audits are included, which were carried out by a 
group of colleagues, for the purchase, sale and exchange of Turkish Cypriot properties and for the 
amendments to the development plans. Related to the first matter is also our reference in Chap. C, Par. 
4.24 relating to the management of T/C Properties Fund. 
Particularly interesting are also, I believe, our reports  in Par. 1.5 of Chap. C of the Central Bank of Cyprus 
and especially the issues related to the emergency liquidity allocation procedures (ELA) in the former 
Cyprus Popular Bank and the sale of branches of Cypriot banks in Greece to Piraeus Bank.  I also consider 
important the audit which was carried out for the first time of the Insurance Companies Control Service 
(Chap. C, Par. 2.8.7), as well as of the Central Cooperative Bank (Chap. C, Par. 4.47). Our findings for the 
Housing Finance Corporation (Chap. C, Par. 4.31) are also, I believe, interesting. 
Noteworthy are also, I think, our findings on the issues of the Department of Taxation (Chap. C, Par. 2.8.1), 
in particular issues related to the taxation of Immovable Property, the tax investigation of referees of 
football matches, the  tax investigation of individuals providing services at Cyprus beaches, the tax 
investigation of principal debtors of loans relating to registered mortgages in the Department of Land and 
Surveys, the taxation of professionals / artists but also the largely insufficient procedures identified 
regarding  the suspension / withdrawal of criminal prosecutions in  cases of arrears  of  value added tax 
revenue. Similar are also the findings for the Customs Department (Chap. C, Par. 2.8.2), for the handling of 



 

 

a case involving the use of tax-free machines by a company producing  tobacco products, in a way which in 
our view does not promote the public interest and is not in accordance with legal practices. 
For mismanagement issues, I think our findings for the Veterinary Services (Chap. C, Par. 2.2.5) are 
important. The cases involving exports of milk products to a third country and their return to Cyprus, the 
examination of an objection relating to the confiscation of goods, the audit of the Extraordinary Plan for 
Combating Avian Influenza and the bidding for the collection, transportation, processing and disposal of 
animal waste, show, in our view,   conduct of public office holders which is inconsistent with their 
obligation to serve the public interest. This especially when so many cases are detected in a single 
Department, the magnitude of the problem becomes obvious.  We also consider the Department of 
Information Technology (Chap. C, Par. 2.8.5) as very problematic, while of interest is the case, of the 
otherwise still also problematic, Ministry of Health (Chap. C, par. 2.11), as an example of the ability of 
achieving very significant savings by taking appropriate measures, as is the case in the Scheme Providing 
Financial Assistance for Health Services not offered in the Public Sector. The Contracts of Public Service 
Domestic Road Transport (Chap. C, par 2.10.5) remain an open wound, and in this year's Report cases have 
been recorded in which serious allegations of criminal offenses have been brought against executives of the 
contracting entities. 
In the wider public sector, in terms of good governance, the local authorities (Chap. C, Par. 3) and the 
School Committees (Chap. C, Par. 2.9.3) remain particularly problematic. In Par. 3.19 of Chap. C, the 
investigation of potential criminal offenses for Community Councils is specifically mentioned. I consider it  
appropriate to make a special reference to the Cyprus Research Foundation for Muscular Dystrophy (Chap. 
C, Par. 4.44) and in particular to the cooperation agreement with the Ministry of Health and the issue of 
non-invasive prenatal diagnosis for Down syndrome. As a case showing attitudes of the past, I consider the 
problem which arose regarding the ex gratia compensation for the termination of employment in the 
Cyprus Theatre Organisation (Chap. C, Par 4.38). 
I assure you that the team of the Audit Office, despite its severe understaffing, continues with 
professionalism and conscientiousness its collective work, hoping that our recommendations will receive 
appropriate utilization. For this I thank all of the staff for the commitment it has shown. 
I thank all the officials and officers of audited Government Departments and Services, Semi Government 
Organisations and Local Authorities for their help and cooperation they provided us in conducting our 
audit, and anticipate that together we will contribute to the fight against corruption and to the 
consolidation of the principles of good administration. 
 
 

 
 
 

Dr. Odysseas Michaelides 
Auditor General of the Republic 
 
 
 
 



 

 

CHAPTER A- AUDIT OFFICE OF THE REPUBLIC 
Who we are 
The Audit Office of the Republic is the independent body which, under the provisions of the Constitution, is 
responsible for auditing the financial management, as practiced by the executive. Through its audits and its 
reports, the Audit Office provides citizens and their representatives, namely the House of Representatives, 
objective and reliable information which they need in order to evaluate the performance of the executive 
as regards the management of public funds. This contributes to transparency, public accountability and 
tackling corruption, being concepts inherent to good administration. 
                                                                   

 
                                           The staff of the Audit Office (13 of November 2014) 
 
The role and responsibilities of the Audit Office 
The origins of the institution 
The audit of public financial management was identified with the organisation of man in societies since the 
third millennium before Christ. In Babylonia there appear the commercial laws and accounting-audit 
reports. At that time the "Registrar" was recording large transactions on plates and legalized them with his 
signature. He was the expert - accountant or as per the most prevalent term today, the "auditor". In the 
same period, in Egypt of the Pharaohs, the state establishes the institution of “grain foreman”, in order to 
control the harvest of wheat which was the main taxable material. The problem they were facing was their 
audit and these "foremen" were essentially auditors who were recording the imports and exports of grain. 



 

 

The concept of financial audit was crystallized and received a form similar to the current one as in ancient 
Athens, where it was one of the most important institutions of the Democratic State. With the existence of 
a Higher Audit Authority, the proper management of the state property was ensured, abuses were 
prevented and the people were actively involved in the governance of the state. 
As explained by Plato in the Laws1, we should not have any judge (assessor) or top official who is to rule or 
govern without being accountable and to that end it is necessary, in order to assess the accounts, to 
appoint senior officers who will be gifted with all kinds of virtues. Then, said Plato, the city will blossom and 
develop. 
The institutional framework for financial control applicable to ancient Athens is clearly explained by 
Aristotle in his works Politics2 and Athenian Constitution3. As explained by the great philosopher, in order to 
prevent abuses, accountability should take place "in attendance of all the citizens", ie in public. And the 
audit system which  he describes with the ten Accountants,  to whom the people of high rank  and all who 
in any way were involved in public management were accountable, and the ten persons , forming the 
homonymous ten member court,  is considered the hybrid form of modern auditing bodies. 
 The modern framework for action by Supreme Audit Institutions 
The activities of Supreme Audit Institutions(SAI) throughout the world are governed by auditing standards 
issued by the International Organization of Supreme Audit Institutions, known as INTOSAI, in which the SAI 
of 192 countries are participating  and which is connected with the Council ECOSOC (Economic and Social 
Council) of the UN. In these standards, which relate to the audit of the public sector, the three types of 
audit are defined, financial audit, performance audit and compliance audit, as explained in the Standard 
ISSAI100 "Fundamental Principles of Public-Sector Auditing". 
The key elements for ensuring the independence of SAI are included in the Declaration of Mexico in 2007 
and are the following: 
            1.    The existence of an appropriate and effective constitutional / legal framework and the 

implementation of its provisions. 
            2.       The independence of the heads of SAI, including employment security and legal immunity in 

the normal course of their duties. 
            3.       A satisfactory wide range of mission and discretion in discharging the responsibilities of the 

SAI. 
            4.        Unlimited access to information. 
            5.        The right and obligation of preparing reports on the findings. 
             6.      The freedom of a SAI to decide for itself as to the content and the time of preparation, issue 

and publication of audit reports. 
             7.       The existence of a satisfactory mechanism of compliance with the recommendations of the 

SAI. 
             8.       Financial and administrative autonomy and the availability of appropriate human and financial 

resources. 
 

The above principles were adopted in 2011 by the General Assembly of the United Nations with Resolution 
A/66/209 in which the important role of SAI in promoting the efficiency, accountability, effectiveness and 
transparency in the activity of public administration is emphasized. 
                                                           
1 Laws of Platon 945b’ 
2 Aristotle’s Politics (1332 b,10) 
3 Aristotle’s Athenian Constitution (LIV2) 



 

 

All of the above are consistent with the provisions of the Cyprus Constitution (Articles 115-117) and the    
Provision of Evidence and Information to the Auditor General Law(L. 113 (I) / 2002). 
The only issue pending is the limited financial independence of the Audit Office since its Budget is firstly 
approved by the Ministry of Finance (which is an audited organisation) and then by the Council of 
Ministers. For this issue a relevant provision has already been included in the Memorandum of 
Understanding, according to which the Audit Office, not only should be staffed sufficiently to be able to 
cope adequately with its obligations, but most importantly to ensure its financial independence. This issue 
of independence had been a pre-accession position of the European Union itself, prior to 2004, and from 
2011 is, as explained above, the basic principle of governance of States adopted at the United Nations. The 
Audit Office is already in contact with the Minister of Finance for processing options which ensure that 
independence. 
 
Audit types conducted by the Audit Office 
 
Audit types conducted by the Audit Office 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Financial Audit. 
A financial audit relates to the audit of public accounts, and the audit of the financial statements of 
Public Entities and other organisations, Special Funds and Local Government Authorities, and aims to 
express an opinion regarding the true and fair view presented. Particular emphasis is placed on 
evaluating the system of internal control. 

Compliance Audit 
Compliance audit, is essentially aimed at verifying compliance with the Law and relevant accounting, 
financial and administrative Regulations. 
 

Performance Audit 
This audit relates to the independent review of a program, activity or function of management systems 
and procedures of the audited organisations, in order to assess the economic, efficient and effective 
management of their resources. 
  

Technical audit 
The technical audit aims to determine whether the execution of the various projects is carried out under 
the terms / contract specifications, implementation schedule and their budget and, secondly, in the 
most economical and efficient manner and that the projects were planned, designed and executed 
satisfactorily. This audit includes, inter alia, the examination of feasibility studies, of technical 
specifications and plans, of the terms of contracts, of the procedures for the request and award of 
tenders as well as the process of modifications / changes to contracts. 



 

 

Audit Process 
 
 
 
 
 
 
 
 
 
 
 
 
            
 
 
 
 
 
 
 
 
 
The performance of audit work includes collecting, analyzing and evaluating audit evidence. At all stages of 
an audit an appropriate professional methodology is followed which will ensure its successful execution 
with objectivity, accuracy and reliability. 
With the completion of the audit, letters are prepared addressed to the audited agencies, which include 
the audit findings together with our recommendations / observations and the audited agencies are invited 
to comment and express their views. 
At the end of the audit year, the most important issues that were identified are selected, for inclusion in 
the Annual Report of the Auditor General, and are sent for comment to each audited agency. 
Under Article 116 of the Constitution, the Annual Report is submitted by the Auditor General, to the 
President of the Republic, who submits it to the House of Representatives. The issues raised in the Annual 
Report receive extensive coverage in the media. The full text of the Annual Report is posted on the website 
of the Audit Office (http://www.audit.gov.cy) and is accessible by all citizens of the Republic. This ensures 
the transparency of our findings and recommendations. 
The ISSAI Standard 20 ("Principles of transparency and accountability") expressly defines that the SAI 
publish their findings and their recommendations unless they are defined as confidential by a special law. 
Special reference is made in the same standard for the strong links with the relevant parliamentary 
committees. On the issue of publication the following reference is made: 

PERFORMANCE OF AUDITS  
 

SENDING OF LETTERS 
(RECOMMENDATIONS / AUDIT FINDINGS) 

SELECTION OF IMPORTANT 
ISSUES 

HOUSE OF REPRESENTATIVES    THE EXECUTIVE 

PUBLIC AND MEDIA (posting 
on the web side)  

ANNUAL REPORT 



 

 

- The SAI communicates openly with the media and other interested parties on their activities and 
the audit reports are accessible to the public. 
- The SAI encourage public and academic interest for their most important findings. 
- The summaries of audit reports are available in one of the official languages of INTOSAI, in addition 
to the official language of the country. 
- The SAI begin and complete audits and issue the relevant reports in time. Transparency and 
accountability are enhanced if the audit work and the relevant information is current. 
- The reports of the SAI are accessible and understandable to the general public using different 
instruments (eg summaries, graphics, video presentations, press releases). 
 

The Auditor General of the Republic 
The Audit Office is headed by the Auditor General of the Republic, an independent officer appointed by the 
President of the Republic and remains in office until his retirement. The powers conferred on him by the 
Constitution and laws, can be delegated, by himself, to the staff that which operates on his instructions. 

 
Organizational Structure of the Audit 
Office 
The effective implementation of the overall 
work of the Audit Office requires the 
coordination of the various job positions, 
which is achieved by the segmentation of 
the positions in three Audit Divisions (A, B 
and C). Under Divisions A and B there are 
13 Sections conducting economic, 
compliance and performance audit. 
Division C mainly conducts technical 
inspection of development projects and 
audits of computerised systems. 
 
  

 
 
 
 
MISSION 
Conducting independent financial, performance and compliance audit in the public and wider public 
sector for public accountability purposes and optimal management of public resources. 
  
VISION 
Maximising the values of public funds. 

AG
DAG

AUDIT DIVISIONS

AUDIT DEPARTMENTS



 

 

  
VALUES 
Independence - from audited agencies 
Integrity - conduct and action with honesty and integrity 
Objectivity – Impartially performance of duties, without bias and through avoidance of conflicts of interest 
or undue influence by third parties 
Professionalism – adoption of high standards of competence, behavior and diligence 
Reliability - provision of reliable, comprehensive and factual information 
Transparency - ensuring that there is transparency in the activity of public administration 
STRATEGIC OBJECTIVES 
The strategic objectives of the Audit Office for the period 2016-2018 are the following: 
           1.   To improve the accountability and reporting of audited agencies and the increase of the 

transparency in the management of public resources. 
 2.       The consolidation of good governance and the combating of corruption in the public sector. 
 3.      The improvement of the recommendations of the Audit Office and to increase the degree of 

acceptance   and adoption. 
4.        To increase the efficiency of the Audit Office. 

 
The transparency and public accountability of the executive are an integral part of any modern democratic 
system of governance. The Audit Office, through audits and its reports, provide citizens and elected 
representatives, ie Parliament, objective and reliable information which they need to evaluate the 
performance of the executive with regard to the management of public finances, contributing, in this way, 
to the achievement of the above principles, which are inherent in the fight against corruption and good 
governance. 
This role is especially important during periods of difficulty for the economy as the one we are in today, 
where economic, efficient and effective management becomes even more imperative in order to 
contribute to the fullest possible extent in achieving the recovery of our economy the soonest.  Society 
requires the State to manage the limited public resources prudently in order to reduce the costs, to avoid 
wastage and to achieve savings. There are also increasing demands for the elimination of the phenomenon 
of corruption, for accountability and the attribution of wrongdoing where it exists. 
 
Competitions 
The Audit Office invited on 8.6.2015  an open tender for the audit of the Financial Statements of a total  of 
366 organisations which include 49  Public Legal Entities (PLE) and other Organisations, 23 Municipalities, 
144 Community Councils, 12 Water Works, 91 Rural School Committees ( Primary and Pre-Primary 
Education)and 47 School Committees  of Municipalities (Secondary Education). The audit is related mainly 
to past years, but in some cases, one or two future years. The budget of this competition was € 3.205.595 + 
VAT.  A total of 24 bids were submitted by different tenderers , of which 5 of Joint Ventures. The award was 
made on 28.9.2015 by awarding the audit of 365 out of 366 organisations to 8 different tenderers, for a 



 

 

total amount of € 1.361.589 + VAT. The award amount is 57% lower than the budget, which is mainly due 
to the wide participation and the healthy competition developed. 
 
The PLE referred to above are the following: 
 

PLE 
1 HOUSING FINANCE CORPORATION 
2 CENTRAL AGENCY FOR EQUAL DISTRIBUTION OF BURDENS 
3 CYPRUS LAND DEVELOPMENT CORPORATION 
4 CYPRUS TOURISM ORGANISATION 
5  CYPRUS TRASMISION SYSTEM OPERATOR 
6 CYPRUS  UNIVERSITY OF TECHNOLOGY 
7 UNIVERSITY OF CYPRUS 
8 HEALTH INSURANCE ORGANISATION 
9 CYPRUS NEWS AGENCY 

10 CYPRUS RADIOTELEVISION AUTHORITY 
 
Relationships with the House of Representatives 
The recommendations and observations of the Audit Office are examined at regular sessions of the House 
of Representatives Committee on Development Plans and Public Expenditure Control. These sessions are 
one of the main tools for monitoring the response of audited agencies to our observations and 
recommendations. 
In addition, almost all of the Parliamentary Committees, regularly request the assistance of the Audit Office 
in issues relative to its responsibilities. 
International relations  
Our Office is a member of the International Organization of Supreme Audit Institutions (INTOSAI), and the 
corresponding European (EUROSAI) and Asian (ASOSAI) Organization. It also participates actively in various 
working groups of the above Organisations such as the Environmental Audit, Information Technology, Audit 
and Ethics and the Financial Development and Reform groups. 
 



 

 

CHAPTER B - SPECIFIC PERFORMANCE AUDITS   
1.       SALES AND EXCHANGES OF TURKISH CYPRIOT PROPERTIES. 
Our Office, in order to evaluate the procedures followed regarding the Turkish Cypriot (T/C) property 
transactions of individuals and legal entities, as well as the exchanges of T/C properties with Greek Cypriot 
(G/C) properties and the legality of decisions taken in connection therewith, carried out a sampling audit of 
cases for which (a) the Transfer Declaration in cases of purchase and (b) the exchange request in cases of 
exchange, were accepted by the Guardian of T/C Properties. The main audit findings are summarized 
below. 
Legal and institutional framework  
(a)    Requisition of Orders. The Turkish invasion of 1974 led both to the displacement of thousands of 
Greek Cypriots (G/C) from their properties  and the transfer of Turkish Cypriots (T/C) to the occupied 
territories, so the need arose both to protect the T/C properties and secondly to satisfy the imperative 
housing needs of G/C refugees. 
By the Requisition of Orders dated 11.9.1975 (N.A.A.671/75) and 14.11.1975 (N.A.A.820 / 75), all movable 
and immovable property of T/C was placed under the guardianship of the State to protect and preserve 
them while meeting the housing needs of refugees. The Orders are renewed from year to year. The 
substance of the orders was considered by the Supreme Court which stated that, having regard to the 
emergency law, its justification is valid. The law of emergency was introduced in our country's legal history 
in 1964 with the historic case Attorney-General v. Mustafa Ibrahim and Others, the implementation of 
which was reaffirmed with a host of other judgments that followed, not intended to circumvent the 
Constitution. It is based on the principle that the rule of salvation of the state is the supreme law, it is the 
foundation of any state organisation and constitutes, ultimately, the basic rule governing the setting up of a 
given state, that is, the supreme rule of constitutional law. 
 (b)    Law - Regulations. On July 1, 1991 the Turkish Cypriot Properties (Administration and Other Matters) 
(Temporary Provisions) Law 1991 came into force, which, together with its amendments, remain in force 
until the Council of Ministers declares the expiry of its validity with a notification to be published in the 
Official Journal of the Republic. 
According to the Turkish Cypriot Properties (Administration and Other Matters) (Temporary Provisions) 
Laws of 1991 to 2012, T/C means T/C who is not habitually resident in the areas controlled by the Republic 
and includes a company or other legal entity controlled by T/C, and the Evkaf T/C who have their habitual 
residence in Pyla and Potamia are not governed by the specific legislation since these T/C did not abandon 
the areas controlled by the Republic. 
According to Article 6 of the Law, the Guardian cannot take action which will result, after the expiry of this 
Law, in the owner being other than the owner of the property on April 26 1991, when the law entered into 
force, except in exceptional cases where this would be beneficial to the owner or necessary in the public 
interest. Also, pursuant to the Turkish Cypriot Properties (Administration and Other Matters) (Temporary 
Provisions) Regulations 1992 to 2009 adopted under Article 16 of the Law, "the Guardian may sell T/C 
property, in exceptional cases, if it is deemed to be in the interest of the owner or necessary in the public 
interest, with the approval of the Council of Ministers. It is assumed that the sale will be made under the 
most advantageous terms for the owner and the money from the sale will be deposited in the T/ C 
Properties Fund on behalf and for the benefit of the owner". 
In May 2010, there was an amendment to the legislation (Amendment N.39 (I)/2010) by the addition, inter 
alia, in Article 3, of a provision, according to which the Minister has the power, as the administrator, to lift 
the administration of a particular T/C property, taking into account in relation to the administration the 
conditions and circumstances of each case and weighting all relevant factors in this respect , including 



 

 

whether the T/C property owner or his heirs or successors in the title, as appropriate, possess property 
belonging to G/C in the uncontrolled areas of the Republic. It is provided further that other additional 
factors count positively to the lifting of the administration  of T/C property,  as these are referred to in that 
Article of the Law. 
It is relatively indicated that from 1974 to 1991, when the relevant law came into force, a number of 
purchase and sale of T/C properties were approved, however, no legislation which  allowed such 
transactions was then in existence. 
 (c)     Council of Ministers Decision no. 60.821 dated 15.9.2004. The Council of Ministers on 15.9.2004 (no 
of Decision 60.821), decided that for “specific appropriate cases” it is allowed, with the consent of the 
Minister of Interior, as Guardian of T/C properties, to register the property to the legal heirs of the 
deceased T/C who went abroad before the Turkish invasion and also the occupation, for permanent 
residence, as well as to allow the sale of property of T/C who went abroad before the Turkish invasion. 
The Attorney General in his relative opinion  dated 10.2.2006, states that the above decision of the Council 
of Ministers was ignoring both the legal position as expressed in the opinion of the Attorney General  dated 
28.5.2003 as well as in the decisions of the Supreme Court. This is apparently because the Council of 
Ministers took into account political considerations and the fact that, decisions of the Supreme Court as 
well as of other Courts of the Republic, are subject to judicial review by other international courts such as 
the European Court of Human Rights. 
According to the opinion of the Attorney General dated 28.5.2003, as long as the unsettled situation exists, 
the T/C properties remain under the Guardian’s administration, excluding the exercise of any property 
rights of the owners until the end of the defined by the Law unstable situation. This applies to all of the T/C 
properties, and therefore there is no scope for individual settlements or termination of guardianship in 
special cases. The guardianship is terminated when the unsettled situation is terminated and concerns the 
T/C properties in their entirety and Evkaf is of no exception while also no distinction or differentiation with 
respect to T/C living abroad can be made. 
Both before this opinion and later, with the approval either of the Guardian and/or of the Council of 
Ministers, the termination of guardianship and the making of a significant number of purchases and sales of 
T/C properties was allowed, while such transactions were not governed by an appropriate legislation and 
without establishing the conditions, exceptions and procedures which would apply in the cases of T/C 
requesting termination of guardianship. 
 (d)     Staff Guidance Note - Guidance on how to handle requests by T / C for sale / transfer / registration 
of their property. On the basis of the Decision by the Council of Ministers no. 60.821 dated 15.9.2004 and 
the instructions of the Guardian given in two meetings on 29.10.2004 and 24.11.2004, regarding the 
handling of requests by T/C for sale/transfer/ registration of their property, an official guidance note has 
been prepared in order that a uniform application of the decided measures is achieved. The official 
guidance note was attached to a letter from the Minister of Interior dated 10.5.2005 to the Attorney 
General for advice whether the context of the note is in line with the Council of Ministers’ policy decision. 
The Attorney General, in his relative opinion dated 22.6.2005, states that this is not exactly consistent with 
the Decision of the Council of Ministers, since, inter alia, the instructions in the note do not attribute the 
intention of the Council of Ministers, while others extend the application of the Decision. He notes that it 
should be clarified whether the term 'habitual residence' used randomly in some sections instead of the 
term "permanent residence" was deliberately chosen (a clarification of this subject has not been found 
until the amendment of the Law in 2010). He also notes that, cases not covered by the Decision should be 
referred to the Council of Ministers for a decision as to how to be dealt with. 



 

 

It does not seem that any actions have been taken to clarify the above points, as was the recommendation 
of the Attorney General and, as a result, decisions have been taken which, on one hand, are covered by the 
guidance in the Note but, on the other hand, are not covered by the decision of the Council of Ministers, 
nor the relevant Law and Regulations. 
The Guardian noted that the term "habitual residence" is used on the basis of the existing case law, that is, 
where the place of their household, in which they live with their family, is. 
 (e)     Transfer of T/C property in excess of £ 200.000 (€341.720) only after approval by the Council of 
Ministers. According to the letter of the Ministry of Interior dated 10.10.2006 to the Director of the 
Department of Lands and Surveys, the District Officers and the Director of the Administration Authority of 
T/C Properties, the Council of Ministers, in its meeting dated 4.10.2006, decided that from that date 
onwards, any T/C property worth in excess of £200.000 (€ 341.720) will be transferred and only after his 
approval. 
This Council of Ministers’ Decision has not been located by our Office. It is also noted that this decision 
does not comply with T/C Properties (Administration and Other Matters) (Temporary Provisions) 
Regulations (Par.6), which provide that "The Guardian may make a sale of T/C property, in exceptional 
cases, if he considers that it is in the interest of the owner or necessary for the public interest and also with 
the approval of the Council of  Ministers.”  
Purchase and Sale of T/C properties. 
(a)     Purchase and sale of T/C properties that do not seem to have been made in "good faith" and are 
significant in size and value. As previously reported, the Council of Ministers decided to allow, with the 
consent of the Guardian, the sale and transfer of T/C properties whose owners went abroad before the 
Turkish invasion for permanent residence. The consent of the Guardian will be provided "in specific and 
appropriate cases" and the criterion for their classification as such, is that the transfer will be made in good 
faith and provided that the property is not significant in size and value. 
According to the decision of the Attorney General dated 10.2.2006, the element of good faith may 
characterise those cases where the T/C sells and transfers his property essentially at market value and to 
persons who do not intend to exploit the unstable situation for enrichment purposes. 
During the audit, the following cases were identified, where sales of T/C plots of land did not seem to have 
the element of good faith since the selling price is much lower than the market value of the property and 
the buyers proceeded in a short time to sell at much more high prices, while at the same time, the 
properties were of a significant size and value. 

(i)           The T/C plot with registration no. 5/141, of area 9.430 sq.m.  in Ag. Paraskevi Lakatamias (no. of 
plot 149), was purchased by a company on 20.6.2008 for €478.408 (market value €1.196.021). 
During 2012, the above plot was divided into 11 plots, of which five have been sold to 
individuals with a declared  sales price of €980.000 (market value €1.093.000). The remaining 
six plots are of a total market value of €1.165.300 at 2013 prices (see also (d) (ii) below). 

(ii)  The T/C plot with registration no. 0/67659, of area 7.935 sq.m. in Agios Spyridon Limassol (no. 
of plot 666), was purchased by a company with the declared sale price € 469.865 on 16.5.2007 
(market value €541.627) and was sold to another company on 10.4.2008 (ie nearly a year after) 
for € 2,904. 000. 

(iii)  The T/C plot with registration no 0/3827, of area 13.713 sq.m. in Pervolia Larnacas (no. of plot 
171), was purchased by a company for €1.537.741 on 18.7.2007 (market value €1.708.601) and 
was sold to another company on 1.11.2007 (ie after three months) for € 3.613.692 (market 
value €3.613.692). 



 

 

(iv)  The T/C plot with registration no 0/3836, of area 33 111 sq.m. in Pervolia  Larnacas (no. of plot 
311), was purchased by a company for €3.417.203 on 2.10.2007 (market value €7.346.986) and 
was sold to the same company mentioned in par. (iii) above on 7.12.2007 ( ie after two 
months) for €8.884.728 (market value €8.884.728). 

(v)  The T/C plot with registration no 0/5293, of area 17.428 sq.m. in  Pervolia Larnacas (no.of plot 
441), which was also bought by the same company mentioned in par. (iv) above for €1.537.741 
on 2.10.2007 (market value €3.417.203), was sold back to the company referred to in 
paragraphs. (iii) and (iv) above on 7.2.2008 (ie after four months) for € 4.015.213 (market value 
€4.015.213). 

The Guardian, told us that the difference between the sale price and market value is no longer a ground, in 
accordance with the Law Office, for rejecting an application for a T/C purchase or sale of property and that, 
after the amendment of the legislation in 2010, a primary reason for rejection is holding G/C owned 
property in the occupied area by the T/C owners / heirs of the property under sale. However, it is noted 
that the above cases for the sale of T/C properties have taken place before the amendment of the 
legislation in 2010. 
 (b)      Purchase and sale of immovable property of T/C who did not abandon the areas controlled by the 
Republic (properties of residents of Pyla and Potamia). The immovable property owned by T/C permanent 
residents of Pyla and Potamia are not governed by the provisions of the Turkish Cypriot Properties 
(Administration and Other Matters) (Temporary Provisions) Law of 1991-1997 and thus they are not under 
the administration of the Guardian, since T/C residents of the said Communities did not abandon the free 
areas during the invasion of 1974. The declarations, regarding T/C residents of Pyla and Potamia, are 
submitted to the Minister of Interior for permission under the provisions of Article 3 of the Immovable 
Property (Temporary Provisions) Law of 1970 (L.49/1970). According to this article, “when a declaration of 
an intended transfer of property, is submitted to the District Lands Office or a Branch and the Director 
considers that, based on data supplied to him by the Minister, the intended ownership of such property 
owned by the prospective seller may jeopardize or in any way affect the public safety, the Director does not 
permit  the acceptance of the declaration by the authorizing officer of the said Office or Branch  unless,  the 
Minister, to whom the request is submitted by the Director , gives his consent. " 
About this issue, a definition / interpretation of the terminology "public safety", as referred to in Article 3 of 
the Immovable Property (Temporary Provisions) Law of 1970 (L.49 / 1970), has not been traced. Therefore 
the question arises how compliance with this provision of the Law is ensured. 
According to the Guardian, the interpretation of the term "public security" concerns as to whether the 
property is located near military installations and defense projects and / or if any change of ownership 
affects the security of the State in general. A further criterion is also the location of the property, ie any 
proximity to areas not controlled by the Republic but by the occupation forces. 
It is, however, noted that in the cases reviewed there was no evidence regarding an investigation on the 
subject of "public security". 
Furthermore, cases of purchases and sales relating to properties of large size and value were detected. The 
Director of the T/C Administration Service, in his letters expressed reservations as to whether it was 
justified to authorise the respective sales relating to these cases, even if they were not subject to the 
administration of the Guardian, and was recommending the expropriation of land for the needs of 
refugees, due to lack of available State land. The Officer of the Ministry of Interior responsible for the 
subject, in his relative notes to the Minister expressed the view that the proposal is rather inappropriate 
and erratic without proper research / study, while such action will lead T/C owners to take action in court. 
Below we have listed some examples:  



 

 

 
(i) Sale to a company of two T/C plots of land in Pyla  (of size 6.767 sq. m. and 15.588 sq. m.) by 

many T/C owners / heirs (all residents of Pyla in accordance with a certificate given by the then 
President of the C.B. of Pyla). The two properties had a market value at the time of sale of EUR 
€1.000.000 and €2.130.000, respectively, while the selling price was set at €563.838 and 
€1.135.623, respectively. 

(ii) Sale to a company of a plot with a size of 33.111 sq.m. in Pyla, by many  T/C owners / heirs, 
with the market value of the plot at the time of sale amounting to €4.271.504 and the agreed 
sale price at €2.743.160. 

(iii) Sale by T/C owners to individuals of ½ share of a plot of land of 30.435 sq.m. and with a market 
value of €1.170.392 and a selling price of €820.129 

(iv) Sale to a company of six plots of land of T/C property, located in Pyla, by  various T/C, with a 
total size of 26.219 sq.m., at a price of €1.717.788 and a market value of €2.053.806. Most 
plots of land were alienated to associate companies. 

(v) Sale by a T/C resident in Pyla to a company of three  plots of land of 37.646 sq.m., with a 
market value of €4.203.159 and €3.221.397 selling price. The company alienated them in a 
very short time to gain more than €2,8m. (alienation price €6.079.620). The above amounts 
pose legitimate questions as to how the assessment was done by the DLS.  

 

No of property registration  
Date of registration in the name of the company 

 Purchase price  
DLS – Market value at the time of transfer 

 

Selling price as a % of market value as set by the DLS  

 Date of alienation  Price of alienation   
DLS –  Market value on 1.1.2013 

 
Revalued value on  1.1.2013 (with buildings) 

    €  €  %    €  €  € 
4449  12.3.2008  801.609  956.817  84  13.3.2008  1.494.400  442.500  675.000 
4619  12.3.2008  283.321  341.720  84  13.3.2008  533.709  158.100  240.000 
5646  13.3.2008  2.133.467  2.904.622  73  24.4.2008  4.051.511  1.583.400  14.153.000 

    3.221.397  4.203.159      6.079.620  2.184.000  15.068.000 
  

The alienation of the two plots of land was done the next day, after the registration of the 
property in the purchaser's name, to three other companies, equally. The companies erected a 
university on the land. 
 For this event, the Director of the Administration Service sent a letter dated 7.11.2007 to the 
Director General of the Ministry of Interior expressing reservations, which do not appear to 
have been notified in time to the Minister before approving the transaction, as the letter was 
registered in the file on 10.1.2008, seven days after the approval of the Minister whereas the 
stamp on the letter shows that it had been received by the Ministry on 9.11.2007. 

            (vi)    Sale to a company of two plots of land in Pyla  (area of 9.031 sq. m. and 8.027 sq. m.), by the 
owner's heirs, who was resident of Pyla and died in 1999. Both the sale price and the market 
value of the land amounted to EUR € 765,000. 

It was also observed that there was no evidence that it was considered whether the T/C residents of Pyla 
and Potamia held illegally G/C properties in non-controlled areas of Cyprus even if this is not provided for in 
the legislation. In the cases that have been investigated, it was not found that an investigation was carried 
out. 



 

 

 
The Guardian, told us that, based on the policy implemented in 2003-2004, and the framework of Law no. 
139/91 to 68 (I)/2012, expropriation of T/C properties is avoided, except in very exceptional cases for utility 
projects. He also reported to us that during the examination of applications for T/C properties in Pyla and 
Potamia Communities, it is investigated, in cooperation with the Security Authorities of the Republic, the 
place of permanent residence of T/C owners and/or their heirs and whether they hold G/C properties in 
occupied property. 
However, it is noted that the results of such investigations on the above cases were not sent to our Office. 
 (c)   Sale of property owned by a Turkish national whose property until 2009 was administered by the 
Guardian, without falling under the provisions of the Law. A case has been observed where the owner of a 
property, administered by the Guardian, lived in Turkey since 1949 where he died in 1984, and the vendors 
are registered owners since 2007,  (wife and two children who were born in Turkey in 1952 and 1955),  are 
residing abroad, and have Turkish and German citizenship. This owner, according to the letter of the Legal 
Service dated 2.11.2009 to the General Director of the Ministry of Interior is not considered T/C according 
to the Law 

 (i)       The Minister of Interior has granted his consent for the acceptance of sale and, by extension, of 
the transfer, in accordance with Article 3 of the Immovable Property (Provisional Provisions) 
Law of 1970 (L.49/1970), on several cases involving immovable property of the above Turkish 
national. As has been observed, there was no examination in this case either, as to whether 
the owner and/or his heirs held illegally G/C properties in the occupied areas. Our 
observations and recommendations as listed in the above paragraph are relevant. 
The Guardian, told us that in another case, where a T/C owner had left Cyprus in 1947 and for 
the period 1975-1983 was residing in the occupied area, where he was "allocated" G/ C owned 
property, the Supreme Court, with its decision dated 25.5.2009 held that this does not 
differentiate the substance of the case since the specific T/C is not considered a citizen of the 
Republic. Therefore, according to the Guardian, the above property is not considered T/C in 
the sense of the Law, since the owner never acquired the Cypriot Citizenship. 
Additionally, it is worth mentioning that until the 2.11.2009, when the Ministry of Interior was 
informed by a letter of the Law Office that the deceased cannot be considered a T/C according 
to the Law, his property was under the administration of the Guardian and most of it was 
leased to refugees. We requested to be informed whether the leases relating to the property 
of the above person are still in force. 
The Guardian informed us that he has requested the Larnaca Administration Division of T/C 
Properties to give relevant information regarding the leases on the property of that person. 

        (ii)        For the plots of land listed in the table below, the DLS gave market values close to the sale price 
but, as it was later revealed by the letter of acceptance of the transfer, even two years later, 

Recommendation: Although there is no provision in the relevant legislation, we recommended to 
study, in a legal sense, the possibility of obtaining information about the residence of T/C owners and 
to request reports on the possibility of illegal occupation and exploitation by T/C of properties owned 
by G/C in the uncontrolled areas of the Republic. Also when deciding whether to allow the sale of 
such properties, to establish specific criteria for ensuring "public safety", a term that needs to be 
specified in the legislation  as a criterion. 
Regarding the DLS, the issue of the valuation of properties should be re-examined. 



 

 

the market value of the plots at the time of the transfer was significantly higher, up to ten 
times of the market value given, without any justification for the large variation in estimates. 

No. of piece of land  
Sale 
price      
€ 

Market value of DLS (€) and date of the valuation by the Larnaca District Office of Land Office 
Market value at the date of transfer as per the DLS (€)  and date of registration 

157 351.972 600.000  12.3.2008 1.200.000 10.6.2010 
309 17.087 50.000 12.3.2008 100.000 10.6.2010 
138 45.488 37.000 15.11.2010 370.000 25.6.2012 

 
 
 
 As we learned from the Guardian, he has requested information from the DLS on the reasons 

why there is such a wide variation in estimates of the value of the specific properties. 
(iii)   A company, belonging to a G / C, was co-owner of ¼ of the property with Registration 10532, P. 

XL/62, item 309, covering 8.133 sq. m., which it was obtained by purchase on 10.6.2010 by the 
above Turkish citizen. The remaining shares, which are managed by the Guardian, were 
registered in the name of three T / C (each ¼ share), residents in occupied areas. 

           The above company had applied for the issuance of a Certificate of Undistributed Property 
pursuant to the provisions of Article 28 of the Immovable Property (Ownerhip, Registration 
and Valuation) Law (Cap. 224) and then a request for sale of the property as undistributed in a 
public auction. As stated in a letter of the Larnaka District Land Office dated 5.6.2013, a forced 
sale of the property took place on 24. 3.2013 for €325.000. 

  
    
            
           The company, according to the above letter requested an extension of two months for 

payment of part of the above amount and the Administration Service did not bring an 
objection, provided that the registration of the property in the name of the company would 
take place after the full amount attributable to three registered T / C co-owners was paid to 
the T / C Properties Fund.   
According to a Research Certificate which was given to us by the District Land Office in Nicosia, 
the whole piece was registered in the company's name on 13.6.2013 and as we have been 
informed by a competent Officer of Larnaka District Land Office, the outstanding amount of 
€194.538 while it was received by the DLS, has not yet been deposited in the T / C Properties 
Fund. 

 
 
 
 
 

 
 

Recommendation: Where there are loopholes in the legislation to be adjusted so as not to 
be exploited. 

Recommendation: The issue should be investigated and to inform our Office whether indeed 
the estimates of the DLS have changed to such a significant extent and the reasons for this. 

Recommendation:  To define a procedure to inform all relevant parties of cases of amounts due to 
the T / C Properties Fund in order to be able to monitor them and take action in time where 
necessary for inclusion of these amounts in the financial statements of the Fund, in accordance with 
the provisions of the International Public Sector Accounting Standard (IPSAS) "Financial Reporting 
under the accounting principle of actual receipts and payments”. 



 

 

d)     Purchases and Sales of property for purposes of payment of taxes and administration fees and 
follow up of the implementation of conditions set. 

       (i)  The Council of Ministers, in its judgment no. 65.805 dated 4.7.2007,  conditionally approved  
the sale of a specific inherited property of a deceased T/C, which consisted of 12 items at 
Pervolia Larnacas of a total area of 155.169 sq.m., with a market value of £11m. (€18.794.616). 
The Law Office recommended the approval of the sale of the property and the distribution of 
the proceeds to the heirs because the heirs were unable to pay the high inheritance tax and 
the sale would bring significant revenues to the State (about £800.000 - £1m.). According to 
the statement of sale, five pieces of the above property of total area 61. 337 sq. m. were sold 
to a G/C company (market value € 12.404.446, selling price €5.860.503). 

 There are twelve beneficiaries heirs while part of the property had previously been transferred 
to a number of heirs, some of whom died. There are four G/C Lawyers as administrators of the 
property and the heirs who are still alive, in the name of which a title for parts of the property 
has been issued have consented through their Administrators/Lawyers for the entire sale 
proceeds to be deposited to the original Administration 40/63. From the evidence to date, it 
appears that out of the living heirs, eight are abroad, while the four are in the occupied 
territories. The residents in the occupied territories are entitled to approximately 15% of the 
inherited property. 

             The Director of T/C Properties Administration Service in a letter dated 2.4.2008, stated that 
the transaction lacked the element of good faith and that the beneficiaries sold their property 
at a price much lower than the actual value, to persons who intended to exploit the unstable 
situation for enrichment purposes. He also wondered if the net proceeds of the sale, less any 
taxes or fees had been deposited in an escrow account, who was the administrator of that 
amount and if it was distributed to the legal heirs, as the Legal Service had been designated by 
the Council of Ministers to be responsible to oversee the sale process of the property and the 
collection of the consideration. Additionally he raised the question of who had the power to 
verify the information regarding the heirs who claimed that they were living abroad and who 
had the responsibility to make the necessary arrangements for distribution of the sale 
proceeds, since, as mentioned, the Law Office had no jurisdiction to do so. It is noted that the 
Council of Ministers had decided that the amount attributable to the heirs residing in the 
occupied territories is deposited in the T/C Properties Fund and is paid to them after the 
termination of the unstable situation while in accordance with the above letter from the 
Director of the Administration Service, the Service was not aware of whether any amount was 
deposited in the Fund. 

             While an exchange of a number of letters, memos and meetings between stakeholders 
(Guardian, Director and officers of the Administration Service /Division of the T/C Properties, 
Law Office, DLS) followed, it is not clear that ultimately all the actions actually fell within the 
decision of the Council of Ministers and the legislation. 

             Following our communication with the Service on 2.10.2015, it was again reaffirmed that the 
T/C Properties Administration Service does not know if any amount was deposited in the Fund 
in connection with this transaction. We asked for information on the issues raised. The 
Guardian noted that, in accordance with the decision of the Council of Ministers, responsible 
for supervising/monitoring of the whole process of the above transactions and for updating 
him as Guardian of the T/C Properties, is the Law Office. 

      (ii)     The Council of Ministers with its decision no. 67.262 dated 28.5.2008, approved the acceptance 
of the purchase and sale document and consequently the transfer of the T/C piece of land no. 



 

 

149 P. 30/21W1, of area 9,430 sq.m. in Lakatamia belonging to a T/C who died. The aim of the 
sale was the payment of various taxes and administration costs and, in case there was a 
surplus from the sale, this should be deposited into the Fund to the credit of the heirs. The 
Director of the Administration Office expressed his negative position for the specific 
transaction, because the value of the property under sale was big and the sale price well below 
the market value. Specifically, the piece of land was sold for €478.410, while the market value 
amounted to €1.196.020 on 16.2.2007. He also raised serious concerns, in general, about the 
sale and partial alienation of the T/C properties administered by the Governor, under the 
pretext of executing the asset administration of a deceased T/C, because in this way all of the 
T/C properties, over time, will be sold after the death of their owners. 

                     Also, in his letters dated 20.6.2008 and 27.2.2009, he wondered in what way the 
Administration Service would make the payment of the amounts attributable to the heirs 
residing abroad since it exercises no control over and does not have access to the accounts of 
the Administration for determining whether and what amount will result as a surplus. Also 
how can the required information can be collected  for any fulfillment of the conditions set by 
the Council of Ministers, as there is no such possibility and / or authorisation. 

             We requested information on how monitoring of the fulfillment of the conditions set from 
time to time regarding the Administration of T/C properties is done, the process, the parties 
involved and the responsibilities of each. 

 
The Guardian, informed us that in cases where conditions regarding the administration of T/C properties 
exist, the subject is closely monitored by the Ministry of Interior. 
(e)    Administration of the property of a deceased T/C. A T/C, having settled for the last four years in 
Larnaca, requested as an administrator of the property (along with the lawyer co- administrator) of his 
deceased father (who died in 1992 in London and had gone abroad long before the Turkish invasion and 
occupation) to release such property from guardianship for the purpose of its free use, enjoyment, 
exploitation, development and / or realisation. The Council of Ministers in its judgment no. 60.821 on 
15.9.2004, decided to meet the demand on the basis of the policy positions adopted at the same meeting, 
provided that this case does not constitute a rule or precedent of general application. 
It is noted that in the relevant proposal to the Council of Ministers, it is stated that the Guardian, taking 
into account the previous decision of the Attorney General, gave in 2002 his consent for the sale of part of 
the said property in 3 cases. At the same time, he approved, by grace, a payment to the 
applicant/Administrator of an amount of £64.000 as compensation for his personal needs, on the basis of 
an agreement with the applicant not to raise a claim for granting to him the right of use of the entire 
inheritance which was granted for temporary use to refugees and provided that the transfer to him  of the 
estate belonging to his mother and part of the piece of land which is registered in the name of his father 
and which is undeveloped, will be approved. 
The Law Office in a letter of reply dated 20.7.2004 on the question "whether it is possible under the current 
legislation to release the affected T/C property and grant the right of use, enjoyment and exploitation to 
the administrator and son of the deceased," states that the answer to the issue raised is given by the 
Attorney General in his opinion to the President of the Republic, dated 28.5.2003. It states that while the 
duration of the unsettled condition lasts, the T/C properties  are placed under the control of the Guardian 
and excludes the exercise of any property rights of owners until the end of the, as determined by the Law, 

Recommendation: The recommendation in paragraph (c) above is relevant. Besides this, the issue of 
low sale prices should be considered. 



 

 

unstable situation. Therefore, according to his opinion, there is no scope for individual settlements or 
termination of the guardianship in special cases. The guardianship is terminated at the discretion of the 
Law Office, provided that the unsettled situation has ceased, and relates to the T/C properties in their 
entirety. Given that the granting of the right of use, enjoyment and use of the above T/C property to the 
administrator and son of the deceased, the guardianship will be terminated, it follows that the request 
cannot be satisfied. The above position also determines the answer to the question "whether the payment 
of compensation to the applicant is justified", with reference to Article 9 of the Law, according to which the 
payment of any amount due to the owner of a T/C property in connection with this property, is suspended 
as long as the unsettled situation continues. 
In the same letter, on the question regarding the possibility to write off of the interest that has 
accumulated as a result of non-payment of the inheritance tax due, he indicated that such a possibility is 
not provided by the relevant legislation. It is also noted that only in cases where the value of the estate of 
the deceased has decreased substantially as a result of the conditions created by the unsettled situation, 
the council of Ministers is given the power to forfeit the tax due and therefore the proportionate interest 
(Article 46A of Tax Inheritance Law, as amended). 
Related to the above, we note that despite the opinions of the Attorney General dated 28.5.2003 and 
20.7.2004, which suggest the contrary, the Council of Ministers proceeded to take the above decision. 
Additionally, as noted above, all transactions which were permitted both by the Council of Ministers and 
the Guardian of T/C properties without approval from the Council of Ministers before the amendment of 
the 2010 law, appear to have no legal basis. 
Failure to take measures where it is observed that there was an infringement of the Council of Ministers 
Decision and of the relevant opinions of the Attorney General. After obtaining the approval of the 
Guardian to accept a T/C property transfer declaration to a natural or legal person, no monitoring by any of 
the Departments who were involved is exercised on the pieces of land purchased in order to detect cases 
which were exploited for enrichment purposes, such as the subsequent sale of pieces of land at much 
higher prices within a short time. As mentioned above, we identified cases where transactions were made 
for the purpose of enrichment, contrary to the provisions laid down in the decision of the Council of 
Ministers and the relevant opinions of the Attorney General and without taking any corrective measures by 
the Administration Authority of T/C Properties. 
Considering the seriousness of the above issues, and their complexity, the comments/views of the 
Guardian were requested for subsequent referral to the Attorney General, where it is considered 
necessary. 
Exchanges of T/C plots of land with G/C plots in the free areas. As regards the exchanges of T/C plots of 
land with G/C plots in the free areas, the legislative framework as analysed above is relevant. It specifically 
states that, in accordance with Article 6 (a) of the Turkish Cypriot Properties Law 139/91, the Guardian of 
T/C Properties cannot take actions which, after the expiry of the Law, will result in the owner being other 
than the owner as on the date of the Law, except in exceptional cases where it would be beneficial for the 
owner or necessary in the public interest. 
On the basis of the above, there was an examination of the files of the Ministry of Interior for the following 
cases of T / C property exchanges with G / C property in the free areas:  
(a)      Exchange of T/C property with property of a G/C company in Polis. It is noted that the audit focused 
only on the issue of exchange of T/C properties. In this respect, it is reported that towards the end of 2007, 
the said company submitted, originally, a request for exchange of certain T/C plots of land which were 
confined to a proposed development of golf courses and related facilities, with other property owned by 
itself.  In 2010 the company claimed an additional exchange of T/C plots of land with privately owned 



 

 

property because of the enforcement of the Network Charter "Natura 2000", dated 1.3.2010, under which 
the coastal part of the company’s owned property of about 90.000 sq.m. , was adversely affected, while an 
additional area of about 50,000 sq.m. was adversely affected by road projects of the Department of 
Planning and Housing, which was notified to the company by a letter in April 2010. 
The Attorney General in his relative opinion dated 10.9.2009 for the first request by the company, states 
that the fact that the value of the private land offered to T/C against the value of their property is in excess 
of twice its value and the fact that the proposed exchange is beneficial to the environment and possibly for 
the economy, having regard to the current economic position, constitute the intended exchange legal. Due 
to the high value of the property, the request was submitted to the Council of Ministers for approval. The 
same procedure was followed for the second request. 
In examining the above case by our Office, the following were observed: 
•       It is the first case in which a G/C individual was allowed to exchange entire plots of purely G/C land to 

obtain T/C property of great value , without the consent of the T/C owners. The exchange took place 
in two phases based on the decisions of the Council of Ministers (no. 69.467, dated 21.10.2009 and 
no.72.412 dated 24.8.2011) and the above mentioned relevant opinion of the Attorney General. Our 
Office considers that the fact that the exchange was authorised, may set a precedent which could be 
invoked by other interested parties in the future as well. 

 The Attorney General in his opinion dated 10.9.2009, on the subject of the exchange, noted, among 
others, that the private G/C property which ultimately was transferred to a T/C cannot be regarded 
as abandoned under the law and therefore it is not administered by the Guardian, but the new 
owner is now free to dispose to the best of his own interest. The Attorney General said that his view 
is not definitive but it is a very real possibility. It was found that this view has not received any 
further examination by the Ministry of Interior, nor it appears to be included in the proposal no. 
1114/2009 to the Council of Ministers in relation with the issue of exchange, for informing the 
Council of Ministers, before taking a final decision. 

•       There was no investigation about the residence of the T/C owners of the plots of land to whom the 
private land was transferred in the free areas, as it is customary in cases of purchases and sales of 
T/C properties. This leaves open the possibility that the T/C to be residents in the occupied areas and 
to hold illegally G/C land, while at the same time to be legitimate land owners in the free areas, 
which is not under the Guardian administration and  which cancan dispose to the best of their 
interest. 
According to verbal information provided by the Service, the G/C pieces of land which were given to 
the T/C owners are at present administered by the Guardian and, if the T/C request the G/C pieces of 
land in the free areas to sell, the Guardian would object in the case that the T/C are investigated and 
it is found that they occupy illegally G/C properties in the occupied areas. 

 The land in the free areas which was transferred to T/C, is much larger than the corresponding T/C 
land given in exchange. Specifically, in the first exchange of 2009, 322.000 sq.m. of private land was 
exchanged for 122,000 sq.m. T/C land while in the second exchange of 2011, 322.561 sq.m. of private 
land was exchanged for 200.673 sq.m. T/C land. 

 
  In addition, we note that environmental issues which are described in detail in our report "Cyprus 

Coastal area Management" (pp. 55-58) have arisen.  
 
(b)    Exchange of a piece of land of a G/C company with two T/C pieces of land in Asomatos village in 
Limassol. It is noted that the audit focused only on the issue of exchange of T/C property. In 2007 the 
company made a request for the exchange of T/C pieces of land of nos. 83 and 281, P. 58/23 in Asomatos in 



 

 

Limassol, which are surrounted by other pieces of land owned by the company, with two pieces of land, of 
equal market value, that would result from splitting the piece of land of no 283 of the same P., owned by 
the company. The matter was examined by the competent authorities and having followed the procedures 
prescribed by the DLS, the Guardian, with his letter dated 19.7.2011, gave his consent for the completion of 
the transfer. 
 The letter also stated that the pieces were evaluated by an independent valuer and, according to the 
report, the value of the two enclosed T/C pieces of land per sq.m.  are smaller than the value  per sq.m. of 
the part of the piece of land proposed for exchange and which is adjacent to a public road. The DLS has 
taken the view that it was considered reasonable and fair as regards the appraisal, that the T/C owners get 
an equal area to the area of the property exchanged and thus gain from the exchange, since the property 
they would get is adjacent to a public road and is of greater value per sq.m. compared to their own 
enclosed property. 
The G/C piece of land no. 283 was split into two new pieces, nos. 404 and 405, which were exchanged with 
the T/C pieces of land nos. 281 and 83, respectively. It is noted that the market values at 2013 for the G/C 
pieces of land no. 404 (7.411 sq.m.) and 405 (8.696 sq.m.) amount to €185.300 and €206.500 respectively, 
while for the enclosed T/C pieces of land no. 281 (7.358 sq.m.) and no. 83 (8.696 sq.m.) amount to 
€138.000 and €163.100, respectively. The reservation of the Attorney General, as expressed in his opinion 
dated 10.9.2009 mentioned above, is also applicable in this case. Additionally, the transaction was not 
preceded by any investigation about the residence of the T/C owners and whether they hold illegally G/C 
properties in the occupied areas. 
Conflict of interests. It is noted that in both cases of exchange of T/C property with private G/C property as 
described above, there was perhaps a conflict of interest with regard to the officers of the T/C Properties 
Administration Service who handled the matters. 
A conflict of interest may exist where an individual or organization is involved in various situations, personal 
or business, which may affect both his judgment and his actions and possibly corrupt his incentives, leading 
him to act in a manner which undermines the fairness of his duties / work. 
Also, paragraph (b) of subsection (2) of article 60 of the Public Service Law, prohibits a public servant to 
undertake either individually or as a member of a collegiate body, the solution of a matter and not to take 
part in actions, if himself or a person with whom he has a special relationship or he is a blood relative or 
through a relationship by marriage up to the fourth degree has a clear interest. 
Specifically, our Office found that both cases of exchange described above, were dealt with by two officers 
of the Administration Authority whose husbands worked, in each of the two cases, in a company connected 
with each case concerned. 
On the basis of the above, it does not seem that a certainty of unbiased judgment is guaranteed with 
regard to the actions of the officers of the T/C Properties Administration Service. We proposed that this 
matter is investigated as to whether disciplinary responsibilities exist. 
The Minister of the Interior (Guardian) in his letter of reply stated that it does not appear that there was 
any conflict of interest with regard to the officers of the T/C Properties Administration Service and / or the 
Ministry of Interior in relation to the exchange of T/C pieces of land with G/C pieces in the free areas and 
that effectively their role was limited to procedures and actions on the basis of the instructions of the then 
Minister and Director General. 
Our Office sent a letter to the Law Office for investigation of possible criminal offenses by officers of the 
DLS and / or other persons. In the letter it was also requested that the Attorney General issues an opinion 
on whether the Minister has the right to prevent the conduct of a disciplinary investigation against the 
above two officers of the Administration Service. Based on information submitted to the Attorney General 



 

 

by our Office, the two officers appear to have been submitting written suggestions to their superiors to 
take a positive view of the proposed exchange and in any case their role was not just procedural. We 
expressed the view that the attitude of the Minister is not in accordance with the powers vested in him by 
the Public Service Law for the handling of complaints made to him in such cases. This is based on the 
opinion of the former Attorney General of the Republic dated October 11, 2006, when he was invited to 
inform the Council of Ministers about the various investigations that can be conducted to determine 
liability. As it was then explained to the Council, if the fact that an official may have committed a 
disciplinary offense is reported to the competent authority (ie the Minister), then he must act immediately 
to conduct a disciplinary investigation and the only discretion he has is as to the type of investigation that 
he will order.      
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

2.        AUDIT OF AMENDMENTS TO DEVELOPMENT PLANS 
With the preparation or modification of development plans by the State as part of the Town and Country 
Planning Law, in some cases the values of the properties affected are significantly increased because of 
their inclusion in a fixed Development Zone, the upgrade of the building coefficient if they already fall 
within a Development Zone, and the expansion of the permitted uses of land. Our Office, taking into 
consideration the direct relationship of such planning with the upgrading of the affected private properties, 
usually with a significant increase in value, and the risks which this entails, has considered necessary to 
conduct an audit for the purpose of determining whether legal and reliable procedures, ensuring an 
informed and impartial decision-making, are followed. 
The design of the urban development of Cyprus is part of the mission of the Department of Town Planning 
and Housing (DTPH) and it is implemented through the provision of technical assistance to the Town 
Planning Council during the preparation, revision and modification (finalizing) of Development Plans, that 
is, Local Plans, Area Plans and Policy Statement. Local plans include a wide range of provisions relating to 
geographical areas of a large scale which function as an integrated whole in the area. The written text of 
the Local Plans is accompanied by maps of Land Use and Planning Zones. 
Scope of audit. Due to the complexity of the urban planning system and of the wide area that it covers, the 
audit focused on the amendment of the Local Plans for the years 2012-2014. 
The audit was conducted on a sample basis and focused from the stage of submission of objections up to 
the adoption by the Council of Ministers of the Local Plans of Nicosia, Limassol and Paphos,  which were 
approved and published as follows: 

s/n       Local Plan     Date of Approval    Date of Publication 
1  Nicosia  19.12.2012  21.12.2012 
2  Limassol  27.12.2012  4.1.2013 
3  Paphos  27.12.2012  4.1.2013 

Legislation and Regulations. The Town and Country Planning Laws of 1972 to 2014 (L. 90/72) provide for 
urban and regional planning at national and local level through the Development Plans. With the approval 
of the Town and Country Planning (Town Planning Council) Regulations (R. 163/73), a provision was made 
for the establishment of the Town Planning Council which is appointed by the Council of Ministers. Based 
on the Town and Country Planning  (Delegation of Powers) Order 2007 (R. 454/2007), the Minister of 
Interior has delegated the powers conferred on him by Articles 10 to 16 of the Law, regarding the 
preparation, revision and amendment of the Local Plans and Area Plans, to the Town Planning Council. 
Procedure for the submission and examination of objections. The process of preparation, revision and 
amendment of the Local Plans /Area Plans is repetitive since the law (Article 14 (1)) provides for review and 
modification of plans at intervals not exceeding five years. The main stages and work processes for the 
submission and examination of objections in accordance with the Law and the Minister’s of Interior 
circulars are as follows: 
(1)     Submission of objections to the Minister of Interior within four months from the publication of the   

Plan amendment (Article 18 (5)). 
(2)      Review of objections by a four members Committee for the Study of Objections (CSO). 
(3)      Submission of recommendations of CSO to the Minister of Interior. 



 

 

(4)       Modification of the recommendations by the Minister of Interior (Article 18 (6)). 
(5)       Submission of a proposal to the Council of Ministers (Article 18 (6)). 
(6)       Council of Ministers Decision on ratifying or amending the proposal (Article 18 (7)). 
(7)       Notification and publication of Approved Plan in the Gazette (Article 18 (8)). 
The maximum time for the work processes no. (2) - (7) is 14 months (Article 18 (6)). 
 Nicosia approved Local Plan 2012. 
1st case: Administrative Area of Municipality of Geri. According to the summary Report prepared by the 
CSO on 31.7.2012, under the procedure of submitting objections against the provisions of the Nicosia Local 
Plan (Nicosia LP) 2011, there were received 135 complaints concerning the administrative area of Geri 
Municipality. These included 10 private objections (including objection 7/2011) and one from the 
Municipality of Geri which related to the integration of the Agricultural Zone at the southwest border with 
Latsia Municipality from zone Ca4 (rural with building coefficient (b.c.) 10%) to a residential zone. 
During the meeting of the CSO on 11.4.2012, the objections were rejected by a majority, since, as stated in 
the CSO decision tables, the defined Residential Zones have more than adequate capacity to cover any 
projected population for the time horizon of the Nicosia LP. In the summary report of the CSO for the 
Nicosia LP submitted to the Ministry of Interior on 31.7.2012 with its main recommendations, there is no 
suggestion for modifications regarding the said objections. 
According to the minutes of a meeting held on 3.12.2012 at the Ministry of Interior regarding the Nicosia 
LP, the "integration of a plot of land associated with the objection no. 7/2011 Geri and the entire area, up 
to the administrative boundary of the Geri Municipality in the south, from the Agricultural Zone Ca4 to the 
Residential Zone Ca4 - Ka9", was decided by the Minister of Interior. In the Proposal of the Ministry of 
Interior to the Council of Ministers dated 14.12.2012  for the approval of the Nicosia LP, in addition to 
adopting the recommendations of the CSO, a recommendation by the Minister was included  "to accept a 
private objection (which is supported by the Local Authority) for  the purpose of the completion of the 
boundary of the Residential Zone in the area of Geri next to the Avenue to Dali where there is a substantial 
number of residences, and he recommends that it is integrated from Agricultural Zone Ca4 (b.c. 0,10: 1) to 
Residential Zone Ca4-Ka9 (b.c. 0,40: 1).” 
As a result of the above, the Council of Ministers in its decision no. 74.456 dated 19.12.2012 approved the 
amendment to the Nicosia LP, after considering the objections, in accordance with the recommendations of 
the Minister. 
With the integration of the above area, in addition to objection no. 7/2011, the remaining nine objections 
received which were related to that area, were also satisfied. Additionally 32 other plots of land benefited, 
that is, in total 42 plots of land of a total area of about 289.000 sq. m. benefited. 
Conclusions / audit findings: 
(i)    The modification of the Town Planning Zone was made on the recommendation of the Minister 

despite the fact that all 10 objections relating to the specific area were rejected by the CSO on the 
basis of planning information and consequently no reference or recommendation was made in 
the report which was submitted to her. As it was found, only six residences seem to exist in the 
area, contrary to the argument of the Minister that "there is a substantial number of residences." 

(ii)       On the basis of the Research Certificates of the Department of Lands and Surveys (DLS), it does 
not seem that the six houses above have been taken into account, as regards the estimation 
values at 1.1.2013 and therefore the market value of the plots of land seem to be undervalued. 

(iii)      The owners of the plots of land which were integrated, include Politically Exposed Persons and 
senior civil servants. 



 

 

For the purpose of defining “Politically Exposed Persons " and “senior civil servants" in this Report, 
guidance is drawn from the Prevention and Suppression of Money Laundering from Unlawful Activities Law 
of 2007 (L.188 (I) / 2007), with the necessary clarification that, this law has no application in the matter 
under investigation. So as Politically Exposed Persons are defined as the natural persons who are or have 
been entrusted with significant public functions in the Republic or in another country and their immediate 
family members or persons known to be close associates of such persons.  For purposes of defining the 
term 'significant public functions', it was reasonable to use the Table of Incompatible with the Exercise of 
the Functions of Certain Officers of the Republic of Certain Commercial and Other Related Activities Law of 
2008 (L.7 (I) / 2008) . It was also considered  reasonable to provide information for senior civil servants, 
drawing guidance for this term from the Control of Engagement in Work in the Private Sector of Former 
Government Officials and Certain Former Employees of the Public and of the Wider Public Sector Law of 
2007 (L.114 (I) / 2007). 
Comments by the former Minister of Interior 
The procedure usually followed by our Office includes sending our preliminary findings to the audited 
organization, for their own comments, which are taken into account in formulating our final position. In this 
case, our comments were sent to the Minister of Interior, the views of whom are given at the end of the 
Chapter. On the other hand, due to public statements made by the Minister, it was clear that his reply 
could in no case be considered to constitute a "defense" for the decisions taken by his predecessor. On the 
contrary. We considered therefore that the failure to receive the comments of the former Minister, may 
infringe the principle of "no man unheard can be judged”. Although it is clear that this report, and in 
general the investigations carried out by our Office, are in no case a trial (but constitute the previous step, 
that of an investigation), in this case however, and given that any criticism on the handling of the under 
examination issue may never be brought before a court or another body acting as a quasi-court, we felt 
that the right of defense of her positions and actions should be given to the former Minister. As known, the 
right to a hearing or defense is usually broken down into three components: 
a) The right of a citizen to be aware of the case elements. 
b) The right to explain his views and to be heard (right to be heard, stricto sensu). 
c) The obligation of the administration to take into account of these views. 
Out of the above three points, the main one is (b) whereas the rest are just supplementary. 
Based on the above, our Office put before the former Minister our preliminary findings and asked for her 
comments, if she wished, which in fact she did. As a general comment, she told us the following: 
"I understand that your basic observation is the lack of sufficient justification of decisions. I assure you that 
for every change in the recommendations of the CSO – whether it was unanimously accepted or not- an 
extensive lengthy discussion took place during the deliberations made for each Local Plan in my presence, 
which however was wrong not to record in the minutes, perhaps due to the work load of that period. I am 
confident that this can be confirmed by the officers who were present. But I would note that the same 
observation for the CSO opinion, applied in many cases -as you yourself can verify. " 
For the specific case of modification of the Town Planning Zone, the former Minister stated the following: 
"There were 135 objections. All objections were rejected by the CSO on the grounds that the designated 
Residential Zones had not reached the point of saturation. This argument could not, in my view, be 
considered as adequate town planning factor, not only because it is too general but also because it 
contradicts all the revision process of Local Plans. Based on the data provided by the DTPH at the beginning 
of the process, this applies in the vast majority and perhaps in all cases. 



 

 

The area that was integrated in a residential area completes a wider area which is clearly defined by the 
main road (a glance at the relevant map is enough). I have the view that if something raises questions, is 
why only part of the whole area was excluded from the upgrade. 
I note that due to this amendment a total of 42 plots of land benefited. " 
 
Limassol approved Local Plan 2013. 
Case 2:  Administrative Area of C.B. Agios Tychonas. Within the procedure of submitting objections against 
the provisions of the Local Plan of Limassol (Limassol LP) 2011, 149 objections were received concerning 
the administrative area of C.B Agios Tychonas. These included a private objection (s/n Agios Tychonas 
141/2011) submitted by four companies and it was related to a seaside plot of land most of which was in 
Zone T1d (Tourist area with a building coefficient 50% for hotels, 45% for tourist villages / tourist villas / 
apartments, and 30% for houses).  Among the requests there was the upgrade of the building coefficient 
for hotels of the Zone T1d from 50% to 60%. 
At the meeting of the CSO on 23.5.2012, the request was rejected by the majority of the members since, as 
mentioned, "the upgrade of the b.c. for all of the permitted uses in Tourist Zones was considered in total by 
the Town Planning Council within the review process of the Local Plan and upgrades were made where it 
deemed justified. Based on Town Planning data, there is no justification for upgrading the b.c. of that zone. 
"Then the CSO proposed unanimously  “the upgrade of the b.c. for houses in Zone T1d from 30% to 40% for 
purposes of consistency with similar suggestions made by the CSO of Pareklisia”. On the map with the 
recommendations of the CSO it was coded as Zone T1d1 (Touristic area with b. c. 50% for hotels, 45 % for 
tourist villages / tourist villas / apartments, and 40% for houses). 
According to the minutes of a meeting for Local Plans held on 3.12.2012 at the Ministry of Interior, it was 
decided by the Minister, in relation to the above objection, "to introduce a specific policy corresponding to 
the policy 15.7.1. (b) (ii) of the Larnaca Local Plan, so that in case of non-developed plots of land  at the 
mixed Tourist Zone (T1d1) or for the consolidation of plots of land in  order that  their area  reaches  at 
least 25,000 sq.m., the current b.c. to  increase from 0.50: 1 to 0.60: 1 for  hotel development purposes. 
"(Ex. of minutes no.4.1.(e)). 
As a result, the Proposal of the Ministry of Interior submitted to the Council of Ministers for approval of the 
Limassol LP, included the above decision by the Minister, in addition to the recommendations of the CEO. 
The Council of Ministers in its decision no. 74.486 dated 27.12.2012 approved the amendment of the 
Limassol LP, as a result of the examination of the objections, in line with the recommendations of the 
Minister and the disclosure of the approved Limassol LP 2013 was published in the Official Journal of the 
Republic (OJR) on 4.1.2013. 
The addition of the above provision, in addition to the above plot, affected 28 coastal plots of land with a 
total area of 154.200 sq. m. within the administrative boundaries of Agios Tychhon and Parekklisia, but the 
only piece that benefited directly was this. 
According to the Ministry of Interior letter dated 29.1.2013 to the DTPH, paragraph 4.1 (e) of the minutes 
of the meeting with the Minister on 3.12.2012, did not reflect the decision of the Minister. Specifically, as 
mentioned, it was not understood by the Minister that there was a restriction of 25.000 sq.m.regarding the 
minimum size of the plot of land to be developed and therefore the Ministry has decided to inform the 
Council of Ministers with a relevant Note. The Council of Ministers was briefed on the subject on 14.2.2013 
(Note no. 46/ 013) and the Ministry, in a letter dated 4.6.2013, gave instructions that, based on the above 
information, this provision is applied without the restriction of a minimum area. 
 
 



 

 

Conclusions / audit findings: 
(i) The modification of the town planning zone was made on the recommendation  of the Minister, 

although the objection was rejected by the CSO based on town planning information. 
(ii)  The plot of land for which the objection was submitted, was partially developed with a residual 

net land area of approximately 23.000 sq.m. (ie. less than 25.000 sq.m.). As can be seen, the real 
reason for requesting the termination of the limitation of the minimum area by the Ministry was 
to serve the requirements for the development of the said plot. 

(iii)  The four companies that submitted the objection belong to a construction company which is 
related to a public company in which a politically exposed person holds a significant share. 

(iv)  The instructions for the termination of the provision reducing the minimum area were given by 
the Ministry of Interior, without being the competent body since, pursuant to the General 
Principles of Administrative Law of 1999 (L.158 (I)/99) , par.55 (1) “The body responsible to revoke  
an act is the body that issued it, unless the law provides otherwise.”  The Council of Ministers on 
14.2.2013 was informed but no decision was taken. 

(v)  In the published Limassol LP no information is given on the termination of the restriction with the 
result that the information to the public and thus the transparency of the procedures not to be 
ensured. 

 
Comments by the former Minister of Interior 
"The argument of the majority of members of the CSO for the rejection of the objection was that the use of 
the Tourist Zones was studied comprehensively and “there is no justification for upgrading the building 
factor (b.c.) of this Zone.” But then the CSO itself recommended to upgrade the b.c. for houses whereas 
during the session on 3.12.2012, it became known that, in similar cases in the Local Plan of Larnaca, an 
amendment had already taken place. Both elements are canceling -in my view- the CSO arguments. 
In my view, such changes should be made broader, both for purposes of equal treatment and due to the 
policy of encouraging the tourism industry (a policy which as I understand applies until today and which 
was particularly confirmed due to the role that tourism plays in overcoming the economic crisis). 
I note that this amendment benefited a total of 29 plots of land. 
Regarding the provision of the minimum size of the plots of land, the Council of Ministers was just informed 
since it was considered that, due to the length of time the decisions were taken, any correction should be 
left to the new government (the Council of Ministers meeting was held on 14.2.2013 and it was the last 
session of the Council before the presidential election). I do not know the reason why the Ministry of 
Interior has implemented the modification on 4.6.2013 without a decision of the Council of Ministers, nor 
why the amendment was not included in the published Limassol LP ".  
 
Case 3:  Administrative area of C. B. Pano Polemidia. Within the procedure of submitting objections 
against the provisions of Limassol LP of 2011, 732 objections were submitted relating to the administrative 
area of the C.B. P.Polemidion. These included an objection (s/n P.Polemidia 4/2011) filed on 18.11.2011 by 
the C.B. P.Polemidion. The request no. 1 of the objection concerned the inclusion of a piece of land with an 
area of 42.100 sq.m. of the Zone Ka4 (Rural with b.f.10%) in Zone Ka8 (Residential with b.f.60%). 
During the meeting of the CSO on 18.4.2012, the request was rejected by the majority of members since, as 
mentioned, inter alia, that area was located away from the existing residential areas. It is noted that a 
previous request of the C.B. on the same subject, which was submitted during the process of revising the 
Limassol LP, was rejected by the Town Planning Council. 
According to the minutes of a meeting held on 3.12.2012  for the Local Plans, at the Ministry of Interior, it 
seems that no decision was taken by the Minister of Interior regarding the request no. 1 of  objection no. 



 

 

4/2011. As a result, in the proposal of the Ministry of Interior to the Council of Ministers for approval of the 
Limassol LP, a recommendation by the Minister for a relevant amendment of the Plan was not included.. 
The Council of Ministers in its decision no. 74.486 dated. 27.12.2012 approved the amendment to the 
Limassol LP, as a result of the examination of objections, according to the recommendations of the Minister 
and the disclosure of the approved Limassol LP for 2013 was published in the Official Journal of the 
Republic on 4.1.2013. 
According to the letter of the Ministry of Interior dated 4.6.2013 to the DTPH, after the publication of the 
Limassol LP it was found that "The Minister of the Interior adopted, in part, the Community's of P. 
Polemidia request for accession part of the Zone Ca4 in Zone Ca4 - Specialized Developments, in order to 
allow upgrading of the area situated opposite the Palais de Sport (objection of P. Polemidia 4/2011 (1a1)). 
The decision of the Minister of Interior, erroneously, was not included in the proposals put before the 
Council of Ministers.”  As stated in that letter, the Council of Ministers was briefed on the subject on 
14.2.2013 (Note no.46/2013). Alongside, instructions were given by the Ministry to the DTPH to correct the 
Local Plan and to inform the Competent Authorities and this was done by a letter of the DTPH dated 
26.11.2013. Specifically, paragraph 23.6. (d) was added in the Local Plan and  the said piece was added to 
the areas for which the town planning policy  for specialised developments applies, with the corresponding 
amendment to the relevant map. 
Conclusions / audit findings: 
(i)  On 14.11.2011 a request was submitted to the DTPH for preliminary views for building a private 

school in the area of the said piece of land. The request was submitted by a Technical Office on 
behalf of its customers, who were going to buy half of the share of the land for the purpose of 
moving  there the facilities  of a private school. The DTPH in his letter reply dated 1.3.2012 (ie. after 
the date of the objection) said that the proposed development cannot be permitted and that the 
location of private schools,in accordance with the provisions of the  Limassol LP of2011, could be 
allowed  in the Areas of  Specialized Developments as well. 
These actions may be the reason, why the Minister included, retrospectively, a recommendation 
relating to Zone Ca4 - Specialized Developments, while the objection related to a request for 
integration in a housing zone. 

(ii) The application for preliminary views to the DTPH was submitted by a civil  engineer,   who also is a 
member of the Municipality Board of K. Polemidia. 

(iii) The objection filed by the C.B.of P. Polemidia was prepared by a former mayor of Limassol who 
owns a service company for  matters of development and local government. However, as we were 
informed, several objections are submitted by him as part of his current professional employment. 

(iv) The estimated value of the plot of land on 1.1.2013, according to the DLS, amounted to € 599.900 
(with P.Ca4-Zone Rural Zone). 

(v)  In accordance with the General Principles of Administrative Law 1999 (L.158 (I) / 99), par.55 (1)  “ 
The Body responsible for an act to be revoked is the body which issued it, unless the law provides 
otherwise." The Council of Ministers was informed on 14.2.2013 but did not take a decision on the 
matter. The instructions for the integration of the plot of land into a zone Ca4 - Specialized 
Developments was given by the Ministry of Interior, without it being the competent body. 

(vi) The published  Limassol LP, does not include the amendment (paragraph 23.6. (D) and the update 
of the map) and ,as a result, the information to the public and therefore the transparency of the 
procedures are not  ensured, which insinuates a possibility that the intention was to serve the 
particular case. 

 
 



 

 

Comments by the former Minister of Interior 
"The objection was lodged by the Community Council of Pano Polemidia, requesting the converting of a 
rural zone to residential. The objection was rejected by the majority of the CSO with the argument that 
"this area is located away from the existing Residential Zones". The area, on the contrary, is adjacent to the 
residential area (a glance at the relevant map is enough). I agreed, however, that it is inappropriate for 
residential development since it is surrounded by major roads, with a high degree of noise pollution. 
In retrospect I briefed the Council of Ministers (on 14.2.2013) that because of the position of the area 
(opposite the Palais de Sport) it could - in my view - be allowed for Specialized Development. However, it 
was considered best, for this case as well, due to the length of time taken in deciding, that any correction 
should be left to the new government. I simply do not know why the Ministry of Interior  implemented  the 
modification on 04.06.2013 without a decision by the Council of Ministers, nor why the amendment was 
not included in the published  Limassol TP." 
 
Case 4: Administrative area of Germasogeia Municipality . Within the procedure of submitting objections 
against the provisions of the Limassol LP  2011,  105 objections were submitted concerning the 
administrative area of Germasogeia Municipality. These included six private objections and an objection by 
the Municipality of Germasogeia. The requests of the individuals were mainly the integration of the pieces 
of land located in Germasogeia Valley, from Zone Ca4 (rural with b. c. 10%), to a residential zone. The 
Municipality's request regarding the Germasogeia Valley was, inter alia, for the plots of land that fall into 
Zone Ca4 and do not fall under  the Protection area II, to be integrated to the Zone Ca4 (residential with 
b.c. 40%). 
According to the minutes relating to the CSO meetings dated 14.3.2012, 22.3.2012 and 29.3.2012, for those 
objections there was no unanimous or majority recommendation of the Committee. One member was in 
favor, one member was against (due to the high environmental value of the area which is located along the 
river Amathou) and two members  suggested  instead that  part of the area is designated as Zone Ca4 - 
Ka10 (b.f.30%) with a special  provision in the  Limassol LP text. This provision would ensure that, "for 
activation of the housing development in Zone Ca4 - Ka10,  an integrated master plan of the area (roads, 
public green spaces, other necessary infrastructure)is issued and approved by the competent bodies as well 
as an evaluation of the environmental impacts, if required.”  
In the summary report of the CSO for The Limassol LP  which was submitted to the Ministry of Interior on 
31.7.2011 with its key recommendations, it is stated that the issue of environmental impacts associated 
with the modification of Ca4 Zone to Zone Ca4 - Ka10, is considered that it is covered sufficiently by the 
proposed policy option for activation of the Residential Zone Ka10. 
During a meeting held on 8.11.2012 at the Ministry of Interior for the  Limassol LP, it was decided by the 
Minister of Interior to direct integrate part of the area to Zone Ka10 (residential with b.c.30%), which is not 
necessary for the purpose of the protection of Germasogeia dam. 
As a result of the above, in the Proposal of the Ministry of Interior to the Council of Ministers for approval 
of the Limassol LP, the above decision of the Minister was included, in addition to the recommendations of 
the CSO.  The Council of Ministers in its decision no. 74.486 dated 27.12.2012 approved the amendment to 
the Limassol LP, as a result of the examination of objections, according to the recommendations of the 
Minister. 
Conclusions / audit findings: 
(i) The integration of the region mentioned above, which was characterised by the majority of the 
members of CSO as environmentally sensitive , since it is located along the Amathou river and it is the main 
aquifer of Limassol, eventually was achieved without the inclusion of any provision that ensures its 
environmental protection. 



 

 

(ii)   The area affected, relates to 53 plots of land with a total area of about 134.000 sq.m. It was found 
that among the owners of the plots of land the following are included : 

   (a)      A member of the Municipal Council of the Municipality Germasogeia  in whose ownership 
there is a plot     of land of 6.689 sq.m.  with market value on 1.1.2013 amounting to €1.290.300. 

   (b)     Former Mayor of the Municipality Germasogeia in whose ownership there is ½ plot of land of 
2.794 sq.m. with market value on 1.1.2013 amounting to €387.700. 

             (c)  Companies which are in the real estate construction sector business and have in their ownership  
plots of land of 7.400 sq.m. with a market value on 1.1.2013 amounting to €2.411.800. 

 
Comments by the former Minister of Interior 
"This objection was submitted by the Municipality of Germasogeia seeking inclusion in a residential zone 
(Ka9) of pieces of land that fall outside the Protection Zone of Amathou River. There was no unanimous or 
majority recommendation of the CSO. 
In a meeting held at the Ministry of Interior on 8.11.2012 it was decided to include plots of land in the 
residential zone (Ka10) for which, as reported by the officers who were present, there are policy provisions 
which adequately cover the environmental impact issues. 
I emphasize the fact that the area is not within the Protection Zone. Further than this, I would also like to 
point out that, in my view, the state cannot keep "captive"   the land of citizens, for decates, on the grounds 
that it falls within an area under study. 
I note that this amendment benefited a total of 53 plots of land.” 
 
Paphos approved Local Plan 2013 
"Case 5: Administrative area of C.B. Kissonerga. As part of the process of submitting objections against the 
provisions of the Local Plan Pafos (Paphos LP) of 2011,  61 objections were submitted concerning the 
administrative area of C.B. Kissonerga. These included seven private objections out of which six were 
submitted by four companies and one by a representative of a group “Committee of 49 Residents  of 
Kissonerga ", which include also the above companies. The requests related with the integration of zone 
Ca2 (rural with b.c. 6%) and Ca4 zone (rural with b.c. 10%), in a resort area with a b.c. of 30%. 
At the meeting of the CSO on 2.5.2012, these objections were rejected by a  majority, because (a) the 
resort areas no longer differ from the residentials, (b) the residential zones specified in the published  
Paphos LP of 2011 are considered sufficient to cover  the residential needs of the C.B. of Kissonerga, (c) the 
policy of construction of individual housing in areas outside the development boundary enables the 
satisfaction of the housing needs, (d) part of the land located in the area is affected by facilities / activities 
of the Ministry of Defence and (e) The Community’s  Residential Zones are much further south. 
According to the minutes of a meeting held on 3.12.2012  at the Ministry of Interior regarding the Local Plans, 
the Minister of  Interior decided to reject  the objection of the group "since the specified residential areas are 
much further south and they satisfy to a great extent the community needs. Also, the proposed area for 
inclusion in the Zone for holiday homes is affected by facilities / activities of the Ministry of Defence (Protection 
Zones from weapon systems). " 
As a result of the above, the  proposal of the Ministry of Interior to the Council of Ministers for approval of 
Paphos LP, did not include any reference to the observations or recommendations of the Minister, nor was 
there  any suggestion  to amend the Plan arising from the said objections. 
The Council of Ministers in its decision no. 74.487 dated 27.12.2012 as a result of the examination of the 
objections, approved the amendment to the Paphos LP, in line with the recommendations of the Minister with, 
however, some changes. These changes include the integration of the area relating to the above objections to 



 

 

Ka10 zone (residential with b.c.30%) instead of Ca4 zone (agricultural) as it was before, taking into consideration, 
as mentioned, those objections. The approved Paphos TP of 2013 was published on 4.1.2013. 
With the inclusion of the above area, 36 plots of land with a total area of about 419.000 sq.m.were affected. 
Conclusions / audit findings: 
(i)  Since all objections concerning the specific area were rejected by both the CSO and the Minister 

based on planning arguments which include protection from weapons systems, no such 
recommendation was made in the Proposal submitted by the Ministry for modification of Paphos 
LP. However, the Council of Ministers approved the modification of the zone in order to satisfy the 
objections, without sufficient justification for its decision. 

(ii)  As established by the forms of objections, the four companies that submitted a complaint and own 
almost half of the land affected (six blocks with a total area of about 200.000 square meters, and of 
estimated market value on 1.1.2013 of €13.195.000), belong to a construction company. These 
plots were purchased on 29.9.2004 by an investment company for the amount of € 3.414.204. 

 
Comments by the former Minister of Interior 
"This amendment is not included in the proposals of the Minister of Interior to the Council of Ministers. The 
discussion in the Council revolved mainly around the dominant form of tourism development in the region 
(holiday areas) which was the aim of this objection and the principle of equal treatment. It is noted that the 
objection was not merely submitted by four companies but also by a large number of small owners. " 
 
Case 6:  Administrative area of C.B. Tremithousas. Within the procedure of submitting objections against 
the provisions of Paphos TP 2011, 39 objections were submitted concerning the administrative area of C.B. 
of Tremithousas. These included two private group objections on behalf of 31 owners and one on behalf of 
20 owners. The requests concerned the integration of Ca4 zone (rural with b.c. 10%) and Da3 zone 
(protection zone with b.c .5%), to residential or industrial zone. During the session of the CSO on 5.5.2012, 
the objections were rejected unanimously, because, as mentioned, the specified in the published Paphos LP 
2011  residential and industrial zones are considered sufficient to meet the housing needs of the C.B of 
Tremithousas, and also with the policy 12.7 for individual housing construction in areas outside the 
development boundary  housing needs may be satisfied. 
During the meetings held on 24.10.2012, 27.11.2012 and 3.12.2012 in the Ministry of Interior for the 
Minister to be informed  on matters dealt by the CSO, it does not appear from the minutes  that any 
discussion was made  regarding the above objections, possibly because of the unanimous rejection by the 
CSO. As a result of the above, the  Ministry of Interior proposal to the Council of Ministers for approval of 
Paphos LP,  did not include any reference to the observations or recommendations of the Minister, nor 
there was a recommendation for amending the Plan arising from such objections. 
The Council of Ministers in its opinion no. 74.487 dated 12.27.2012 approved the amendment to the  Paphos  LP 
as a result of the examination of objectionss, according to the recommendations of the Minister, but with some 
changes. These changes include the integration of the region relating to the above objections to Ka10 zone 
(residential with b.c.30%) instead of Ca4 and Da3 zone as it was previously,  in view, as mentioned, of those 
objections, without adequate justification. The Approved Paphos LP 2013 was published on 4.1.2013. 
With the inclusion of the above area, 25 plots with about a total area of 118.000 sq.m. were affected. 
Conclusions / audit findings: 
(i) The two objections concerning the specific area were rejected by the CSO on planning grounds and 

without any relevant recommendation made relating to the Proposal submitted by the Ministry to 



 

 

amend the Paphos LP. However, the Cabinet approved the modification of the planning zone in 
order to satisfy the objections without sufficient justification. 

(ii)  It was found that the owner of two plots of land in the said area (about 22. 744 square meters, 
with estimated market value on 1.1.2013 of €1,2 m.) is the spouse of a former candidate of the 
House of Representatives. It is noted that the two objections had been submitted by the owner and 
her husband, as representatives of the group of owners of the affected area. 

Comments by the former Minister of Interior 
"This amendment is not included in the proposals of the Ministry of Interior to the Council of Ministers. The 
discussion in the Council meeting took into account that the land under consideration is adjacent to zones 
already developed. I note that in this case as well, the objections were rejected by the CSO on the ground 
that the designated Zones have not reached saturation point. I repeat that this argument cannot be 
considered an adequate planning factor, not only because it is too general but also because it contradicts 
the whole process of revising the Local Plans . 
It is noted that the objections were submitted by a large number of small owners. "  
 
General observations and comments: 
(1)       Assessment of effects on the environment. There is a gap in legislation with respect to an impact 
assessment on the environment when developing / amending the Development Plans.  In the final approval 
and publication of the Local Plans, after their modification (on appeal  and / or decision of the Council of 
Ministers ), it is not required to investigate the impact on the environment. 
(2)        Reasoning behind an administrative act. The lack of justification of the decision to amend the Local 
Plans, as part of the appeals process, is contrary to the provisions of Articles 26-32 of the General Principles 
of Administrative Law (L.158 (I) / 99). According to the law the grounds of an administrative act must be 
clear and reference to general characterisations should be avoided. 
It was also found that approvals of objections were granted by the Council of Ministers, in cases where the 
recommendation of the CSO and the Minister of Interior that preceded, was the  opposite. Although in 
accordance with Article 18 (7) of the Town and Country Planning Law, the Council of Ministers has the 
power either to confirm the Local Plan or Area Plan as it is or bring  to this  the necessary changes which it 
considers best, however, in accordance with General Principles of Administrative Law, administrative acts 
should be adequately and duly justified, especially when they conflict as to their content with a previous 
opinion, proposal or a report from a competent authority report.   The same applies to cases in which the 
Minister, without adequate justification, submitted to the Council of Ministers recommendations which 
differed from the reports submitted to her by the competent authorities. The view of our Office, in the case 
of Local Plans is that administrative acts should always be justified, particularly when deviating from the 
proposals submitted, in order to ensure the interests of all citizens and to satisfy the sense of justice. 
(3)     Record keeping at meetings at the Ministry of Interior to inform the Minister. To avoid any 
possibility of misinterpretation, the minutes kept during meetings to inform the Minister on topics that the 
CSO studied and which include the Minister's proposals in relation to the examination of objections, which 
then form the basis for recommendations to the Council of Ministers for final approval of the Local Plans, 
should be approved by the Minister and circulated to all attendees. 
Summary of audit findings. By carrying out a sample check we observed that the way in which  both the  
Minister of Interior and the Council of Ministers exercise their discretion at the stage of examining the 
objections to the revised Local Plans, in certain cases, is not accompanied by adequate documentation and 
thus raises questions as to  the impartiality of the decisions. 
 



 

 

 
 
 
 
 
As we were informed by the Director General of the Ministry of Interior, the Ministry agrees with the 
content of our Office's audit report and intends to take a series of corrective measures. Specifically, as 
regards the cases in which, despite the suggestions of the consultative bodies involved,  different decisions 
were taken by the Council of Ministers (some with the recommendation of the then  Minister of Interior),  
without adequate justification, they believe that the first step should  be the publication  of a "White Zone" 
in order to allow time for further study of the subject, followed either  by a new decision by the Council of 
Ministers,  or by the White Zone status  remaining until  the new amendments to the Local Plans of 2018 
are put forward. Regarding the cases for which the Council of Ministers was briefed about the divergence 
from its previous decision but it has not taken a new decision and instructions were given by the Ministry to 
the DTPH for implementation and the amendment of the relevant provisions, they believe that instructions 
could be given to the DTPH to restore the status of the Local Plans as they were in the past. 
Additionally, the CEO of the Ministry of Interior stated that, if in the meantime planning decisions or 
authorizations related to the above matters were issued, based on the current system, it means that these 
individual administrative acts are legitimate. Also, if preliminary views were given to applicants and they 
proceeded to incur costs for studies or made agreements with investors, then there may be appeals to the 
court for compensation claims. 
Our Office considers that due to the legal complexity of the matter, guidance will be obtained from the 
Attorney General before the Department proceeds with any remedies. 
It is also noted that, as a concluding comment, the former Minister made a suggestion that our Office 
expands its audit both geographically and in duration, a recommendation which our Office has accepted 
and will act in this direction.  

Recommendation: During the process of the examination of the objections, the provisions of the 
General Principles of Administrative Law Act should be followed closely (L.158 (I) / 99) and  
administrative acts should always be justified  and taken to serve the public interest, namely the 
good of all citizens of the Republic. 



 

 

 
CHAPTER C – FINANCIAL AND PERFORMANCE AUDITS 
GENERAL OBSERVATIONS 
Public sector reform. The reform consists, among other things, of the modernisation of the Public Service, 
the simplification of the structure and procedures that are followed and the strengthening or/and the 
restructuring of services. In addition, it entails the use of modern technology, the provision of tools for the 
strengthening of human resources skills, the amendment and modernisation of the appraisal system of the 
Public Service and the extension and support of the mobility concept. 
For the reform of public administration, the Memorandum of Understanding provides (a) Decrease of 
obstacles for staff mobility in the public and wider public sector. (b) Modification of working hours of the 
public service so that the cost of overtime work is reduced. (c) Carrying out of studies by an independent 
scholar, on the basis of agreed terms of reference, for the examination of further possible reform measures 
of the public administration. These studies of the Cyprus Government will examine: (1) horizontal matters 
of human resource administration, that is the remuneration mechanism and the terms of employment of 
public servants as well as the introduction of a new appraisal system. (2) sectoral elements concerned with 
the role, responsibilities, organisational structure and the size of Ministries, Services and Independent 
Authorities, the possibility of abolishing or merging state owned enterprises or Boards which are under the 
respective Ministries and the re-organisation of local authorities. 
Within the wider effort which includes also the Economic Development Reform, the Cyprus Government 
assigned the monitoring of the Reform of the Public Service to the Deputy Minister to the President. 
Internal audit. In the Fiscal Responsibility and Financial Framework Law (L.20(I)/2014) it is provided that all 
ministries should, at management level,  form audit units (primary audit)  which are capable of  undertaking 
matters of internal audit, investigations and verifications and fall under and are accountable to the head of 
the financial entity (respective Minister). It is also provided that each financial entity (ministries, 
departments, bodies with  constitutional powers and services and independent offices, which are included 
in the Government Budget) is obliged to make arrangements for the implementation and operation of a 
system of internal control for the activities under its control. 
The scope of internal audit is supplemented by the Internal Audit Service which was established by the Law 
of Internal Audit of 2003 (L.114(I)/2003) and its responsibility is to carry out secondary internal audit at 
government organisations under its control (Public Service, Public Educational Service, Police, Army and 
National Guard). The Commissioner who is the head of the Service, operates under the instructions of the 
Board of Internal Audit, which is appointed by the Council of Ministers. 
It continues to be observed that there are omissions and weaknesses in individual systems of internal 
control of many Departments/Services. As a result, the collection of arrears of revenue and the recovery of 
overpayments are not always correctly monitored, the management of stores presents weaknesses, 
spending is not done in accordance to the relative legislation, registers for monitoring the expenditure, 
revenues, tenders and fixed assets are not always kept and the execution of the Budget, especially the 
development part of it, is not fully utilised. 
Introduction of computerised systems. A great delay is observed in the commencement and 
implementation of strategic projects included in the Computer Master Plan of the Public Service, with 
serious adverse effects on the economical and efficient operation of the Public Service on the one hand and 
on the quality of the services rendered to the public on the other hand. Also weaknesses continue to be 
observed in the support of the Plan by the Services being computerized, with regard to their full and 
efficient operation, in the evaluation of the projects after their completion and the start of their operation, 



 

 

as well as difficulties in the acceptance of the new systems by its users. It is also observed that the 
Department of Information Technology Services does not have the capacity to support fully the function of 
the systems and as a result, after a few years, at most Departments/Services the support of the function of 
their computerised systems is provided by the private sector, at a substantial cost. Finally, it is noted that 
the yearly cost of maintenance (license fees) for software (application, operating systems, database) is 
continually increasing along with the increasing number of systems in use and their users, absorbing a 
substantial part of the budget.  
Insufficient coordination between Departments, Services and Ministries. Due to the insufficient 
coordination between Departments, Services and Ministries, a delay is observed in the promotion of 
projects or other matters, resulting in the increase of the relative costs. 
Unspent funds for development expenditure. The Budget execution, regarding the development 
expenditure of several Departments/Services/ Ministries is not satisfactorily executed, resulting in 
significant amounts to remain unspent. 
Arrears of Revenue (amounts not collected). In accordance with information received from the various 
Ministries/Departments/Services, the total of arrears of revenue, including interest and fines, as at 31 of 
December 2014 was €2,025 bn, compared to 1,980 bn for the previous year. Out of this amount, €1,155 bn 
(57%), €424,7 m (21%) and €190 m (9,4%), represent arrears, including interest and fines, of the Tax 
Department, the Department of Customs and Excise and the Department of Water Development, 
respectively, compared to €1,121 bn (56,6%), €421,2 m (21,3%) and €183,7 m (9,3%), for 2013. 
It is noted that in the 2014 Financial Report it is stated that arrears of revenue of €684,2 m (not including 
interest and fines) are not expected to be collected. 
Outstanding liabilities. Until 20.3.2015, outstanding liabilities of a total amount of €3,9 m (2013: €9,4 m) 
were recognized in the Financial Report. The most significant liabilities belong to the Ministry of Health 
(€1,7 m), Ministry of Defence (€1,2 m) and Ministry of Transport, Communications and Works (€0,4 m). In 
some cases a delay is observed in the settling of invoices, resulting in the suppliers to demand interest and 
the due amounts to increase. 
The above outstanding liabilities do not constitute all of the Government  liabilities since they do not 
include significant  amounts due for, among others,  expropriation of property,  refunds of V.A.T. and 
pension benefits for civil servants. 
It is noted that, in accordance with the Director of the Department of Land and Surveys, the amount due on 
31.12.2014 for expropriations was €413,6 m (31.12.2013: €480,8 m). This amount does not include 
compensation for expropriations for which no offer has yet been made to the beneficiaries (including T/C 
properties). As far as the refunds of V.A.T. is concerned, the Commissioner of Taxation stated that the 
amount due on 31.12.2014 was €200 (31.12.2013: €219,8 m). With regard to the pension benefits liability, 
the last actuarial study made, with reference date 31.12.2010, showed that the present value of the 
actuarial liability for pension liabilities of the civil servants and retired employees up until the 31.12.2010 
was €10,2 bn. A new actuarial study with reference date 31.12.2012 was made, on the basis of financial 
projections which took account of the changes in the relevant legislation, so that their impact on the 
pension benefits is accounted. 
Renting of buildings for housing public services. I t was observed that for many premises rented by the 
Public Service for the purpose of housing public services, the certificate of final approval has not been 
obtained. The application for the certificate of final approval, as provided in the Streets and Buildings 
Regulation Law, is compulsory for all cases for which a permit has been issued in relation to the 
development of land (permission for division of land or buildings or transformation or additions or 
demolition) and its issue is compulsory and should be obtained before the use of any development, since 



 

 

the use of a building for which the certificate of final approval has not been issued is a criminal offence. The 
responsibility for obtaining the permit is of the owner of the building, the relevant Law, however, defines 
also the responsibility of the user.  As a result, we pointed out that the public services should immediately 
inform accordingly the owners of the premises and in case it is not possible to obtain immediately the said 
certificates, action should be taken to find other legal premises to relocate.   
Expropriations of immovable property by the Government. It was observed that, in several cases where 
the Republic expropriates immovable property for public use, there is a delay in the commencement of 
works for the purpose of the expropriation. As a result, the previous owners of the property take court 
action on the basis of a Constitutional provision (article23.5) in accordance with, if within three years the 
purpose of the expropriation is not attained, the expropriation authority is obliged to return the 
expropriated property to the original owner at the value originally acquired. As a result, in some cases, the 
Government is forced to purchase the property or expropriate it once more at a higher value. 
Hire of services. Some Services proceed to hire services without conforming to the provisions of Law 12 
(I)/2006 and of Circular No. 1372 of 17.9.2008 of the Ministry of Finance, under which, on one hand, the 
agreements -inter alia- for services should be assigned after the invitation of tenders for the purpose of the 
specific services/deliverables and, on the other hand, they should not include provisions which lead to an 
employer-employee relationship/situation, for permanent needs. In addition, it was observed that some 
Departments/Services were hiring services of individuals through the tendering procedure who, however, 
were carrying out employee duties for a length of time of more than 30 months.  After an investigation by 
the Department of Social Insurance, the terms of employment of these individuals changed to  employment 
for an infinite period with all the consequences for the Government. In order to put an end to this situation, 
and after pointing out the seriousness of the matter by my Office in 2014, the Minister of Finance issued a 
relevant circular. 
Stores. The Accountant General informed us that in 2013 none of the major or minor stores were 
examined. Also none of the National Guard’s stores were examined either. In some of the major stores no 
examination has been carried out for a number of years. The Accountant General attributes this weakness 
mainly to the lack of staff. 
It was observed that some Departments did not carry out stocktaking of stocks and inspection of their 
stores. It was also observed that, in some cases, there were weaknesses in the recording of stocks in the 
appropriate books, in their storage in suitable areas and generally in the follow up of the accuracy of the 
quantities of stocks.  
Safekeeping of cash.  It was observed that measures for the safekeeping of cash, such as their safekeeping 
in a strongbox or their daily deposit at a bank, as required by the Financial and Accounting Instruction no 
30(a) are not always taken, with the consequence, in some cases,  the loss of money due to theft. 
Deposit of a guarantee by collectors. It was observed that hourly paid and temporary staff, are acting as 
collectors of cash without depositing any guarantee, contrary to the Financial and Accounting Instruction 
no 24, which provides that, in case of non permanent staff, a security is required either in cash or a letter of 
guarantee. 
Replies by audited agencies to observations raised by the Auditor General of the Republic. In some cases, 
audited agencies were late in replying to the letters or observations of our Office. In the case where no 
reply is received by the audited agencies within a reasonable time, a statement of unreplied letters, relating 
to significant matters, is prepared and submitted to the President of the Republic for information and 
appropriate action. 
Notification of matters which are included in the Audit Report to the auditees for their comments. Within 
the framework of good audit practice, before our Office includes any matter in the Audit Report, it informs 



 

 

the relative Directors of Departments/Services about these matters with a letter signed by the Auditor 
General, requesting them to submit their comments/opinion. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

1.      INDEPENDENT SERVICES 
1.1    HOUSE OF REPRESENTATIVES  
Remuneration of Members of the House of Representatives. At 31.12.2014 the monthly remuneration of the 
Members of the House of Representatives was €6.611,24, consisting of a salary of €3.640,33, a representation 
allowance of €1.945,75, as well as an allowance for secretarial services of €1.025,16. It is noted that the 
representation allowance as well as the allowance for secretarial services are considered as pensionable salary. 
In addition, on the basis of a decision by the Council of Ministers, a monthly amount of commuted  travelling 
allowance of €683,44 (£400), is granted to all Members of the House. 
In relation to the emoluments of the Members of the House, the following are reported: 
(a) Former President of the House of Representatives. It was observed that a member of the House of 
Representatives who served as  President of the House in the past, is receiving, in accordance with the 
Benefits (President and Deputy President of the Republic, President and Deputy President of the House of 
Representatives) Law no 131(I)1988, a monthly allowance  of €3.019 for the use of a private secretary. In 
addition, on the basis of the Ministers and the President, Deputy President and the Members of the House 
of Representatives Law no 22/1960, he is entitled to a fixed monthly allowance of €1025,16 for secretarial 
services. 

 
 
(b) Remuneration of Members of the House of Representatives.  Under the Law L.79(I)/1955 it was 
determined that the yearly remuneration of the Members of the House of Representatives  is  adjusted: (a) in 
accordance with the fluctuation of the cost of living indicator, and (b) in accordance with the yearly percentage 
of the rise in salaries and hourly rates of employees, as per the official records of the Department of Statistics 
and Research. It is noted that the way of measuring the percentage of rise in salaries and hourly rates in 
accordance with (b), which is paid only to the members of the House of Representatives, was determined at a 
meeting at the Ministry of Finance on 10.7.1996 and was recorded in relevant minutes. It was observed, 
however, that the way of measuring, as applied by the accounts department of the House, is not in accordance 
with the way that was determined at the above meeting. 
It is noted that, on the basis of Article 8(3) of the Non Payment of Increments and Cost of Living Increases to the 
Salaries of Officials and Employees and to the Pensions of the Pensioners of the Government Service and of the 
Wider Public Service L.192(I)2011, the adjustment of salaries in accordance with (b) has been postponed for the 
years 2012-2016. 

 
(i)          Allowance for Secretarial Services. Pursuant to the Ministers and of the President, of the Vice 
President and of the Members of the House of Representatives (Compensation) Law 22/1960, as it was 
adjusted by  Law 79(I)1995, since 1996, an allowance of £300 (€512,58) for secretarial services is paid to 
the Members of the House of Representatives. As from 2005 the allowance has been revised to £600 or 
€1.025,16 (L.111(I)/2005). The purpose of the above allowance is to finance the expenditure of employing 

Recommendation:  We are of the opinion that the payment of an additional rise on the basis of the rise in 
salaries and hourly rates of employees, as per the records of the Department of Statistics, which is paid 
only to the Members of the House of Representatives, in addition to the fluctuation of the cost of living 
indicator, should be abolished.  

Recommendation: The Ministry of Finance to legislate for abolishing the payment of double 
allowances for secretarial services when a Member of the House of Representative served also as 
President of the House of Representatives. 



 

 

by the Members of the House of Representatives, themselves, staff for secretarial services. It is noted also 
that the above allowance is considered as pensionable remuneration and as a result, when they retire 
from the House of Representatives, they receive an increased pension by €513 per month and an increase 
in their gratuity by €28.704 (for Members of the House with two terms of office). 
(ii)        Representation allowance. The representation allowance which the Members of the House of 
Representatives receive is today €1945,75 per month (€23.349 yearly). It is noted that the above 
allowance increases in accordance with the cost of living adjustments and is considered as pensionable 
remuneration. As a result, with the retirement from the House of Representatives, they receive an 
increased pension of €973 per month and an increase in the gratuity by €54.481 (for Members of the 
House with two terms of office). 

(c) Travelling expenses of Members of the House of Representatives. Under the Council of Ministers’ 
decision no 62358 of 13.7.2005 , a uniform travelling allowance amounting to €683,44 per month was 
established for all of the Members of the House of Representatives, regadless of their place of residence, for the 
purpose of participating in the meetings or other business  of the House. 
It is noted that, previously , pursuant to the decision of the Council of Ministers no 54.875 of 9/1/2002, travelling 
allowance was paid only to the members of the House who were residing outside Nicosia: 
                •        For the Members residing in Paphos €384,33 per month. 
                •        For the Members residing in Limassol or in Paralimni €213,57 per month.  
                •        For the Members residing in Larnaca €128,15 per month. 
It was also observed that the allowance is paid also during the summer when no meetings are convened at the 
House or the business of the House is much reduced. 
It is  also noted that the above allowance is paid regadles of the prescence or not of the Members to the House 
of Representatives Committee meetings and to the plenary sessions. 

 
 (d)       Deduction for Social Security. It was observed that no deduction of a contribution for the Social 
Security Fund  is made out of the remuneration of the 56 Members of the House of Representatives and of 
the 3 Representatives of Religious Groups  because, as we were informed by the Director of Financial 
Administration of the House of Representatives, the Members are considered as self employed for the 
purpose of paying contributions to the Social Security Fund because a lot of them exercise an additional 
profession. It was also observed that, a deduction is made from the remuneration of the President of the 
House in the same manner as for salaried employees who participate in a professional pension scheme 
(permanent civil servants), as per the Social Security Law L.59(I)2010 and the amount of contribution for 
2014 was 3,95% up to the maximum of insured income (€4.533 per month).  

 
Recommendation:  The matter needs to be examined in cooperation with the Director of the Social Security 
Department and the Accountant General.   

 Recommendation: Since the allowance for Secretarial Services and the Representation allowance are 
pensionable, they should be, for transparency reasons, incorporated in the salary of the Members of the 
House of Representatives. The travelling allowance, apparently, cannot be regarded that it relates to the 
real cost of travelling for the participation of the Members of the House of Representatives at the 
meetings or other business of the House. It is suggested that  this amount is correlated to the real 
travelling expenses of the Members of the House of Representatives. If it remains as a commuted 
allowance, it should be restricted substantially. 



 

 

As we were informed by the Director General of the House of Representatives, the House is acting in 
accordance with the provisions of the existing legislation and in order to implement the recommendations 
of our Office, it is required for such legislation to be amended. Further than this, she informed us that for 
matters (a) – (d) in relation to the remuneration of the Members of the House,  a study is currently made, 
within the general reform of the public service, for updating the remuneration  of the Members of the 
House and  the method of its payment. With regard to matter (e) in relation to the deduction for the Social 
Security Fund, the Director General agreed with our Office’s recommendation, that is, to address the 
matter to the Director of the Department of Social Security and to the Accountant General of the Republic.  
1.2    JUDICIAL SERVICE 
Supreme Court  
Commuted overtime fees to Bailiffs. As it was stated in our previous Reports, the requirements that need 
to be satisfied in order that a Bailiff is entitled to the above allowance are not clearly specified. For 
instance, we stated that, even in the case where a Bailiff needs to work overtime for only one day a month, 
he is entitled to receive the whole of the allowance. 

 
The Chief Registrar informed us that, after corresponding with the Department of Public Administration 
and Personnel, it was decided that the continuation of paying of the commuted overtime allowance is not 
appropriate and, as from October 2015, Bailiffs will be compensated per hour of overtime work. 
Civil rights and obligations of applicants in civil cases and law suits. As it was stated in our previous 
Reports, in order that the Cyprus Government complies with relevant decisions of the European Court of 
Human Rights, the House of Representatives approved the Effective Treatment for  the Violation of the 
Right to Recognise Civil Rights and Obligations within a Reasonable Time Law of 2010 (L.2(I)/2010). On the 
basis of this Law until today, a number of law suits have been filed to the Cyprus Courts since 2010 and in 
two cases an amount of €11.500 has been awarded against the Government, whereas the rest of the cases 
are pending before the Courts, with claims exceeding the total amount of €500.000.     

 
Prompt issue of Court decisions. In accordance with information of the Supreme Court, on 31.12.2014, a 
total of 10 and 5 civil cases, for which the final and interim decision, respectively, were pending for a period 
longer than the period specified in the Regulations. 

 
District Courts 
Part A 
Arrears of Revenue. The arrears of revenue of District Courts on 31.12.2014, which relate to fines imposed 
by the Courts and revenue derived from costs awarded by the Courts, for which criminal warrants were 
issued and remain unexecuted, amounted to €42.262.816 compared to €38.503.032 at 31.12.2013, 
representing an increase of €3.759.84 or a percentage of 9,8%. 

Recommendation: The matter falls under the jurisdiction of the Supreme Court. Respecting fully the 
independence of the judiciary, our Office does not make any recommendation. 

Recommendation: The matter falls under the jurisdiction of the Supreme Court. Respecting fully the 
independence of the judiciary, our Office does not make any recommendation. 

Recommendation:  The procedure followed needs to be revised and criteria need to be decided on the 
basis of which a Bailiff will be entitled to the allowance. 



 

 

We observed that the amount of the arrears of revenue, regarding unexecuted criminal warrants, 
continues to present, over time, a significant increase. 
Errors and omissions were also identified in the preparation of the statements of arrears revenue. As a 
result, it is not possible to verify the exact amount of the arrears of revenue. 

 
The Registrars of the District Courts informed us that instructions have been given to comply with our 
recommendation. 
Warrants for the collection of penalty fines. As it was stated in our previous Reports, many warrants for the 
collection of fines (D24) were returned  by the Police to the District Courts as unexecuted, mainly due to  wrong or 
unknown address of the debtor. We noted once again that the lack of a computerised system makes it difficult to 
control and monitor the warrants that are returned to the Courts, while their number and the total amount to 
which they relate is unknown.   
1.3      LAW OFFICE 
Arrears of revenue. The statements of arrears of revenue do not include the arrears which arise from costs 
of appeals and lawsuits imposed by the Courts to individuals, companies and foreigners, but they include 
only the remaining balances of arrears of revenue which are deducted by instalments from the salaries or 
pensions of civil servants. In accordance with a statement of arrears prepared by the Law Office, by 
November 2014 there was due an amount of €761.464 which relates to 1084 cases of arrears due by 
foreigners as a result of petitions/appeals, imposed by the Supreme Court in favour of the Republic. 
In accordance with a letter of the Attorney General dated 25.6.2014, the collection of the costs awarded by 
Courts from foreigners is impossible because most of them have been deported and those in Cyprus cannot 
be traced. As a result, he suggested  the writing off of the amounts due to the Republic. The Technical 
Committee for Write Offs of Non Collectible Public Money at its meeting at 2. 10.2014 approved the write 
off of costs awarded by Courts of €662.313. 

 
The Attorney General informed us that the electronic recording of the arrears of revenue has been assigned 
to the staff of the Law Office in consultation with the staff from the Department of Information Technology. 
In addition, the procedure for collecting the arrears of revenue starts immediately after they are awarded 
by the Courts. 
Independent Authority for the Investigation of Allegations and Complaints against the Police. The total 
expenditure of the Authority for 2014 rose to €228.187, compared to €225.397 for 2013. During 2014, 212 
(2013: 138) complaints were submitted to the Authority. 
In accordance with article 4(8) of the L.9 (I) 2006 and the decisions of the Council of Ministers, a yearly 
compensation is paid to the President and Members of the Authority and in addition, an amount is paid to 

Recommendation: The statement of arrears of revenue should be prepared in accordance with the Financial and Accounting Instructions and prompt measures should be taken for their collection for ensuring the revenue of the Republic.  

Recommendation:  The Police efforts for the collection of revenue should be intensified and revenue 
which is certainly not expected to be received should be written off, as provided in the relevant Laws 
and Regulations. Instructions should also be given for a detailed examination of the statements of 
arrears of revenue, for the purpose of detecting possible errors, as it is possible that the statements 
are not fully and correctly updated.  



 

 

every member of the Authority who conducts an interrogation or performs any other work under this Law. 
This is calculated on the basis of hours worked and as per the initial step of the salary scale A15 of the 
Public Service. 
During 2014, a total amount of €51.571, in addition to the one of compensation, was paid to the members 
for the investigation of cases carried out by the members of the Authority themselves. It is noted that it is 
not possible to verify the correctness of the hours worked as declared by the members. Also, regarding the 
investigation of cases by the President of the Authority, the document for the payment of the 
compensation of the President/ Member/Interrogator is prepared and approved by the President himself.  

 
As we were informed by the Attorney General, the approval of the compensation of the President of the 
Authority has already been arranged to be done by him. As far as the matter regarding the basis of 
calculation of the compensation of the members of the Authority, this will be forwarded for review. 
1.4 COMMISSION FOR THE PROTECTION OF COMPETITION 
Establishment and operation of the Competition Protection Commission (CPC). The Commission was 
established in 1990, it operates as an independent authority of the Republic, pursuant to the Protection of 
Competition Law and it is responsible for ensuring a healthy competitive environment in the Cyprus 
market. 
Pending decisions. By the time this Report is prepared, the taking of  new decisions by CPC concerning the 
decisions with no 66/2009 – 69/2009, which were cancelled in May 2011 by the Supreme Court, were still 
pending, because the appointment of the then President of the CPC has been considered illegal. The said 
decisions relate to 4 oil companies which were fined for the total amount of €42,9m. It is noted that CPC 
has taken new decisions in relation to the rest of the 13 decisions which were also cancelled. 
The Chairman of CPC, in her reply in October 2015, informed us that the decisions of the Commission which 
are cancelled by the Supreme Court are void from the start and the Commission re-examines them under 
the existing, at the time of their issue, real and legal status. As far as the investigation in relation to the oil 
companies is concerned, she informed us that the case is at the stage where a decision is to be taken by the 
Commission, since all steps of the investigation have been completed, that is, namely the Objections 
Reports, the submission of the parties position and the hearing. As she also informed us, the time scale of 
completing each case under investigation depends on its complexity, as well as on the number of cases 
being simultaneously investigated. The Chairman of the Commission noted that, in her opinion, the fact 
that CPC was facing, over time, problems of understaffing which made its work more difficult should be 
taken into account and that these, despite the efforts made, continue to exist. Our Office believes that the 
matter of understaffing of the CPC should be examined without delay by the responsible Government 
Departments.  
 

Recommendation: The approval of the compensation, as far as the investigation of cases by the 
President of the Authority is concerned, to be approved by the Attorney General.  
An amendment to article 4(8) of the Police (Independent Authority for the Investigation of 
Allegations and Complaints) Law to be made so that the compensation of the Members of the 
Authority is calculated as per the initial step of the salary scale A11 of the Public Service. Also, a 
study for the possibility of applying the circular of the Ministry of Finance no 1511 dated 13.1.2015, 
pro rata, should be carried out.  In the circular a clear reference to the definition of pay of the 
President and Members of Investigation Committees/ Committees for Investigations is made.  



 

 

1.5       CENTRAL BANK OF CYPRUS (CBC) 
Audit by the Auditor General. With the enactment of L.34(I)2007, the audit of CBC by the Auditor General 
was limited to the financial and performance audit  only of  the functions of the Bank which are not related 
to its duties and jurisdictions under the European System of Central Banks (ESCB).  The House of 
Representatives, after the enactment of the   above Law, committed itself to re-examine the matter at a 
later stage so that full transparency and accountability, regarding the functions of the CBC, is given to the 
Cypriot State, by retaining, to the greatest extent possible, the audit of the CBC by the Auditor General, as it 
is the case in other countries of the Eurozone. 
For this matter, the CBC had called on the Opinion of the European Central Bank (ECB) dated 27.1.2006, 
which was issued upon such request by the CBC, stating that the Audit Office of the Republic is not an 
external auditor within the meaning of article 27.1 of the Constitution of the ESCB and the ECB. It is noted 
that this Opinion was issued without giving the opportunity to the Audit Office to express its view to the 
ECB and to cite respective arguments, as well as to indicate examples of other countries, members of the 
Eurozone where such restrictions do not apply. 
In her reply to our Office, the Governor of the CBC stated that the statutory and institutional framework 
relating to the audit of the CBC and the ECB constitutes a political and statehood  issue and, for this reason, 
it is beyond the jurisdiction of the CBC. The Governor of the CBC stated also that the financial statements of 
the CBC, which are audited by private auditors, are published in its Annual Report giving the appropriate 
information, with transparency and accountability, as regards its financial proceedings. 
However, as it was stated in our previous Reports, and also by herself as the former Auditor General, the 
expression of opinion on the financial statements of the Bank, which constitutes the only published 
information by the private auditors, is not considered sufficient, because the private auditors do not 
publish management issues or the results of audits which they may carry out and are related to the 
efficiency, effectiveness and financial administration of its functions, information which is significant for the 
transparency and accountability that needs to be maintained by everybody, without impairing their 
independence. As a result the State is not informed accordingly in order that the necessary transparency 
and accountability exists. It is noted that, in accordance with Article 60 of the Cyprus Central Bank Law of 
2002, the Auditor General of the Republic is restricted to perform financial and performance audits of the 
functions of the Bank which are however not related to its duties and jurisdictions under the European 
System of Central Banks (ESCB), provided that the reports and his audits do not affect the independence of 
the Bank.  Performance audit is defined as the audit of the operational effectiveness of the Bank’s 
functions.  
The dramatic developments as a consequence of the economic crisis, demonstrated the need to restore the 
audit of NCBs to the Auditor General. Therefore, the countries of the Eurozone shall review the issue of 
auditing the National Central Banks (NCBs) and proceed with relevant amendments. A recent example is 
the case of the Netherlands, a member of the European Union and the Eurozone, where, after the 
intervention of the Ministers of Finance and of the President of the Eurogroup, the Central Bank of 
Netherland’s audit returned to the Audit Office of the country. Conversely, in the case of Cyprus, despite 
the results of the report of the Independent Commission on the future of the Cyprus banking sector, which 
showed a number of weaknesses in relation to the supervision of the CBC on Cypriot banks and the 
criticisms for the responsibilities of the CBC on the management of the crisis, a similar commitment to 
review the matter has not been demonstrated so far. The CBC puts forward as an argument the lack of 
financial independence of the Audit Office and the lack of measures for maintaining the confidentiality of 
the ESCB information. Our Office does not consider that the lack of financial independence of the Office is 
affecting the independence that should exist in order to be its auditor, especially when it is also 



 

 

safeguarded by the Constitution of the Republic. Moreover, as we mentioned in our letter to the Governor 
of CBC dated 13.11.2014, it should be considered self-evident that the Auditor General of the Republic 
respects the laws and regulations of our country and those of the European Union, particularly with regard 
to the professional confidentiality as provided for in Articles 37 of the Statute of the ESCB / ECB and of the 
53 Directive 2013/36 / EU. 
The issue of the audit of the CBC becomes more complex as from November 2014, when the Single 
Supervisory Mechanism (SSM) was put into operation. This is composed of the ECB and the National 
Competent Authorities (NCA) which in the case of Cyprus is the CBC. From now on, the supervision of the 
'significant' banks of Cyprus is carried out directly by the ECB. The daily supervision is done by joint teams 
made up of staff of the CBC and ECB. For "less important" banks direct supervision continues to be made by 
the CBC. 

 
Investigation regarding the procedures for granting emergency liquidity (ELA) to former Laiki Bank. In a 
letter of our Office to the Governor of the CBC dated 20.10.2014, we reported that in an article of the New 
York Times dated 17.10.2014, which refers to the minutes of the  Board of Directors (BoD) of the European 
Central Bank (ECB) from May 2012 until January 2013, strong disagreements were recorded between 
Germany and other European countries with respect to the granting of ELA to the former Laiki Bank (Laiki), 
noting also that "the then Governor of the CBC Panicos Demetriades said that if they left Laiki to collapse, 
there would be a risk of creating a greater panic in the market." The article also refers to the disagreement 
of the Head of the German Central Bank (Bundesbank) who allegedly was adamant regarding the granting 
of liquidity and argued that "the money supply to Laiki violates the doctrine of the ECB not to support 
troubled financial institutions and that it was not the duty of the ECB Board to keep alive banks awaiting 
recapitalisation which are not creditworthy." Questions in relation to ELA granted to Cyprus are also 
recorded in the article. 
ECB in its reply, which was published on its website on the same day of publication of that article, states 
that the ECB itself does not provide or approve the granting of ELA and that it is the responsibility of the 
CBC, although it has the power to object on the basis that the single monetary policy of the eurozone could 
be affected. In the same article it is added that the ECB "did not act as the supervisor, and relied entirely on 
the evaluation of the CBC." 
On the occasion of this publication and the ECB's announcement, our Office requested the Governor of CBC 
to give instructions so that a copy is immediately prepared of all official reports and other correspondence 
(printed or in the form of official e-mails) at the CBC which were related to the granting of emergency 
liquidity to Laiki starting from the first time when such liquidity was given, pointing out the provisions of 
Article 60 of the Central Bank of Cyprus Law of 2002, as subsequently amended. Considering that the 
provision of ELA is given on the basis of Article 46 (3) of the above Law and therefore it is the responsibility 

Recommendation: Our Office considers that, as a matter of principle and with the effective support 
of the former Auditor General  and currently Governor of CBC, the issue should, as she advocated 
since  the relevant legislation was amended,  be reviewed immediately in order to achieve as soon 
as possible the relevant amendment to the legislation to provide full and free access to all of the 
data, information and archives of the CBC, including issues relating to the ESCB as per the 
standards of other Eurozone countries, where the possibility to audit all functions of the NCB is 
provided to the Auditor General. Doing so, involves sending the draft of the bill to the ECB for an 
opinion. At the same time, we look forward to the Governor’s support, during the examination 
taking place at European level, so that the ECB is fully audited by the European Court of Auditors. 



 

 

of national central banks (NCBs), as also confirmed by the ECB itself, our Office expected to be granted full 
access to the above information with the obvious capability of making copies as is normally required for 
audit evidence. 
(a) Audit scope. The audit by our Office relates to the procedures of granting ELA by the CBC to Laiki. The 
audit examines whether the proper procedures were followed by the CBC and whether decisions for 
approving 70 such bank requests for ELA, were entirely justified. The audit also covers the supervision of 
Laiki in the period immediately before the commencement of granting ELA and how ELA was managed 
immediately after the decision to close the bank in March 2013. 
(b) Procedures of granting ELA by the CBC. In «ELA Agreement of the Eurosystem" which was originally 
signed between NCBs in 1999 and was subsequently amended, extraordinary liquidity (ELA) covers all 
financing transactions by a NCB which are not granted under the Single Monetary Policy of the Eurosystem. 
Under the same agreement, ELA funding is provided under the responsibility of the NCB concerned, which 
bears the costs and risks which may arise. 
Article 14.4 of the Statute of the European Central Banks and the ECB provides that "National central banks 
may perform functions other than those specified in this Statute, unless the Governing Board rules, by a 
majority of two thirds of the votes, that these functions interfere with the objectives and duties of the 
ESCB. These operations are performed under the responsibility of the national central banks and shall not 
be considered as part of the ESCB functions. " 
Regarding the granting of ELA by the CBC, in accordance with the "Policy Framework for granting ELA» 
which was adopted by the CBC Board of Directors on 31.1.2011, ELA funding is granted in exceptional cases 
to supervised financial institutions that are facing temporary liquidity problems but they are solvent. The 
ELA funding from the CBC is granted under Article 43 (6) of the Central Bank of Cyprus Law of 2002, as 
subsequently amended. 
For the granting of ELA by the CBC, the financial institution submits a written request to the CBC which, 
before its approval, obtains a non-objection decision from the ECB Board upon submission of a written 
request. The non-objection request made to the ECB includes the evaluation of the solvency of the banking 
institution by the Department of Supervision & Regulating of Banking Institutions of CBC, information about 
the collateral provided by the bank to the CBC for ELA and an estimate of the maximum amount of ELA that 
the bank may need in the next 2-3 weeks. The request is evaluated by the Executive Board of the ECB which 
submits a recommendation to the Governing Board of the ECB for an objection or non-objection to the 
request of the CBC's. 
If the ECB Board decides not to object, the CBC has the right to grant ELA to the requesting financial 
institution up to the amount and for the period decided by the ECB Board. The ELA funding from the CBC is 
usually granted in the form of a loan or in the form of transactions of sale-repurchase of securities (repos). 
In the case of granting a loan, the CBC receives as collateral credit claims of the bank (business / personal 
loans, overdrafts, etc.) or other assets (real estate, shares, etc.). In case of sale-repurchase transactions the 
collateral of the CBC concerns usually bonds / bills of the bank. 
(c) Granting of ELA to Laiki. The CBC started granting ELA to Laiki in September 2011. The amount of this 
funding increased dramatically during 2011 and 2012 reaching €9,8 bn. by early July 2012 and remained 
about the same level until the collapse of the bank in March 2013. 
The large increase in the ELA of Laiki was mainly due to the increasing liquidity needs of Laiki during that 
period (such as large deposit losses in Cyprus and in Greece and maturity of existing loans) and the 
continuing deterioration of the quality and value of the available pledges (downgrades of credit rating of 
bonds and higher non-performing loans of Laiki). The increase is also partially due to the ECB Board’s 



 

 

decision on July 2, 2012 for temporary suspension of the bank's access to monetary policy operations of the 
Eurosystem as a precaution, until the completion of the negotiations with Troika for rescuing the bank. 
From July 2012 until the collapse of the bank in March 2013 the only source of bank financing was the ELA 
from CBC, without the total amount of ELA varying considerably.  
A preliminary analysis conducted showed that the period during which ELA was granted to the former Laiki 
Bank, can be divided into five periods based on significant milestones which proved decisive for the future 
course of the bank. The evolution of the ELA of Laiki is presented below. 
 
 

 
 The first period starts with the first granting of ELA on September 27, 2011 and covers the period 

before and after the critical decisions of the European Council in October 2011 (haircut of Greek 
bonds by 50% and commitment of the Republic of Cyprus for recapitalization of banks by June 2012), 
the submission of the recapitalization plan of Laiki to the CBC in January 2012, up to the official 
announcement of the preliminary financial results of the bank for 2011 on 24 February 2012, 
recognising losses  totalling € 2,5 bn. as a result of the haircut of Greek bonds. At the end of this 
period the total ELA granted to Laiki Bank amounted to € 4,5 billion. 

 The second period covers the period until May 16, 2012, when the caretaker government was 
appointed in Greece in order to proceed with the repetition of the parliamentary elections in June 
2012. This period covers the ineffective efforts of the bank to find new private capital and the 
simultaneous efforts, in cooperation with the Cypriot authorities, for alienation from its businesses in 
Greece, which due to the great uncertainty as to whether Greece would remain in the euro zone, 
were the main obstacles for the participation of private investors in the recapitalization of the bank. 
During this period ELA decreased to € 3,8 bn. 
The third period includes the requests for ELA until July 3, 2012, immediately after the ECB Board’s 
decision to suspend the bank's access to the Eurosystem monetary policy operations. This period 
covers the second pre election period in Greece, the repetition of the elections on 17/6/2012, the 
formal request of Cyprus for financial support from the European Support Mechanism (ESM) and the 
granting of state support to the bank amounting to € 1.8 billion. During this period the amount of ELA 
more than doubled and rose to a total of €9,8 bn. 
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 The fourth period covers the subsequent negotiations between Troika and the Cypriot authorities to 
achieve the MoU of November 2012. 

 The fifth and last period covers the period subsequent to the decisions of the two Eurogroups of 
March 2013 for the haircut of deposits, closing of the bank and the transfer of ELA to Bank of Cyprus. 

During the fourth and fifth period there were no significant changes in ELA. 
(d)    Recording of events and their evaluation. For each of the 70 requests for granting ELA to Laiki, our 
Office has recorded as fully as possible (given the problems of access to the relevant information 
mentioned below) the relevant assessment process that the CBC was conducting and the general decisions 
taken based on the data and characteristics of each period. Specifically, credit ratings of Laiki, matters of 
collateral adequacy, risk management, accounting treatment and legal and other issues that arise in each 
case are recorded. Also recorded, are the events with respect to the period immediately before the 
granting of ELA to Laiki in order to ascertain the circumstances which led the bank to the mechanism and 
the supervision exercised by the CBC during this period. Additionally, facts concerning how ELA was 
managed immediately after the March 2013 decision to close Laiki Bank, are recorded. 
Until the date of preparation of this Annual Report, our Office almost completed the recording of the facts 
as fully as possible for all 70 requests for granting ELA to Laiki bank and will soon proceed to the next stage, 
that of their evaluation. 
As mentioned above, according to the "Policy framework for granting ELA», ELA is granted to creditworthy 
financial institutions in order to solve temporary liquidity problems. Given that the grant of ELA to Laiki 
lasted 18 consecutive months up to the closure of the bank, it will be examined whether ELA funding to 
Laiki could reasonably be considered as funding to a supervised financial institution which was facing 
"temporarily" liquidity problem but, was "solvent", or whether the positive assessment of the solvency of 
the CBC bank was a predetermined policy decision. 
It is recalled that in his statements on March 26, 2013, the former Governor of the CBC had admitted that 
Laiki was kept alive through the "ventilator" of ELA for nine months. He also explained that in June 2012, 
when the recapitalisation attempt failed and the bank asked for state support, there were no legislative 
tools to administer any bank winding up and therefore the bank should be liquated. As he mentioned, this 
would mean that the payment of insured deposits by the Guarantee Fund would be activated, which would 
lead to the bankruptcy of the Republic, since the fund did not have the necessary funds to cover its 
depositors. 
It is noted that in his statement before the Investigation Committee for the economy on August 13, 2013, 
the former Governor of the CBC, when asked about his statement that "Laiki was kept alive through the 
"ventilator" of ELA for nine months," said that his statement was misinterpreted. He added that Laiki 
remained solvent, in view of the prospect of establishing a support program. The above considerations, 
which were subsequently admitted by the Governor of the CBC, will be duly taken into account in the 
examination which will be made as to whether the positive assessment of the solvency of the CBC was a 
predetermined political policy or the decision was based on the real facts. 
In his testimony, the former Governor had also mentioned that Laiki’s liquidity situation was becoming 
dramatic since mid-January 2013. In February – the month of the presidential election – Laiki had daily 
deposit outflows of 20 m., resulting in a total outflow of 400 m., while during the first half of March, the 
total outflow reached 550 m. euro. On the other hand, he argued that liquidity support of the bank has 
nothing to do with its solvency. It should therefore be assessed whether the approach adopted at the time, 
that the bank remained solvent because there was a prospect that a support program would be 



 

 

established, has in practice proved incorrect, since the bank was considered insolvent despite the fact that 
the support program was finally established. 
For this matter, in his testimony before the Investigation Committee for the economy on August 13, 2013, 
the former Governor of the CBC stated that the total capital adequacy ratio of Laiki with reporting date 
March 31, 2012 was 4.05% and therefore it was well below the limit of 8% (which is provided in the 
European Directive 2006/48/EC) and the minimum limit of 9%, set by the European Banking Authority for 
the Tier 1 capital, which should have been ensured by 30 June 2012. In fact, it seems that even after June 
30, 2012, the appropriate attention for the violation of the limit of 8% may not have been given and that 
the assessment of the solvency of the bank by the CBC was based solely on the prospect of its 
recapitalisation and the recovery of this indicator. The purpose of our evaluation will also include whether 
the assessment of the solvency of the CBC was based on fixed criteria or whether this changed when the 
total capital adequacy ratio of the bank, which was originally above the 8% limit, was later found to be 
below the limit of 8%.  
In reply, the CBC referred to the ECB policy governing access of credit institutions to the Eurosystem credit 
operations (Guideline ECB / 2015/27) and in particular to the power of discretion of the Eurosystem not to 
take measures to restrict or exclude the access of credit institutions to those operations, if the credit 
institution is not "financially sound" – that is, it does not meet the supervisory own funds/capital 
requirements - and if the Eurosystem considers that these requirements will be restored through the 
prompt taking of measures for recapitalisation (para. 158 the CBC Directive R. 145/2015). According to the 
CBC, this shows the relationship between the prospect of recovery of the capital adequacy and the 
escalation of the Eurosystem's attitude towards the regular and / or ad hoc exclusion from funding of credit 
institutions in need of recapitalisation. About the solvency evaluation criteria and whether they were fixed 
throughout the period of granting ELA, the CBC referred to the "Policy framework for granting ELA» of the 
CBC stating that for the assessment of the creditworthiness of a financial institution which is below the 8% 
limit, the CBC uses its own judgment. Additionally, the CBC referred to the political decisions that affected 
the outcome of the procedure of recapitalisation of banks receiving ELA and that, based on the decisions of 
the first Eurogroup for Cyprus in March 2013, Laiki would have been recapitalised. Regarding the temporary 
nature of providing ELA, the CBC stated that the aim of the CBC, as of any lender of last-resort, is the 
creation of conditions to allow the termination of providing ELA as quickly as possible without endangering 
the financial stability and this is what temporary nature means. 
Our Office is of the opinion that the parallels drawn between the policy of granting ELA (for which 
responsibility is with the NCB) and the policy for the Eurosystem credit operations (for which the 
Eurosystem is collectively responsible), is incorrect in the case of Laiki, as the then ECB’s policy for the 
exercise of its discretion for the non-exclusion of a “non-financially robust "credit institution from the 
Eurosystem credit operations, applied, according to the decision of the ECB Board on15.5.2012, only in the 
case where the capital adequacy of credit institutions was expected to be restored within a very short 
period, namely within two months, while for any longer period it required the approval of the ECB Board. It 
should be noted that the capital adequacy of Laiki was below the 8% limit for 13 consecutive months 
(February 2012 - March 2013) and that the ECB exercised this discretion in view of the recapitalisation 
expected to be completed by the end of June 2012. With the failure to attract private capital and the 
State’s support with a government bond of € 1.8 bn., the ECB decided to suspend the bank's access to the 
Eurosystem credit operations as a precaution. With this decision, ECB had essentially ceased to exercise its 
discretion, restricting, therefore, any risk of damage solely to the CBC and protecting the remaining 
Eurosystem from a possible collapse of the bank. On the contrary, it seems that the CBC, as from June 2012 
onwards, it continued to exert its positive discretion, until the collapse of the bank in March 2013. 



 

 

It should also be pointed out that the policy regarding credit operations of the Eurosystem is based mainly 
on the assessment of the "financial health" of a financial institution and the policy for granting ELA is based 
on the evaluation of the "solvency" which is a different and broader notion. It is worth noting that so far 
the ECB itself has not clarified, at least publicly, how itself clearly understands the meaning of ELA for 
solvency purposes. 
Regarding the position of the CBC that, as per the policy decision of the First Eurogroup, Laiki would receive 
recapitalisation, we are of the opinion that it ignores the fact that the final policy decision was the bank's 
closure. It is further noted that the solution that was decided in the first Eurogroup does not seem to 
constitute, at least formally, the CBC’s plan for the exit of the bank from ELA. Given the above, our Office 
will assess whether the absence of a workable bank exit plan from ELA in combination with the prolonged 
failure to take drastic measures (such as the liquidation of the bank in an organized manner or to promote 
a bill for the purge of credit institutions on the basis of the recommendations of the International Monetary 
Fund, as presented in October 2011), contributed to a prolonged dependence of the bank on ELA and to its 
increase to non-permitted levels by Cypriot standards, as well as to what extent this affected the 
negotiating abilities of Cyprus with Troika. 
It is further noted that, according to the report in the New York Times dated 17.10.2014, the Governor of 
the Central Bank of Germany (Bundensbank) did not accept the granting of emergency liquidity to Laiki and 
claimed that the same bank deliberately inflated the value of its assets  put as collateral in order to get 
money from the ELA mechanism. It is noted that the CBC has not granted to our Office the minutes of the 
ECB Board concerning the ELA of Laiki, although these were requested. 
Our Office will assess the collateral valuation methodologies used by the CBC to see whether the 
acceptance of the collateral granted by Laiki was an act of technocratic analysis or CBC policy decision. 
Specifically, it will be assessed whether, in cases where the value of collateral based on the current 
estimation methodology was  reduced below the amount of  ELA granted  (due, for example, to an increase 
of non-performing loans, deterioration of credit rating of the bonds or non-adequacy of new collateral), 
suggestions were submitted  from the responsible officers of the CBC, to adopt less conservative 
assumptions or different technocratic criteria, thereby increasing or keeping at the same level the overall 
valuation (rather than reducing it as would be expected). 
The CBC in its letter of reply stated that the methodologies for credit claims were subject to re-examination 
and specialisation in line with the Eurosystem's experience relating to the valuation of eligible collateral for 
the Eurosystem credit operations. In response, the CBC stated also that, during the period December 2011 - 
July 2012, the Eurosystem proceeded to the gradual expansion  of the accepted collateral through the 
framework of Additional Loan Requirements (ALR) introducing new valuation methodologies and that the 
changes to the collateral valuation methodologies for ELA purposes is documented. It also states that the 
timing of the changes was the result of careful consideration, in depth study and thorough assessment and 
exchange of views on a technocratic level before their adoption. The CBC also expressed the view that 
throughout the ELA granting period to Laiki Bank, the CBC had acted in compliance with the procedures 
described in primary and secondary law of the European Union, the Law, the approved policy framework 
and the procedures of the Eurosystem. 
Related to the above, our Office reserves the right to take a position, after the completion of the relevant 
audit and the evaluation of the data. However, we feel that it is necessary to assess whether the 
assessment methodologies of credit claims were taking sufficient account of the reliability of the data used 
for these estimates. 



 

 

Although these issues were discussed with different responsible officers of the CBC during our audit at the 
CBC, our Office did not request a meeting with the Governor of the CBC, because the audit has not yet been 
completed. As it is customary, on the completion of the audit, a meeting with the Governor will precede 
the submission of our final report to her for her views, before it is issued. 
It is also noted that in her reply, the Governor of the CBC requested, on the grounds, among others, of 
pending lawsuits and other legal proceedings, that we remove from our Report all reports relating to the 
audit of ELA and the sale of the Cyprus bank branches to Piraeus Bank so that nothing is published.  She 
further argued that otherwise, for any damage that may occur, "the responsibility will be that of the 
publisher." 
Our Office emphasizes that any liability that may arise will be exclusively of those who have not properly 
acted within their powers during that period and not of those who subsequently detect it in the 
performance of their duties, for the purpose of ensuring transparency and accountability. Anyway, as from 
March 2013 onwards, a lot of relevant information has been published, including data, comments and 
views from persons involved and others, as for example in interviews of the former and previous CBC 
Governors to the media, in academic publications, in the findings of the Investigation Committee on the 
Economy and in the individual memos and reports that resulted from this research, in judicial decisions and 
in the Report of the House of Representatives Committee on Institutions, Merit and the Commissioner for 
Administration, for the operation of the institutions of the financial system. It is clear that with its 
completion, our report will be put before the Attorney General for his own use, while he will also be asked 
to advise us whether any problem will be created by its publication. 
(e)      Obstacles encountered during the audit. 
(i) Incomplete data. As mentioned above, for purposes of ensuring the completeness of the data and 

the accuracy of the audit findings, and given the lack of a comprehensive and reliable archiving 
system at the CBC, our Office with its letter dated 20.10.2014 requested from the Governor of the 
CBC to give  instructions for the preparation of a copy of all of the official reports and other 
correspondence (printed or official electronic messages) that were held by the CBC and were related 
to the granting of ELA to Laiki. We also requested for access to these documents to be granted to our 
Office with the capability to obtain copies as it is appropriate, for audit evidence purposes. 
The CBC submitted to our Office some data but without any assurance regarding the completeness 
and correctness of such information, although it was requested. The initial data submitted to us 
proved to be incomplete, since during the audit, documents which leaked to the newspapers were 
given to us only when they were specifically requested, while in other cases, documents which were 
located in the possession of CBC staff were not given to us as copies. 

 (ii) Request for full and free access to the CBC archives. As a result of the above problem, an exchange 
of letters between our Office and the CBC followed in which we raised the issue. With these letters 
we also requested full and free access to the CBC archives and repeated our request for the 
collection and delivery of all of the relevant material for the audit. 
In response to the above, the Governor of the CBC with her letter dated 27.11.2012, assured us that 
access to the files of the CBC will be given to our Office provided that we give in advance assurances 
in writing that we consider the files relevant to the audit carried out. Our Office considered that the 
above approach was not reasonable as the CBC was not able to provide assurances about the 
reliability of its archive and our Office could not confirm in advance whether the file was relevant to 
the audit. 
However, the audit by our Office continued at the premises of the CBC, without any significant 
difference in the attitude of CBC. On the contrary, in several cases, considerable delay was observed 



 

 

in giving us the data requested, while in other cases we encountered the refusal of the CBC to give us 
specific information requested, putting forward various obstacles or by claiming reasons of 
confidentiality even in cases where the documents requested did not relate at all to the activities of 
the Eurosystem. It is also noted that locating the data, other than those given to us so far, proved to 
be very time consuming, and in many cases the CBC staff proclaimed ignorance of the existence of 
other files or documents, stating that the main discussions and decisions were taken at the 
Governor/Deputy Governor level and that they had no involvement or information. 

 (iii)  Restrictions on access to documents of the Eurosystem relating to ELA. Halfway through the audit 
process, the granting to us of classified documents of the Eurosystem related to the ELA of Laiki bank 
was also terminated, because, as we were told, of restrictions provided in the internal regulations of 
the Eurosystem for the management of classified information. It is noted that this decision is 
contrary to the original decision of the CBC to provide to us these documents upon removal of 
references to banks of other countries of the Eurosystem, and the removal from the minutes of the 
ECB Board, of discussions held between the NCBs’ Governors for the evaluation of the requests for 
ELA to Laiki, including the views of the CBC Governors. 
Based on information received, this change is due to a different interpretation given to the internal 
regulations of the Eurosystem by the ECB Board, which in a more recent decision (January 2015), 
decided that the granting to our Office of any documents classified by the Eurosystem, even if they 
only include information about the ELA to Laiki, is inconsistent with those regulations, since the prior 
approval of the ECB's Board is required if it were to be given to us. In its response, the Governor of 
CBC reported that the issue was not raised by her and recommended to us to get in touch with   the 
ECB directly in order to ask for precise information on the matter. 
Our Office expressed our serious concerns about this issue, noting that non-granting of all 
information relative to the ELA to Laiki threatens the audit conclusions which will be based on 
incomplete information. For this reason our Office informed the Governor that after the completion 
of the audit it will request written assurances concerning the completeness and correctness of the 
information submitted by the CBC. 
Our Office’s position is that since ELA is granted pursuant to Article 46 (3) of the Central Bank of 
Cyprus Law, it does not constitute an activity related to the duties and responsibilities of the CBC 
derived from the Eurosystem and consequently the Auditor General of the Republic has the 
responsibility for the relevant audit under the provisions of Article 60 of this Law. It is noted that, the 
fact that ELA is a matter that does not fall within the activities of the Eurosystem is recognized by the 
ECB itself, as it is specifically stated in its announcement dated 17.10.2014. 
It is therefore pointed out that to the extent that such information concerns or affects the ELA, the 
internal regulations of the Eurosystem for information classification cannot override the provisions of 
the Cyprus law and Article 60 as described above. 

(iv)  Access to information of the internal investigation. Following the decision of the CBC Board to 
perform simultaneously an internal investigation on the same subject by the Audit Committee, our 
Office with its letter dated 27.11.2014, requested, inter alia, to be kept fully informed of such audit. 
In her reply dated 15.12.2014, the Governor of the CBC requested that, given that the relevant 
internal investigation has only just begun, for any further developments it would be better to get in 
touch with the Chairman of the Audit Committee, who personally assured the Auditor General for 
full cooperation in the provision of the relevant information. 
However, the CBC Board in its meeting dated 26.1.2015, examined the request of Office for access to 
this data and decided that "the CBC is not authorised to give classified documents of the ECB to any 



 

 

other authority outside the CBC." Therefore, it stated, neither the report resulting from the internal 
investigation will be given outside the CBC because it will contain information from such classified 
documents. In our subsequent conversation with the Chairman of the Audit Committee he informed 
us that, in any event, the Committee decided not to grant us access to any of the evidence collected, 
regardless of classification. Our Office considers this attitude unacceptable and that, in this way, the 
audit process is obstructed. 
In her reply, the Governor of the CBC did not mention anything about the subject of our access to 
such data but informed us that this investigation is not yet completed. 

(v)  Archiving of electronic correspondence. Another issue on which we expressed concerns is that a 
significant part of electronic correspondence for the relevant period under review has not been 
registered in the files which are under examination. 
It is noted that during the period of granting ELA to Laiki Bank, the relevant regulations allowed the 
CBC officers to selectively archive their electronic correspondence in their personal computers for 
the purpose of subsequent automatic recording in the central archive through a special program. 
However, besides the fact that the correspondence not chosen for archiving via their personal 
computers may have been deleted, there were cases where the archiving in the personal computers 
did not end up, for various reasons, in the central electronic archive. Therefore there was no 
safeguard to ensure the proper implementation of the policy of archiving electronic correspondence 
and as a result, important information may have been lost. 
The same concerns apply in the case of printed correspondence as it has been found that several 
officers and CBC managers keep personal files without these being archived in official records as 
appropriate. 

(iv)  Dispute as to the authorisation for the audit. During the final stages of the audit and after 
notification of this report to the CBC, the Governor of the CBC, in her reply, and without providing 
documentation she expressed the novel view that the investigation conducted by our Office did not 
fall within the provisions of Article 60, despite the fact that the CBC, so far, provides material and 
explanations to our Office. 
Our Office points out to the provisions of Article 14.4 of the ESCB / ECB Statute, on which the clear 
position of the ECB regarding the power and responsibility for granting ELA is based (as stated in its 
notice in relation to the publication of the New York Times, dated 17.10.2014), which states that "... 
these functions are performed under the responsibility of the national central banks and shall not be 
considered as part of the ESCB functions." Consequently, they are subject to the audit by the Auditor 
General of the Republic, under Article 60 of the Central Bank of Cyprus Law. 

 
Sale of Cyprus banks branches in Greece to Piraeus Bank. Our Office is conducting an investigation relating 
to the sale of branches of Cypriot banks in Greece. The investigation is focusing on the events since the 
preparation of the restructuring plan of Laiki Bank until the final disposal of these branches to Piraeus Bank, 
in order to investigate the circumstances which led to the said sale as well as the price of the sale and 
whether it reflected the fair value of the balance sheet items of these branches. 

Recommendation: The CBC must strictly apply Article 60 of the Central Bank of Cyprus Law concerning 
the responsibilities of the Auditor General for its audit. In parallel, the CBC should ensure that any non-
archived paper or electronic correspondence will be archived properly and that it will put in place such 
procedures to ensure the full archiving centrally of all correspondence. 



 

 

The investigation is mainly based on an analysis of the data held by the CBC, the Ministry of Finance, on 
data from other sources, as well as on information from interviews with the various officers of the CBC and 
the Ministry of Finance involved by taking part in the process, the negotiation and sale of the branches of 
Cypriot banks in Greece. The findings, conclusions and recommendations resulting from this investigation 
will be included in the report of our Office on completion of the investigation. 
As in the case of the audit of ELA, during the investigation conducted on the above matter, we have found 
serious deficiencies in the recording and registration of important documents and of electronic 
correspondence, both in CBC and the Ministry’s archives. It was additionally noted that, to date, neither the 
CBC nor the Ministry have collected and delivered to our Office all of the material relating to this issue, 
putting forward various obstacles. As a result, the audit evidence we have so far examined is limited to data 
that has been received from some officers only. 
In its reply, the CBC expressed concern about how such an investigation, particularly as to whether the sale 
price reflected the fair value of the balance sheet items of the said branches, is connected with the 
responsibilities of the Audit Office. 
Our Office points out that the sale of the Greek branches to Piraeus was conducted by the order of the CBC 
in its capacity as a Resolution Authority whose activities are subject to review by the Auditor General of the 
Republic under Article 60 of the Central Bank of Cyprus Law. Besides, the whole process had a decisive 
effect on the overall loss eventually suffered by Cypriot banks and the damage ultimately suffered by the 
Cypriot taxpayers, since, it may theoretically be that the rescue of the banks was done with own means, but 
it is clear that this rescue implicated the State in the process of obtaining a loan agreement. If this was not 
the case, the rescue of banks would not be one of the most basic issues of the Memorandum. It is therefore 
clear that the whole process falls entirely within the competence of the Audit Office since Article 116 of the 
Constitution clearly defines the powers of the Auditor General which, among others, is the audit of any 
obligation (and therefore the loan) undertaken by the Republic.  

 
Resolution Authority – minutes of decisions taken. In March 2015, our Office requested from the 
Governor of the CBC, as Chairman of the Resolution Authority, the minutes of all of the Resolution 
Authority’s meetings, which she refused to deliver on the grounds that they had not yet been approved by 
all the members of the Board of CBC. 
 
The issue of the refusal of the granting of the minutes, even when they were requested in draft form, and 
the long delay in their approval (as we were informed, the approval of the minutes was pending since 
August 2014), was put in writing to the Governor of the CBC, in our letter dated 6.3.2015, in which we also 
pointed out the relevant provisions of the law stating that this act of the CBC was not legitimate. Since the 
activity of the CBC as a Resolution Authority, is not related to the duties and responsibilities arising under 
the ESCB's, but rather are related to the duties assigned to it by the enactment of the Resolution of Credit 
and Other Institutions Law of 2013, the CBC audit as regards its capacity as a Resolution Authority, clearly 
falls within the responsibility of the Auditor General of the Republic. 
The governor of the CBC in her reply dated 12.3.2015 sent to our Office a private lawyer’s opinion about 
the responsibility of the Auditor General of the Republic to carry out an audit on matters relating to the 

Recommendation: As stated in the case of the audit for ELA, the CBC and also the Ministry of Finance 
must implement the relevant legislation strictly. Within this framework it is expected that they will 
ensure to collect and submit directly to our Office all the data related to the sale of the Greek 
branches of the Cypriot banks to Piraeus Bank (including printed and electronic correspondence 
regardless of any classification). 



 

 

exercise of the duties of the Governor of the CBC but did not answer anything about the issue of her refusal 
to grant the minutes of the Resolution Authority, the audit of which falls under the responsibility of the 
Auditor General of the Republic. 
It is noted that until the date of the Annual Report and despite the lapse of more than seven months, the 
minutes have not been yet submitted to our Office, as requested. 
In reply the Governor of the CBC referred to the "alleged refusal of delivery of the minutes to the Auditor 
General” without yet delivering them. In the same reply, the Governor of the CBC expresses the view that 
because these texts have not been approved officially by the Resolution Authority and thus are not official 
documents, she does not understand how they could be granted to us. 
Our Service points out the provisions of Article 60 of the Central Bank of Cyprus Law, namely that "the Bank 
provides him [Auditor General] all necessary information, books and other data." In that regard, it is stated 
that, within the duties of every auditor, formal and informal documents (eg not signed financial 
statements) are obtained and are relatively evaluated. 
To this end, it is noted that in general, the minutes of every meeting of any body " are duly approved" in 
the next meeting, which is expected to be done also in the case of the Resolution Authority. Therefore, it is 
necessary to receive explanations why those minutes, despite the lapse of seven or more months after they 
have been requested officially by the Auditor General, have not yet been submitted to the Audit Office on 
the grounds that they have not yet been "approved officially." 

 
 
Transfer of CBC profits to the State. Article 59 (b) of the Central Bank of Cyprus Law provides that the net 
profit of the CBC is transferred to the Government General Account to the credit of the Government's 
Consolidated Fund, after deduction of the transfer to its General Reserve as referred to in Article 59 (a) of 
the above Laws (20% of net profits or up to 50% if the general reserve falls below the capital of the Bank). 
According to the financial statements of the CBC for 2014 a surplus of €168,3 m. (€226.7m. in 2013) 
occurred. The CBC's Board of Directors, exercising the powers conferred to it by Article 58 (1) of the Central 
Bank of Cyprus Laws, decided, as stated in a note to the financial statements, the maintenance of the 
provision against risks stemming from its main activities, at the same level as in the previous two years. As 
a result, in 2015, an amount of €133m. (80%) was transferred to the Consolidated Fund of the Government 
and an amount of €33.3m. (20%) to the General Reserve Fund of the Bank, compared to an amount of 
€181,4m. and €45.3m., respectively, transferred in 2014 and related to the 2013 fiscal year surplus. 
The total capital and reserves of the CBC for the years 2009-2014 are as follows: 

Year  Total capital and   reserves 
€ m. 

 
 

% 
Increase/ 

(Decrease) 
2009                          63,6             N/Α 
2010  116,7  83,49 
2011  144,8  24,08 
2012  148,1  2,27 

Recommendation: The failure to submit to the Auditor General the minutes of the Resolution 
Authority as requested, constitutes, in our view, a violation of Article 60 of the Central Bank of Cyprus 
Law and hinders the audit of the Auditor General. The CBC must submit directly and without further 
delay all the minutes of the Resolution Authority. 



 

 

2013  170,4  15,05 
2014  215,8  26,64 

 
From an investigation of the matter it arises that in similar laws of NCB of the Eurozone countries, which 
also received approval from the ECB at the same time with or after the accession of Cyprus to the 
Eurozone, there are provisions relating to the maximum amount (ceiling) or criteria governing the amount 
of total reserves. For example there are the cases of Estonia and Slovenia where there are criteria 
regulating the ceiling of the total amount of reserves and of Malta, where the entire surplus of the year is 
paid to the state, after deducting all expenses and liabilities and any provisions and bad debts. The opinion 
of the CBC is that the same cannot apply to Cyprus as in the above countries because each country has its 
own distinct characteristics. Our Office is of the view that best practice always requires comparison with 
similar situations in order to identify deviations resulting in taking the necessary measures, where 
appropriate. Moreover, the countries referred to as an example, due to their size, constitute the most 
comparable indicator in relation to Cyprus. 

 
 
Structure (organisation chart) and appointment of executive directors. The Central Bank of Cyprus Laws of 
2002-2013 were amended on 26.7.2013 in order to provide for the appointment and duties of the 
executive directors. However, the provisions of the articles amended (Articles 12 and 17A), do not seem to 
be consistent with the legal framework and practice in relation to the executive directors at other NCBs of 
countries members of the Eurozone. Indicative examples are Finland, Portugal and Luxembourg where 
executive directors become part of the Bank's structure and their duties and powers are defined clearly. 
It is also noted that the overall structure (chart) of the CBC has not been reviewed for a very long time. 
Given the changes in the CBC operation in connection with the accession of Cyprus to the Eurozone, there 
is a significant need for reform and improvement of its structure for the orderly functioning of the CBC, as 
much as possible and as required by the current conditions and principles of corporate governance. 
In her reply, the Governor of the CBC reported that on 16.1.2015 she forwarded to the Minister of Finance 
a bill which, among other things, amends Article 13 of the Basic Law so that the removal of an executive 
director from his position is made not only by the Council of Ministers, but in the same way as for the 
Governor. That is, if in the opinion of the Board, which is constituted according to the eighth paragraph of 
Article 153 of the Constitution, he does not fulfill the conditions required for the performance of his duties 
or he is guilty for a serious misconduct. The amendment aims to give executive directors the same degree 
of independence as the one enjoyed by the Governor. As the Governor said, the further promotion of the 
bill by the Minister of Finance is pending. 
As regards the organisational structure, the Governor of the CBC, in her response, informed us that an 
invitation to tender for the award of a study to a consulting firm took place and that based on the terms of 
reference given to the firm selected, the study examined four crucial areas: The organisational structure of 
the CBC , its internal procedures and standard practices, human resources and internal governance issues. 
This study was completed in 2015 and was submitted to the CBC Board. As she also reported, the findings 

Recommendation: To set a specified maximum (ceiling) and / or objective criteria governing the amount 
of total reserves, in accordance with subsection (1) of section 58 of the Central Bank of Cyprus Laws in 
which it is now generally provided that in general the amount of the General Reserve Fund is 
determined by the Board based on ensuring the continued and orderly operation of the Bank and the 
necessity for its financial independence. 



 

 

and recommendations of the consulting firm are analyzed and processed, both by the Governor of the CBC 
and by the other members of the Board and the intention of the Board is to use the recommendations 
submitted by the firm as a basis in order to make the necessary changes, to modernise the organisational 
structure of the CBC and to develop its capabilities in order to fulfill, in the best possible way, the 
independent institutional role and responsibility, both nationally and as a member of the Eurosystem but 
also to face future challenges. We are informed further that to this end, a Project Management Office for 
the Reorganisation was set up with terms of reference the planning, coordination, implementation and 
monitoring of the changes, the implementation of which were approved by the Board of Directors, having 
as main focus that during the implementation, the proper operation of the CBC and the non-disruption of 
labour relations are ensured. 

 
 
Personnel: On 31.12.2014, the CBC (including the Governor and the Executive Directors) employed 350 
employees (300 permanent excluding 3 on secondment and 50 under contract), compared with 324 
employees in 2013 (306 permanent and 18 under contract). Their total remuneration amounted to 
€15.5m., compared to €17.8 m. in 2013, ie there was a decrease of €2,3m. The total remuneration of 
officials (Governor and the Executive Directors) amounted to around €483,000, compared to €250.000 in 
2013. 
From the he audit it was noted that during the year 2014, the number of employees with earnings which 
exceeded € 40,000, amounts to 206, ie. about 70% (68.67%) of the Bank’s employees, as follows: 
 

Total remuneration 
For the year 2014 

(€) 

Number of permanent employees* 
        % 

>140.000   2 0,67 
  120.000 - 140.000 3 1,00 
  100.000 - 120.000 25 8,33 
    80.000 - 100.000 15 5,00 
    60.000 -   80.000 60 20,00 
    40.000 -   60.000 101 33,67 
    20.000 -   40.000 83 27,67 
    10.000 -   20.000 10 3,33 
        0 -   10.000 1 0,33 
TOTAL 300 100 

Recommendation: With appropriate modifications, to also review, without delay and based on a 
specific timeframe, the structure (organisation chart) and method of operation and governance of the 
CBC, having as a guide the best practice in other countries of the Eurozone members and focusing as 
much as possible on the smooth, cost-effective and efficient operation of the CBC.  



 

 

*including the Governor and the Executive Directors. 
  

Remuneration for 2014 
(€) 

Number of employees under contract  acontract 

 

>40.000   4 8,00 
20.000 - 40.000 21 42,00 

0 - 20.000 25 50,00 
TOTAL 50 100 

According to the original contract of the Governor of the CBC signed on the 11.4.2014, her annual earnings 
amounted to €192.822 (€168.917 plus Representation Allowance of €23.905). In the revised contract which 
was signed on 27.11.2014, the adjustment of the basic salary with the general increases given to 
permanent civil servants from 2007 until 2013 was removed, resulting in her annual earnings totaling 
€181.973 (€158.068 plus Representation Allowance of €23.905).    
After the enactment of the Central Bank (Amendment) Law of 2013 (N.86 (I)/2013), two Executive Directors 
were appointed for a period of five years from 19.9.2013. Pursuant to the terms of their service, the total 
annual remuneration of the executive officers amounted to € 140.253 (€122.253, plus representation 
allowance €18,000, per year) each. Also, hospitality expenses of the same amount and of the same extent 
as those payable to the General Directors of the Ministries is provided. 
Additionally, it is noted that in 2014, the CBC spend on related staff benefits an amount of €748.317 
(welfare fund €48.954, healthcare €497.186, life insurance€162.631 and family allowance €39.546 for the 
married employees of the Bank). The Central Bank also grants loans to its employees, some of which are 
interest-free and the rest with low interest. The balance of these loans at 31.12.2014 amounted to 
€21.022.284. 

 
Hiring process / provision of services by third parties in relation to the needs which arose in the banking 
system of Cyprus. Our Office carried out an audit during 2013 and 2014 of the hiring process / provision of 
services by third parties, in relation to the needs arising in the banking system of Cyprus. 
The audit conclusions were communicated to the CBC and presented in the Annual Report of our Office, for 
2013 without having yet received any response. These are summarised below: 
(a)     Research to identify capital needs - Assignments to PIMCO. The conduct of a diagnostic check on 
banks was put forward by Troika during its first visit in early July 2012 and it provided for a Coordination 
Committee (CC), which would assume the responsibility of carrying out the diagnostic check. The CC drew 
up the terms of reference for the diagnostic checks based on an example given by the members of Troika 
and decided that these are sent to five companies asking them to bid for the undertaking of the diagnostic 
checks and four of which submitted preliminary bids. At a teleconference of the CC dated 18.9.2012, the 
members expressed their views on the final selection and after a relevant evaluation it was shown that the 
two dominant companies were PIMCO and Blackrock, with the majority of the members considering PIMCO 
as the first option. 
The main weakness points raised for Blackrock was the ambiguity of the answers given to the questions by 
the CC, mainly on the issue of the human resources that it would engage to carry out the diagnostic checks, 

Recommendation: Considering that the remuneration of the CBC employees is clearly higher than in 
the wider public sector for the respective positions of responsibility, our Office considers it necessary to 
impose cuts on these remunerations so that they are compatible with those of employees of the wider 
public sector with the same qualifications and respective duties and responsibilities. 



 

 

and the possibility of conflict of interest deriving from Blackrock’s investments in the two biggest Cypriot 
banks and in major customers of these banks. According to the CC, PIMCO was accompanied at the 
presentation by the audit firm Deloitte with which they would cooperate and was well prepared and 
committed to allocate the human resources needed to conduct the audit. One of its advantages, in the 
opinion of the CC, was that “it had the expertise in predicting the course of balance sheets under 
macroeconomic scenarios and on deleveraging ", which was very useful for the data of the Cypriot banks. 
Its disadvantage was that the offer was quite higher than that of Blackrock - estimated cost of €16,95m. 
compared to €9.65m. to €11,30m., which was the estimate of Blackrock. Ultimately PIMCO was chosen at 
€16,95 m. Our Office noted that, while Blackrock had experience in exactly similar work carried out at 
almost the same period in Greece, its offer was rejected even if its cost was half, compared to that of 
PIMCO. 
(b) Contracts Alvarez & Marsal. During the audit, our Office requested  all contracts / agreements 
signed with Alvarez & Marsal and finally the following contracts were given to us for which, according to 
statements submitted to our Office, until 30.6.2014 a total amount of €7.697 729 (including costs) was 
paid, of which € 3.312.500 was recovered from the banks. It is noted, however, that on 30.6.2014 there was 
a total amount of €1.594.281 pending for service fees and expenses. During the audit of the procurement 
procedures of those agreements and their implementation, the following issues emerged: 
(i)         Investigation to verify the conditions under which the two largest banks suffered damage under 
Article 24 of the Central Bank of Cyprus Law. After the rejection of the terms of reference for the 
investigation by a group of five experts, the CBC, under paragraphs 9 and 35 (1) (c) of the Award of Public 
Contracts (Supplies, Projects and Services) 2006 Guidelines proceeded to the process of negotiation with 
the company Alvarez & Marsal Financial Industry Advisory Services LLP (A & M) in order, for them to act as 
independent experts and to undertake that investigation. The contract was signed on 21.8.2012 and the 
company agreed to be paid €1,6m., plus actual costs. Under the agreement, the CBC has paid an amount of 
€1,6 m. for services rendered and  €225.989 for actual costs. Until the date of the audit there were still 
pending, invoices for actual costs totaling €143.083, of which €52.651 are disputed by the CBC. 
Questions arise as to how the candidate experts were selected, before finally ending up in the five member 
group. Also, there are questions about how A & M turned up, ie whether there was a contact with this 
company in the initial phase (contact with various experts) or whether the company appeared after the 
rejection of the terms of reference by the five experts. It is also unclear whether the CBC had also come 
into contact with other companies before choosing A & M. Additionally, the question is why it was 
considered appropriate that this investigation be carried out as an internal CBC process (instead of being 
conducted by an Investigation Committee to be appointed by the Council of Ministers), this being a reason 
for rejection of the terms of reference by the five experts. 
Regarding the legal basis chosen followed for the award of this contract, we have the view that the 
invocation of Article 35 (1) (c) of the Award of Contracts (Supplies, Projects and Services) Guidelines, which 
provides that the application of the procedure followed (direct award) must be due to events 
unforeseeable by the Bank, is not justified, since in this case there was no urgent need, taking into account 
that the purpose of the research was to verify, retrospectively, the conditions under which the two largest 
banks suffered damage. But even if these conditions were met, no one it seems would have objected to the 
CBC to approach via the negotiation process more companies, so that there was some competition. 
 
It should also be noted that by the end of 2012, reports, which were based on reliable information, came to 
light for a possible conflict of interest that existed in relation to A & M, since in the Greek branch of the 
company («Alvarez & Marsal Greece "), the CEO was a person, whose name was implicated in bank 
scandals in Greece. Also as is shown in official records, the same official acted as Consultant to the Greek 



 

 

Government in relation to the absorption of the Agricultural Bank by Piraeus Bank (which later also bought 
the Greek branches of the Cypriot banks). Given the considerable widening of the terms of reference of  A 
& M and its significant participation which, it seems, had in the sale of the Greek branches of Cypriot banks 
to Piraeus Bank, our Office requested  the CBC's comments regarding the above information. The CBC made 
no comment in its reply for 2013 regarding the above information. 
 (ii)     Banks Restructuring – 1st Phase. The contract was awarded to A & M on the basis of Article 35 (1) (c) 
of the Award of Public Contracts (Supplies, Projects and Services) Guidelines and it was signed on 
31.12.2012. The agreement provided for two phases with the first phase including the assessment of 
restructuring options and the preparation of the restructuring plan for the sum of €960.000 and actual 
costs up to €270.000 and the second phase to include the establishment of an asset management company 
(Asset Management Company - AMC) or the implementation of any other restructuring plan, for the 
amount of €2.662.500 and actual costs up to €540.000. The agreement provided for the implementation of 
only the first phase while to implement the second phase an additional agreement would be required. 
The revised Laiki Bank Restructuring Plan was submitted to the European Commission on 14.3.2013 (ie the 
closing date and the day before the haircut of deposits was decided) and included the geographical 
separation of the bank and the involvement of private investors, while it seems, it did not include a haircut 
of deposits. Under the agreement, the CBC paid to the company the amount of €960.000 while there are 
still pending actual costs invoices totaling €167.242 of which €56.517 is disputed by the CBC. 
Observations 
- Award procedure. It was found that the presentations of the six companies that appear to have been 
taken into consideration before awarding the contract to A & M, did not relate to predetermined terms of 
reference, but ways of restructuring of the banking sector (it is noted in some companies’ presentations the 
issue of evaluation of PIMCO’s preliminary conclusions was also included). Also, no detailed assessment 
report was conducted since, as it was ascertained, the evaluation of the Banking Supervision and 
Regulation Department executive team was given to the Governor orally, such practice being unacceptable 
when it comes to public procurement. In addition, it is not clear how they selected the six companies, and 
whether other companies were excluded. 
In our view, the invocation for using Article 35 (1) (c) of the Award of Contracts (Supplies, Projects and 
Services) Guidelines is not justified in this case either, since the CBC could with proper planning, proceed to 
a tender bid by June 2012 and provide to the successful tenderer the information needed, on 31.8.2012, 
the date on which the original Restructuring Plan of Laiki Bank was submitted to the CBC (before its 
submission to the European Commission for the approval of the government support amounting to € 1.8 
billion, given to Laiki Bank in June 2012). Regarding the timetable for submission to the European 
Commission, it is noted that the European Commission, on 13.9.2012, had given a six months deadline for 
submission of the Plan (ie. up to 14.3.2013), something we consider sufficient for the application of the 
normal procedure of invitation to submit tenders. 
- Informing the Governing Board. From the examination of the minutes of meetings dated 3 and 17 of 
December, 2012, we realised that it is not clear whether the Board was informed of the bid from A & M 
relating to the assessment of the restructuring plans. It is noted that at the meeting of December 3, 2012 it 
was decided to take bids from four companies for the assessment of restructuring plans and A & M was not 
included among them. It was also ascertained that the Board was informed of the award of the contract to 
A & M at its meeting dated 4.2.2013, after the contract was signed. It is noted that in the minutes given to 
us, it is not clear whether the agreement was submitted to the members for approval. 
(iii)    Banks’ Restructuring – 2nd Phase. The contract of the Second Phase was annexed to the contract of 
the First Phase and was signed on 23.3.2013, ie between the two Eurogroups of 15.3.2013 and 26.3.2013, 



 

 

during which the haircut of deposits and the method of restructuring the Cypriot banking system was 
decided. The contract was signed for the amount of €2.662.500 which was provided in the contract of 
31.12.2012, to cover the months of March, April and May 2013, plus the amount of € 500.000 for additional 
work that may be required, plus actual costs up to € 540.000. 
From the record of the Board meeting dated 8.4..2013, it seems that the Deputy Governor said that the 
company has already started restructuring work, but because of changing circumstances due to the 
decisions of the Eurogroup in March 2013, the decision establishing the asset management company (AMC) 
is reversed and therefore the company would continue to offer its services and experience in issues of 
consolidation and restructuring of the banking system. 
For the period March 1, 2013 - May 31, 2013 a total amount of €2.562.500 (ie €100.000 less than the 
amount in the contract) was paid which was recovered from the banks. For the period 1 to 30 June 2013 an 
invoice of A&M for €500.000 for restructuring services was paid and for the period of August and 
September 2013 two other invoices totaling €495.178 were paid. The invoices for June, August and 
September 2013 were not recovered from the banks. The invoice for services rendered for the month of 
July 2013 for an amount of €495.000 is still pending and as we were informed by the secretary of the 
former Governor it was not paid on the grounds that there was no Board approval for July (there was an 
approval only for June, August and September). There are also pending, actual costs invoices totaling 
€267.132 of which CBC disputes the amount of € 48.822. 
Observations 
- Award procedure. The legal basis on which this contract was awarded and the procedures followed have 
not been specified, however, because the agreement states that it is an extension / annex to the previous 
agreement dated 31.12.2012, we consider that it was chosen to follow Article 74 of the Award of Public 
Contracts (Supplies, Projects and Services) 2006 Guidelines which provides for assignment of additional 
works. However, in case the above Article was chosen, an issue arises because the work described in the 
contract dated 31.12.2012 (establishing AMC) is not the one assigned to the company under the new 
agreement / annex and therefore the use of Article 74 is not justified and a new tender competition should 
have been conducted. Also, the question arises whether the company carried out a costing for the new 
terms of reference and whether such costing was discussed and approved by the CBC because, as it 
appears, the implementation costs of the two different terms of reference appeared to be exactly the 
same. 
- Informing the Governing Board. From the minutes of the Board given to us, it is not clear whether such 
contract / annex was submitted to the Board for discussion and whether it was approved. 
(iv)    Recapitalisation of Banks. During our audit we examined two contracts dated 23.3.2013, signed by 
the Governor and the head of A & M (Mr Hal Hirch). The terms of reference of the two contracts relate to 
assisting in the analysis of investment opportunities and to assisting in the preparation of related material 
preparation for potential investors and, as mentioned, they constitute an annex to the agreement dated 
31.12.2013. The differences between the two contracts are: 
 Contract 1:  The remuneration is agreed at €250.000 per month and additional "success fee" 0,10% (10 

basis points) of the total gross capital benefit into the banking system however this is achieved. The 
contract is signed by the Governor on the condition that it is approved by the Board of Directors at its 
meeting dated 25.3.2013 and notified only to the Deputy Governor and the Ministry of Finance.  

  Contract 2: The remuneration is agreed at €250.000 per month with an additional recapitalisation fee 
0,10% (10 basis points) of the total gross capital benefit into the banking system, ie without the term « 
however this is achieved ». The contract is signed without being subject to the approval of the 



 

 

Governing Board and it seems to be notified (cc) to the legal adviser of the CBC. Also, under the 
signature of the Governor there is a handwritten note stating “Signed under duress. Mr. Hirch 
threatened to move the entire Alvarez team out of Cyprus at the peak of the crisis if I did not sign.” 

For the period 01/03/2013 - 30.5.2013 5 invoices totaling €750.000 for recapitalisation services were paid, 
which were recovered from the banks. For June 2013 another invoice of €250.000 for recapitalisation 
services was paid, and for the months of August and September 2013 two other invoices of €158.228 and 
€195.834 were also paid. The invoices for June, August and September 2013 were not recovered from the 
banks. There is an invoice of €241.829 for the company’s fees for the month of July 2013  still pending. 
The company with its letter dated 19.9.2013 requested recapitalisation fees amounting to €4,75m., which 
is reportedly, a compromise on the amount of €11 m. and that this proposal is not negotiable. On 
21.10.2013, the legal adviser of the CBC with a letter to the Governor of the CBC, which was leaked in the 
press, said that the original agreement (Contract 1) is not legally enforceable because it has not been 
approved by the Governing Board and that the differentiated contract document (Contract 2), dated 
23.3.2013 was signed on 28.3.2013 after an amendment to Contract 1 and that the text was not notified to 
him despite the fact that such notification was mentioned in the contract document. The letter from the 
legal adviser concludes that the success fee payment is not justified by Contract 2 since the rescue with 
own means cannot be considered «total capital benefit into the banking system». In response to the above 
letter from the legal adviser and its publication, A & M, with a new letter dated 23.10.2013 to the 
Governing Board states that it accepts the calculation of the recapitalisation fee as proposed in the letter of 
the legal adviser dated 23.3.2013 and which apparently was not adopted (it is noted that the letter of A & 
M does not indicate the amount claimed). A & M with a new letter dated 26.10.2013 to the Governing 
Board, states that it is ready to accept the amount which will be determined by the Governing Board. 
Additionally it requests that the pending remuneration fees and actual costs are paid. 
The former governor with his letter dated 29.11.2013 stated that the Board decided that the payment of 
any remuneration for recapitalisation is not justified. The CBC with its letter dated 29.8.2013 terminated 
the contract for the restructuring and recapitalisation of the banking sector with a termination date of 
30.9.2013. According to an extract from the minutes of the Governing Board’s meeting dated 21.10.2013, it 
was decided that regarding the pending invoices of the companies A & M and Rothschild, full details such 
as contracts, invoices, receipts, staff, working hours and costs should be submitted as soon as possible. 
Observations 
- Award procedure. The legal basis on which this contract was awarded and the procedures followed have 
not been clarified in this case either. 
- Informing the Governing Board. The minutes of the Board given to us are not clear whether such contract 
/ annex was submitted to the Board for discussion and whether it was approved.  
- Signature of double contract and possible criminal offenses. As we were informed by a Senior Legal 
Counsel of the Republic on the issue of the two similar contracts, a criminal investigation has been 
conducted and the Attorney General decided that there was no adequate evidence of a criminal case. In 
view of the above, our Office has not requested further clarifications. 
- Non-adoption of legal counsel’s advice. The audit revealed that the advice of the legal counsel given with 
his letter dated 23.3.2013 did not seem to have been adopted for any of the two contracts which were 
signed. The term which was included in the contract (Contract 2) is extremely one sided considering that as 
at the date of signature of the agreement of 23.3.2013 it was already decided (Eurogroup 15.3.2013) that 
the support program would include funds from the haircut of deposits (the rate of which had not then been 
decided) as well as capital from the Republic of Cyprus (through the loan that it would receive from the 
EMS, the amount of which it was decided to be limited to €10 bn). Since the above elements were not 



 

 

exempted from the fees for recapitalisation (in line with the recommendation of the legal adviser) the 
company could claim such remuneration for recapitalisation from the haircut of deposits, even if it had not 
managed to attract private investors, which in fact did. Also it was given the right to claim fees for 
recapitalisation from the ESM funds which were to be used to recapitalise the banks (an amount which had 
not been clarified by 15.3.2013), something which raises questions as to the purpose of including this term 
in the contract bearing in mind that the decisions would be taken by the Eurogroup. 
- Validity of Contract 2. As mentioned above, under the signature of the Governor, a handwritten note was 
added stating that he was forced to sign under threat by Mr. Hirch “Signed under duress. Mr. Hirch 
threatened to move the entire Alvarez team out of Cyprus at the peak of the crisis if I did not sign.” Based 
on Contract Law, for a contract to be valid there should have been free consent of the parties. 
(c)   Rothschild Contract. The contract was signed on March 23, 2013 without following a tender 
procedure. As it is transpires from electronic correspondence between A & M and the CBC, in January 2013, 
A & M proposed that Rothschild is appointed for purposes of investment services recapitalisation. The 
Governing Board, at its meeting dated 8.4.2013, was informed by the Deputy Governor of the award of the 
tender to Rothschild according to Article 35 (1) (c) of the Award of Public Contracts (Supplies, Projects and 
Services) 2006 Guidelines. 
The terms of reference were mainly for advice on recapitalisation of banks and the remuneration was 
agreed at €400.000 per month and €75.000 for actual costs plus “for each transaction pursuant to which a 
Cypriot financial institution is recapitalised, a success fee calculated as 0,10 % (10 basis points) of the total 
gross amount of the capital actually injected by any private investor by the relevant entity, organisation or 
body affiliate to the Republic of Cyprus or any entity, organisation or body affiliated to the European Union 
or acting for the Eurozone, such as the European Stability Mechanism shall be due and payable to 
Rothschild” . It is clarified that the income from the haircut of deposits and involvement of the holders of 
securities or other creditors would not be considered as a value transfer. The validity period of the 
agreement was 18.3.2013 until 30.11.2013. 
Observations. 
- Award procedure. As it is revealed in electronic correspondence between CBC and A & M dated 2.1.2013, 
Rothschild was indicated by A & M as a more attractive option compared to Morgan Stanley for the 
purpose of providing recapitalisation services. Accordingly, questions arise as to how the company 
appeared and whether its offer was effectively evaluated by CBC and was compared with other companies’ 
offers . 
- Informing the Governing Board. As it is apparent from the Governing Board minutes dated 8.4.2013 given 
to us, the members were informed of the signing of this agreement but it is not clear whether the 
agreement signed was submitted to the Governing Board  for evaluation. 
- One sided provisions of the Agreement. As in the case of the recapitalisation contract with A & M, the 
condition for the success fee signed provides for a success fee of 0,10% of the funds that would come from 
the ESM. Therefore the total amount agreed by the CBC to pay as a success fee from the ESM capital was 
0,20%. 
(d)   Services of legal nature from Slaughter & May.   As stated in the Governing Board’s minutes dated 
11.3.2013, the former Deputy Governor informed the Governing Board members that, with regard to the 
issue of using consultants for work of legal nature, relating to the restructuring of the banking sector, the 
Bank, having directly negotiated with several law firms, decided to award a contract to the company 
Slaughter & May. The fee was set at €315.000. It was also agreed to cover the actual costs of the company 
to a maximum amount of €50.000. 



 

 

The relevant contract between the CBC and Slaughter & May was signed on the same date, ie on 11.3.2013. 
As we were informed, after the Eurogroup decision on 15.3.2013, there was an immediate need for 
consulting services. This work increased the cost of these legal services to an amount of €1.441.053 for 
services until 22.4.2013, which, as stated in a letter of Slaughter & May dated 3.4.2013, were not included 
in the original Engagement Letter. On 15.4.2013 a revised Engagement Letter was signed by Slaughter & 
May to conduct additional work needed for the sale of branches of Cypriot banks abroad. The CBC was 
charged with the amount of €365.000, while the remaining amount of €1.076.053 was recovered from 
Bank of Cyprus, Laiki and Hellenic Bank in accordance with Article 3 of the Resolution of Credit Institutions 
and other Law of 2013 (L.17 (I)/2013). 
Observation: Also in this case it was revealed, from the electronic correspondence dated 1.2.2013 between 
the CBC and A & M, that the firm Slaughter & May was indicated by A&M without stating its terms of 
reference and  the reason for its choice. Accordingly, questions arise about how the company appeared and 
whether its offer was effectively evaluated by CBC. Also, the legal basis under which the original contract 
(including the extension) was awarded to this company has not been clarified while there was no evidence 
of other law firms contacted  by the CBC. 
(e)     Andreas Neocleous & Co LLC. As we were informed, the CBC, because of the urgency of the matter 
and at the urging of its legal advisor, requested from, as a matter of urgency, the law firm Andreas 
Neocleous & Co LLC to provide additional specialised legal services, in the context of restructuring the 
banking sector. On 4.4.2013, the law firm Andreas Neocleous & Co LLC sent an Engagement Letter with 
which, inter alia, the service cost per hour (from €220 to €350 per hour depending on the legal counsel who 
would be involved). The appointment was finally approved by the CBC Governing Board on 11.6.2013, since 
from 9.4.2013 until 24.5.2013 there was no quorum, due to the resignation of its members. The cost of 
services was estimated to amount to €150,000. On 18.6.2013, the CBC proceeded with the payment of the 
amount of €91.943, and on 20.12.2013 with the payment of the amount of €39.229. 
In addition, the law firm Andreas Neocleous & Co LLC was appointed as legal advisor to the Special 
Administrator of Laiki Bank, upon suggestion / approval from the then Resolution Authority to provide 
advice and legal services relating to the increased lawsuits. The appointment was made on 10.4.2013 and 
the charges of the law office until 16.10.2014 were €528.601. On 10.3.2015 the Resolution Authority 
announced the strengthening of the legal representation of Laiki for the action against Mr. A. Vgenopoulos 
with the reactivation of the firm Chrysis Demetriades & Co LLC. As noted in the statement, this legal office 
was appointed by the Board of Directors of Laiki in September 2012 to prepare and register the relevant 
actions, as it so did before March 2013 but later was gradually sidelined. 
(f)    Assignment to Blackrock of the evaluation of the methodology and assumptions used by the 
company PIMCO. As stated in the Governing Board minutes dated 4.2.2013, "the Bank, due to the urgency 
of the matter, proceeded after negotiation" with six companies in the award of the tender to Blackrock, for 
the amount of €425.000. In addition, it was decided to cover the amount of the actual costs of the 
company to a maximum amount of €120.000. The audit conducted by our Office revealed that the relevant 
contract was signed on 8.1.2013, i.e. before the relevant decision of the Governing Board. On 10.4.2013, 
instructions were given for the advance payment, as per the agreement, of an amount of €212.500, and on 
12.6.2013, after the receipt of the deliverables provided in the agreement, instructions were given for 
payment of the final installment of €212.500, plus €52.439 for actual costs of the company. 
Observation:    It is noted that, as mentioned above, whereas Blackrock had submitted a financially much more 
attractive offer, it was excluded from the process for finding capital resources (which eventually was awarded to 
PIMCO), on an alleged conflict of interest and because of its investments in the two major Cypriot banks and 
large customers of these banks. Therefore, the question, which reasonably arises, is whether there was, indeed, 
such a conflict of interest and if so, why the CBC ignored it this time and awarded the contract to Blackrock on 



 

 

8.1.2013. Our Office also inquired whether the deliverables of Blackrock were taken into account in any way, 
and if they did in fact help to reduce the requirements established by PIMCO for the recapitalisation of Cypriot 
banks. 
Tenders. 
Competition 02-2015 for the contract for the supply and maintenance of a diesel saloon vehicle. This 
competition was launched in February 2015 by way of a restricted procedure, with the award criterion 
being the lowest price for the supply of a diesel vehicle saloon type of 1.960 cc  to 2.150 cc and 
maintenance for a period of six years. 
Following a complaint filed by a tenderer that the requirements and conditions of this competition were 
restrictive, since they did not allow his participation, our Office requested in March 2015 the CBC 
documents of the above competition for audit. It is worth noting that these documents have not been 
submitted to date to our Office and, as a consequence, the audit was conducted based on documents 
secured from the interested tenderer. 
Subsequently our office with its letter to the Governor dated 13.3.2015, pointed out that under Article 6 of 
" The Provision of Certain Benefits to Designated Beneficiaries of the Public Sector and the Wider Public 
Sector (Terms and Procedures) Act 2014 - L.3(I)2014», it is prohibited  to buy or otherwise secure an official 
vehicle by the Republic and its granting to a beneficiary for exclusive use or other use, if it has an engine 
cylinder capacity exceeding 2,000 cc. In view of the above and since the requirements of this competition 
allowed the submission of a tender for a vehicle over 2000 cc, we expressed the view that the provisions 
violated the relevant laws and requested to be informed as to the further actions of the CBC. 
On 17.7.2015 - 4 months later, and after sending two reminders - the CBC with its letter informed us that 
the competent Committee unanimously decided to cancel the competition as it considered that it was 
appropriate to amend the specifications relating to the engine cylinder capacity and the vehicle emissions 
should be amended. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

1.6      TREASURY 
Financial Report and Financial Statements. 
(a) Financial Report. The content of the Financial Report is specified in the Fiscal Responsibility and 
Budgetary Framework Law of 2014 (L.20 (I)/2014), Article 78, under which the Financial Report contains the 
final statement of the State Budget and it is submitted to the Minister of Finance within three months from 
the end of the financial. The Financial Report was prepared in time, within the above limit, and was audited 
by the Auditor General of the Republic under Article 116 of the Constitution. 
(b) Financial statements. From 2014 the financial statements of the State are not included in the 
Financial Report, but are submitted separately, in accordance with article 79 of the L. 20(I)/2014. In 
accordance with subsection (1) of article 79 of the L.20 (I)/2014, "... the Accountant General shall prepare 
annually, based on International Accounting Standards, that he may determine (a) the financial statements 
that include all economic operators and (b) the consolidated financial statements of the General 
Government. " 
Pursuant to subsection (2) of the above article, all General Government entities and Local Authorities 
submit their annual financial statements to the Minister of Finance and the Accountant General of the 
Republic within four (4) months from the end of the reference year. In accordance with subsection (5), the 
financial statements and the consolidated financial statements are submitted to the Auditor General for 
audit within six (6) months from the end of the reference year. 
Until the preparation of this Report the financial statements for 2014 which include all economic operators 
were not submitted and therefore the relevant audit was not conducted by our Office. The consolidated 
financial statements of the General Government, were also not prepared because out of the 800 entities, 
only 319 sent financial statements to the Treasury of the Republic and as result, the Treasury of the 
Republic was not able to prepare consolidated financial statements to be submitted for audit. 

   
Arrears of revenue.  According to the Financial Report, the total arrears of revenue of the Treasury for the 
year 2014 were €4,5 m., compared to €11,3m. for 2013, including an amount of  €1.8 m. representing loan 
arrears to government agencies (€1.7 m. for 2013). As we were informed by the Accountant General of the 
Republic, the decrease is due to a commission fee of €7m., related to the granting of a government 
guarantee, which was collected on 31.1.2014. In the arrears of revenue an amount of €2,3m., is included 
which relates to loans to Turkish Cypriots or works in the Turkish occupied areas. 
Transfer of profits from the Central Bank of Cyprus. Article 59 (b) of the Central Bank of Cyprus Law 
provides that the net profit of the Bank, after deducting the transfer to its General Reserve as referred to 
Article 59 (a) of the above Laws (20% of net profits or up to 50% if the general reserve falls below the 
Bank's capital) is transferred to the Government General Account to the credit of the Consolidated Fund of 
the Republic. Based on the above provision, in 2014 an amount of €181.4 m. was transferred to the credit 
of the Government Consolidated Fund, representing 80% of the Central Bank's net profit for the year 2013, 
according to the financial statements audited by private auditors. For the year 2014 the corresponding 
figure was €133.0 m. 

Recommendation:  Every effort and proper coordination is required to be exercised so that all parties 
submit their financial statements by April 30 of the following year, in order for the Accountant General 
to be able to prepare in time, the financial statements which include all the economic operators, and 
the consolidated financial statements of the General Government and to submit them to the Auditor 
General for audit by 30 June. 



 

 

Pension benefits. In 2014 the amount of €582.3m. was paid for pension benefits, compared to €679,4m., 
paid in 2013. According to the Accountant General, given that included  in this amount, is an amount of 
€126.2m. (€116.5 m. for 2013), relating to the additional part of the pensions paid by the Social Insurance 
Fund for retired civil servants, which was deducted from the pensions paid by the Government, a reduction 
to pension benefits, compared to 2013, amounting to €106.8m. or 18.97% occurred. According to data of 
the Pensions Department of the Treasury, the reduction is mainly due to the reduction from 1542 in 2013 
to 517 in 2014 in the number of civil servants to whom pension benefits were paid as a result of voluntary 
retirement. The accuracy of the calculation of pension benefits is audited by our Office on a sample basis, 
before these are paid out of the Consolidated Fund of the Republic (since recovering any overpayments 
received in good faith is not possible according to the Attorney General’s opinion). During 2014 the pension 
benefits of 69 civil servants were audited. 
Development of a new Information Enterprise Resource Planning System (ERP) for the Cyprus 
Government. The Treasury of the Republic had previously promoted the implementation of such a system 
which would replace several outdated software systems and would satisfy new needs arising from the 
implementation of the Medium-Term Fiscal Framework. Due to lack of resources in previous years, no such 
system was acquired. The implementation of the Law on Fiscal Responsibility and Budgetary Framework 
(L.20(I)/2014), raised the most pressing need for the acquisition of an integrated Management Information 
System (MIS), which, apart from the accounting work, it can support in a unified environment, the 
preparation and monitoring of the budget, the management of human resources and the payment of 
salaries and pensions. 
As we were informed by the Accountant of the Republic on this issue, the Republic of Cyprus receives 
technical assistance from the German Ministry of Finance which finances the work of a consulting company 
which, so far, studied the existing software systems and concluded that indeed a new MIS needs to be 
applied. The work of the consultants regarding the specification of the system’s users is assisted by a 
government team. 
The Treasury of the Republic carried out market research and obtained proposals from interested economic 
entities. 8 entities which expressed interest, presented their proposals to the Treasury of the Republic, 
which then, in July 2015, submitted a proposal to the e-Government Council (eGC) for approval of the 
project with an estimated cost of approximately €35m. for a period of 10 years (2016-2025). 
As we were informed by the Accountant General, with her letter dated 2.11.2015, the above cost includes 
the support of the operating system by the Contractor for a period of 10 years. The eGC, in its meeting date 
15.9.2015, decided to include in the system the needs of the Public Service Commission and subsequently 
approved the project. The recording in detail of the requirements of all parties involved (Treasury of the 
Republic, Budget Directorate of the Ministry of Finance, Public Administration and Personnel, Public Service 
Commission and Department of Information Technology Services) has already started. In accordance with 
our recommendations, a provision for preparing an emergency plan has been included in the ERP planning. 
 
1.7  OFFICE OF THE COMMISSIONER FOR STATE AID CONTROL 
Based on the relevant State Aid Control Law, the purpose of the operation of the Office of the 
Commissioner is the compliance with Community legislation on the state aid granted by EU Member States, 
by implementing an effective internal control mechanism and evaluation of measures, implemented or 
intended to be implemented by the Cypriot Competent Authorities. The assessment of these measures is 
based on the Community State aid rules, which are rooted in the Treaty itself for the functioning of the EU 
and specialise in the legislation which the Community institutions have adopted. The main responsibilities 
of the Commissioner are: 



 

 

•      The evaluation in advance of all state aid measures, which the Competent Authorities (Ministries, 
Municipalities and Communities, state bodies, semi-government organisations, etc.)  intend to implement, 
including measures financed by the Structural Funds, in the form of opinions or decisions. 
•          Monitoring and the control of the actions of the Competent Authorities on State aid for the purpose 
of the continuous application of and compliance with the rules. 
•        Advisory services to the Competent Authorities for the setting up of measures compatible with the 
acquis communautaire and for compliance with the rules, during the implementation of the measures. 
•       Representation of the Republic in institutionalised Committees and Working Groups set up by the 
European Commission and involving all EU states, concerning the formation of the state aid rules and how 
they are applied. 
The workload of the Office of the Registrar is growing because:  
a)   Based on the process of modernising the European Commission rules (State Aid Modernisation), state 
aid cases, which are exempt from prior notification to the European Commission for approval, are now 
increasing, in order that the European Commission focuses on the  more effective control of the most 
significant state aid cases. 
b)   The European Commission, as part of the modernisation process, calls the member states to strengthen 
their internal structures and state aid control processes, through concrete actions, such as the ex post 
control of the measures which are in force and the creation of transparent mechanisms (central state aid 
register, etc.). 
c)   The most systematic and thorough control now required by the European Commission on state aid co-
financed with EU funds. 
d)   The extention of the application of the rules on economic sectors and activities which were until a few 
years, outside the control measures under the rules and are now included in them. 
We observed that the rational way to enable the Office of the Commissioner to meet its obligations is to 
create the structure that will make its staffing permanent and will ensure continuity, consistency and a 
smooth and seamless operation. The absence of a permanent and stable structure not only hinders the 
execution of the tasks of the Commissioner but also deprives the Public Service, in general, of the 
accumulation of knowledge and experience on the complex and important field of competition policy. 

  

Recommendation: A structure that will make the staffing of the Office permanent and ensure the 
continuity, consistency and its smooth running should be established. At the same time, efforts should 
be intensified to inform the public sector of matter of the state aid and the need for guidance from the 
Commissioner, when such issues arise. 



 

 

2.  MINISTRIES AND DEPARTMENTS 
2.1  MINISTRY OF DEFENCE 
Due to the severe understaffing of our Office, a large number of National Guard Units have not been 
audited for many years. 
Buildings and housing needs of the Ministry of Defence. The annual cost of rents for housing the various 
Departments / Services / Administration of the Ministry of Defence and the National Guard was, in 2014, 
€563.918 (2013: €700.499). 
The Ministry of Defence houses the Departments / Services / Administration in six different buildings and 
we pointed out that, apart from the high cost of rents, housing in a large number of buildings has a 
substantial operating / administrative cost. The Ministry of Defence, after publishing an invitation for 
interest for the purpose of finding and renting a new building, in order to co-locate all of the Ministry’s 
Departments and the  National Guard Headquarters (NGHSs), selected a building and awaits the approval 
of the Housing Agency of Government Services to proceed with the renting process. 

 
As we were informed by the Director General of the Ministry, the Agency approved the appointment of a 
group to negotiate with the owner of the proposed building for long-term rental, hire or purchase. He also 
informed us that all necessary steps will be taken to inform in time, the owners of the buildings which will 
be vacated. 
Computerisation of the Ministry of Defense and the National Guard. We noted a significant delay in the 
promotion of the computerisation of various applications of the Ministry of Defense and the National 
Guard (Works Division, Cost estimates, Plan for Transportation of National Guardsmen, Stores for Military 
Hospital’s Pharmacy and Stores for Sanitary Material Base), resulting in weaknesses in the provision of 
reliable information and in failure to achieve the required modernization which will bring significant savings 
in administrative costs. With regard to the existing computerised systems, despite repeated suggestions, 
many of them still have weaknesses and shortcomings (Fuelling systems, Payable Rents, Sickness leave, 
Payroll of National Guardsmen and transactions for materials of the National Guard). 

 
The Director-General has informed us that the Ministry of Defence agrees with our observations and have 
started, in collaboration with the Department of Information Technology Services  and the National Guard / 
faculty, the procedures for creating new applications. 
2.1.1 CYPRUS ARMY 
Retraining of Military Physicians in order to obtain a specialty. As a result of our audit, out of all of the 14 
Healthcare Corps Officers who were sent to obtain various medical specialties, eight have already resigned from 

Recommendation: To promote, as soon as possible, the development of new computerised 
applications which were considered to be necessary, and to solve the problems occurring in existing 
systems. 

Recommendation: To follow all legal procedures and to ensure that the renting of the specific 
building will take place only if it will be cost efficient and will serve the needs it intends to cover. 
Meanwhile, if renting of the building will materialise, to take all actions to inform in time the owners 
of the existing rented premises which will be vacated, as per the contractual obligations of the 
Ministry of Defence. 



 

 

the National Guard (57%), some even after the first years of obtaining their medical specialty,and, as a result, 
the National Guard suffered substantial costs for their education, without gaining the relative benefit. 
According to Article 19 of the Army Law of 1990-2013, an Officer or a non-commissioned Officer may not 
resign except with the approval of the Council of Ministers and provided that he has served in the Army for 
at least 15 years. Obligations also apply where additional training or retraining in, other than military 
educational institutions, takes place. For cases of education beyond basic in military institutions, there is no 
provision, which would bind the officers to stay in the Army for a specified time after the completion of 
their retraining, in the relevant legislation. 

 
 
The Director General informed us that the recommendation of our Office has already been taken into 
account in drafting the bill for the revision and consolidation of the Army of the Republic Laws of 1990 to 
2013, which includes provisions for imposing obligations to Army Officers of the Republic who receive 
additional education or retraining during their service, financed totally or partially  by the Republic. The bill 
received the necessary legal review and will be submitted to the Council of Ministers and then to the House 
of Representatives for approval. 
2.1.2 NATIONAL GUARD 
Requisitions / private land leases for purposes of the National Guard. Ensuring private plots of land for 
the housing of military camps and for use as firing ranges or outposts, is achieved either by leasing the plots 
of land, or by issuing Requisition Orders, by the Minister of Defence, to whom the power of the Council of 
Ministers has been assigned under the Requisition for Purposes of Defence Laws. The duration of these 
Orders are for three years, and under the law, it is allowed to issue a new Order after the termination  of 
the old one, a process that can be repeated for as long as necessary to serve the defense needs. 
We noticed that for several plots, which are used by the National Guard, no Requisition Orders have been 
issued or no rent is paid to the owners, as they are not registered and the Ministry is not aware of their use. 
As a result, the Ministry pays at times, retrospectively, rents for plots which were used for years but came 
to its attention later, even 40 years later. Also again, we found weaknesses and failures in the monitoring of 
Requisition Orders, with the result that the timely return of requisitioned plots, for which a decision for 
their release to their owners has been taken, is not assured, thus leading them to be deprived of their 
property, for a longer period than is required for defense needs. 
The Director General informed us that efforts are being made to return to their owners, the plots of land 
that no longer serve defense purposes, while a program produced by the Department of Information 
Technology Services which is expected to solve many problems is in progress. 
 

 
Recommendation: To promote the necessary actions to ensure and safeguard the interests of the 
State, in the cases where additional training or re-training of National Guard Officers is provided in 
military or in non-educational institutions, financed totally or partially with public expenditure. 



 

 

 
 
Cost estimates. On 31.12.2014 the settlement of cost estimates amounting to €226.920 (31.12.2013: 
€99.513), of which an amount of €118.173 related to the year 2014, while the remaining amount of 
€108.747 related to the years 2008-2013, was pending . We found a significant increase in the annual 
amount of outstanding cost estimates from 2013 to 2014, since, in previous years, cost estimates of 
significant value were either archived or were attributed to the State, while now, under the changed 
process, they are put before the competent Technical Committee for write off.  It was also observed that 
the rate of recovery of the cost estimates due is very low, because out of the cost estimates pending on 
1.1.2014, worth €99.513, only an amount of €4.632 (4,65%) was collected. 
Also, we noted differences in the outstanding balances for the years 2011-2013 due to weaknesses in the 
procedure followed in respect of data / files, lack of computerisation, the involvement of several 
Departments / Services of the Ministry and the fact that the cost estimates do not carry a pancyprian serial 
number. As a result none of the departments involved have an integrated file and up to date information. 

 
The Director General informed us that the Ministry of Defence takes measures to clarify the cost estimates 
which relate to prior years. When after interrogation the responsible for the loss is determined, a letter is 
sent to him for payment of the cost estimate and if he does not respond, then the case is referred to the 
Attorney General for action. Also in a progress meeting held on 14.9.2015 between MD and NGHSs/ WMD, 
has been decided that the computerisation program of cost estimates is developed by the NGHSs /ACI as 
soon as possible in order to avoid the involvement of many departments and in order to establish a single 
archive, with pancyprian serial number, for better supervision and monitoring. 
«Go Green» program. Cyprus  participates in the European Defence Agency (EDA) «Go Green» program, which 
aims to  utilise the available military installations for the production of electricity using photovoltaic (P / V) 
systems. Under the above pilot project it has been proposed to develop a P / V park of 5 MW in Paphos air base. 
According to the Ministry of Defence, the cost of the project, which is expected to be completed in 2015, is 
estimated at €6,5 m. and it will be borne by a private investor while the financial benefit for the State will 
amount to approximately €0, 5m., for a period of 20 years. 
According to an internal memo dated 2.1.2015, according to the contract signed between the EDA and the 
successful tenderer on 19.12.2014 and as per the profit-sharing method, MD will receive annually an amount of 
€24.444 for a period of 20 years, while the electricity produced will be purchased by EAC at €0,09 / KWh. 

Recommendation: We recommended that actions should be promoted by both the Ministry and the 
National Guard, for the recovery of outstanding cost estimates and the reconciliation of differences 
identified with a responsible officer designated, to keep the necessary data, as well as to supervise and 
monitor all of the procedures. We also pointed out again the need for the computerisation of the 
register of costs estimates. 

Recommendations: To complete the list of properties for which an Order Requisition Order has not 
been issued whether rent is paid to the owner or not, and to promote the creation of an electronic 
register for requisitions / expropriations / rents. 
The need to maintain the above items to be evaluated by the National Guard, based on defense 
needs, and where appropriate, to promote, in cooperation with the Law Office, the processing of the 
requisition orders or expropriation of plots of land, based on provisions of the relevant laws and the 
plots considered not to be necessary for the National Guard needs, to be returned immediately to 
the owners. 



 

 

After signing the contract, the contractor submitted a request for an annual percentage increase in the 
market price of electricity from the EAC, claiming that otherwise the investment was not viable, a 
requirement which constitutes a modification of a primary term of the competition and the contract. In a 
meeting on 19.6.2015, it was decided after a proposal by EDA, to request the bank that will finance the 
project to send a detailed statement in which the reasons and calculations leading to the reasons why the 
project is not financially viable are presented and to prepare an independent report, which will assess the 
viability of the project based on the above values and to review the need, if necessary, of additional electricity 
supply from the Cypriot Authorities. It is noted that any increase in the electricity market price, will bring a 
greater rate of subsidy from the Fund for Renewable Energy Sources (RES). 
The agreement, which was prepared by the Ministry of Energy, Commerce, Industry and Tourism (MECIT) 
for granting the subsidy, which will be signed between the contractor and the Ministry of Defence, states 
that for the energy produced, EAC will pay the market price, while the subsidy determined in the 
agreement will be paid by the Ministry of Defence, instead of by the RES Fund. 
It appears that the formulation of the agreement, according to the rates currently in force will result in the 
Ministry of Defence to suffer losses, since the proceeds from the photovoltaic park will be lower than the 
amount of the grant to be paid to the company. The estimated production of the park, on an annual basis, 
is expected to reach 8,5 m. kilowatts, therefore, every possible variation of the purchase price by €0,005 
per kWh, will result in an annual loss of €42.500 or a total of €850.000 for the duration of the 20 years of 
the contract. It is noted that this loss, based on existing practice, would be covered by the RES Fund if it 
wasn’t for the variation in the contract by the MECIT. 
Until the completion of our audit, no proposal was prepared by the MECIT, to the Council of Ministers, 
resulting in a considerable delay in the implementation of the project.    

 
The Director General informed us that the Ministry of Defence has not accepted the granting of an increase 
to the contractor and that until now, the issue of cancellation of the agreement has not been raised, since 
the contractor is considering with his bank the viability of the project and therefore the issue of informing 
the Council of Ministers and of securing an approval from CCVC does not arise.  
 Amusement Centers Units (ACU). 
(a)     During our audit of the prices of a sample of products of ACU that we selected on the basis of the high 
demand for their consumption, we observed that their selling prices at ACUs are higher by 27%, compared 
with the corresponding retail prices in supermarkets. This difference in price is not justified considering that 
on the purchase price of ACU products only the Management profit margin of 10% is added, as compared 
to the respective retail price in the market which includes the original product purchase cost, various 
operating expenses of the enterprise as well as the remuneration of the entrepreneur and the business 
profit. 

Recommendations: We requested to be informed as to whether: •        The Council of Ministers, as the most competent body for the possibility of increasing the total market value of the produced kWh for the above project, as provided in Article 8 of the Promotion and Encouragement of the Use of Renewable Energy Sources Law of 2013 ( L112/2013) , has been informed. •       An approval from the Central Committee for Variations and Claims (CCVC) for the proposed increases in the total price of the purchase of energy established in the contract has been obtained. •     An estimate of the amount of the subsidy that will result in each scenario regarding the purchase price increase, both annually and in aggregate has been made. •        Other alternatives have been studied in case of cancellation of the above agreement. 



 

 

It is noted that the suppliers of ACUs are paid in cash upon delivery of the products, as opposed to the free 
trade, and as a result, the suppliers do not bear any significant capital costs or run the risk of no settlement as a 
consequence of the insolvency of the buyer, resulting in a much greater profit margin earned from ACUs than 
that achieved through the sale of the same products in the free trade. 

 
(b)    It was observed that most managers of ACUs already exceeded the time limit of remaining for two 
years in this post specified in the NGHSs document while in some cases they have gone beyond a decade. 
We consider that the above observation contains a risk which, combined with the absence of appropriate 
safeguards and the fact that the product selection process is carried out by the managers of ACUs, of the 
possibility that the successful suppliers of ACU products use unfair practices and techniques for promoting 
their goods, is increased. 

 
(c)   During the evaluation of the results of competitions for the installation and operation of game 
machines and automatic beverage vendors (hot and / or cold)  coffee at the Units of the National Guard, for 
the 2012-2015 period, it was observed that all participants, in all cases except one, were offered exactly the 
same percentage distribution of current receipts, with each candidate indicating interest for a different 
region, which indicates the possibility that there was a  pre-arrangement between them. 

 
(d)      Based on an investigation carried out by the NGHSs regarding the process and the results of the 
public tender for the supply of products for ACUs for the period 2014 to 2016 the following were observed : 
(i)      43 tenders in total were received in sealed envelopes, which, once unsealed and all of the supporting 

documents initialed, were delivered to the evaluation committee. During the evaluation, 11 out of 
the total 43 tenderers were excluded from the process for various reasons. 

            However, the minutes of the evaluation committee which were drafted on the completion of the 
process, referred to 33 successful tenderers instead of 32, that is, an additional one, who does not 
seem to have submitted his offer in time, was included. 

 (ii)    An investigation carried out in the tender documentation of the additional supplier, revealed that   
the supporting documents submitted did not carry the initials of the committee opening the tenders. 

(iii)    The investigation of the completeness and legality of the required documents, which were submitted 
by the successful tenderers, based on the terms of the tender, for the purpose of concluding the 
contracts, revealed various irregularities, the most important of which concerned the failure to 

Recommendation: To set, in the contract documents, a minimum percentage of distribution of the  
 proceeds to the Units. Also to reassess the usefulness of inviting again tenders for the installation and 
operation of gaming machines. 
 

Recommendation: To plan the immediate replacement of the Managers of ACUs who remain in these 
tasks for years. 
 

Recommendation: To establish a committee consisting of members of various Units (other than Administrators of ACUs), which will be investigating the respective sale prices on the shelves of supermarkets of the standard products available in ACUs. Alternatively, the relevant information could be provided by the price observatory of the Consumer Protection Agency of the MECIT. In the specific terms of the tender documents, a provision should also be added, under which only products of ACUs for which the final selling price, as formed after adding a profit margin of 10%, is lower than that of the retail trade, will be awarded.  



 

 

submit the necessary guarantees for the true execution of the contract or the presentation of a 
relevant guarantee for a much smaller amount than expected, as well as the non-settlement of the 
obligations of the successful tenderers as regards the payment of social security contributions, 
income tax and Value Added Tax. 

The above audit findings have been confirmed by our Office. Considering that out of the 33 contracts 
signed by the NGHSs/FD, 14 (42%) are not legal and regular, our Office considers the issue very serious, as it 
concerns the handling of it by Officers of the NGHSs who, under normal conditions, would have to promote 
and safeguard the welfare of the soldiers of the National Guard. As we know, the hierarchy of the NGHSs 
ordered the immediate conduct of an interrogation, in order to attribute disciplinary or criminal liability to 
those responsible. 
The Director General informed us that the investigation has been completed and at this stage is at the 
Judicial Division of the NGHSs. 

 
The Director General of the Ministry informed us that the NGHSs has given instructions to the relevant 
division of the NGHSs (NGHSs / FD) that, before awarding any new public tender, the sale prices of UACs 
products are compared with the corresponding prices of the previous similar contest, in order that these 
are judged whether they are reasonable or not and to arrange that in every following competition, the 
designated independent evaluation committee is requested, prior to submitting its proposal for the award 
of any such contract,  to conduct a comparison of the prices of the offered ACUs products with those in the 
market, always taking into consideration whether it is feasible and practicable. Also, they have already 
given explicit instructions so that the managers of ACUs who have exceeded the specified limit of two years 
in that post, to be replaced. 
In addition, he informed us that the Ministry adopts our opinion so that in future competitions for the 
installation of game machines and the automatic beverage vendors for coffee drinks, a minimum rate 
payable in favor of the Units is specified in the tender documents and that the Minister of Defense, in order 
to solve the issue of ACUs on a total basis, has appointed a Committee for an in-depth assessment and 
study of the functioning of ACUs and the submission a comprehensive report. 
Division of Studies and Quality Control (DSQC). The mission of DSQC is the study and design of the 
materials and the work of the workshop / metalwork of the 3rd TAS, which includes, inter alia, the 
calibration of measuring instruments and the measuring of material strength, and the chemical analysis of 
metals etc. using specialised equipment. Although with the contribution of DSQC, either the construction or 
the repair of materials / spare  parts for equipment of National Guard vehicles and machinery, is achieved 
at a cost much lower than the acquisition cost, we observed that the completion of 29 studies is pending, 
10 of which have not yet started. The Chief of the National Guard, in a letter dated 11.4.2015, informed us 
that a study - evaluation of the work of the production and repairs units, in order to identify what specific 
actions should be promoted, for optimal use of the potential of personnel and equipment, is being carried 
out. Also an effort is being made for the release of funds for the replacement / upgrading of the old 
computer equipment with modern technology machines to support the new software for designs. 

 

Recommendation: To find ways of utilising fully the equipment and the large number of hourly paid 
staff working in the workshop in order to carry out more studies and more construction / repair of 
materials and spare parts, in order to save costs. 

Recommendation: In order to ensure the legality and regularity of the procedures to be followed in subsequent procurement competitions for products of UACs, procedures applicable at all stages from receipt of tender until the award should be established. 



 

 

The National Guard adopts the recommendation of our Office, to identify ways to make full use of the 
equipment and the employment of hourly paid staff working in 3rd TAS in order to promote more studies 
and construct / repair as many as possible materials in the workshops, saving costs. In consequence, the 
National Guard has instructed the NGHSs/TSD, to take further action. 
Tenders.  
Tender no. DIDM/49/2014 for the supply of neutralizing devices and ammunition destruction. In March 
2015, the Ministry of Defence launched an open invitation for a tender for the procurement of neutralizing 
devices and ammunition destruction (4 types), with a cost estimate  of €70.500 + VAT. 
In April 2015, before the last date for submission of tenders, we informed the Director General of the 
Ministry that a written complaint was submitted to our Office from an economic entity concerned, which 
claimed that the technical specifications of the tender for types 1, 2 and 3 photographed the products of a 
manufacturing company, while those of type 4 photographed the products of a different manufacturing 
company, also providing him with references to the websites of these companies. 
In May 2015, the Director General of the Ministry informed us that for any material contained in the 
competition, there were at least three manufacturers - which he named together with their models - who 
could be interested and, therefore, the specifications of the competition were not photographing specific 
products. 
From the study of the tender evaluation report we observed that the manufacturers of the systems which 
had been offered by the two tenderers were not recorded, with the result that the purpose for which we 
requested (and had sent) this report to our Office was not served. In addition to the above, we realised - 
repeatedly in the Ministry’s tenders - that in the tendering evaluation reports, the technical characteristics 
of the products were not recorded on the Panel for the Compliance to the technical specifications. As a 
result it is not possible to verify their compliance with the requirements of the competition. In view of the 
above we asked that a completed evaluation report of the competition - based on our observations - was 
sent to us. 
In June 2015, from the study of the second / additional evaluation report, which was sent to our Office, the 
following were observed: 
(i)    For products type 1, 2 and 3, only one economic entity submitted a tender with equipment of the 

manufacturing company mentioned in the complaint submitted to our Office, which, although they 
were considered within specifications, the Committee was suggesting to cancel these items, due to 
excessively high prices offered in relation to the corresponding cost estimate. 

            (ii)     For product type 4, two economic entities submitted tenders, one with a product of a manufacturing 
company that was mentioned in the complaint submitted to our Office and the evaluation 
committee suggested the award to this entity and, a second one, with a product of another 
manufacturing company, which however was rejected by the evaluation committee, after the 
relevant tender was deemed out of specifications. 

Considering the above, we expressed to the Director General of the Ministry the view that what had been 
reported in the above written complaint which was submitted to our Office, seemed to be confirmed and, 
in addition, a healthy competition had not been developed, for which he had been informed promptly, 
since those allegations had been notified to him in April 2015, prior to the submission of tenders. 
In August 2015, the Director General of the Ministry, taking into account the views / opinions of our Office 
on the competition, disagreed with the recommendation of the evaluation committee for the award of 
item 4 of the tender and referred the matter for consideration by the Tender Board of the Ministry of 
Defense, which eventually canceled the tender on the grounds that a healthy competition had not been 
developed. 



 

 

  As we were informed by the Director General of the Ministry in October 2015, and in the context of 
advancing the administrative reform of the Ministry, the education and training of specialised personnel in 
terms of managing competitions will be promoted in cooperation with the Treasury.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Recommendation: Before tendering, particularly for specialised systems / equipment there should be a thorough market research in order to ensure wide participation and the development of healthy competition. 



 

 

2.2     MINISTRY OF AGRICULTURE, RURAL DEVELOPMENT AND ENVIRONMENT 
Auctioning of greenhouse gas emission allowances. The scheme for greenhouse gas emission allowances 
trading is the most important tool for the implementation of the EU strategy to combat climate change. 
The system sets a cap on the total emissions allowed but, within that limit, it allows participants in the 
system to trade allowances at will. For each trading year, Member States draw up national allocation plans 
which set out their total emissions, the allocation of free allowances to their country’s facilities, and the 
share of allowances to be allocated through auctioning. 
The auctioning of the allowances which are not allocated free of charge, is determined in the Laws for 
Establishing the Scheme for Greenhouse Gas Emission Allowance Trading of 2011 to 2015, according to 
which the Council of Ministers (CM), following a proposal of the competent authority, decides how to use 
the revenue from the auctioning of allowances, of which at least 50% shall be allocated to specific 
environmental activities related to the reduction of greenhouse gas emissions. Cyprus auctioned for the 
first time in 2012, allowances relating to the trading period 2013-2020, delegating the task of auctioning to 
the Cyprus Stock Exchange (CSE), for quantities corresponding to 2013 allowances. In the period 2012-2013 
and 2014, the total auction revenue for Cyprus amounted to €1.928.000 and €729.610, respectively, and 
the total amount spent out of such income on the basis of the said Law , amounted to €533.000 and 
€398,000, respectively. Consequently, an amount of €431.000 or 22% out of the revenue of 2013, should 
be made available in the following years, during the period 2013-2020, to meet the provision of the law for 
the use of at least 50% of the 2013 revenue for specific environmental activities. 
The Director General of the Ministry informed us that the Administrative Committee, established by the 
Council of Ministers Decision dated 19.12.2013 in order to advise the Government on the proper disposal 
of the proceeds from these auctions, requested initially, input from Government Agencies and Local 
Authorities, for activities / projects that contribute to reducing greenhouse gas emissions, so that the 
planning for the allocation of the revenues up to 2020 is made and that a total of 78 proposals were 
submitted for a total value of €51.5m. 
2.2.1  GEOLOGICAL SURVEY DEPARTMENT  
Legislative Setting of the Department’s Responsibilities. Under the provisions of the Geological Survey Law 
(L.140(I)/2013), the Department invited the Communities which have concluded lease contracts for 
governmental boreholes and wish to continue to use them, to apply for a license. 
The Law also states that relevant regulations should be issued, to define the charges for the application and 
the issue of the geological survey licenses and use of government boreholes which, meanwhile, are 
collected on the basis of transitional provisions. The preparation and adoption of relevant regulations is 
pending. 
 
 
 
The Ac. Director of the Department informed us that the preparation of the draft Regulations for setting the 
charges is in progress.  
Premises for housing the Department. As mentioned in our previous reports, the Department is housed 
together with the Mines Service, in a rented building of a total area of 3,312 sq.m., for an annual rent of 
€240.000 . We expressed again the view that the space is very large taking into account the number of staff 
that the Department houses (55 persons) and suggested that, in view of the general need for economic 

Recommendation: The procedure for granting licenses for boreholes used by Communities should be 
concluded as soon as possible and to promote the process for the preparation and approval of Regulations for 
charging the relevant fees. 



 

 

recovery, to examine the possibility of housing the Department on fewer floors or in a smaller building. In a 
letter of the Department dated 14.5.2013 to the General Director of the Ministry ARDE it was stated that the 
relocation of the Department is extremely difficult due to technical and economic constraints, and because of 
risks of possible damage during transportation of specialised equipment. However, the Department 
recognises that at least one floor of the building could be released by internal transfers. As a result of the 
above, a total area of 532 sq.m., was granted to Sectors of the Department of Agriculture, which housed 17 
people, which were recently relocated to the old building of the  Administration of the Ministry ARDE.  

 
The Ac. Director of the Department informed us that, due to both the relocation of the Sectors of the 
Agriculture Department from the rented building and also the lack of interest about housing another 
Service of the Ministry ARDE in the empty space, the Ministry approved the renewal of the contract with 
one less floor. Additionally, the Ac. Director informed us that the matter will be reviewed after the merger 
of the Mines Service with the Department, pending the submission of a written proposal of the owner for 
the sale of building to the State.  
2.2.2  WATER DEVELOPMENT DEPARTMENT 
Arrears of revenue.  
(a)    General information. According to the arrears of revenue report, the arrears of revenue of the 
Department amounted at 31.12.2014 to €153.3m., plus interest of €36.7m., compared to €149.5m., plus 
interest of €34.2m. at 31.12.2013, that is, there was an increase of €6,3m. or 3.4%. The increase is mainly 
due to the increase in the amounts due for water supply to the Community Authorities of Larnaca-
Famagusta by €2,1m. and of Nicosia by €1,2m., and  to the Water Board of Larnaca by €0.9m. The most 
significant amounts are due by the Water Boards of Nicosia, Limassol and Larnaca, as well as by a number 
of Local Authorities, which they invoice the water to their consumers and collect the amounts due, but do 
not pay the Department the cost of purchase. 

 
The Ac. Director of the Department informed us that our recommendations were taken into account. 
Specifically in relation to the debts of the Local Authorities (LA), he informed us that instructions are 
expected from the Ministry of Agriculture, Rural Development and Environment to the Department to 
proceed to exercise greater pressure on the LA. 
(b)    Amounts Due from Water Boards.  The arrears of revenue of the Department include a total of 
€55.579.912, plus interest of €26.614.819 due from the Water Boards of Nicosia, Larnaca and Limassol. Out 
of this amount, €21.679.999 and €15.009.012 relates to the debts of the Water Boards of Nicosia and 
Larnaca, respectively, for the period up to 31.12.2008, which resulted from increases in the price of water, 
from the WDD, and was challenged by the Boards, since the corresponding increases in the tariffs to the 
consumers were not approved by the House of Representatives. It is noted that, in this context, debts from 
the Limassol Water Board to the Department until 30.6.2009, totaling €56.7m., were written off, after the 
approval of the Council of Ministers. With the agreement of the Ministries of Finance, of Interior and of 

Recommendation: The Department should continue its efforts to reduce the arrears of revenue.  

Recommendation: Given the reduced number of staff of the Department, its planned merger with the 
Mines Service and the relocation of the Sectors of the Department of Agriculture, to review and re-examine 
of the housing needs and the possibility of granting space to other government departments currently 
housed in rented buildings. 



 

 

Agriculture, Rural Development and Environment, the Department sent on 11.5.2015, to the Accountant 
General, a proposal to write off the reported debts of the Water Boards of Nicosia and Larnaca. 
Despite the aforementioned write off of the Limassol Water Board debts, in 2009, it was observed that the 
Board re-accumulated amounts due to the Department, which on 31.12.2014 amounted to €13,529,781, 
plus interest of €2.240.416. It is noted that, as from 2012, the Board pays its debts to the Department on 
time and, from 2014, it has began the gradual repayment of the accumulated debt. 
Meanwhile, the Legal Office is handling the matter of the debts of the various Boards after the Department 
referred them to it for legal action. 
 
 
  
The Ac. Director of the Department informed us that our recommendations were taken into account. 
(c)      Payment of subsidies by Public Organisations to debtors of the Department. In conducting the 
annual audit of the Agricultural Payments Organisation (APO) by our Office, we identified over 2000 cases 
of applicants who received in 2014 the total amount of subsidies of €11,4m., while, on 31.12.2014, a total 
amount, excluding interest, amounting to €4,2 m. was owed to the Department. We also identified 909 
cases of farmers with debts to the Department amounting to €2,4 m. (plus interest) who received, during 
the period 1.1.2014-8.7.2015, compensation from the Agricultural Insurance Organisation (AIO), amounting 
to €2,1 m. 
 
 
 
 
The Ac. Director of the Department informed us that our recommendations were taken into consideration 
and at a meeting with competent officials of the APO, it was agreed that a declaration procedure by the 
farmer beneficiaries to the APO is put in place gradually, for the payment of their subsidy to the 
Department, in respect of their debts. He also informed us that there will be a recommendation to the 
Legal Office that, in addition to the legal measures for the enforcement of judgments already applied, to 
require the issue of an Order “for the seizure of property in the hands of third parties”, in order to ensure 
the collection of subsidy which will be given to those debt owners from APO. 
Tenders.  
(a)  Sewerage System of Kokkinochoria Complex – Connection of neighboring Municipalities / 
Communities with the Central Sewerage System of Paralimni - Ayia Napa. According to the feasibility 
study prepared in 2005 by the Consulting Engineers of WDD, the best - techno-economic and 
environmental - scenario provided for the grouping of 10 communities of the Kokkinochoria region, with a 
common Sewage Treatment Plant in Achna. 
The construction of sewage collection networks in the 10 communities of Kokkinohoria region is expected 
to be completed by March 2017 (closure of Programming Period 2007 to 2013), while an effort is made so 
that the construction of Achna’s Sewage Treatment Plant (with associated operations) – due to a delay in 
assigning the contract - is included in the programming period 2014 - 2020, in order to achieve its financing 
from the European Funds. 

Recommendation: We suggested that the Department monitors closely the debts of the Boards and puts forward, if necessary, additional measures for their collection. 

Recommendation: The Department, in collaboration with APO and AIO, to examine whether there is a possibility of offsetting the subsidy payments to farmers by the above Organisations with any amounts due to the Department for the allocation of irrigation water, or of the inclusion of a provision which makes it mandatory for the submission of a certificate of full settlement of debt issued by the Department, to accompany applications for a subsidy payment / compensation. 



 

 

In October 2015, the Ac. Director of the Department informed us that the delays observed in the 
implementation of the whole project, are due to interference of local authorities, organised groups and 
other affected persons as well as to appeals relating to the project for the construction of Achna’s Sewage 
Treatment Plant which are pending before the Tenders Review Authority. 
 
 
 
(b)    Rental of a Building for Housing the Head Office and District Office of Nicosia Department of Water 
Development (WDD). The agreement for the rental of the building was signed on 5.5.2006. The rental 
period was set at 50 years, starting on 6.5.2008. In this agreement it is provided, inter alia, that in the first 
15 years, the exclusive responsibility for the maintenance of the building will be of the Owner. 
The annual rent of the building was determined for the first 3 years, at the amount of £345.000 (€589.468). 
For the remaining years, it was provided that the amount of the rent will be adjusted every three years, 
based on the monthly rent indicators issued by the Department of Statistics and Research and which apply 
for the last month of the end of every three years period. 
The annual maintenance of the building was set at £175,000 (€299.005) for the first five years, at £325,000 
(€555.296) for the next five years, and at £625.000 (€1.067.876) for the last five years, during which the 
owner will have the responsibility of maintenance. 
Our Office noted that the rent and maintenance costs of the above building are both too high and, on the 
other hand, disproportionate of the current needs of the Department. In view of the above, we 
recommended that the Department seeks better ways to utilise the building and also - under the general 
policy of the State to negotiate the level of all rents for buildings, - to make an effort to reduce the rent and 
the cost of maintenance. We also suggested to consider, in parallel, the possibility of buying the building, 
having first obtained an independent assessment of the value of the building and taking into account the 
amount paid so far as rent. 
In April 2014, the Director of the Department informed us that at a meeting held in the Ministry of 
Agriculture, Rural Development and the Environment, on 8.4.2014, it was decided to renegotiate the rental 
contract for the building in order to reduce the level of rental and maintenance costs paid to the Owners. 
In July 2014, after the Department of Public Works became aware that the owners did not obtain, until 
then, a Certificate of Approval for the building, we recommended in our letter to the Director of the 
Department, to seek the soonest, the advice of the Legal Office of the Republic as to the way to handle the 
matter and the subsequent actions of the Department and / or the measures to be taken, in order to stop 
the violation of the law and / or putting the WDD in any danger, because of the possession and use of the 
building without this Certificate having been issued. Additionally, with our above letter, we pointed out the 
following: 
(i) The non inclusion in the building rental contract of a provision which entitles the Department to buy 

the building, taking into account the amount of rent paid until the date of purchase, was a serious 
omission, given that the rental contract period ( 50 years) is very long. 

(ii)  The amount of annual maintenance of the building agreed for the first 15 years, is too high 
considering that the requirements / maintenance needs are low, since the equipment / mechanical 
systems and electrical installations need to be replaced after the 15th year. 

Recommendation: Better planning in order to avoid delays which may pose problems in the financing 
of projects. 



 

 

(iii)      The inclusion of a provision for the Department to undertake the maintenance of the building after 
the first 15 years, was not appropriate, since the building is rented and, therefore, the Department 
will be maintaining a building of which it does not have ownership, with all the adverse 
consequences and problems that this entails. 

(iv)       No adjustment formula for the rent has been provided, and as a result, the level of the rent is far 
too high in relation to the prevailing market rates. 

The WDD, in a letter dated 10.6.2014, warned the Owner that if he did not obtain the final approval 
certificate within 60 days, it reserved its rights under the contract, including its termination and, at the 
same time, informed him that the rent payments were suspended until the certificate was secured. The 
owner replied on 8.7.2014 that the delay in securing the license was due to the changes made during the 
construction of the project, at the request of the Department. His claim was rejected on the next day by the 
Department, on the grounds that any changes had been completed six years ago, hence the delay was 
unjustified. 
In January 2015, the owner suggested a small reduction to the rent and to the maintenance charge for two 
years only, of 2.6% and 10% respectively, which was considered by the Department as insufficient. Then the 
owner proposed a reduction of rent of 8.2%. 
In March 2015, the Law Office of the Republic informed - amongst others - the Department, that the failure 
to obtain the final approval certificate implies that, in principle, an offense as specified in Articles 10 (1) and 
20 (1) of the Streets and Buildings Law has been committed and, although the securing of the certificate is 
an obligation of the owner, the user of the building, namely the Department, is not relieved of the liability 
of committing a criminal offense. 
In view of the above, in the same month, the Department informed the Owner that if until 31.12.2015 he 
did not obtain this certificate, it was obliged to leave the building on 1.1.2016. 
In October 2015, the Ac. Director of the Department informed us that it has received an approval from the 
relocation agency for finding another building for rent, if the owner does not secure the final approval 
certificate by the end of 2015. 
As it turns out, on the basis of the information that we received from the Department, the owner claimed 
that in order for the final certificate of approval to be issued by the Municipality of Nicosia, it is necessary 
to construct a playground which was included in the terms of the building permit. As claimed by the owner, 
the construction of this playground commenced before the summer of 2015 and it is expected to be 
completed by the end of 2015, assuring the Department that the final approval certificate will be secured 
by the end of 2015. 
It is noted that the Attorney General has sought clarifications on the whole issue, which have been 
provided to him by the Department and his final opinion is expected. 
 
 
 
2.2.3    DEPARTMENT OF FORESTS  
State forest land. Our Office repeatedly pointed out the need for comparison of the state forest land, 
which, according to the Department of Forests (DF) data, amounts to 163.818 hectares, with the data of 
the Department of Lands and Surveys (DLS), in order to identify any differences and correct them. Due to 
the large number of outstanding issues identified in the forests for which some work has been done, it was 

Recommendation: In case of non-compliance of the Owner, the Department will have to leave the 
building. 



 

 

decided to give priority to the correction of the data regarding the Athalassa forest, where due to its 
proximity to Nicosia, the value of land is very high. As mentioned in our previous Report, it was revealed 
that, although the state forest land in Athalassa forest stands, according to the Department, at 965 
hectares, at the DLS, an area of about 4 hectares only is recorded as state forest land, while the rest is 
recorded as state owned land or even private. On the initiative of the Director of the Department, a 
meeting with the Director of the DLS was held during which it was decided to continue the process to 
correct the above pending matters. 

 
The Director of the Department informed us that actions for the continuation of the above work have 
started. 
Arrears of revenue. The arrears of revenue at 31.12.2014 amounted to €5.970.294, compared to 
€4.168.715 at 31.12.2013. The increase of €1.801.579 is mainly due to the omission, by mistake, in the 
balances of 2013 of an amount of €1.281.722 and to the non-collection of rental income for 2014. The audit 
of arrears of revenue relating to fees for the use of forest land, identified weaknesses relating to the non 
preparation of an analytical statement of balances due with the names of the holders of annual land use 
permits, due to software that does not provide the necessary safety and to the absence of control of the 
amounts due by the Treasury of the Department. 

 
The Director of the Department informed us that our recommendations will be taken into account and that 
corrective actions will begin. 
Exchange of State forest land with private. We carried out a sampling audit of cases of   exchange of state 
forest land with private and we observed that, during the evaluation of the land, the value of the land in 
exchange is taken into account, but not their size and the impact of the exchange on the reserve of the 
state forest land. We observed also that the way in which the exchange is in the public interest and the 
better management of the forest is not documented in accordance with the provisions of the Forests 
(Disposal of State Forestry Land) Regulations of 2012 and 2014 and that the DF does not examine further 
the cases on which doubts are raised as to the estimates of the value by the DLS. Indicatively, in two cases 
of exchange of state forest land with private carried out in 2007 in Rande forest and in 2012 in Lourka 
forest in Geri, not only it did not seem that the public interest was served, but with the second exchange, 
the reserve of the state forest land decreased significantly, while both exchanges have caused the  
management of  the forests to be more difficult. 
It is noted that in both cases the DLS assessed that the exchanged land were of equal value. We also 
observed that, regarding the first exchange, the individual proceeded with three interventions in the land 
of forest Rande, without the DF taking all necessary measures for immediate restoration and that the 
examination process for the proposed exchange was completed rapidly, unlike other similar proposals, for 
which a large amount of time is required for their examination. With regard to the second exchange, we 
noted that the applicant was a director in one of the Departments involved and that a representative of 
him participated in the meeting held for considering the application and without, however, reporting this 
relationship, ie that the application concerned her supervisor. 

Recommendation: The Department should promote actions to prepare a list of overdue revenue from 
annual land use permits and for its control by the Treasury. 

Recommendation: It is recommended to continue and intensify the above effort. 



 

 

 
 
The Director of the Department of Forests disagreed with the proposed legislation amendment, since in the 
cases where the forest land to be offered, based on values, is of a bigger size, it is requested from the 
interested parties and ultimately the forest land offered is equal in size to the private. He also disagreed 
with our recommendation to request further clarification from the DLS for its assessments of value 
because, in his view, it is not ethically correct to question the assessment of the DLS. He further noted that, 
in cases where there are other reasons that create doubts, the Director of the DF has the discretionary 
power to refuse the request for exchange. Regarding our recommendations for better evaluation of the 
applications and for the investigation of the reported cases of land exchange as to the attribution of 
responsibilities wherever it can be done, the Director of the DF informed us that they will be considered 
and appropriate actions will be taken. Our Office does not agree with these positions. As for the attribution 
of responsibilities, based on the Public Service Law, it falls within the powers of the competent authority 
and not of the Director of the DF.  
Lease or other disposition of state forest land. We pointed out that, while under the Forest Law, the 
Council of Ministers may, in exceptional cases which are justified as they serve the public interest, lease or 
dispose of state forest land, in the relevant Regulations, lease or other disposition of state forest land is 
permitted in several cases which, in our view, cannot be regarded as exceptional and also in cases where 
the public interest does not seem to be served. We also noted cases where various Government 
Departments and Agencies, Semi Government Organisations and Local Authorities use state forest land, 
without having concluded any lease contract or having obtained a license from the DF. 

 
The Director of the Department agreed with our recommendations and informed us that they will be taken 
into consideration. 
Evaluating proposals for lease or other disposition of state forest land.  We carried out a sampling audit of  
cases of state forest land lease proposals submitted to the DF and we observed that, in most cases, the 
Department does not request the submission of the required data by the applicant, to enable the conduct 
of a technoeconomic and preliminary, town planning and environmental evaluation of the proposal before 
its promotion to the Council of Ministers. It is therefore possible that the state forest land is leased to 
persons who are unable to meet their financial obligations, or to approve the implementation of 

Recommendation: The meaning of public interest, whereby approval is granted for the lease or the 
disposal of state forest land and whether the provisions of the Regulations are consistent with those of 
the Law, should be clarified with the Law Office. Also, the Department should promote actions for 
registration of all cases of state forest land use, for which a contract has not been concluded. 

Recommendation: To consider amending the relevant Regulation in order that, at the examination 
of exchange requests, to take into account the size of the land in exchange and the impact of the 
exchange, on the reserve of the state forest land. Additionally, in the assessment of applications for 
exchange of land, a detailed description of the land to be given and to clarify the way in which the 
exchange is in the public interest and how it attains better forest management. In such cases, 
serving the public interest must be obvious and undisputed. Also, in cases where doubts arise as to 
the value of the land as estimated by the DLS, the exchange should not proceed until the objectivity 
of the process is ensured. Regarding the above reported cases of land exchange, the procedures 
followed should be investigated and responsibility is apportioned, wherever this is attributable. 
 



 

 

investments which either are not economically viable, or their operation is contrary to the relevant 
environmental and planning legislation. For example, the Department forwarded to the Council of 
Ministers proposals concerning the creation of a composting and waste management plant in Paralimni and 
a golf course in Ayia Napa without first carrying out a comprehensive assessment of the proposals based on 
the provisions of the Regulations. 

 
The Director of the Department agreed with our recommendations and informed us that the necessary 
actions will be taken. 
Lease or other disposal of coastal state forest land. The Department filed a proposal to the House of 
Representatives to amend Regulation 12 of the Forests (Disposal of State Forest Land) Regulations, so that 
the distance at which the hiring or disposal of coastal state forest land is prohibited, is reduced from that of 
500 m. of the highest tide mark in the Foreshore Protection Zone (FPZ), ie to 91,44 m. from the line of the 
highest tide mark. We noted that, the proposed substantial relaxation of the existing Regulation, does not 
seem to serve the main objective of the Department, which is the protection of state forests, since the 
definition of the FPZ is intended to protect the coastline and not the coastal state forests.  
Also, as it was revealed from our audit of the management of Cyprus beaches, that the FPZ, in some places, 
is located in the sea mainly due to erosion, and its definition is not consistent with the relevant Protocol of 
the Barcelona Convention, which was ratified by the European Union. For these reasons we recommended 
to the Ministry of Interior, the redefinition of FPZ. It is noted that in 2010, the Department entered into a 
contract to build a camping area, in an area located within the coastal state forest zone of 500 m., the 
construction work of which has not yet started. There are also pending for consideration by the 
Department, requests for lease of state forest land within the said coastal area, which, as reported to us, 
will be considered after the amendment of the Regulation. 

 
The Director of the Department expressed the view that the prohibition of hiring or placing coastal state 
forest area outside the FPA, serves no purpose and that both the state forest located within this zone and 
the remaining state forest are protected by the existing legal framework. He also informed us that requests 
for lease of state forest land in the coastal zone will be examined under the existing legislative framework 
and the contract to build the camping area relates to a renewal of the original contract, which was 
concluded in 1980. Our Office does not share the views of the Department and further notes that the 
existence of a contract does not justify its outright extension. 
Lease of state forest land at the Agia Napa Forest to create a golf course. The Council of Ministers on 
26.2.2014, at a company's request, canceled its Decision dated 13.6.2007, whereby an area of 575 hectares 
of forest land in Agia Napa Forest was leased to it to build a golf course and on 9.7.2014, approved a grant 
to that company, state aid of minor importance (de minimis) amounting to €81.803, plus default interest, 

 Recommendation: The proposal to amend the Regulations should be reexamined so as to achieve the 
best possible protection of the coastal state forest. 
 

Recommendation: The provisions of the relevant legislation should be applied and the information 
required for the examination of the application should be evaluated. We also suggested to consider the 
possibility of amending the Regulations for inclusion among the prerequisites for the examination of 
leasing requests or other disposal of state forest land, the settlement of the financial liabilities of the 
applicant to the State (Commissioner of Tax and Social Insurance Services), and the charge of a fee with 
the submission of an application for state land lease.  

 



 

 

which relates to the rent for the period 13.6.2013-26.2.2014, on the grounds that the affected forest land, 
for which rent was paid for the period 2011-2013, has not been exploited for the purpose for which it was 
leased or for any other purpose. 

 
The Director of the Department informed us that the company did not exercise any economic activity. He 
also noted that the Department had secured relevant guidance, for the granting of state aid, from the 
Commissioner of State Aid Control. 
Long-term state forest land lease contract to a hotel in Nicosia. We observed that the arrears of revenue 
from a company to which the DF issued in 1978 an annual permit for  forest land use  in Nicosia, for the 
erection of a hotel, amounted on 31.12.2014 to €3.333.610. The case was assigned by the Attorney General 
to a private law firm, which on 26.6.2012, proceeded to file a lawsuit against the above company for the 
amount of €1.291.990, instead of €2.291.550, relating to the total amount of rents due until 30.4.2012. The 
lawyer suggested not to change the amount of the lawsuit, as this will cause further delay in the 
examination of the case and informed the Department that, the company's lawyer submitted a proposal, by 
telephone, for the company to return to the DF the plot of land and the Republic to withdraw the lawsuit, 
without any other claim. 
 
 
The Director of the Department agreed with our recommendation and informed us that on 6.7.2015 he  
 
The Director of the Department agreed with our recommendation and informed us that on 6.7.2015 he 
sent a letter to the Attorney General, in which he expressed the view that a law suit should be filed for the 
entire amount due from the company and that a proposal for the withdrawal of the lawsuit by the Republic 
should be rejected. As regards our recommendation to ensure an approval from CCVC in case of a 
settlement, the Director expressed his disagreement and informed us that he is awaiting guidance from the 
Legal Office. 
Terms of leasing state forest land. We observed that there is no specific time frame from the date of 
adoption of the Council of Ministers decision, which authorises the DF to enter into a lease contract for 
state forest land, until the conclusion of the contract. Indicatively we mentioned a case where the Council 
of Ministers authorised, on 9.6.2011, the Department to enter into a contract with a company for the lease 
of state forest land for construction of a wind park in Kellia, the signing of which is still pending to date, 
resulting in the affected state forest land to remain bound, without paying any fee. The Director of the 
Department agreed with our remark that the time given to the applicant is excessive and added that this 
was to strengthen the position of the Department in the event of a revocation of the decision of the Council 
of Ministers. We also found that the DF requires nominal rent where state forest land is leased to Local 
Authorities, associations and institutions, as opposed to state aid rules, under which it is necessary to 
impose a market rent if with the lease the Local Authority is  involved in economic activities which affect 
intra-Community transactions. 

Recommendation: The Department should examine whether in the process of evaluating the state aid 
allocation of minor importance to the company, it was evaluated whether the company carried out an 
economic activity during the period that elapsed between the signature and the termination of the 
contract, as defined in the circular no. 71 of the Commissioner for State Aid Control. 

Recommendation: The Department should proceed with actions to file a lawsuit for the entire amount 
owed by the company. Additionally, it is noted that in the event of a settlement before a final decision is 
taken, the matter should be put for approval before the Central Committee for Variations and Claims 
(CCVC), as it constitutes a claim for a public contract. 



 

 

 
 
Illegal possession of state forest land. It was observed that premises located in the National Forest Park of 
the Pedagogical Academy are illegally detained by an individual and 16 of the 60 homes in the Amiantos 
mine, are still illegally held by former employees of the mine. 

 
The Director of the Department agreed with our recommendation and informed us that, for the forest land 
and the premises in the Forest Academy, he intends to send a letter to the Attorney General to provide 
relevant guidance. 
 
2.2.4   DEPARTMENT OF AGRICULTURE 
Laboratories of Plant Protection and Beekeeping Sector. We found that these laboratories have not yet 
been accredited in accordance with ISO / IEC 17025 relating to the creation, organisation and accreditation 
of laboratories of measuring, testing and calibration. Furthermore, we observed that, in the Sector 
laboratories, no alarm and fire safety systems nor security doors have been installed and a fire detection 
system is installed only in one of the laboratories. Additionally, according to the study for the software 
needs, submitted on 19.1.2015 by the Department of Agriculture to the Department of Information 
Technology Services (DITS), a need arises, among other things, for the computerisation of the management 
of the results of the tests on samples received in the laboratories of the Sector. 

 
The Director of the Department informed us that the possibility for the accreditation of the said 
laboratories will be explored and that an estimation of the cost for an installation of an alarm system, fire 
and security doors will be requested from the Departments of Electrical and Mechanical Services and Public 
Works, for the purpose either to be included in the Budget of the Department, or, in the case where cost 
savings are achieved, to be installed as soon as possible. Regarding the computerisation of the 

Recommendation: Although there is no legal requirement for the accreditation of the laboratories 
based on the above standard, we propose to evaluate the possibility of their accreditation, which will 
be the official recognition of their technical competence and reliability. Also, actions should be 
promoted to install the necessary security systems in the laboratories of the Sector, and for software 
preparation, in order both to improve the management of samples and preservation of records, and 
secondly to reduce the administrative costs relating to the registration and dispatch of the recognition 
/ identification results. 

Recommendation: The Department should proceed immediately to take the necessary measures 
to recover the forest land and premises located in the Forest of the Academy and pursue legal 
proceedings for recovery of the houses in Amiantos mine. 

Recommendation: The Department should immediately promote measures to withdraw the said 
Council of Ministers Decision and, for the purpose of avoiding similar cases in the future, to consider the 
possibility of setting a time period from the date of the Council of Ministers Decision, within which the 
DF should proceed to the conclusion of the contract. Additionally, the determination of the rent should 
be decided based on the purpose of the use of the leased land, and not on the category to which the 
applicant belongs. 



 

 

management of the results from the examination of samples, she informed us that a relevant provision has 
been included in the Budget proposals of DITS. 
Organic farming. 
(i)      Supervision of Control and Certification Bodies. The Product Quality Sector of the Department of 

Agriculture is responsible for the control and supervision of the two approved Control and 
Certification Bodies. According to the Sector data, in 2014, two examinations were performed in 
each Body resulting in a number of observations. 

 
The Director of the Department informed us that, for monitoring purposes of the Bodies compliance, a 
related document titled “Control findings / Corrective Actions / Timetable” has already been implemented. 
(ii)    Financial control of the Control and Certification Bodies. We observed that, the Product Quality 

Sector does not carry out any financial control within its control and supervision exercised on the 
Control and Certification Bodies. We noted that one of the two Bodies has not prepared audited 
financial statements for several years, while on the basis of the latest (unaudited) financial 
statements presented, its viability is uncertain and this should be considered seriously by the Sector. 
Also, in view of our various findings from the audit of the certifications by the Bodies, within the 
framework of the Agricultural Payments Organisation grants (APO), a question as to the credibility of 
the Bodies arises, which indicates the need for further control by the Department of Agriculture. 

 
The Director of the Department informed us that a relevant point for presentation and study of their 
audited financial statements of the previous year was incorporated into the list of control checks of the 
Bodies. 
Products of protected designation of origin (PDO) and geographical indication for agricultural products 
and foodstuffs (PGI).  As extensively reported in our previous reports, the registration of "Halloumi" 
designation is pending since 2004. Pending also is the registration of other eight applications submitted for 
other names, while the only products that have been registered so far as products PGI is the "Loukoumi 
Geroskipou" and "Sugared Almond Geroskipou". 

 
The Director of the Department informed us that emphasis is placed on the registration of PDO and PGI 
products and every possible effort is made to accelerate the registration of such products. 
Coordination of checks on the site. Within their powers, the various Sectors of the Department of 
Agriculture carry out spot checks to producers, companies, etc. We observed that, in some cases, Sectors 

Recommendation: Promoting the registration of PDO and PGI should be accelerated, considering the 
expected benefits from the export of Cypriot products at this critical period to the economy that we are 
going through. 

Recommendation: The Sector should require the Control and Certification Bodies, to submit annual 
audited financial statements and carry out appropriate financial analysis in order to draw conclusions 
about their operation, particularly in the light of the small number of such organisations that are 
operating in Cyprus and the problems that may arise in the event of termination of their operation. 

Recommendation: Full compliance of the Control and Certification Bodies with the observations of the 
Sector should be ensured. 



 

 

carry out checks to the same producers / businesses, at different times, to achieve the same objectives. 

 
The Director of the Department informed us that the creation of inspection teams will be studied as part of 
the Council of Ministers Decision dated 4/2/2015 relating to the restructuring of the Ministry of Agriculture, 
Rural Development and Environment (MARDE). 
Collections. As a result of the audit of collections of the Sector of Aromatic Plants of the Department of 
Agriculture, of the Sector of Viticulture and Enology and at the District Agricultural Offices (DAO) by 
revenue collection officers at Headquarters, weaknesses were revealed in relation to the collections, such 
as in the safekeeping of the stock of collection books by a collection officer, contrary to the provisions of 
the Financial and Accounting Instructions (FAI) No. 61, the non-operation and / or the non-documentation 
of the conduct of unannounced inspections to the revenue collection officers by the  Heads of the 
Department or their representatives contrary to the FAI 38, the non safekeeping of cash, the delay in their 
deposit in the bank, contrary to the FAI 30 and keeping very big amounts of cash in the cash register. 

 
The Director informed us that arrangements were made to comply with our recommendations. 
Official controls on the classification of carcasses of cattle and pigs and for reporting the relative prices of 
the Animal Production Sector.  We found that the frequency and the range of controls at slaughterhouses 
and the retail market is not risk-based and as a result the adequacy and effectiveness of official controls is 
not secured. Also, the Department does not charge for the training it provides to interested classifiers, 
lasting 30 hours, while it does not follow up the progress of cases of complaint which were forwarded to 
the Attorney General for legal action, dating back to 2007. We also found that, the legislation does not 
determine the manner and procedures for conducting inspections for the classification of carcasses or 
impose possible administrative fines on cases of incorrect classification. Finally, we noted that the 
implementation of legislation on the classification of pig carcasses, does not offer commercial benefit to pig 
farmers as compared to the benefits resulting from the corresponding classification of beef carcasses for 
cattle farmers despite the considerable administrative and operating costs involved. 

Recommendation: The provisions of FAI regarding the safekeeping of the collection books should be 
applied and measures should be taken for the proper documentation of inspections carried out, for the 
safe keeping of collections, their timely deposit to the bank and for keeping small amounts of cash in 
the cash register. 

Recommendation: To assess the possibility of establishing in the Department of Agriculture, a team to 
carry out on the site visits / inspections, which will be made up of persons who will receive the training 
required for the purpose of, on one hand, the coordination and on the other, achieving cost savings (human 
resources, administrative costs, etc). The members of this team should be replaced periodically, while some 
trained staff to remain in the team, in order to avoid creating special relations with farmers / livestock 
breeders under examination. 



 

 

 
 
The Director informed us that our recommendations will be integrated in the revision of the existing 
legislation, which is expected to be completed in 2015 and that the official inspections for the classification 
of carcasses of pigs and cattle will be based on risk analysis. Additionally, instructions were given to all 
Sectors and DAOs for monitoring the outcome of cases forwarded to the Attorney General. Regarding the 
recommendation for pig producers to be organized in a group, the Sector has already taken such actions. 
Staff issues. 
(I)  Staff Utilisation. From our audit of the Sectors of Animal Production, Viticulture and Enology, and 

the DAOs in Nicosia, Larnaca and Famagusta, we observed that the application of the weekly working 
schedules presents weaknesses and, as a result, cases of staff which may not be utilised sufficiently 
or of overstaffing may not be identified promptly. We also observed that secondments / staff 
placements are carried out without considering the needs of the Departments and DAOs manpower 
needs. It is noted that a significant number of staff of the Department is engaged in the processing 
operations arising from the underwriting agreement with the APO. 

 
            The Director of the Department of Agriculture informed us that the Council of Ministers, in its 

Decision dated 4.2.2015, approved the establishment of a working group, consisting of staff of the 
Ministry ARDE , including its Departments and the Public Administration and Personnel Department, 
which will assess the needs of the Central Administration and the Ministry’s Departments on 
personnel matters. We were also informed that such evaluation is also carried out internally by the 
Department. 

(ii) Work programs, documentation and work measurement and supervision. We observed that the 
DAOs and the Viticulture and Enology Department do not notify the weekly work program outlining 
the assignments per employee, to the Administration of the Department. Also, the advisory services 
provided for agricultural extension issues, crop protection and livestock, which are the main 
responsibility of the staff of DAOs, are not recorded and as a result it is not possible to control and 
monitor the tasks related to this work and, at the same time, the coordination of officers is not 
achieved, resulting in parallel visits conducted to farmers for related matters. 

 

Recommendation: The weekly work program should be regularly prepared and communicated to the 
Administration of the Department, so as to exert the necessary control of allocation of work and use of 
personnel. Also, steps should be taken to record the work which is performed. 

Recommendation: To promote actions for assessing the manpower needs of all the Sectors and DAOs 
of the Department, based on the volume and type of work, and redistribute tasks on the basis of 
position and scale, taking into account the APO’s intention to revoke the underwriting agreement. 

Recommendation: To promote actions to monitor all complaints which were sent to the Attorney 
General and to prepare an official annual plan for inspections based on risk analysis. Also, to study the 
possibility of including in the legislation a provision for imposing administrative fines, for charging 
costs of educational services and for issuing licenses to classifiers and for establishing the method and 
the procedures of inspections for carcass classification. Also, the Department should consider ways to 
encourage pig breeders to organise themselves (in a manner similar to the cattle raisers) so that they 
obtain incentives / benefits from the quality of the carcass, based on the result of the classification. 



 

 

The Director of Agriculture Department informed us that the notification of the weekly work program will 
commence immediately and that actions are taken for the registration of consultancy services for 
agricultural extension issues through an electronic computerised program that will be developed by the 
DITS, while the recording of the work of the rest of the staff will be studied, in order to find the most 
functional and least time-consuming way of documentation. We were also informed that instructions were 
given, for the coordination of visits to agriculture farms to become more effective. 
Protection of water against pollution by nitrates from agricultural sources. For the purpose of 
harmonization of national law with the EU Directive 91/676/EEC for the protection of water against nitrates 
from agricultural sources, a series of legislation has been issued, including Regulation 186/2008, which sets 
out the vulnerable areas due to nitrates from agricultural sources. Additionally, the Action Plan for the 
Protection of Vulnerable Zones by the Nitrates, which is implemented by the Department of Agriculture, 
was approved and revised. The implementation of Directive 91/676/EEC is part of the cross-compliance 
system, as defined in Regulation (EC) 73/2009, any breach of which leads to reductions in subsidies to 
beneficiary farmers of the APO. Our audit at DAOs Larnaca and Famagusta revealed weaknesses in 
monitoring the implementation of the Action Plan. 

 
The Director of the Department expressed the view that the inspections carried out by the APO adequately 
complement the Department's inspections and is not deemed necessary to expand the inspections of the 
Department, a view with which our Office does not agree. We were also informed that, where an 
irregularity is detected, the Department will notify the Department of Environment, which according to the 
Regulation 707/2004, has the responsibility for the coordination of the process for taking measures in the 
case of identifying problems in relation to the provisions of the Control of Pollution of Water and Soil Law. 
Viticulture and Enology Sector 
(i)      Control division for quality of Wine and Spirits. The division was accredited in 2014 by the Cyprus 

Organisation for the Promotion of Quality (CYS-CYSAB) in accordance with the International Standard 
EN ISO/IEC 17020:2004. During inspections for oenological practices and processes for wine 
products, carried out by the division, at a winery, in 2014, three irregularities occurred, relating to 
Regulations offenses in connection with the fundamental definition of wine, the wine levels for sulfur 
dioxide and the limits of sorbic acid content, which resulted in the seizure and  unbottling of the 
illegal products. It is noted that, while the end use of the unbottled product for each case, ie sale to a 
vinegar industry and transfer to the waste facilities of the winery, was decided by the officers of the 
Division, it was not possible to confirm what was actually applied. 

Recommendation: Given the classification of certain areas as vulnerable to nitrates, we recommended 
that the DAOs carry out systematic and comprehensive monitoring of compliance with the provisions 
of the Action Plan for Nitrate. We also recommended to complete the list of inspections for 
compliance with the Plan with all the provisions of the relevant Regulation and to amend it to include 
all the plots cultivated by each farmer. Additionally, we recommended the maintenance of a register 
with the results of sample testing of soil / water and to examine the possibility to amend the 
legislation so that, in addition to reductions in subsidies from the APO, to provide for administrative or 
other penalties for non-compliance. 



 

 

 
 
The Director of the Department informed us that ways to comply with our recommendations will be 
examined. 
(ii)      Oenological Laboratory of Wine and Spirits.  The Wine and Spirits laboratory is the only oenological 
laboratory of Cyprus, officially authorised by the European Commission to carry out official analyses in the 
wine sector. The pricing of the analyses is based on the fees set by the Department of Agriculture and 
notified in the Official Journal dated 6.11.1998 and, when this is not possible, a fee is charged according to 
the fees list established pursuant to the Council of Ministers Decision dated 9.5.2007. It is noted that 
certain analyses carried out by the laboratory are not listed in the Official Journal or on the list of the 
Government General Laboratory (GGL), so there is no set fee for them. 

 
The Director of the Department informed us that our recommendation is adopted and that the finalisation 
of the fees for the said goods and services is at the final stage. Also, we were informed that instructions 
were given for the revision of the fee at regular intervals. 
2.2.5   VETERINARY SERVICES  
 Verifying the reliability of the goat identification and registration system. Under EU and national 
legislation, each Member State shall set up a reliable identification and registration system for sheep and 
goats in order to trace the holding of origin or transit of animals intended for intra-Community trade. 
Therefore, the Veterinary Services (VS) should maintain a valid and updated electronic database with the 
particulars of livestock of the owners of holdings, who also have the responsibility to inform promptly, the 
VS for any variation due to movements, deaths or slaughtering in the number of animals which they hold. 
It was observed that, despite the lapse of over 10 years since its development, the data base of the VS, is 
still unreliable, since according to the total inventory of livestock carried out in 2014, out of the  562.650 
animals which were registered in the database, 168.543 animals have not been identified, ie around 30%. It 
is noted that, a total inventory and a correction of the animal population registered in the system, involving 
significant administrative costs, was also conducted in 2010. It is also noted that the percentage difference 
between the Districts ranged from 17% to 37%, while the imposition of administrative fines by the District 
Veterinary Offices (DVO) is not uniform, as in a District, in which 40.033 animals were not identified, 118 
fines were imposed, while in another, where 38.210 animals were not identified, only one administrative 
fine was imposed. Until the completion of our audit no evaluation of the total inventory results was done. 
It was also observed that farmers still do not inform, in all cases, the VS for the marking of their animals, 
while in some cases, animals are transported to the slaughterhouse without proper marking so, when they 

Recommendation: The Oenological Laboratory should proceed directly to a full costing of all analyses 
for which it has the capacity to do and, based on this costing, to revise the list of fees for the 
analyses, which should reflect the actual cost of carrying out each analysis. Additionally, all the 
methods used by the laboratories of the Sector should be included in the list. 

Recommendation: The authorised inspection officers should confirm the final destination of 
unsuitable products, through a thorough examination of the accompanying documents submitted by 
the inspected units. Also, in cases where the final destination of illegal products is the waste facility, 
the inspecting officers should be present to ensure the end use of the products. Further, when serious 
irregularities are identified in inspected units, they should be immediately categorised into "high risk" 
units and be subject to additional inspections. 



 

 

are presented for slaughter they cannot be automatically deleted from the system but are presented as 
outstanding, the monitoring of which increases the administrative costs for the VS and is affecting 
adversely the reliability of the database. Indicatively, for the period January - April 2015, 77.309 animals 
were scanned at slaughter of which, until the completion of our audit, only 50.180 were erased, while the 
remaining 27.129 animals (35%) remained pending, without the VS making any report or imposing an 
administrative fine. 

 
The Ac. Director informed us that VS are studying various proposals for solving the problems, many of 
which will be addressed through the application of the Animal Health (Identification and Registration of 
Sheep and Goats) (Amendment) Regulations 2015. 
Exports of dairy products to a third country and their return to Cyprus. During 2013, halloumia of total 
weight 76 tons, which were exported to a third country, having been received and taken to the importer's 
premises, were returned, after months, in Cyprus, so their entry into the Republic was not allowed, except 
for destruction, since under Community and National law, they were considered as an imported product 
originating from that country, which is not approved by the European Union (EU) for exports of dairy 
products to the EU. 
The company lodged an objection against the decision of the VS and a three member committee was 
appointed for its examination, which concluded that the products should either be destroyed or re-
exported, stating in its decision that the company's claim for repackaging and re-export of products, is 
logical. 
Despite the above, the claim was accepted and the products were transferred to the company's facilities on 
specific conditions, as decided by the VS and accepted by the company regarding the procedures to be 
followed. However, three of these conditions were violated with the tolerance of the VS. In particular, the 
company was allowed to thaw the halloumi, which were kept in freezing temperature (-18 C.) and to 
repackage them at freezing temperature (2 C.-4 C.), to extend their lifespan from 12 to 18 months and to 
modify their marking codes. It is noted that, during the repackaging and re-export of the products under 
reference, another halloumi cargo, weighing 8.560 kg, was returned by another customer, from another 
third country and was put in guarantee, for the same reasons, at the Border Centre for Veterinary 
Inspections (BCVI) in Limassol, and received the same treatment as the other loads, after the company 
claimed that it formed part of the same batch with the products listed above. 
All the reported products were transferred to the company's facilities in Limassol, under the supervision of 
VS and their biggest part, weighting 67 tons, was repackaged and re-exported, while the rest of the 
halloumi, weighing 10.5 tons, were destroyed. We noted that VS did not observe the destruction process, 
but restricted themselves to overseeing the unloading process of the products from the company's factory 
in closed-type vehicles. 
Additionally, it is noted that in relevant correspondence, reference is made to a similar incident, for which 
returned products from the same country were allowed to be imported in Cyprus. 
We requested to be informed about this incident and to have the views of the VS for the possible existence 
of disciplinary responsibilities, particularly with regard to the acceptance of the company's request to re-
import the products in Cyprus, in violation of the Acquis Communautaire. 

Recommendation: The VS should proceed directly to the evaluation of total inventory results and 
implement a more rigorous and uniform policy on administrative fines for all irregularities in relation to 
the animals’ marking. 



 

 

The Ac. Director expressed the view that all operations of the VS were within the framework of legality and 
no issue arises. She also confirmed that in the past, the release of products returned from a third country 
was allowed, stating that, due to the passage of time, there is no information in the file of VS. 

 
Scrutiny of an objection to seize products. On 27.8.2014, the VS found in cold storage, 7.5 tons of halloumi 
which were put under guarantee and then seized, as they did not have the marking required by the 
regulations. The company submitted an objection against this decision, without paying the relevant fee 
within the period stipulated by the law. The Ac. Director of the VS, requested advice from the Attorney 
General (AG) whether the collection of the above fee could be accepted after the date stipulated by the law 
and while he was awaiting the relevant opinion, he asked the company to pay the fee which was collected 
and proceeded with the appointment of an Investigation Committee for the Examination of the Objection 
(ICEO), informing relatively the company. The AG replied that the complaint cannot be examined, since it 
was not accompanied by the payment of a fee, stating that the subsequent payment is not lawful. The 
officers of the VS, as members of ICEO, refused to proceed with the examination of the complaint, unless 
the AG considered that they were obliged, pursuant to the law for complying with the instructions of the 
Ac. Director. The Ac. Director revoked the appointment of the Committee and informed the company, 
accordingly on 16.10.2014. The company in a letter to the Minister of Agriculture, Rural Development and 
Environment (MARDE), expressed its objection to this decision, arguing that, based on the actions of the Ac. 
Director, the VS are unable to raise an issue of non-payment of the fee, at this late stage. 
Based on the above, a second opinion of the AG was requested, in which he stigmatises  the handling of the 
matter by the Ac. Director and when asked for the third time to issue an opinion on the matter, he stated in 
his letter dated 4.11.2014 that a number of actions, namely acts and omissions of the Ac. Director, 
demonstrate sloppiness and inconsistency in the whole handling of the matter of the objection, saying that 
after the unfortunate manipulations he should, based on good governance principles and good faith, 
proceed to examine the objection. He also noted that the responsibility for the legality or otherwise of the 
procedure followed, is borne by the Ac. Director. 
After this development, ICEO went on to examine the objection and held that, based on the information it 
received and its findings, the traceability and origin of the raw material production of halloumi, the 
production process, the laboratory microbiological control of halloumi and their packaging and storing are 
documented  and thus decided,  their release, after carrying out the necessary microbiological tests. 
According to the report of ICEO, it is documented that on 20, 21 and August 25, 2014, the company had at 
its disposal the necessary quantities of milk for the production of 7.5 tons of halloumi. Our Office, based on 
the information made available to it, came to the opposite conclusion, since it did not seem that the 
company possessed sufficient quantities of milk for the quantity of halloumi it claims that it produced on 
20.8.2014 and packed on 21.8.2014. According to the quantity of milk, which the company submitted to 
the committee, the company was able to produce, according to our calculations, a total of 10 tons of 
halloumi, which it packed on 21.8.2014 and, according to the forms provided by the company on 21.8.2014, 
it seems that about 18 tons of halloumi were packed. We requested the VS to give us an explanation and 
their views whether there is a possibility of the existence of disciplinary responsibilities.  

Recommendation: Our Office maintains the view that the handling of the matter was incorrect and 
recommends an administrative inquiry by the Control Unit of the Ministry ARDE. If the VS continue to 
have the view that the repackaging and re-exporting is legally permissible, then it must proceed to 
seek the opinion of the Attorney General. 



 

 

 
 
The Director General of the Ministry ARDE, informed us that the above issue is under investigation by the 
Ministry and we will be informed accordingly. 
Comments on the operation of a dairy industry. During an inspection of products for export, conducted in 
a dairy factory of a company, many problems and deficiencies such as cleanliness of the plant, exposure of 
the raw material used to prepare dairy products to high temperatures and non-compliance with the 
appropriate temperatures in the packaging areas of the products, were identified by an officer of the VS. In 
addition, products intended for export, were scattered in various cooling chambers, without the staff 
knowing the place of storage of the total quantity intended for export. 
Finally, officers of the VS identified a change in the location and the process for the second packaging 
process of the products, without informing, the VS in advance, while a cold store was used for years 
without authorisation. 
We drew attention to Article 9 of the Regulation (EC) 854/2004, which explicitly states that when the 
competent authority (ie the VS), identifies non-compliance with the Regulations (EC) 852/2004 and (EC) 
853/2004, which are related to food hygiene and in defining specific hygiene rules for food of animal origin, 
it shall take measures to ensure the remedying of the situation by the food business and asked to be 
informed about the relevant actions of the VS. The Ac. Director of the VS, informed us that the Responsible 
Officer of the Food Business (ROFB), further to guidance from the VS, proceeded immediately to take 
corrective action which satisfied the requirements of the VS and therefore the imposition of any measures 
was deemed unnecessary. 

 
Red meat carcasses. During 2014, four approved red meat slaughterhouses were operating nationwide in 
which, according to the VS data, a total of 826.259 animals were slaughtered. In connection with the 
operation of these slaughterhouses, the following problems were observed: 
(a)   Recruitment and Training. At times outside the normal working hours of the Public Service, 
slaughterhouses are staffed by one Official Veterinarian and one Veterinary Inspector only. This, coupled 
with the fact that the Veterinary Inspectors are not fulfilling the criteria of Regulation (EC) 854/2004 
concerning the qualifications of the Official Assistant and cannot conduct meat checks and other tests to 
assist the Official Veterinarian in carrying out their duties, is jeopardizing the quality of the tests carried 
out. 

 
The Ac. Director of VS, informed us that the VS have already established a training program of the 
Veterinary Inspectors and its implementation is expected. In addition, she informed us that 

Recommendation: The VS should provide training of the Veterinary Inspectors so that they meet the 
criteria of the Official Assistant. 

Recommendation: VS should require compliance with the Regulations by all Responsible Officers of the 
Food Business. 

Recommendation: Our Office recommends an administrative investigation to be held by the Control 
Unit of the Ministry ARDE. At the same time, the VS should proceed directly to the training of all 
officers regarding the issues of traceability since, on the occasion of this incident, it emerges that 
serious deficiencies exist. 



 

 

slaughterhouses will operate outside the working hours of operation of the Public Service, only on 
Mondays. 
(b)     Pre-slaughter inspection. The pre-slaughter inspection includes, inter alia, the examination of the 
forms accompanying the animals to the slaughterhouse, such as the forms for transfer of livestock for 
slaughter and the forms that include information on the food chain. From a random examination of a 
sample of forms for the food chain, it was found that virtually all forms were completed in the same 
handwriting, suggesting that they were not completed by the farmers but by a person at the 
slaughterhouse. Also, it was observed that the Slaughterhouse operators, receive animals without marking 
and without the necessary supporting documents which are slaughtered with the tolerance of the VS, in 
breach of Regulation (EC) 854/2004, which provides that "animals for which their origin cannot be 
identified, are slaughtered separately and declared unfit for human consumption." 

 
The Ac. Director of VS, informed us that instructions were given in the past and will once again be sent to 
the RFB with regard to their obligations relating to the food chain information, actions that in our view, are 
not sufficient. 
(c)     Facilities Inspections. It was observed that a slaughterhouse operates, with the tolerance of the VS 
because, despite the fact that many problems related to its facilities and equipment were repeatedly 
identified and deadlines for compliance were repeatedly given, they were not complied with. As stated in a 
letter of the VS, dated 13.5.2015, to the Director of the slaughterhouse, these violations pose a risk to 
public health. The Ac. Director of the VS informed us that an inspection by the VS took place, at which it 
seemed that partial compliance of the said slaughterhouse was ascertained and for this reason a new 
timetable for full compliance was given. 

 
Inspection of revenue and overtime in slaughterhouses. From an inspection carried out by the Treasury 
Department, regarding the income from slaughter fees and overtime in slaughterhouses for the period of 
the Easter days, ie from 2.4.2015 until 10.4.2015, it was observed that, in a given slaughterhouse, the 
number of  goats that were slaughtered during the hours outside the working hours of the Public Service, 
was very small in relation to the overtime hours, since for about 121 hours of work, it was stated that only 
3,124 animals  were slaughtered and charged with increased charges, ie 26 goats per hour of overtime, 
while the slaughterhouse’s capacity is 187 per hour. For certain days, the number of goats declared as 
slaughtered, outside working hours of the public service and charged with higher fees is much lower than 
the number on the corresponding declarations of veterinarians and for two days for which the VS staff 
declared that they worked 18 hours overtime, no slaughter of goats was declared, nor any were charged 
with higher fees, during those hours. Also, during the three days holidays, during which the slaughterhouse 
was in operation, no increased charges where made for goats slaughtered before 4:00 pm, even though 
these hours count as overtime since they were on holiday days. 

Recommendation: The VS, as the competent authority, should demonstrate the appropriate rigour and 
take the appropriate steps to ensure public health. 

Recommendation: The VS, as the competent authority, should ensure the implementation of the 
provisions of the above Regulation. No tolerance should be shown for practices which pose a risk to 
public health. 



 

 

 
 
The Ac. Director of VS, informed us that, the investigation of the matter was assigned to two Senior Officers 
of the Department. Our Office disagrees with this practice and considers that, the responsibility for 
investigating any disciplinary responsibilities, is of the Ministry’s and not of the Department’s. It is 
therefore recommended that the investigation of the matter is undertaken by the Control Unit of the 
Ministry ARDE. 
Audit of the Extraordinary Scheme for Combating Avian Influenza. It was observed that, the head of the 
National Disease Control Centre (NDCC), who had a sixth degree relation (second cousins) with the 
company's shareholder who had suffered the greatest damage and was entitled, under the above Scheme, 
a compensation of €470.290, possibly tried to prevent the offsetting, as provided by law, of the 
compensation of damages with the company's debts to the State. Moreover, the head of NDCC requested 
an opinion by the Attorney General, without, however, to present to him all the facts accurately, resulting 
in the issue of an opinion in the interest of the related person. 

 
The Director General of the Ministry ARDE, informed us that the issue is under investigation by the Ministry 
and we will be informed accordingly. 
Arrears of revenue. The arrears of revenue amounted, at 31.12.2014, to €3.704.894 (31.12.2013: 
€3.530.347). These include an outstanding amount of €1.919.801 due by the Central Slaughterhouse of 
Kofinou (CSK) and an outstanding amount of €1.676.736 by three private slaughterhouses. The recovery of 
the amount due from the CSK, for which, as mentioned in our previous reports, the Republic of Cyprus was 
reported to the European Commission by a company that operates in competition with the CSK, becomes 
questionable due to the suspension of the slaughterhouse operations from October 2013. With regard to 
the amounts due by private slaughterhouses, it was observed that, while two slaughterhouses pay some 
amounts against their old debts, the suspension of legal action was requested only for one of the two. 

 
The Ac. Director of VS, informed us that, for the arrears of revenue from the CSK, the Registrar of 
Companies and Official Receiver, as the competent authority for settlement of the pending matters of the 
CSK, has been informed. Regarding the handling of arrears of the three private slaughterhouses, the Ac. 
Director of the VS, replied that she does not agree that the VS treated the three slaughterhouses unequally, 
since the VS have been collecting the sums, which each slaughterhouse offered to pay, voluntarily. Our 
Office does not share this approach. 

Recommendation: The VS should seek the views of the Ministry of Finance and the Commissioner for 
State Aid Control, for the uniform treatment of the matter, so that there is no issue of unequal 
treatment between the slaughterhouses. 

Recommendation: Our Office considers that situations leading to a conflict of interest, particularly 
where compensation payment matters are involved, should be avoided. We proposed that the officers 
of the VS who are involved in compensation schemes sign a declaration of impartiality. Regarding the 
specific case, we expressed the view that there should be a disciplinary investigation to establish 
possible responsibility by the head of NDCC. 

Recommendation: To carry out a thorough investigation into the incident and attribute the 
corresponding responsibilities 



 

 

Tenders 
Tender for the collection, transport, processing and disposal of animal waste. As stated in our Office 
Report  for the year 2013, the Department of Veterinary Services awarded the 2004 Contract no. 20/2004 
to the Contractor for the collection, transport, processing and disposal of animal by-products of Category 1 
and 2, for the amount of €2.212.639 per year. The services began to be provided as from 1.12.2006 (when 
the Contractor had completed the development of the necessary infrastructure), for 5 years, which was 
subsequently extended to 7 and ended on 30.11.2013. As it was also noted in our Report, the problem 
focuses on the monopoly created for the provision of these services, which has led the government to pay 
excessively high amounts to the only licensed economic operator, who was also the Contractor in the 
above contract signed by the Department of the Veterinary Services as the contracting authority. 
The Department, although it knew the conditions that were created and despite the repeated 
recommendations of our Office, did not act in time and as a result, the existing contract expired and the 
only licensed economic operator to be asking for unrealistic amounts in order to continue providing these 
services, leaving the government exposed as it had no alternative and was thus forced to resort to costly 
temporary solutions, assigning the above services to the Contractor. As regards the competition / 
procedures that followed for the signing of new contracts for these services and for the relevant findings of 
our Office regarding delays / omissions which were identified, a detailed reference is made in our last 
Report. In April 2014, the Department invited two open competitions, one for the collection and transport 
to the processing unit of animal by products of Category 1 and 2, at a total cost estimate of €248.000 + VAT 
+ transport time, and one for the processing and end use or disposal of animal by-products of Category 1 
and 2, for a period of one year with the right to be renewed for another year, with a cost estimate of 
€315.000 + VAT to €550.000 + VAT per year, depending on the method of processing of animal waste the 
contractor would select. It is noted that, while in 2012 the government paid to the Contractor the amount 
of approximately €2.860.639 for the above services, it was estimated by our Offiice that these costs should 
not exceed €521.750 per year, while the Treasury expressed the view that the maximum annual amount 
that can be allocated for the purchase of such services shall not exceed €800,000. Also, a similar cost 
estimate was made by a committee set up by the Director General of the Ministry of ARDE which was 
attended by the Treasury of the Republic, the Commissioner of Internal Control and the Accountant of the 
Ministry ARDE and which concluded that the cost of the services amounted from €563.000 to €798.000 per 
year, depending on the processing method which is chosen. That confirmed the assessment of our Office 
for the annual cost of providing the services. 
Meanwhile, in June 2014, the Department, further to the approval of the Council of Ministers for an 
exemption procedure from the Law 12 (I)/2006, based on Article 11 of the Law for public interest reasons 
and risks that would be created for public health, signed an agreement – with direct negotiation - with the 
current Contractor for the collection and processing of animal waste for a period of one month, with 
automatic renewal until the completion of the above competitions, at a cost of € 110.000 + VAT, without 
the above services to include all animal by-products of Category 2 and the collection of brain samples. If the 
above services were included in the contract, the additional costs (over €110.000 + VAT) amounts to 
€15,000 + VAT per month for all by-products of Category 2 and €4 per brain sample. As a result, the delay in 
the award of the new contract favours the existing contractor, providing the above services at a cost of 
€1,320,000 per year (€110.000 per month, not including all the services as mentioned above), which is 
costing about twice as much, reaping a super profit. For the above procedure and our comments/findings 
on this we also make an extensive reference in our Report for 2013. 
In December 2014, the Tender Board of the Ministry ARDE, decided to cancel the above two open 
competitions, since there was no valid bid. It is noted that for the competition for processing and final use 



 

 

or disposal of animal by-products of Category 1 and 2, only one bid was submitted which was rejected on 
formal grounds, while the competition for collection and transport to the processing unit of by-products of 
Category 1 and 2, all the tenders submitted were also rejected. 
In January 2015, in view of the fact that no appeal was registered at the Tenders Review Authority against 
the decisions of the above Tender Board resulting in them being considered final, we Informed the Ac. 
Director of the Department that the cost which was paid by then for these services, on the basis of the 
temporary arrangement which was decided until the signing of new contracts which would arise following 
an open tender, was too high compared to the cost of the only tender submitted for the above cancelled 
tender for the processing and final use or disposal of animal by-products of Category 1 and 2, which had 
been rejected due to formal shortcomings, while the same applies to tenders submitted for the 
competition for the collection and transport to the processing unit of by-products Category 1 and 2. As a 
result the hitherto situation led to speculation at the expense of the State, which itself increased with the 
delay observed in the completion of the new procurement procedures. 
Therefore, we expressed the view that the continuation of the above temporary arrangement, in addition 
to the possibility of not being legitimate since the reason of urgency of the matter did not apply, was not in 
the interest of the public, as a significantly higher amount was paid to the Contractor. We proposed, 
therefore, the adoption of a more secure and short process, ie the negotiated procedure without 
publication of a contract notice, pursuant to Article 32(1)(a) of Law 12(I)/2006 (with those economic 
operators who submitted bids in the above competitions, which were considered irregular or 
unacceptable), having secured first the required statutory approvals (from the Tender Board). We pointed 
out finally that, if it was decided to publish an open competition again, this should be done with sufficient 
speed and any obstruction, as previously done with the publication and management of the cancelled 
competitions, would indicate their intention to serve interests other than those of the Public, something 
which, if it happened, would lead us to request an investigation for responsibilities. 
In February 2015, the Department submitted two separate requests to the Tender Board (one for each 
contest), according to the above suggestion of our Office, for the purchase of the said services under the 
negotiated procedure, without publication of a notice, which was approved by the Council of Ministers in 
March 2015. 
In March 2015, the legal advisers of the existing Successful Tenderer, sent a letter to the Department with 
which he claimed that the above approval by the Tender Board was wrongly given, and that if they 
advanced with the negotiation process, they would have no choice but to appeal to the Tender Review 
Authority to defend their clients' rights. 
In the same month, we informed the Ac. Director of the Department that, in our opinion, the 
aforementioned negotiation process was properly approved by the Tender Board. However, considering 
the facts as they had arisen, and for the purpose of protecting the public interest, we suggested to seek 
advice from the Legal Office of the Republic, even in retrospect, since the process with the tenderers had 
not started. The Department, having adopted our above recommendation, requested, in March 2015, an 
opinion from the Attorney General who, in July 2015, informed the Ac. Director of the Department that the 
process that was followed for use of the negotiated procedure - after the recommendation of our Office - 
and for which the approval of the Tender Board was received, was correct. 
In August 2015, the President of the Tender Board of the Ministry, to whom the above opinion was sent by 
the Ac. Director of the Department for its opinion, informed him that, given the Attorney General’s opinion, 
the last decision of the Tender Board taken in March 2015 for the purchase of the said services by the 
negotiation process, was valid. 



 

 

It is noted that the contract with the current contractor which has been signed in June 2014 as an interim 
arrangement until the signing of new contracts, the cost of which amounts to €1,320,000 a year and which 
is found to be very high (almost double) as compared to the cost of the bids which had been submitted for 
the above cancelled competitions, has been extended by a decision of the Central Committee of Variations 
and Claims - upon the recommendation of the Department - until December 15, 2015, so as not to cause a 
problem in public health. 
Finally, the Department proceeded in September 2015 in calling for competitions by the negotiation 
process, according to the Tender Board decision. 
The general conclusion/remark derived from all of the above, is the inability of the Department to complete 
the procurement process for 16 months while it continues to extend the contract with the current 
Successful Tenderer, to whom the contract was temporarily awarded in June 2014 pursuant to para.  27(3) 
of the Regulation 201/2007, which provides that for emergency reasons, caused by events unforeseeable 
by the contracting authority, a direct award is possible, provided that the competent Minister’s approval 
has been secured. This delay is to the benefit of the Contractor, who - considering he reasonably recovered 
his initial investment - derives super profits by the extension to the provision of his services, as established 
both by the various assessments made from time to time by the relevant Departments and from the other 
bids submitted under tender procedures which were cancelled for mainly typical reasons and/or mistakes/ 
omissions of the Department. For the above weaknesses, errors and omissions, we requested from the 
Director General of the Ministry ARDE that an inquiry be carried out to ascertain the reasons and to 
attribute any responsibility but, so far, we were not informed about her actions, nor about the measures 
taken for the successful completion of the process, the soonest possible, for the benefit of the public. 
In November 2015, the Ac. Director of the Veterinary Services informed us that for the new tendering 
procedure, the views of the Attorney General, the Accountant General and the Auditor General were 
always requested and does not agree that the failure of a successful outcome of the tender was due to a 
weakness of the Veterinary Services. 

 
 2.2.6   DEPARTMENT OF METEOROLOGY 
Housing of Headquarters and Larnaca airport staff. The Head Offices of the Department, which employs 
about 30 persons is housed in a rented building for which an agreed annual rent, up to 31.12.2015, 
amounting to €39.750 is paid. 
Following the recommendation of the World Bank for co-location of all personnel, both for economic 
reasons and for better management of human resources, the possibility of the relocation of staff from 
Headquarters and some of the staff working at Larnaca airport, to privately owned buildings, in the space 
of the Radiovolisis Station at Athalassa, was studied. The cost was budgeted at €1.110.270, of which €1m. 
related to the construction of a building. From a visit we made to the Station on 18.11.2014, it was found 
that, in our opinion, the Head Office staff could be relocated to the existing facilities. 
The total cost of the relocation was calculated by the Department at €110.270, while the savings that 
would be achieved were estimated at about €65.000 per annum and relate to the annual rent amounting to 

Recommendation: The Minister of ARDE, as the competent authority under the Public Service Act, to 
arrange for an administrative inquiry indicating the officers who were responsible for the 
implementation of the specific contract and, if they have not retired, to carry out a disciplinary 
investigation against them, in the prescribed manner. At the same time, to inform appropriately the 
Attorney General in order to examine competently the possible existence of criminal responsibilities. 



 

 

€39.750 and the amount paid for electricity consumption and heating of the space used for housing staff at 
Larnaca airport. 

 
The Ac. Director of the Department informed us that our recommendation has been adopted and that the 
matter is being put forwarded, starting with improvements of the existing infrastructure at the Station, 
which will continue until the end of 2015, while in 2016 the design for the construction of a privately 
owned building for housing the Administration of the Department, is expected to start, provided that the 
necessary funds will be voted. 
2.2.7   DEPARTMENT OF FISHERIES AND MARINE RESEARCH 
Collections. An audit of collections carried out by revenue collection officers at Headquarters, revealed 
weaknesses, such as the failure to timely update the Cash Book, the failure to deposit the cash in the bank, 
the unsafe keeping of collections and the failure to carry out unannounced checks to revenue collection 
officers by the Heads or their representatives, contrary to the Financial and Accounting Instruction (FAI) 38. 
With regard to the Kalopanayiotis Research Station for Aquaculture of Freshwater, we also observed that 
the data on the receipts issued for collections was incomplete, there was excessive delay in depositing the 
receipts and it was not possible to document the amounts and dates of fish sales and of donations of fish to 
Communities and other organisations. Furthermore, during the inspection carried out by the Treasury 
Department to the collectors of the District Office of the Department in Paphos, on 18.2.2015, it was 
observed that an officer was collecting money for fishing licenses without issuing a receipt. The matter was 
forwarded to the Attorney General on 22.4.2015. 

 
The Ac. Director of the Department informed us that the necessary steps will be taken to comply with the 
recommendations of our Office. Regarding the Kalopanayiotis Research Station, the Department has taken 
preventive and corrective measures and a further investigation will be carried out. As regards the District 
Office of the Department in Paphos, he informed us that the Department of Crime Detection of Paphos 
proceeded with filing a charge for a number of offenses. 
Collection of fees for issuing fishing licenses. We found weaknesses in the computerised Fisheries 
Resources Management System through which the fishing licenses are issued, such as multiple or 
incomplete entries and with no safeguards to prevent human error or possible abuse of the system of 
issuing licenses. 

 
The Ac. Director informed us that the Department has initiated procedures for modification and 

Recommendation: The causes of multiple or incomplete entries should be identified and the 
internal control system should be strengthened, either by amending the Fisheries Resources 
Management System in order to issue automated receipts of fees collected, which, at the same 
time, will constitute official fishing licenses, or adopt a policy of issuing one receipt per license in 
order to exclude the possibility of issuing licenses without collecting the appropriate fee. The use of 
specific controlled forms, which are both a fishing license and a receipt, could also be considered. 

Recommendation: For issues regarding the management of collections, the relevant Administration 
and Accounting Instructions should be complied with. Issues relating to the existence of 
responsibilities should be investigated. 

Recommendation:  To promote at least the relocation of the Head Office to the Radiovolisis Station at 
Athalassa in order to achieve rent savings. 



 

 

improvement of the Fisheries Resources Management System while it is contemplating that the fee 
collection is carried out only online, using a credit card, except in cases of issuing new licenses for which the 
physical presence of the applicant is required in the Department. 
License for the establishment and operation of a fish farm, inland. We found that, it is not ensured that 
the conditions provided for in the planning permission and building permits, for the construction of the 
premises of a fish farm, for which a license for its establishment and operation has been issued, have been 
applied, as the submission of a final approval certificate, which in accordance with the Regulation of Streets 
and Buildings Law, must be secured prior to using any development, is not required by the Aquaculture 
(General) Regulations. In addition, when renewing the license for the establishment and operation of the 
farm, the Department does not ensure that the premises of the farm continue to be legal. We also 
observed that a specific farm was established and operates without securing the necessary license, while, 
as we have noticed and despite the observations of the Department of Town Planning and Housing, the 
Department has not yet taken any measures. At the same time legitimate questions are generated as to the 
conditions under which the building permit was issued. 

 
The Ac. Director informed us that the Department is considering the inclusion, among the conditions 
attached to the license for the establishment and operation of a fish farm, a condition that the final 
approval certificate should be submitted to the Director of the Department within a reasonable time, or for 
the prohibition of the startup of the unit until the submission of the said certificate. According to the Ac. 
Director, the above condition may be imposed under Article 8 (1) (b) of the Law on Aquaculture 2000 until 
2010. Our Office considers that the existence of a final approval certificate must be provided for the 
licensing of a fish farm. With regard to the renewal of these licenses, the Ac. Director informed us that the 
Department intends to seek a declaration from the party concerned indicating that the premises of the unit 
shall be consistent with the relevant final approval certificate held. With regard to the specific farm, a 
warning letter will be sent and if the company does not comply within a reasonable time, the necessary 
measures, under the relevant legislation, will be taken. 
Electronic recording and reporting of fishing activities. According to the Regulation (EC) 1224/2009, the 
captains of community vessels shall record and transmit electronically to the competent authority the 
fishing logbook data and the transhipment and landing declarations. The same Regulation provides that all 
fishery products are first put up for sale to purchasers who are obliged to be approved by the Authority, 
with the exception of buyers of fishery products of maximum weight of 30 kg for domestic consumption. 
Also, the approved buyers record and transmit electronically to the competent Authority the data, which 
the Regulation sets out, for the sales notes of fishery products. 
From a comparison carried out between the data submitted by the captains of fishing vessels and by 
authorised buyers, fishing vessels were identified for which the total of   purchased quantities declared for 

Recommendation: Our Office considers it self-evident that it is not possible to issue or renew a 
license to establish and operate a fish farm if it does not have a final approval certificate based on 
the Streets and Buildings Law, since such use of the premises constitutes a criminal offense. 
Regarding this particular farm, which was established and operated without its buildings being 
covered by the necessary permits, an investigation as to the conditions under which the 
establishment and operation license was signed by the then Director of the Department should be 
carried out and responsibilities should be attributed. The operation license should be suspended or 
cancelled if there is no immediate compliance with the law, based on guidance from the Attorney 
General. 



 

 

2014 exceeded significantly the quantities of fishery products mentioned in the landing declarations of the 
same period. Additionally, differences were observed in the types of fishery products declared and the 
weight of specific fishery products landed and purchased. As a result, we expressed the view that doubts 
are raised as to the correctness of the data submitted by fishermen and / or approved buyers. 
The Ac. Director informed us that 2014 was the year in which the effective use of the system took place, 
however, there were many problems and errors in the recordings, something which was identified after 
inspections and, thus, the comparison of data became impossible. He also informed us that, despite the 
training of users, there are still cases of incorrect use and recording of data and that the Department 
intends to take drastic measures. 

 
Fishing Vessel Monitoring System (FVMS). For the purpose of applying the provisions of Regulation (EC) 
1224/2009, the Department has operated a satellite system for monitoring fishing vessels (FVMS) flying the 
flag of the Republic and of fishing activities in their waters and, in addition, it purchased and installed  
satellite tracking devices (STD) on fishing vessels of 12 meters or more. The cost for the installation, repair 
or replacement of STDs was borne by the Department. According to the opinion of the Commissioner of 
State Aid Control dated 26.8.2013, the undertaking of these costs by the State constitutes illegal state aid 
to fishing businesses. The Department has prepared a draft Order to regulate the fishermen's obligation to 
cover these costs themselves. 

 
The Ac. Director informed us that until the law regulating the matter is approved, a list of last year’s costs 
per boat will be prepared, in order to obtain approval and include them, even retroactively, in the de 
minimis aid. 
Extrajudicial arrangement of offences. 
(a)     Offense notice form. According to the Fisheries Law, any person who violates any regulations made 
under the Law is guilty of an offense and, on conviction, is liable to a fine and/ or imprisonment. It is 
possible, however, for the Department to decide extrajudicial on cases of infringement of the provisions of 
law. 
Under the procedures established by the Department, if an infringement is detected, inspectors complete a 
pre-numbered offense notice form, which is given to the person inspected and sent directly to the Head 
Office of the Department. As it was observed, the serial numbering of these forms is not checked, so as to 
prevent an unintended or intentional deletion of an offense and to enable the monitoring of the progress 
of infringement cases. From our audit of the complaints register for 2014, it was identified that more than 
50 cases of offence notice forms had not been registered, while it appeared that, for a number of forms, 
the relevant cases have not been taken forward. 

Recommendation: The resolution process for this issue should be accelerated, either by promoting the adoption of the draft Order, or with the approval of the amounts as de minimis. 

 Recommendation: The Department should make a comparison of the data submitted in order to 
verify its correctness, since beyond the need for compliance with the community legislation, this is 
important for the monitoring of fishing activities, the evaluation of the pressure on fish stocks and 
the payment of aid to fishermen. We also expressed the view that the conduct of unannounced 
inspections on fishing vessels during landing and/or sales, for verification of the correctness of the 
data submitted, would possibly contribute further to this effort. 



 

 

At present the register of complaints is kept in a form particularly susceptible to unauthorised interference. 
As we learned, the use of the electronic Database Control is gradually applied and is in a process of 
modifications and upgrades and is expected to solve many of the problems regarding the process of 
handling complaints as applied today. 

 
The Ac. Director informed us that, until the operation of the database in early 2016, the Department shall 
check the serial numbering of forms at the end of each year. 
(b)      Imposition of administrative fines. An administrative fine of €1,000 was imposed on a fishing vessel 
company, despite the fact that, according to an incident report prepared on the basis of the vessel's fishing 
logbook during the fishing trip the catch was worth in excess of € 5.000, which raises doubts about the 
deterrent of penalties for serious infringements. 

 
The Ac. Director informed us that the European Commission will proceed with the evaluation of sanctions 
applied by Member States, in order to create uniform procedures and deterrent penalties. 
  
2.2.8    AGRICULTURAL RESEARCH INSTITUTE 
Intellectual Property Rights Management. For purposes of protection and exploitation of intellectual 
property (including, among others, plant variety rights) research institutions abroad have established 
Technology Transfer Offices (TTO), which are intended to identify research that may be possible to be used 
and undertake the sharing of knowledge with third parties, while protecting the rights of authors. 
In Cyprus, research institutions, public and private cannot create TTOs, because of their size, and thus a gap 
is observed between research and its exploitation. The Research Promotion Foundation, recognising this 
weakness, called on research institutions in Cyprus to participate in the effort to create a TTO in Cyprus, 
which will operate in accordance with international standards. The Institute responded to the above 
invitation and on 2.6.2014 prepared its proposal for the principles governing the ownership rights resulting 
from researches undertaken or products produced by the staff of the Institute and will apply transparent 
criteria for the transfer of this knowledge. 

 
 
As we were informed by the Director of the Institute, the whole process for the creation of a TTO in Cyprus 
is ongoing and is expected to be completed in 2016. 
 
 
 

Recommendation: The Institute to continue its efforts to participate in the creation of the TTO, since 
the benefits are multiple, both for itself and the Government and, generally, to the agricultural 
economy of Cyprus. 

Recommendation: The Department should review the deterrent effect of the penalties imposed for 
breaches of the law. 

Recommendation: The full functioning of the electronic Base for Control should be accelerated. 



 

 

2.3  MINISTRY OF JUSTICE AND PUBLIC ORDER 
2.3.1  POLICE  
Execution of criminal warrants. 
(a)      Criminal warrants which are pending at the police. According to data from the Police Headquarters, 
during 2014, 64.933 criminal warrants were executed by the Police, compared with 58.240 in 2013, 
representing an increase of 6.693 warrants or 11%. The unexecuted warrants amounted to 240.315 at 
31.12.2014, compared with 201.154 in 2013, representing an increase of 39.161 warrants or 19%. From the 
above, it appears that, despite the increase in warrants executed, the unexecuted warrants increase over 
time, resulting in accumulated workload in the coming years. 
Of the unexecuted orders, 11.235 were returned to the Courts in 2014, as unexecuted, a number that, 
despite the reduction in comparison with previous years, is still considered too high. The remaining 229.080 
unexecuted warrants remained with the Police for execution. 
The Chief of Police informed us that measures have been taken to reduce the number of unexecuted 
warrants, resulting in the increase of their execution by about 19% in 2014, compared with 2013. In 
addition, under a Council of Ministers Decision, six Special Constables were placed at the Cyprus Bar 
Association for the collection of Court Orders to relieve the Police from carrying out civil warrants and to 
enable the system for executing the warrants to become effective. Also, a Special Constable was placed at 
Strovolos Municipality and one at Larnaca Municipality in order to collect orders for fines concerning these 
municipalities. 
 (b)    Unexecuted warrants. According to data of the Study and Development Department of the Police 
Headquarters, on 12.1.2015 a total of 216.114 warrants worth €203.460.681 were pending for execution at 
the Police,, compared with 195.745 warrants worth €188.929.254 at 3.6.2014, of which an amount of 
€115.994.724 or 76.67% was related to Social Security warrants, to various criminal cases and traffic 
offenses and constitute public revenues. 
The outstanding Social Insurance warrants amounted to 34.290 (15.9% of total), with a value of 
€101.753.797 (50% of the total amount). Out of these, 22 totaling €3.429.423 are relating to amounts 
greater than €100.000 and were issued against 18 entities. In connection with these warrants, it was found 
that one was pending against a company which, after securing permission from the police, is providing 
security services. Also two warrants totaling €675.901 are due by the Kofinou Central Slaughterhouse  and 
which, as it has been reported to us, have been returned to the Court as unexecuted, because the 
slaughterhouse terminated its operation. A total amount, in excess of €2,4m., is due by sports clubs, some 
of which ceased to take part in the football competition organized by the CFA, due to financial difficulties. 
The warrants for traffic violations, outstanding at the above date, amounted to 80.950 (37.46% of total) 
with a value of €20.648.902 (10,2% of the total amount). Of the above, 59.836 warrants (74%) of total value 
of €10.931.894 (53%) relate to amounts of less than €300. 
Also, 10.854 warrants totaling €9.6m., relate to people over 65, who in all reasonable probability, receive a 
pension from the Social Insurance Services. 
From comparison of unexecuted warrants, on 12.1.2015, with the catalogue of public servants and officials 
of the State, of hourly paid employees and of pensioners receiving a pension from the Treasury, we found 
that, for several people, no order has been given to the Treasury, for direct deduction of part of their salary 
to pay off the amounts due. 
 



 

 

 
 
The Chief of Police informed us that: 
(i) Instructions were given to promote, in priority, warrants concerning large amounts and in cases 

where the borrowers are truly unable to pay the warrants, to be encouraged to apply to the Attorney 
General to agree the method of repaying their debts. 

(ii)  Following actions taken, the unexecuted warrants relating to the years 1980 to 1999, have been 
reduced to 500, with a total value of €463.933. 

(iii)  The Attorney General with his opinion dated 9 January, 2012, stated that it is not legally permissible 
to refuse the issue of a car license to persons against whom warrants were pending, when in fact are 
not related to traffic offenses. 

 Our Office intends to consult again the Attorney General to clarify whether it is legally permissible to 
include a condition for the repayment of warrants, before a car license is issued, especially if they 
relate to traffic offenses. 

Recommendation: Our Office submitted the following recommendations: 
(i)       Due to the increased administrative costs resulting from the execution of a warrant, we 

recommended that the Police efforts focus, at this stage, on the warrants that relate to 
amounts greater than € 300. 

(ii)      To intensify the efforts to find a solution in relation to the collection of 4.345 
unexecuted warrants issued in the years 1980 to 1999, totaling €4.503.465, since, as 
time lapses, their settlement is made more difficult. 

(iii)  In order to facilitate the immediate execution of the large volume of outstanding traffic 
warrants (below €300) and to achieve administrative cost savings, to examine together 
with the Department of Road Transport and the Legal Office, whether it is legally 
possible to set as a condition the settlement of warrants relating to traffic violations for 
the renewal of the car license of the vehicle and / or of the driver's license. 

(iv)  To investigate whether the process can be applied to the repayment of the amounts 
due by individuals who receive a pension from the Social Insurance Services by 
deducting a very small monthly amount (eg €10 - €20 ) from the pensions of the 
debtors. 

(v)  To explore with the Legal Office whether it would be legally possible to include, as a 
condition for the renewal of the operating permits of companies in the business of 
granting  security, the repayment of outstanding warrants. 

(vi)  To give priority to the execution of warrants against companies / organisations who 
have serious financial problems that put in doubt their continued operation, in order to 
avoid the loss of important revenue of the State. 

(vii)   For individuals who receive a salary / pension from the Treasury, we suggested that, 
after a given period, in which the people will have the option to directly settle the 
warrants pending against them, to inform the Treasury to make direct deductions from 
their salary / pension. 

 



 

 

 (iv)   The Police sought advice as to whether it is legally permissible to include a relative term in the 
operating permits of companies in the business of granting safety, in order to make the repayment of 
outstanding warrants compulsory before renewal. In relation to the specific case mentioned, he 
informed us that they have taken measures and almost the entire amount due has been paid. 

(v) The repayment of warrants of Organisations / Companies depends mainly on the response of the 
company's executives in their obligation to pay their debts. The movable property confiscation 
process is difficult to implement, a finding with which the former Attorney General agreed, so it is 
necessary to find other ways to collect these warrants. In the above context, a meeting of the 
Minister of Justice and Public Order and the Minister of Labour agreed to adopt the same measures 
of enforcement and collection of unpaid amounts which are also applied to the debts of private legal 
entities for VAT and Income Tax. 

 (vi)  Treasury was requested to consider deducting the amounts due for warrants by sporting clubs from 
the grant given to them by the Cyprus Sports Organisation (CSO). Meanwhile, according to a Council 
of Ministers decision, the Minister of Finance was authorised to take all necessary actions for the 
implementation of the Scheme for the Repayment of the Due Amounts of Football Clubs to the State. 

(vii)  Based on instructions from the Treasury, only the Public Servants warrants for fines, for which no 
payment was made over a long period and therefore it  does not seem that the Public Servant 
intends to repay, should be sent for the purpose of deducting them from their salary. 

            In addition to the above, amendments to the relevant laws are promoted, so that for small debts, 
the opportunity is given to the Court to impose alternative sentences, such as community work. 

(c)     Field audits at the Execution of Warrants Squads (EWS) of the Police Directorates. From the field 
audits at EWS, it was found that: 

•  There is no control to confirm / reconcile the warrants received from the Court as to their recording in 
the system, which creates the risk that warrants are lost without being able to trace them. 

 
The Chief of Police informed us that the Squads charge, on a daily basis, the warrants received from the 
Court, to the members with the task of recording them in the system and they are controlled through the 
daily recording reference. The problem will be resolved with the computerisation of the Courts and their 
electronic connection to the Police system. 
•  The warrants relating to legal persons (warrant for seizure of movable property), are executed only in 
cases where the company, after a phone call from the police, comes to pay the amount due. No warrant is 
executed through confiscation of movable property. 

 
The Chief of Police informed us that the Council of Ministers decided that each relevant Ministry should 
promote the amendment of legislation introducing relevant regulatory provisions allowing the confiscation 
and sale of movable property. 
Additionally, a circular was issued to the Police Directorates to also intensify the collection efforts out of 

Recommendation: To consider the creation of a Confiscation / Sale of Property Department to enable 
the execution of the above warrants. 

Recommendation: To carry out the relative controls to confirm / reconcile  the registered warrants. 



 

 

the office, so they are not limited to cases where the borrowers, after calling them, come to the Police to 
pay the due amount. 
•  Only some members of the Squad execute warrants out of the office. As a result, the collection of a large 
number of warrants, may never, basically, have been attempted. 
The Chief of Police informed us that the non-collection of a large number of warrants is a result of the large 
volume of unexecuted warrants, compared with the number of members   involved in their execution, so 
he considers it appropriate to reassess the recommendation of the Police, that the collection of warrants 
for fines is assigned to a specific service, outside the police, after making the necessary changes in 
legislation. 
•   It is not possible to specify whether all necessary efforts are made for the execution of warrants which 
remain unexecuted at the Police, since the actions taken by the Police to recover the amounts due are not 
recorded anywhere, although a relevant form is included in the electronic warrants register for fines. 

 
Allowances and overtime. In 2014, allowances and overtime totaling €20,4m. was paid to members of the 
Police which represents 12% of the total annual salaries (€170m.). The most significant amounts concern 
“Allowances on Sundays and Public Holidays during Shifts” (€11,3m.) “Shift Allowance” (€6.4m.) and 
“Overtime Pay” (€1,3m.). 
(a)      Allowance on Sundays and Public Holidays during Shifts. Despite the measures taken by the Police 
to reduce the number of police officers working on Sundays, a sample test showed that more policemen 
are working on Sundays than on weekdays. 

 
 (b)      Overtime work. The members of the Police who worked overtime in 2014 were partly compensated 
with a total amount of €1.260.682 (2013: €1.601.402) and partly with the granting of free time. It is noted 
that on 31.12.2014, overtime sheets of members were showing a total of 62.514 hours of leave granted as 
compensation for overtime duties accumulated in recent years. The most significant amount paid 
(€762.062 or 60%), concerns again overtime paid for policing sports events, especially football matches. 
We noted that the accumulation of a significant amount of leave should seriously concern the police in 
order that the problems encountered in the past resulting in substantial payments by the State, are 
avoided. 

 
The Chief of Police informed us that the police proceeded to take measures to reduce overtime work such 
as proper time management, defining a work framework per task, better utilisation of the members’ time 
taking part in the various tasks and the preparation of schemes for granting leave in accordance with the 
tasks. All of the Police operational activities are compensated by monetary compensation at 75% of the 
overtime and the remaining 25% by free time. Also, since the relevant credits were secured, it was decided, 
that in the period from the end of the first half of 2015 until 16 November 2015, the members of the Police 

Recommendation: To define a policy for the handling of the matter in the best way.  

Recommendation: To take appropriate measures so that the number of police members working on 
Sundays and Public Holidays is limited to the minimum necessary. 

Recommendation: The strict compliance with the procedures and the completion of the relevant 
form. 



 

 

who work overtime on operational duties to be compensated up to 100% in monetary compensation for 
their overtime work . 
Place of detention of illegal immigrants in Menogeia (PDIIM). The Committee which examined the 
question of reducing capacity in PDIIM cells, from eight to four detainees, concluded that, for a single cell 
to be regarded as suitable, it should have an area of 7 square meters, while for cells occupied by more than 
one person, an area of 4 square meters should be accounted for each inmate, without taking into account 
the sanitary facilities. The implementation of the above recommendation will reduce the detention space 
capacity from 256 to 128 prisoners. 
According to the Financial Sector for Economic Opportunity of the Economic Directorate, in case of a 
reduction of people detained in PDIIM, the project’s funding may be affected if the European Commission, 
which co-financed it, makes an inspection. We asked to be informed about the reasons why the above 
considerations were not taken into account in the design of the project, given that the directive was 
adopted before the construction of the building. 

 
The Chief of Police informed us that the whole matter will be studied in collaboration with the Ministry of 
Justice and Public Order. 
Building Police Facilities / Housing needs. For the purpose of housing the various Departments / Services / 
Divisions of the Police, a total of 36 premises are rented and the annual cost of rent in 2014 amounted to 
€1,19m. (2013: €1,46m.). 

The Chief of Police has informed us that instructions were given to consider the cost of renovation of the 
premises where the National Guard is housed so that two services, which are currently housed in rented 
buildings and are paying rents totaling €179.544, move there.  
Police Station at Zygi. The Police Station at Zygi is housed in prefabricated premises in a rented plot of land 
which the owner reclaimed since 2009. In 2012, the Council of Ministers decided to renovate the Police 
Station at Kalavasos, which is not used, for relocating there Zygi Station since the distance of 5-6 Km was 
considered as negligible. The refurbishment of the Police Station at Kalavasos was completed in May 2013 
and the cost exceeded the amount of €200.000. However, the relocation of the Police Station has not been 
implemented, because the new Zygi Community Council requested that the decision to move the station to 
be reconsidered. Additionally, on 20.6.2013, the owner of the rented plot of land, where the Police Station 
of Zygi is, proceeded in taking legal action against the Police claiming damages amounting to €1,200 / 
month from 14.12.2012. 

 
The Chief of Police informed us that the issue of the relocation of the Zygi Police Station to Kalavasos, was 
reassessed after it was identified that the presence of the police at Zygi  serves the policing needs of the 
region better. He also pointed out that the building in Kalavasos, which has been renovated to serve as a 

Recommendation: We believe that the Council of Ministers Decision must be implemented without 
further delay. 

Recommendation: In view of the planned relocation of the National Guard Headquarters to the 
Ministry of Defence, to consider the relocation of the services based in Nicosia for which the most 
significant amount of rent is paid, to the offices to be released. 

Recommendation: The above requirements should be taken into account in the design of the buildings 
for the second phase of the project. 



 

 

Police Station, was insufficient because of its location and because it lacks the necessary size and an 
adequate access. Based on the above data, an investigation was carried out as to the possibility of 
relocating the Police Station to the site where a Headquarters Unit of the National Guard was housed. The 
renovation project of the said premises, to be used as a Police Station, is included in the projects 
announced by the government and it is planned to be implemented in 2015-2016. For this purpose, an 
amount of €150.000 is included in the budget proposals for the Police in 2016. In addition, the utilisation of 
the building in Kalavasos is being considered for the need of providing services by the police or by the fire 
brigade or to serve the needs of the region. Our Office considers the entire handling of the issue 
problematic and recommends that the Minister of Justice and Public Order orders an administrative inquiry 
into the matter. 
Problems in the building of the new Paphos Central Police Station and Detention Centers. The building of 
the new Paphos Central Police Station has serious building problems that occurred since the delivery of the 
project in 2010. At a meeting held on 4.2.2014, the problems were confirmed and, additionally, it was 
found that, except for defects, there are serious omissions in the process of designing the building. To fix all 
of the above defects and deficiencies, significant amounts have already been spent, but to solve the 
remaining problems, it is expected that a significant amount of additional expenses will be required, which 
will be paid by the State. In addition, in the minutes of the above meeting, it was stated that the building 
will not be accepted before confirming that the problem of the influx of rainwater from the roof had been 
definitively resolved. At a meeting held on 23.4.2015, measures were initiated to resolve the problems and 
the undertaking of responsibility of their restoration. 

 
Use of police vehicles. From an investigation of a complaint submitted to our Office, it was revealed that, in 
two cases during the period March 2008 -2013, official vehicles may have been used illegally for personal 
purposes by senior officers of the Paphos Police Directorate. It was also noted that, according to reports of 
the Control Office at Police Headquarters, in recent years, there were several irregularities in the use of 
police vehicles, while for one of the cases mentioned above, the illegal use of a vehicle by an officer, who, 
as he stated, was using the vehicle under the permission of the former Chief, was well known. 
 
 
The Chief of Police informed us that the issue is under an administrative inquiry. 
Computerisation of warehouses and Register of Assets. It has not been possible to confirm the balances at 
the date of transition, from the manual to the computerised system, except those at the warehouse of the 
Headquarters Study and Development Department, because of failure to keep a list of inventory or an 
updated centralised register in which the balances transferred to the computerised system are shown. 
Also, because of failure to print and save the lists of balances as at 31.12.2014, in which the balances per 
item are presented, but also the inability of the computer system to issue lists of balances of an  earlier 
date, it was not possible to confirm the balances as at 31.12.2014. 

 
Recommendation: To promote actions to solve the above problems. 

Recommendation: We requested that all the necessary measures are taken and to do all necessary 
repairs to the building. Also, we asked to be informed about the results of the investigation which is 
conducted by the Public Works Department, to determine whether there is any negligence by Officers 
who supervised, planned and received the building. 

Recommendation: The above cases should be investigated and any responsibility attributed. 



 

 

The Chief of Police informed us that instructions were given to the Department of Finance, so that, in 
cooperation with the Study and Development Department, takes appropriate action to solve the problem 
related to the balances at the date of the transition from the manual to the computerised system. Also, he 
reported that a procedure is being considered, whereby the storekeeper, will, at the end of each year, use a 
specific application of the system, which will show the stock balance of a particular store at that moment. 
False calls of alarm systems. The Police Force responds to each call received for investigating possible 
criminal offense, but in some cases it is found that the call was false. It was observed that, in cases where 
the incorrect call concerned premises connected with the police, a charge was made in the form of an 
incorrectly call fee, amounting to €77, whereas when the premises are connected to a private guarding 
company, no charge was made. We expressed the view that, in this way there is an unequal treatment of 
citizens and suggested, to prepare relevant Regulations, which provide for the imposition of uniform 
charges. 
 
 
Tenders. 
(a)   Competition D.E.12/2015: Upgrading of the Existing Eurodac System for harmonisation of the Cyprus 
Republic with the Revised Regulation Eurodac Recast Regulation 603/2013, Maintenance and Training on 
the Use of the System. The competition was launched on 20.5.2015 with an objective cost estimate of 
€448,000. On 28.5.2015 our Office requested that an analytical method of calculation of this estimate is 
submitted. 
The Police informed us that the cost estimate for this competition was estimated by the Contractor of the 
existing contract. On 25.6.2015 our Office in a letter noted that, in accordance with Article 21 (1) of Law 12 
(I) / 2006, the Contracting Authority is responsible for calculating the cost estimation for public 
procurement and it is not appropriate to allocate this to be handled by the interested economic operator 
who may be the only one or one of the bidders for this competition. Our Office also added that, during the 
preparation of the cost estimate, calculations made by economic operators may also be taken into account 
- as a guide - but should not be used exactly as given by them. 
On 1.7.2015, the Police in its reply indicated that the proposed project is a specialised computer system for 
which the specifications preparation committee carried out a market survey and there was only one 
company that could provide a cost estimate. 
Our Office then sent to the police a table of indicative prices per man-day which were recently submitted 
by operators for similar types of IT works of projects in other government departments, which were much 
lower than those calculated by the existing contractor and adopted by the Police. 
On 31.7.2015 the tender evaluation report of the said competition was sent to our Office, which states, 
inter alia, that there have been two offers and recommended the award of the tender to the lowest 
tenderer. 
Our Office with its letter dated 31.8.2015 remarked, that although the Police had not reduced the amount 
of the cost estimate, the lowest tenderer had bid by 46% lower than the estimate, whereas the other 
tenderer – whose estimate was adopted by the Police - submitted a bid equal to the cost estimate. 
In view of the above, we expressed the view that the result of the compedition confirmed the correctness 
of our recommendations and, secondly, the result of the competition will need to be considered by the 
Police, especially in cases of direct awards, where the cost estimate should be calculated very carefully. 

Recommendation: To follow a uniform treatment for all cases of false calls. 



 

 

 
 
(b)    Competition D.E. 18/2015: Upgrading the STOP-LIST Operation of the Central Police System (CPCS) 
to include the Database of INTERPOL (Fixed Interpol Network Database) FIND. Provide Operational 
Support Maintenance Services and Training for the Use of the System. In May 2015, a copy of the request 
for the approval of the notice for the above tender- with the negotiation process –which included also an 
analytical table of cost estimate, which amounted to €180.252, was submitted to our Office. 
Our Office, after the examination of the said table, observed that, the prices per man-day taken into 
account for each type of work, were too high when compared with the current corresponding values of 
other economic operators, as well as, when compared  to the same economic operator’s  other similar 
contracts with the Police and / or other Departments of the government. In view of the above, together 
with our reservations as to the number of man-days which were taken into account, we requested from the 
Police a detailed statement documenting the cost estimate. 
In its reply letter dated 29.6.2015, the Police reported that the company cannot give a detailed estimate of 
the time for the Project Management and the Study of the Available Documentation. 
As the response of the Police, dated 29.6.2015, was considered unsatisfactory, a meeting between the 
Auditor General and other staff of the Audit Office with the Minister of Justice and Public Order and the 
relevant officers of the Police, took place. During the meeting it was agreed that our Office sends the 
indicative list with the prices per man-day, submitted by operators for similar types of IT projects, as well as 
to present to our Office details of the requirements of the Police and justification of its request so, with the 
assistance of consultants - if necessary - to calculate the exact number of man-days required for the 
project. 
On 7.7.2015 our Office sent the relevant table and then the Police, with its letter dated 15.7.2015, 
submitted - apart from the system documentation - its revised proposal, taking into account the 
recommendations of our Office. In his proposal the estimated costs amounted to €56,000, since the cost 
per man-day decreased as a result of the decrease in the cost of man-days. 
Subsequently, our Office in its letter dated 3.8.2015 informed the Police that after a careful study and 
evaluation of the proposed requirements of the solution for the implementation of this project, according 
to our calculations, the man-days required should not exceed a total of 80, as opposed to the 140 that were 
included in the detailed table which was prepared by the Police. In view of the above and also accounting 
for the unit prices for the various specialties of people needed, which we had previously indicated based on 
recent contracts, we expressed the view that the estimated cost for the project amounts about to €29.000 - 
establishing the basis on which the negotiation with the operator would have to be made– and not for the 
amount of €180.252,00 as  originally calculated by the Contracting Authority. 

 
(c)   D.E. 5/2015: Procurement and Supply Implementation Services for the Interconnection of Automated 
Fingerprint Identification System (IAFIS) to the Schengen system, as well as for the Installation, 
Maintenance and Training for its Use. The invitation to tender - open procedure –with an objective 
assessment of cost at €345.000, was made in May 2015. Our Office with its letter dated 15.5.2015, 

Recommendation: The cost estimates should be carefully prepared taking into account the prevailing 
conditions at the time of the tender notice, especially in cases of direct awards. 

Recommendation: The cost estimate should be prepared carefully and take into account the prevailing 
conditions at the time of the tender notice, especially in cases of direct awards. 



 

 

requested , inter alia, details whether the requirement - or part - of the above competition (no. 5/2015) 
was not included also in the competition no. 5/2014, which concerned service maintenance and expansion 
of the computerised Schengen system, which included the interconnection of fingerprints to the Schengen 
system files. In addition, our Office noted that in Form 8 of that competition (D.E. 5/2015) there were 
operations which seem to have been included in the D.E competition 5/2014, asking - hence – for further 
clarification. 
The Police with its letter dated 26.5.2015 informed us - among other things - that the offer D.E. 5/2015 
concerns the fingerprint identification device which is not included in the competition D.E.5/2014, adding 
that  point 1 in Form 8 of the competition D.E. 5/2015 was, inadvertently,  requested as a new 
requirement. In the above letter, points of Form 2 of the tender D.E.5/2014 were cited which showed that 
the fingerprint transfer of the mode, photographs, documents, etc., from the Schengen system to a 
common area had already been executed, stating that the fingerprints are those stored in the Schengen 
system and not the IAFIS. 
In view of the above, our Office noted, in June 2015, that the current operation of the system, which 
involves the transfer of fingerprints into the Schengen system, is already in use and it seems that it also 
enables its usability / interface by the Fingerprint Identification System (IAFIS), which concerns the D.E. 
competition 5/2015. In addition, the reasons why the electronic file fingerprints stored in the Schengen 
system, cannot be used by the system IAFIS - since it also relates to the interface with the Schengen system 
- were unclear. It was also indicated, that the segmentation of the physical and financial parts of a single 
project into individual sections and the subsequent partial award of individual contracts, is not allowed. As 
it is clear, however, from the above, the requirements of the said open tender (D.E. 5/2015) was relative to 
that of the previous tender which has been carried out (D.E. 5/2014) and had been awarded to a particular 
economic operator using the negotiation process. Therefore, there was the possibility of also awarding  the 
tender no. D.E. 5/2015 to the existing contractor, a fact which did not favour the development of  healthy 
competition and thus the submission of competitive prices. 
Considering the above, our Office suggested the examination of the possibility of cancelling  this 
competition  and then to prepare a detailed study of the new requirements, illustrating with  documents 
whether they are not already included in the existing contract or whether they can be implemented 
through the existing contract as upgrades. Additionally, we recommended a reassessment of the objective 
costs, since the cost which was estimated for this competition was - in our opinion - very high. The 
Contracting Authority decided in June 2015 to cancel the tender. 

 
(d)     Disposal of the Police Airplane "HERMES". In May 2006 the Police requested the approval of the 
Tender Board of the Ministry of Justice and Public Order for applying the negotiated procedure with the 
manufacturer FLY-BN (as stated by the police), for the maintenance of aircraft "HERMES", the cost of which 
was estimated at about GBP 141,000. According to the letter of the former Chief of Police, the maintenance 
of the airplane at factory level, would raise the level of safety at the level of a new airplane and its 
operation for the needs of the Cyprus Republic would last for the next 10 years at least. Initially the Police 
insisted that only the manufacturer could perform the maintenance. In October 2006, the Police was 
informed by a letter of the President of the Tender Board that after further investigation, it was found that 
there were three authorised companies in Europe that could perform the required maintenance. In 
November 2006, just one month later, the former Chief of Police informed the Director General of the 
Ministry that, in carrying out a routine inspection of the airplane, a spreading of oxidation of the wing was 

Recommendation: Before proceeding with a tender, the needs / requirements should be clearly 
defined, taking into account the existing infrastructure of the systems. 



 

 

revealed, thereby making its grounding necessary. The wing repair cost, as estimated by a committee 
appointed by the former Police Chief, was £262.000 with a possibility of increasing because of possible 
additional damage that was not visible. The Director General of the Ministry considered the receipt of the 
letter on the day the Tender Board would have a meeting as a "curious coincidence" and asked whether 
this development  could  be considered “suspect” and / or “on purpose” due to the finding that there are 
other suitable companies other than the manufacturer (for maintenance) and, that consequently, it  would 
be announced that an open tender would take place, instead of negotiating with the manufacturer, as was 
the original recommendation of the Police. That is, when it was not possible - for the Police - to adopt the 
direct award of the airplane maintenance to the manufacturing company after ascertaining that there were 
other companies that could perform the required work and, as a result, an open tender would be 
announced, the Police, a few days later, recommended that no decision should be taken in view of the 
spreading of the oxidation in the airplane’s wing which was discovered five days earlier. Then, (about 5 
months later), the Ministry recommended the sale of the aircraft. 
In April 2007, the Ministry submitted a proposal to the Council of Ministers for the disposal of "Hermes" 
airplane noting - among other things - that the above plane was of old technology and capabilities, both 
from the equipment point of view and its operational range radius which was insufficient to cover search 
and rescue requirements throughout the region of Nicosia FIR. The preliminary assessment of the 
specialists of the police was that the repair costs would have amounted to £262.000 (€447.654), while in 
the case where - after dismantling - wear/corrosion was discovered on the frame, the repair costs would be 
much greater. It is noted that, according to estimates by the Police in November 2006, the value of the 
plane - then - amounted to £250.000 - £300.000 (€427.150 - €512.580) and the cost of a similar new 
airplane would amount to £1.200.000 (€2.050.322 ). 
The sale of the plane was decided by the Council of Ministers in October 2008, following a new proposal by 
the Ministry of Justice and Public Order, after the approval of the Ministry of Finance had been obtained. 
In view of the above, in September 2009 an invitation to tender was opened (no. D.E.39/2009), which was 
eventually cancelled because no offers were submitted. In October 2010, a new invitation to tender (no. 
D.E 82/2010) was opened, which was cancelled in March 2011 by the Tender Board of the Ministry, 
because the price of the only offer submitted, was considered unrealistically low. Specifically, the sole 
tenderer had offered the amount of €17.700 for the plane and €7.000 for the components (total €24.700), 
while the Police estimated that the value of the airplane and its accessories amounted to $400,000 
(€294,000, at the exchange rate then in force). 
 In May 2012, a third invitation to tender was opened (no. D.E. 15/2012). An offer at the price of €150.001 
(€75.001 for the plane and €75.000 for accessories) was submitted. The Tender Board of the Ministry 
decided in November 2012, to award the tender to the only tenderer, according to the recommendation of 
the Police Evaluation Committee. 
After conducting a research on the internet, our Office identified in September 2013, on a company’s site, 
with the name under which the company which had bought the plane, conducts its business operations, a 
notice for the sale of that airplane at a price of GBP 790.000. 
In October 2014, the Minister sent a report to the Attorney General about the whole matter, which we had 
sent to him, asking him to issue an opinion on the procedure to be followed in order to investigate all 
matters arising together with the responsibilities of the members of the Police and / or of the Public Service 
and / or any other person. 
In November 2014, the Attorney General informed the Minister that, after considering the facts, he was of 
the opinion that it was not appropriate to start a criminal investigation of the case, since, based on the 



 

 

facts, a reasonable suspicion of committing any specific criminal offense by any person did not arise. In 
addition, he expressed the view that the criminal investigation is not appropriate due to the lapse of 
considerable time since the events, took place between 2006-2012. In addition to the above, he informed 
him that if on the basis of information in his possession, he was of the view that there was a suspicion of 
commitment of disciplinary offenses by any public official or member of the Police who were involved in 
the whole process, it was up to him, if he considered it appropriate, to order or request a disciplinary 
investigation against these persons. 
In April 2015, after the above letter, containing the views of the Attorney General, was sent to us, we asked 
the Minister whether he had proceeded or intended to proceed with a disciplinary investigation against the 
persons involved. 
In June 2015, the Minister informed the Chief of Police that, based on information brought to his attention, 
but also after correspondence with the Attorney General and our Office, he held that suspicions of 
committing disciplinary offenses by members of the Police who were involved in the whole process, arose. 
In view of the above, he requested him to proceed to conducting disciplinary proceedings, according to the 
Police Regulations. 
 (e)     Contract D’ 10/2008 - supply of two helicopters for the Police. In March 2008, the police launched 
an open tender for the supply of two helicopters, with an estimated cost of €28,000,000 + VAT. In June 
2008, three offers were received and in December 2008, the Tender Board of the Ministry of Justice and 
Public Order awarded the tender for the amount of €31.588.233 to the only valid tenderer. The relevant 
contract was signed in the same month by the Police and the successful tenderer and the helicopters were 
received by the Police in November 2011. 
Among the equipment which was acquired along with the helicopters, there were  - among others - two 
“Self Contained EMS Kit (1x3 Stretcher Aerolite for 1st H/P and 1x1 Stretcher Lifeport for 2nd H P)” for 
transportation of sick/injured, of total value €525.012. In June 2015, we requested the Chief of Police to 
inform us about the hitherto use of the above equipment (how many times they were used/placed in 
helicopters and where they were kept), and whether this justifies the need for their purchase, taking into 
account their very high cost. 
In July 2015, the Chief of Police informed us that the said equipment was included in the tender documents 
which were prepared by the Police and were sent to both the Ministry of Justice and Public Order and to 
our Office for opinions and the final text of which was discussed and agreed at a meeting which was held in 
March 2008, involving all the Departments / Services, including our Office. 
Regarding the use of the above equipment, he informed us that they had not previously been used, as it 
was not necessary, and were kept in the stores of components of the Unit of the Police Air Operations, 
which is air conditioned and provides the right conditions for storage in excellent condition. 
We observe, however, that any approval of the tender documents, does not relieve the Police, which, as 
the Contracting Authority, was responsible for the preparation of the specifications and the determination 
of its requirements. We believe, therefore, that such high-value equipment which for about 4 years (from 
the date of their purchase) was not used, was not a priority and could have been excluded from the 
requirements. 

 

Recommendation: Before opening a tendering procedure, the respective Contracting Authority has 
the ultimate responsibility to prepare / compile the procurement documents, in which   only the 
actual needs / requirements should be included. 



 

 

 
2.3.2   PRISONS 
Convicts - Detainees. On 1.1.2014 there were 531 prisoners and detainees in prisons, compared with 659 
on 1.1.2013. During 2014, 2.256 persons entered the prisons, 579 detainees were convicted and 1.688 
were discharged, resulting in 520 convicts and detainees as at 31.12.2014. 
Electronic monitoring of convicts. On 29.2.2012 the "Prisoner Electronic Monitoring" system was received 
and installed, which includes 50 radio transmitters fitted to the prisoners in the form of a bracelet. It was 
found that, despite the fact this system was received in 2012 and the Prisons Department bears significant 
annual maintenance costs, it has not been fully exploited to date. As we learned, the incomplete utilisation 
of the bracelets is due both to the restrictions imposed by the legislation on the criteria to be met by the 
prisoners for their integration into the system and to the limited ability to respond immediately by the 
responsible officer for the monitoring of prisoners who reside outside Nicosia district. 

 
As we were informed by the Ac. Director of Prisons, a draft bill has been prepared, which aims to improve 
the legal framework. This will allow the full exploitation of the system. The Director General of the Ministry 
of Justice and Public Order, informed us that the bill, once it received the required legal processing, was 
submitted to the Council of Ministers for adoption on 7.10.2015 and it is expected to be laid before the 
House of Representatives. The purpose of the bill is to define the cases of prisoners who will be allowed to 
serve part of their sentence, under electronic monitoring, in a specific place (home and/or workplace or 
training school) for a specified period, under the terms laid down by the Committee for Classification. The 
bill also provides for the necessary measures to be taken in the event of the destruction of the receiver 
system of the electronic device or the violation of terms. 
Occupation of prisoners. We found that, despite the fact that a significant number of prisoners are 
unjustifiably absent from the workplace to which they have been classified by the classification committee, 
they are not deprived of the payment of the diligence allowance. It is noted that, according to the Prisons 
(General) Regulations (R.121/97), payment of the allowance is given depending on the task assigned and 
the degree of diligence and hard work demonstrated. 

  
The Ac. Director, informed us that, in addition to the departmental order dated 13.1.2015, an order was 
issued on 28.3.2015 nominating an Officer to be responsible for the classification of prisoners for work and 
a procedure was established under which detainees’ job listings are completed, daily, by Supervisors / 
Responsible Officers and submitted to the Treasury, in order to account for the diligence allowance 
depending on the days worked by the prisoners. 
Installation of security system (alarm and CCTV) for the prison staff. The Directory of the Prisons 
Department accepted, over time, requests for installation of security systems in the residences of staff 
members, undertaking the cost and maintenance. From 2011 until before the current Ac. Director 
undertook her current duties, security systems were installed in five residences of staff members, at a total 
cost of €48.344, of which €19.925 related to the upgrading and extension of the existing security system of 
the residence of a member of the Prison staff. In this case, the installation involved the upgrading and 

Recommendation: To apply the procedures established by the Directorate of Prisons regarding the 
occupation of the prisoners. 

Recommendation: To find ways to tackle the constraints preventing the full utilisation of the system. 
 



 

 

expansion of the existing system. We observed that the reasons for the decision to install the system were 
not sufficiently substantiated, the cost of upgrading was particularly high and the award for the upgrading 
and extension was made directly to a company with which the Department of EMS had signed, on behalf of 
the Prisons Department, a contract to upgrade the video surveillance system. As reported to us, the said 
member of the Prison staff was actively engaged in the upgrading of the surveillance system. 
Considering the above, it follows that the principle of transparency was not respected as regards the 
procedure followed, leading to reasonable suspicions as to the legality and validity of those actions. 

 
The Ac. Director, informed us that, with her letters to the Department EMS, she requested that the 
possibility to terminate the maintenance contracts and remove the systems from the houses of officers 
who have retired, is examined. The EMS sent letters for the termination of the contracts. 
Overtime. The expenditure for overtime in 2014 amounted to €85.831, compared with € 42.158 in 2013, ie 
there was an increase of €43.673 or 103.6%. The increase is due mainly to the fact that, during 2013, 
payments of overtime were made to officers only and not to the guards, to whom free time was granted 
instead. The reason for the increase in the payment of financial compensation instead of granting leave 
(free time)  is because the staff, which did not receive financial compensation, could not use the free time 
granted to them (because of increased duties) and, as a result, did not to show any interest for overtime. In 
the years 2014-2013, 4.696 hours for free time (2.309 in 2012) were credited to the staff of the Prison for 
overtime work, out of which, only 2.883 hours were used up during the year. As a result, the accumulated 
hours for free time which were credited as at 31.12.2014, amounted to 15.209. 
It is also noted that the opening of new wings in 2014 and the significant reduction of personnel due to 
retirement and extended sick leave, increased the requirements for overtime. On 25.5.2015 and 15.6.2015, 
the Committee of the House of Representatives on Finance and Budget, decided to exempt the Police from 
the prohibition of filling vacant positions in order to address the staffing problem. This will help to reduce 
overtime. 

 
The Director General of the Ministry of Justice and Public Order, informed us that a publication has been 
made in the Gazette for the employment of 34 guards and the freeing of three vacant inspector positions is 
being promoted. At the same time, the process of compiling a list for the employment of two guards of 
fixed duration, is being promoted. 
Quality control of food. Besides macroscopic (visual) examination, carried out upon receipt of food by a 
three member committee, no other microscopy- laboratory examination is carried out by the competent 
State Services. 

 
Recommendation: To consider the possibility of cooperating with the Veterinary Services in order to 
ensure the quality of perishable products and particularly of fresh and frozen meat. 

Recommendation:  To launch, the soonest, procedures to fill the above vacant positions. 

Recommendation: The practice of taking such a decision by the Department of Prisons under the so-
called "solidarity to the staff members” or otherwise, which has been terminated by the current 
management. Such issues should be assessed by the Police, which should decide whether there is a 
need for protection. Additionally, in this case, there are, possibly, disciplinary or other responsibilities 
that should be investigated. 



 

 

The Ac. Director, requested in a letter that the Veterinary Services make unannounced checks on fresh and 
frozen meat purchased by the Department. 
Feeding prisoners. Convicts performing their prison sentence in detention centers of the Police Emergency 
Response Unit (PERU), did not comply with the weekly rations of food program of prisons, but were instead 
requesting to be sent  specific quantities of food / supplies of their choice for the preparation of their food. 
We noted that the present said process, in addition to circumventing the feeling of equal and fair treatment 
of detainees, poses risks to the health of these prisoners, since the preparation process of the food and 
catering is not monitored by the Prison and a nutritionist, respectively and, in addition, it complicates the 
control of food reserves. 

 
The Ac. Director, informed us that on 4.6.2015 a departmental command for feeding the prisoners from the 
kitchen of the Prisons Department was issued, for equal treatment and elimination of favoritism treatment 
of certain prisoners. 
Security measures at the fuel pumping station. We found inadequate fire safety measures at the fuel 
pumping station. Also a perimeter security area, free of flammable materials, is not kept. Additionally, we 
observed that there were none of the required warning signs / markings on the fuel extinguishers. 

 
The Ac. Director informed us that the fire extinguishers have been replaced by others that are appropriate 
and that the required signs have been placed. 
2.3.3  FIRE SERVICE 
Fire Service Training Center in Paralimni. The Fire Service submitted a request to the Ministry of Justice 
and Public Order to demolish the premises of the Training Centre of the Fire Service in Paralimni that were 
worn out and to build new ones with the cost to be met by the the Welfare Fund of the Fire Service, since 
they were used during the summer for the recreation of the firefighters . The request was approved, 
provided that the preliminary views of the Town Planning and Housing Department (TPHD) are secured and 
on the condition that the premises to be built by the Welfare Fund of the Fire Service will belong entirely 
and without any commitment to the Ministry. 
On 6.4.2011 a "Notice for a proposed development by Government Departments" was submitted to the 
TPHD which, in a letter dated 26.10.2012, stated, inter alia, that to enable the location of the development 
in the Foreshore Protection Zone (FPZ), in which part of this plot of land falls, it must first ensure the 
approval of the Council of Ministers. 
Instead of forwarding the request to the Council of Ministers, the Fire Service and the Welfare Fund 
decided together with the Mayor of Paralimni to proceed with the demolition of the existing facilities and 
to start with  the construction of  four houses, without obtaining the relevant permits. According to 
correspondence, it was agreed to grant to the Municipality of Paralimni, part of the plot, to ensure its 
"support" for the project. It is noted that no form of agreement between the Fire Service and the 

Recommendation: To proceed, as soon as possible, with the restoration of the above deficiencies, 
taking into account that the issues regarding the fire safety of pumping stations are included in the 
contractual obligations of the contractor. 

Recommendation: To terminate this practice and start sending to the detention centers of the PERU, 
on a daily basis, food rations prepared in the kitchens of the prison, according to the current 
approved weekly food rations program. 



 

 

Municipality of Paralimni was signed and as a result, differences between them arose and on 27.11..2014, 
the Fire Service, with a new request to the Ministry of Justice and Public Order, requested authorisation / 
consent to proceed with the replacement and reconstruction of the houses that were demolished in order 
to ensure the required building permits. This letter does not refer to the fact that the Welfare Fund had 
already completed the construction of the walls of the four houses. The request was approved, provided 
again that the approval of TPHG would be obtained and that the premises to be built would be the property 
of the State. 

 
The Director General of the Ministry of Justice and Public Order, informed us that the Chief of Police 
ordered an administrative investigation concerning the demolition of the premises and the decisions for 
the construction of new buildings as well as for the existence of any agreement with the Municipality of 
Paralimni for granting part of the state land to the Municipality of Paralimni. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Recommendation: If the construction of the premises is still considered necessary, all necessary 
approvals and permits must be obtained. Actions to date should be investigated and responsibility 
apportioned, where it exists. 



 

 

2.4   MINISTRY OF ENERGY, COMMERCE, INDUSTRY AND TOURISM 
Prices of petroleum products. A detailed report on the findings resulting from our Office audits is made in 
our Annual Reports for the years 2011, 2012 and 2013. 
The main observations are the following: 
(a)    Legislative framework. According to the Petroleum Products (Determination of Highest Selling Prices 
in Special Cases) Law (N.115 (I) / 2004), (Article 3), “subject to the provisions of Article 4,” to which 
reference is made below, the “level of petroleum products prices are freely determined by the oil 
companies, distributors and petrol stations, having regard to international and domestic market 
conditions.” Also in accordance with Article 4, paragraph (I) of this Law, “the Minister may issue an order to 
establish for a period of up to forty-five (45) days, maximum selling prices for all or some of the petroleum 
products, when he reasonably believes that the level of prices at which these products are marketed are to 
an excessively higher level than justified by the international and domestic conditions.” 
 (b)    Price monitoring procedure. The Council of Ministers, in its Decision dated 30.3.2005, approved the 
establishment of a Committee to monitor the prices of petroleum products, with the aim, among others, to 
be convened in cases where there is a significant deviation between the acceptable and the actual selling 
price of petroleum products on the market, and to advise the Minister accordingly . 
For prices monitoring purposes, the Competition and Consumer Protection Service (CCPS) prepares, for 
every import of a specific fuel load, a relative estimate by means of which it arrives to the expected 
(accepted) wholesale price per liter, which is itself compared to the wholesale price of the petroleum 
products companies, as the price is indicated by them. 
 (c)   Audit findings. Our Office identified weaknesses in the petroleum prices monitoring and control 
process, the most important of which were the following: 
(i)     Implementation of legislation. According to the Law, the Minister, as mentioned in paragraph (a) 

above, may issue an order to fix maximum prices when he reasonably believes that the level of prices 
is at “excessively higher level.” Our Office noticed that the Minister has not established, possibly 
through criteria, the general policy that would guide him on how to implement this provision of the 
Law for issuing an order when he reasonably believes that the level of prices is at "excessively highest 
level" so that decisions as to issue or not to issue an order are better substantiated. 

(ii)    Costs of companies per liter. The CCPS, when calculating / determining the amount of the cost 
estimates per liter of companies, excludes certain petroleum costs which are not related to the 
trading of petroleum products, after this was indicated by our Office. We pointed out, however, that 
this was referred to by us simply as an example after conducting a review of the financial statements 
of an oil company and, as we find out again, our recommendation to request additional information 
from the companies has not been adopted and no analysis of the various operating costs, which our 
Office considers necessary in order to establish whether their inclusion in the calculation of the costs 
of companies is justified, has been made. 

(iii)     Acceptable companies’ profit per liter. Since the acceptable profit which is included in the costings 
of each company is equal to the actual profit, our Office noted that it is impossible to indicate any 
excess profits which may exist, as this will have been included in the actual profit of the companies. 

(iv)    Delay in preparation of cost estimates. It is often observed that there are significant delays, of 2-3 
weeks, in the preparation of cost estimates and in some cases the cost estimates are prepared up to 
1 month after the importation of the cargo. 



 

 

(v)      Checking of the retail price. The cost estimate prepared by the CCPS leads to an expected 
(wholesale) price which is compared to the wholesale price of the companies, without, however, 
preparing the part of the cost estimate, which will result in an acceptable retail price so that it can be 
compared to the actual retail price of petroleum products. We have pointed out that, in accordance 
with Article 2 of the Petroleum Products (Determination of Highest Selling Prices in Special Cases) 
Laws of 2004 and 2010, “prices” means, as appropriate, the wholesale prices and / or retail. " 

 (vi)   Protection of Competition Commission. Our Office, in its Annual Report for 2013, stated, that, in 
relation to this matter, a fine of € 42.9m. was imposed on 4 Cypriot oil companies by the Protection 
of Competition Commission (CPC), as the competent authority for ensuring a healthy competitive 
environment in the Cyprus market, by its decisions Nos. 66/2009 - 69/2009 which, however, were 
cancelled in May 2011 by the Supreme Court, since the appointment of the then President of the CPC 
was found not to be legitimate and for which a new decision by the CPC is pending. 

           As we mentioned, the imposition of such a significant amount of a fine by the CPC, on the 4 oil 
companies, should seriously be considered by the Ministry. 

(d)     Previous recommendations of our Office. Given the significance of the work of CCPS and that of the 
Commission, which is directly related to consumer protection and, taking into account the above, our Office 
had recommended the following: 
•      The Minister should establish, possibly through criteria, the general policy that would guide him on 

how to implement this provision of the Law for issuing an order when he reasonably believes that 
the level of prices is at "excessively higher level" so that decisions to issue or not to issue an order to 
be better substantiated. 

•       The amount of the profit of the companies to be used as a parameter in the cost estimate, should be 
the acceptable profit, as determined by the Commission after studying and processing of all data at 
its disposal and not the actual profit of the companies. 

• The Commission to undertake a thorough analysis of the costs of companies, so as to be able to 
identify and exclude expenses not related to the trading of petroleum products. 

•      The cost estimates should lead not only to an expected (accepted) wholesale price but also to an 
expected retail price to be compared with actual retail prices. In this way, the control carried out by 
the Commission will indicate that, where there is an excessively higher price, how much of this is due 
to the company and how much to the service station, so that the respective order is issued, if the 
Minister decides to do so. 

•       It was also stressed that, in parallel - and this is significant - measures should be taken to strengthen 
the competition at wholesale and retail level, such as finding additional storage areas, encouraging 
the disconnection of service stations from wholesale companies, the creation of service stations of 
low cost etc. 

(e)    Corrective Measures. The Ministry, taking into account our Office comments and recommendations 
for more efficient control of the petroleum products market and in order to strengthen the competition, 
proceeded in taking the following corrective measures: 
•       The creation and operation of an e-platform, through which retail fuel prices are published in real 

time. 
•       The preparation by the Ministry, as we were informed, of preliminary cost estimates within 4-5 days 

after the arrival of the cargo (and preparation of the final cost estimates, usually 3-4 days later, after 
the submission of the final import prices by Customs). 



 

 

•       The establishment of a contract dated June 11, 2015 with a consulting firm, to prepare a Framework 
for the Assessment of the Prices of Petroleum Products, which will contribute to the improvement of 
the way the monitoring of oil prices by the Ministry is carried out and to set specific criteria for the 
application of the Law for the issuing of an order for maximum petroleum products selling price. 
Pursuant to the terms of the contract, the final framework will be prepared in consultation with 
stakeholders and will be submitted within 20 weeks from the date of signature. 

•      The preparation of a draft study, which, as we learned, is in consultation with stakeholders, to 
enhance competition in the market (such as promoting the opening of new independent service 
stations of low-cost service). 

•         The issue of a weekly survey of fuel prices, which includes comparison of the fluctuations of the 
Platts prices with the retail prices of Cyprus. 

 
Arrears of revenue. 
(a)       According to the arrears of revenue Report submitted to the Accountant General with a copy to our 
Office, the arrears of revenue of the Ministry at 31.12.2014, relating mainly to rents of industrial areas, 
amounted to €7.108.854 compared to €5.434.232 at 31.12.2013, showing an increase amounting to 
€1.674.622 (or 30.82%). 
Of the total arrears of rents of industrial areas amounting to €5,918,099 as at 31.12.2014, an amount of 
€3.203.931 (or percentage 54.14%) relates to delays of previous years, an amount of €2.244.336 (or 
percentage 37.92%) relates to delays in 2014, while an amount of €469.832 (or percentage of 7.94%) 
relates to interest. The arrears of revenue are presented in the table below: 
 

 31.12.2014 31.12.2013 31.12.2012 31.12.2011 31.12.2010 
        €         €        €        €        € 
Arrears of Revenue 7.108.854 5.434.232 6.444.342 3.372.784 1.390.525 
out of which rents of 
industrial areas  

5.918.099 4.394.268 3.158.558 2.016.208 1.312.622 

(b)    Several cases of arrears of rent of industrial plots are related to tenants who have delayed the 
payment of their annual rent for a period longer than five years. Despite the fact that the Ministry refers 
promptly the cases of the tenants who delay or refuse to pay their rents to the Legal Office to take the 
necessary legal measures, in many cases, partly due to the lengthy court proceedings and also due to the 
refusal of many tenants to comply with the court decisions for payment of the unpaid rents, the related 
debts continue to be pending for several years. 
Our Office repeatedly expresses its concern that, due to the long delay observed in the collection of the due 
amounts, the risks of loss or damage to the State are real. 
 Aiming to redefine the rent collection process and to define a policy for any additional measures that could 
be taken, a meeting was held on 17.2.2014 at the Ministry, chaired by the Director General of the Ministry 
and attended by representatives of the Legal Office, the Ministry Finance, the General Accountant and our 
Office. According to the minutes of that meeting, the representative of the Legal Office referred to 

 Recommendation: Complete speedily the studies made by the Ministry in order to apply immediately 
the necessary measures to solve the problem. 



 

 

additional actions that the Ministry may take when tenants fail to comply with their contractual obligations. 
As reported, the Ministry has the power to file a lawsuit, not only for the collection of overdue rents but 
also for the eviction of those tenants who do not comply with their contractual obligations. He also said 
that the existence of a mortgage is not an obstacle to any lease recovery on the grounds that the 
mortgages are on the right to use the property and not on the property. He also noted that the above can 
be applied after adequate and appropriate notice to the tenants regarding, not only regarding the specific 
measures intended to be taken by the Ministry, but also as to their timing. 
On 23.3.2015, in order to address the difficulties encountered in implementing the above 
recommendations, a new meeting with representatives of the same services / Ministries / Departments, as 
well as from the Department of Lands and Surveys, took place. At the meeting, the procedures to increase 
the possibility of collection of rents were discussed among others and decided to seek advice from the 
Attorney General in relation to specific questions. As a result, on 30.3.2015  legal advice was sought on 
specific issues, some of which relate to the further appropriate measures which should be taken in cases of 
the  refusal of tenants to comply with court decisions for the  payment of due rents (eg writ, request for 
dissolution of the company, an order for the termination of the contract and recovery of possession of the 
property, etc.), as well as whether it is possible to use police intervention and in what form in cases where 
tenants are refusing to comply with court decisions for eviction and recovery of possession of the property. 
Until the date of the audit (September 2015), the advice was pending. 

 
(a)        Assessment of the institution of Government Industrial Areas (GIA). The institution of GIA began in 
1966 with the aim of accelerating industrial growth.  The establishment of GIA created the requirement for 
industrial infrastructure and suitable conditions to provide to the private initiative the opportunity for a 
quick establishment of industrial units with the lowest possible capital cost. The last industrial area which 
was created was in Kokkinotrimithia in 2004. According to a report which was prepared by Internal Audit, in 
June 2012, after an examination was carried out in the Sector for Industrial Areas,  no evaluation of the said 
institution took place  to ascertain whether the objectives of the institution have been achieved or whether 
it needs any revision. Our Office, in its annual report for 2013, recommended immediate actions to be 
taken to assess the institution. 
In May 2015, officers of the Sector of GIA prepared a relative report, which refers mainly to the description 
of the background of the creation of GIAs, to their operating procedures (legislative framework and 
permitted activities, leasing procedures / renewal lease of industrial plots, calculation and collection of 
rents, operation and maintenance of GIAs, etc.), without any indication in this, of any assessment of the 
achievement of the initial objectives of the institution and identification of the reasons for their non-
achievement. The Report states that the original objectives, which were set at the implementation of the 
institution of GIAs, related, among others, according to the report, to the servicing of the growing 
manufacturing industry, to creation of economies of scale and external economies between established 
undertakings, the creation of employment opportunities and the improvement of productivity. 

 
(b)    Sub-letting of industrial plots. Our Office repeatedly referred to its observation that in many cases of 
sub-letting of industrial plots, tenants receive many times the amounts of money in relation to the rent 

Recommendation: To take action for an in-depth and independent assessment of the institution and 
to prepare a strategic plan for the future development of GIAs. 

Recommendation: After receiving the opinion of the Attorney General, to decide on a specific 
timetable for the introduction of all possible legal measures to remove such distortion.  



 

 

they pay to the Ministry. The position of the Ministry is that the Government leases land and the tenants 
sublet their buildings. Our Office notes, however, that the significant amounts which the tenants receive 
are , in fact, due not only  to the buildings erected but also to the advantageous location of some industrial 
areas, which ultimately benefit financially the tenants of the industrial plots and not the creator and owner 
of the plots, ie the State. In some cases the subtenants are government departments, such as the examples 
mentioned in our Annual Report for 2013. 
Our Office recommended that in cases of lease contracts renewed (with the term by which the lessor may 
reassess and revise the rent, whenever, if it is not considered compatible with European Community law), 
the Ministry should alter the relative term, so that there is also the possibility of increasing the rent in cases 
where the increase is justified by market data. 
It is noted that the State Aid Control Commissioner, responding on 13.5.2015 to a letter of the Ministry, 
stated that, based on the relevant term in the lease, the acceptance and approval of the request for 
sublease by a tenant is in the discretion of the State, as owner and, in view of this, the acceptance by the 
tenant of the increase of the contractual rent, could be made conditional at the time of the approval of the 
sublease. Otherwise, as he indicated, the request could be rejected. He also said that if the State collects 
higher rent, no problem is created as regards matters of State aid. 

 
The Director General of the Ministry, in his reply in November 2015, reported that the recommendation of 
our Office will be considered after receiving the opinion requested from the Attorney General as to 
whether any legal impediment is created, if an increase in the contractual rent, when granting the 
subletting approval, is required. 
Schemes for grants and subsidies. 
(a)    The budgeted and actual expenditure for grants and subsidies schemes, as well as the rate of 
implementation of this expenditure over the past three years, were as follows: 

Year                  Budget       Actual expenditure  Percentage of 
implementation 

                    € m.                    € m.                 % 
2012                   14,5                    10,5              72,4 
2013                   11,4                      7,1              62,3 
2014                   13,2                      6,9              52,3 

As seen from the table above, the implementation rate for the year 2014 showed a further decrease 
compared to the implementation rate for 2013 and 2012. 
The Ministry, in its aim of making  better use of the above schemes, entrusted to a specialist firm with 
European Commission funding, the study of the Ministry’s sponsorship schemes relating to the promotion 
of entrepreneurship, for the purpose of their evaluation in order to be  adapted to  serve the needs of the 

Recommendation: The Ministry, in cases of examination of applications of tenants of industrial plots 
for granting of approval for subletting, to proceed, in cooperation with the Department of Lands and 
Surveys, to estimate the portion of the rent which will be collected from tenants and which relates to 
the land and, if it is more than the annual rent, to require payment of higher rent. If this is not 
accepted, the request should be rejected. 



 

 

market, as they have developed today. This study has recently been completed and submitted to the 
Ministry. 

 
(b)     The sponsorship schemes of the Ministry, include a provision, under which, applicants who were 
convicted of fraud in relation to the Ministry’s sponsorship schemes, are excluded from these, a provision 
which already applies. Our Office recommended to the Ministry in previous reports to consider the 
expansion of this provision, so as to also exclude  applicants convicted of fraud in connection with any 
government sponsored scheme. To this end, we suggested that, in cooperation with other departments / 
ministries concerned, as well as with the State Aid Control Commissioner and the Ministry of Finance, to 
study  the issue of creating a central registry. Also, regardless of the existence of a central register, since 
the information regarding applicants convicted of fraud in connection with any government sponsored 
scheme can come to the attention of the Ministry due to its cooperation with other government 
departments, we suggested to consider again the inclusion of the above provision in the Ministry’s 
sponsorship schemes. 
As we were informed, the Ministry promotes the implementation of a computerised management system 
of all of its sponsorship schemes which can also be connected to the management systems of other 
Ministries’ sponsoring schemes, so that data and information on fraud cases, is available to all government 
departments operating sponsorship schemes. 

 
Introduction of the use of liquid gas in automotive. The Council of Ministers, with its decision no. 74.023 
dated 3.9.2012, approved the introduction of liquid gas for use in automotive, appointed the Minister of 
Energy, Commerce, Industry and Tourism as coordinator of actions needed to be done in order to 
implement the above decision and authorised the Minister of Labour, Welfare and Social Insurance and the 
Minister of Transport, Communications and Works to prepare, in cooperation with the Attorney General, 
the necessary legislation for the introduction of the use of liquid gas in automotive, as well as the time 
schedule for the preparation by the various government agencies of these laws and procedures. It also 
authorised the Minister of Finance to study any requirements for additional staff that will arise in future in 
Departments / Services of the Ministries involved. 
According to the time schedule approved by the Council of Ministers, the involvement of the Department 
of Saving Energy (DSE) is multidimensional and, within a certain timeframe from the date it was informed of 
the taking of the said decision, it should have prepared specific legislative and regulatory 
requirements/procedures, including the preparation/ development of an inspection system and tests for 
compliance with the provisions of the legislation at the areas where  the handling of the liquid gas will take 
place, which, until the preparation of this Report this is still pending. 
We noticed that the time schedule of parties involved was not kept. In view of the above, and also in order 
to regulate certain issues which arose on the way, a new delayed proposal was presented by the Ministry 

Recommendation: To monitor the implementation of the completion of the above system by the 
Ministry, in order to implement it as soon as possible, as well as to include a relevant provision in all 
future schemes of the Ministry, on the basis of which  applicants who have been convicted of fraud 
in relation with any government sponsored scheme, are excluded. 

Recommendation:  Appropriate actions to be taken by the Ministry for the implementation of the 
recommendations of the above study aimed at a speedy adjustment of the schemes in order to serve 
the needs of the market as they have developed today. 



 

 

to the Council of Ministers, which in its decision no. 78.991 dated 24.6.2015 authorised the Minister of 
Transport, Communications and Works to submit a proposal to the Council for adoption and publication in 
the first quarter of 2016 of a relevant Order of the Council of Ministers, on the basis of which  the existing 
Order (R. 77/77) which prohibits the use of liquid gas in automotive, will be cancelled. It also authorised the 
Minister of Finance to find ways to strengthen the DSE with three Officers for Labour Inspection, given that 
the efforts so far were unsuccessful. 
On 4.11.2015, the Director of DSE informed us that the development of a system of inspection and test 
compliance with the provisions of the relevant legislation, as well as the strengthening of the DSE with 
three officers, is stiil pending. He also informed us that even if this staff is engaged in DSE, about three 
months of additional time will be required, for its education and training in order, to enable the 
development of the above system. 

 
Cyprus Investment Promotion Agency (CIPA). 
(a)   The Council of Ministers, in its Decision no. 62.593 dated 5.9.2005, approved the establishment of a 
limited liability company by guarantee, which would function as a non-profit organisation, with the 
Republic of Cyprus as the only member, for the purpose of attracting and servicing foreign investors. The 
main aims of the Organisation are to promote Cyprus as an investment centre, to provide support to 
foreign investors, to communicate  with investors, to promote and facilitate exports of goods and services, 
to gather information and to create a database on foreign investments, investment opportunities and of 
legislation which will be made available to interested investors. 
(b) Government grant. The expenditure of the Agency is fully covered by a government grant, the 
amount of which, in recent years, is shown in the table below: 

     2014      2013     2012      2011 
        €          €        €         € 
1.640.527  1.200.000  1.150.000  1.000.000 

  
Our Office noted that the Ministry, before making available the grant to CIPA  for the years 2013, 2014 and 
2015, did not ensure that CIPA satisfied the condition that had been  cited in the Government Budget for 
the above years, according to which "for organisations, the  revenue of which consists of a government 
grant at a rate equal to or more than fifty per cent of their revenue , the said government grant is  given, 
provided that for their permanent or temporary employees shall apply mutatis mutandis the provisions of 
the Reduction of Salaries and Pensions of Officials, Employees and Pensioners of the Government and the 
Wider Public Sector Law of 2012 and of the Non-Granting of Rises and Indexed Increases on the Salaries  of 
Officials and Employees Pensions and Pensioners of the Government and Wider Public Sector Law 2011-
2012, provided that the total deductions of such employees will under no circumstances exceed those 
covered by these laws for employees ". 
Our Office requested that the Ministry investigates whether CIPA, as well as the Public Natural Gas 
Company and the Cyprus Hydrocarbons Company, which are expressly mentioned in the relevant note in 
the Budget, as well as any other legal person, organisation or institution that is funded by the Ministry at a 
rate equal to or more than 50%, do apply the above laws. 

Recommendation: The relevant Departments and Agencies to take all appropriate steps, in consultation with the competent agencies, for the implementation of the Council of Ministers decisions. 



 

 

Subsequently, the Director General of the Ministry in his reply, informed us that on the basis of an 
investigation which has been made by the Ministry, the Board of CIPA decided and applied the provisions of 
the above laws and applicable deductions were made retrospectively as from 1.1.2013. 
Our Office also noted that, in accordance with Article 28 of the Law on Accounting and Financial 
Management on the Financial Control of the Republic (L.38(I)/2014), in cases where problems are identified 
which question the reliability of the internal control system of the recipient of the grant, the Minister of 
Finance and / or the Accountant General of the Republic may ask the controlling officer to suspend or 
interrupt the return of payments. Therefore, as mentioned, it is expected that the Director General of the 
Ministry, as the controlling officer, before the payment of the grant to both CIPA and other organisations 
which receive grant from the Ministry, should carry out an assessment of the system of internal control 
and, accordingly, proceed to take appropriate action. 
 (c)    Application by CIPA of the provisions of the Coordination of Procedures for the Award of Public 
Contracts, Works, Supplies and Services and Related Matters Law (L. 12 (I)/2006). Although the Agency 
has registered as a private legal entity and is governed by a Board, given that its costs are fully covered by 
government grant, our Office, as in previous Reports, indicates that the Ministry, as a supervisory authority, 
should find and develop the necessary mechanism for ascertaining whether the Agency applies the 
provisions of the above Law. It is noted that in the opinion of the Attorney General of November 2012, this 
legislation should be applied by the Agency. The Director General of the Ministry informed us that, during 
this year, CIPA applies the provisions of this legislation. 
(d)    The total Government grant to CIPA from the date of its operation (2007) until August 2015, amounts 
to the significant amount of €9m. However, there is no indication whether the Ministry, as the competent 
Ministry, has made a cost / benefit assessment as to its operation. 

 
The Director General of the Ministry informed us that the recommendation of our Office to conduct a cost / 
benefit evaluation study of the operation of CIPA, is something which is being considered by the Ministry. 
In that regard, it was mentioned that a restructuring study of the Ministry which includes CIPA by the 
Consultants Group of the National School of Government International, is expected to be completed. This 
study, as we were informed, is expected to be completed in December 2015 and the next steps will be 
decided after studying its results. 
Programme for the creation and operation of business incubators and Creation of New Enterprises of 
High Technology and Innovation (N.E.H.T.I.) through incubators. Due to administrative and other 
problems that arose among a specific incubator and four N.E.H.T.I. of the incubator, the Ministry decided 
on 30.10.2007 to stop any payments to the four N.E.Y.T.K. In 2008, the Ministry forwarded to the Attorney 
General events’ reports, requesting him to file law suits against the director of the incubator, for the 
purpose of claiming the amount of up to €546.415 from the grants allocated to the four N.E.H.T.I. In March 
2014, the Ministry prepared and sent to the Legal Office an updated report of events. Additionally, in 
October 2014, the Ministry, in consultation with the Legal Office, sent a letter to the incubator and to the 2 
of the 4 N.E.H.T.I. which had not completed their work, with which the return of the unspent amount of the 
grant under the terms 6 (d) and 6 (e) of the contract, as well as the presentation of their bank statements 

Recommendation: To conduct a study, in which to present the  investments  which the Agency has 
yielded to date, in order to enable a cost / benefit evaluation since its operation and to take 
appropriate decisions regarding  its continuation as an independent Agency or the integration of its 
activities under the Ministry. 



 

 

was demanded. Subsequently, the Ministry, in a letter dated 5.8.2015 sent to the Attorney General a new 
updated incident report requesting legal advice on the measures to be taken against the parties. 
Our Office notes that there is undue delay in the settlement of this issue, which continues to be pending for 
seven years. 
The Director General of the Ministry informed us that the advice from the Legal Office for the further 
handling of the matter is awaited and, that meanwhile, he has obtained the bank statement account for 
one of the two companies. He also noted that the incubator has returned to the Ministry the balance of the 
bank account of approximately €20.000. 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

2.5    MINISTRY OF LABOUR, WELFARE AND SOCIAL INSURANCE  
The Productivity Centre and the Higher Hotel Institute of Cyprus could not be audited due to lack of staff of 
the Audit Office. The audit of the Administration of the Ministry and of the Welfare Benefits Administration 
Service of the Social Welfare Services and the Redundancy Fund, was ongoing during the preparation of this 
Report. 
2.5.1  SOCIAL INSURANCE SERVICES 
Non-payment of contributions by associates of a particular company, members of the Project Team for 
implementation of a public contract for the provision of delivering of writ services etc. Our Office, further 
to the sample checks carried out on payments made by the Social Insurance Services (SIS) under the 
contract signed with the above company,  has conducted a targeted investigation on whether the 
associates (bailiffs) employed by the company  for the implementation of the contract, excluding its 
permanent staff, comply with their obligations deriving from the Social Insurance Laws, 2010 to 2014, and 
the relevant Regulations, with regard to their insurance and the payment of defined contributions to the 
SIF as self employed (since they are not considered employees of the company). 
We observed that there is no provision / requirement in the tender documents, which ensures that they 
comply with the above obligations and their obligations in relation to income tax and value added tax. 
Additionally, a preliminary investigation of a number of associates/ bailiffs who delivered writs in relation 
to social insurance debts, during certain days of April 2015 in Nicosia district, revealed that they were not 
registered as self employed  and therefore had not  paid the prescribed contributions, in connection with 
their said occupation. 
In June 2015, we requested that SIS investigate the issue, taking into consideration the provision limiting to 
six years of the retroactive payment of contributions (Article 13 of the Law). As we were informed by the 
Director of SIS, on 05/10/2015, instructions were given to begin to investigate the issue. 

 
On 29.10.2015, the Director of Social Security informed us that the investigation by the District Social 
Insurance Offices is expected to be completed not later than the end of November 2015 and that the Tax 
Department will soon be informed, as well as the Ministry of Justice and Public Order, being the 
Contracting Authority for the need to provide to SIS ongoing information for their associates working to 
implement the above contract. 
 Exploiting of a preserved building and adjacent blocks (warehouse and plot) in Athenas Street in Paphos, 
owned by the Social Security Fund (SSF). This building (approximately 700 sq.m.), which is located on a 
piece of land in Athenas Street in Ayios Theodoros in Paphos, was purchased in 1995 by the Social 
Insurance Fund for the purpose of extending the building for housing the District Office of Social Insurance 

Recommendation:  To set a timetable and a plan of coordinated actions which will ensure the 
completion of the investigation as soon as possible and  find ways of confronting or limiting such 
phenomena in order to achieve compliance with the provisions of the relevant laws and 
Regulations. Regardless of the findings and the extent of the problem, the issue is serious, since 
the delivery of writs etc., in relation to social security debts or other debts, should not be 
entrusted to associates/ bailiffs who themselves violate the relevant provisions of the Law and 
generally  do not  comply with their obligations to the State.  A full list of the associates of the 
Contractor must be sent to the Department of Taxation to determine whether they have met 
their obligations with respect to the income tax and VAT. 



 

 

in Paphos. Subsequently, the building was declared by the Department of Town Planning and Housing as 
preserved. 
From correspondence / memos of the Social Insurance Services (SIS) and the Public Works Department 
(PWD), we observed that from the end of 2002, when the SIS informed the PWD for the purchase of the 
above building and its intention for housing, initially, the District Offices of Social Security and Labour of 
Paphos, the necessary actions began in order to achieve the plan. As we have seen, during the period 2003 
to mid-2007, the plans had to be revised over time (building survey, area measuring , drawings, costing, 
approvals from the Ministry of Finance, etc.), since SIS and /or the relevant Ministry continuously  altered 
the earlier decisions taken  to meet the housing needs of the various Departments / Services of the 
Ministry, overturing their plans.  As a result, it became necessary to make revisions and new designs for the 
construction of an additional building, in addition to the preserved building. The final design, involved the 
development to meet the housing needs of all of the Services / Departments of the Ministry (3,000 sq.m.). 
As it was finally shown, such a development would create an environmental burden to the area. 
In March 2008, the Municipal Council of Paphos, decided against the expansion of the building, due to the 
special character of the area where it is located, allowing only its rehabilitation / restoration. So, in May 
2008, the SIS decided to proceed only with the restoration of the building. It is relatively stated that the 
preliminary estimate of PWD, in October 2008, for restoration only, amounted to € 2.400.000, plus VAT. 
In March 2010, the Municipal Council of Paphos, with a new decision, approved preliminary and 
conditionally the rehabilitation of the existing preserved building and the construction next to it of a new 
building (1,300 s.m.).A cost estimation took place on the basis of the new data and SIS requested finally, in 
April 2011, to implement the project in two phases (a’ phase: rehabilitation of the preserved building and b’ 
phase: construction of a new building). The project has so far not materialized, mainly due to the fact that 
actions made for hiring a consultant for the restoration of the preserved building, as suggested by the PWD, 
were not successful and due to the non-existence of the necessary funds as a result  of the economic 
developments as from 2013 onwards. 
In December 2013, the Municipality of Paphos, in a letter to the Director General of MLWSI, informed him 
of the immediate need to perform rehabilitation work / restoration of the preserved building, both for 
reasons of public safety - because of the deterioration of the building - and protection / preservation of the 
building from possible collapse. 
In May 2014, in our letter to the Acting Director of PWD, we observed that while the building was 
purchased in 1995, the implementation of the above project was not promoted by then and, therefore, we 
asked to be informed of the measures taken for the direct support of the building, ensuring public safety, 
and the way in which the preserved building would be utilised. In July 2014, the Acting Director of PWD 
informed us that the Office of the District Engineer of PWD in Paphos had made  building support 
operations, to ensure public safety. Regarding the issue of the use of  the preserved building , she informed 
us that it has been referred to the newly created Central Agency for Public Housing Services, chaired by the 
Director General of the Ministry of Transport, Communications and Works, for consideration and decision. 
In September 2014, the Acting Director of PWD informed us further that, provided an approval is given for 
the funds for the promotion of the project, she considers necessary to proceed as soon as possible with the  
 
renovation of the preserved building, because year after year the situation worsens and could possibly 
become dangerous for the safety of local residents. In October 2014, the SIS requested the approval by the 
Ministry of Finance of the sale of the preserved building and adjacent blocks, which eventually was given on 
2.6.2015, provided that the legal procedures are followed. It is relatively stated that the market value of the 



 

 

preserved building, the land and the warehouse, based on the assessment of 1.1.2013, amounts to € 
1.367.500, € 267.600 and € 113.300, respectively. 
In view of the above, our Office is of the opinion that the issue, over time, has not received the proper 
administration, as, firstly, the building may have been wrongly purchased and, secondly, the building 
remains hitherto unutilised and exposed to wear and tear, without being utilised for the purpose for which 
it was purchased, burdening the public with all costs that this might entail (administrative and rents 
payable). 

 
As we were informed by the Director of SIS, in August 2015 a general reassessment of the market value 
(actual selling price) was requested, in order to move forward with the process for its disposal. 
 
2.5.2   SOCIAL INSURANCE FUND 
Legislation. On 9.7.2010 came into force  the Social Insurance Law of 2010 (L.59 (I) / 2010), by which the 
Social Insurance Laws of 1980 until 2009 were abolished. According to Law no. 59 (I) /2010 as from that 
date, the Social Insurance Fund (SIF) consists of four accounts (Basic Pensions, Supplementary Pensions, 
Unemployment Benefits and Other Benefits). 
Financial Position. The audit of the consolidated financial statements for the year ended 31 December, 
2014 has not been completed by our Office and therefore the Auditor's Report has not yet been issued. 
 (a)  Results for the year. The consolidated financial statements of the SIF for the year 2014, showed, for 
the second consecutive year, a deficit of € 19,9 m., compared with a deficit of €49,8 m. in 2013. 
(b)  Receipts. The Fund's revenue for 2014 was € 1.359,6 m., compared to € 1.320,3 m. for 2013, ie it 
increased by € 39,3 m. or 3%. 
(c)  Payments. The Fund’s payments for the year 2014 were € 1.380 m., compared to € 1.370 m. in 2013, 
i.e. they increased by € 10 million. or 0.7%. 
(d)  Cash balances. The balance of the Fund at 31.12.2014 was € 7.382,9 m., compared to € 7.475,5 m. on 
31.12.2013. Of this amount, € 6.899,2 m. was deposited to the General Government Account in the form of 
deposits and € 341,3 m. were invested in Stocks of the Cyprus Republic, € 29,3 m. in Government 
Development Bonds and € 53 million. in Treasury Bills. It therefore transpires, that 99.2% of the funds were 
deposited with the State out of which a percentage of 93.5% was deposited to the General Government 
Account in the form of deposits, which were considered, for the purposes of the special actuarial study 
carried out in 2013, based on the Memorandum of Understanding, as unreal reserves. It is noted that the 
Report of the Auditor General to the Fund for 2013 includes an emphasis of matter, indicating that the 
available funds of the SIF amounting to € 7 bn were at the Treasury of the Republic and € 57 m. at Financial 
institutions, whose credibility is subject to the unstable economic environment. 
 
Arrears of Revenue. 
(a)    Adjudicated cases. On 31.12.2014, the following amounts relating to cases which were adjudicated in 
favour of the SIF and of other Funds were pending for collection.  Their management  and / or the 
responsibility for the monitoring of their receipts is under the Director of Social Insurance Services (SIS).  

 Recommendation:  To take decisions and to promote, without delay, the appropriate action on the 
basis of a substantiated study for the utilization and / or disposal of the building.  



 

 

In 2014, 7.158 new cases were adjudicated in respect of all Funds, compared to 4.452 in 2013 and 8.627 in 
2012, for a total amount of approximately € 24,7 m. (€ 23,8 m. in 2013) and  an amount of approximately € 
7, 4 m. (€ 7,5 m. in 2013) was collected. Also, for adjudicated amounts of € 5,6 m.(€ 5,6 m. 2013),  
liquidation orders have been issued for which   debt verifications  were submitted to the liquidators. 
It is noted that the Fund credits the employees with all the contributions, upon confirmation of the 
amounts on the basis of the Statement of Earnings and Contributions submitted by employers and assumes 
all obligations to their benefit, irrespective of the collection of contributions or not, since the responsibility 
for the payment of the contributions, including the contributions of employees  rests entirely with the 
employer. 
(b)    Current arrears of revenue. From information received from the SIS, on 31.12.2014   an additional 
amount, relating to non adjudicated debts to the SIF  and other Funds was pending for collection  from 
employers and self-employed, amounting to € 105.047.973 (including surcharges), on 22.5.2015 (date of 
the specific demand of the information) and which is detailed in the table below. 

 Arrears under 
6 years 

(€) 

 
 
 

Arrears over 6 
years 

(€) 
 

Total arrears 
 

(€) 
Social Insurance Fund (note) 76.832.922  3.431.622  80.264.544 
Central Holidays Fund    8.622.478     536.539      9.159.017  
Redundancy Fund    3.575.885      138.815      3.714.700  
Human Resources Development Fund    1.490.373      215.550      1.705.923  
Defence Fund            -     415.338         415.338  
Cohesion Fund    8.878.401      910.050      9.788.451  
Total 99.400.059   5.647.914   105.047.973  

Note: Included in the amounts of €76.832.922 and €3.431.622, there are due amounts from self employed of 
€24.163.992 and €1.417.913 , respectively. 

        2014          2013  
         Increase/ 
        (Decrease)  Percentage 

           €               €                €        % 
Social Insurance Fund 106.182.749      97.035.891  9.146.858  9,4 
Central Holidays Fund   18.521.644      17.423.610  1.098.034  6,3 
Redundancy Fund     5.643.362        5.181.008  462.354  8,9 
Human resources Development 
Fund     2.504.899        2.305.792  199.107  8,6 
Defence Fund    3.932.159        4.003.076  (70.917)  (1,8) 
Social Cohesion Fund    9.957.139        9.032.081  925.058  10,2 
   146.741.952  134.981.458  11.760.494  8,7 



 

 

Out of the total arrears under 6 years, the procedure for prosecution for debts amounting to € 75.650.404 
has already started. Criminal proceedings had been lodged also for debts of employers amounting to € 
53.685 which are included in the arrears for more than 6 years. 
The table separates the debts into two categories, since, according to Article 13 of the Social Insurance Law 
of  2010 , no contribution is paid for the employment of a salaried person or a self-employed after six (6) 
years from the end of the contribution period for which the contribution is accrued, resulting in the total 
amount of arrears to the Fund over 6 years,  €4.122.817 from employers and €1.471.412 from self-
employed,  not to be able to be collected. It is relatively stated the that failure to collect the amount due 
from the self-employed entails a proportional reduction in their benefits which they would be otherwise 
entitled. 
Having regard to the above, the continuous increase seen in the total amount of both the  adjudicated, and 
current debts and the relevant findings of our Office, relating to the Ministry of Justice and Public Order 
and which are mentioned in our present Report, for non effective enforcement of criminal warrants 
relating, inter alia, to the debts of social security contributions, we asked the two Ministries involved 
(Ministries of Labour, Welfare and Social Security and of Justice and Public Order) to discuss between them 
practical and readily implementable ways of remedying the situation. At a meeting held on 12.2.2015 at the 
Ministry of Labour, Welfare and Social Insurance (MLWSI) in the presence of the two Ministers and the 
Auditor General, it was revealed that a number of problems is related to the lack of assistive legislation 
such as the lack of provision in the Social Insurance Law to confiscate and dispose movable property before 
the start of the criminal proceedings before the Court, similar to the relevant provision in the legislation 
concerning  Value Added Tax. In that meeting we suggested to promote the preparation of a bill- umbrella 
regulating these matters, and anything else necessary, which would potentially concern all cases of  
revenue collection  of the State. 

 
As we were informed by the Director of Social Security, by the Council of Ministers Decision no. 79.229, 
dated 29.7.2015 it is approved that every responsible Ministry promotes modification of laws within its 
competence by introducing relevant regulatory provisions, similar to those introduced in the legislation 
concerning Value Added Tax with the amending Law of 2014 (Law. 81 (I) / 2014), which should enable the 
confiscation and sale of movable property before and after the initiation of criminal proceedings before the 
Court and the acceptance and registration of encumbrance on the immovable property of the debtor. 
Internal audit. There are still weaknesses in the internal audit system that covers the benefits, including 
reduced percentage of audits made by the Internal Audit Division of SIS in certain types of benefits, as well 
as weaknesses in the computerized system of benefits (its functional support continues to depend on a 
particular private company, the officers of which are not sufficiently familiar with the system, except for  
 
the part that has been received) and in  the audit of the monthly statements of financial change. We 
recommended the need for reassessment and redesign of audits carried out, focusing on the risk areas of 
each benefit. 

Recommendation: It is recommended again that a fixed timetable for drawing of an action plan that 
will reduce uncollectible contributions, is prepared. The SIS should find ways and means, including 
legislative amendments, in order to overcome any weaknesses or practical difficulties regarding the  
compliance of employers, companies, etc. with their obligations, including the settlement of payment 
orders. 



 

 

In March 2015, the Director General of the MLWSI informed us that the SIS were selected by the 
Administrative Reform Unit of the Presidency for reassessment and simplification, on a pilot basis, of 
several procedures applied and therefore any time schedule set will be inseparably linked to the adoption 
of the new procedures. 
Our Office recommended, within the above pilot project and regardless of the possible revision of existing 
procedures, to determine a schedule for the redesign of audits,  along with the above revision, focusing on 
risk areas of each benefit, as  the revised procedure is finalized, a recommendation which was accepted. 

 
 Reserves. 
(a)      Unemployment Benefit Account.  Payments of unemployment benefits, in recent years, exceed the 
total receipts and the reserve of the above Account. For the years ended on 31.12.2014 and 31.12.2013 a 
deficit (net cash flow) is shown amounting to € 47,5 m. and € 77 m., respectively. The Reserve Account 
presented on 31.12.2014 a credit balance of € 51 m., compared with a debit balance of € 71,7 m. at 
31.12.2013 and this was due to the transfer of a total amount € 170 m., as mentioned below , to cover the 
deficit presented in the account for the years 2014 and 2013. 
In Article 73 (2) of the Social Insurance Law it is provided that, if the reserve and the revenues of the 
Account are insufficient to cover its liabilities, the difference is paid from the Consolidated Fund of the 
Republic or it is covered by a special contribution imposed by Regulations. We noted that in 2012 and 2014 
amendments to the Laws (L.170 (I) / 2012 and L.106 (I) / 2014) took place, which provided that, 
notwithstanding the provisions of the above Article, the transfer of € 50 m. and of € 170 m. from the 
Account of Supplementary Pensions to the Unemployment Benefits Account of SIF, to cover the deficit 
presented by the Benefits Account. 
Having regard to the economic forecasts  that the unemployment rate is expected to remain at relatively 
high levels, we pointed out the need to find a definitive solution to balance the payments and receipts of 
the Benefits Account  because it will continue to result in an imbalance between them, resulting in the 
continuous creation of deficit . 
 (b)     Other Benefits Account. At 31.12.2012 the reserve of the Other Benefits Account presented for the 
first time, a debit balance of € 10 m., because the amount of payments (benefit, aids, grants,) significantly 
surpassed the total proceeds and the reserve. At 31.12.2013 the debit balance increased to € 26 m. and at  
31.12.2014 to € 43 m. 
Our Office expressed the opinion that the issue of the adequacy of the two reserves of the above Accounts 
should be taken seriously, in order to take the appropriate decisions for taking action and finding adequate 
solutions to ensure the smooth operation of the SIF, without adversely affecting the Basic and 
Supplementary Pensions Accounts. 

 
   

Recommendation: The reassessment of the allocation of contributions to the Fund's Accounts and / or 
the study of the possible adoption of other alternatives, in order to ensure from the start the adequacy 
of their reserves, should be done as soon as possible. 

Recommendation: To take all appropriate actions to improve / adjust the above weaknesses and 
ensure the implementation of our recommendations for the redesign of audits. 



 

 

The Director of the SIS, stated that the issue of the adequacy of the above reserves will be considered 
under the new actuarial study conducted, which will include an exclusive section with suggestions for its 
solution. 
Investment policy. As provided for in the Social Insurance Law of 2010, the Director of SIS, according to 
specific instructions of the Minister of Finance, invests the assets of the Fund in order to maximize its 
reserves, taking into account the safety, liquidity and return on investments, the role these should play in 
the overall development effort and the government fiscal and economic policy. 
(a)   "Arrangement" between the Government and the Central Bank for the period 1.1.1970-31.7.2010. 
According to an "Arrangement" between the Government and the Central Bank of Cyprus, which came into 
force on 01.01.1970, the Central Bank invests the surpluses of the SIF in Government Development Bonds, 
Government Guaranteed Bonds and Treasury Bills. 
The same "Arrangement" was applied at a later stage for the other Funds (Redundancy Fund, the Central 
Holidays Fund and the Fund for the Protection of the Rights of Employees in Case of Insolvency of the 
Employer) which are under the control and management of the Director of SIS. 
The Central Bank, on the instructions of the respective Minister of Finance invested surplus funds only in 
Treasury Bills, which are of short duration and have the lowest rate of the remaining treasury bills, giving 
the Funds a guaranteed annual interest, at a rate above the rate of interest of Treasury Bills, the level of 
which was set over time by a decision of the Minister of Finance. 
 (b)     New "Arrangement" from 1.8.2010 until today. By transferring the management of public debt from 
the Central Bank to the Ministry of Finance from 1.8.2010, the "Arrangement" of 1970 was replaced with a 
new "Arrangement", which provides for the deposit of reserve funds, including Treasury Bills that would 
expire, to the General Government Account in the form of deposits, with a return as disclosed below. At 
31.12.2014 the balance which was deposited at the General Government Account was 7,5bn, which is 
analysed as €6.899,2m. for the SIF and  €59,9 m., €328,9 m. and €166,4 m. for the Central Holiday Fund, the 
Redundancy Fund and the Fund for the Protection of the Rights of Employees in Case of Insolvency of the 
Employer, respectively. 
 (c)     Performance/return on deposits / investments. As it was stated in our previous Reports, further to a 
decision by the Minister of Finance, which was applied for the SIF from 1.6.2007 and for the other Funds 
from 1.1.2014, , to which until 31.12.2013 a lower interest rate was paid, according to a letter from the 
Ministry of Finance dated 9.12.2013, the performance of the reserve of the SIF and the remaining funds 
shall be equal to the respective marginal lending facility rate of the European Central Bank minus 0.25%, 
which decreased gradually from 3% applicable from 21.1.2009 to 0.30% on 10.9.2014 and hence the return 
on the SIF, from 2.75% to 0.05%, respectively. 
With the policy followed over time, the State borrows the surplus of the funds at favorable terms, on the 
basis of administrative arrangements, a policy which does not safeguard the interests of the SIF and the 
other Funds. Our Office has repeatedly expressed the view that the investment policy for the surpluses of 
the Funds should be reassessed with a view to revise it, so that the investments are made in the most 
advantageous manner for the Funds. 
(d) World Bank Study 
                (i)   New investment policy. Following the Council of Ministers decision no. 65.533, dated 

16.5.2007, a study on the new investment policy of SIF was issued by the World Bank and an 
Inter-Ministerial Technical Committee, of two Ministers, was of established for the processing 
of the study. 



 

 

                        The main recommendations identified in the study, regarding the investment of the Fund's 
reserve,  related to the gradual establishment of a National Fund with "real" reserve, which 
will be invested in types of investments with higher returns than today, but within low risk and 
the creation of an independent Public Organisation with the principal responsibility the 
implementation and monitoring of the investment policy of the National Fund. 

                          In a meeting between the Minister of Labour and Social Insurance and the Minister Finance 
with the social partners, held on 13.1.2009, the Minister of Finance, having stated that the 
"real" reserve SIF is only € 80 m., which isinvested in banking organizations and that an 
amount of € 6 bn. is due by the Government, announced that the Government undertakes to 
pay to the Fund €1 bn., in 5 equal annual installments of € 200 m. 

                         Although at the above meeting, the then Minister of Labour and Social Security announced 
that a bill will be prepared immediately for the creation of the new Organisation,  as we have 
learned, this is still under study. 

                         In that respect, it is stated that, pursuant to the provision of Article 73 (6) of the 2010 Law on 
Social Insurance, as amended to date,  the Minister of Finance and the Minister of Labour and 
Social Security would have to submit to the House of Representatives a bill by March 2010, as 
to the effective management of the Fund's reserves by an independent Commission, having 
ensured the creation of sufficient reserves.   Until the completion of the audit, this seems not 
to have been done. We consider that it is essential, either to submit directly the said bill, or to 
submit an intermediate bill for establishing into law a new final  schedule or a new 
arrangement. 

           (ii)       Creation of a "real" reserve. On the basis of the Council of Ministers decision no. 68.643 dated 
14.4.2009, with which the allocation of € 200 m. was approved to create a "real" reserve at SIF, 
the first installment was paid to the SIF.. 

                          The second installment of € 200 m. for 2010 was paid on 1.11.2010, while the third, fourth 
and fifth installments of € 200 m. in 2011, 2012 and 2013, respectively, which the Government 
undertook to pay to the Fund, have not yet been paid. 

                       The investment portfolio of the SIF, in the sense of a "real" reserve, as modified over time and 
presented in the Fund's financial statements is analysed below: 

 
 31.12.2014  31.12.2013 
             €           € 
 Stocks of the Cyprus Republic 341.278.968  341.278.968 
 Government Development Bonds   29.348.298    29.348.298 
Treasury bills   53.004.617    50.647.344 
Bank balances   58.996.199    56.665.931 
 482.628.082  477.940.541 

We noticed that during the years 2012 - 2014, on the instructions of the Ministry of Finance, SIF held a 
liquidation of deposits in commercial banks, and other items totaling € 74 m. (capital and interest), which 
was not reinvested in the 'real 'reserve, but deposited in the Deposit Account that is retained by the SIF at 
the Treasury at a very low rate (0.05% at 31.12.2014, 0.5% on 31.12.2013 and 1.25% at 31.12.2012). 



 

 

As we have observed, the MLWSI, in a letter to the Ministry of Finance, requested in July 2014 the 
recommencement of a discussion about updating the framework of the investment policy of the SIF. In his 
letter of reply dated 01.09.2014, the Ministry of Finance refers, inter alia, that at this stage, given that 
Cyprus is in a macroeconomic adjustment program through the  Memorandum of Understanding with  
Troika, the possibility  of increasing the investment returns of the SIF is little to non-existent, therefore he 
considers that at present it is preferable for the Government to confine itself to finding the best possible 
interest rate on deposits for funds that the SIF keeps at the State. On 8.12.2014, the Ministry of Finance 
sent a new letter, in which he refers, inter alia, to the said provision of article 73 (6), and sets out its 
argument (deteriorating state of the economy in relation to what was applicable in 2010, worsening of 
economic indicators, increasing public debt, etc.), concluding that it considers that the whole issue of the 
investment policy of the SIF should be reviewed after the economic indices permit it and when it is 
appropriate to amend the relevant provision ( article 73 (6)), adding that at present the Ministry of Finance 
considers appropriate to limit its efforts to achieve a sustainable development and social cohesion. 

 
In his response, the Director of SIF stated that the Ministry considers that the public interest justifies the 
failure to implement the provision of Article 73 (6) within the agreed timeframe, since, due to the 
deteriorating state of the economy, the goal of creating a real reserve at a minimum amount of € 1 bn., has 
not yet been achieved so as to justify the coverage of the significant costs required to operate an 
independent structure and the proposed committees of consultants. He also reported that the Social 
Insurance Board, which is composed of members representing a broad spectrum of the Cypriot society is 
fully informed. Our Office does not agree with this approach, since, as it is know, the public interest cannot 
justify an exemption from complying with the law. 
Reviews of the financial position of the Fund. 
(a)    The last three year actuarial review of the financial position of the Fund took place in 2011 with a time 
reference the 31.12.2009. It is expected to prepare a new actuarial review, with a time reference the 
31.12.2014, which, according to information we received from the Director of SIF in March 2015, is 
expected to be completed early 2016. 
(b)    Special Actuarial Study for the purposes of the Memorandum of Understanding. For the purposes of 
this Memorandum, the actuary of the Fund prepared a specific actuarial valuation with reference time the  
31.12.2011. This was completed and presented at the end of August 2013 to Troika for assessment 
according to the provisions of paragraph 3.1 of the Memorandum. The results of the above study were 
validated by the International Labour Office and  in September 2013 were evaluated and approved by the 
Ageing Working Group of the Economic Policy Committee. The results of the actuarial study, taking into 
account the assumptions (demographic, economic, etc.) agreed with  Troika, the specific provisions of the 
Memorandum, and the reform measures included in the Amendment Law no. 193 (I) / 2012, show that 
these measures ensure the long term viability of the Fund, making it financially sustainable until 2060. 
Therefore no additional measures are required. 
 

Recommendation:  Our Office repeats its recommendation for the submission to the Council of 
Ministers of a Proposal on the options available as to the timeframe and procedures for the 
implementation of the commitments, decisions and legislative requirements for the effective 
management of the Fund's reserves for the payment of the due installments and the maintenance of 
the "real" reserve which was created. 



 

 

2.5.3   DEPARTMENT OF LABOUR INSPECTION 
Inspections of machinery according to Factories Law. Despite the enactment of the Safety and Health at 
Work (Operation, Maintenance and Lift Control) Regulations 2012 (RAP 533/2012), which provide, inter 
alia, the conducting of inspections of elevators by authorised private inspectors, under the supervision of 
the Department of Labour Inspection (DLI), releasing basically the Department's inspectors, who previously 
carried out these inspections, the inspections of all other equipment are still not carried out to the extent 
necessary, in accordance to the frequency specified in the above Law (eg. tubes, cranes and other lifting 
machinery, etc.). 
Specifically, during 2014, 1.141 machine inspections were carried out, compared with 6,283 that had to be 
done. As the Director of DLI informed us, while the inspectors were freed from inspections of lifts, they 
were tasked with the required procedures for the monitoring of their implementation, as per the above 
legislation. He also reported that the same inspectors have carried out the above 1,141 inspections, as well 
as most of the inspections carried out within the framework of the implementation of the legislation for 
storage of gas, that DLI undertook  without any support from additional staff and that, due to understaffing 
of DLI, he will take appropriate legislative or other steps to also give to the private sector,  the periodic 
inspections of lifting equipment and pressure vessels. 

 
Inspections of premises / workplaces. During 2014, 7.798 inspections of premises / workplaces (6.971 in 
2013) were carried out, subject to the provisions of the Health and Safety at Work Law, the Factories Law 
and other Labour Laws and Regulations, for which the responsibility vests with the DLI. According to data 
cited in the Annual Report of the DLI for 2014, the registered premises until 31.12.2014 amounted to 
30.481 (2.893 new premises were registered in 2014), while according to the results of the 2013 premises 
inventory of the Statistical Service (Business Register) , the premises / sites amounted to 99.999, ie  only 
30.5% of them are registered with the DLI. We observed that the number of inspections compared to the 
number of registered premises /sites and the proportion of registered premises, compared with the 
number of the inspectors of premises / sites, is low. 
The Director of DLI informed us that the personnel of the Department inspecting the premises for safety 
and health matters, is steadily decreasing since 2007. He also informed us also that only the premises which 
are verified, after inspection, are recorded in the computerized system  and that the number of registered 
premises varies, since the premises which interrupt their activities are deleted. 
In addition, he reported to us that the number of  premises as per the Statistical Service are indicative and 
may include premises that were active during the reporting period and later ceased their activities and that 
out of the 26.008 households that employ domestic workers, only the 385 which were inspected  are 
registered in the system of DLI. 

 
2.5.4 DEPARTMENT OF SOCIAL INTEGRATION OF PEOPLE WITH DISABILITIES  
Institutional Framework -Plans of social benefits to persons with disabilities and Evaluation System 
Disability and Functionality. In the context of the overall reform of the policy for social welfare and 

Recommendation: On the basis and so far the experience in conducting inspections , the DLI should 
initiate, as soon as possible, arrangements and actions, with the main objective to improve, to the 
extent possible, the above situation. 

 Recommendation: To take the necessary steps to find alternative solutions, legislative or otherwise, 
to address the problem and meet the requirements of the Law. 



 

 

modernisation of the social benefit system, we expressed the view that it is imperative to redesign and 
retarget of the individual Plans of social benefits for people with disabilities and possibly the need to 
introduce a more general regulatory legal framework for the Department for Social Inclusion of Persons 
with Disabilities (DSIPD) as the central body for the formulation, coordination, implementation and 
monitoring of policies for people with disabilities, together with competent agencies. 
Institutional 'shield' we believe is also needed for the operation of the Assessment Centre of Disability 
(ACD), and the application in that Center, as from December 2013, of the new evaluation mechanism 
(Evaluation System of Disability and Functionality on the basis of the International Classification of 
Functioning, Disability and Health) for the issue, inter alia, of relevant evaluation results for the certification 
/ documentation of disability, of its type and extent  and / or opinions whether the appraised meet the 
criteria and conditions included in laws or Plans of social benefits. We observed that the existing Plans, the 
management of which is the responsibility of the DSIPD, does not make explicit reference to the mandatory 
evaluation of the applicants in the ACD, and that the investigation of the ability to function is set up on a 
voluntary basis, i.e. only if the applicant so wishes and declares it. Having in mind that the aim of 
investigating the ability to function, among others, is to describe and substantiate the limitations faced by 
the individual in everyday life (multidisciplinary assessment of individual needs and capabilities) as well as 
the necessary support interventions, we suggested to consider the compulsory assessment of  the 
functionality of at least of some categories of disabled people,  for which the required interventions 
correspond to allocating to them  financial benefits (grant / use of specific technical means and / or 
wheelchairs / benefits or treatments and / or care services, etc.). 
As we were informed by the Director of DSIPD, the redesign and integration of social benefits for the 
people with disabilities into a single new law is the policy of the Ministry of Labour, Welfare and Social 
Insurance (MLWSI) and for which it has requested the views of the disability movement. We were also 
informed that at the present stage, the DSIPD will make a proposal for appropriate amendment of all Plans 
of social benefits to persons with disabilities and for institutional setting of individual aspects of the 
operation of the Evaluation System of Disability and Functionality and that the legislative shield operation 
of ACD System is premature and that it will be promoted in due time in the future. 

 
Vocational Rehabilitation Centre for the Disabled (VRCD). 
(a)     Our Office, having regard to the results of the research concerning the vocational rehabilitation for 
the disabled, together with other findings, has repeatedly expressed the opinion, that the way VRCD was 
operating, which in recent years is under the supervision of DSIPD, no longer appears to serve the purposes 
for which it was founded. 
The Council of Ministers with its decision no. 68.425 dated 18.2.2009, approved the reorganization and 
modernization of vocational training and rehabilitation of people with disabilities , based on a new 
institutional framework in the sphere of competence of MLWSI and authorized the Minister to consult with 
all affected bodies and to promote a bill  for the preparation for the establishment and operation of 

Recommendation: The DSIPD, after utilizing the information and results of the implementation of the 
system above, to formulate as soon as possible, through the institutionalized processes, the appropriate 
policies and / or to take the appropriate legislative or other arrangements, to ensure effective targeting 
and more rational allocation of public resources in order to meet the needs and fulfill the rights of 
people with disabilities, by a central body. 
 



 

 

theTraining Agency and Rehabilitation of Persons with Disabilities, in which  Christos Stelios Ioannou 
Foundation (CSIF) and DSIPD will be integrated. 
The DSIPD, in parallel with activities for the establishment and functioning of the Agency, carried out a 
series of activities to modernize and upgrade the ACD and in cooperation with other relevant bodies, 
proceeded to the deinstitutionalization of persons accommodated at ACD and closed down the boarding 
school in January 2013. It also proceeded to the vocational rehabilitation of persons employed in the 
workshops (sheltered employment) of ACD and to the gradual termination of their operation. 
 On 14.2.2013, an agreement was signed between the Government and Christos Stelios Ioannou 
Foundation, which provided, in the first instance, changes in the administration of the Foundation (which 
was done following the undertaking of its Administration  by the Government on 6.8.2013) and secondly, 
the integration of the Foundation to the Agency. Our Office pointed out that the scheduled timeframe of 
two years, as specified in the agreement, for submission and adoption by the House of Representatives  of 
the bill  for the establishment and operation of the Agency has expired and therefore, the provisions that 
are directly linked to the establishment and operation of the Agency, as provided in that agreement, 
became inactive. 
As we were informed by the Director of DSIPD, the MLWSI, having considered the position of the Ministry 
of Finance (based on the memorandum commitments) not to promote the bill and the reaction of the 
Cyprus Confederation of the Organisations for the Disabled (CCOD) for the establishment of the Agency, 
has accepted a proposal of her Department to freeze those activities taking place for the establishment of 
the Agency. She also informed us that the DSIPD, in cooperation with the CSIF, is processing other 
solutions, for which the views of CCOD are expected and then it will put forward a new Proposal before the 
Council of Ministers. 
It is our view, that the Council of Ministers should have already been informed of the above actions. The 
fragmentary actions taken or made and the passage of a considerable time, without a final decision, does 
not contribute to achieving the objective of the reorganization and modernization of the vocational training 
and rehabilitation of people with disabilities.  

 
The Director of DSIPD, in October 2015, informed us that a proposal will be submitted through the MLWSI, 
to the Council of Ministers for information. 
(b)    With regard to the shutdown of the boarding school and the workshop (sheltered employment) and  
generally of SIPD in the form it was working, our Office expressed its reservations about the delay in the 
handling of equipment / machinery / stock of the boarding school and workshops and about the start of the 
process for  their distribution  to various Government Departments / Services or other Bodies/ 
Organisations or its registration for  scrapping, without first having completed the process of checking the 
results of the physical count and ensuring the existence of all equipment / machinery / stocks that should 
exist , based on the existing registers / ledgers. For some items / equipment which were granted free of 
charge to NGOs / voluntary organizations, a decision of the Council of Ministers was obtained, in May 2015 
(Decision no. 78.801, dated. 6.5.2015). 
We requested to be informed of the actions taken regarding the use of premises and facilities of CORD, 
since, as it was observed, on a site visit by our Office’s  staff  in early March 2015, access to the site (large 

Recommendation: There was a long delay in implementing the decision of the Council of Ministers of 
18.2.2009. It is recommended that the Council of Ministers is informed for the suspension or non-
implementation of its decision and obtain a relevant authorisation for the actions taken to find other 
solutions. 



 

 

area of state land, fenced with scattered buildings / premises, gardens, fruit trees, etc.) was free (the gate 
was always open, since some rooms / premises located in the area of SIPD were used by government 
Departments / Services or Organizations / Associations etc. which had a  license for use ), gardens and 
orchards were neglected and some premises were obviously in need of maintenance, with all the 
consequent financial and other consequences  regarding their  restoration. It is worth noting that the 
Director of DSIPD, requested in September 2014, the involvement of the MLWSI in the handling of the 
whole matter. The Director General of the Ministry, in a letter dated 6.10.2014, to the Department of Lands 
and Surveys and the Department of Public Works, expressed, inter alia, his concerns about the whole 
situation and asked for their views and suggestions as to the appropriate jurisdiction authority to manage 
the issue. 
As we were informed, the management of the buildings and sites of former SIPD, was assigned to the 
Central Agency for Housing Public Services (CAHPS). The Public Works Department, in September 2015, 
informed the MLWSI and all stakeholders of the completion, by CAHPS, of the granting process of the 
available facilities and sites of the former SIPD to government Services and Departments. It was also 
indicated that there was a need to establish an Interdepartmental Committee for the management of the 
common areas and other related issues. 

 
Provision of special allowance for the blind. The responsibility for providing this allowance, which is 
granted for a  lifetime and which belonged to the Grants and Benefits Service of the Ministry of Finance, 
was assigned to DSIPD as from 31.3.2011.  
According to article 5 of the Provision of the Special Allowance to Blinds Law of 2011 (L. 11 (I)/2011), 
existing recipients who became entitled before 1.1.2008, pursuant to the Provision of Special Allowances 
Law of 1996 to 2009, are referred for examination to a special multidisciplinary Committee composed of 
two ophthalmologists. As It was observed, until  March 2015, this provision was not applied, since, as we 
were informed, no re-evaluation  of these recipients of the allowance was taking place, after the initial 
approval of their applications and the granting to them of the special allowance. It is noted that the amount 
paid in 2014 for this allowance amounted to € 9,7 m. (€ 10,3 m. in 2013). The Director of DSIPD, in March of 
2015, informed us that 1,244 recipients who became entitled to the allowance before 1.1.2008, without 
been re-evaluated by a doctors committee, will be requested, gradually, to be reassessed at ACD. In 
October 2015, he informed us that the reassessment had progressively begun, as from April 2015. 
 
 
 
Scheme for the provision of grants to organisations of people with disabilities. The purpose of this 
Scheme is to cover the basic operating costs of the above organisations, as well as the expenditure of social 
integration programs for people with disabilities. The audit revealed some weaknesses / deficiencies, 
regarding, inter alia, the use of criteria, for the allocation of the grant, other than those provided in the 
Scheme, the payment of grants to organisations with very large reserves, the weakness in ensuring that 
donations were allocated for the purpose they were given due to lack of detailed information in the 

Recommendation: There was a long delay and weaknesses / shortcomings in handling, as a result of 
the termination of the operation of SIPD, of equipment / machinery and stocks and furthermore in the 
management of premises and establishments. This should be done in the right way, as soon as 
possible. 

Recommendation: The Department to proceed as soon as possible to take the necessary action to 
comply with the requirements of the Law. 



 

 

audited accounts and for not taking into account the unspent grant in determining the amount of the grant 
for next year. 
Although in 2014, the DSIPD carried out a redesign of the application form in order to request the 
submission of data  based either on the additional criteria set by the Director of the Department, or as a 
result of legislative or other requirements,  there are still weaknesses / shortcomings , relating to the 
verification of the accuracy of some data declared in the application, to  the evaluation based on criteria, of 
the financial or other information submitted without using a performance methodology evaluation and 
inappropriate documentation for the allocation of grants, since for any organisation authorized to take 
grant  a total grant amount is given, without allocating it to operating costs and / or implementation of 
individual programs. 
 
 
 
 
As we were informed by the Director of DSIPD, in October 2015, a new scheme has been prepared and 
been forwarded for consultation with the disability movement, with new criteria and conditions on the 
basis of our recommendations. 
2.5.5 SPECIAL FUND FOR THE PROVISION OF MOBILITY ALLOWANCES TO PERSONS WITH 
DISABILITIES 
Submission of financial statements for audit. Until the preparation of this Report, the financial statements 
of the Fund for the years ending on 31.12.2012, 31.12.2013 and 31.12.2014 were not submitted to our 
Office and therefore their audit has not been performed. It is noted that the financial statements for the 
years ended 31.12.2010 (revised) and 31.12.2011 were submitted for audit, with great delay, on  
28/7/2014. However, their audit is pending, since, as we have observed, these were not prepared on the 
basis of a going concern entity because it was considered that the Fund terminated its operation on 
31.12.2011 because as from 2012 the payment of the allowance is made by the Department of Social 
Inclusion of Persons with Disabilities and the allowances were charged to the Budget of the Department. 
Our Office, expressed the opinion that the matter needs clarification and legislative regulation, since any 
accounting adjustment, by itself, does not abolish the provisions of article 5 of the Mobility Allowances  to 
Disabled, Law (N.36 / 80), which governs the establishment, management and audit of the Fund, a Law 
which still applies. 
The Director of DSIPD, as Chairman of the Special Committee of the Fund, informed us that the abolition of 
article 5 of the above Law is in process and she believes that by the inclusion of a relevant Vote in the  
budget of the Department for the payment of allowances, the operation of the Fund has terminated and is 
no longer a going concern. 

 
 

Recommendation: There is a delay in the settlement of the matter. The Special Committee of the Fund, 
in consultation with other responsible  Departments / Services, to examine the matter and to take a 
final decision whether the Fund terminated its operation and since when and to promote, without 
delay, the necessary legislative changes. 

Recommendation: The Department to proceed, as soon as possible, to a spherical study  and 
modernization of the Scheme and / or the adoption of appropriate evaluation mechanisms, which will 
ensure the rational management / allocation  of the  available amount of grants and that grants are given 
in accordance with the provisions of L. 38 (I)/2014. 



 

 

2.5.6  RELIEF FUND OF AFFECTED PERSONS 
General. In accordance with the Relief of Affected Persons Law (N114 / 88) the Fund's purpose is to provide 
benefits to the disabled and dependents who died the years 1955 to 1959, 1963 and 1974, as well as the 
disabled or dependents of killed / deceased / missing during their service in the National Guard. 
The Fund's resources come exclusively from state subsidy, while the level of the provided benefits is 
determined by Regulations. The Fund is managed by a five-member committee, which is appointed by the 
Council of Ministers. 
Results for the year. The proceeds of the Fund were € 17.538.939 and the payments €17.538.939, 
compared to € 18.000.860 and € 18.001.706 in 2013, respectively. 
Allowance to the Cyprus University students. According to the Council of Ministers decision no. 53.594 
dated 9.5.2001, an amount of £500 (€854,30) is granted to all affected persons whose children are students 
of the University of Cyprus. It was observed that the allowance is granted also to affected persons whose 
children are students of the Cyprus University of Technology (CUT), without having received any approval 
for their inclusion in the beneficiaries. It is noted that the above allowance is not granted to those children 
attending private universities in Cyprus or abroad. 
As we were informed by the Director General of MLWSI, to all other affected students attending higher 
education in Cyprus or abroad, a student grant is provided without financial criteria from CSSF, starting 
from € 1.537 to € 7.688. 
The Director General of MLWSI informed us that the number of beneficiaries of the allowance granted by 
the Fund is small (21 people in 2014) and is likely to continue to decline. 

 
Institutional framework. Under Measure 3.11 of the Memorandum of Understanding  there should be a 
restructure of the welfare system in order to gather and modernize the existing social welfare benefits through 
their consolidation and / or elimination, and to be better targeted . However, no study / restructuring of the 
relevant legislation and the Fund's regulations, as part of our commitments under the Memorandum , has yet 
taken place. 
It is noted that income criteria for the granting of benefits granted by the Fund have not been set. 
It is stated that a large percentage of the beneficiaries are permanent and retired civil servants. 
The following table of  permanent or retired civil servants and the amount received (in excess of 
their normal salary or pension) is indicative. 
 
 

Recommendation: This allowance is additional to the student grant given by the Ministry of 
Education and Culture. For administrative simplicity purposes, we suggest it is granted to 
beneficiaries by the same body, after it is reviewed. In any case, in our view, the grant of benefit to 
affected persons whose children are students of CUT without approval of the Council of Ministers is 
not legally sound, while its granting only to affected persons whose children are students at the two 
state universities, not to the Open University of Cyprus and also not to the private domestic 
universities (possibly and to those abroad), may constitute unequal treatment. A recommendation 
by our Office is that, if the allowance continues in the same format, then to seek guidance from the 
Attorney General. 



 

 

Name 
 

Special monthly pension 
(€) 

 Name Special montly pension 
(€) 

Α-Α 3.092,25  Η-Η 2.525,21 
Β-Β 3.092,25  I-I 2.475,66 
C-C 2.941,80  J-J 2.475,66 
D-D 2.907,96  ΙΑ-ΙΑ 2.331,56 
Ε-Ε 2.676,14  ΙΒ-ΙΒ 2.305,60 
F-F 2.619,76  ΙC-IC 2.147,22 
G-G 2.619,76  ΙD-ΙD 2.147,22 

 

 
The Director General of the Ministry of Labour, Welfare and Social Security, informed us that the 
amendment or abolishment of social benefits granted, is an entirely political issue, on which the Council of 
Ministers will take a Decision, if and when it decides to do so. 
  
 
 
 
 
 
 
 
 
 
 
 
 
 

Recommendation: Given the current adverse economic conditions, to review the whole 
institutional framework of the provision of special pensions, special allowances and other aids 
based on income criteria. Our Office does not intervene in political issues and it is therefore not 
recommending the alteration of the total amount granted. But we have the view that the granting 
of such benefits to persons who do not need them, is depriving them from those who really need 
them. It is reported that the majority of beneficiaries are permanent and retired civil servants. 



 

 

2.6    MINISTRY OF INTERIOR 
Due to lack of staff of our Office, the Service for the Care and Rehabilitation of Displaced Persons, the Civil 
Defence Department, the Asylum Service and the Civil Registry and Migration Department were not 
possible to be audited for the year 2014. 
Administration. 
European Funds. 
(a)      Project Management co-financed by the Cohesion Fund. The total approved budget relating to five 
projects co-financed from European Funds in the programming period (PP) 2007-2013 and 2014-2020, is 
approximately €178m. Whereas a provision for expenditure of €20,56m. was included in the Budget for the 
year 2014, the actual expenditure amounted to €6,34m., ie. the implementation rate was 30,8%. By the 
end of the year 2014, only a total amount of €10.8m was spent, ie. the Implementation rate was 6,06%. 
 (b)     Projects financed by the Structural Funds which are implemented by Non-Governmental Services. 
In the Budget of 2014, an initial provision amounting to €13.6m. was included, which involved  four projects 
of the Municipality of Limassol, four projects of the Municipality of Nicosia, one project of the Municipality 
of Larnaca and  one of the Municipality of Paphos  (for which a payment is still pending, even though it was 
completed in 2012) and the final cost amounted to €12m. The total approved budget for the above projects 
which are co-financed by the Structural Funds and implemented by non-governmental services for the the 
PP 2007-2013, amounts to €108.6m. 
By the end of the year 2014, a total amount of €85.8m. was spent, ie there was an implementation rate of 
79% of the total approved projects in the Budget. 
According to the Director General of the Ministry, the European Funds Unit of the Ministry monitors closely 
the issue and it is expected that by the end of the eligible payment period on 31.12.2015, complete 
absorption will be achieved. 

 
Housing Projects. 
(a)    Housing Loans and subsidies of Housing Schemes. The total expenditure incurred for the year 2014 
for housing loans amounted to €85.432 (€108.986 in 2013 and €14.531.354 for 2012) and the subsidies of 
the housing schemes amounted to €616.810 (€2.940.131 for the year 2013 and €6.973.388 for the year 
2012). The very significant reduction in expenditure, compared with previous years, is due to the 
modification and / or elimination of many of the provisions of the Unified Housing Scheme in 2013. On 
31.12.2014, the outstanding loans appeared to be €119m. 
It was observed that not all the necessary records of the approvals / contracts / loans, etc are kept, that not 
all the necessary checks are carried out before making payments and that related evidence and documents 
are not archived. 
(b)       Bank Charges on loans of the Housing Schemes. In 2014 an amount of €987.687 was paid to the 
Housing Finance Organisation (HFC) to cover, inter alia, bank charges, without conducting adequate checks 
on the amounts paid. 

Recommendation: Given the significant size of projects and the timeframe set for implementation, 
planning and spending should be closely monitored so that the projects will be implemented in time 
and the Republic should make the fullest use possible of the European funds, which is entitled. 



 

 

(c)       Not securing the condition that concerns alienation of residence. Upon the granting of financial 
assistance through the HFC, the immovable property of the beneficiary is not, basically, charged with the 
condition that the residence is not alienated unless 10 years elapse from its completion or its purchase and 
that it should be used for at least 10 years for permanent residence (as the provisions of the Unified 
Housing Scheme require). This condition is not secured through the Department of Lands and Surveys but it 
is only referred to as a prohibitive clause in the letters of approval to the applicants of the Scheme. Unlike 
the above, in cases of granting a loan, (rather than a subsidy) through the HFC, this condition is secured, 
since the property of the beneficiary is pledged to a first mortgage in favour of the Organisation. 
According to the Director General of the Ministry, due to the involvement of many parties, the 
maintenance of all necessary records seems impossible and the Ministry intends to evaluate further the 
information obtained from the Cyprus Development Land Organisation (CDLO) and HFC with a view to  
reconcile / monitor, in future, the amounts repaid to the State. Also, given the fact that the Scheme is 
currently suspended, the Ministry will proceed with the alteration of the process when it comes back into 
effect. Concerning the bank charges, he informed us, that the role of monitoring the loans has been given 
to the HFC, for which a related charge/allowance is paid by the Ministry. To ensure the condition relating to 
the residences alienation, he informed us, that the Ministry requested the Lands and Surveys Department 
to find a way to resolve the issue permanently. 

 
Expenditure on meeting social needs to bodies and citizens in financial need. In 2014, an amount of 
€273.567 (€597.795 in 2013) was spent to meet social needs of bodies and of citizens in financial need. 
Specifically €1.500 was allocated to Local Authorities, €124.915 to citizens, €22.652 to clubs and €124.500 
to social grocery stores. These costs are incurred on the approval of the Minister of Interior, without 
written predetermined criteria for who the beneficiaries are and how much of assistance / sponsorship 
they are allowed. 
The Permanent Secretary expressed the view that such criteria would complicate the process and increase 
bureaucracy and noted that, in 2014, instead of the payment of individual amounts, the Ministry, in 
collaboration with the Volunteers Commissioner, allocated 45% of the approved expenditure to social 
grocery stores Pancyprian to relieve our fellow citizens in financial need. 

 
Grants . 
Grants to occupied Local Authorities (LA). It has been observed that no comparison of the actual 
expenditure submitted by the occupied LA for grants is made, with their audited accounts, to confirm their 
correctness. Also, grants are reduced by the balance at the beginning of the year of only the bank account, 

Recommendation: Aid should be granted by a Central Agency in order to better manage the funds 
and to avoid its granting for the same purpose from different Ministries / Agencies. Also, criteria 
should be defined and, by grace donations, should be given according to the provisions of Articles 24 
to 28 of L.38 (I)/2014. 

Recommendation: All the necessary records should be kept, all the necessary checks should be made 
and the relevant evidence should be filed. Additionally, in cooperation with the Department of Lands 
and Surveys, an effective way not to allow alienation of property before the lapse of 10 years from 
the date a subsidy is given, should be found. An effort to find the residences already alienated in 
violation of the provisions of the Scheme, for the purpose of the return of the subsidy, should also be 
made. 



 

 

in which the government grant is deposited and it is not investigated by the Ministry as to whether there 
are other bank accounts with balances. From information given to us by the Ministry, it was observed that 
there are Municipalities which maintain in other accounts high cash balances, in one case up to an amount 
of €800.000. 
As we were informed by the Director General of the Ministry, guidelines are awaited from the Minister of 
Interior on the issue of large balances in other accounts which may be kept by some Municipalities. With 
regard to the control of expenditure, it is requested that LAs submit annual accounts in time, as well as 
data on their actual expenditure. 

 
Registered Institutions. Despite the obligation of the management of each institution to submit, on an 
annual basis,  to the Registrar of Societies and Institutions accounts audited by an approved auditor in 
accordance with the existing legislative framework, the absence of a clause criminalising the failure to 
comply, results in many cases in its non compliance . 
As we were informed by the Director General of the Ministry, a bill has been prepared which aims to 
replace and modernise the existing legislative framework. Clear instructions have also been given to the 
responsible officials to send reminders, systematically, in cases where there is failure to comply with the 
corresponding obligation and to examine the submitted financial statements for any elements requiring 
investigation. 

 
Cyprus Foundation of Affection and Love for Children. According to a letter of the Ministry of Interior to 
the Attorney General dated 9.4.2014, the Foundation, which was established on 31.5.2011 with its 
activities being the sale of publications, sent to the Ministry financial statements for the period 4.9.2009 
until 31.12.2013. The auditors in their reports for all years, indicated that “no proper books of account have 
been kept by the institution” while in their reports for the years 2012 and 2013 indicated that there was no 
appropriate audit evidence as to the quantities of magazines which were sold. As we were informed, a 
criminal investigation was conducted in 2013 for this Foundation, in connection with its activities of sale of 
publications, the proceeds of which do not appear to have been made available for the goals of the 
institution. The Director General of the Ministry of Interior informed us that, with regard to the ongoing 
criminal investigation, relevant information on the progress of the case, was requested from the Police. 

 
Other development projects and programs. In 2014, an amount of €570.359 (€600.826 in 2013) was spent 
from the subgroup of expenditure "Other Development Projects and Programs". According to the 
explanatory memorandum of the Budget, part of the provision concerns the government contribution for 
ad-hoc projects in Local Authorities. It was found that the amount of €159.416 related to payments for ad-

Recommendation:  To request information on the progress of the criminal investigation and whether, 
in accordance with the provisions of Article 43 (2) (b) of the Societies and Institutions Law, the 
dissolution of the Foundation was promoted, since it acted outside its purpose. 

Recommendation: A clear monitoring process should be applied for submitting audited financial 
statements by all active institutions within the timeframes set by the law, as well as to examine the 
financial statements submitted for any items that require further investigation. 

Recommendation: Before the allocation of grants to the occupied LA, their expenditure should be checked and the balances of all bank accounts should be taken into account. 



 

 

hoc projects of Local Authorities for which the execution of the project does not appear to have been 
confirmed, in contravention to the criteria laid down in the relevant decision of the Council of Ministers for 
the funding of the projects. Also, expenditure of €121.946, which was made from the same subgroup of 
expenditure , did not fall within the provisions of the explanatory memorandum. 
The Director General of the Ministry informed us that District Officers in most cases, who request 
information, are kept informed about the payments made for the execution of the respective development 
projects in their Districts. He also reported that for the year 2015, a change of the explanatory 
memorandum to the aforementioned article has been requested, so that payments are consistent with it. 
The Director General of the Ministry, reported that the Ministry of Interior does not agree with the 
termination of the granting of financial aid from the specific subgroup of expenditure. 

 
Assessment, management and response to flood risks. Based on the Assessment, Risk Management and 
Flood Response Law (L.70 (I)/2010), the Coordinating Authority for the management and handling of flood 
risks is the Minister of Interior and the Competent Authority, is the Water Development Department. 
According to the Law, the Coordinating Authority is responsible for monitoring the implementation of flood 
risk management plans and the Competent Authority conducts a preliminary flood risk assessment, from 
which the areas, for which there are serious potential flood risks or the likelihood been flooded, are 
determined and, based on this, it draws up flood risk maps. These maps appear to have already been 
completed and posted on the Department's website. The compilation of the flood risk management plans, 
for all areas, must be completed and published by 22 December 2015. 
Since natural phenomena such as floods endanger primarily human life, but also private and public 
property, and when occurring may result in significant costs to the  public finances or jeopardize economic 
growth, we asked to be informed of the measures which the Coordinating Authority takes for this issue. 
As we were informed by the Director General of the Ministry, the measures taken by the Coordinating 
Authority (ie the Ministry of Interior) are costly and aim at limiting, to the maximum extent possible, 
extreme events such as flooding. The measures include the issue of preventive instructions to the 
competent authorities for the timely cleaning of the routes of water, ditches etc. and the maintenance of 
the rainwater collection infrastructure, as well as the issue of instructions for the design, planning and 
implementation of projects in cooperation with the relevant Local Authorities and Services / Departments. 
He also informed us that the commitments concerning the compensation of victims of extreme weather 
events in December 2014 and January 2015, have almost been completed. 
This view does not seem to answer the basic observation on the obligation for the compilation of flood risk 
management plans by 22.12.2015. 

 

Recommendation: The Ministry must honor the commitments it had undertaken for the compensation 
for the December 2014 floods and, as required by the relevant legislation, proceed with plans and 
actions to ensure the long term non-recurrence of such incidents.  

Recommendation: For better use of public resources and effective control, it is recommended to 
terminate the granting of aid from multiple subgroups of expenditure. Also, the Department should 
comply with the provisions of article 12 of L.20 (I)/2014 and ensure that the implementation of the 
budget falls within the approved credits and does not deviate from the financial rules and policy, as 
well as that the award of grants is in accordance with Articles 24 to 28 of the Accounting and 
Financial Management and Financial Control of the Republic Law of 2014 (L.38 (I)/2014). 



 

 

Rehabilitation/Improvement of Piale Pasha Street in Larnaca - Payment “ex-gratia” of aid to 
entrepreneurs of recreation centers.  At the suggestion of the Ministry of Interior, the Council of Ministers 
approved on 13.8.2012, the payment “ex-gratia” of financial assistance totaling €690.000 plus VAT, for 
relocation purposes, to the users of four premises in Piale Pasha Street in Larnaca, affected by the project 
of rehabilitation/improvement. It is also noted that, in addition to the payment "ex- gratia" of financial 
assistance, T/C plots were granted in the Mackenzie area to the users of the three affected premises. 
Our Office considers that the affected were not entitled to statutory damages given that the premises were 
illegal, the licenses and the lease documents were cancelled legally and that the Council of Ministers had 
already approved the demolition of the premises by the Municipality of Larnaca and a relevant Order of 
requisition had been published. 
According to the letter of the Ministry to the Attorney General dated 23.3.2015, the issue as to whether it 
was justified, in the circumstances, to pay "ex-gratia" financial assistance to the affected entrepreneurs, has 
not been referred for his opinion, as it was determined by a letter of the Legal Office of the Republic dated 
27.11.1996, due to unawareness. Our Office, however, does not consider that this is an excuse. 

 
As we were informed by the Director General of the Ministry, the opinion requested from the Attorney 
General is expected, and that the issue of T/C plots granted is under study. 
Management of beaches. Our Office published, in September 2014, a special report on the management of 
beaches in Cyprus. Our major observations have been included in the Annual Report for 2013, and as 
mentioned, although several issues fall within the jurisdiction of the Ministry of Interior, despite repeated 
reminders, the Ministry has not yet replied to all the issues we raised in the letter addressed to it. 
Specifically, we have not been informed of the measures taken or intended to be taken by the Ministry, as 
the supervisory authority of the competent Authorities (District Administrations), in relation to the specific 
cases of illegal interventions identified in the beaches protection area, nor we have been informed of all 
the results of a national survey / registration of illegal interventions that are within the beaches protection 
zone, which as we were informed, was conducted by the District Administration, on the advice of the 
Ministry, as well as of the measures taken or it intends to take for the  restoration of legality and 
punishment of offenders. Also, the Ministry’s comments, regarding the way the beaches protection zone is 
defined and any intention as to its redefinition, have not been submitted and neither have its views on the 
review of legislation governing the operation of the Central Committee of Beaches (CCB) and the actions 
which the Ministry intends to promote for the monitoring of the performance of the CCB’s responsibilities. 
Imposition of fines by the European Union for landfills.  After the condemnation of Cyprus by the 
European Court of Justice (ECJ) on 18.7.2013 concerning its non-compliance to close all landfills, the 
European Union services requested an action plan to be submitted with specific measures and timetables 
to clear the illegality of Cyprus, in 12 months or 24 months in justified cases, from the date of conviction. 
Cyprus undertook to proceed immediately to build waste treatment plants, so that with the 
commencement of their operation to close the two remaining landfills still in operation in Nicosia and 
Limassol. However, landfills restoration projects remain pending and the possibility for ECJ to impose a fine 
to the Cyprus Republic, is greatly increased. 

Recommendation: We requested to be informed about the measures the Ministry intends to take 
regarding the issues raised above, especially for the three of the entrepreneurs who were given “ex-
gratia” assistance and granted T/C plots, who have not used them for relocation of their businesses, 
as was the purpose for which the Council of Ministers gave its approval. 



 

 

The Director General of the Ministry informed us that, actions to comply with the above recommendations 
are taken by the Department of Environment and specifically, in accordance with the Decision of the 
Council of Ministers (No. of Decision 77.911, dated 26.11.2014), it was decided to transfer the 
responsibilities of the Ministry of Interior, as provided by the Waste Law 185 (I)/2011, to the Ministry of 
Agriculture, Rural Development and Environment. 
Waste management in the Districts of Larnaca and Famagusta. 
(a)    Integrated Installation of Waste Management (IIWM) Larnaca - Famagusta in Koshi.  The ten-year 
operation of the project begun on 1.4.2010. The operation of the project contract was assigned on 7.9.2011 
to the Council of Exploitation of IIWM of Larnaca - Famagusta, and the operating cost is paid by the 
Municipalities and the Communities of these Districts. 
It was observed that the terms of the contract (of which the Ministry of Interior remains guarantor), is 
unbalanced (in favour of the Contractor), mainly as to the very high waste management price, the provision 
for further increase in the price if the quantities of waste delivered are less than a lower threshold and as 
regards the adjustment formula that was included in the contract terms. 
The Council of Ministers approved on 6.11.2013 the renegotiation with the Contractor, in order to 
rationalise the terms of the contract and authorised the Minister to appoint a Negotiation Committee (NC), 
which is to negotiate the terms of the contract with the Contractor, in order to improve them, provided 
that any agreement reached will be subject to approval by the Central Variations and Claims Committee 
(CCVC), as the law provides. 
The NC appointed, requested from the Contractor to submit proposals to reduce the operating cost of the 
unit, with full documentation and based on real financial data resulting from its operation, within, firstly, 
the time horizon until the expiration date of the contract (31.3.2020) and also within a possible contract 
extension of 10 years. The Contractor submitted in August 2014 proposals, in non-paper form, which were 
evaluated by the NC and were considered as draft and unsubstantiated. The first proposal (without 
extension of the duration of the contract) included, as a basic parameter, only a small reduction in the unit 
price for the operation of the project, from €75/ton to € 63.5/ton, while in the second proposal, the unit 
price offered, amounts to €59.5/ton. 
On 7.7.2015, our Office pointed out to the Ministry of Interior that any agreement to amend the contract, 
should be submitted for review and should receive approval by the Central Variations and Claims 
Committee (CCVC), in accordance with the provisions of R. 115/2004. 
On 23.7.2015, our Office sent a letter to the Minister of Interior, which commented on the written 
statement of the Minister that had been posted on the website of the Press and Information Office, the 
previous day. Specifically, in this statement, the Minister outlined the decision of the Council of Ministers 
dated 22.7.2015 (no. of decision: 79.201), according to which the Contractor agrees to reduce the unit price 
of mixed waste to €39,90/ton (which is the main waste category), and the modification of the 
mathematical formula for calculating revisions (adjustment formula - VOP), according to the formula that 
applies to the IIWM Unit of Limassol, provided that: 
  
(i)       There will be an extension of the duration of the operating contract for another seven years. 
(ii)  There will be a diversion of additional 30,000 tons per year from the Nicosia district to this unit, in 

order to increase productivity, and the benefit from the economies of scale that will result. 
(iii)      There will be immediate payment of amount due (around €6m). 



 

 

(iv)      The problem of delaying the payment of amounts due, will be resolved in future. 
Our Office expressed serious reservations as to the legality of the above extension of time, taking into 
account a previous relevant advice of the Attorney General dated 27.5.2014, as well as the views of the 
Commissioner for State Aid Control, as presented to the Council of Operations of IIWM of Larnaca - 
Famagusta on 25.2.2014. Therefore, we expressed the view that since the decision of the Council of 
Ministers did not include a provision for referral for examination by the European Commission, the 
possibility for the Republic of Cyprus to be exposed to a fine was visible, in case the Commission finds- 
either following a complaint or an ex officio examination - a violation of the European Directive on the 
public procurement sector. In the case of signing an agreement for a contract extension before the 
examination by the European Commission, we expressed the view that it should include a relevant 
provision that would require the Contractor to pay any fine imposed to the Republic in order to protect its 
interests. 
On 8.9.2015, our Office sent a letter to the Minister of Interior, expressing its deep concern about the fact 
that actions seemed to be in progress for signing the above agreement with the Contractor, without prior 
examination of the issues that were raised. Our letter was copied to the House of Representatives Standing 
Committee on Development Plans and Public Expenditure. 
On 6.10.2015, the Minister of Interior said - at a meeting of the House of Representatives Standing 
Committee on Development Plans and Public Expenditure Control - that the whole matter will be submitted 
for consideration to the CCVC. On 7.10.2015, the President of CCVC informed the Ministry of Interior that 
the Committee begun preliminary examination of the issue, while requesting the submission of the relevant 
request, appropriately documented, through the Departmental Variations and Claims Committee. On 
8.10.2015, the Ministry of Interior referred the matter to the Central Variations and Claims Committee 
(CCVC), which unanimously decided that the responsibility falls under its competency and will proceed to 
examine it as a priority. 

 
(b)     Council of the Operation of ΗΥΤΑ of Paphos District. The Council of the Operation of ΗΥΤΑ of Paphos 
District did not proceed in time with all legal procedures for the award of a new landfill management 
contract of Paphos District, before the expiry of the existing contract (14.7.2015), with the result to be left 
without an option but to directly award a new contract to the existing Contractor. On 9.9.2015, a 
supplementary agreement between the Council and the Contractor was signed for a six-month extension of 
the existing contract, which came into force on 15.7.2015, with the Council having the right to further 
extent the contract for another six months. 
 
2.6.1 DISTRICT ADMINISTRATIONS 
Generally 
Arrears of revenue. According to data kept by District Administrations, the arrears of revenue, relating 
mainly to installments due for lease of plots of land, rents of shops in self-housing estates, demolition costs 
and accrued interest installments, amounted to €4.520.413 on 31.12.2014, compared to €3.607.996 on 
31.12.2013. 

Recommendation: The modification, in the form of time expansion or otherwise, of a public contract 
concluded by a contracting authority of the central state, must be approved by the Central Variations 
and Claims Committee (CCVC). 

Recommendation: The invitation of tenders regarding competitions for awarding contracts 
should be planned in time so that the award is made promptly. 



 

 

 
 
Deposit Accounts.  The total balance of the deposit accounts at 31.12.2014, amounted to €16.816.549, 
compared to €17.049.346 in 2013. In many cases, the balances relate to retentions of money from 
contractors, deposits of Community Boards for development projects or unspent balances of deposits 
outstanding for many years. 

 
Tenders 
Precast Concrete Materials. On the occasion of a letter, dated 23.5.2013, of the Association of 
Manufacturers of Precast Concrete Materials to the Ministry of Energy, Commerce, and Tourism,  Ministry 
of Finance, Ministry of Interior and Ministry of Transport, Communications and Works, our Office sent a 
letter to all District Officers in September 2014, pointing out that the specifications prepared either directly 
by the District Administration (DA ) or by private consultants on behalf of the DA, should not exclude 
Cyprus industries/paving products (sidewalk slabs, linia, prefabricated culverts, precast concrete blocks, 
etc.), in urban and district town planning  road projects and squares. In view of the above, we 
recommended that every effort should be made not to exclude the use of materials / products of Cyprus 
industries, which - in addition - are in line with the local character and / or aesthetics of our regions, in the 
case of projects where the Contracting Authority is the DA. 
 
 
 
2.6.2  LIMASSOL DISTRICT ADMINISTRATION  
In 2014, an audit was carried out only of the accounts of Limassol District Administration (LDA) and the 
issues raised are listed below. For the other District Administrations no audit was conducted. Some of our 
observations below refer to procurement issues.  
Arrears of Revenue. According to the Limassol District Administration, the arrears of revenue amounted to 
€532.660, recording an alarming increase of 29%, compared with the previous year and they relate mainly 
to installments due for leasing of plots of land to low income families and outstanding rents for shops in 
self-housing estates. 
In addition to the above, an amount representing 45% relates to the period 2007-2010 and includes an 
amount of €10,000 due from a specific hotel since 2009. 
The District Officer informed us that every effort is made to collect all amounts due but because of the 
economic crisis the problem worsens. He noted that the LDA is in agreement with the new management of 
the hotel for the settlement of debts. 

Recommendation: Deposits should not be kept beyond the requisite period. Any amounts 
unclaimed after 5 years should be transferred to the State revenue. 

Recommendation: District Administrations should formulate an action plan and set deadlines for the 
collection of arrears of revenue, including the strict implementation of the relevant circular of the 
Treasury for revenue collection procedures. 

Recommendation: The specifications in the tender documents should not exclude materials / products 
of Cyprus industries, especially where town planning projects and squares are involved. 



 

 

Scheme for granting plots of land to families with low income. The scheme for granting plots of land to 
families with low income covers the whole of Cyprus, except the municipal areas. The applications which 
are submitted are examined by a Committee and a list is compiled. Upon completion of this procedure and 
after making the allocation of plots to approved beneficiaries, a “Lease Agreement” is concluded between 
the District Officer and the beneficiaries. The responsibility for the implementation of the Scheme and the 
provisions of the lease Agreement is that of the respective DA. 
From a sampling audit conducted, the following were observed: 
(a)     Construction of houses. Under a provision of the Scheme which is included in the contract signed, the 
beneficiary is obliged to erect a house within a two years period from the signing of the Lease Agreement. 
It was found that no sufficient on site examination, for the monitoring of compliance with the terms of the 
contracts, are carried out. 
(b)   Repayment of Installments of a Lease Agreement. It was revealed that in several cases of Lease 
Agreements, repayments of outstanding installments are not made for a long period. Specifically we refer 
to cases with nos. of file 99/81/273 and 90/89/49 where, while the houses have been completed and have 
been inhabited and an assignment of rights has been made to the Housing Finance Organisation, in the first 
case, no repayments have been made, not even for the advance and in the second case only the advance 
has been repaid. As a result of the above, total arrears of revenue, relating to the overdue installments, for 
Lease Agreements, increase year by year. 
The District Officer informed us that the above weaknesses and shortcomings have been identified and, to 
this end, corrective measures will be taken, by studying each case separately. 

 
Housing Schemess for the Displaced. The District Administration is responsible for providing housing 
assistance pursuant to the Housing Assistance to the Displaced, Suffering and Others Law of 2005 and to 
the Housing Schemes relating to displaced persons, which were amended by the Decision of the Council of 
Ministers no. 70.281, dated 21.7.2010. 
(a)     From a sampling audit conducted on a number of applications for construction of residences, both in 
private plots of land and in government plots, which were originally approved by the Committee for 
Housing Assistance it was observed that a large number of applicants, who were approved at a period 
when there was absence of strict criteria, delay to provide the necessary supporting documents to the DA  
or to complete the construction of their houses well beyond  the period  provided in their agreements. 
Indicatively, we refer to the case with the  File no. 12/76A/4991. The agreement was signed on 7.3.2001 
and relates to the granting of financial assistance totaling £9.150 (€15.633), for the construction of a house 
on private land. Under the agreement, the beneficiary should have completed the house within 10 months 
from its signature. The house was built, but the necessary supporting documents were not submitted, in 
order to follow the relevant procedures for granting the whole of the financial assistance. On 5.11.2013 
(after 12 years of the signing of the Agreement), the amount of €12.708, was paid to the beneficiary, on the 
basis of a certificate for executed work issued by the Department of Public Works dated 9.1.2015, having 
deducted the amount of €683 which had already been paid and the amount of €2.243, which is the 
percentage reduction of 15% on the amount that was due. We note however that, according to data from 
the Department of Lands and Surveys, the recipient and his wife own property worth in excess of €5.4m, 

Recommendation: The terms of the contracts should be applied in each case in accordance with the 
provisions of the Scheme, in order to have uniform treatment for all beneficiaries. Also, the 
continuous increase of the amounts due every year should alarm the Limassol DA. 



 

 

including a house of value  €951.200 for which they benefited from the Scheme. According to the building 
permit issued by the Municipality of Germasogeia it is a two storey house with a swimming pool. It is noted 
that, according to the criteria currently in force, the applicant would not be a beneficiary of financial 
assistance. 
The District Officer, having cited a historical overview of the events, he noted that the payment had to be 
made because it related to an already approved application, a position which in our view should have at 
least been legally examined. 
(b)     According to the records kept at the Limassol DA, for a large number of applications, the repayment 
of the approved assistance is still pending, with several of them for too long. 
           (i)    Self-housing in private plots. For 227 cases of applications which have been approved, 

assistance totaling €2.566.571 is pending. Included therein there is an amount of €1.258.547 
concerning 115 cases of 2005 to 2010 period. 

           (ii)        Self-housing in government plots. In 721 cases applications which have been approved, 
assistance totaling €8.934.807 is pending. Included therein there is an amount  of €4.781.817 
relating to 484 cases of  2005 to 2010 period. 

According to the Limassol District Officer, the cases for which the contracts have been signed and relate to 
approved applications, are not returned to the Care and Rehabilitation Service of Displaced Persons and 
therefore all the above amounts constitutes assistance due and will be paid to the beneficiaries irrespective 
of the time that will elapse until the implementation and compliance with the terms of the contract. 

 
Awarding of contracts for projects in the Communities. The Council of Ministers, with its Decision no 
29.313 dated 9.11.1987, approved the implementation of a scheme for the execution, by Local Authorities, 
of certain community projects of limited extent and form, to which they contribute  under the guidance 
and control of the District Officers. Based on the criteria established by the Council of Ministers, as a rule, 
projects should be small and simple, such as  the improvement / maintenance of rural roads, the 
construction of retaining walls, small sewers etc., which will be judged as such by the respective District 
Officer. 
It is noted that projects for which specialised knowledge is required, are not expected to be awarded to 
Local Authorities, except in special cases where the respective District Officer will be fully satisfied that the 
Local Authorities have the capacity to execute them and, in these cases, the approval of the Ministry of 
Interior will be obtained in advance and the project execution will be closely monitored by the Technical 
Services of the District. In addition, the Council of Ministers, with its Decision no. 70.827 dated 21.7.2010, 
approved the revision of the policy for the construction of community buildings concerning their allowable 
size and the corresponding cost depending on the number of voters. 
However, it was observed that in several cases, the execution of high cost projects which require 
specialised knowledge and which do not seem to fall under the policy which was approved by the above 
decisions, are assigned to the Communities,. Indicative examples are referred to below, without 
commenting, at this stage, on their technical evaluation: 

Recommendation: Our Office considers that, for cases where assistance is still pending due to the 
beneficiary's fault, it should not be taken for granted that the State continues to have an obligation to 
pay the balance of that assistance. It is suggested that the Director General of the Ministry of Interior 
requests the opinion of the Attorney General on this issue. 



 

 

          (i)        Cultural Centre of Kellaki. The project includes the conversion of the old school of Kellaki into a 
cultural center, which started with an original provision in the budget of £5.000 (€8.543). The 
amount of the contract is €270.830 plus VAT, while costs rose by the end of April 2014 to 
€459.101 plus VAT while an order for payment for an amount of €165.501 is pending 

          (ii)       Conversion of former Police Station of Pissouri to a Cultural Center. A tender was awarded for 
€1.738.211  plus VAT for the implementation of a project, while according to data obtained 
from the Limassol DA, the Pissouri CC paid to the contractor the amount of €2.247.342 
including VAT and interest due to late payment. It is noted that the Government contribution 
until 31.12.2014 amounted to €1.829.381 

The District Officer of Limassol informed us that a very small proportion of projects, about 5%, are executed 
by the Communities as Contracting Authorities, and are supervised by the District Administration Office. He 
also noted that the Communities may carry out works on their own, provided that the amount of the 
project is worth <€854.000, according to a letter of the Treasury dated 026.2.2014 (relates to contracts 
financed by the Government and where the Contracting Authorities are the Community Councils). 
Construction of community buildings beyond the allowable size.   The allowable size and the 
corresponding cost for the construction of community buildings has been set in the Decision of the Council 
of Ministers No. 70.827 dated 21.7.2010. From the audit, it was noted that the project of building a 
Community building and a multipurpose hall at St. Demetrios community amounted to €339.267 plus VAT 
and its size is over 300 sq.m. According to the Council of Ministers Decision, for a Community that has only 
73 voters, the permitted size and the corresponding cost for the construction of community buildings is 128 
sq.m. and €185.000, and for construction of a multipurpose hall is increased up to 150 sq.m. and €137.000, 
respectively. 
According to the District Officer of Limassol, as regards  the revision of the policy for the construction of 
municipal buildings concerning the allowable size and the corresponding costs, depending on the voters 
number, a proposal has been prepared by the District Administration, which was sent on June 22, 2015, to 
the Ministry of Interior for the revision of the existing building policy. Among other things, they suggest not 
to build offices or halls in Communities with a small number of voters, and the reduction of size of the 
approved areas and the approved amounts. 

 
Building / land division permits which have been processed without the payment of the relevant fees.  
Because of the time required for processing applications, the administrative cost borne by the State is 
substantial. It has been observed that a number of applicants for building permits, do not pay the related 
fees, even though their applications have been examined and processed. Specifically, during 2014, 607 
applications were examined and approved for which about 311 or a percentage of 51.24% of the applicants 
have not paid the relevant fees to receive them. 
We proposed that checks on the site are carried out to verify whether applicants have illegally proceeded 
to the construction of buildings without paying the relevant fees. 
As we were informed by the Limassol District Officer, his Office recommended the advance payment of the 
required fees for the issue of building / land division permits to ensure the recovery of the cost of their 
administrative examination costs. Also, with respect to cases where the planning permission has expired 

Recommendation: The promotion of development projects by the Communities should be done 
through proper procedures, in accordance with the relevant Decisions of the Council of Ministers and 
only if there is proper staffing and expertise. In any case, the DA should monitor the projects closely. 



 

 

and the building permit has been approved but the relevant fees for its issue have not been paid, he 
informed us that our recommendation for listing these buildings has been adopted and where it is found 
that the building work had started or was completed, legal action will be taken. 

 
Final approval certificates.  A number of applicants who were granted a building permit, have not notified 
the District Administration, as the competent authority, about the completion of the building and have not 
applied for a final approval certificate, contrary to Article 10 (1) and (2) of the Roads and Building Law. Also, 
it has been observed that no control is exerted as to whether final approval certificates have been issued 
for all buildings that have been completed and, as a result, fees which should be charged under the R 
587/2003 are not collected and the administrative fine provided in the Roads and Building Law is not 
imposed. Additionally, the non-issuance of an approval certificate has as a consequence the loss of other 
important revenues provided for in other laws. 
 As we were informed by the Limassol District Officer, after the amendment of the legislation and due to 
the ability, now, of the DA to promote, itself, a process of issuing of an Approval Certificate, his Office 
proceeded in retrieving and promoting a number of approved applications for the purpose of issuing a Final 
Approval Certificate . 

 
Tenders.  
Competition No. D.LIM.EE. 33/2013 - Tender for renting Machinery (trucks, tankers, graders, excavators, 
etc.) for the District of  Limassol – Contract no. 15/2014.  In our letter to the Limassol District Officer (LDO) 
in May 2015, we noted that the Contractor's power to immobilize both the grader – which was included in 
his  offer - as well as the corresponding grader, which replaced the first grader (replacement done with the 
approval of the Contracting Authority, after signing the contract), was a breach of substantial terms of the 
contract, while, in addition to the serious professional misconduct which he had committed, he was also 
violating the law, since the Contractor used for works of  this contract an immobilized vehicle which was 
apparently not insured vehicle. 
In view of the above, we suggested that the Contracting Authority proceeds with the termination of the 
contract and the imposition of all regulatory sanctions to the Contractor, as specified in the provisions of 
the contract. Also, we suggested to the Contracting Authority to examine / evaluate the above behaviour, 
under the competition no. D.LIM.EE. 03/2015, which is under evaluation, as well as in future competitions, 
pursuant to the provision of the legislation [Article 51 (2) (d)] and to the article of the contract competition 
no. D.LIM.EE. 33/2013, which states that, in case of termination of the contract, the Contractor may be 
denied the right to participate in future tenders, either permanently or for a specified period. 
Subsequently, the LDO informed the Contractor with its letter dated 25.5.2015, of the decision for his 
deprivation of the right to participate in future or in current competitions for the next five years, due to the 
above professional misconduct. At the request of the Contractor to the LDO to reduce the deferral period 
from five to two years, the Contracting Authority decided to reduce the deferral period from 5 to 3 years, 
subject to the approval of the competent Institution. 

Recommendation: The District Administration should monitor the issuance of final approval 
certificates in order to collect the said lawful government revenue. 

Recommendation: The District Administration should monitor the issue closely.  All cases for which 
the applications have been examined without the fees being paid should be investigated. 



 

 

Furthermore, the President of the Tender Board of the Ministry of Interior, sent a letter dated 10.6.2015 to 
all relevant departments of the Ministry - including the Districts – with which it recommends to the 
Contracting Authorities - on the recommendation of our Office – that as in cases of awarding contracts 
relating to vehicles, to communicate to the Department of Road Transport (DRT) a register with all their 
contracts with the specific vehicles / machinery, their registration numbers and the period of performance 
of each contract. 

 
2.6.3  LARNACA DISTRICT ADMINISTRATION 
Tenders 
1.        Restoration of preserved buildings (old elementary school) and their conversion into a meeting 
room and Cultural Center in the Community Kato Drys – No. of Contract 111/2011, No. of Tender CB 
20/2011   On the occasion of a note that had been submitted by the Larnaca District Administration (LDA) 
to CCVC on 11.3.2014, our Office sent a letter to the Ac. Officer of Larnaca District in November 2014, 
noting that they had performed additional work worth about €20,000, without the prior approval of the 
competent bodies (DCVC / CCVC). Also, we observed that the request of the Larnaca District Administration 
(LDA) for granting legitimate extension of time to the Contractor was out of date, although during the 
project phase, there existed events / conditions which might have justified part of the delay (strikes, 
additional tasks, events of the economy) which affected the critical path of the project. Furthermore we 
observed that, based on the contracted date for the completion of the works (20.3.2013) and the very low 
completion rate until the end of April 2013, which was only 50%, the project, should - in our opinion - have 
already been seized, to avoid the problems that occurred subsequently. Furthermore, we noted that, 
despite the fact that the original amount of the contract amounted to €680.000 later, an instruction was 
issued to reduce the work to the value of €300,000, in order to be consistent with the budget of the project 
and, therefore, the reduction of the works should be taken into account by the LDA when considering the 
time extension requests. It was also indicated that an overpayment had been made for the project, 
amounting to €25,000 without extending the letters of guarantee for the initial deposit and for the correct 
execution of the works. It was found that the guarantee for the deposit ended on 30.4.2013, without the 
said amount to be recovered by the LDA. In view of the above, we expressed the opinion that because of 
mismanagement made in the execution of the project, the public remained exposed, with a serious 
possibility, a significant loss / delay to occur to the public in case it is decided to permanently discontinue 
the contract with the Contractor as a consequence of the above problems in the progress of the project 
and the competition is re-opened. In view of the above, we suggested to sign a supplementary agreement 
with the Contractor, with a specific timetable (6 months) and with a provision imposing an increased 
penalty for any unjustified delay beyond the new project implementation time, under the following 
conditions: The Contractor to pay in full the advance (€61,000), which was not previously recovered, to 
provide immediately the guarantee for the deposit / correct execution before the signing of the 
supplementary agreement and to pay to the Contractor the amount of work done (which had not been 
paid), having first examined / approved the additional work of €20.000 with the above guarantee 
submitted. Finally, we noted the weakness of LDA to properly manage the contractual terms of projects 
and their execution, which firstly leaves the public exposed, as well as , the CCVC which has been requested 

Recommendation: To avoid problems regarding the immobilization of vehicles/machinery from 
Contractors after signing their contracts,  instructions to be given to all District Officers for 
monitoring/control of contracts relating to the rental of vehicles / machinery so as to ensure that the 
contractors comply with their contractual obligation to  constantly renew and have in effect all road 
tax licenses. 



 

 

retrospectively to find solutions / ways to alleviate the damage caused by errors / omissions of the LDA. 
Therefore, we asked the LDA to inform us of the measures it intends to take to avoid similar problems of 
unsatisfactory management of projects in the future. 
The CCVC at a meeting on 21.1.2015, decided to approve the amicable settlement reached with the 
Contractor, under the conditions set by our Office and requested that a supplementary agreement is 
prepared on the basis of the letter of our Office. It also noted that there was no proper management of the 
contract and that the guarantee had expired without the LDA to pursue the matter. 
The response of the LDA is pending. 

 
2.       Application of Solid and Hazardous Waste (Waste from Excavation, Construction and Demolition) 
Regulations 2011. On the occasion of a letter of the Cyprus Recycling Organisation (CRO) dated 15.12.2014, 
our Office sent a letter to the Ac. District Officer of Larnaca District in January 2015, requesting an 
investigation of a claim that the terms of the procurement documents of the Larnaca District 
Administration (LDA) do not include the obligation of each Contractor to hold an individual system license 
or to participate in a collective waste management system, regardless of whether the resulting waste will 
be reused on site or will be transported to a waste management facility. Also, we requested to have the 
necessary information about the measures which the LDA will take for full compliance of the LDA 
procurement documents with the Legislation, the Regulations and the Instructions of the Ministry of 
Interior Department of Management of Solid Home Waste in all future competitions for projects. 
The response of the LDA is pending. 

 
3.      Construction/building of a Community Park at Melini - Tender no. CC 28/2009 - Final Account.   In 
our letter to the Ac Officer of Larnaca District in January 2015, we noted that, from a sampling audit on the 
site, conducted by our Office on 22.12.2014, in the presence of a representative / technician of the Larnaca 
District Administration (LDA), related to the measurement of changes/extra work/re-measurement and of 
certain amounts on the Bill of Quantities(BQ) of the contract, there arose substantial deviations (+/-) 
between the amounts included in the final account of the project and the actual  measurements on the 
site, which we asked to be incorporated into the final account as final. In addition to the above, the LDA - 
following a suggestion of our Office – carried out further on the site measurements of specific works 
included in the BQ of the project, where again substantial deviations(-) were found. Because of the above, 
we expressed the view that all the work of the final project account should be re-measured, as regards all 
changes/modifications made as well as for all quantities of the BQ of the contract which were measured by 
the Contractor and, for the cost – for each –exceeded €1,000.  Additionally, we suggested that all unit 
prices used for the changes made in the project, are checked / evaluated. We also suggested that the LDA 
proceed with all appropriate actions to the Larnaca District Court in order to suspend, at this stage, the 
implemantation of its decision - issued after the Contractor appealed - for payment to the Contractor of the 
remaining amount due of the final account (€18.070,60 plus interest at 5.50% from 31.1.2013), until the 

Recommendation: To incorporate promptly in procurement documents, all the provisions of the law. 

Recommendation: To provide instructions to the Officers entrusted with the role of a 
Coordinator in projects of the District Administration, to study and implement the relevant 
Circulars of the Competent Public Procurement Authority, specifically in matters of changes, 
extensions of time, penalties and preparation of final accounts. 



 

 

quantities are re-measured, the final account is reviewed / recalculated and the requirements of LDA are 
finalised. In addition to the above, our Office recommended - as a general matter – in order to avoid similar 
problems in future and to safeguard the public interest, the LDA to carry the same  sampling checks on 
quantities of projects involving private consultants and, after having satisfied itself for their accuracy, then 
to send the results to the competent authorities / bodies (DCVC, CCVC and  the final account, to our Office 
for examination). Also, in cases of contracts where the contracting authority is the Community Council (not 
the LDA), the final statement of the projects should be countersigned by the Contractor after the 
conclusion of the examination of the accounts by our Office. Considering the above, we expressed the view 
that there was a significant obstruction / delay by the LDA in sending the relevant note with all the changes 
and the final account to the CCVC and to our Office for approval / control, despite the decisions / circulars 
of CCVC and, with the result that, the above decision of the Larnaca DA to be issued in the meantime (on 
11.11.2014). 
Then, with our new letter to the Ac. District Officer of Larnaca District, in February 2015, we asked him to 
accelerate his response and inform us whether he has progressed - in accordance with the 
recommendations of our Office – to take all appropriate actions at the Larnaca District Court , in order to 
suspend - at this stage - the decision for the payment to the Contractor of the remaining amount for 
payment of the final account (€18.070,60 plus interest to 5.50% from 31.1.2013), and for the reply / 
decision of the Larnaca District Court. 
The response of the LDA is pending (for both our letters). 
4.      Adding new buildings and courtyard configuration for the Youth Center at Pyrga - Phase II - Tender 
no.CC 03/2011. In our letter to the Ac. District Officer of the Larnaca District in April 2015, we noted that 
after conducting a sampling audit on the site, on 17.3.2015, in the presence of a representative / 
technicians from the Larnaca District Administration (LDA), in relation to the measurement of changes / 
extra work / re-measurement of the contract, there arose substantial deviations (+/-) between the amounts 
included in the final account of the project and the actual on the site measurements, which we asked to be 
incorporated in the final account, as final. In addition to the above on the spot measurements, the LDA 
proceeded - after our relevant Office's request - to carry out additional, on the site, measurements and 
checks on the specific work unit prices included in the changes / amendments made to the project, as well 
as to the examination / measurement of some works in the Bill of Quantity (BQ) of the project, where 
again, substantial deviations (-) were found. Because of the above, we expressed the view that all the work 
of the final project account should be re-measured, so that all changes / modifications made, and for all 
quantities of the BQ of the contract the cost of which was estimated by the Contractor and the cost – for 
each one - exceeded the amount of €300. Additionally, we suggested that all unit prices used for the 
changes made in the project are examined / evaluated. Also we suggested that the LDA requests - in writing 
- explanations from the Consultant for all of the above deviations and inform our Office on both the 
explanations and for the provisions of the contract which the Consultant has signed regarding the incorrect 
compliance / fulfillment of his duties. Additionally, after the numerical audit of the BQ, arithmetic errors 
were detected, which, when corrected, reduced - slightly - the amount of the contract (from €531.851,25 
to €531.231,50). The existence of numerical errors in the BQ, leads to the conclusion that the necessary 
numerical control was not conducted at the tender evaluation stage. Further to the above, it was found 
that the Supervising Engineer (SE) had proceeded to remove the Contractor's obligation to supply and 
install coping stone on the perimeter of the pools, which the Contractor had invoiced at €70/m², while the 
purchase price only was set at €70/m² and gave him instructions for installing marble, which the Contractor  
invoiced at €180/m² (purchase and installation) and this was accepted by the SE. This modification resulted 
in an additional cost to the project of €6.600, while, during the audit, we found that the work was charged 
2 times in the final account of the project. In view of the above, we requested for explanations to be given 



 

 

by the SE with respect to both the decision to change the material and for the double charge, taking into 
account the awarded contract unit price and the new unit price, which was accepted by the SE.  
In conclusion, our Office recommended that in order to avoid similar problems in  future and safeguard the 
public interest, the LDA carries out first its own random spot check of quantities in projects involving 
private consultants, and then, if it satisfies itself on the accuracy, to send the final bill to the competent 
authorities / bodies (CCVC, CCVC - for approval - and to our Office for audit). In those cases where the 
contracting authority is the Community Council (not the LDA), the final statement of the projects should be 
countersigned by the Contractor, upon completion of the audit by our Office. 
The response of the LDA is pending. 

 
 
2.6.4    PAPHOS DISTRICT ADMINISTRATION  
Tenders 
Tender for (a) the supply, transfer and coating of asphalt concrete and (b) removal and purchase, 
transportation and installation of asphalt concrete (premix) for the needs of the Paphos District 
Administration (Areas A, B, C and D) – No. DA. Paph. D.B. 19/2015. In our letter to the Officer of Paphos 
District (PD) on 17.4.2015, we suggested specific changes to be made in the procurement documents and 
also we recommended the revision of the amount of compensation for unjustified delays in the timely 
completion of the work (€200/working day), expressing the view that the amount was unduly low, taking 
into account, on one hand, the limited time  for completion of the work in all four areas of the competition, 
thus rendering it of major importance and, on the other, the amount of work expected to be performed by 
the contractors in this short time. The low level of the above amount which was se determined would not - 
in our opinion – be a deterrent for their compliance with the completion dates of the work. We indicated 
that, in accordance with Circular 1593 of CCVC dated 6.4.2005, which is included in the revised Circular 
CCVC 1 dated 1.9.2010 of the competent Public Procurement Authority, in public construction contracts, 
the penalty per calendar day is between the limits corresponding to rates of 8% and 20% of the average 
daily value of the project, while for projects where the timely completion  is important for the Contracting 
Authority, as this case is, the rate may be up to 30% of the average daily value of the project. 
The Officer of the PDA informed us on 12.6.2015 that the application of a higher amount of compensation 
per working day, would result in an unfair and non-lenient outcome, as, according to existing case law and 
the literature concerning the determination of the owner's loss (liquidated damages), the amount of 
compensation, in this case, will possibly constitute an unfair contract clause. He also reported that, 
generally, courts are positive in cases where damages are reasonably estimated and constitute an actual 
damage that may be suffered by the owner of the project, otherwise they are deemed invalid or punitive 
and are not applied. 
The above point of view, however, does not take into account the amendment in the legislation, by which 
the clause in the contracts entered into under the provisions of Law 12 (I)/2006 on public tenders, becomes 
immediately payable, without the need to prove the amount of damage caused by the delay. 

Recommendation (for 3 & 4): The District Administration to conduct random checks, on the site, of 
the quantities in projects involving private consultants, and then, if satisfied of their correctness, to 
send, timely / within the deadline, the final statement to the relevant bodies (DCVC, CCCVC) for 
approval and to our Office for audit. Also, in cases of contracts for which the contracting authority is 
the Community Council, the final statement of the projects should be countersigned by the 
Contractor upon completion of the audit by our Office. 



 

 

In November 2015, the Officer of the PDA repeated its positions as set forth in her letter dated 12.6.2015 
for which our comments were mentioned above. As regards the recommendation of our Office for 
implementation of the relevant Circular for including the amount of the penalty in the tender documents 
per calendar day, the Paphos District  Administration (PDA) informed us that the tender documents are 
prepared and  tenders are invited in accordance with the applicable legislation and regulations and having 
regard to the  European Directives and the jurisprudence of the Supreme Court, without, however, 
referring to the Circulars of CCVC with which it has  to comply. 
 
 
 
 
2.6.5    DEPARTMENT OF LANDS AND SURVEYS 
Budget. The budget of the Department for the year 2014 provided for revenue of €60m. and expenditure 
of €120.9m. The revenue for the year amounted to €85.1m. and the expenditure to €114.5m., compared 
with €74m. and €117.5m. in 2013, respectively. The increase in the revenue of the Department is due to 
the increase in revenue from fees and charges, which amounted to €79.3m. (€68.7m. in 2013), mainly due 
to the increased number of transfers of immovable property. 
Arrears of revenue. According to the Department, the arrears of revenue from state land leases and the 
contribution of Municipalities and Communities for town planning projects, amounted to €11.886.535 at 
31.12.2014, compared to €10.841.960 in 2013. It is noted that, an amount of €8.558.812 relates to the total 
overdue rents from leasing state land in all Districts, while an amount of €3.297.960 relates to total 
overdue amounts in the Estimates Divisions in all Districts, which mainly includes debts of Municipalities / 
Communities for their contribution to town planning projects, which were not paid to the State. 
Indicatively, according to the Department, Strovolos Municipality owes to the Department an amount of 
€925.401  as  contribution for expropriations for town and planning projects for the period 2011-2013, 
while the Nicosia Municipality owes for its contribution for town and planning projects a total amount of 
€580.027 for the period 2012-2013. It is specified that the Ministry of Interior, according to the Council of 
Ministers decision dated 21.10.2009, has deducted part of the arrears of some Municipalities / 
Communities from their Government grant, totaling €1.477.284. 

 
Projects under the Memorandum of Understanding with the European Stability Mechanism and concern 
the Department of Lands and Surveys. The Memorandum of Understanding between the European 
Commission on behalf of the European Stability Mechanism and the Republic of Cyprus includes, among 
others, projects relating to the Department of Lands and Surveys. The main projects are: 
(a)      General Assessment of Immovable Property. About 1,1m. of plots of land and 500.000 building 
units, department stores and other property items should, according to the Memorandum be assessed at 
1.1.2013 prices by June 2014. The project was completed within the relevant timeframe. Based on the 
updated Memorandum of June 2015, legislation that determines the frequency of General Assessments, 
based on international best practice, should be adopted. Therefore it is expected that the legislation will be 
prepared. 

Recommendation: An action plan should be formulated and deadlines should be set for the collection 
of arrears of revenue, including the correct implementation of the relevant circular of the Treasury 
with which the procedures for the collection of State revenue are established. 

Recommendation:  To apply the provisions of the Circular of CCVC 1 as regards the amount of penalty 
per calendar day, which is included in the construction competition documents.  



 

 

The Director informed us that the draft bill which determines the frequency of new general assessments, 
within each three year period, has been prepared and on 23.9.2015 was forwarded, by the Director General 
of the Ministry of Interior, to the Attorney General of the Republic. 
(b)     Evaluation of parameters used for the General Assessment. By the end of 2014, the parameters 
used in the General Assessment should have been evaluated, as well as the parameters that were not taken 
into account and the deviations between the General Assessment and market prices should have been 
identified. In January 2015 the study of the evaluation of parameters used for the General Assessment and 
variation study (A/S Ratio) between the General Assessment and market prices, was completed. In view of 
the fact that the matter is monitored by Troika, we asked the Department to inform us of any 
developments. 
Regarding the General Assessment it is indicated that, according to the Department, until 30.6.2015, there 
were pending for examination in the Department 13.092 out of the 23.142 applications for corrections of 
errors and 1,181 out of 1,192 appeals relating to the General Assessment. As the Director informed us, 
efforts are made to complete their examination until June 2016 and their checking  by October 2016. 
Also, according to the Limassol Amathus Sewerage Board letter dated 19.5.2015, the records of property 
values at 1.1.2013 which were sent by the Department to the Board, do not include the estimated values of 
leases within 2 specific industrial areas of Limassol, while a number of new titles (500) recorded in the land 
registers in 2014 did not have an estimated value at 1.1.2013 prices. 

 
(c)      Issue of title deeds for all developments. By the end of 2015 there should be no delay of more than 
one year, in cases of issuing separate titles for units of property which are the subject of sale in more than 
3,500 sales contracts. Particular reference to the issue of title deeds is made in another section of this 
report. 
Privatisation Scheme / Transfer of state land to the Central Bank. According to the Memorandum of 
Understanding (provision 3.6), the Cypriot Authorities will promote a Scheme of privatisation of  semi-
government organisations as well as property and land belonging to the State in order to encourage 
economic efficiency and restore debt sustainability. 
According to a letter of the Department, dated 30.5.2014, to the Director General of the Ministry of 
Finance, within the framework of Privatisations and pursuant to the provision of the Memorandum of 
Understanding, a table of state-plots of land (38), with an approximate value of €540m., was prepared. 
Also, a relevant state property table was prepared which will be included in the exchange of assets (asset 
swap) with the Central Bank, with an approximate value of €1,2 bn. 
As mentioned, inter alia, in the minutes of a meeting, held at the Ministry of Interior on 27.2.2015 on the 
issue of state land use, there is a huge difference in the property values to be transferred to the Central 
Bank, as calculated by the DLS, which assessed the property for the total amount of €1,2bn. and the private 
Central Bank valuer who states that “the total value of real estate, based on the sample taken, is estimated 
at €650m.". Regarding the state plots of land (38) to be privatised, regardless of whether the list of the 
specific plots of land is final or not, it also seems that there are a lot of differences between the estimates 
of the Department and those of the private valuer acting on behalf of the Head of privatisations. 

Recommendation: Our Office recommends that the Department makes every effort to expedite the 
process of updating appropriately the relevant records relating to estimates of all property at values 
of 1.1.2013, including leases in all industrial areas and to inform the Departments and Organisations 
affected. 



 

 

With reference to the above, the following are noted: 
(a)    For any alienation of state property, either to give it to the Central Bank or to privatise it, an 
amendment of the relevant legislation is required. It is relatively specified that, Article 18 of the Immovable 
Property (Tenure, Registration and Valuation) Law, Cap. 224, does not seem to allow the alienation of state 
property for the above purposes. The Director informed us that the Department prepared a bill to amend 
the relevant legislation which is pending at the House of Representatives since the 29.10.2014. 
(b)   We point out the major differences in the relative assessments of DLS and of those of the private 
valuers, such as those mentioned above. We asked the Department to inform us whether there has been 
an investigation as to the reasons behind the private valuers assessments and how it will be ensured that 
any alienation of state property will not be at the expense of the public. 
The Director informed us that there was a meeting with the private valuer, in the presence of the Head of 
Privatisations. The differences in the assumptions between the Department and the private valuer were 
registered in order to inform the Head of Privatisations. There was no further information or guidance on 
this matter. 
Delay in the payment of compensation for expropriation – Seizure warrants of movable property against 
the Republic. There is still a considerable delay in the payment of the above claims, which is due, inter alia, 
to the lengthy process required in order to determine the final amount of compensation and the limited 
funds of the Budget, in relation to the compensations payable. As a result, at the end of each year, 
substantial amounts of compensation, including amounts due to the Turkish Cypriot Properties 
Management Fund, remain unpaid and the State is charged with very high interest. Also, it is reported that, 
in several cases and, based on Courts’ decisions in related appeals, the affected owners ensure seizure 
warrants against the Republic of Cyprus, for unpaid compensations. In April 2015, according to the 
Department, a total of 164 seizure warrants, nationwide, were pending against the Republic of Cyprus for 
compensation amounting to €18.7m., including interest and other costs. Also, according to the letters of 
the Department, dated 24.2.2015 and 4.8.2015, the amount for compensation due to expropriation 
affected owners as at 31.12.2014, including interest until 31.12.2014, amounts to €413.6m. The amount, 
according to the analysis of the Department consists of amounts offered to landowners but not accepted 
by them (€167,8m.) and accepted amounts, including amounts relating to Court judgments, but not paid to 
the beneficiaries by December 2014 (€245,8m.). It is noted that, in accordance with the same letters, the 
above amounts due include the agreed amounts after amicable agreement for acquisition of T/C 
properties, within which, estates and houses for displaced persons were erected after approval by the 
Council of Ministers. 
Examples of such expropriations are reported in our Office Annual Report of 2013. 
We noted that, in accordance with Article 23 of the Constitution and Article 12 of the Law on compulsory 
acquisition, compensation is paid in cash and in advance. 
The Director informed us that the main reason for not paying the due compensation amounts promptly are 
the limited funds available for expropriations. He also informed us that the Department recommended to 
the Ministry of Finance to secure a loan with an interest rate much lower than that paid by the Republic to 
owners of expropriated land. 

 

Recommendation: It is recommended that, in cooperation with the Ministry of Finance a timetable is 
prepared for payment of compensation on the basis of the priority classification of the State’s debts, 
according to the criteria set by the Council of Ministers on 24.4.2013. 



 

 

Recall of expropriation projects. From the audit of our Office of many expropriation cases, shortcomings 
and problems in the planning and execution of projects were, inter alia, observed in relation to the actual 
needs, the non-implementation of the projects within the deadline set by the Constitution and laws and the 
inability of the State to pay the relevant compensation through the annual Budgets. 

 
The above, as well as the accumulation of significant debts of the public for compensation of expropriations 
together with current economic crisis, seems to have led the State to a reassessment of the expropriation 
projects and the recall of expropriations of immovable property for projects that are not feasible to be 
implemented and/or which are not absolutely necessary to implement in the near future. According to the 
Department, during the period of August 2012 - September 2015, 25 land acquisition projects, for which 
the amount of compensation which will not need to be paid is more than €158 million, were recalled. 
Expropriation Projects which were not implemented - Problems in planning / design of projects. An audit 
of our Office identified several cases where the purpose of the acquisition has not been achieved within 
three years of the acquisition, in accordance with the relevant legislation, and which demonstrate the lack 
of planning and coordination. 
Typical example is the case of land acquisition for the construction of the Second Gymnasium at Latsia and 
the road configuration which was published in July 2004, where compensation amounting to €4,6m. was 
paid to the owners during the period from 2005 to 2009 and the immovable property became the property 
of the Ministry Education & Culture (MEC). On 25.9.2009 the MEC, in its relevant letter, requested that the 
Department promotes the process of declaring the expropriated land as "surplus", since the purpose of the 
acquisition had not been achieved within the period prescribed by law. It also asked that, after the return 
of the land to the original owners, to make an effort to acquire the land, amicably, or through re-
expropriation. On 5.9.2011, two years later, the MEC with a new letter to the Department said that the 
acquisition of that space, which is reserved on the local plan, is no longer necessary and that there is state 
land available to meet the needs arising for the Secondary education in the region. It is noted, among 
others, that, following the decisions of the Council of Ministers dated 25.8.2010 and 3.4.2013 relating to 
the declaration of that property in surplus (based on the position of the MEC) and until June 2015, part of 
the expropriated land has been returned or is in the process of being returned to its former owners, 
whereas, according to the Department, the sale of part of the expropriated land, by public auction, is 
pending. As a result of weaknesses / problems which seem to have arisen in the planning / design for the 
above acquisition, the State was charged, among other things, administrative and other costs, while for 
many years it reserved an area of private land which the owners could not exploit. 

 
 
The director informed us that he agrees with the above and that the acquiring authority must make better 
planning 

Recommendation: It is recommended to take all necessary measures to solve the problems and 
deficiencies arising in connection with the design, planning and execution of land acquisition 
projects, so that the State does not incur additional costs while, at the same time, ensuring the 
interests of the citizens. 

Recommendation: It is expected that the State carries out expropriations of immovable property for 
projects that have the potential to take place, as provided in the Constitution and the Law and that 
there exists close cooperation of the acquiring Authorities with the Ministry of Finance in order to 
avoid in future the problems that have been created in the past. 



 

 

Property owners without an Identity Card number. According to data of the Department, in August 2015, 
a total of 262.300 individuals were registered in the Department’s computerised System with false identity 
cards, ie without a number of an identity card. These are major property owners in the free areas, the value 
of which totals €1.66 bn. at 1.1.1980 prices. It is relatively indicated that, according to the Tax 
Department’s data, dated 13.1.2015 sent, electronically, to our Office, on 2.4.2015, there seem to be about 
36.500 cases of persons with false identity cards whose total value of immovable property at 1.1.1980 
prices, exceeds the amount of €12,500, per case, and, in accordance with the legislation, are subject to tax. 
Because of the above and the fact that for the purpose of imposing the immovable property and the 
municipality tax, the improvement fee and sewage charges, the relevant data is taken from the 
Department, a substantial loss of revenue for both the State and Local Authorities is incurred, as it will not 
be possible to impose the taxes relevant to these immovable properties. 

 
Issue of title deeds – Town Planning Arrangement / Town Planning Amnesty.  
(a)     Memorandum Obligation. Based on the updated Memorandum of June 2015, by the end of 2015, 
there should not be a delay of more than six months in matters of issuing separate title deeds for units 
which are the subject of sale in more than 3.500 sales contracts and with the time counting from the date 
of final approval by the competent authority. According to the Department, in August 2015, approximately 
19.500 title deeds, relating to 3 projects or more on the same property, for which, by the end of 2015, 
16.000 title deeds will need to be issued, is pending. Also, according to data from the Department, which 
was not confirmed by our Office, in the period April - August 2015 (5 months) 3.936 title deeds were issued. 
Considering the above, we expressed the view that it is doubtful whether the above objective, as provided 
in the memorandum, will be achieved. The Director informed us that, at this stage (October 2015), there 
are 494 applications pending concerning developments with at least three units, which were submitted by 
the owners and for which, on the basis of the memorandum, title deeds should be issued by 31.12.2015 
and added that it is expected that the Department will respond, to a large extent to the completion of this 
work. 
(b)     Issue of Title Deeds with the process of mandatory modernisation which is not a memorandum 
obligation. According to data of the Department, which was not confirmed by our Office, in August 2015, in 
addition to the 19.500, there were 28.000 additional title deeds pending (these relate to 3 developments or 
more in the same unit) and are due to go through the process of mandatory modernisation, in line with the 
relevant legislation. These cases, however, are not a memorandum obligation of the Department. The 
Director informed us that for the process of mandatory modernisation, the Department is in constant 
communication with all parties involved in order to overcome the problems that cause the delays. 
 (c)      Transfer of property on DLS own initiative or on request, Law L.139 (I) / 2015. With the enactment 
of the Transfers and Mortgaging of Real Estate (Amendment) Law, L.139 (I) 2015, which was published on 
4.9.2015 in the Official Gazette of the Republic, it is possible to transfer the property in the name of the 
buyer, on its own initiative or upon application, subject to the conditions prescribed by law. The purpose of 
the Law is to solve the problem of thousands of trapped buyers who submitted sales documents to the 
Department by December 31, 2014, have paid off the property they bought or are willing to pay the rest of 
their contractual obligations as provided for in the legislation, but the transfer of the property on their 
name was not done mainly due to problems faced by the land developers from whom they bought the 
property. It is relatively noted that under the said Amendment Law, the Director of Lands and Surveys 

Recommendation: To intensify efforts to identify property owners registered without an identity car 
both through other government departments, through Local Authorities and with the help of 
bordering property owners. 



 

 

Department may, under certain conditions,  proceed to discharge, transfer or cancel  a mortgage or 
encumbrance on a property or a part thereof, in order to transfer the property in the name of the buyer . 
Given the large number of cases in which, for various reasons, the issuance of title deeds is pending, it is 
obvious that if finally settled, public revenue will improve significantly. The Director informed us that, at 
this stage (October 2015), 3.815 applications of trapped buyers have been submitted. 

 
Complaint regarding the issue of search certificates by an Officer of the Department. Following a 
complaint dated 28.5.2012, our Office conducted a relevant audit over the issuing of search certificates (SC) 
by the officers of the Department. This complaint was preceded by an investigation by the Department on 
10.5.2012, on the instructions of the Director of the Department, which however we considered 
incomplete. For this matter there is an extensive reference in our Report for 2013. According to a letter 
from the Attorney General to the Director General of the Ministry of Interior dated 3.8.2015, the  police 
investigation against those Officers did not reveal any criminal liability, while the Attorney General 
concluded that specific categories for disciplinary offenses can be formulated and these are recorded in the 
relevant indictments. The Director informed us that the matter is pending at the Public Service Commission 
for a final decision on the type of penalty to be imposed to them. 
2.6.6    DEPARTMENT OF TOWN PLANNING AND HOUSING 
Arrears of Revenue. According to the statement of arrears of revenue of the Department, the total of the 
arrears of revenue at 31.12.2014 amounted to €5.923.546, compared to €8.015.450 at 31.12.2013. An 
amount of €5.709.057 relates to arrears of revenue of Local Authorities for their contribution to town 
planning development projects and an amount of €214.489 relates to rents due from shops in shopping 
centers and from houses in government housing estates. 

As we were informed by the Director of the Department, the Department has intensified all necessary 
actions to recover the amounts owed by the Local Authorities and of the due rents and this is shown in the 
reduction of the arrears of revenue. 
Development Budget.  
Renting of shops. 
(a)  Non-compliance with the terms of the contracts. During checks on site, carried out by the 
Department's officers in rented shops in government housing estates, several irregularities and violations 
on the part of the tenants relating to the terms of their contracts, such as changes in their use or illegal 
modifications, were identified, for which, however, it does not appear that actions for compliance by the 
offenders have been taken by the Department.  

Recommendation: The Department should continue to take all necessary steps to collect the 
amounts due through the correct monitoring procedures including the strict implementation of the 
relevant circular of the Treasury, which establishes the State revenue collection procedures and use 
of the provisions of L.38 (I)/2014. 

Recommendation: Our Office recommends the study, inter alia, of the possibility to implement a 
continuous monitoring system of licensing developments in connection with the issuance of title 
deeds, in cooperation and coordination with the competent building and planning Authorities. 



 

 

 
 
 (b)    Lease of a coffee shop and a shop at the Government Housing Estate in Plati Aglantzia. The 
competent Authority for the leasing of shops in Government Housing Estates is the Department of Town 
Planning and Housing. For the leasing of shops, the internal regulations of the Department, dated 6.7.1990, 
are followed, under which the right to tender for the leasing of shops in Government Housing Estates is 
only to persons who are displaced or who are married to displaced persons. The Council of Ministers with 
its decision no. 18.829, dated 28.2.1980, had authorised the Minister of Interior to decide on extending the 
leases. 
In the decision of the Council of Ministers and also in the internal regulations, there is no reference for 
leasing shops to refugee associations. It is noted that, after a review of the shops register in Government 
Housing Estates, it was found that the lease period for refugee associations is three years and the annual 
rent ranges from €216 to €780. It is also noted that in one case, the lease was decided by the Council of 
Ministers, while for the rest the approval was given by the Minister of Interior. 
Regarding the above contract, which was concluded on 1.3.2013 between a refugee association and the 
Republic of Cyprus, the following were observed: 
          •  Although, in accordance with correspondence that we were given, there was an exchange of 

views between the Department and the Ministry, the approval of the Ministry of Interior for 
the leasing of the premises was not detected. 

          •  The duration of the lease was fixed for 33 years, instead of 3, from 1.3.2013 until 1.1.2046 with 
the right of renewal for another 33 years upon request of the tenant. 

          •  The annual rent is set at €10 per year, while to the previous tenant, who was a refugee, the 
coffee shop, only, was leased for €450. 

          •  The agreement signed provides that the tenant has the right to extend the Association's 
activities at the roof of the building, after having secured the necessary planning permission 
and building permit, while the standard contracts provide for the prior approval for the 
conversions from the owner. 

We requested to be informed of the reasons why the Department, for that lease, considered it necessary to 
deviate from the usual practice which is followed in similar cases. The Director of the Department considers 
this specific case exceptional due to "cancellation" in 2009, of the granting of state land to the Association 
in 2007 on the basis of a Council of Ministers decision to erect a church. She also noted that the 
Department acted in accordance with the Ministry of Interior guidelines and that in the determination of 
the rent, they have taken into account the rights of the Association on the Government land granted to it 
and the related costs. 

 
 

Recommendation: For purposes of transparency, equal treatment and good administration, the 
granting of shops to associations should be governed by specified procedures. 

Recommendation: Where there are violations of the terms of the contracts, to take all necessary 
measures, in time, either to comply or to recover the shops and the Department’s related actions to 
be documented. 



 

 

Tenders. 
Weaknesses in Procurement Management - Project Final Accounts. 
Contracts for the General Maintenance of Government Housing Estates by the Department of Town 
Planning and Housing of Larnaka/ Famagusta (no. 36/2013), Nicosia (no. 37/2013) and Limassol Paphos 
(no. 39/2013). 
(a)     Project Outsourcing - Delays in project progress. In our letter to the Director of the Department of 
Town Planning and Housing (DTPH) in December 2014, we reported that the for projects no. 36/2013 and 
no. 39/2013, a considerable delay in their completion  is observed while the for project no. 37/ 2013, there 
is relatively less delay, due to the slow pace of execution of the work by the Contractor (who is the same for 
all 3 projects). Because of the delay, the Contractor sent a letter to the DTPH in November 2014, with which 
he informs it that it has appointed a proxy representative for projects no. 36/2013 and no. 39/2013, 
accepting any actions by the representatives as if they were made by the Contractor himself. On 
21.11.2014, the Contractor wrote a second letter to the DTPH, by which he informs it about the execution 
of various tasks of the procurement by subcontractors, which included - as the subcontractor for the 
construction work - the company for which he had previously declared as proxy representative. We 
observed that under the contract and contractual obligations deriving from it, the Contractor is not entitled 
to delegate entirely the work to third parties. In view of the above, our Office took the view that the DTPH 
should reply to the Contractor, informing him that the award of contracts to third parties is unacceptable 
and warn him of the consequences if he failed to meet his contractual obligations of the projects being 
undertaken. For all the above, we informed, in writing, the Chairman of the Parliamentary Committee for 
Monitoring Development Plans and Public Expenditure Control, who had referred the matter to our Office. 
The Director of the Department informed us, in December 2014, that there is indeed a delay in the progress 
of the maintenance work in the various Housing Estates, which essentially is due to the peculiarities of the 
Maintenance Contracts, and that relevant instructions were given to the Contractor. She also informed us 
that the Department immediately sent letters to the Contractor, stating that it does not accept the 
submitted proxies and the arrangements made with the subcontractors. Then, the Contractor, with new 
letters, suggested various subcontractors and a person to act on his behalf for certain responsibilities 
relating to the contracts no. 36/2013 and no. 39/2013, which the Department finally accepted and 
approved, provided that the  company responsible for the works continues to be the Contractor's company. 
As we were informed, in November 2015, by the Director of the Department, with the handling / actions 
taken, the implementation rate of the contract work, has increased significantly. 
 
 
 
2.6.7       PRESS AND INFORMATION OFFICE 
Translations. The total costs for translations during 2014 amounted to €789.986 (€829.507 in 2013), while 
the total revenue from translations during 2014 amounted to €1.043.704 (€934.871 in 2013). It is noted, 
however, that the costs do not take into account the total remuneration for officers employed exclusively 
in the Sector amounting to €252.093, and the respective operating and other expenses. 
(a)     The following table lists, by category, the annual earnings of translators. We proposed to investigate 
all cases where the pay is more than €20.000. The relevant information should be sent to the Tax 

Recommendation: The issue of the progress of the projects should be continuously monitored by the 
DTPH so that the appropriate measures are taken promptly to avoid delays. 



 

 

Commissioner for their own controls. At the same time, there should be a secure procedure ensuring the 
correct allocation of translations. 
  

Annual Remuneration of translators in 2014  €1-€1.000 €1.001- €5.000 €5.001- €10.000 €10.001-€20.000 €20.001-€50.000 More than €50.001 
Persons 20 28 15 22 6 1 

(b)      According to the letter of the Press and Information Office (PIO) dated 1.6.2012 to the Director 
General of the Ministry of Justice, no checks are carried out, not even on a sampling basis of the accuracy of 
the translations made by private translators, although translations are certified by the PIO. This is an 
unacceptable practice. 
(c)    With the Council of Ministers decision, dated 7.7.2004, the Minister of Interior was authorised to 
submit to the Council of Ministers by the end of October 2004, a proposal for the introduction of the 
institution of Certified Translators. In December 2010, a draft bill entitled "The Law on Establishing the 
institution of Certified Translator" was prepared and the final draft of the bill was sent, with a delay of 2.5 
years, on 8.7.2013 to the Director General of the Ministry of Interior for promotion to the Law Office of the 
Republic for legal review, which was completed on 25.9.2014. The Council of Ministers, at its meeting held 
on 26.11.2014, approved the said bill and on 28.11.2014 it was filed by the Minister of Interior to the House 
of Representatives. As the Ac. Director informed us, a meeting was held at the office of the Minister of 
Interior, in the presence of the Minister of Justice and of the Government Spokesman, in which it was 
decided to postpone, temporarily, the discussion of the bill which is before the House of Representatives 
and for the whole matter to be reviewed again by involving the Ministry of Education and Culture, to which, 
it was decided, to commission the conduct of the examinations of translators. 

 
Creation of a Research Centre in Limassol- Archive of newspapers and documents. With the Council of 
Ministers decision no. 70.225, dated 8.4.2010, the operation of the above Centre was launched on 
14.11.2011, without, however, the users of archives to pay the prescribed fees. It is noted that users of that 
archive in Nicosia, pay the fees. The PIO considers that the collection of fees requires additional staffing. 

 
Assets Registers. It was observed that, for many years, the relevant certificate for the existence of assets, 
was sent to our Office, without a physical count being carried out. On 8.4.2013 the Press and Information 
Office sought the approval of the Ministry of Finance to create a new Register, which was given on 
11.4.2013, on the condition that a physical count of all assets of the Office is preceded. It was observed 
that, until the date of preparation of our Report, no physical count of the assets at 31.12.2014 was carried 
out and the relevant certificate, under the Stores Regulation no. 110, was not submitted. 

 
Recommendation: A physical count of the assets should be carried out and the relevant certificate 
should be submitted to our Office, according to the Stores Regulation no. 110. 

Recommendation: To find a way so that the Research Center collects the above fees, ensuring, in this 
way, the faithful application of the Regulations and the equal treatment of citizens. 

Recommendation: The issue of introducing the institution of the Certified Translator should be 
initiated the soonest possible since, if done correctly, it will modernise and upgrade the institution. It 
should be preceded by appropriate documentation of the correctness of the measure. 



 

 

The Ac. Director of the Office informed us that the physical count is expected to be completed and the 
certificate will be submitted in December 2015. 
2.6.8   CIVIL REGISTRY AND MIGRATION DEPARTMENT 
The 2014 audit of the Department by our Office, had not taken place by the date of the preparation of this 
Report. The following issues emerged from the audit carried out at the Civil Registry and Migration 
Department(CRMD) for the year 2013 and are still pending. 
Deposit Accounts. At 31.12.2014, the total balance of the deposits accounts amounted to €3.487.711 
(€3.147.942 at 31.12.2013) representing guarantees for potential aliens’ repatriation costs. This amount 
includes amounts related to guarantees which have been cashed at maturity but have not been used until 
now because aliens continue to stay illegally in the territory of the Republic and their residence is unknown. 
As reported to us, in order to accelerate the procedure for examining their personal files, the Department is 
making every effort to increase the staff. Moreover, it proceeded to change the existing policy, regarding 
the deposit of guarantee letters, by extending their validity to ten years. 

 
As the Ac. Director of the Department informed us, the person who was placed in the Treasury Department 
for this purpose, under the HRDA program for six months, has left the Department. He also said that, at this 
stage, there is no capacity for existing staff to do this work and that the Department requested, under the 
new program of HRDA, the placement of four persons for the continuation of this work. 
Implementation of European Directives.  
Sanctions and measures against employers who employ third-country nationals illegally staying (EU 
PILOT 5680/13/HOME). The economic sanctions proceedings against employers of illegal immigrants is a 
requirement by a European Directive and it is governed by Article 18NZ of the Aliens and Immigration Law, 
which provides that in the event of detection of infringements of any provisions of the law in relation to the 
employment of a citizen of a third country, the Director of the Department may impose an administrative 
fine both to the employer and to the alien. Our Office repeatedly indicated that the above Article is not 
applied, and instead, the prosecution process for employers acting illegally is applied, under Article 14B of 
the Law. In 2015, an advice was sought from the Attorney General regarding the possible need to amend 
the existing legislation for the purpose of improving the proceedings of charging administrative fines for 
illegal employment and this has not yet been obtained. 

 
Economic activities of students. No records are kept in the Department to show the third-country nationals 
who have residence permits as students and are working. Regarding the issue of creating a general file in 
the Department for archiving copies of the letters giving information relating to the illegal employment of 
foreign students, the Ministry of Interior in a letter dated 11.4.2013 said that, for this issue, a  file has been 
created but, as it was found, its updating is pending since 3.12.2014. 

Recommendation: The CRMD having received the clarifications by the Legal Office will have to make 
the appropriate administrative arrangements to ensure a proper and effective procedure for the 
imposition of administrative fines to reduce illegal employment. 

Recommendation: An action plan should be formulated by setting deadlines for the examination of 
the personal folder of each alien in order to confirm whether the alien has been deported. If there is 
still a balance in a deposit account, then, either to return this amount to the holder, or if he/she is 
not detected for 5 years, to transfer it to revenue. 



 

 

As we were informed by the Ac. Director of the Department, the Department believes that the compilation 
of such a register by DCRM is not necessary, since the students who secure an employment contract are 
monitored by the the Labour Department, via a contract with the same duration as that for the student's 
temporary residence permit issued by the DCRM. Our Office does not share the view of the Department. 
With regard to the updating of the general file kept at the Department, the Director noted that instructions 
have been given to continue its updating . In every case the relevant information will also be registered in 
the personal file of each alien. 

 
Third-country nationals studying at a higher education institution and their residence permit has expired. 
According to data derived from the electronic data of the Department, the total number of students who 
are third-country nationals and whose residence permit expired between 2003 to 2014 amounted to 
22.415. According to this data, only 16.551 students, a percentage of 74%, have left the territory of the 
Republic, while 3.021, a percentage of 13%, are still living illegally in the territory of the Republic. For the 
remaining 2.843 students, a percentage of 13%, no records were found in the system. 
Following a sample selection of foreign students from third countries, with an expired residence permit, 
their personal file was examined and a research / confirmation with the Department’s electronic data and 
with the Police arrival/departure records system, was carried out. The findings of our Office are in summary 
in that the Department’s electronic data is not fully updated with the data in the police information system, 
while there appears that no correct interface for direct exchange of information between the two systems 
exists. Also, it was found that the data export capability from the system is not used. 

 
The Ac. Director of the Department stated that the issue of electronic data of arrival/departure of third 
countries nationals is administered by the Department universally. He also reported that in consultation 
with the Unit of DITS at the Ministry of Interior, a possible solution to the issue was found on 25.9.2015, 
according to which there will be a correction of the data for aliens in the Department’s electronic system of 
aliens , based on data that will be obtained electronically from the Police arrival/departure system and this 
is expected to be completed by the end of this year. 
 
  
 
 
 

Recommendation: The Department should, in cooperation with the Department of Information 
Technology Services (DITS), arrange for the proper interface of its software with the police system 
and should also assign to its officers the monitoring of all cases which need to be investigated. 

Recommendation: The Department should prepare records regarding, third party nationals who 
have a residence permit as students and are working, so that these cases can be monitored and 
controlled in cooperation with the Labour Department and the Police. Also, the general file that has 
been created must be relatively updated. 



 

 

 
2.7     MINISTRY OF FOREIGN AFFAIRS 
Audit of the Accounts of the Diplomatic Missions. During 2014, the audit of the accounts of the Diplomatic Missions of the Permanent Representation to the European Union, of the High Commission in London, of the Embassies in Athens, Cairo, Tripoli, Washington and Damascus and the General Consulate in Thessaloniki, was carried out at the Ministry. From the audit the following were observed:  General Observations of the Diplomatic Mission. (a)   Certificates of bank balances. Not all of the Diplomatic Missions submitted certificates for their bank accounts at the end of the financial year. 

  
 (b)   Level of the amount of imprest funds. In some Diplomatic Missions, the total of the bank and cash 
balances was maintained at high levels, far more than the anticipated amount of the imprest fund, as 
determined by the Accountant General. 

 
 
The Director General informed us that a decision has been taken, which will take effect from the start of 
the new year, to reduce the amount of the imprest fund of the Permanent Representation to the European 
Union, London and Athens and the matter will also be considered for other Missions. 
(c)    Ambassador’s Vehicle Book (Form Gen. 70). In a letter of the Director General of the Ministry, dated 
23.5.2014, to the Heads of the Diplomatic Missions, it was stated that the above form should be submitted 
to the Treasury of the Ministry each month, while in case of use of the official vehicle for private purposes, 
a payment for the respective cost should be made to the Mission’s Fund. It was observed that, in certain 
Missions, the form has not been submitted to the Ministry, while others were found with incomplete 
information. 

 
(d)      Confirmation of cash and bank balances. Several Diplomatic Missions have not submitted 
certificates of unannounced checks on the cash balances. 

 (e)    Counterfoil books for receipts. Most Diplomatic Missions had not returned the completed 
counterfoils T292A and T292B. 

  
Recommendation: To request the return of all completed counterfoils. 

Recommendation: According to the Financial and Accounting Instructions, at least once a year, there 
should be an unannounced check on the receipts and counting of the cash by the Head of the Mission. 

Recommendation: The updating of the vehicle’s book should be made in accordance with the above 
instructions of the Ministry, in order to be able to monitor and control each Ambassador’s vehicle. 

Recommendation:  To re-evaluate the level of imprest fund of each Diplomatic Mission, taking into 
account the level of the normal monthly expenditure and receipts. 

Recommendation: The Ministry to request that the above certificates are sent. 



 

 

(f)    Registers of Assets and certificates of physical counting of assets of Diplomatic Missions. Not all 
Diplomatic Missions sent to the Ministry their fixed assets registers of the office of the Mission and of the 
Ambassador's residence for audit purposes. Also, nine Missions did not send the certificate of physical 
counting of the fixed assets for the year 2014, as provided in the Stores Regulations. 

 
In addition to the above general comments, we noted the following for the following Diplomatic Missions: 
Permanent Representation to the European Union (PREU). 
Provisions for the control of the time of the attendance of staff at work. The Regulation 24 (1) of the 
Public Service (General) Regulations provides that “all employees record their arrival and departure time.” 
The Ministry was informed by a Senior Administrative Officer that the provisions of the above Regulations 
do not apply because “the obligations of the employees are largely outside the building of the PREU” and 
“staff work beyond the specified timetable.” We noted that, the approval of the Public Administration and 
Personnel Department should be requested for any exemption from compliance with the above provisions. 

 
 
Guard/ Responsible for the Entrance.  A Cypriot, who is employed as local staff at the PREU since 2005, is 
responsible for guarding the entrance. As we were informed, in order to meet the needs for the 
employment of a Security Officer, caused by the expiry of the posting of a police officer and the resignation 
of a maintenance officer, the Ministry, in its attempt to save costs, decided not to replace these individuals 
and to assign to this person additional tasks for the security and maintenance of the building while at the 
same time is considering, a very large increase in his remuneration. The Director General informed us that 
the above arrangement is the most economical solution and this arrangement is allowed by the circular and 
the Guidelines for Employment and Terms of Service of the local staff, according to which, “in exceptional 
cases, where circumstances are unavoidable and specific reasons exist requiring differentiation from the 
above procedure, the competent Authority, having always in mind  the smooth functioning of the Mission, 
may consider such a possibility, provided that full and detailed reasons are given for this need.” 
 

 
Local staff. It was observed that the local staff falls, as to its employment status, in three different 
categories. The local staff whose employers’ and employee contributions are paid to the Belgian 
authorities, the local staff whose contributions are paid to the Cyprus Authorities and  the local staff who is 
employed as “professional” (Officers /Associates) and whose contributions are also paid to the Cypriot 
authorities. 

Recommendation: For purposes of transparency, sound administration and equal treatment, the 
vacant position of the Security Officer, as local staff, should be announced , in accordance with the 
circular of the Ministry of Foreign Affairs dated 8.2.2010, which sets out the procedure for filling 
vacancies and the required qualifications. If the Guard/Responsible for the Entrance, meets them and 
he is interested, he should apply for the vacancy. At the same time, and regardless of who will be 
chosen for the position of the Safety Officer, the post of the Guard/Responsible for the Entrance should 
be cancelled. 

Recommendation: The provisions governing the control of the staff’s attendance at work, should be 
applied also by the staff of the PREU. 

Recommendation: Copies of the registers should be sent to the Ministry for audit purposes. 



 

 

In connection with the engagement of the local staff, the following were observed: 
(a)     The above categorisation resulted in different ways of implementing the laws relating to the payment 
of special contribution under Law 112 (I) / 2011 and to the reduction of earnings by virtue of Law 168 (I) 
2012. The Treasury of the PREU proceeded on 1.3.2013 to implement these laws, with the consensus of the 
staff who pay contributions to the Belgian Authorities, applying however the original provisions of the laws 
and not those as were amended over time. As for the rest of the staff, the reductions in force from 
1.6.2013 until 31.12.2013 were not incorporated in their remuneration.  
(b)     It is also noted that the rate of 3% deductions of the monthly remuneration, under Article 4 of L.14 (I) 
/ 2014 have not been made. The Director General of the Ministry informed us that under an opinion by the 
Attorney General (dated 24.4.2015), the Cypriot legislation on payroll deductions cannot be applied to the 
salaries of local staff employed at the Diplomatic Missions of the Republic abroad. 
(c)     It was observed that no income tax withholding (PAYE) from the remuneration of local staff with 
diplomatic status is made by the Treasury of the PREU. It is noted that, according to a letter of the Tax 
Department (formerly DIR) with no. of file  13.36.0.15 and dated 2.4.2012, to the Ministry of Foreign 
Affairs,  employees in diplomatic missions of the Republic abroad, which are granted diplomatic status, are 
subject to taxation in the Republic. 

 
London High Commission 
Local Staff. 
(a)     Salary increases. According to the letter of the High Commission dated 28.7.2008, to the British 
Government, when an employee reaches the top of the scale and his efficiency is assessed as excellent, a 
salary increase is paid which for the years 2008 and 2009 was set at 3.25% for employees with maximum 
efficiency and at lower rates for employees with lower efficiency. It was observed that the High 
Commission, as from 2008 has been granting additional increases of 3.25%, beyond the top of each scale, 
to all employees who have reached the top of the scale, without making assessments of their performance. 

 
  
 (b)     Income Tax. From the audit it was found that, as from 2007, local staff which holds Cypriot 
citizenship and is employed at the High Commission does not pay income tax either in the UK or in Cyprus. 
The Ministry, in a letter dated 5.6.2015 sent a draft bill for regulating the Affairs of the Local Staff in order 
to regulate the important issue of taxation of local staff with Cypriot citizenship. 

 
Cairo Embassy 
Information on invoices and bank statements. It was observed that in most cases all information on 
invoices and receipts was written in Arabic. This makes it difficult to perform the audit, not only by our 
Office but, as it was determined, by the Treasury at the Ministry as well. It is noted that any errors or 
omissions cannot be traced and corrected due to the inability to understand the content of the documents. 

Recommendation: The above issue should be studied directly by the Departments / Ministries (Ministry of 
Finance, Tax Department and Ministry of Foreign Affairs) involved. 

Recommendation: We believe that the selective adoption, in such a way, of only one parameter of the 
staff assessment scheme in force in another country, constitutes misuse of public money. 

Recommendation: To withhold tax on the income of the said staff under article 43 of the Assessment and 
Collection of Taxes Law, ensuring the financial interests of the Republic. 



 

 

 
 
Housing of Diplomatic Missions and other Public Services of the Republic located abroad. Management 
and maintenance of these buildings. 
(a)     According to data obtained from the Ministry of Foreign Affairs, until 31.12.2014 47 Diplomatic 
Missions and specifically 38 Embassies, 4 High Commissions, 2 Permanent Representations, 2 
Representations and 1 independent General Consulate (additional  7 General Consulates were in operation 
under Diplomatic Missions) were operating. It is noted that the operation of the Embassy of Damascus is in 
full suspension and the Embassy of Tripoli is temporarily suspended for security reasons. It is also noted 
that, in addition to the Diplomatic Missions, other Missions of the Republic are operating abroad, such as 
Trade Centers, Cultural Centers, Shipping Agencies, Tourism Offices, etc. which in some cases are co-
located in the buildings of the Embassies. In the year 2014, the rent which was paid for the buildings of 
Embassies and embassy residences, as well as maintenance costs amounted to €4.758.374 and €243.250, 
compared to €6.129.192 and €264.906 for 2013, respectively. 

 
 (b)      Embassy Buildings in Athens. In December 2009, all public services based in Athens, except the 
Maritime Office, moved from the private building of Herodotus street to a new, also private building which 
was erected in Xenofontos Street. The Council of Ministers, at its meeting held on 5.11.2009, decided that 
the House of Cyprus to be housed in the old Embassy building, which was subsequently housed in the new 
building. The possibility of leasing the old building as well as its refurbishment was studied over time, 
however, it continues to remain unutilised for almost five years. 

 
 
Outstanding issues related to the control of diplomatic missions. 
 High Commission of Pretoria. The Ministry of Foreign Affairs conducted an investigation regarding the 
operation of the High Commission for possible disciplinary offenses regarding the purchase of goods and 
services during the term of service of the former High Commissioner, during the period 3.9.2007 to 
2.9.2011, the results of which were laid before the Attorney General of the Republic in June 2012. A related 
indictment was prepared by the Attorney General and, in February 2013, the matter was forwarded to the 
Public Service Commission for disciplinary investigation. According to the letter of the Director General of 
the Ministry of Foreign Affairs, dated 18.7.2013, to the Attorney General, the minimum amount of damage 
suffered by the Republic, due to actions of the former High Commissioner, amounts to €153,000. 
The Public Service Commission, after examining the charges, imposed on the Minister’s Representative 
(regular position of a High Commissioner) the penalty of downgrading him to a lower position to the post of 
Secretary B’ or Vice Consul as from 5.8.2014, the date of taking the decision. 
As we were informed by the Director General of the Ministry, a documented accounting report has been 
prepared, which will be submitted to the Accountant General in support of any civil action to be taken 
against him by the Legal Office. 

Recommendation: Efforts should be made to utilise the old building. 

Recommendation: Despite the significant reduction in expenditure, the Ministry should continue its 
efforts to limit the rent expenditure for housing Diplomatic Missions abroad. It was observed that the 
amount of rent, in certain cases, remains high. 

Recommendation: The Embassy staff, should record on the payment orders, the required details in Greek 
with a description and an analysis of costs. 



 

 

 
 
Allowances. 
(a)        General overseas and special allowance. Under Regulation 19 (1) (a) of the Overseas Service of the 
Republic (Special Conditions of Service) Regulations 2006, a tax-free general overseas allowance is paid to 
officials serving abroad, which is intended to cover the cost of living index difference between Cyprus and 
the country where the official is working plus representation expenses. Until 2010, it was revised twice a 
year based on the cost of living indices published by the United Nations and its level differs between 
countries. It is granted depending on the position at which the official is employed and the amount ranges 
from 70% to 100% for professional staff and 54% to 68% for non-professional staff on the basis of a fixed 
allowance. Additionally, an allowance for a difficult post of 20% of the general overseas allowance is paid to 
employees in certain Diplomatic Missions. 
In 2014 amounts of €5.875.248 (€6.469.350 for 2013) and €143.162 (€180.521 for 2013) were paid for 
general overseas allowance, including allowance for the difficult post which relates both to the officials of 
the Overseas Service as well as to other employees of the State who are posted to Diplomatic Missions, 
were paid. 
According to the latest revision of the level of the general overseas allowance, dated 1.7.2010, the level of 
the average of the general overseas allowance  in various Diplomatic Missions of the Republic amounted to 
€56.700 per year (€59.152 for the European countries), with the highest allowances being €74.549 and 
€72.702 for Ireland and Germany, respectively. We believe that, under the circumstances, to pay to the 
Heads of Diplomatic Missions, who are already granted a rented house by the Republic and all of the 
operating costs of their housekeeping expenses, of the vehicle costs  for their movement, of the hospitality 
expenses as well as an educational allowance are covered additionally,  a rate of 100% (decreased by 15% 
from 1.1.2013) of the general overseas allowance, is excessive. 

 
 

Recommendations: • As we have also noted in the Annual Reports of our Office for the years 2012 and 2013, it is recommended, to reconsider and re-determine the amount of the percentage of the general overseas allowance and of the special overseas allowance paid on the basis of the position at which the official serves and certainly to reduce substantially the percentage granted to the Heads of the Diplomatic Missions, who receive free accommodation, hospitality allowance and housekeeping services. • The basic amount of the general overseas allowance, which was initially established in accordance with each country, to be reviewed / re-determined, since as it has been determined on 1.7.2010, it seems that the most expensive country is Ireland, which is apparently not the case. 

Recommendation: Because the charges concerned, inter alia, the authorisation of payment vouchers 
for the payment of fictitious invoices, without the goods and services being provided to the Republic 
(€73.377), accepting money as a gift from a private company (€4.809) and the enforcement of a 
company Director to issue invoices for the amount of €16.145 for supposedly providing security 
during the transfer of money of the Embassy to the bank, the Ministry of Foreign Affairs should 
explore with the Attorney General whether criminal offenses arise. 



 

 

The table below sets out examples of gross earnings of the Heads of Diplomatic Missions, indicating the 
Diplomatic Mission in which they were serving at 31.12.2013, compared with the general overseas 
allowance they were receiving: 
 

Diplomatic 
Mission 

Gross Earnings per year 
€ 

Non Taxable Allowance per year 
€ 

Allowance/ 
Earnings 

% 
London 87.133.67 59.304,00  68,06 
Vienna 87.133.67 57.415,80  65,89 
Rome 87.133.67 47.970,60  55,05 
Madrid 87.133.67 50.755,20  58,25 
Berlin 87.133.67 61.801,80  70,93 
Washington 87.133.67 44.382,24  50,94 
PRΕU 87.133.67 58.282,80  66,89 
PRΝΥ 87.133.67 47.509,32  54,52 

  
The Director General of the Ministry of Foreign Affairs in his letters dated 30.8.2013 and 17.9.2015 to the 
Ministry of Finance, raised the issue of the re-determination of the general overseas allowance with a 
proportional reduction on the basis of the salary scale of the officer, with the abolition of the allowance  for 
the Heads of Diplomatic Missions and with the review of the rate of the general overseas allowance per 
country in order to reflect current conditions. 
   
 
 
 (b)    Rent allowance. Under Regulation 21 of the Overseas Service of the Republic (Special Conditions of 
Service) Regulations 2006, an officer serving overseas is entitled to receive rent allowance for a house 
which he rents in accordance with a scheme which is set out by the Minister of Foreign Affairs and the 
Minister of Finance. The total amount of rent allowance paid in 2014 to Officers of the Overseas Service 
and other Officers who are seconded to Diplomatic Missions and to Officers of the Administration, 
amounted to €1.098.708 and €44.202 (€1.484.402 and € 63.591 for 2013), respectively. 
AS regards the payment of the above allowance, we noted that in the existing rent allowance scheme, it is 
provided that the officers contribute up to a maximum percentage of 23% of their total remuneration, 
whereas a maximum contribution amount for the share of the Republic is not specified. This encourages 
the renting of houses with high rent because the difference, beyond the maximum rate, is paid by the 
Republic. 

 
 

Recommendation: To reconsider and re-determine restrictions and limits on the rent allowance 
provisions by examining not only the maximum rates contributed  by officers but also the 
establishment of maximum amounts to be paid by the State, depending on the country and on the 
composition of the family. 

Recommendation: The competent Ministries to proceed directly with a review of the above 
allowances. 



 

 

As we were informed by the Director General of the Ministry, in countries with high rents (eg New York) a 
maximum rent level has been determined. In Brussels, where there is the greatest number of officers, 
further than determining the level of rent, transparent criteria which take into account the family 
circumstances of the officers and their position, have been set. 
(c)    Education allowance. Under Regulation 20 of the Overseas Service of the Republic (Special Conditions 
of Service) Regulations 2006, an officer serving in Cyprus or overseas is entitled to an education allowance 
for his children, the payment of which is governed by provisions in accordance with the scheme drawn up 
by the Minister of Foreign Affairs and the Minister of Finance. Regarding the above allowance, a total 
amount of €504.316 was paid in 2014 (€379.479 in 2013)  to both the members of the Diplomatic Service 
and to other members of the permanent staff of the Public and Educational Service who are transferred or 
posted or seconded to Diplomatic Missions abroad. 
The increase in expenditure is due to the enrolment in pre-primary education of a number of children, 
whose parents are serving overseas. We note again that the essence of the  education allowance being 
paid, obviously, is to provide for equal opportunity of education which the Republic provides to its citizens 
as well as to facilitate the relocation of officials posted overseas without negative effects on their children's 
education and not to provide education in expensive education  institutions of the country in which they 
work. 
It was observed that two officers who were posted in London during the same period, enrolled their 
children, the first one in pre-primary education with fees reaching GBP 21.950 (including GBP 5.975 for 
registering), and the second one in the 6th class of a primary and 2nd class of a secondary school with tuition 
fees amounting to GBP 10.050 and GBP 13.683, respectively. 

 
 
Local Office Staff.  
(a)       Special contribution payment under the Law 112 (I) / 2011, holding back  scale increases and cost 
of living increases in salaries under the Law 192 (I) / 2011, reduction of salaries and pensions under Law 
168 (I) 2012 and payment of a gratuity to employees who are under contract with the Government and 
Wider Public Sector under Law 14 (I) / 2014. The Attorney General with his letter dated 28.1.2013, 
reaffirmed that local office staff fall within the provisions of the aforementioned Laws. Because there was a 
reaction from the local office staff, citing local legislation and warning of taking measures, the Ministry of 
Foreign Affairs and the Legal Office re-examined the matter and on 29.5.2013, instructions were given to 
the Diplomatic Missions to reimburse the deductions made, but at the same time requested them to 
inform the Ministry of any retrospective deductions in the remuneration of the local office staff in 
compliance with local legislation. It is noted that deductions are made from the remuneration of a limited 
number of Diplomatic Missions, after negotiations with the local office staff. 
Law 14 (I) / 2014 makes explicit reference to local office staff. However, it is noted that the rate deduction 
cuts of 3% from the monthly remuneration of the local office staff, under Article 4 of the Law, have not 
been made. 
The Foreign Ministry in a further letter dated 4.11.2014 to the Attorney General again requested legal 
advice on whether the application of the above mentioned legislation to local staff is legally permissible. 

Recommendation: We recommend that the education allowance is reviewed and to determine, 
amongst others, the framework and criteria for the maximum amount of the allowance granted 
annually per child in relation to the country in which the official serves, bearing in mind that the use of 
the education allowance should be used sparingly, with caution and rationality. 



 

 

The Attorney General in reply dated 24.4.2015, states that "in the absence of choice as to the law 
governing employment contracts of local personnel, it appears that the applicable law is the country in 
which the employee resides and works." It also notes that this opinion supersedes all previous opinions. 
 (b)      The Council of Ministers decided on 1.7.2015 that the responsibility for the management of issues 
arising in relation to the terms of service and payroll issues of the local office staff is assigned to the 
Ministry of Foreign Affairs, while the Ministry of Finance will retain the responsibility for formulating the 
overall policy. Under the same decision, the Council of Ministers approved a new revised document 
entitled “Guidelines for Employment and Terms of Service of Local Office Staff of Diplomatic Missions 
Overseas.” 

 
 
The Director General informed us that because the terms contained in the Guidelines approved by the 
Council of Ministers in its decision dated 1.7.2015, continue to cause confusion and ambiguity, an issue 
which he pointed out in his letter dated 23.6.2015 to the Public Administration and Personnel Department, 
he intends to bring the matter for re-examination and final correction of controversial issues. 
Secondment of officers at the Ministry of Foreign Affairs. It was observed that Officers of other 
Government Departments are seconded to the Ministry of Foreign Affairs for “Execution of Specialised 
Duties”, while the main reason for their posting is their placement in Diplomatic Missions where his /her 
spouse is serving. It is noted that in these cases, the entire general overseas allowance, according to their 
post, is paid to them. 

 
 
Expenditure on airline tickets. For the period 2009 – 2014, a total amount of €2.437.417 has been spent in 
total for the airline tickets. It is noted that for the above years the Ministry cooperated with certain travel 
agents spending very large amounts. 
 
Travel Agent 2009 2010 2011 2012 2013 2014 

No. of Tickets Cost No. of Tickets Cost No. of Tickets Cost No. of Tick. Cost No. of Tickets Cost No. of Tick. Cost 
         €       €        €  €       €     € 
Α 111 269.041 87 216.480 111 151.757 113 147.116 77 94.202 54 35.375 
Β 55 43.193 45 27.187 55 37.627 73 49.078 60 49.503 67 55.472 
C 34 31.387          
D 22 15.122 19 19.794 57 36.036 53 36.688 49 47.898 89 57.666 
Ε 16 10.278 30 42.010 37 45.362 37 41.089 15 17.085 23 14.457 

Recommendation:  For purposes of transparency it should be stated that the reason for their posting 
is the reunion of the family. Also, in these cases, which essentially primarily intend to facilitate the 
officer, the amount of the general overseas allowance should be re-determined, examining also the 
possibility of its non-payment. 

Recommendation: To adopt and implement the opinion of the Attorney General and to implement the 
above decision of the Council of Ministers. The Ministry of Foreign Affairs to assess whether it is in the 
interest of the Republic to establish that contracts of employment will be governed by the laws of 
Cyprus. Based on this opinion, in this case, the law of the country in which the employee resides and 
works will not be applicable. 



 

 

From the audit conducted on the official trips made, it was noted that tenders for the purchase of travel 
tickets are not requested from several travel agencies so as to make a comparison of prices. It is further 
pointed that, in the cases where the total cost of the tickets exceeds the amount of €2.000, the Ministry 
should request the submission of written or oral tenders from a limited number of suppliers, as provided 
for in Article 84 (1) (b) of the Law 12 (I) / 2006. 

 
 
Honorary Consulates. 
(a)    Revenue Accounts. Some of the Honorary Consuls keep personal bank accounts, while in other cases 
an account is held in the name of the Accountant General. 
(b)    Delays in previous years. The amount of arrears of revenue at 31.12.2014 amounted to €570.226, of 
which an amount of €472.042 relates to prior years. 
 

Consulate                €             Due since the year 
Islamabad  182.793  2001 
Kiev  143.377    2010 * 
Minsk  73.593  2013 
Karachi  20.501  2002 
Yerevan  14.660  2012 
Jakarta  11.570  2006 
Lagos  9.914  2013 
Frankfurt  6.006    2004 * 
Other < €3.346  9.628  2010  

* These cases are characterised by the Treasury Department as doubtful, since for both consulates, as stated in the 
statement of arrears of revenue the Consuls cannot be traced.  

Recommendations: 
(i) Every officer should present a written note to the Accounting Department to substantiate that 
tenders were invited from at least three travel agencies. 
(ii) The purchase of tickets, to be made, where possible, in accordance with the provisions of  Law 12 
(1) 2006 in order to safeguard the principles of transparency, equal treatment and good 
administration. 
(iii) The Ministry may ask travel agencies to create a corporate account to be credited with points / 
miles for every air trip carried out so that the required number of points / miles collected to be able 
to be redeemed by the Ministry for free purchase of airline tickets. 



 

 

 
 
Advance Accounts. At 31.12.2014, the balance of the advance accounts amounted to €582.368 (€692.745 
in 2013) and includes mainly advance payments for Embassies and Ambassador’s residences rent, advances 
for official travelling of Officers amounting to €53.146 and several advances to Diplomatic Missions and to 
Officers of the Ministry of Foreign Affairs. It is noted that advances of €48.087 relate to accommodation 
costs in London of a former state official (not during his term of office) during 2000  and an amount of 
€6.738 relates to subsistence allowance at  various occasions between 1995 and 2003 of a former President 
of a Political Party. 

  
Medical treatment of Government Employees Abroad. During 2014, a total amount of €704.064 (€823.565 
in 2013) and €92.345 (€140.086 in 2013), respectively, was paid from the Head 04.384 “Medical treatment 
of Government Employees Abroad” of the Head 22.01 “Ministry of Health - Administration" and from the 
Vote 04.384 "Medical Treatment of Government Employees Abroad" of the Head 22.04 “Ministry of Health 
- Dental Services”. These costs related to the medical treatment of government officials, including members 
of their families, as well as of local office staff, mainly serving at Diplomatic Missions of the Republic 
overseas. 
In the Ministry of Health circular letters dated 17.10.2013 and 21.1.2014, to all of the Civil Service, it is 
pointed out, inter alia, that civil servants serving in a Member State of the European Union, the European 
Economic Area and Switzerland, should necessarily apply to the state health system to ensure medical 
treatment. In the case where the state system is not satisfactory, the civil servant will be able to claim 
compensation for the medical treatment, after obtaining approval by the Head of the Diplomatic Mission 
and after examination by the Ministry of Health. It is also stated that the Ministry is not obliged to provide 
full coverage of requests submitted by civil servants serving in third countries. In a new circular dated 
10.10.2014, the Ministry of Health refers to specific procedures to be followed for the purpose of exercising 
better control on costs for health care of civil servants serving abroad, however, the Minister of Foreign 
Affairs with his letter dated 19.11.2014 requested that instructions are given to suspend the above circular 
until the "completion of the necessary dialogue", also suggesting to consider the possibility of concluding a 
collective private health insurance scheme to cover all healthcare needs. Although the Ministry of Health 
does not seem to agree with the said request so far, the above circular is not implemented by the Ministry 
of Foreign Affairs. 

  
Recommendation: The above circulars of the Ministry of Health should be implemented. 

Recommendation: These amounts to be investigated and, if they relate to debts, to request their 
recovery. 

 Recommendations: •    T o intensify the efforts to recover the arrears of revenue. •    At the end of the financial year a statement to be prepared showing the balances of the revenue accounts of the Honorary Consuls as well as their reconciliation with bank certificates, which must be submitted to the Accountant General and to the Auditor General. •  To transfer immediately the money from bank accounts held in a personal capacity into the General Government Account and to investigate the need for keeping personal bank accounts. 



 

 

2.8 MINISTRY OF FINANCE 
Report  to the Bank of Cyprus 
(a)      Granting of government guarantees to support the financial system. On 27.1.2014 the Finance and 
Budget Committee of the House of Representatives, pursuant to the Granting of Government Guarantees 
for Borrowing and / or for Issuing of Bonds by Credit Institutions, Law of 2012, approved the granting of 
government guarantees amounting to €2,9 bn., without any collateral, to the Bank of Cyprus at the request 
of the bank itself in order to issue its own bonds  to strengthen its capital adequacy. As confirmed during 
the audit, the above guarantees were not issued, however, as we were informed by the Ministry of 
Finance, the guarantees remain available to all credit institutions in case of emergency, but based on the 
results of the stress tests in October 2014 they are not expected to be used. In addition, the Director 
General of the Ministry of Finance expressed the view that the existence of approval for issuing guarantees 
creates a sense of security to investors and strengthens the confidence in the Cypriot banking system. 
It is noted that, in addition to the above, the Republic of Cyprus (RC) has issued a guarantee of €1bn. under 
the Minister of Finance Orders dated 16 and 23 of November 2012, to the former Laiki Bank which, after 
the collapse of the bank, were transferred to the Bank of Cyprus. It is noted that the Public Debt 
Management Office (PDMO) is of the opinion that a new risk assessment should be conducted before any 
allocation of guarantees to any bank. 

 
 
(b) Government Registered Development Stock of former Laiki Bank. Bank of Cyprus currently holds the 
government stock (GRDS) which had been issued to the former Laiki Bank with value €1,99 bn. as part of 
government support given to the bank in June 2012, to increase its liquidity, in exchange of the issue of  
shares of Laiki Bank to the State. After the collapse of the Laiki Bank, the shares of the State in Laiki were 
eliminated and the GRDS was transferred to the Bank of Cyprus  with an expiration date at the end of year 
2014 instead of 2013 as it was originally. 
As we were informed by the Director General of the Ministry of Finance, since the Republic of Cyprus (RC) 
was unable to obtain an offset of the GRDS with shares in the Bank of Cyprus, it was decided to proceed 
with its gradual repayment. In addition, he informed us that the balance of the GRDS, in late October, 
amounted to €340m. and the interest  rate was revised to 2.75%. 

  
Recapitalisation of the Cooperative Credit Sector (CCS). 
(a)   Provision of a debt security for €1.5 billion. Based on the Economic Adjustment Programme signed in 
April 2013, the total capital deficit of the CCS, was calculated by the Central Bank of Cyprus (CBC), on the 
basis of the adverse scenario of PIMCO, to be €1.5 bn.   
After approval of the Restructuring Plan by the European Commission Directorate-General for Competition, 
the Central Cooperative Bank (CCB) increased its share capital by €1.5 bn. which was entirely covered by 
the RC by providing CCB with a debt security of equal nominal value from the European Support 

Recommendation:  The Treasury to continue to monitor this issue closely in order to repay the stock, 
taking into consideration the liquidity position of the RC, as the Government’s plan. 

Recommendation: To study the possibility of withdrawing the aforementioned authorised  guarantees 
in the case it is considered that they will not be used and therefore will not be necessary to remain 
available and, in the event of a request, a new risk assessment to be conducted, particularly with regard 
to its viability, before deciding on the granting of guarantees to any bank. 



 

 

Mechanism (ESM), lasting 18 months, which at its expiry date is renewed or exchanged in whole for cash. 
The security was issued by the ESM in the name of the CR and was transferred on 10.3.2014 to the CCB 
with the signature "Subscription Agreement" between the RC, the CCB and the ESM. The security may be 
used by the CCB as collateral to the European Central Bank (ECB) for liquidity purposes. With the expiry of 
the ESM   it is not expected to be renewed, but to be exchanged for cash. 
As we were informed during the audit, an amount of €1,1 bn. was channeled from the CCB to 18 Co-
operative Credit Institutions (CCIs), based on their capital needs and according to the Consolidated Report. 
Based on the Comprehensive Assessment of the ECB, which was issued in October 2014, it was not 
expected that the CCS, after the stress tests, to be in need of an additional amount. Our Office  with its 
letter dated 14.10.2015, to the Ministry of Finance, pointed out the risk that there will be a need for an 
extra amount to support the CCIs by the RC and the Ministry of Finance and the Management Unit for the 
Participation of the RC in the Ownership Structure of Credit Institutions should monitor, on a continued 
basis, the actions of the CCB as to whether it is taking the necessary measures and as well as to whether it 
is creating an adequate provision for non-performing loans, based on a prudent policy, in order to avoid the 
risk of unpleasant developments arising, such as the need for additional recapitalisation resulting again in 
costs to the State and the taxpayer. 
The Director General of the Ministry of Finance, informed us with his letter dated 26.10.2015, that, 
according to the results of the CCS for June 2015, the CCS is fully capitalised. In addition, he informed us 
that a supervisory review was being conducted by the Single Supervisory Mechanism and the results were 
awaited. 
Until the completion of our report, it was announced by the CCB, that the Cooperative will need additional 
funds of around €150m. - €200m., reversing the image presented by the CCS till then. On November 13, 
2015, the Minister of Finance announced the intention of the State to proceed with a new, proactive, 
capital injection which will not exceed the amount of €150m. More on this matter is reported in Section 
4.48 of this Report. 

 
 (b)      Exercise of control by the Republic of Cyprus - Establishment of a Management Unit. A prerequisite  
of the above three party agreement for the provision of the security to CCB was the establishment of the 
Management Unit for the Participation of the RC in the Ownership Structure of Credit Institutions (Unit) for 
the purpose of maintaining the maximum possible efficiency of the RC participation. On 9.9.2013  the Law 
providing for the Establishment and Operation of the above Unit (L.106 (I) / 2013), under which the Unit is 
responsible for checking the conformity of the CCB in meeting the provisions of the Memorandum and the 
Framework-Agreement signed between the RC and CCB, was approved. On 16.7.2015, an amendment law 
was published in the Gazette under which the basic law covers all credit institutions (CIs) in which the State 
participates and this should help in the exercise of effective control and therefore safeguard better the 
interest of the State. 
The Unit informs on a monthly and quarterly basis the Minister of Finance on the basis of information 
submitted to it by the CCB and prepares an Annual Report which is submitted to the House of 
Representatives. The first Annual Report was submitted to the House of Representatives on 15.4.2014. As 
we observed, however, there was no reference t o points of convergence or divergence as per the 
provisions of the Agreement signed between the RC and CCB, the Memorandum as well as the 
Restructuring Plan. After a discussion with the Head of the Unit, such table was included in the second 

Recommendation: The state, as the main shareholder, to intensify its supervision of the CCB so as to 
allow more prudent management in order to avoid the payment of new funds to the CCS and to 
ensure the maintenance of and possible increase in the value of the original (€1.5 bn) and of the new 
investment (€150m.) of the taxpayer’s money.  Par. (b) below is relevant. 



 

 

Annual Report. In addition to the above, the Unit is in contact with the Monitoring Trustee (reference is 
made below) who informs the Unit on the findings of his inspection and sends to the Unit a copy of his 
reports. 
 (c)     Restructuring Plan. The Restructuring Plan for the CCS, which was a requirement of the 
Memorandum with Troika, was approved by the European Commission (EC) on 24.2.2014. To monitor and 
ensure the implementation of the Plan, a «Monitoring Trustee» was appointed, who reports directly to the 
EU on a quarterly basis. 
The Unit is informed by both the CCB and the Monitoring Trustee with regard to the implementation of the 
Restructuring Plan. Moreover, under the Framework Agreement between the RC and CCB, the Unit must 
give its consent for any modification, extension and revision of the Plan or deviation from it. As we were 
informed by the Head of the Unit, during the audit, consultations were held with the Directorate General 
(DG) of the EU Competition for an approval to be given for two exceptions with regard to the 
implementation of the Plan and in particular with regard to the number of staff and to the non-inclusion of 
certain costs (which derive from a legislative obligation of the CCB) in the total costs. On the issue of 
personnel, the argument was that the need for qualified staff increased due to the many commitments 
arising from the Memorandum on Strengthening the Departments and creating new Departments (eg Loan 
Restructuring Department). 
 A report as to the lack of staff is also included in the third assessment report of the Monitoring Trustee to 
the EU, dated 12.12.2014. The report also states that, although progress has been observed with regard to 
the implementation of the strategic plan, however, the CCB failed to meet the time schedule, in some 
areas. The matters, for which further progress is needed, are listed below: 
•       Credit policy and risk management policy. 
•       Strategy and structure of information systems. 
•      Manuals and procedures for outstanding debts. 
 The main reason for non-compliance with the time schedules is the lack of resources, especially human 
resources, at a time of increased obligations in terms of the CCS and the fact that the implementation of 
the Plan coincided with the period in which the stress tests are performed and the CCB had used many of 
its resources for the smooth implementation of the above tests. The Monitoring Trustee proposes that 
detailed plans are produced for better monitoring of the implementation of the programs. However, the 
issue of the lack of staff, as indicated in the note of the Head of the Unit to the Director general of the 
Ministry of Finance, dated 30.1.2015, is not so much the matter of the lack of staff as the lack of qualified 
staff, as some of the existing staff cannot cope with the new situation. Resolving the issue is difficult, since, 
as indicated, the Board of CCB, on one hand, does not wish to comply with the commitment regarding the 
number of staff and on the other hand, a reaction is expected by the trade unions in the case of replacing 
non productive staff, which is not competent, with suitable qualified personnel. The CCB has commissioned 
experts to conduct a study with regard to improving the efficiency of the CCS and for reducing the overall 
staffing needs by centralising operations and procedures, which will make the CCS more efficient. As we 
know, this study was delivered on 16.4.2015. 
In January 2015, some time schedules, such as those related to credit control, were revised.  At a meeting 
of the delegation of the CCB, on 30.1.2015, the CBC and the Head of the Unit with a representative of the 
EU Directorate-General for Competition, the latter expressed the strong dissatisfaction of the DG 
Competition concerning the non-revision of credit policy and lending of CCB, the non preparation of risk 
maps and also he referred to the non-implementation of the provisions with regard to the activation by the 
CCIs of the legal and administrative procedures for seizure and sale of non-performing loans which cannot 
be restructured. On 1.11.2014, on the basis of the CCB Action Plan, the management of all non-performing 



 

 

loans and the loan restructuring was undertaken by the Central Management Unit for Outstanding 
Amounts and the percentage of non-performing loans was at 31.12.2014  56.47% of  total loans. 

 
 
Cyprus Airways (CA). According to a press release issued by the European Commission on 9.1.2015, the 
amount of €66,1m.,which was granted to CA was considered as incompatible support, which, actually, gave 
to CA an unjustified advantage over its competitors and, therefore, it had to be recovered from CA. 
Furthermore, the press release stated that the CA restructuring plan was based on unrealistic assumptions 
and that CA had no prospect of becoming viable in the long term without continued State support. As a 
result of the above decision and given the inability of CA to refund the above amount to the State, the Air 
Transport Licensing Authority, pursuant to the Civil Aviation Law, withdrew CA’s license. As a result of the 
above, the Board  of CA in its meeting on 9.1.2015, decided, to put CA in voluntary liquidation. As we were 
informed by the Director General of the Ministry of Finance, the total amount to be recovered, as illegal 
state aid, from CA, amounts to €92.75m., not including interest and after the repayment of the loan of CA 
by the State to the Hellenic Bank, as indicated below. 
The termination of the operation of CA, had additional financial consequences for the State, as follows: 
 (a)      Arrangement of flights. At the Board meeting of CA on 9.1.2015, a suggestion was made that the 
management of passengers who held tickets issued by CA, to be assigned to a particular travel agency on 
the ground that this office is the only tour operator with offices in Cyprus which can have instant access, in 
real-time, to the reservation system of CA and because it is the general sales agent of the company in 
Greece. Based on the above, the Ministry of Finance, invoking urgency, proceeded to a direct award to this 
travel agency, under the provisions of Article 33(a)(iii) of the Law on Public Procurement (Law 12(I)/2006) 
for the arrangement of flight options for passengers who held tickets on flights of CA with departure date 
until 9.2.2015, unless the contract is extended. The agreement with the travel agency was signed on 
9.1.2015. Under the agreement, the travel agency would receive the actual ticket cost or aircraft rental plus 
a service cost of €10 per person. 
On 23.1.2015, after the settlement of the immediate needs, an extension to the agreement with Top Kinisis 
Travel Public was signed, covering passengers who held tickets for scheduled CA flights between 10.2.2015 
and 25.2.2015. Under the extension of the agreement, passengers could apply to any travel agency, which 
would charge the State a service fee of €5 per ticket, including Top Kinisis Travel Public. Moreover, the 
State would pay to Top Kinisis Travel Public an additional service fee of €2 per ticket. As we were informed, 
the total amount paid by the State for settlement of flights amounted to €3,3m. (including the coverage of 
open tickets). 

Recommendation: The commitments of the CBC, with regard to the terms of the Memorandum, as well as the Strategic Plan, especially in relation to matters of personnel, of the credit policy and the non-performing loans, should be observed strictly without exceptions. Regarding the issue of staffing with qualified personnel, the study of the consultants should be utilised. The possibility of restructuring CCIs and also the CCB l should be studied in order to transfer staff within the Group, according to the needs, as well as to train staff where necessary. The trend already observed for non-timely compliance, the unwillingness to take the necessary measures, as mentioned, and the various excuses for the need to revise the commitments should be terminated immediately. 
Given the above, the Management Unit of the RC Participation in the Ownership Structure of Credit 
Institutions, should continuously monitor the actions of the CCB and take timely action whenever 
there is a deviation from the sound and prudent management principles. Our Office would expect 
that our comments in Para 4.48 of this Report would have already been identified by the Unit. 



 

 

 (b)      Guarantees given by the RC. The State, as the guarantor of the loan which CA had obtained from the 
Hellenic Bank, undertook the payment of its balance, which amounted to €17.7m., plus interest, in a way 
that would have been agreed with the bank. It is noted that, in addition, the State proceeded, during 2014 
and 2015, to pay three installments of the loan totaling €10.7m., at the request of the bank and further to a 
unanimous decision taken on the above subject at a meeting of the Ministry of Labour, Welfare and Social 
Insurance dated 14.4.2014, which was attended, among others, by representatives of the Legal Office and 
the Commissioner for State Aid Control, confirming that the payment of these installments does not 
constitute state aid. Moreover, the State has also undertaken the repayment of the overdraft account 
which CA held with the Bank of Cyprus for which again the RC was the guarantor. The balance at 
31.12.2014, in accordance with the Financial Report for 2014 amounted to approximately €3,3m.  
 (c)     Employees' Provident Fund Deficit Coverage – Ex-gratia payments. The Director General of the 
Ministry of Finance in reply to the EU dated 7.8.2014 on the above matter, informed the EU that the 
Government has decided, for socio-economic reasons, to compensate directly staff who resigns or retires 
as surplus. As emphasized in the same letter, this is a legal responsibility of CA and if the amount of €4m., 
which is expected to be paid as compensation, is paid directly to employees by the Government (and not by 
CA), it shall not constitute state aid. In addition, the State decided to cover the deficit of the Provident Fund 
of CA which on 31.12.2014, in accordance with the Financial Report 2014, amounted to €9.6m. The amount 
is expected to be reduced after the liquidation of the company, since staff is considered to be preferential 
creditors and thus the coverage of their benefits a priority for the liquidator. As we were informed by the 
Director General of the Ministry of Finance, a letter was sent to the Legal Office of the Republic, dated 
7.8.2015, with the legal question whether the State becomes a preferential creditor, after taking over and 
settling the obligations to the Provident Fund of CA staff. The relevant opinion is expected. 
As reported by the Director General of the Ministry of Finance in his letter dated 26.10.2015, by that time, 
ex- gratia compensations amounting to €6,99m. had been granted to 580 persons, while the total amount 
of ex-gratia compensation, which is expected to be allocated to 930 persons, amounts to €14.86m. 
(d)       Amounts due by CA to the Government. CA, in addition to the amount considered as illegal aid and, 
therefore, owed by the company to the State, based on data held by the Treasury, the company until 
29.1.2015 owed to various Funds / Government Departments (such as the Social Insurance Fund, Customs , 
Civil Aviation Department) a total amount of €10,8m. 
Delays in the approval of the budgets of Public Corporations. According to the Fiscal Responsibility and 
Budgetary Framework Law (L.20(I)/2014), the Budgets of Public Corporations and of the General 
Government Entities should be submitted to the House of Representatives not later than three months 
before the beginning of the financial year in question. During the audit, it was observed that by 31.12.2014, 
of the 37 corporations which should have submitted their budgets for 2015 to the House of 
Representatives, only 6 submitted them, while five corporations did not submit them to the Ministry of 
Finance. For the other 26 corporations, their Budgets were either at the Ministry of Finance for 
examination or were promoted to the Council of Ministers for approval. 
Our Office recommended reexamining the deadlines for budget submission to allow sufficient time for 
discussions between the corporations and the Ministry of Finance, as, on the basis of the time schedule set 
for the 2015 budgets, the Ministry of Finance was expected to consider and negotiate the budgets of 37 
corporations in one month (11.7.2014-10.8 2014), a period which includes the summer holidays. As we 
were informed by the Director General of the Ministry of Finance, the Council of Ministers on 26.3.2015, 
decided to revise the timeschedules and increase the length of the period for examination of the budgets 
by the Ministry of Finance to 52 days (10.7 - 31.8). Moreover, the Ministry of Finance issued on April 22, 
2015, on June 16, 2015 and on August 28, 2015, circulars to inform all affected entities. 



 

 

 
 
Local Contributions – “Ex -gratia" payments . 
According to the Accounting and Financial Management and Financial Control of the Republic Law (N.38 
(I)/2014), "ex- gratia" payments may be granted only where there is no legislation governing the issue and 
where each case, depending on its own circumstances, is considered as imposing a moral obligation on the 
Republic to make such a payment. Previously, the issue was regulated on the basis of the Legal Office 
opinion dated 19.8.1986 with similar content. 
In 2014, a total of €1.524.668 was paid for various lical contributions, of which an amount of €745.605, 
according to the Explanatory Memorandum of the Budget, related to specific sponsorships and local 
contributions and an amount of €779.063 related to "ex-gratia" financial assistance to various associations, 
companies and individuals. Out of the amount of €779.063, an amount of about €179.000 was paid with 
the approval of the Minister of Finance and an amount of €600.063 with the approval of the Council of 
Ministers. 
From the audit the following issues emerged: 
(a)     The criteria set by the Accountant General and approved by the Minister of Finance in 2012 (such as 
the maximum amount in the Minister’s jurisdiction, examination of allowances already paid to the 
applicant and rejection of the application in case of past payment of allowances in excess of €1.000 and in 
cases of associations/organisations the submission  of audited financial statements), do not seem to be 
applied, as cases were identified where the total payment of allowances to an applicant exceeded the limit 
set and, despite this, an ex-gratia payment of financial assistance was made. In addition, cases were 
identified where amounts were paid, under the Explanatory Memorandum of the Budget, to rural 
organisations which had already received additional amounts with the approval of the Minister of Finance. 
As a result, in one case a total amount of about €71.000 was paid to a rural organisation. Also, in many 
cases, "ex-gratia" payments are repeated every year. In addition, in the cases of associations / 
organisations audited financial statements are not submitted, as required by the approved criteria. 
 (b)      Several cases of grants allocated to various associations and organisations and, in one case, to the 
political party, "United Democrats", for an amount of €7.353, were observed. It is noted that the grant 
allocation to the political party was made contrary to the Political Parties Law 2012 (L.175(I)/2012) as it is a 
non-parliamentary party and it is not registered in the Register of Political Parties and therefore  is not 
entitled to state funding. 
 (c)     In addition, 10 cases of “ex-gratia” payments for financial assistance for payment of VAT debts, 2 
cases for payment of income tax debts and 1 case for payment of debts to the Social Insurance Fund, 
amounting to €153.128, €12.407 and €28.955, respectively, were identified. The above financial aid was 
given with the approval of the Council of Ministers. It is noted that Article 24 defines ex gratia payments as 
the funds allocated as contributions to meet specific needs in cases where there is no legislation in force 
governing the issue and specifically provides that they should be governed by the principles of transparency 
and equal treatment. Therefore, in the context of citizens equality, it is not appropriate to provide “ex 
gratia” financial assistance to repay off the debts of certain citizens to the state, especially when the 
relevant laws provide for conditional write offs in cases requiring such treatment. The Director General of 
the Ministry of Finance, expressed the view that the examination of such cases falls within Articles 24 and 

Recommendation: With the objective to implement strictly the relevant legislation, to monitor, on a 
continuous basis, the application of time schedules pursuant to the Council of Ministers decision and, 
where there are delays, to take effective corrective measures. 
 



 

 

25 of the above Law. Our Office disagrees with this position and, to that end, we will request the issue of an 
opinion by the Attorney General. 
(d)    Two further cases of expenditure of other Ministries which were charged, with the Council of 
Ministers decision, to this specific Vote, due to lack of necessary funds in the budget of the specific 
Ministries, were also identified. 
(e)       Although certain applications which were rejected were presented to us, not all rejected applications 
were recorded so that a confirmation of equal treatment with regard to cases approved or rejected by the 
Minister could be made. 

 
 
Employee benefits of Public Corporations (PC). From the audit of various PC, by our Office, it was found 
that in several of these, a lot of personnel benefits relating to health care, cover of loan interest, other 
benefits, or relating to the Provident Fund have not been amended  despite the difficult economic 
conditions of the country and that there is no uniformity. Specifically, private health insurance is granted 
with full coverage of the costs by the PC, without any contribution from the employee and without a limit 
as to the maximum contribution of the employer. With regard to the Provident Fund, in many corporations, 
the employer continues to contribute a high percentage of staff salaries, which, in some cases, reaches 
13%. 

 
 
Pension benefits of state officials. Our Office, with its letter with no. of file 26.19.002.002.001, dated 
18.9.2015,  to the Minister of Finance referred to the abolition of the government pension plan for newly 
engaged civil servants , which came into force with the Government Employees Pension and Employees of 
Public Sector including Local Authorities (General Implementing Provisions) Law of 2012 (L. 216 (I)/2012), 
which he considers absolutely correct and necessary for purposes of reducing public spending, noting that 
the same did not apply in the case of many State Officials who are part of a similar plan of occupational 
pension benefits under other laws. For example in the Pensions of Certain State Officials of the Republic 
(Law (L. 49 (I)/1980), the payment of a government pension to the President of the Republic, to the 
President of the House of Representatives, to the Members of the House of Representatives and to 
Ministers, is provided for. Also a government pension to Mayors, to the President and members of the 
Public Service and the Education Service Commission, to the Commissioner of Internal Audit Service, to the 

Recommendation: It is our Office view that signed collective agreements should be respected. Our 
recommendation does not cover misuse of such agreements but it is the obligation of the Government, 
as the one party to these agreements, to determine prudently its own position which it should promote 
to accomplish within the context of the negotiations, so that the benefits of the employees in the wider 
public sector are uniform under similar conditions and contribute to eliminating distortions and bad 
practice. 

Recommendations: 
(a) Cases concerning repeated financial assistance should be included in a separate Vote and must be explicitly mentioned in the Explanatory Memorandum of the Budget. 
(b) Cases involving expenditure payments to be charged to the relevant Votes of the competent Ministries. In cases where no funds are available in these Votes, to request the approval of a supplementary budget, as appropriate. 
(c) To comply with the procedures defined in the law and the conditions and criteria set by the Accountant General and approved by the Minister of Finance. 
 



 

 

Commissioner of Telecommunications and Postal Services, to the Commissioner for Administration and to 
the Commissioner of Law Revision, continues to be paid. Our Office view, as expressed in the above letter, 
is that keeping a government pension plan only for State Officials constitutes a distortion which should be 
lifted, because, firstly, such a plan is maintained indefinitely for specific categories with few members 
causing disproportionately high administrative costs, secondly, it creates a burden on public finances  which 
is disproportionate to the remuneration received by State Officials for the time they offer their services to 
the State and, thirdly, it constitutes unfair treatment when compared to the employees of the wider public 
sector. Most importantly, it gives the citizens the impression of preferential treatment and of unequal 
contribution in taking up the burden for the consolidation of public finances. 
Given the above, our Office recommended that the matter is examined without delay, with the view to 
promoting appropriate  harmonization of the provisions for the above categories of State Officials and, 
generally, for all cases where the relevant legislation/terms of employment need to be amended. This to be 
done as soon as possible and certainly before the House of Representatives elections of 2016, in order that 
new government officials are not included in a government pension plan. 
Benefits to certain State Officers - Driver allowance. The driver allowance of €1.200 per month (reduced 
by 15%) is given to certain State Officials because of the rejection by the Chief of Police their request for 
the replacement of their drivers (police) who retired. The amount is paid to the State Officials, without 
them submitting the necessary certificates of employment of a driver. 

 
 
OPAP CYPRUS. OPAP S.A. games are provided in Cyprus since 2003, based on an Intergovernmental Cyprus 
- Greece Agreement ratified by Law 34 (iii) of 2003. 
In November 2013 the European Commission launched formal infringement proceedings against the 
Republic of Cyprus because it considered the Intergovernmental agreement OPAP as incompatible with the 
European law because OPAP was excluded from the scope of the Betting Act, 2012, resulting in  lack of 
equal treatment and the application of more favourable rules, since OPAP’s games were provided under a 
monopoly regime, without strict supervisory control by the Cypriot authorities. To remedy the above 
violation, Cyprus denounced the Intergovernmental Agreement on 26.5.2014. The validity of the complaint 
would begin one year after its receipt by the Greek Government and therefore during this time the 
Republic of Cyprus should have taken the necessary steps so that after the expiry of the Agreement, the 
OPAP games, except PROPO and PROPOGOAL, which constitute sports betting and can continue to be 
offered legitimately since they meet the conditions of the Betting Law, do not become illegal. 
The Technical Committee set up to study the matter and to examine various options, held that the Betting 
Law should be amended. Because it was realised that it would not be possible to complete the preparatory 
work in order that the amendment to the legislation would be approved before the expiry of the 
Intergovernmental Agreement, the Council of Ministers decided on 15.4.2015 to revoke the termination of 
the agreement for a transitional period and to establish a three-member Audit Committee, whose 
operation would be similar to the corresponding Committee in the Greek Republic  and informed the 
European Commission accordingly. A draft law regulating the gaming market in Cyprus is being prepared, in 
parallel. 
 

Recommendation: The allowance to be paid after the submission of relevant evidence for the purpose of 
confirming the employment of a driver, at a cost equal to or more than the amount of the allowance. 



 

 

Amounts due by golf courses. The monitoring and updating of the competent Ministerial Committee on all 
matters relating to the payment of the installments regarding the compensatory amount of €5m. for the 
issue of golf course licenses was transferred, with the Decisions of the Council of Ministers dated 10.7.2013 
and 28.8.2013, from the Ministry of Energy, Trade, Industry and Tourism (METIT) to the Ministry of Finance. 
As a result of the aforementioned Decisions, the amount of overdue installments of the said compensatory 
amount was transferred from the arrears of revenue of the METIT to the arrears of revenue of the Ministry 
of Finance. 
With the Decisions of the Council of Ministers dated 28.8.2013 and 13.2.2014, new incentives for the 
development of golf courses, including the extension of the period of payment of the compensatory 
amount of €5 million, for the issue of a planning permission for every golf course were given. As provided, it 
was possible the new incentives to be also used by the companies which already secured a planning 
permission and have due installments. 
The Director General of the Ministry of Finance informed us that the total amount of arrears amounted to 
€11.6m. plus default interest and this amount is due by six companies for the development of six golf 
courses, noting that all six companies have submitted an application and/or amended their plans for the 
exploitation of the new incentives. Furthermore, he informed us that at the meeting of the Ministerial 
Committee for the Development of Golf Courses on 18.5.2015 it was decided for the overall framework for 
the payment of the compensatory amount by the companies developing golf courses to be reset to the 
Ministerial Committee for discussion. For this purpose, a report by a group of representatives from the 
competent state services is expected to be submitted to the Ministerial Committee, which, in the next 
meeting will examine all aspects concerning this issue including a possible withdrawal of licenses granted. 
 

 
 
2.8.1 TAX DEPARTMENT  
Unification of tax departments. In order to deal with the economic situation of the Republic, the 
Government has decided, among others, the unification of the Inland Revenue Department and the Value 
Added Tax Service which are jointly renamed Tax Department. According to the Tax Department Law 2014 
(L.70(I)/2014), the Tax Department has the functions, powers and duties granted and imposed, 
respectively, by any law and / or regulatory administrative act to the Inland Revenue Department and / or 
to the VAT Service. As reported by the Commissioner, based on a timetable set in the Memorandum of 
Understanding between Troika and the Republic of Cyprus, the process of unification and the review of the 
implementation of the creation of the Tax Department should be completed by 31.3.2016 and 30.6.2016, 
respectively. 
 
2.8.1.1  TAX DEPARTMENT- DIRECT TAXATION 
Revenue.    According to the Tax Department data, the revenue - Direct Taxation (DT) in 2014 was 
€1.778,39m., compared to €1.872,83m. i.e. there was a decrease in 2013 of €94,44m. or 5.04%. According 
to the Department, the amount of the reduction is mainly due to the reduction of collections from income 
tax withheld by employers (PAYE), the special contribution for defense, the corporation tax of offshore 
companies and the special tax of credit institutions, a total of €119,36m. There was simultaneously an 
increase in revenues from capital gains tax, property tax and interest and charges by a total of €28.55m. 

Recommendation: Based on the above, the amount of arrears of revenue should be adjusted depending on the completion of the examination of applications for use of the new incentives. 



 

 

Details of the Department collections are as follows:  
Category 
 of Tax 

2014 
€ m. 

Percentage 
% 

2013 
€ m. 

Increase/ (Decrease) 
€ m. 

Percentage 
% 

Income tax 1.132,71 63,69 1.208,84  (76,13) (6,30) 
Immovable Propery Tax   104,40 5,87    100,99 3,41 3,38 
Other Taxes/ Rates/ Charges/Fines   110,67 6,22      87,89 22,78 25,92 
Direct Taxes (special contribution for Defence)   430,61 24,22    475,11 (44,5) (9,37) 
Total 1.778,39 100,00 1.872,83 (94,44) (5,04) 

 
Income tax. The total amount of income tax of €1.132,71m., which was collected by category of taxpayers, 
according to the Department is as follows:  

                       2014                            2013 
         € m.           %          € m.        % 

Government Employees 132,58  11,70  157,63  13,04 
Private Employees 280,08  24,73  294,32  24,35 
Legal Entities and Companies of International Activities 616,57  54,43  641,86  53,10 
Self Employed 30,33  2,68  34,99  2,89 
Other categories of taxpayers 73,15  6,46  80,04  6,62 

Total 1.132,71  100,00  1.208,84  100,00 
 
 
Tax refunds. Tax refunds amounted to €27,43m. (€27.46m. in 2013). 
Assessments under appeal. According to the Department, at 31.12.2014, there were 21.265 (18.612 in 
2013) assessments under appeal for income tax, capital gains tax, immovable property tax and special 
contribution for defence, for a total amount of tax of €391,79m. (€356,65m. in 2013). It is noted that 
assessments under appeal, except the appeals for capital gains tax, are not included in the statements of 
arrears of revenue, since, according to Article 17 (2) of the relevant law, the tax shall be paid regardless of 
any appeal or recourse. 
From an analysis of the data, it is shown that the income tax appeals in 2014 amounted to 14.434 for a 
disputed amount of tax of €302,56m. At 31.12.2014 there were a total of 5.901 appeals from self-employed 
and directors of private companies outstanding or a percentage of 40.89%, representing an amount of 
disputed tax of €63.62m. and 2.870 appeals or 19,89% from private companies, representing a disputed  
amount of tax of €93,54m. 
Arrears of taxes. The total arrears of taxes, not including interest, as declared to our Office by the 
Department, was €733,37m., compared to €721,99m. for last year, i.e there was an increase of €11,38m. or 
1.58%. 
The tax arrears by category are as follows:  



 

 

Category 
 of tax      2014  Percentage       2013  Increase/ (Decrease) 

      €m.             %         €m.           % 
Income tax 437,81  59,70  457,21  (4,24) 
Income tax withheld by  employers (P.A.Y.E.) 48,61  6,63  43,94  10,63 
Immovable property tax (Law 24/80) 64,26  8,76  47,70  34,72 
Capital gains tax 35,96  4,91  33,19  8,35 
Other taxes 14,69  2,00  14,05  4,56 
Special contribution for defence 132,04  18,00  125,90  4,88 
Total 733,37  100,00  721,99  1,58 
The amount of overdue interest at 31.12.2014, which is not included in the table above,is, according to the 
data of the Department, €421,30m. So, based on the above data the total arrears (arrears of taxes plus 
interest) amounted to €1.154,67m. 
It is noted that, according to the Department, out of the total amount of arrears at 31.12.2014 (arrears of 
tax plus interest) amounting to €1.154,67m., an amount of €461,78m. or 40% is considered non collectable. 
Based on the data of the above paragraphs, the main categories of taxes are listed below: 
 

Category of Tax Revenue 
     €m. 

Arrears 
    €m.* 

Non collectable 
       €m.* 

Appeals 
     €m. 

Income Tax 1.132,71 825,19 371,81 302,56 
Immovable Property tax 104,40 73,95 9,89 2,12 
Special Contribution for Defence 430,61 178,35 49,60 80,09 

*Including interest 
As seen from the above, the settlement of outstanding appeals and the collection of overdue taxes will 
significantly increase the revenue of the State, a matter which should be considered by the Department. 
Even more, the Department should consider the amount of overdue taxes which finally becomes non- 
collectable. 
The Commissioner informed us that the Department is unable, to a great extent, to settle the outstanding 
appeals due to lack of staff and he said that the transition from the tax certificate system to the self-
assessment system, is expected to improve the efficiency of the Department. 
Immovable Property Tax. From a sample audit of the Immovable Property Sector, the following were 
observed: 
(a)     Immovable property owners without an Identity Card Number. The issue is explained in Section 
2.6.5 of this Report on the Department of Lands and Surveys (DLS). According to data from the DLS, in 
March 2015, a total of 262.300 persons who are owners of property in the free areas, the value of which 
totals €1.66 bn. at prices of 1.1.1980, were registered in the Department’s Computerised System with 
"faulse identity cards". However, according to the Tax Department data, dated 13.1.2015, it seems that 
there are only about 36.500 cases of persons with faulse identity cards whose total value of immovable 
property, in each case, is such that they are subject to taxation. 
A characteristic example is that of a taxpayer who, according to data from the DLS, is the registered owner, 
since December 1966, of three properties at Kaimakli with a value, according to an assessment conducted 
in March 2008 at prices 1.1.1980, of €407.875. However, from the TD system it was revealed that the 



 

 

Department did not impose immovable property taxes for the years 2013 and 2014 and, for the years 2008 
to 2012, imposed immovable property tax at a reduced value at €371.738, ie no tax was imposed on a 
property value of €36.137. 

  
The Commissioner informed us that the efforts of the Department to identify the correct identities begun in 
2012 and it is continued and that the taxpayers with the largest amounts have been identified and taxed. 
He also said that, included in the number of 36.500 persons, there are persons who are exempt from tax 
(religious institutions, charities, schools, etc.), Municipalities and Improvement Boards and a large number 
of Turkish Cypriots who are impossible to identify and tax. 
(b)   Large difference in the value of immovable property at prices 1.1.1980 on which tax was imposed for 
the years 2012 and 2013. Cases were identified where there was a great difference between the value of 
the property at 1.1.1980 prices on which tax was imposed for the year 2012 and / or previous years and the 
value on which tax was imposed for the year 2013. 
A characteristic example is the case of a company owner of a hotel and a tourist apartment complex at 
Protaras, for which taxes were imposed on property value of €3.622.235 at 1.1.1980 prices for the year 
2013, whereas in 2012, tax was imposed on a values of €387.243, ie at a reduced value by €3.234.992. It is 
noted that, in 2011, there a relevant recommendation was made to the Department by our Office 
concerning the value of the company's property. 
Also reference is made to the case of a company on which taxes for the year 2013 were imposed on 
property value of €1.710.000 at 1.1.1980 prices, while for the year 2012, taxes were imposed on €189.655, 
ie on a reduced value by €1.520.345. 
 
 
  
 
 
The Commissioner informed us that relevant data was requested from DITS and also that the property 
valuations made by the recent General Assessment, which were not in the Department’s archive of 
1.1.1980 valuations, were requested from DLS, but they have not yet been received. 
(c)   Obligation to pay property tax by persons who lease state land. The Tax Department appears not to 
have proceeded to assess the value of the right to use immovable property and therefore did not impose 
the relevant taxes on the beneficiaries using property belonging to the State, contrary to the provisions of 
the relevant legislation. 
A characteristic example is the case of a beneficiary using immovable property belonging to the State to 
whom the state land was leased for the period 2005 - 2038 for the purpose of erecting a specific factory 
and the lease is registered at the DLS. Reference is also made to a case of a company which leased state 
land for the period 2008 - 2041 for the construction of a winery and the lease is registered at the DLS. 

 
Recommendation: The Department to obtain from DLS a list of all state land leases and related data 
and proceed to impose relevant taxes. 

Recommendation: The Department to proceed through the DLS and other Government Departments 
and Local Authorities, to take all necessary measures to solve the problem. 

Recommendation: The Department to identify all cases where there is a great difference between the 
assessed values of 2013 and 2012 at 1.1.1980 prices, on which tax was imposed and where the total 
property is subject to tax also for previous years, to proceed with imposing of relevant taxes, in 
accordance with the provisions of the relevant legislation. 
  



 

 

The Commissioner informed us that the Department obtained the relevant archive from the DLS. However, 
he said, it is necessary to assess also the rights for the use of the immovable property leased by the 
landlord. 
(d)   Non-imposition of taxes in previous years. It was observed that, although according to data from the 
DLS, taxpayers had registered in their name property and / or had developed their property which is 
subject to tax also for previous years, the Department appears to have imposed tax for recent years only 
and did not proceed with further investigation to impose taxes for previous years.  
A characteristic example is the case of a company which, according to data sent to the Department from 
the DLS, is the registered owner of twelve plots of land in Ag. Napa. The value of the eleven property plots 
was assessed on 13.5.2002 at 1.1.1980 prices for the total amount of €4.102.345. However, for the years 
2002-2012, the Department imposed taxes on immovable property value of €546.325 instead of on 
€4.102.345, resulting in estimated tax loss totaling, approximately, €168.000. 
A reference is also made to the case of a company which, according to data from the DLS sent to the 
Department, on 17.7.2001 registered in its name a field in Paralimni on which a building was erected with 
value estimated on 16.7.2001, at €1,623.171 at 1.1.1980 prices. The Department imposed property tax only 
for the years 2012 - 2014, and appears that it had not imposed taxes for the years 2002 – 2011, resulting in 
a total amount of tax loss of approximately €51.000. 

 
 
The Commissioner informed us, among other things, that the Department requested in September 2014 
from the DLS, the estimated values of premises made by the recent General Assessment, all of which are 
pending. 
(e)   Tax due for immovable property owned by land developers. According to the Tax Department data 
dated 26.2.2015 it appears that 30 legal entities which were engaged in land development owed to the 
Department taxes on immovable property, including interest and charges, totaling €14.729.266, of which 
an amount of €11.132.286 (75,58%) was related to  assessments for the years 2013 and 2014. 

 
The Commissioner stated that he would take all the necessary measures to recover the amounts due. 
(f)    Immovable Property with valuation date 1.1.1980. Cases were identified of immovable property of 
significant value which, according to data sent to the Department by the DLS, its valuation date is indicated 
to be the 1.1.1980. The assessment of their value may have taken place recently and / or under the new 
General Assessment. Also, the value of the immovable property at 1.1.1980 prices, could possibly indicate 
that buildings were erected on the immovable property which are subject to tax for previous years. 
A characteristic example is the case of a company which on 14.5.1997 registered in its name a field that is 
subject to tax since the fiscal year 1998. For the years 1998-2012, the Department imposed immovable 
property taxes on a value amounting to €205.032 at 1.1.1980 prices while, when an assessment of its value 
was made at 1.1.1980 prices, the value of the property was estimated at €4.271.503, a value on which tax 
was imposed only for the years 2013 and 2014. 

Recommendation: The Department to intensify its efforts to recover the amounts due, and proceed to 
take immediate action for all cases of taxes due to the State, under the relevant legislation. 

Recommendation: The Department to proceed to utilise fully the data/ information held by the DLS 
and particularly the information relating to the date of registration, the estimated value and the 
description of the property and to impose relevant taxes. 



 

 

 
 
The Commissioner informed us that the Department requested, in September 2014, relevant data from the 
DLS, as well as, a statement from DITS in January 2015 of all cases for which the 2013 taxation amounts 
differ significantly from those of at least the previous three years and these are still awaited. 
(g)  Immovable property with a fixed valuation date. Cases were observed where information for 
immovable property of significant value is included in the DLS data, indicating that the property was subject 
to tax for previous years, while the Department appears not to have proceeded with the imposition of 
taxes for previous years. 
A characteristic case is that of a company which on 5.10.2007 registered in its name a field the value of 
which was estimated on 12.1.1998 at €4.442.363 at 1.1.1980 prices. The Department appears not to have 
imposed taxes for the years 2008 - 2012 resulting in, at least, a loss of revenue of about €65.500. It is noted 
that, according to the DLS data, it seems that a luxury hotel, a shopping mall and an office complex have 
been erected on the said field. 

 
The Commissioner informed us that the Department requested, in September 2014, relevant data from the 
DLS as well as in January 2015 from DITS which have not yet been submitted. 
(h)  Revaluation of immovable property from the DLS at 1.1.1980 prices. Cases were identified for which 
the DLS proceeded to a revaluation of the immovable property and to a reassessment of their value at 
1.1.1980 prices. A characteristic example is that of a company which is the registered owner of two plots of 
land in Nicosia. According to data from the DLS, such as those sent to the Tax Department, the total value 
of these items at 1.1.1980 prices amounted to €117.894, on which amount immovable property taxes were 
imposed for the years 2013 and 2014. It is relevantly reported that on 28.11.2014, the DLS proceeded with 
a field inspection of the immovable property on which a six-storey building with a shop on the ground floor, 
offices on five floors and an apartment on the sixth floor were erected during 2011 and 2012, the value of 
which was reassessed at the amount of €546.600 (land and buildings) at 1.1.1980 prices. 

 
As the Commissioner informed us, the Department requested, in September 2014, relevant  
data from the DLS as well as from DITS in January 2015, which have not yet been submitted. 
(i)  Immovable property on which buildings / facilities were erected and have not been evaluated at 
1.1.1980 prices. Cases of immovable property were identified on which buildings/facilities were erected, 
however, they are recorded in the database of the computer system of DLS , at 1.1.1980 prices, as fields. As 
a result, in such cases, the values at 1.1.1980 prices which are sent from the DLS to the Tax Department do 
not include the value of the buildings / facilities and subsequently tax is imposed at a lower tax value 
resulting in loss of revenue to the State. 

Recommendation: The Department to use the new data from DLS and proceed to impose revised 
taxes on the reassessed taxable value. 

Recommendation: The Department, where appropriate, to request information regarding the year of 
construction of the buildings and proceed to impose relevant taxes. 

Recommendation: The Department to identify all cases of immovable property of significant value for 
which a revaluation was carried out at 1.1.1980 prices and / or a new assessment at 1.1.1980 prices 
under the new General Assessment and proceed to investigate a possible construction of buildings 
and the year of construction and, where necessary, to impose taxes. 



 

 

A characteristic example is the case of a company which is the registered owner of a plot of land in 
Limassol, on which a reception / banquet room was erected. From data of the DLS, it seems that the value 
of the plot of €25.458 at 1.1.1980 prices, which is included in the total taxable value on which tax was 
imposed for the years 2012 to 2014, is related only to the land whereas the value of the erected buildings 
has not yet been assessed. 
 
  
 
 
The Commissioner informed us that the Tax Department does not have enough staff to investigate such 
cases whereas the imposition of tax takes place when the taxpayer declares the additions to his property, 
as he should do, or when he comes to the Department for the transfer of his property. 
(j)  Immovable property tax imposed on plots of land on which tourist facilities may have been erected. 
Cases of entities operating in the tourism industry and who are the registered owners of immovable 
property described as "field" at Famagusta District, were identified. However, the value of these plots of 
land at 1.1.1980 prices, as stated in the records of DLS, suggests the existence of buildings, possibly hotel 
units, on the value of which the Department appears not to have imposed taxes for previous years. 
A characteristic example is the case of a company which is the registered owner of a plot of land which is 
very close to a main beach in Ag. Napa. The property was acquired by the company in 1994 and its value at 
1.1.1980 prices, according to data from the DLS, is €2.135.751. It is noted that the Department imposed 
taxes only for the years 2012-2014. 

 
 
The Commissioner informed us that the Department requested relevant data from the DLS as well as from 
DITS which, however, is still expected. 
General Comment: The Department has utilised only partially rather than fully the data secured from the 
DLS for immovable property taxation purposes. Specifically, further than the taxes imposed for the years 
2013 and 2014, the Department appears not to have fully utilised, at least at this stage, the information 
held in relation to immovable property relating to prior years and in many cases where it seems that tax 
should have been imposed, the Department did not do so, resulting in loss of revenue. 

 
The Commissioner informed us that there is a delay in the imposition and collection of the tax but there is 
no loss because the tax is not written off and it is receivable when the taxpayer wishes to transfer any part 

Recommendation: The Department to fully utilise the data of DLS , in order to impose property 
taxes in accordance with the provisions of the relevant legislation for fair burden-sharing and, at the 
same time, to gain significant increase in public revenues. It is also recommended that the 
Department proceeds with the adoption of appropriate mechanisms for using the data and 
information sent from our Office to the Department for the benefit of the State and to continue the 
effort to impose taxes. 

Recommendation: It is recommended that the Department, in cooperation with all relevant 
Departments and Local Authorities, identify the completion date of the construction of hotels and 
tourist accommodation and, where appropriate, proceed to impose relevant taxes for previous years 
as well. 

Recommendation: The Department to request information on the year of construction of facilities/ 
construction of buildings and after carrying out assessments of the value of the immovable property, 
including buildings, to proceed with imposing relevant taxes. 



 

 

of the property, at the latest. He also said that, in all cases, measures have been taken and / or information 
requested from the Department of Information and Technology Services and the Department of Land and 
Surveys, most of which is still to be received. He added that the data available before the Department 
cannot be used in the short term without strengthening the Department with additional personnel. Our 
Office does not share this view and considers that the delay in imposing and in collecting the tax creates 
risks for loss of government revenue. 
Tax Investigation of Referees or / and of Observers of Referees at football matches. 
From a sample audit regarding individuals practicing Referee / Assistant Football Referee the following 
were observed: 
 (a)  Non-inclusion in the declaration of income, income from refereeing of matches.  Cases of Referees / 
Assistant Referees were identified where, during the period 2007 - 2014, they conducted refereeing both in 
Cyprus and abroad, without declaring their income from refereeing and therefore no relevant tax was 
imposed on them. 14 specific referees / assistant referees, who are classified in Elite class of refereeing, 
according to data identified by our Office, refereed  84-171 matches (each except one) in Cyprus and 
abroad,  without declaring to the Department their income from refereeing. It is noted that the number of 
football matches which the specific referees / assistant referees refereed may be greater since the audit 
was limited to the First Division of Cyprus league and Cup and European matches and other events. 
A characteristic case is that of a referee, who, it seems, did not submit declarations of income to the Tax 
Department and, based on information from the Registrar of Companies, during the period 2002 – 2005, he 
was a shareholder and a director of a company who deals with football. Also, since July 2014, he is a 
Director and Company Secretary of another company and it appears that he is also the owner of a 
commercial business (restaurant) in Greece. This Referee owns three vehicles of which two are considered 
luxury vehicles. 
Another case relates to a Referee who in supplementary declarations of income submitted to the 
Department, declared income from refereeing for the years 2006 - 2012 which, however, it does not seem 
to be correct and / or complete as he failed to declare (i) all of refereeing income as presented on the 
"Referees Cards" of the Cyprus Football Association (CFA) which he attached to his declarations and (ii) the 
income from matches refereed abroad (our Office identified at least 23 matches for the years 2010-2014) 
and / or other amounts that may have been paid to him. On the basis of his additional statements for the 
period 2006 - 2012 his income amounted to €49.536 instead of €58.365 which appears on the referee card 
of CFA. 

 
 (b)   Referee / Assistant Referee compensation for football matches. The income that the  14 specific 
referees / assistant referees of Elite class which it seems they have received for the period 2013 - 2014, is,  
in accordance with our Office estimates, a total of approximately €470.000, or an average of €16.800 per 
year, for each Referee / Assistant Referee. Consequently, the total income for all 42 referees / assistant 
referees of Elite class who refereed matches in the period 2013-2014 is calculated to be an amount of over 
€1,4m. Taking into account the total number of the Referees / Assistant Referees (306 in the period 2013 - 
2014), the level of income which it seems they are receiving (over and above the €1,4m. for the 42 referees 
/ assistant referees) and the fact that the income from refereeing appears not to be declared, the loss of 
State revenue for several years is considerable. 

Recommendation: The Department to proceed to a full tax investigation of Referees / Assistant 
Referees. 



 

 

 (c)   Referees / Assistant Referees who stopped refereeing. Our Office identified referees who stopped 
refereeing and did not declare their income from refereeing and it seems that referees who stop refereeing 
and are engaged, in some cases, as Observers of Referees in matches continue not to declare their income. 
A characteristic example is that of a taxpayer who, according to information from the internet, until 2009 
refereed football matches in Cyprus and abroad and since 2010 is an observer of referees. On his income 
declarations submitted to the Department for the period 2006 – 2013, no income from football matches 
was declared. 
We also refer to the case of a taxpayer who seems to have been refereeing football matches in Cyprus and 
abroad since 1998, and also since 2012  seems to have been acting as an Observer of refereeing. No income 
from refereeing football was declared on his income declarations submitted to the Department for the 
period 2003 - 2013. 

 
General Recommendations: Our Office recommends that the Department: 
(i)    Obtains relevant information for all Referees / Assistant Referees (current and former) and Observers 
of Referees and proceed with their tax investigation. Also, where appropriate, to impose a tax at the 
discretion of the Commissioner, under the law. 
(ii)  Obtains from the competent Cypriot Federations / Associations of Referees data for other sports 
referees and proceed to their review for detecting any undeclared income. 
(iii)  Utilises the internet to obtain information about Referees / Assistant Referees / Observers of Referees 
and about relevant matches which they referee both in Cyprus and abroad. 
The Commissioner informed us that for all the cases mentioned in the Report, information for football 
games for the years 2009 - 2014 was requested and was submitted by the Cyprus Football Association and 
related meetings were held with all parties involved. He also said that a detailed report to the Tax 
Commissioner for the purpose of taking a final decision regarding the taxation of referees is being 
prepared. 
Tax Investigation of individuals providing services at the beaches. From a sample audit of individuals who 
obtained a license from the Municipality of Ag. Napa to provide services to the beaches, conducted under 
the assumption that all the umbrellas and beds available at the beaches of Ag. Napa are rented at the 
maximum rates set in R.257 / 2008 and that they are rented at least once a day for 3 summer months, the 
following were observed: 
(a)   Failure to submit recent Capital Statement. Cases of self-employed from whom the Department does 
not seem to have requested to submit Capital Statements relating to recent years, were identified. 
A characteristic case is that of a taxpayer to whom a license to rent 50 beds and 25 umbrellas was granted 
in 2012. We estimate, based on our calculations,  that the taxpayer's turnover from this activity amounted 
to at least €17.000. 
According to the income declarations which the taxpayer and his spouse submitted to the Department for 
the period 2010 - 2012, their income is derived from rental of immovable property and  are not subject to 
taxation. From data from the TD Information System, it appears that the taxpayer bought, in 2010, portions 
of three immovable properties in Famagusta District, the total value of which was declared by him at 
€44.000 and it was assessed by the DLS at €58.000. Also, according to the Road Transport Department, in 
April 2010 he registered in his name a new Mercedes car. From data of the Department, it seems that the 
last Capital Statement examined was for the period 1.1.1988 - 31.12.1993, whereas it does not seem that a 

Recommendation: A full investigation of the Referees who stopped refereeing but are practicing as 
Observers of Referees and do not declare their income, is recommended. 



 

 

Capital Statement of a more recent period was requested to be submitted. It is noted that the daughter of 
the taxpayer, who is unknown to the Income Tax Division, registered in her name, in 2011, the 1/3 portion 
of a property in Ag. Napa with value as declared by the purchasers at €350.000 (for the whole) and which 
was assessed by the DLS at €500.000. The remaining 2/3 portion of the property was acquired by her 
brothers who have an income tax file. 

 
 
The Commissioner informed us that the submission of a capital statement was requested on 3.4.2015. As 
we were informed, the capital statement has not been submitted to the Department. 
(b)   Request for Capital Statement submission. In 2012, a license was granted to a particular taxpayer for 
the rental of 50 beach beds and 25 beach umbrellas from which, according to our calculations, a turnover 
of at least €17.000 was derived. 
According to the taxpayer’s tax returns submitted to the Department for the year 2012, his turnover 
amounted to €20.556, while his income for the years 2009 to 2012, as reported by himself, is not subject to 
taxation. It is noted that his wife's income, as reported to the Department, is zero. On 13.1.2014, the 
Department requested that a Capital Statement for the period 1.1.2003 - 31.12.2011 is submitted. It is 
indicated that from the examination of the Capital Statement for the period 1992 – 2002, there arose an 
undeclared income of €649.268 which was taxed under the provisions of the relevant laws. 
According to data secured through the Information System of the TD, the taxpayer and his wife in 2009, 
registered in their names a field in Famagusta District worth €250.000, while the taxpayer has registered in 
his name three electricity bills falling in the category "Commercial" for properties located in Ag. Napa. Also, 
according to the Road transport Department, in April 2012, the taxpayer registered in his name a used 
BMW car (2900cc). 
We asked to be informed of the results of the examination of the Capital Statement for the period 2003-
2011. 
The Commissioner informed us that the Department began taking legal action for not submitting a Capital 
Statement. 
(c)   A recent entry in the TD system. In 2012, a license was granted to a particular taxpayer for the 
provision of facilities for water sports, namely the rent of four water jets, three cruisers boats over 100HP 
and a sea parachute. 
According to the TD Information System, the taxpayer was registered in the System on 23.7.2014 while, 
according to the DRT he registered in his name a used Jeep car (2500cc) on 23.12.2013. 

 
The Commissioner informed us that the submission of income tax declarations was requested on 1.9.2015. 
(d)   Unsatisfactory monitoring of cases. The Department does not seem to take all the necessary 
measures for the adequate follow up of the progress of taxpayers' cases. 

Recommendation: The Department to proceed to investigate whether the person has a tax liability for 
previous years as well as the way of financing the possible purchase of the above-mentioned water 
sports equipment. 

Recommendation: The Department to request the Capital Statement for a more recent period to be  
submitted and, among other things, to explore how the portion of the immovable property received 
by their daughter was financed, as well as the possibility that the purchase of the immovable 
property was funded by the taxpayer. 



 

 

A characteristic case is that of a taxpayer who submitted to the Department a Capital Statement for the 
period 1.1.2006 - 31.12.2011. On 10.6.2014, the Department requested further data which was not 
submitted and the Department did not proceed promptly in taking legal actions for failure to submit the 
requested data. It is pointed out that the legal action process started on 16.12.2014, after the tax file was 
requested by our Office for audit. 

 

 
 
The Commissioner informed us that instructions were given to obtain the relevant licenses granted by the 
Municipalities and for the preparation of a targeted control program for persons providing services on the 
beaches, using the risk analysis method. 
Tax Investigation of the principal debtors of loans related to mortgages registered at the Department of 
Lands and Surveys. From a sample audit of principal debtors of loans at the  Tax District Offices in Nicosia, 
Limassol and Larnaca  the following were observed: 
 (a)    Individuals were identified who, according to the "Mortgage Documents" are the principal debtors of 
loans and, in most cases, the mortgage is registered simultaneously with the transfer of property in their 
name. These persons are unknown to the Income Tax Division, do not submit declarations of income and 
therefore no income tax imposed on them and in certain cases these individuals have a motor vehicle 
registered on their name. 
(b)       Cases of taxpayers – primary debtors of loans were identified, who, until recently, were unknown to 
the Information System of the TD, were not submitting declarations and therefore no income tax was 
imposed on them. Their entry in the TD system may have taken place by the Department for immovable 
property taxation purposes. 
 (c)      Cases were identified where, while on the documents submitted to the DLS, the particulars of the 
mortgaged debtors and / or debtors of the loan are written,  the details of the primary debtors who may 
have income subject to tax are not included in the documents and are unknown to the Department. 
(d)       Persons were identified who are the principal debtors of loans related to registered mortgages at the 
DLS, who did not submit income declarations for one or more years and, as a result, no tax was imposed on 
them and without the Department requesting the submission of an income declaration. 
(e)    Cases were identified, where the Department delays significantly the examination of Capital 
Statements submitted to the Department by persons who are principal debtors of loans and which relate to 
prior years. 
 (f)        Cases were identified where taxpayers have registered a mortgage, for which they are the principal 
debtors and / or registered in their name immovable property the value of which is not consistent with 
their declared incomes. Cases were also identified where taxpayers registered in their name immovable 
property which was acquired before the date of the beginning of their professional career which raises 
questions as to the source of its funding. 

General Recommendation: The Department to obtain from Municipalities, as the competent 
authorities for the management of beaches for swimmers, the licenses granted for hiring beach beds 
and umbrellas, as well as the licenses granted for the provision of facilities for water sports and to 
proceed with the tax investigation of all persons who obtained licenses. 

Recommendation: The Department to proceed with the adoption of timely and adequate monitoring 
mechanisms of taxpayers. 



 

 

The Commissioner informed us about the Department's actions and said that the Department requested 
the submission of declarations of income and / or property statements while, in other cases, the 
Department will proceed to take legal action against the taxpayers. 
Indicative examples of the above are stated below: 
(a)        A resident of Nicosia District registered on 29.7.2010 at DLS, a mortgage to the benefit of a financial-
institution, for the amount of €700.000, for which he is the principal debtor. The mortgage was registered 
simultaneously with a property transfer declaration, with which he registered in his name a two-storey 
house with value, as he declared, of €450.000 which was assessed by the DLS at €500.000. In accordance 
with the Information System of the TD, this person is unknown to the Income Tax Division. 
The Commissioner informed us on 17.3.2015 that, income tax declarations for the years 2008 to 2013 and a 
property statement for the period 1.1.2008 - 31.12.2013 were requested on 4.11.2014. As we were 
informed recently, the Department will initiate criminal proceedings for failure to submit the requested 
information. 
 (b)    Two specific taxpayers may be the principal debtors of a loan related to a specific mortgage registered 
on 22.12.2011 at DLS to the benefit of a financial institution for the amount of €555.000. The mortgage was 
registered simultaneously with a property transfer declaration whereby the taxpayers registered in their 
name a plot of land purchased at €600.000. 
According to the TD system, one of the taxpayers did  not submit tax returns for the years 2011 and 2012, 
while, according to the income declaration for the year 2010, submitted to the Department, his income 
from employment, dividends and unemployment benefit amounted to €26.838 . For the years 2007 - 2009 
the Department imposed taxes on total income of €93.092 (average €31.031 per year), which indicated a 
total amount of tax on the taxable income of €4.686 (average of € 1.562 per year). 
With regard to the second taxpayer, who is self-employed, based on the declarations of income submitted 
to the Department for the years 2009 – 2011, her income totaled €95.594, while for the fiscal year 2008, 
the Department imposed a tax on income of €30.000 with a resulting tax amounting to €1.334. It is noted 
that, according to the tax file of the taxpayer, an undeclared income of €42.715 arose from the examination 
of Capital Statements for the period 1998-2008 and an additional tax of €10.557 plus interest and charges 
was imposed. 
It is noted that on 28.5.2010 one of the taxpayers registered in his name a Mercedes car and on 1.2.2013 
the other taxpayer also registered a Mercedes car in her name. 
The Commissioner  informed us that a law suit, for failure to submit a property statement for the period 
1.1.2008 - 31.12.2013, was filed against the taxpayer. Regarding the other taxpayer, he informed us that 
she was asked to submit income declarations for the years 2012 and 2013 as well as a property statement 
for the period 1.1.2009 - 31.12.2013. As we were recently informed, the taxpayer submitted the requested 
information and the case is being examined, but the Department will start criminal proceedings against the 
taxpayer for not submitting a capital statement. 
(c)    A specific taxpayer is the mortgage debtor and the principal debtor of a mortgage registered on 
22.5.2008 at the DLS for the amount of €635.000. As it is shown by the TD Information System, the 
taxpayer has not filed returns for the years 2009 - 2012, while for the period 2005 – 2008, for which the 
Department has imposed taxes, a tax on taxable income for the fiscal year 2006 only of €1.504 arose. The 
taxpayer's spouse is unknown to the Department. 
As we were informed by the Commissioner, the income tax declarations for the years 2009 to 2013 and a 
property statement for the period 1.1.2008 - 31.12.2013 was requested on 15.4.2014. Because of no-
response from the taxpayer, the Department proceeded with a criminal prosecution. However, as we have 
recently been informed, the criminal prosecution was withdrawn due to the non-execution of the warrant. 



 

 

 
 
The Commissioner informed us that with the unification of the tax authorities, the procedures will be 
altered so that they continuously focus on the effectiveness of the Department and that the transition from 
the tax certificate system to a self-assessment system will improve the efficiency of the Department. He 
also said that the Risk Management Unit and the  Tax Audit and Compliance Unit of the Tax Department is 
expected to help identify young people who are unknown to the Department and to improve procedures 
for fighting against tax evasion. 
The Commissioner further informed us that the process of examining all of the above cases continues and 
he noted that, in some cases, taxes were imposed and / or tax assessments were revised based on the data 
that existed before him, while in some other cases, criminal  prosecutions for refusal to submit data to the 
Department were filed. 
Tax investigation of persons exercising the medical profession and of individuals registered in the 
Pension Fund of Lawyers. From a sample audit at the District Revenue Offices, the following were 
observed: 
(a)   Natural persons have been identified who may exercise the medical or the legal profession, are 
unknown to the Income Tax Division, do not submit declarations of income and therefore no tax is imposed 
on them,. A search, by our Office, at the Department of Road Transport and the Department of Lands and 
Surveys revealed that a number of the above persons have a car and / or immovable property registered in 
their name. 
(b)     Natural persons were identified who, although it appears that they have been active professionally 
for some time, were unknown to the Department until recently and, as a result, did not submit income 
declarations. 
 (c)   Several persons who may be exercising the medical or legal profession, did not submit income 
declarations for one or more years and the Department did not impose taxes for these years despite the 
provisions of the relevant legislation. It was found that, in cases where the Department has requested for a 
declaration to be made and the taxpayers did not comply with the request, the Department does not 
appear to have taken legal action against them promptly. Also cases were identified where the Department 
has not requested the submission of a capital statement in accordance with the provisions of the relevant 
legislation, while in some other cases which were investigated by our Office, the Department requested the 
taxpayers to submit income declarations and capital statements after the audit by our Office. 
Our Office recommended, among other, that the Department requests the income tax declarations and / or 
capital statements and investigates the possible existence of undeclared income. In some cases, our Office 
recommended to conduct a field study to determine the real income of taxpayers. The former Director had 
informed us about the Department's action in each case and had stated that the Department would 
proceed to creating a tax file for those persons who were unknown to the Department. 

Recommendation: Our Office recommends that the Department: (i)       Requests the income tax declarations for all years for which they have not been submitted and  proceed to a full tax investigation and the imposition of the relevant taxes. (ii)     Implements the provisions of the law for (a) taxes to be imposed at the discretion of the Commissioner for cases where the taxpayers have not submitted declarations of income (b) increase the time period for imposing tax, from six to twelve years for cases where less tax was imposed because of a deliberate omission or misconduct (c) takes measures to impose penalties in relation to cases where taxpayers submit faulse declaration. (iii)     Intensifies its efforts to identify new cases of persons who are subject to tax but are unknown to the Department. 



 

 

Nevertheless we have identified this year as well, the following examples: 
 (a)      The total income of a Nicosia physician taxpayer, according to his declarations for the period 2006 - 
2009 amounts to €358.533. During the same period, the taxpayer spent €652.059 (€757.059 based on 
estimates of the DLS) for the purchase and renovation of immovable property. Despite the fact that all the 
above information existed in the TD, the Department appears not to have requested the submission of a 
capital statement. We recommended that the Department requests the submission of a capital statement 
and to investigate the possible existence of undeclared income. The former Director informed us that the 
Department has requested the submission of a capital statement for the period 1.1.2007 - 31.12.2012. As 
we were informed, the capital statement was submitted to the Department in May 2014 and is being 
examined. 
 (b)     An attorney, taxpayer in Larnaca District, who has not filed an income declaration for the years 2007 
to 2010 and the Department did not proceed promptly to take legal action against him, despite the fact 
that according to information that exists in the TD, in 2009 the taxpayer registered in his name immovable 
property which he purchased for €800,000. The Director informed us that the taxpayer submitted a Capital 
Statement and income declarations for the period 2007 - 2010, which are being examined. 
 
 
 
The Commissioner informed us that the Department proceeded with the imposition of taxes and / or 
revised tax assessments based on the data that existed before him and added that the examination in order 
to complete all cases, continues. He also said that, in cases where no data had been provided, the 
Department proceeded with filing a criminal prosecution. The Commissioner said that among the cases 
identified by our Office, there are individuals who did not exercise the attorney’s profession. 
Taxation of professionals / artists. According to Article 23 of the Income Tax Law, the gross income derived 
by an individual, who is not resident in the Republic, from the exercise in Cyprus of any profession or the 
reward of persons who provide entertainment services to the public, is subject to tax at a rate of 10%. From 
an audit at the professionals/artists Tax Section in 2014, we had identified a large number of problematic 
cases which we recorded in our last report.  
(a)  There were declared and / or identified by the TD 261 of 477 performances / events (46 by 
Municipalities and Community Councils) which were identified by our Office that took place in 2013, while 
the Department taxed only 89 cases, resulting in a significant loss of state revenue. 
The Commissioner informed us that in 23 cases, in addition to the 89 mentioned, tax was paid by self 
assessment. He also said that after the imposition of tax by a computerised program from 2.12.2015, 131 
assessments of tax totaling €85,000 were made and the remaining will also be taxed. He also said that in 
addition to the events pointed out by our Office, the Department imposed a tax on 350 cases amounting to 
€440.000 for the years 2008 to 2015. 
(b)    As our Office identified, seven television series were presented by the Cypriot channels  in the last 
five years, involving 30 Greeks artists, while in the period from 2011 to 2013 over 20 Greek artists 
participated in seven television programs presented by the Cypriot channels. The Commissioner informed 
us that the Department requested from the TV channels to submit relevant statements and information 
and for the payment of the tax thereon. He also said that on the submission of such information, the 
Department will proceed to the imposition of taxes. 
(c)   There is no comprehensive IT support of the related taxation and this results in a shortcoming as 
regards the imposition of tax on artists profits or other professionals through the computerised system, 

Recommendation: The tax investigation to be completed as soon as possible. 



 

 

while any legal action is difficult and / or impossible to monitor and / or to take against those who do not 
comply with the relevant legislation. 
The Commissioner informed us that after the implementation of the computerised tax program, there are 
no shortcomings in the imposition of taxation but that the program has room for improvement. He also 
said that the Department had instructed the Treasury to withhold 10% from payments made to non-
residents of Cyprus who are subject to the relevant legislation (doctors, teachers, etc.). 
(d)     There are internal control weaknesses concerning the imposition and full monitoring of the related 
taxation by the Department. 
The Commissioner told us that after the implementation of the computerised tax control program, there 
were improvements and that any weaknesses appearing will be overcome. He also said that the 
Department proceeds with taking legal action for collection and compliance. 
 

  
The Commissioner informed us that the Department is expected to establish mechanisms / procedures for 
identification of performances / events taking place and proportionate treatment of artist’s agents / 
organisers. He also said that the Department has collected information and data on events held in previous 
years and imposed relevant taxes. He added that the Risk Management Division requested, with related 
letters, from the partners of the professionals, the Treasury of the Republic, the large medical centers and 
Universities, to make a deduction of 10% in accordance with the relevant legislation and requested from 
the Treasury statements of related payment for the last two years. Referring to the recommendations of 
our Office, the Commissioner informed us that he will study them and apply them where necessary. 

 
 
2.8.1.2   TAX DEPARTMENT -INDIRECT TAXATION (VAT) 
Revenue. The revenue from Value Added Tax (VAT) in 2014, amounted to €1.689,18m., compared to 
€1.628,08m. in 2013, ie there was an increase of €61,1m. or 3.75 %. 
Arrears of taxes. According to data kept by the Tax Department, at 31.12.2014 the total arrears of taxes 
including surcharges and interest, was €424,73m., compared to €421,18m. at 31.12.2013, (an increase of 
€3,55m. or 0.84%). This amount is due by 25.128 taxable persons (tp). The arrears of revenue by category 
are as follows 
 

Recommendation: Our Office recommends that the Department: 
(a) Establishes mechanisms for detecting all performances / events taking place and of the artist’s 
agents / organisers for the purpose of submitting information and paying the tax. 
(b) Co-operates closely with other Government Departments, Municipalities, Community Boards 
involved in the conduct of performances / concerts so that with appropriate information, to 
identify the artists and / or their agents who hold performances in Cyprus. 
(c)   Establishes a timetable for upgrading the computerised system of the Department, so that the 
application of the relevant legislation is supported by a comprehensive information technology 
system. 



 

 

 2014 
€ m. 

2013 
€ m. 

Increase / (Decrease)% 
Declared tax 104,91 101,47 3,39 
Tax assessed 125,66 131,22 (4,24) 
harges 56,58 55,61 1,74 
Interest 137,58 132,88 3,54 
Total 424,73 421,18 0,84 

According to the Department, out of the total amount of arrears at 31.12.2014 amounting to €424.726.214, 
an amount of €118.664.151 or 28% is difficult to recover, for an amount of €83.229.719 (20%) there is a 
temporary impediment to its recovery (objections / appeals), while for an amount of €81.015.054 (19%) the 
impediment to recovery is permanent (dissolutions / bankruptcies). Also, according to an ageing analysis of 
arrears of revenue which was prepared by the Department and was sent to our Office, out of the total 
amount of arrears of revenue of €424.726.214, an amount of €221.471.560 or 52% is due to the 
Department before 2008. It is concluded from the above that the Department faces a serious issue of 
ageing of arrears of revenue and, as a consequence, of their collectability. 

 
The Commissioner informed us that the amount of arrears of taxes resulted from submitted tax returns. As 
regards the recommendation of our Office, the Commissioner said that the implementation of the new 
recovery measures relating to the placement of an encumbrance on the property of the debtors without 
judicial proceedings has already started and continues, while the measure of binding and seizure of 
amounts deposited in bank accounts is implemented on a pilot basis and its full implementation is expected 
to take place on the development of the automated system by DITS. He added that the measure of 
confiscation of other movable property will be implemented with the enactment of the relevant 
Regulations by the House of Representatives. The Commissioner also indicated that the Department 
continues its efforts to collect the amount which is payable immediately. 
Suspension / Withdrawal of Criminal Prosecutions. From a sample audit in the Taking of Legal Action 
Section (TLAS) the following were observed: 
(a)     Taking of Legal Action Section. It was observed that a significant number of criminal cases for 
recovery of amounts due which are registered by TLAS, are suspended after the Department, on several 
occasions, has expressed its positive opinion to the Attorney General / Deputy Attorney General (AG / DAG) 
regarding the requests for suspension. Also, the Department gives its opinion to the AG/DAG for the 
suspension or not of criminal cases without sufficiently justifying its position. It is indicated that, according 
to the Tax Department, during the period 2012 - 2014 the TLAS filed 4.186 criminal cases for the collection 
of arrears, totaling €140,79m., while on 13.7.2015 there were pending 626 of the said criminal cases 
involving €46,67m. Also, TLAS handled in 2014, 737 cases relating to requests addressed to the Attorney 
General for the suspension of prosecutions for VAT on which the opinion of the Department was 
requested. In 497 cases, the Department expressed a positive view for the suspension of criminal cases and 
in 133, a negative opinion, without the position of the Department being sufficiently justified. It is noted 
that the decisions to suspend or not the above prosecutions were taken, almost in their entirety, by the 
former Deputy Attorney General. 
We expressed the view that the Department should consider as to whether the withdrawal of a large 
number of criminal cases may circumvent the spirit of the article of the Law which provides for criminal 

Recommendation: The Department should use all the tools at its disposal to protect State revenue. 



 

 

penalties and which concern primarily  the compliance of the taxable persons with the provisions of the law 
and  the cultivation of tax consciousness. 

 
The Commissioner informed us that the reasons for which the Department has expressed, in many criminal 
cases, a positive opinion to the Attorney General, were the serious problems of the economy, the haircut of 
deposits and other problems cited by the taxpayers. He also said that for the debtors who do not respect 
the repayment timeframe, a new criminal prosecution is submitted and, added, that before registering a 
new prosecution, the Department proceeds with other measures under the provisions of the Amendment 
Law L.81 (I) / 2014. According to the Commissioner, the Department is considering the adoption of a policy 
where all arrears, regardless of the amount involved, to be handled by the District Offices, and their 
forwarding to the Taking of Legal Action Section to take place after the exhaustion of the recovery 
measures which are at the disposal of the Department. 
(b)    Practice of allowing repayments over a period. In a letter of the Commissioner of VAT dated 3.8.2015 
to our Office, it is stated that, since 2005, the Department introduced the granting of concession with 
regard to repayments over a period, as part of a continuous and systematic monitoring of arrears of VAT, 
but with no legislative provision. 
According to the Department, out of the total arrears of revenue at 31.12.2014, amounting to 
€424.726.214, for the amount of €31.419.346 or 7,40% there is a repayment timeframe without initiating 
criminal proceedings, allowed by the Debt Management and Enforcement Section, the Investigation 
Section and the District Offices and for the amount of €18.457.264 or 4,34% there is  a repayment 
timeframe allowed by the TLAS. Also, according to the data of the Tax Department, in 2014, 1.792 
repayment timeframes (1.665 in 2013) were agreed between the Tax Department and the tax payers, of 
which 497 (352 for 2013) were allowed by TLAS. 
The Commissioner informed us that, although the practice of allowing repayments over  a timeframe is not 
provided for in the VAT legislation, it  is, in his opinion, in the discretion of the Commissioner of Tax to grant 
this advantage to the taxpayer, after he evaluates each case, for the purpose of increasing the collectability 
capacity of the Department, adding that, for this  issue, he will ask for  an opinion from the Attorney 
General of the Republic and / or he will promote relevant legislation to regulate the matter. He added that 
a concession of a repayment over a timeframe is granted after evaluating the history of the debtor, the 
period required for the repayment and the possibility of taking other measures to recover the debt. 
 (c)    Non re-filing of a criminal prosecution. Cases were identified where, after the decision of the Deputy 
Attorney General to suspend the criminal proceedings against the tax payer on the condition that the 
repayment of the arrears will take place within an agreed timeframe and, while the agreement was not 
met, the Department appears not to have proceeded to register new criminal proceedings against the 
accused. 
A characteristic case is that of a company where a criminal prosecution was registered against it and its 
Director, for failure to pay to the Commissioner of VAT an amount totaling €476.006 relating to the period 
1.7.2007 - 30.6.2012. On 16.10.2014 a request was submitted to the President of the Republic, the 
Attorney General and the Deputy Attorney General to suspend the prosecution, invoking humanitarian and 
social reasons. The Department in a letter dated 17.10.2014 to the Attorney General expressed no view on 
this request because, as stated, the request invokes humanitarian reasons which are beyond his powers. It 

Recommendation: Because of the complex process required for the monitoring and the hearing of 
criminal cases and of the fact that a very large percentage of them is eventually suspended resulting in 
agreements for repayment over a period of time, a process which is equally time consuming, the 
Department should re-evaluate its approach to the issues of recovery of arrears. 



 

 

pointed out, however, that the total amount of the debt to the Service including the disputed amounts, 
after payments were made, amounts to €407.405. 
In a new request to the Attorney General and Deputy Attorney General, dated 22.10.2014, the accused 
asked for a suspension of the prosecution and noted that there were sufficient assets to satisfy the debt of 
the accused to the VAT Department stating that, according to the company's liquidator, the immovable 
property amounts to €22,5m., while the liabilities do not exceed €10m. On 21.11.2014, the Department 
sent again its views to the Attorney General and recommended the suspension of the prosecution, without 
sufficient justification. 
On 24.11.2014 the Deputy Attorney General decided to discontinue the criminal prosecution until 
12.4.2015, provided that, within one month from 12.04.2015, the amount due will be fully repaid, and that 
failure or refusal to pay the amount will lead to the resubmission of the case. 
According to the data of the Department dated 11.6.2015, the repayment timeframe was not respected 
and the total amount due reached €650.802, while the Department appears not to have proceeded to 
register new criminal proceedings. 
An investigation by our Office dated 6.7.2015 at the Department of Lands and Surveys (DLS) revealed that 
the value of the company's assets at 1.1.2013 prices, amounts to €20,88m., on which there are many 
registered encumbrances, including a specific encumbrance placed by the Tax Department and which is 
related, however, to the collection of Direct Taxation and not to the debts for Indirect Taxation (VAT). 

 
 
The Commissioner informed us that in this case, compliance to the timeframe was not followed up, 
inadvertently and added that instructions were already given for the immediate exercise of a criminal 
prosecution, on 4.11.2015. 
(d)   Withdrawal of the prosecution because of failure to serve a writ. Cases were identified where the 
registered prosecutions were withdrawn from the Court because of failure to serve a writ and, after the 
withdrawal of the prosecution, the Department does not appear to have proceeded with the registration of 
new criminal proceedings or to have taken other measures although there are still amounts due that 
mostly relate to tax periods which were included in the criminal prosecution which was withdrawn. As a 
result, the tax payers which did not comply with the Law on Value Added Tax continue, undisturbed, to 
"withhold" amounts owed to the Department without any penalty based on provisions of the relevant 
legislation, being imposed on them. 
A characteristic case is that of a company, which is in liquidation. The Department filed criminal charges 
against the company (through the liquidator) and its Director for an amount due of €514.402, with the 
charges, however withdrawn due to failure to serve the writ. According to the data of the Department the 
address on the writ was a specific street at no. 21 and, according to information from the TD system, the 
company's director seems to reside in this specific street but at no. 39. 

Recommendation: Our Office recommended that the Department proceeds to take immediate 
measures, under the provisions of the Amendment Law. 81 (I) / 2014, with effect from 20.6.2014, 
relating to the binding and seizure of amounts that are deposited in bank accounts further to the 
written consent of the Attorney General, the confiscation of movable property or the placement of 
an encumbrance on immovable property with a submission of a note from the Commissioner to the 
DLS. 



 

 

 
 
The Commissioner  informed us that, despite the accessibility of the Department to various archives of the 
State for locating the correct address of taxpayers, sometimes locating  the accused is impossible, while in 
cases of withdrawal  due to failure to serve a writ, this is not resubmitted when the new address is not 
found. Regarding the recommendation of our Office to register prosecutions against the company directors 
who were serving at the material time in the cases where the company no longer exists, the Commissioner 
said that this issue was considered by the Department and  was referred to the Attorney General for an 
opinion, under which, prosecutions will be registered. Regarding the recommendation of our Office for 
registering an encumbrance on the personal property registered in the name of the directors of companies 
that no longer exist, the Commissioner informed us that the issue will be examined in consultation with the 
Legal Office. 
 (e)    Allowing repayments over a period of time for more than 24 installments. Cases were identified 
where the TLAS proceeded to the granting of concession with regard to repayment timeframes for more 
than two years but it does not seem that the approval of the Commissioner has been obtained as opposed 
to relative instructions which state that allowing repayment timeframes, beyond two years, require the 
approval of the Commissioner. Also cases were identified where the total amount due is substantial and 
the number of installments approved to be paid within  the timeframe does not exceed 24, ie as many as 
are authorised to be allowed by the TLAS without requiring the approval of the Commissioner of VAT. In 
practice, however, the repayment of the amount due does not seem to be feasible, within 24 months. 
A characteristic case is that of a taxpayer who on 15.1.2015 owed to the Department a total amount of 
€49.388. The Department agreed to a repayment timeframe which provides for the payment of an amount 
of €500 for six months, with a renegotiation of the installment to follow. However, for the full repayment of 
the remaining amount in the next eighteen months, following the expiry of the first six months, it is 
required to increase the installment from €500 to €2.577, something which seems to be difficult to 
implement. It is noted that the concession of the repayment timeframe was approved by the Head of TLAS 
and it seems that the approval of the Commissioner had not been obtained. 
(f)       Suspension of prosecution without the consent of the Department. Cases were identified where the 
Department has expressed negative views to the Attorney General regarding the request of tax payers for 
the suspension of criminal proceedings against them and the Deputy Attorney General decided to suspend 
the prosecution on the condition that they comply with the repayment timeframe. However, the 
timeframes have not been complied with and the amounts due in the indictment continues to be pending 
while in some cases, additional arrears have been created. 
A characteristic example is that of an Association in Paphos against which and four members of its 
Governing Board, the Department filed a criminal prosecution on 31.5.2012, for its failure to pay an 

Recommendation: Our Office recommended that for the above cases, the Department proceeds 
immediately to the registration of a new criminal prosecution and / or the taking of other 
measures and where the company no longer exists, the prosecution to be registered against the 
directors of the company serving at the material time and, in cooperation with all Government 
Departments and / or Semi-Governmental Organisations, identify the address of the accused to 
serve the writ. Also, our Office recommended that the Department, in collaboration with the Legal 
Office, examines the possibility of registering an encumbrance on the personal property that is 
registered in the names of the directors of the above companies, for the purpose of safeguarding 
public revenue. 
 



 

 

amount totaling €538.409 relating to the period 1.7.2000 - 31.3.2012. The accused requested from the 
Attorney General, on two different dates, to suspend the criminal prosecution citing, inter alia, health 
reasons of a member of the Association’s Board. For both requests the Department, in its letters to the 
Attorney General, stated that no amount was paid to the Department and noted that the Department is 
not expressing an opinion because the request is for humanitarian reasons which are not within its powers. 
It is noted that the decision of the Attorney General in relation to the first request for suspension of the 
criminal proceedings was not found in the file held in the Department, while the second request was 
rejected by the Deputy Attorney General since, as it was noted in his letter "no method or a repayment in 
stages is proposed". 
A third request for the suspension of the prosecution with a time schedule for the repayment of the debt in 
monthly installments of €3.000 with the first installment being paid in February 2015, was then submitted 
to the Attorney General on 19.12.2014. Expressing his views to the Attorney General, the Department 
stated on 22.1.2015, inter alia, that the total debt amounts to €805.129 and recommended the refusal of 
the request, since, as mentioned, the request “does not comply with the conditions which the Service has 
set for repayment of debts and therefore I suggest not to consent to the request.” The above suggestion of 
the Department does not seem to be sufficiently justified. On 28.1.2015 the Deputy Attorney General 
decided to discontinue the criminal prosecution for four months, that is until 28.05.2015, provided a 
repayment of €3.000 as from 1.2.2015 is made and an increased repayment is made as from 29.5.2015, as 
well as a negotiation with the Tax Commissioner takes place so that by 28.5.2015 a mortgage is registered 
on any property of the Association or its members for the purpose of securing the Commissioner’s revenue. 
It is noted that according to the Tax Department’s data dated 27.08.2015, the total amount of the debt 
amounted to €851.744 and although no repayment of any amount of the debt was made, the Department 
appears not to have proceeded to register  new criminal proceedings or to take any other measures. It is 
relatively indicated that an investigation, by our Office, at the DLS revealed that this Association is not 
registered in the DLS database. We requested to be informed of the Department's actions to recover the 
total amount due. 

 
 
The Commissioner informed us that, for this case, the Department will proceed with registration of a new 
criminal prosecution and also will examine the possibility of the binding and seizure of amounts found in 
bank accounts, since no immovable property exists. 
(g)    Delay in taking corrective measures.  Cases were identified where the Department delayed to 
proceed with taking legal or other measures against tax payers regarding amounts due to the State and, 
currently, the collection of these amounts is considered doubtful if not impossible. 
A characteristic case is that of a company which on 30.6.2015, after the trial of the criminal case, owed to 
the Department the total amount of €238.402, which relates solely to the amount charged as per the 
indictment and the relevant interest. It is stated that on 13.1.2012, the Department filed criminal charges 
against the company and its directors for collecting a due amount totaling €231.713. According to 

Recommendation: Our Office recommended that the Department should adequately substantiate its 
position, when expressing its views to the Attorney General regarding the suspension or not of a 
criminal case. We also recommended that the Department systematically monitors the prosecutions 
suspended and especially those suspended without the consent of the Department, and, when 
appropriate, to proceed directly to the registration of new criminal prosecutions and / or take other 
measures, in accordance with the Amendment Law L.81 (I) / 2014. 



 

 

information that exists in the file, the case was heard by the Court on 13.09.2012 and a payment order was 
issued for the amounts due while a prison charge of two months each was imposed to the directors. 
An investigation by our Office at the DLS revealed that on 16.07.2015 the company owns immovable 
property worth  €2.646.550 at 1.1.2013 prices, on which, however, it does not seem that an encumbrance 
in favour of the Tax Department - Indirect Taxation (VAT) was placed. It is noted that, according to data 
from the DLS dated 16.7.2015, encumbrances (deeds, mortgages and Memo) to third parties have been 
placed on the company's assets in the years 2014 and 2015. 
We expressed the view that the delay of the Department to proceed with further action, which in this case, 
is the registering of an encumbrance on the company’s property, has deprived the State from the right of 
priority to claim the amounts due. 
The case of a company is also reported, which as from 30.1.2015 is under liquidation and on 29.6.2015 
owed to the Department a total amount of €242.846. During the audit carried out by our Office (June 2015) 
on site, it was observed that the Department did not proceed in taking any action against the company. 
After the audit on site, specifically on 15.07.2015, the Department registered at the Nicosia District Court a 
request seeking the adoption of an order allowing the registration of a criminal case against the company 
through the Official Receiver as a provisional liquidator. 

 
 
Regarding the first case, the Commissioner informed us that, on 25.5.2015, it has been included in the 
Cases for binding and seizure of amounts which are in bank accounts for a total debt amounting to 
€237.806 and added that not adequate amounts were found and the case was put forward on 8.7.2015 in 
order to be assessed for new criminal proceedings. He also said that the necessary steps have been taken 
for registering an encumbrance on the immovable property of the company. Regarding the second case, 
the Commissioner stated that the relevant Order has been secured and already an indictment has been 
prepared. 
(h)    Failure to take measures for collections due to weakness in monitoring. Cases were identified where 
the Department appears not to have proceeded in taking measures to recover the amount due despite the 
high amount due to the Department, possibly mainly due to the weakness in the systematic monitoring of 
cases by TLAS. 
 A characteristic case is that of a company which on 29.06.2015 owed to the Department a total amount of 
€215.845, which relates mainly to an assessed taxation for the period 1.9.2009 - 30.11.2009. The company 
submitted an objection to the Department which appears that it was rejected on 14.10.2014. Until the date 
of our on site visit (3.7.2015), the Department appears not to have taken legal or other measures to recover 
the amounts due and, according to the records in the Department’s Computer System, the company is still 
within the approved timeframe for taking recourse, whereas this has expired long ago. 

 
 

Recommendation: Our Office recommended that the Department adopts systematic mechanisms for 
monitoring all cases which are within a timeframe for submitting an appeal and, where this has 
expired, to proceed in taking the necessary measures in accordance with the law. 

Recommendation: Our Office recommended that the Department takes all the necessary measures 
promptly, in accordance with the law, in order to safeguard the State revenue, since any delay, further 
to the fact it may make the collection non-feasible, deprives the State the right of priority in claiming 
the amounts due. 



 

 

The Commissioner informed us that for this case the Department could not proceed to take legal or other 
recovery measures because the taxpayer took, on 29.12.2014, recourse to the Supreme Court. 
General Recommendation: Considering that: 
(a)      A significant amount is due to the Department, much of which is pending for years. 
(b)     The Value Added Tax Law (L. 95 (I) / 2000) does not provide for an agreement between the tax payers 
and the Tax Department for a debt repayment timeframe, whereas the practice for agreeing repayments 
within a timeframe, which the Department does not appear to have the capacity to monitor in a systematic 
way, cannot constitute a permanent and important measure for the recovery of VAT tax debts. 
The Commissioner said that the purpose of the practice of allowing repayments to take place over a 
timeframe, is to help to increase the Department's revenue without this advantage to be abused by 
taxpayers and without excluding taking other measures in cases where the debtor does not comply with 
the provisions of the repayment timeframe. He also said that the Tax Department is in the process of 
reassessing the debt collection process and it is also considering the adoption of a policy on the basis of 
which all the debts, regardless of their significance, will be handled by the District Offices and that their 
forwarding to the Taking of Legal Action Section will take place only after all measures for the collection of 
revenue, which are at the disposal of the Department, are exhausted. 
 (c)    Even if there was legitimacy in allowing repayments over timeframes, the non-determination of 
specific written conditions for these and / or for expressing an opinion to the AG /DAG with regard to the 
suspension or not of criminal prosecutions, is leading, inter alia, to non-uniformity in the handling of debt 
cases and in the granting of debt facilities by the Department and therefore there is an unequal treatment 
of citizens. 
The Commissioner informed us that he has recently approved the conditions for allowing new repayment 
timeframes by the Taking of Legal Action Section and added that timeframes will only be allowed for cases 
for which no measures have previously been taken by the Debt Management and Prosecution Unity. 
 (d)     The procedure required for monitoring / hearing of criminal cases is complicated, while a very large 
proportion of cases are finally suspended and result in repayment agreements within a timeframe which is 
also a time consuming process. 
(e)     The provisions of the Amendment Law L.81 (I) / 2014 with effect from 20.6.2014 provide for freezing 
and seizure of amounts which are in bank accounts, upon the written consent of the Attorney General, the 
confiscation of movable property or the registration of an encumbrance on immovable property for tax due 
with the submission of a note by the Commissioner to the DLS. 
Our Office recommended that the Department reassesses its approach to collecting amounts due for VAT. 
It also recommended that the Department takes all necessary measures (legal and others) promptly within 
the framework of the relevant legislation. 
Referring cases of debtors to the Taking of Legal Action Section. Cases were identified regarding debtors 
who created new VAT tax debts, while it appears that there was in effect a repayment agreement of the 
debt within a timeframe which was neither referred to TLAS nor it appears that any other measures were 
taken by the Department to ensure the collection of public revenue. It is noted that, according to 
Procedural Circular 67, the monitoring of the timeframes from the District Office is terminated where the 
debtors who are monitored on the basis of a timeframe agreement, create a new debt. 
 
 
 
 



 

 

 

 
Tax Refunds. Tax refunds, which are at the request of tax payers, according to the Department's figures 
amounted to €200m., compared to €219,8m. in 2013. It appears from these figures and on the basis of 
codes used by the Department for categorisation of VAT refunds, that during 2014 there were tax refunds, 
including large amounts, without a prior examination (code 15) of amounts totaling €152,4m. or about 
74.1%. Indicatively, from all VAT tax refunds amounting to €100.247.593 for the Nicosia District in 2014, an 
amount of €72.893.780 or a percentage of 72.9% was returned to the tax payers without an examination. 

Investigation Section update for possible fraudulent avoidance of VAT. It was observed that in several 
cases of inspection visits  which strongly indicated a possible fraudulent evasion of VAT, the Investigation 
Section at Headquarters, the officers  of which are interrogators for purposes of evaluation / issue of tax 
assessments, where justified, were not informed, in accordance with circular no. 68 of the Department 
dated 4.10.2010. It is stated that, in accordance with the Law L.95 (I) / 2000, Article 50 (2), in the case 
where fraud is proved, the six-years period within which the Commissioner may issue a tax assessment, is 
extended to twelve years, while related penalties are also provided (fines and / or imprisonment). 
A characteristic example is that of a company for which the Department on 7.7.2014, after inspecting the 
books and records for the period 1.2.2008 - 31.1.2014, proceeded  to issue an assessment of tax of an 
amount of €890.332. The tax payer, among others, failed (a) to declare and thus to pay VAT €813.564, for 
land division services provided and for which it received as consideration a total value of land €5.741.175 
(b) to declare and therefore to pay VAT amounting to €39.130, for building construction services provided 
and for which it received as consideration a share of 67/100 in two plots of land in which the building was 
erected for which, however, only the transfer of one  plot of land was declared and (c) to pay tax of €7.138 
for house construction services for which he collected an amount of €125.084. 
The case of a company is also reported for which the Department proceeded on 25.2.2013 proceeded with 
the inspection of the books and records for the period 1.11.2007 - 30.11.2012. According to data of the 
Department the tax payer company, which deals with building construction and land development, among 
others, did not declare output tax amounting to €249.564 for the sale of (15) apartments of two specific 
projects. Also it did not declare output tax of €15.438 concerning compensation agreements concluded for 
the construction of two specific projects. We requested to be informed of the reasons for which the 
Investigation Section was not informed of the above cases. 
  
 
 
  

Recommendation: The examination of requests for tax VAT refunds should be carried out in order of 
priority, based on the size of the amount of tax involved but also on the code of risk of the refund. 

Recommendation: Our Office recommended that the Department reassesses the issue of VAT debts 
and of the measures which need to be taken for their collection. It also recommended that the 
Department proceeds promptly to take all necessary measures (legal and others) within the 
framework of the relevant legislation for the recovery of the due amounts and particularly to take 
measures under the provisions of the Amendment Law L.81 (I) / 2014. 

Recommendation: We recommended that, cases where there are indications of possible fraudulent 
evasion of taxes, to be referred to the Investigation Section and, in case where a criminal offense is 
documented, to apply the provisions of the law. 



 

 

The Commissioner said that in cases where there are indications of possible fraudulent evasion of tax, 
which are recognised based on the experience and judgment of the inspection officers, the Investigation 
Section is informed, while where the potential fraud is recognised at the end of the investigation, the 
Investigation Section cannot basically be engaged. Regarding the specific cases, the Commissioner informed 
us, among others, that the non-involvement of the Investigation Section was due to the time-consuming 
data collection process and the fact that the tax assessment related to a very large extent to compensation 
agreements in the construction industry where the sector companies claim ignorance of the tax treatment 
of the transaction and not fraudulent attempt to avoid payment of tax. 
Delay in the examination of an appeal submitted by a tax payer. It was detected that there is a long delay 
in examining the appeal submitted to the Department by a particular taxpayer of Nicosia, which was 
received on 17.12.2013. It is noted that the examination of the appeal was still pending until the audit date 
(February 2015) and the time during which the taxpayer could submit an appeal to the Minister of Finance 
(60 days from the date of the decision or act of the Commissioner) and / or to take recourse to the 
Supreme Court (75 days from the decision of the Commissioner) has elapsed. 

 
The Commissioner informed us that efforts are made so that all the appeals for assessed tax are examined 
as soon as possible. Regarding the specific case, the Commissioner informed us that there was some delay 
in the examination of the appeal which was rejected on 21.8.2015 by a letter of the Commissioner of Tax, in 
which the right of the taxpayer for an appeal to the Minister of Finance and to take recourse to the 
Supreme Court, is stated. 
Control  visits. 
(a)   The Department, in 2014, conducted 651 control visits to taxpayers (0.8% of all registered persons) 
where the assessed tax, according to the computer system on 30.7.2015 amounts to about €33m. It is 
relatively noted that the Control Section of the Nicosia District Office, according to the Department’s 
records, conducted 63 inspections in 2014 to taxpayers of the Nicosia District from which an assessed tax 
totaling, approximately, €2,8m. arose. According to the Department’s data the number of registered 
persons in the VAT Register of the Nicosia District in 2014 is approximately 35,000. The issue of limited 
number of control visits should be seriously questioned by the Department. 
The Commissioner informed us that, among others, additional control visits are made to the taxpayers who 
submit refund requests and other types of controls. 
(b)   In some cases there is a long delay in the completion of the inspections. As stated in our Report for 
2013, with the passage of time the financial position of the taxpayers may deteriorate with the result that 
they do not pay their debts. 

 
The Commissioner informed us that due to understaffing, taxpayers which prima facie show an increased 
risk are selected. 
Debts of football clubs and of other clubs. As mentioned in our previous reports, the Council of Ministers 
in its decision dated 30.12.1998, approved and granted  ex gratia support to the football clubs to meet their 
debts accumulated until 31.12.1998, to the VAT Service, Inland Revenue Department and the Social 

Recommendation: The control visits should be intensified in order to prevent fraud and protect 
public revenue. Timeframes should also be set for the completion of tax investigations. 

Recommendation: We recommended that the Department takes all necessary measures for timely 
examination of appeals in the context of good administration. 



 

 

Insurance Fund, provided that they meet future tax liabilities on time. Most clubs appear not to have 
fulfilled their obligations for a number of years. According to data, on 31.12.2014 the immediately payable 
debts of clubs, which relate mainly to the football clubs (excluding cases under appeal, on liquidation or 
cancelled registrations), amounted to €12m., while the debts of companies related to clubs, on the same 
date, amounted to €1,4m. 
The Commissioner of Tax informed us that the Council of Ministers at its meeting dated 4.6.2014, approved 
a new Plan for Repayment of Football Clubs Debts to the State and also that a Project Monitoring 
Committee was established which would have the overall responsibility for monitoring the implementation 
of the Plan and to inform regularly the Minister of Finance. He also informed us that the Ministry of Finance 
will be informed about clubs which do not meet the new Plan, so as to activate the relevant provisions of 
the Plan and the measures provided by the law. The new scheme concerns Football Clubs of the First 
Division and provides, inter alia, that the debts for the periods of 1.7.1992 until 31.12.1998 are frozen, 
debts from 1.1.1999 until 30.6.2007 are expected to be settled by Government Grants, while for debts from 
1.7.2007 until 31.12.2013 a concession is granted for a gradual repayment of the debt by 60 equal monthly 
payments, and via set offs with government grants, provided that there are no debts from 1.1.2014 and 
onwards. Regarding football clubs of other divisions, the Commissioner stated that the Plan which was 
agreed in May 2007 between the CFA and the Ministry of Finance applies. The Commissioner informed us 
that, in his letter dated 30.1.2015 to the Director General of the Ministry of Finance, he requested 
clarification as to whether the Tax Department will proceed with measures for those football clubs that do 
not comply with the provisions of the Plan. 

 
 
2.8. CUSTOMS AND EXCISE DEPARTMENT 
Due to severe understaffing of the Audit Office, the audit of Customs for the year 2014 was limited to the 
audit of the implementation of the Budget for 2014 and the monitoring of the matters included in the 
Annual Report for 2013 which are pending. 
Revenue. Revenues in 2014 amounted to €637,91m., compared to €612,39m. in 2013, ie there was an 
increase of €25.52m. or 4%. 
Arrears of revenue. According to data kept by the Department, the total arrears of revenue at 31.12.2014, 
including interest and charges, was €10,9m., compared to €9,1m. in 2013. 
 
 
Overtime work. 
(a)      The amount of overtime compensation, amounted to €2.084.540 in 2014, compared to €2.927.377 in 
2013, ie there was a decrease of €842.837 or a percentage of 28.79%. The revenue from the chargeable 
hours was €1.167.635 and the corresponding cost of €594.532. The non chargeable overtime, is mainly 
related to work at airports and roadblocks checkpoints. Our Offiice expressed the opinion that ways should 
be studied for reducing these costs further. 
(b)       As mentioned in our previous reports, many employees of the Department are working more than 
48 hours a week, which is the maximum limit of working hours set out in the Organisation of Working Time 
Law of 2002. 

Recommendation: The Department to ensure that there are no deviations from the Plan. For those 
Clubs which do not meet the provisions of the Plan, statutory measures should be taken.    



 

 

 (c)     Fixed overtime compensation for supervising officers. As we mentioned in our previous report, 
according to the decisions of the Council of Ministers dated 25.01.1990 and 10.05.1984 the monthly fixed 
overtime compensation to Customs and Assistant Customer Officers (Sc. A10 (i) and A11 (ii)) shall be paid if: 
               • They work overtime at least 4 times a month each for a period of not less than two hours at a 
time, based on a timetable developed by the Director of Customs, and 
               • The minimum number of overtime hours is 15 hours per month. 
The on-site visits at the workplace, according to a letter from the Director to the Public Administration and 
Personnel Department dated 15.10.2012, have the form of a brief inspection of the on duty officers and to 
deal with any problems arising and not for staying on the site for four hours as provided by the work 
program. As it appears from the correspondence between the Department and the Public Administration 
and Personnel Department, the above allowance is paid not for the hours worked in accordance with the 
Council of Ministers decisions, but for 15 hours standby time per month. The amount of the fixed monthly 
overtime compensation is €361,10. The relative cost for 2014 amounted to €204.770. 

 
 
As we were informed, the Department, in the context of our recommendations, is in consultation with the 
Public Administration and Personnel for a re-examination / investigation of the matter. 
Use of tax-free machinery by a tobacco production company. 
(a)       As reported in our previous Report, a company that was operating in the Free Trade Zone Trade 
(FTZ) for the production and marketing of tobacco products which had enjoyed tax exemption for all 
machinery used in the factory, in 2008 moved its operation and machinery to another company belonging 
to the same interests which, however, is not entitled to exemption from tax, as the exemption for the 
companies in FTZ ended in 2004. The Department issued in 2009 an ex-post assessment of tax for the first 
company requesting the payment of import duties and taxes of €762.975, plus 10% charge and interest for 
machinery given to the second company, after taking into account 41% depreciation on the original tariff 
value (book value on the day of the sale of the machinery). The company took recourse to the Court, which 
in December 2011 rejected the recourse. Subsequently, the company filed an appeal against the judgment 
of the court. 
With a decision of the Director of the Customs Department and while there was an ongoing court 
procedure, the Department, on 18.4.2013, issued an ex post assessment of customs tax for the amount of 
€219.678 plus charges of 10% and plus 8% interest, to the second company in relation to the customs 
charges on the machinery, abandoning, in effect, the claim for the debt of the first company. For the 
purpose of calculating the debt, a percentage of 83%, was considered as depreciation of equipment, 
instead of 41% which applied to the first company. 
According to the Department, total amounts due amounting to €267.112 (€22.026 for Duty, €197.652 for 
VAT, €21.678 for charges and €25.756 for interest) were collected. It is stated that the second company 
requested on 19.2.2015, the adding together of the above VAT amount (€197.652) with the due taxes 
(income tax and defense). 
Our Office observed the following:  
(i)        The Department mistakenly claimed a smaller amount of duties and taxes from the second company. 

Recommendation: A re-examination of the need for the payment of this overtime allowance should 
take place. Where the presence of a senior officer is required, the compensation to be calculated per 
overtime hour. 



 

 

(ii)      An amount of €63.704, which was collected from the second company against its debt was the 
source from an amount retained by Customs on 26.3.2013 from a passenger who arrived at Larnaca 
Airport for the reason of not declaring it under the Controls of Cash Entering or Leaving the 
Community and the Exercise of Intra Controls to Available Cash Law 53 of 2009. Our Office is of the 
opinion that this action, namely to offset the debt of the second company with an amount withheld 
from a third party and which may be a product of money laundering, is a very serious act , possibly 
illegal and may constitute abuse of power. In our view, the Department did not carry out sufficient 
investigation as to the legality of the amount. 

 (iii)     A total amount of €118.154, was received from the second company by offsetting its credit balances 
at the VAT Service. 

 (iv)    While the second company owed until the day of repayment of the debt on 18.2.2015, a total 
amount of interest of €106.350, the Department collected the amount of €25.756 for its total 
repayment. It is noted that on 30.5.2013, the Director of the Customs Department, with the approval 
of the Director General of the Ministry of Finance, agreed that only part of the interest (€20,000 
instead of €86.888 by then) is paid. Under Article 52 (2) of the Customs Law Code (L94 (I)/2004), 
interest constitutes a civil debt and its write off can only be done, in line with the Financial 
Instructions, if all appropriate measures for their collection are exhausted. 

 
As it transpires, the Department wrote off a large part of the debt of the first company while a recourse 
was still pending at the Court (after the decision of the primary court in favour of the Republic) and the 
second company was in possession of illegally untaxed machinery from 2009 to 2013 . 
(b)     Following a control inspection of the second company by the VAT Service for the period 1.2.2008 - 
31.10.2012, a tax assessment was issued on 21.6.2013 for an amount of €245.840, which was revised on 
27.12.2013, to €96.110 upon an appeal submitted on 19.8.2013 by the company to the Commissioner. 
During the inspection by the Larnaca VAT Office serious errors, omissions and irregularities which affect the 
company's tax liabilities were found. Also, it was found that the company is related to other companies 
(common directors, shareholders, etc.) for which it has not been confirmed that the services offered are 
genuine and there are reasonable suspicions as regards the issue of fictitious invoices. However, the 
Department of Investigation of the Office, which was informed belatedly, after the investigation was 
completed, did not carry out any investigation as regards the possible commitment of any criminal offences 
by the company. 
The reduction in the amount of the original assessment (by €149.729), after examining the objection, is 
mainly due to VAT inputs amounting to €137.250 in relation to the purchase of 15 apartments in Peyia in 
2010, while the apartments’ purchase invoices were in the name of another company. That is, the second 
company, while its appeal was under consideration, produced a copy of another invoice in its own name, 
which, in our view, was illegally accepted. Also, it was found that the Tax Department, despite the fact that 
it decided that the amount of €137.250 will be held and will not be returned to the company, however, as 
mentioned in the preceding paragraph, the total amount of €118.154 was mistakenly returned to the 
company as an offset to its debts  to the Customs Department. Also, it is stated that on 9.6.2015, the 
second company requested the payment of a VAT credit balance of €137.963. 
Our Office, in a letter to the Tax Commissioner dated 8.10.2014, recommended that the Department 
proceeds to the immediate investigation of possible criminal offenses for possible prosecution, both for the 
second company and the companies found to be linked. We also recommended that the Department 
investigates and identifies all the companies associated with it so that the tax inspection is extended in all 
companies. 



 

 

It was also observed that, in the VAT Service letter dated 27.12.2013 regarding the objection to the tax 
assessment to the second company, it was indicated that it came to the knowledge of the VAT Service that 
the stamped agreement which the company submitted, regarding the sale of an encumbrance to an 
associated company was for an amount of €500.000 whereas the agreement, for the same matter, 
submitted to the Ministry of Energy, Trade, Industry and Tourism was for an amount of €4,4m. It does not 
appear that an investigation was carried out to determine which of the two agreements is the true one and 
what were the real intentions of the company. From an audit by our Office it was noted that the associated 
company declared different activities to the Ministry of Energy, Trade, Industry and Tourism (distribution of 
cigarettes and other products) and to the VAT Service (land development company). Our Office, in a letter 
dated 8.10.2014, requested the Tax Department to investigate the matter and inform the Legal Office of 
the existence of two agreements. 
Our Office is in contact with the Legal Office and the Police for further investigation. 
Control of cash or gold entering / exiting the Republic. Under Article 4 of the Control of Cash Entering or 
Leaving the Community and the Exercising of Intra –Community Cash Controls Law of 2009 (L. No. 53(I) of 
2009), any natural person entering or leaving the Republic who carries cash or gold with value in excess of 
€10.000, is required to declare it in writing to an authorised officer of Customs on his entry or exit. From 
the audit it was observed that, in several cases, the examination and the investigation by the Department 
to ascertain the origin of cash, particularly in cases of large sums of money, is still not satisfactory. Also, as 
stated in the Annual Report of our Office for 2013, in several cases, the holders of money, state that the 
source of the money is from casinos in the occupied areas which cannot be confirmed, since the evidence 
they produce cannot be verified as to its authenticity. It is also stated that the investigation of these cases is 
not immediate and effective, by obtaining testimony immediately after the incident and, as a result, the 
advantage of the unannounced check is lost. 
The Ac. Director of Customs informed us on 4.3.2015, that the policy of the Department is to investigate in 
depth particularly cases handling large amounts, in order to ascertain their origin on the basis of precise 
instructions and by making every effort in line with their responsibilities and the particularity of the subject. 
He added that in this context and in accordance with the recommendation of our Office, a relevant circular 
dated 4.3.2015 was issued, with strict instructions to employees. As for the cash movement from the 
occupied areas, as we were informed, a Circular dated 20.4.2015 was issued by the relevant Department. 

 
Hire of services of an expert in energy issues in the Customs Department. The Customs Department, after 
an open tender, awarded in 2007, the contract for services of an expert in issues of energy products, for a 
period of six months (from 1.6.2007) with the right of renewal for another six months, to a person who was 
the sole tenderer. However, the hiring of his services continues to this day, as explained below and the final 
agreement has been signed on 1.9.2014 for a period of 36 months. Total expenditure until 4.8.2014 
amounts to €471.732, including VAT. 
It is noted that both the initial and subsequent awards of the contracts for purchase of services of an expert 
in energy products  issues, seem to have been approved by the Director General of the Ministry of Finance 

Recommendation: When handling large amounts of cash there should be a thorough investigation to 
ascertain the origin of the cash in order to establish beyond doubt that they are legitimate. Incidents 
should be reported to the other competent Services (Law Enforcement Unit, MOKAS, Police, Tax 
Department) for their own actions. The investigating testimony of the persons concerned, by the 
Department, should be made at the earliest opportunity possible after the event and, if possible, on 
the same day, so as not to give the opportunity to those being investigated to devise false assertions. 



 

 

with the approval of the Council of Ministers obtained subsequently. This person has a second degree 
relation by marriage to the Director General of the Ministry of Finance. 
 (i)      Contracts with the expert. The history and the procedures followed for the award of the contracts 
for the purchase of services to the said expert, are listed below: 
(a)     Contract for the period 1.6.2007- 30.11.2007. The Customs Department requested on 11.11.2005  
the approval of the Director General of the Ministry of Finance, to purchase the services of an expert in 
issues of energy products. The approval of the Director General was granted on 20.11.2005 and on 
31.8.2006 the approval of the Council of Ministers was obtained. One tender was submitted and the 
Customs Department awarded the contract to that expert for a period of six months, for a total fee of 
€30.755 (£18.000) plus VAT, with a renewal option for an additional six months. The Director General of the 
Ministry of Finance, at the request of the Customs and Excise Department, approved in January 2008 the 
renewal of the contract for additional six months. 
As it has been found out the qualifications of the expert for the above services which were set in the 
General Requirements of the competition’s (Part A 2.1.1) notice, were significantly differentiated from 
those included in the Proposal which was submitted to and approved by the Council of Ministers. With the 
differentiation the requirements for the qualifications – which were general –  became specialised, without  
the Council of Ministers being informed. 
(b)       Contract for the period 2.6.2008 – 31.5.2009. On 25.2.2008, the Customs Department requested 
and obtained the approval of the Director General of the Ministry of Finance to renew the contract with the 
expert for one year with the possibility to be renewed for a further year. On 23.4.2008, the Council of 
Ministers decided to approve for the last time - as expressly stated in the decision - the renewal of the 
contract for one year only. 
 (c)     Contract for the period 1.6.2009 - 31.5.2011. Despite the previous decision of the Council of 
Ministers, for renewal of the expert’s contract for the last time for only one year (ie until 31.05.2009), the 
Customs Department requested and obtained on 2.4.2009, the approval of the Director General of the 
Ministry Finance, and on 14.4.2009 of the Council of Ministers, for the renewal of the expert’s contract for 
purchase of its services for a period of two years. 
(d)        Contract for the period 14.6.2011 - 13.6.2013. The Customs Department requested and obtained 
on 16.5.2011, the approval of the Director General of the Ministry of Finance and on 9.6.2011 of the 
Council of Ministers, for the renewal of the contract for the purchase of the services of the expert for a 
period of two years. 
 (e)     Contract for the period 19.7.2013 - 18.07.2014. On 24.4.2013, the Customs Department requested 
again and secured the approval of the Director General of the Ministry of Finance and on 19.6.2013 of the 
Council of Ministers, for the renewal of the purchase of services from the expert for one year. 
For all the above cases, the Director General stated that his approval was, essentially, given on behalf of the 
Minister, after consultation with him, which however has not been substantiated. In any case, we believe 
that his involvement should have been avoided. 
 (f)     Contract for the period 01.09.2014 - 31.8.2017. The Customs Department requested on 29.4.2014 
from the Director General of the Ministry of Finance an approval for the purchase of the services of an 
expert, noting the intention – of the Department - to award the contract in an open competition, pursuant 
to the provisions of the Coordination of Procedures for the Award of Public contracts Works, Supplies and 
Services and Related Matters Law. The Department arrived at this decision, as stated, having regard to the 
repeated observations and recommendations of our Office that the procedure applied for the renewal of 
the contract (with the direct negotiation process) does not fall within the provisions of Article 33 (a) (ii) of 
the Law 12 (I) / 2006). Despite the above requirement for notice of an open competition, for which the 



 

 

approval of the Director General was given, the draft proposal which was prepared for submission to the 
Council of Ministers, had not included an explicit reference for the intention to award the contract after an 
open competition. Instead, reference was made to “renew the hiring of the expert’s services”. It is noted 
that the Director General agreed with the contents of the draft - although the initial approval related to 
open competition - and forwarded it to the Minister of Finance for approval. However, following a decision 
of the Minister, a new proposal was prepared, in which the relevant paragraph for award of the contract 
following an open competition, was included. On 11.6.2014, the approval of the Council of Ministers was 
given. 
The publication of the contract notice (no. 2/2014) in the Official Gazette took place on 27.6.2014, in the 
daily press on 23.6.2014 and in the Electronic Procurement System (e-Procurement) on 19.6.2014. Only 
one tender was submitted again, from the same expert, for the total amount of €129.600 , for a period of 
36 months. The contract was signed on 1.9.2014. 
It is noted that, although the approval of the Council of Ministers was given for a contract for the purchase 
of services for two years, renewable for a further year, the contract signed is of 3 years duration. 
(ii)     Tender Documents no. 2/2014. 
(a)    Required qualifications. From the study of the conditions / requirements as per the tender 
documents, regarding the required qualifications of the expert and comparing them with the evidence 
provided by that expert in his resume and his previous experience, it is clear that the qualifications / 
experience prescribed, "photographed" the said expert. Specifically, according to the documents, the 
required qualifications - as prescribed - are much more specialised than those included in the first open 
competition of 2006. For example, the highly specialised requirement for "Experience in energy products’ 
taxation" which, apparently, was acquired by the expertt during the previous contracts with the 
Department of Customs was included and, the more general provision for "Knowledge of the technical 
specifications of energy products" was removed. Although the said tenderer had not mentioned in his 
curriculum vitae, which he submitted himself, that he has the required experience in the taxation of energy 
products, the Evaluation Committee considered that he had this experience. As justification, it was stated 
that he had been a consultant for issues of energy products to the Customs Department during 2007-2014. 
 (b)    Income Tax Liabilities. Although the said expert had failed to fulfill its obligations regarding the 
payment of the due taxes on the date of the submission of tenders, as required by the provisions of the 
tender documents, a formal declaration that he had fulfilled the above obligation was submitted with his 
tender on 10.7.2014. However, according to information received, this consultant had, on 1.12.2014 debts 
to the Tax Department. 
(c)      Signing of agreement.  The necessary certificates were not provided prior to signing the contract, in 
order to have confirmed that the conditions of participation are met, while the Customs Department, as 
the Contracting Authority, should have made sure of this before signing the contract. Pursuant to the 
provisions of the tender documents, the tenderer who has been awarded the contract, is obliged when 
reporting for its signature, to submit, inter alia, specific certificates, among which is also the original 
certificate from the Tax Department. 
 (d)    Progress Reports. Although the contract for the purchase of services  provided explicitly that the 
expert was required to provide to the Director of Customs, among others, progress reports on a monthly 
basis, this has not been done - without any consequences for the consultant - until the matter was raised 
by our Office and was included in the 2011 Annual Report. 
(iii)    We consider the current case to be a typical case of bypass and serious abuse of the correct 
procedures and of the principles of good governance since a person was recruited in 2007 for a period of 
six months for the amount of €30.755 and by July 18, 2014, when the previous contract ended, had 



 

 

remained in service for seven years (with the prospect for another three years) receiving the amount of 
€424.419 (with the prospect of a further  €129.600), all this with continued apparently illegal extensions, in 
addition, of course, to the fact that the whole basis of the contracts was wrong and illegal, since staff 
employment contracts were characterised as service contracts, supposedly falling into the public tenders 
procurement legislation. 
 (iv)     Finally, the Central Committee for Variations and Claims (CCVC) decided on 24.6.2015 to approve the 
modification of the duration of the contract from 36 to 24 months in order to comply with the relevant 
Council of Ministers decision (No. 77.042 dated 11.6.2014), without any other variation to the terms of the 
contract. The Ac. Director of Customs Department, assured the CCVC that the contract will be terminated in 
24 months. It was also decided to settle the repayment of debts to the Tax Department by offsetting - 
retrospectively - a sum and the repayment of the balance in 14 monthly installments. 
In November 2015, the Ac. Director of Customs Department informed us that the Department has 
implemented the above decision of CCVC, and amended the contract and that the decision for the 
repayment of the expert’s debts to the Tax Department has also been implemented. 
2.8.3   GRANTS AND BENEFITS SERVICE (GBS). 
GBS work transferred to other government services.  The responsibility for granting most of the 
allowances which were previously examined and provided by the GBS, was transferred, in 2014, to the 
Ministry of Labour, Welfare and Social Insurance with the inclusion of the relevant subgroup of expenditure 
in the 2014 Budget of the Ministry. 
Delays in providing a special grant for the purchase or construction of residences and control of 
applications. As mentioned in our Report for 2013, there were long delays in the examination of specific 
grant applications for purchase and construction of residences under the Special Grant (Purchase or 
Construction of a Residence) Law (L.91 (I) / 2006). Specifically, in January 2015, applications received in 
September 2013, were still under examination by the GBS. 

 
As we have been informed by the Director General of the Ministry of Finance, the GBS is making every 
effort to examine, by the first quarter of 2016, the applications which are pending, whereas the reduction 
of staff is an issue that continues to exist and for which efforts for overcoming it are being made in 
collaboration with the Directorate of the Ministry of Finance. 
Overpayments. 
During the audit, overpayments of allowances recorded by the GBS as arrears of revenue, were noted, 
which on 31.12.2014 were as follows: 
 

 
No of cases Amount 

       € 
(a) Pensioners with low income 8.478  4.169.280 
(b) Purchase/ Construction of a residence 27  299.635 
(c)  Child allowance 578  316.628 
(d)  Single parent family 121  97.481 
(e)  Educational Grants 22  17.461 

Recommendation: To find, as early as possible, ways to accelerate the effective examination of the 
application process and reduce long delays. 



 

 

It is noted that the above figures are not exact, since recoveries made were not deducted. 
 

  
As we have been informed by the Director General of the Ministry of Finance, the amount of overpayments 
for educational grants amounted to €17.461, of which an amount of €9.312 has been settled. The exact 
amount of overpayments for the purchase / construction of residences was €375.030 and relates to 40 
cases, of which 24 have been referred to the Attorney General, while for the remaining 16, the refund of 
the amount due has been requested. If they do not refund the amount due, GBS will proceed to take legal 
actions. The Director General of the Ministry of Labour, Welfare and Social Security, informed us that our 
recommendations for implementing Article 6A of L.82 (1) / 2013 for keeping a register, will be considered 
carefully. 
 
2.8.4 DEPARTMENT OF PUBLIC ADMINISTRATION AND PERSONNEL (DPAP) 
Public Declaration of Ministers assets and of other government officials – “Source of Wealth”. The 
Treasury of the Republic has prepared statements of assets based on information which has been 
submitted by members of the Council of Ministers, based on the historical cost. These have been published 
under the policy of the President of the Republic for good governance and transparency, and are related to 
the assets of these officials when taking up their post. 
However, it was observed that, although this framework concerns disclosure of assets at regular intervals in 
order to identify any differentiation and the appropriate explanations to be given, this was not done and, in 
particular, it was observed that where officials (e.g. Ministers) ceased to hold their post, the statement was 
not published. In addition, several other shortcomings, such as the failure to include a similar statement 
from their relatives, e.g. the spouse, have already been identified. 
 

 
Modification of the Disciplinary Code.  Article 81 (2) (b) (Second Table) of the Public Service Law, which 
relates to the Disciplinary Code, states that “The competent authority appoints, the earliest possible, one or 
more officers from the Ministry or Office (referred to in this Part as the “investigating officer” to conduct 
the investigation. The investigating officer is required to be an officer and to hold a position higher than the 
position held by the accused employee: Provided that, if in any case, the competent authority considers 
that it will not be possible, practical or applicable to appoint an investigating  officer from its Ministry or 
Office, to refer the matter to the Council of Ministers which appoints a suitable officer either from the 

Recommendation: The Department of Public Administration, in cooperation with the Ministry of 
Justice and Public Order, to study the shortcomings of the current arrangements and take corrective 
measures. 

Recommendation: Measures should be taken to avoid any overpayments, such as the timely 
preparation and adoption of the criteria for the allowance for pensioners with low incomes. 
Also, when overpayments are identified, to apply to all cases Article 6A of L.82 (I) / 2013, which 
deals with  the setting off of amounts due to and by the State. 
Additionally, a register needs to be kept in which all overpayments, the reasons and the 
measures taken in each case, the collections made against overpayments and the balance 
remaining to be recovered, should be recorded. 



 

 

Ministry or the Office of the competent authority, provided he does not hold a position lower than the 
position held by the accused employee, or from another Ministry or Office, to conduct the investigation.” 
Based on the above provision, the investigating officer comes, as a rule, from the Ministry or Office of the 
employee under investigation ie they are colleagues. Our Office, in a letter to the Minister of Finance dated 
21.5.2015 and at a meeting with DPAP and the Public Service Commission dated 17.9..2015, expressed the 
view that, in this manner, the principle of objectivity and the guarantee of an impartial judgment is not 
secured. Based on international rules of ethics applied in cases of audits (and, by analogy, investigations), 
the objectivity of the person performing the audit (investigation) is compromised when there are situations 
of familiarity (familiarity risk). The risk due to familiarity obviously exists when one official is called upon to 
conduct a disciplinary investigation against his colleagues. 
For this reason, we suggested and it was accepted that the process is amended as follows: 
 The officers who are designated as investigating officers should be members of the Control Units 

which have been created in each Ministry. 
 Each Control Unit should necessarily be staffed by at least one officer who holds a position with salary 

scale A13. 
 The members of the Control Units should receive training on the proper disciplinary investigation 

procedures, concerning both administrative and disciplinary matters. 
 If a disciplinary investigation relates to an officer who holds a position with a salary scale equal to or 

lower than the Sc. A13, then an individual from the Control Unit of the relevant Ministry should be 
selected. 

 If there is a case concerning an officer who holds a position with a salary scale higher than the Sc. A13, 
the competent authority will apply to the DPAP which will have a coordinating role and which will 
submit, through the Minister of Finance, a proposal for the approval of a competent officer from the 
Ministry’s Control Unit. To this end, a register should be kept with all the members of the Control Units 
of all Ministries. 

 If during the administrative investigation carried out by the Control Unit, it is found that a disciplinary 
offense may have been committed by any public official, then the investigation will continue as a 
disciplinary investigation against the staff member without having to reopen the investigation by 
another investigating officer. In this case, the investigating officer will be required to inform the civil 
servant and, after being given a copy of all evidence material, to give him the opportunity to be heard. 
When the investigation is completed, it will be forwarded to the competent authority and, from that 
point onwards, the same procedure as provided for disciplinary investigations will be applied, that is, 
the competent authority will record its views and will forward the inquiry to the Attorney General who 
will decide if any charges will be made. 

 
 
  
 
Payment to judges and to other state officers who resign / retire / their mandate expires of accumulated 
leave and simultaneous payment to them pensions and a lump sum. The terms of appointment of state 
officers provide, in most cases, that they are entitled to leave as civil servants. It was observed that several 
officials accumulate leave, without applying the provisions applicable to civil servants, according to which 
they should exhaust the leave they have in their credit, before they depart from the public service and may 

Recommendation: For purposes of objectivity and the unbiased judgment of the investigating officer 
and the efficiency of the process, to promote, the earliest possible, a modification of the Disciplinary 
Code and of the relevant procedures, as explained above. 



 

 

not waive it or serve against it, or be paid for it. As a result, several officials are paid their accumulated 
leave and, at the same time, receive a pension and a lump sum. 
In January 2015, after a meeting of our Office with the DPAP during which we discussed the above problem, 
it was decided that the DPAP requests from the Legal Office of the Republic to find a legislative way to 
clarify / regulate the issue, so that the issue of the payment of accumulated leave and pension benefits, for 
the same period does not arise. On 19.2.2015, the DPAP requested an opinion from the Legal Office as to 
the way to regulate the matter, so that these officials may not be entitled to carry forward leave from year 
to year and therefore not to accumulate extra leave. Until the preparation of this Report the opinion of the 
Legal Office was pending. 
 
 
 
 
  
2.8.5 DEPARTMENT OF INFORMATION TECHNOLOGY SERVICES  
Tenders. 
(a)  Contract C.2012 / 29 - Government Internet Security Portal (Ariadne). The aim of the project is to 
utilise the existing information systems of the Departments of the State and of the Government Web Portal 
so that the government is presented to the public as a single entity which provides high quality online 
services to citizens and businesses in a secure manner, from a central point. The contract was signed in May 
2012 for the amount of €4.252.914 which includes the system development and the pilot operation (six 
months). The contract provided also optional system maintenance services for 4 years (€1.608.578), 
maintenance of electronic equipment for 5 years (€165.769) and operational support for 3 years 
(€630.000). 
The conventional project implementation period was set at 18 months (12 months for the development 
and 6 months for the pilot operation, ie from 18.6.2012 until 17.12.2013). In July 2013, an extension for a 
five months period was approved - on the recommendation of the Department – by the Central Committee 
for Variations and Claims (CCVC). Then, in May 2014, after a further recommendation by the Department, a 
further extension of 6 months time, without a financial requirement, was approved by CCVC. As a result, 
the project showed a total delay of 11 months. 
In considering the request by CCVC, the Department stated that the above delays occurred because of the 
Department and were due to both adjustments in its organisational structure due to retirements which 
resulted in members of the project team, as well as of other projects, to be burdened with additional duties 
and, secondly, due to the absence of members of the project team for training. Also, part of the delay was 
due to the inability of the departments involved / users to perform their obligations within the specified 
timeframes, as regards the project. 
Moreover, the Director of the Department informed us, in November 2014, that the main reasons for the 
delay included the fact that not all web services as well as the changes needed to be made to the linked 
information systems (Back-end systems) of government departments involved in the project, were 
completed in time. 
The contractual date of completion, based on the approved extensions, was 14.11.2014. In December 
2014, the Department sent a letter to the Contractor stating that they had identified outstanding 
contractual obligations which were not implemented and therefore a certificate of acceptance could not be 
issued. 

Recommendation:  As a matter of principle, to find immediately a way of regulating the matter in 
order to terminate the payment of accumulated leave upon retirement, as, anyway, it normally 
applies in the public sector. Until then, the Ministry of Finance should ensure that any related 
accumulated leave is used so that an equivalent amount of payment does not arise. 



 

 

In March 2015, our Office, in a letter to the Department noted that, based on preliminary data which had 
been identified during the audit, it was considered necessary to conduct a detailed audit of all procedures 
which were followed including the invitation to tender, the award, the setting of user requirements, the 
logical and physical design of information systems and the final deliverables of the Contractor. In this audit, 
our Office used the services of consultants from abroad, who provided consulting services for a specialised 
part of the audit. Based on the report of the consultants, the following were noted: 
 

 Non achievement of the best possible result in relation to the cost of the investment (value for 
money). 

 Irregularities and deviations in the process of evaluating the tenders and monitoring of the contract. 
 No submission of the correct picture and facts to the competent bodies to such an extent that they 

may be considered misleading. 
 Low utilisation of the system in relation to the provisions of the contract. 
 Issues out of which a conflict of interests arises. 
 Favourite treatment of the Contractor. 
 The study for the development of the Internet Security Portal services was awarded to the same 

contractor in 2006, which is considered to constitute an incompatible relationship, since this 
company should have been excluded from participating in the competition that followed. 

 The subject of the contract changed substantially since for the interconnection of 3 of the 9 
Departments, simulators were used, without providing the intended service to the user groups 
targeted. 

The Director of the Department informed us in March 2015 that he considers that the project is complete 
that all the contractual obligations of the Contractor have been met and, in general, the project serves its 
purpose, while the real benefits of the project will appear with the addition of new electronic Services. 
In May 2015, the Director of the Department informed us that the Board of the project, after examining the 
results, confirmed the completion of the Pilot Operation Stage and set 17.11.2014 as the date of the Start 
of the Period of Good Operation. 
In June 2015, our Office suggested to the Minister of Finance to carry out an administrative investigation to 
consider whether criminal or disciplinary offenses were committed by the Director of the Department, 
attaching our letter to the Director of the Department dated 4.6.2015 in which we commented on his 
responses to the Consultants' report, as well as the Consultants’ report. 
In July 2015, the Director of the Department informed us that there was no intention to mislead the 
competent bodies or to favour the specific Contractor and that, although there may have been 
shortcomings in the project management, this did not affect the quality of the technical solution. 
The Minister of Finance informed us in August 2015 that an administrative investigation by the Control Unit 
of the Ministry of Finance was carried out on his instructions and that no evidence which substantiated a 
criminal offense or any other offense in relation to this issue occurred. 
 
 
 
 
 
 

Recommendation: Before awarding a contract, the necessary planning should be made together with 
ensuring that the necessary consensus of users together with their commitment to the program and to 
the requirements laid down is obtained, particularly in cases where the implementation of a project 
requires the involvement of several Departments / Services of the State. 



 

 

 (b)     Extension of Office Automation System (OAS). The issue is extensively explained in last year's Report 
of our Office. The pilot application of the OAS was implemented during the period 1997 - 1998 and covered 
the Ministry of Finance and the Department of Information Technology Services (DITS), while the post-pilot 
phase was implemented during the period from 1999 to 2000 in three other Services. Subsequently, in 
2004, the OAS expanded to five additional Services. When in June 2011, the Tender Board of the Ministry of 
Finance (TBMF), decided to award the tender for the purchase of software Filenet products to cover part of 
the expansion of OAS to departments housed in the  building of the Ministry of Finance and the Police, for 
€4.5m., our Office took the view that, before taking a decision, the matter should be further investigated by 
DITS, in order to  also examine / evaluate other alternative system options - which may be on offer - in 
order to choose the most beneficial solution for the State, taking into account the high costs required due 
to the partial extension of the system with the direct purchase of software Filenet products at prices that 
would not be the result of a competition. The Executive Board of the Public Service Information Technology 
(EBIT), adopting the suggestions of our Office, decided in June 2013 to do a market research. In December 
2013, the Director General of the Ministry of Finance informed us that it was decided to assign to private 
consultants a techno-economic study to determine whether the extension of the existing OAS was 
uneconomic. It is noted, however, that the relevant competition was cancelled two times because of the 
conditions / requirements included by the Department in the tender documents and there was a third 
invitation to tender. 
The relevant contract for the implementation of the study was finally signed in November 2014 and the 
study was completed in April 2015. The study will be considered by the Electronic Government Council 
which as from July 2015 is the competent body replacing the EBIT. 
 (c)   Supply and Installation of an integrated solution for a new Health Information System (HIS). The 
issue is extensively explained in last year's Report of our Office. The contract start date was on 3.1.2007, 
the implementation period was for 12 months, while the total amount amounted to £11.324.930 
(€19.349.792), including the cost of the operational support and maintenance for 4 years. The said contract 
provided for the installation of the system at the New Nicosia General Hospital (NGH) and at the New 
Famagusta Hospital. Due to various extensions and expansions allowed over the period, the initial amount 
of the contract of €19,3m. and after direct awards, increased by about €12,2m. as of today. 
The Director General of the Ministry of Finance informed us in December 2013 that the support of the 
system would have been undertaken, as from the second quarter of 2014, by the officers of the 
Information Technology Unit that had been seconded from the DITS to the Ministry of Health. However, 
despite the fact that since 2009, officers of DITS were seconded to the Ministry of Health, as part of the 
support provided by the DITS to other Ministries, who today count to 29 people and have been trained at 
an additional cost, the requirement to purchase support services continues until today, despite its 
substantial cost. 
The Director of the Department informed us in November 2014 that the Information Technology Officers in 
NGH undertook some of its Operational Support activities. The number of 29 support officers of DITS  
remain until today at the Ministry of Health and has not been reduced, while, at the same time, the need 
for the support from the Contractor, has not been reduced substantially either. 
In August 2015, the Contract no. 265/2014, for the provision of Operational Support services for the HIS, 
ended as the approval which was given was for ten months only, on the condition that the expansion of the 
existing HIS would have been promoted in all state hospitals with the outsourcing process, through which 
Operational Support services would have been secured, a procedure which however has not been 
completed. In the same month, a request for the purchase of Operational Support Services, Support 
Services outside working hours and Services of an Administrator of the database for the HIS, using  the 
negotiation process,  were submitted to the Tender Board for approval . The request includes the securing 



 

 

of these services per year, up to 3 years in total, with an optional right of the Contracting Authority either 
for the extension / renewal or cessation of all or part of the contract in order to cover the period until the 
full implementation of the new system HIS. The objective cost estimate for all 3 years, amounts to 
€315.599. 
Regarding the extension of the HIS in all hospitals, after a meeting of the Contracting Authority’s 
competent officers on this issue with our Office representatives, in February 2015, it was confirmed, that 
for the extension in question, an open tender to purchase services using the outsourcing process (Service 
Level Agreement) will be held, where the Contractor will be responsible for the purchase of the necessary 
software, equipment, user licenses and maintenance, to provide the required services. The agreement will 
include provisions for the transition period to ensure a smooth functioning of hospitals. 
In June 2015, a meeting was held at the Health Ministry at which our Office representative expressed our 
concerns about the delay in the completion of the process, noting that the current situation with the partial 
computerisation of hospitals has resulted in the loss of public resources. During the above meeting, it was 
decided to immediately promote this solution without further delay. Subsequently, a steering committee 
and a project management team were set up and, in August 2015, a meeting of the steering committee was 
held, during which there was a presentation of the project and - as stated – in line with the time schedule, 
the competition would be ready for publication by the end of October 2015, with a projected date of 
contract in June 2016. 
 (d)    Stenotyping of Courts’ minutes - Competition for the purchase of stenotyping services to meet the 
needs of the courts for 10 years with the right to purchase the system. The issue is extensively explained 
in last year's Report of our Office. The Council of Ministers decided in August 2006 – further to a proposal 
by the Ministry of Finance - to approve the purchase of stenotyping services of the Courts’ minutes for 10 
years, with the right to purchase the system within the above period, via an open competition. It was also 
decided to train the stenographers of the Courts - in the case of purchase of the system – who would use it. 
In December 2009, the Council of Ministers with a new decision, approved the purchase of stenotyping 
services of the Courts’ minutes from 25 stenotypists, with an open competition. The duration of the 
contract would be for 10 years, with an option for the public to purchase the system. The cost estimate was 
calculated at €15.377.400 for stenotyping services and €5.171.936 for the purchase of the system (if the 
option was exercised). 
In December 2010, an open competition was invited by the Department of Information Technology Services 
(DITS), which was cancelled in February 2011 due to the limitation of the conditions / requirements which 
allowed the participation in the competition of one only economic entity (the existing Contractor, who 
provided those services by direct short-term contract awards, which constituted segmentation and, thus, 
violated the law). As a temporary solution, it was agreed to call for a competition with the existing 
Contractor, under the negotiation process, in order to award the contract for a period of 2 + 1 years, until 
the conclusion of the award process for the 10-year contract through an open tender, which would be 
launched in parallel. In this way, lower prices than the short-term contract prices would be achieved, which 
amounted to €117 per hour. The contract of 2 + 1 years was awarded in 2012 with rates €105- €107 per 
hour, which confirmed the margins for cost-cutting which existed. 
The notice of open competition was delayed and eventually the competition was announced in July 2014. 
Two economic entities eventually took part in the competition, the existing Contractor and a consortium of 
three companies. The offer of the consortium, however, amounting to €16.644.000, was rejected because, 
according to the Evaluation Committee it had substantial shortcomings. The competition was awarded in 
June 2015 to the existing Contractor for the amount of €19.600.058. Under the new contract, the 
stenotyping costs decreased to €98 per hour (1st year), compared to €107 per hour that applied under the 
previous process (in the 10th year it will increase to €103 per hour). 



 

 

 (e)     Computerised system for the provision of an integrated solution to the Department of Merchant 
Shipping (DMS). The issue is extensively explained in last year's Report of our Office. The implementation of 
the DMS computerisation contract began in August 2000, the duration was set at 27 months and the cost 
amounted to £2.7m. (€4,6m.). From the audit of the contract, the monitoring responsibility of which was 
with DITS, it was found that the IT system that had been officially accepted by the DITS in November 2005, 
did not work – even from the start  - in a real environment (as regards a number of planned individual 
functions), resulting in the whole project not serving its purpose with the expected improvement in the 
performance of the Department and the service to the citizens, not being achieved. Finally, while for years 
the DITS insisted that the operation of the system was satisfactory, a position with which the user (DMS) did 
not agree, the Director of DITS informed us in October 2015 that the replacement of the existing system is 
necessary, because the existing system is now of old technology, since it was installed in 2005 and a new 
system should be found. 
 
2.8.6 CYPRUS GOVERNMENT LOTTERY 
Financial position 
Results for the year. The net cash flows of the Cyprus Government Lottery for 2014 amounted to €22.6m., 
compared to €22.3m. in 2013, recording an increase of €0.3m., mainly due to the increase in the weekly 
lottery sales and special draws by €0,5m., combined with the decrease in payments for winnings by €0.6m., 
to reduced sales of the automatic lottery by €2,2m. combined with the reduction of payments for winnings 
by €1.7m., to the reduction in agent commissions by €0.2m., to reduced revenues from OPAP for different 
games by €1,2m. and to the reduction of investment activities by €0,8m. 
Revenue from OPAP. According to the audited by the Treasury financial statements of OPAP Cyprus Ltd for 
2012, the revenue of the Republic from OPAP Cyprus Ltd for the financial year 2012, amounted to €11,3m. 
As we were informed by the Director of the Cyprus Government Lottery, since 2003, when the 
intergovernmental agreement was revised and until 2014, from a total turnover of OPAP Cyprus Ltd 
operations amounting to €1.686,10 m., Cyprus received the amount of €128.6 m. or 7.6% of the turnover. 
The low rate of return over the years is, in our view, mainly due to the wrong interpretation of the 
intergovernmental agreement between the Greek Republic and Cyprus (Law 34 (III) / 2003), according to 
which the Republic of Cyprus receives quarterly net income from OPAP Cyprus Ltd, after deducting certain 
"theoretical costs ', which it appears they are shown larger than the actual costs of the company. Also, 
while the company's turnover increased significantly, mainly due to KINO, revenues of the Republic 
remained almost constant. 
Overtime.  Overtime pay at the Cyprus Government Lottery amounted to €14.346 in 2014 compared with 
€17.448 in 2013. It is noted that overtime pay is paid only to one employee and the overtime hours for the 
year 2014 amounted to an average of 101 hours per month, compared with 92 hours in 2013 and his total 
annual earnings (not including overtime) for 2014 amounted to €20.089. 
As we were informed by the Director of the Government Lottery, the employee in question is required to 
work both in the evenings and at weekends in order to carry out the accounting and administrative tasks 
assigned to him. 
Privatisation of the Cyprus Government Lottery. The Council of Ministers on 19.05.2015 issued an order 
“which specifies that all the activities of the Cyprus Government Lottery and everything that belongs to the 
State which is used to carry out the work of the Cyprus Government Lottery, including trademarks and 
logos of the Lottery, being assets of the Republic are subject to privatisation.” 
It is noted that the Cyprus Government Lottery, over time, has high profitability with low costs for 
personnel and operational expenses. Specifically, total staff costs and operating expenses amounted in 



 

 

2014 to €1.150.903, while the net cash flow amounted to €22.627.574 (percentage 5,08%) compared to 
€1.077.263 and €22.321.359 in 2013 (percentage 4.82%). 
Given the above, we recommended  that the Privatisation Commissioner  assigns the conduct of a study on 
the issue of privatisation of the Cyprus Government  Lottery to specialised experts, so that the option 
chosen regarding a possible privatisation to be the most economically advantageous to the State. As 
regards the tender documents for appointing experts which have been prepared by the Commissioner, our 
Office has requested some information on aspects of the competition, especially in ensuring the 
development of a healthy competition. 

 
2.8.7 INSURANCE COMPANIES CONTROL SERVICE 
Status of the operation of the Service. The Service operates on behalf and by order of the Superintendent 
of Insurance (Superintendent), who is responsible for supervising the operation of the Cypriot insurance 
companies and foreign insurance companies operating in the Republic, as well as the activities of persons 
engaged in mediation work (intermediaries). The Service is under the Ministry of Finance and therefore it is 
not independent as other similar supervisory authorities in Cyprus and most EU Member States, such as 
Germany, Greece, Ireland, Malta, etc. 

 
 
Numeric Data. According to data given to us by the Service, the total premiums that insurers received for 
2014 amounted to €906,9 m. (2013: €933,6 m.) which represents 5.69% of GDP (2013: 5.66%). 
Based on the latest published list dated 20.1.2015 in Cyprus, insurance services are provided from the 
following types of insurance companies that are licensed by the Superintendent: 
•          17 domestic general insurance companies. 
•          6 domestic life insurance companies. 
•          2 domestic insurance companies providing comprehensive insurance. 
•          1 foreign insurance and reinsurance company. 
•          7 insurance or reinsurance undertakings of international activities. 
•         448 European insurance / reinsurance undertakings which conduct business in the Republic under 
the freedom of establishment or freedom to provide services. Responsible for the supervision of these 
enterprises is the Supervisory Authority in the Member State in which they are licensed. The 
Superintendent sets out the conditions under which they must carry out their work, in the public interest. 
Furthermore, 1740 persons / companies carry out mediation work. 
Staff 

Recommendation: To study the possibility of changing the status of the operation of the Service so as 
to become an independent Supervisory Authority, a status under which other supervisory authorities 
in Cyprus operate, such as the Cyprus Security and Exchange Commission, in order to ensure the 
strict supervision of insurance companies and to limit potential political and other interventions. It is 
noted that such an arrangement could, for economy and synergies, take the form of assigning or 
joining of the Service to another supervisory authority with similar duties. 

Recommendation: The privatisation of the Cyprus Government Lottery should fully safeguard the 
financial interests of the State. For the valuation of the Cyprus Government Lottery it must be seriously 
taken into consideration that the State now has significant recurring net annual income in cash and 
that recently an amount in excess of €4,3 m. has been spent for the purchase and renovation of the 
new building which houses the Cyprus Government Lottery . 



 

 

The staff of the Service includes 23 people as follows: 

 Superintendent  of Insurance Companies A15 
Supervision of Insurance Companies  

 2 Assistant Superintendents (Senior Audit Officers) A13 
 1 Senior  Insurance Companies Control Officer A13 
 7 Insurance Companies Control Officers A11 
 4 Analysts (Insurance Companies Control Accounting Officers) A8 

 Supervision of Intermediaries  
 1 Senior Supervisor of Accounts A11 
 1 Administrative Officer A8 
 1 Control Assistant A1 

Secretarial Staff  
 2 Private Secretaries A7, A1 
 3 Archive Officers 2 at Α7 και 1 at Α2 As we were informed during our meeting with the Superintendent in connection with our recommendation 

to review the Service's structure, this may be changed later, following a relevant evaluation being carried 
out at this stage, within the framework of a study in which the European Insurance and Occupational 
Pensions Authority (EIOPA) is participating. The purpose of the study is to integrate the control of the 
insurance sector with the control of the Professional Provident and Pension Funds and thus strengthen of 
the control of these two sectors. This study is expected to be completed by the end of 2015. 

 
Inspections on site. According to the manual of the Supervisory Authority, inspections on site should be 
conducted at least every three years. 
In the year 2014, inspection on site was conducted only in 5 of the 33 insurance companies. Furthermore, 
based on information received from the Supervisory Authority, a control on site was never conducted in 6 
insurance companies and for three insurance companies the last inspection on the site was conducted in 
2009 and for one insurance company in 2008. 
Also, a case of an insurance company was identified for which, although the inspection on site, which was 
carried out in 2012, revealed several problems, some of which are of high risk, no other inspection on site 
was carried out in the next two years or such control was planned by the date of completion of our audit. 
As we were informed by the Superintendent, there was an exchange of letters for these problems and the 
information / data requested was submitted. Our Office, however, found that for some of the findings, only 
by an inspection on site it could be confirmed that the insurance company has taken the necessary 
measures / actions and that the problem has been resolved. 
With regard to the intermediaries, it was found that only one inspection on site was conducted in 2014 and 
one in 2015 (following a complaint), although the number of intermediaries was 1.691 at 20.4.2015. 
However, an inspection on  site is important and imperative, since, according to the Supervisory Authority’s 
manual it is during the control that the policies, procedures, systems operated by the insurance company 
are checked, any organisational problems are identified, the method of handling the customer is assessed 
and, furthermore, effective control is exercised over the assets by taking evidence, such as investment 
certificates, evidence for debtors, certificates of bank balances etc. 

Recommendation: With the completion of this study, the relevant report needs to be studied in order 
to take measures as early as possible in respect of the recommendations that will arise and also in 
view of the implementation of the Directive for Solvency II from 1.1.2016. 



 

 

The Superintendent informed us that the inspections carried out by the Service as regards  the information 
obtained from insurance companies  quarterly and examined every six months by the external auditors of 
the insurance companies, are considered effective. 
Regarding the inspection on site of the intermediaries, the Superintendent informed us that, for the 
supervision of intermediaries, only three officers are involved, one of which also handles a number of other 
administrative matters, a situation which she considers very inadequate. 
Our Office has also suggested the categorisation of insurance companies on the basis of risk analysis (risk 
assessment), which will be based on predefined risk factors , in order to prepare a control on site  program, 
giving priority to companies and areas with the highest risk. Although the Superintendent informed us that 
the Service is able to evaluate the insurance companies and to categorise them in priorities 1, 2 and 3, such 
a subjective evaluation which is not supported by measurable, predefined risk factors to measure the risk, 
but is based on experience alone, is not considered as providing a consistent and objective evaluation. 

 
Examination of data received from insurance companies. There is no standard inspection program and  
working papers are not prepared as regards the examination of assets used as collateral to cover the 
technical reserves and solvency margin which will indicate the sample of assets tested and therefore the 
range of control. Additionally, it was found that in the notes prepared by the control officers, only the 
findings of the inspection are disclosed, without reference to the scope and extent of the examination 
carried out. 
The Superintendent informed us that all of the assets are examined and not on a sample basis, as we were 
told during our audit by the analysts. Our Office, although it does not dispute what the Superintendent 
stated, is of the view that, since the examination is not documented on working papers and there are no 
indications in the files of the scope of the audit covered, the control carried out cannot be substantiated. 
The Superintendent informed us that control officers, during their "inspection", record what was examined 
and not only the findings of the audit, but without specifying what she means by “their inspection". 
Moreover, the Superintendent sent us two inspection programs for both sectors of insurance guiding the 
officers during their inspection, one of which still bore the symbol CYP £ (Cyprus pound). She also informed 
us, that in the first quarter of 2016, a manual will be prepared under which the Service’s official inspections 
will be carried out provided that until December 2015,  EIOPA will send to all supervisory authorities, an 
instructions manual regarding the inspections relating to Pillars I and II. 
We also recommended to study the possibility of e-registration of assets of insurance companies used as 
collateral by category. As we were informed by a letter of the Superintendent dated 2.11.2015, insurance 
companies are preparing a further breakdown of the assets to be submitted electronically to the Service. 
 

Recommendation: To carry out an assessment of the insurance companies on the basis of risk 
analysis, which will be based on predefined risk factors, in order to prepare a program of controls, 
giving priority to companies and areas with the highest risk. To consider to obtain consulting help for 
risk assessments. In any event, control visits on site should be carried out at companies at least every 
three years.  



 

 

 
 
Estimates of the value of immovable property and land. Under Article 84 of the Insurance Services and 
Other Related Issues Law (the Law), the Superintendent may take the measures he/she deems necessary 
for the examination or verification of approved investments of insurance companies. Moreover, under 
Article 71A (3) of the Law,  powers are granted to the Superintendent so that, in special cases, may reassess 
and reduce the value of all eligible assets in measuring the available solvency margin, where there has been 
a significant change in their market value. 
The Service receives estimates of the value of immovable property held by insurance companies, provided 
by professional valuers, on their behalf. 
It was found that no revaluation of buildings and land used in the making up of the technical reserves and 
solvency margin, was carried out. From a sample audit we performed on the basis of the values of the 
Lands and Surveys Department (1.1.2013 values), it was found that there were no significant differences. 
However, we expressed the view that, taking into account the official property price indices for 2013 and 
2014, it is possible that, in many cases, reductions in the value of the buildings and land of about 10-15%  
per year, respectively, should have been made. 
Our Office, having regard to the significant drop in property prices in recent years and that some insurance 
companies own immovable property of considerable value, recommended to the Superintendent to 
compare the property prices for the year in which the inspection is conducted, with the values presented in 
the statements of technical reserves and solvency margin over the past four years, to ensure that 
fluctuations in property values are justified by property price indices. 
The Superintendent informed us that the Service receives annually from the insurance companies, 
assessments carried out by independent evaluators on behalf of insurance companies, on the basis of 
which stress tests are also conducted. Moreover, she stated that the official indicators to which our Office 
referred, relate to the market average and cannot be the standard for property prices as they refer to 
houses and shops and not to land in which insurance companies mainly invest. It is noted that in our Office 
communication with EIOPA regarding the performance of stress tests conducted throughout Europe, as 
mentioned below, we were informed that, with regard to Cyprus, the results are not in line with the 
average European level, both in number and nature of issues identified. Therefore, our Office considers 
that, in order to ensure the validity of the data submitted to the Superintendent by the insurance 
companies, it is necessary to confirm the value of the assets, even on a sample basis. 

 No re-verification of the suitability of directors. Pursuant to paragraph (i) of subsection (1) of article 21 of 
the Law, one of the insurance company's licensing requirements is that the directors of the company to be 
capable and suitable persons. The criteria determining the capability and suitability are defined under 
article 53 (5) (a) of the Act, as honesty, integrity, "good reputation", their special knowledge and experience 
in the field and their good economic situation. Article 53 (5) (b) provides that a person is not regarded as an 

Recommendation: The Superintendent, within the powers conferred to her by articles 84 and 71A (3) of the Law, to verify the value of immovable property of insurance companies. 

Recommendations: 
 During the audit of assets (as in any other case), working papers should be prepared, so that their control is sufficiently documented. 
 To consider the possibility of utilisation of the electronic statements of assets, submitted by insurance companies, in order to facilitate the control of the categorisation of assets used as collateral to cover the technical reserves and the solvency margin and, in addition, to confirm that they do not exceed their total value. 



 

 

appropriate person when he is convicted for forgery, theft, fraud, embezzlement, profiteering, extortion, 
bribery, smuggling, receiving money under false pretenses, premeditated murder, manslaughter, rape, 
moral profiteering offences or other related to the above offenses. Article 41 (1) (a) provides that the 
Superintendent may even revoke the license to undertake insurance activities if any of the conditions of the 
license are no longer satisfied. 
During the audit by our Office it was found that the ability and suitability of directors is examined only 
when granting the license, rather than on a regular basis. The need to monitor the suitability of the 
directors on a regular basis is supported by the fact that, during our audit we identified two cases of 
directors who are facing serious charges after investigations carried out by two other supervisory 
authorities, one of which is in Cyprus and the other in Greece. The two cases have not yet been heard. 

 
The Superintendent agrees with our recommendation and notes that any amendment to the legislation 
should be done in parallel with a similar modification of the respective laws governing the operation of the 
other two Supervisory Authorities, the Central Bank of Cyprus and the Securities and Exchange 
Commission, because the existing legislation is harmonised with the relevant EU Directive which is 
horizontal, that is, it is valid for all Supervisory Authorities in the sector. She also stated that she intends to 
request the Minister of Finance to coordinate the entire effort, having requested first the assistance of the 
Legal Office. 
Collection and payment of insurance premiums by intermediaries to insurance companies. Under Article 
185 of the Law, intermediaries should give the premium or other amount to the beneficiary in the specified 
time. According to the Directive on Solvency I, for coverage and calculation purposes of both the technical 
reserves and the solvency margin, debts, in relation to premiums pending for more than three months from 
the expiry of the credit period, are not accepted. The credit period prescribed by the Registrar is four 
months. 
Cases of late payment to the accounts of insurance companies of premiums received by intermediaries, 
were identified some of which are for significant amounts. We were informed of a case where an 
intermediary’s debt exceeded the amount of €1m. and the insurance company initiated legal action against 
him. 
The late return of premiums received by intermediaries, results in the reduction of the companies’ reserves 
since outstanding premiums of more than seven months, even if  paid by customers to the intermediaries, 
cannot be regarded as an asset of the insurance company if they are not reimbursed to it by the 

 
Recommendation: Given that, at the request of the Superintendent dated 30.10.2015, the Law 
Office of the Republic advised that for the Superintendent to dismiss a Managing Director  of his 
position in an insurance company there should be a conviction and because securing the good 
reputation of directors is paramount, it should immediately be considered to promote the 
amendment of the legislation to empower the Superintendent to remove managing directors, even 
temporarily, until the hearing of the case, in cases where their reputation is affected, especially 
after the indictment for serious charges and imposition of fines by other competent Supervisory 
Authorities. It is noted that the criteria for determining the suitability of directors in other 
Supervisory Authorities abroad are worded more clearly and more comprehensively eg Financial 
Conduct Authority (UK) and IOSCO. 
Also, the examination of the suitability of the directors should be carried out at regular intervals and 
relevant measures are taken on time, as appropriate. 



 

 

intermediaries . In addition, the insurance company may be required to cover damages to the insured for 
which the premiums had not been paid by the intermediary. 

  
Adoption of Directive on Solvency II. 
(a)       Staff Training. As from 1.1.2016, the Directive on Solvency II, which is a new institutional framework 
governing insurance and reinsurance companies operating in the European Union, comes into force. 
However, as we were informed by the Service control officers, no adequate training for the adoption of the 
Directive on Solvency II, has been given to them. 
The Superintendent informed us that she considers that the statements of the above control officers do not 
constitute evidence for that matter. She also assured us that the control officers participate in various 
relevant seminars and conferences within the financial and human resources availability of the Service and  
attributed their statements to the stress they feel for the scope of inspections which they will soon have to 
carry out  with the implementation of Solvency II. The Service, however, was unable to substantiate the 
above, because when we requested a list of control officers who participated in the above seminars, we 
had to ask the control officers themselves. Also, in the statement prepared and sent to us 10 seminars / 
conferences, which were carried out from 2007 until October 2015 were included, where either several 
control officers participated or their relevant material was distributed. Moreover, as mentioned to us, 
interdepartmental seminars are also carried out since 2009. Our Office secured the program of the last two 
seminars which were included in the statement that was sent to us. One, of short duration, was about 
guidance to the supervised for preparing reports for Own Risk & Solvency Assessment / Forward Looking 
Assessment of Own Risk, as well as for the formulation of a risk-taking policy. The other was a conference 
during which short presentations by various participants were made and therefore there was no in-depth 
analysis. 
Regarding practical training, the Superintendent informed us that a departmental presentation took place 
in 2010. In addition, she informed us that in June 2015 the examination / inspection of the data submitted 
by the insurers on Solvency II, begun. 

 
 
 (b)   Possible address of solvency problems of insurance companies under Solvency II. Since the stress 
tests exercise conducted by the Supervisory Authority on 30 companies that fall under the status of 
Solvency II, out of the 34 that were licensed at 31.12.2013, it was found that 10 companies, based on their 
data at 31.12.2013, did not meet the required solvency levels. As indicated in the report submitted to the 
EIOPA to inform it of the results of the above exercise, for three of the 10 companies the problem is solved 
by increasing the dispersion of their assets and for the remaining 7, the problem can be solved only by 
increase of their capital. The total amount of the required capital increase amounted to € 30.8m., of which 

Recommendation: To prepare a staff training program which should include practical training. 
Furthermore, to ensure that each and every control officer of the Service have received adequate 
training so that they can respond effectively, particularly when the relative institutional framework is 
changed. 

Recommendation: To find ways to combat the phenomenon of income withholding from insurance policies, by intermediaries, by amending the Law, if required. For example, to reduce the credit period and / or impose penalty interest to intermediaries for delays beyond the credit period. Furthermore, we recommend to study the possibility of the direct deposit of insurance premiums by customers to the bank accounts of the insurance companies. 



 

 

€22m. related to an insurance company which is a subsidiary of a foreign group of companies which is in 
the process of remodeling its corporate structure and  there is an assurance of  channeling to the subsidiary  
the necessary funds before the implementation of Solvency II. In addition, based on the Own Risk and 
Solvency Assessment reports (ORSA), the preparation of which is an obligation of the insurance companies 
under the Directive Solvency II, it seems that two companies will face a problem in 2016 with the 
introduction of Solvency II and the continuous monitoring by the Supervisory Authority is required. For 
insurance companies who will face a problem of capital for solvency purposes in the first year of application 
of Solvency II, a 2-year adjustment period (up to 31.12.2017), is provided. 

 
As we were informed by the Superintendent, by 30.6.2015 the number of companies that are under the 
Solvency II limits, decreased to 3 and the total new funds that will be needed are limited to an amount of 
around €5m. 
Addressing legal issues. The Supervisory Authority, as a Service under the Ministry of Finance, does not 
employ a legal adviser, but the legal issues arising in the exercise of its powers are addressed to the Legal 
Office. As we have been informed, the waiting period for obtaining the advice from the Legal Office is 
between 6 to 18 months, even in cases where the response of the Supervisory Authority needs to be 
immediate. Because of the above delays, no timely response to the insured or to companies is provided 
and, as a result, the Supervisory Authority faces the possibility to even be sued by interested parties. 

 
 
2.9 MINISTRY OF EDUCATION AND CULTURE  
Budget execution. The Budget of the Ministry for 2014 included expenditure of €925,7m. of which an 
amount of €773,6m. related to ordinary and an of amount €152.1m. to development expenditure. Actual 
ordinary expenditure for 2014 amounted to €879,2m. or 95% of the Budget. It is noted that out of the 
amount of €773,6m., which relates to ordinary expenditure, an amount of €611,0m. or 79% related to the 
salaries of teachers. The actual development expenditure amounted to €141.1m. or 92.7% of the Budget. 
Development projects. In the explanatory memorandum of the 2014 Budget for the Ministry a smaller 
number of projects was included, as compared with 2013. During the audit, it was found that in 2014, out 
of  in total 52 projects budgeted which related to the construction, improvement and extension of schools 
or to infrastructure of schools for school sports, 18 were not implemented. This, as we were informed, was 
due to various reasons such as (a) problems related to the expropriation of the site and to the inability of 
the Ministry of Finance to allocate funds for expropriations and (b) pressures and responses of different 
social groups in order not to implement specific projects, for example the maintenance of the Pancyprian 
Gymnasium. 
Our Office in its previous Reports, recommended that actions are taken to improve the monitoring system 
of the implementation of the Budget projects of each year. As we were informed during the audit, the 
project implementation monitoring program was installed and its pilot implementation started in 
September 2014 and that its implementation on a permanent basis will begin in 2016. 

Recommendation: To study the possibility, either to engage a legal adviser at the Supervisory Authority to be assigned by the Attorney General, or to purchase legal consulting services with the approval of the Attorney General, who will need to have specialised knowledge in matters relating to insurance and whose duties will include the informing of the staff of any new legislation and the preparation of amending bills where necessary. 

Recommendation: To continue to systematically monitor the creditworthiness of companies and to 
provide them with adequate guidance for the implementation of Solvency II, as from 1.1.2016. 



 

 

 
 
Educational reform. 
(a)      History. Having as strategic goal the modernization and improvement of the quality of education, the 
Council of Ministers, with its decision dated 16.2.2005 specified the framework for carrying out the debate 
on Educational Reform, after the study of the Committee of Specialists for the  Education Reform had been 
completed and delivered (on 31.8.2004) and the views / comments from politicians and unions were 
submitted. 
(b)    Budget Execution. The provision in the Budget for 2014 was €1.600.000 and  an amount of €738.160, 
relating primarily to the implementation of the institution of Open School, the Sports and Music School, as 
well as the subsidy to buy computers, was spent. 
 (c)    Open School. The institution of the Open School was introduced on a pilot phase with the Council of 
Ministers Decision no. 62.664 and dated 28.9.2005, with the purpose of the opening of schools to the 
community, in an organised way, so  that school premises are utilised in the afternoon for cultural, sporting 
and creative activities. 
The institution, which came into force in 2007, was implemented in ten Municipalities and presumes the 
establishment of an association, under the Associations and Foundations Law of 1972 and on the basis of a 
model charter as proposed by the Ministry. For the operation of the institution in ten Municipalities, the 
Ministry paid in December 2014 the total amount of €230.000 (for the A’ installment for the school year 
2014/15), compared with €515.000 for the school year 2013/14. 
 The issue of the registration of the ten Open Schools, as associations, is still pending and this is explained in 
our last year’s Report. The Ministry, upon the recommendation of our Office, for the Ministry to consider 
other ways to institutionalise the "Open School" apart from recording it as an association, as this appears 
not to be currently possible, as well as for the purpose of compliance with the provisions on the Accounting   
and Financial Control for the Republic Law of 2014 (L.38 (I) / 2014), according to which a prerequisite for 
the payment of any grant by the State is that the recipients of the grant are independently controlled, with 
a letter to the Mayors of the Municipalities where the institution operates, dated 25.11.2014, 
recommended the taking over of the administration of the "Open School" programs directly by the 
municipalities, so that the Ministry is able to continue sponsoring  the programs offered and requested that 
they send a letter to the Ministry stating that they undertake, as Municipal Authority, the administration of 
“Open School programs”, a suggestion that was accepted by the Municipalities. 
Under the new financing procedure adopted with immediate effect, the grant will be paid in two 
installments. The first will be given in advance, after the submission of the budget of the "Open School" for 
every school year, and the second will be given at the end of each school year, after the Municipality  
submits an audited statement of the sponsored programs. Also, in view of rationalising the method of 
determining the amount of sponsorship which will be received by the various Municipalities for the 
programs that will be offered under the “Open Schools”, clear criteria will be established to govern all of 
the sponsorship framework as from the school year 2015/16 . Therefore, the payment of the A’ installment 
took place after the Municipalities submitted to the Ministry of Education and Culture  the program's 
operating budget for the school year 2014/15. Regarding the B’ installment for 2014/15, this has not yet 
been paid to any of the Municipalities, as the Ministry was expecting, as a precondition for its payment, the 
submission of the  audited statements of the operation of the programs. 

Recommendation: The project implementation monitoring program needs to be implemented on the 
basis of a timeframe, as soon as possible, and to cover all related projects. 



 

 

It is also stated that, in 2012, through the institution of the Open School, a pilot summer program for 
children with disabilities was operated in Special Schools, in the six municipalities taking part in the 
program on a daily basis for six weeks, for which during 2014 a total amount of €86.997, relating to the 
2014 summer program, was paid. 
Recently, an assessment of the institution of "Open School" by the Educational Research and Evaluation 
Center (EREC) was completed. 

 
(d) Music and Sports School. The Music School operates on a pilot basis since 2006/07 in the districts of 
Nicosia and Limassol and after the institution was evaluated and found to be particularly successful, it was 
extended to Larnaca, Paphos and Famagusta, based on the Decision of the Council of Ministers no. 73. 877, 
dated 2.8.2012. Subsequently, the institution was extended, as from 2015/16, based on the Council of 
Ministers Decision, to a Gymnasium in each of the districts of Limassol, Larnaca and Famagusta. In 2015, an 
evaluation of the institution by EREC took place and its findings were submitted to the Minister of 
Education and Culture. 

 
It is noted that a complaint was submitted to our Office against a person who is employed as a violinist at 
the Music School, without possibly possessing the appropriate qualifications. Regarding the complaint, the 
Director General of the Ministry informed us on 24.8.2015 that, having obtained the opinions and 
clarifications of the Directorate of the Secondary Education as regards the possibility of damage to have 
been caused to the public interest through the employment of that person, informed KYSATS, which is 
expected to reexamine the issue and come up with the final decision. Until the date of preparation of this 
report we did not have any further information. 
Regarding the Sports School, which operates on a pilot basis as from 2006/07 at B Kykkos Lyceum in Nicosia 
and Lanition Lyceum in Limassol, the institution was expanded, as from 2015/16, based on a Council of 
Ministers Decision, to one Lyceum in each district of Larnaca, Paphos and Famagusta. Also in 2015/16, the 
institution was also expanded to Sports Gymnasiums, one in Nicosia (Engomi Gymnasium) and one in 
Limassol (Lanition Gymnasium). We understand that the assessment of the institution will take place after 
its extension to Gymnasiums in other districts as well and after operating for at least 2-3 years, so that the 
results of its evaluation are more reliable. 
(e)    Unified All Day School (UADS). 
The institution of UADS was introduced by the Council of Ministers Decision no. 63.788, dated 17.5.2006, 
on a pilot basis during the school year 2006/07 in 9 schools and during the school year 2007/08 in 
additional 6. During the school year 2014/15, 14 schools participated in the institution. The number of 
schools participating in the institution has not increased during 2015/16. 
As we were informed, the Ministry is proceeding to rationalise its operation and to adopt changes which 
either have no additional cost or result in savings. To this purpose it contacts organised groups to study the 
results of a prior assessment of the institution, explores gaps and weaknesses that may exist and is 
preparing a research proposal, which was expected to be submitted by May 2015 but had not been until 
the completion of the audit in September 2015. 

Recommendation: The Ministry to study and exploit the results of the evaluation of the institution. 

Recommendation: To intensify the procedures for determining the criteria governing the whole 
sponsorship framework of the “Open School”. 
The Ministry to study and exploit the results of the evaluation of the institution. 



 

 

 
 
(f)  Evaluation of New Curriculum. For eight years an effort to reform the educational system of Cyprus is 
being made. Emphasis was given to the modernisation of the education content, through an effort to 
modernise the curriculum. However, the Scientific Committee Report on the evaluation of the New 
Curriculum, issued in July 2014, revealed many serious shortcomings. 
In order to have a feedback on the Curriculum and to rebuild it on the basis of Success Indicators and 
Adequacy Indicators, Working Groups were established during the school year 2014/15, involving 
Academics, competent Inspectors of the Ministry and combative teachers of all disciplines. According to the 
Ministry, the school year 2015/16 is a year of a pilot application of Indicators, during which all teachers will 
receive information and training for the purpose of improving the Indicators. It is noted that the Indicators, 
having been implemented and evaluated, are expected to be finalised by June 2016. 

 
Number of teaching periods. As mentioned in previous reports of our Office, the teaching periods of 
Teachers of Elementary, Secondary and Secondary Technical and Vocational Education, was established 
following an agreement between the Ministry and the unions, and amounts to 29 periods for teachers of 
Primary Education and 24 for teachers of Secondary and Secondary Technical and Vocational Education and 
are reduced depending on the years of service, as shown in the tables below: 
Elementary Education 

 
                                           Service   Teaching periods 
                                        1 - 14 years 29 
                                        15 - 20 years 27 
21  years and more or when reaching the 50th year  of age 25 

Secondary and Secondary Technical and Vocational Education 
 

                                           Service Teaching periods 
                                     0 - 7 9/12 years 24 
                              7 10/12 - 15 9/12 years 22 
                              15 10/12 - 19 9/12 years 20 
                              19 10/12 years and more 18 

Our Office notes the following: 
The establishment of teaching periods, as we were informed, was decided based on a previous assessment 
of the time spent by teachers for other tasks, such as the preparation and correction of tests, preparation 
for delivery in the classroom, etc. This evaluation was requested to be submitted to our Office, repeatedly, 
inr previous letters, but has never been presented to us. According to a recent report of Eurydice Network, 

Recommendation: The Ministry should evaluate, on a continuous basis, the pilot application of the 
Curriculum and to proceed in taking appropriate actions where material weaknesses exist. 
 

Recommendation: To consider the re-evaluation of the institution, including the financial aspect, 
after the conclusion of the corrective actions being taken and the changes being made by the 
Ministry. 
 



 

 

the teaching time of teachers is around the same level of the European average. We asked the Ministry to 
inform us whether the data on which this report is based includes, for Cyprus, all exemptions of teachers 
from their teaching time, institutionalised or not. The International Monetary Fund (IMF), in its report on 
education in Cyprus, in April 2013, states, in contrast to what was stated in the Ministry’s  letters, that 
teachers in Cyprus have little teaching time compared with other countries of the European Union (EU). 
Regarding the fact that the teaching periods are reduced in inverse proportion to the years of service, the 
Ministry informed us that the reduction in teaching periods is due to, among others, the biological factors 
and the fatigue and the consequent reduction in strength that occurs over time. Our Office considers that 
the biological factor affects the entire working population to some extent, but in such cases the working 
hours are not reduced. The Ministry states that the issue of the number of teaching hours will be reviewed 
as a whole within the framework of promoting the educational reform and particularly the proposals 
relating to the policies for teachers (mainly those of training and evaluation). 

 
Report of IMF on education in Cyprus and World Bank Reports on the policy for teachers and on the 
structure and functioning of the Ministry of Education and Culture. The topic is discussed at length in the 
last year's Report of our Office. The Ministry, with its letter in reply to the audit of the accounts of 2013, 
informed us that an Action Plan has been approved by the Council of Ministers, which is the roadmap for 
structural changes in the Ministry. As mentioned, the Ministry is going ahead with the implementation of 
the above Action Plan, which relates to policy issues for teachers and reorganisation issues for the Ministry 
and have established working groups which have developed policy proposals and separate working groups 
to study the suggestions of the World Bank. 
However, it was observed that among the issues handled by the various working groups set up, it does not 
seem that the issues relating directly or indirectly to the cost of education in Cyprus, as reported by the IMF 
and the World Bank, have been studied. 

 
Pay increments to educational staff for recognised previous experience / technical experience in the 
private sector. The topic is discussed at length in last year's Report of our Office. The Ministry considers 
that the issue should be studied in the context of the whole system of appointment in the Public 
Educational Service with which it is directly related. Also, the Ministry informed us that with the recent 
amendment of the Public Educational Service Law of 2015, the awaiting time for appointments will be 
reduced, since it is based on the “Appointment List”. Our Office considers that, in comparison with the 
same practice in the rest of the public sector, the existing practice constitutes a distortion. 
In addition, following a decision of the Supreme Court, the legislative deadline for educational staff to 
submit the documents supporting the recognition of their past service is not applied. We requested 
information from the Ministry about developments on this issue and whether since 2008 a relevant 
amendment bill has been submitted to the House of Representatives and, if not, the reasons for this long 
delay. As we were informed by the Director General of the Ministry of Education and Culture on 
30.10.2015, in 2014 the relevant amendment bill had been discussed with the social partners and, at 
present (October 2015), it is promoted to the Law Office of the Republic for legal vetting and then to the 
House of Representatives for completion of the procedure for its enactment into law. 

Recommendation: The Ministry should proceed with the implementation of the approved Action Plan, 
without excluding issues relating to the cost of education. 

Recommendation: The Ministry to study and utilise the findings of the IMF and to complete its own 
study within the framework of promoting the educational reform. The same approach should be 
applied regarding the issue of exemptions in teaching time of the teaching staff. 



 

 

Cost indicators per student. As mentioned in our previous reports, the Ministry does not keep cost 
indicators data per student and per Education, data which is necessary for effective monitoring of 
expenditure and for taking action promptly. 

 
Private land expropriation for construction of schools. 
The topic is discussed at length in last year's Report of our Office. The Ministry proceeds with 
expropriations of private land, for servicing schools needs, in collaboration with the Department of 
Planning and Housing and the Department of Land and Surveys. This process is time consuming and difficult 
and there are time and financial constraints. The problems and weaknesses arise from the fact that the 
needs for schools are often short and medium term, and the Ministry is bound, under the provisions of the 
Constitution and the Compulsory Expropriation Law, to return the expropriated property to the former 
owners if within three years the aim of the expropriation is not fulfilled. As has already been ascertaine, the 
Ministry does not return the expropriated property, unless it is requested by their former owners and, 
consequently, expropriated plots of land remained unused. 
The Ministry in its effort to reduce the possibility of legal action to be taken against it, is in collaboration 
with the Department of Land and Surveys, in order to promote the exchange of marked private land with 
state land. However, the Department of Land and Surveys (DLS) in a letter to the Ministry of Interior dated 
24.8.2015, informed the Ministry that, in view of the fact that all state property has been recorded and 
several immovable properties will be transferred to the Central Bank, the exchange process becomes more 
difficult. Reports on this topic are listed in Section 2.6.5 of this Report regarding the DLS.  
Package student welfare measures. 
The Council of Ministers with its Decisions dated 26.2.2009, 10.9.2009 and 6.10.2009, approved targeted 
measures to enhance the students’ welfare, applying selection criteria and a point system for students. 
Measures include allowances for housing, food, buying or upgrading a computer and buying books to 
eligible students of public and private universities. Beneficiaries are students whose family per capita 
annual gross income does not exceed €12,000. 
For 2014 the amount paid to universities for the above purpose amounted to €3.159.812. 
In accordance with the procedure established, applications are submitted by interested students to their 
universities. The Ministry calls on universities to submit many related statements as well as to maintain a 
file with all the necessary information, in which to record copies of issued cheques to the beneficiary 
students. However, no subsequent control is exercised as to verify whether the approved amounts were 
paid to the beneficiary students, in order to ensure the proper handling of the entire process. 
On 4.9.2015 a bill was sent to the Legal Office for legal vetting, entitled "The Law on the State Student 
Welfare, Law of 2015", which was prepared after the Council of Ministers Decision no. 78.358 to approve 
the procedures for the establishment and operation of an Entity which will be responsible for managing all 
the educational benefits from the academic year 2015/16 ownwards, which is still pending. 

 
Recommendation:  To plan posteriori sample checks to verify the proper handling of the whole 
process of payment to the beneficiaries. 

Recommendation:  To set a timeframe and to intensify the whole issue, in collaboration with the 
Statistical Office, for the purpose of establishing  an agreed mechanism for calculating cost indicators 
per student annually. 



 

 

Compensation of Experts. The proposed budget provision was intended to cover foreign experts' expenses 
(airfare, compensation/fees, accommodation/food costs) involved in assessing/studying the courses of 
studies in Private Higher Education Institutions in Cyprus and for any other studies. 
For 2014 the budgeted amount was of €257.800 and expenditure amounted to €240.040. 

  
Feeding Program. During the school year 2014/15 a survey was conducted by the Ministry, which involved 
62 schools in all provinces and in all levels of education. According to a note to the Minister, the total 
number of students who participated was 2.019 out of 13.500 students who are integrated in the breakfast 
feeding program. Of the 2.019 students, 1.748 (ie 87%) were taking their sandwich, while the remaining 
271 (ie 13%) were either not taking it, or they were taking it and were throwing it in the basket. The same 
proportions, apply to juices as well. Also, it states that recommendations were made to the Inspectors of 
Primary and Secondary Education, responsible to take all the steps necessary to solve the problem, 
including issuing a circular schools to take measures to reduce the beneficiaries not responding. 
On 11.6.2015, the Ministry sent a letter to all school principals, inviting them, for the new school year 
2015/16, to make a rational and rigorous selection of students in need and to end the policy of inclusion in 
the list  children who do not really need assistance. 
Also, in the Ministry’s Circular dated 9.9.2015, regarding the "Feeding students in need during the school 
year 2015/16” , it is stated, inter alia, that the provision of breakfast will start on 10/02/2015 instead of the 
first day of the presence of children at school. 

 
 
Cyprus Olympic Committee. The European Small States Games 2009 (ESSG 2009) took place in Cyprus 
during the period 1-6.6.2009. According to the financial statements of the Cyprus Olympic Committee 
(COC) for the year 2013, from these games, a deficit amounting to €685.487 was created which the COC is 
requesting to be covered by the Ministry. 
The Council of Ministers decided on 11.3.2015 to authorise the Minister of Education and Culture to hold a 
meeting with the participation of the Auditor General, the Director General of the Ministry of Finance and 
the President of COC for examination of the issue of coverage or not of the deficit. This meeting took place 
on 27.4.2015 and it was decided that the Auditor General of the Republic, in cooperation with the Cyprus 
Sports Organisation (CSO) and COC, to investigate the deficit of ESSG 2009 issue and inform the Minister of 
Education and Culture regarding the results of this investigation in order to promote relevant Information / 
Proposal to the Council of Ministers, pursuant to its Decision 11.3.2015. The investigation into the matter is 
in progress. 
It is noted that for the organisation of the above sports, the COC compiled an initial budget of expenditure  
of approximately €1.500.000, which was submitted to the  ESSG (Commission) on 20.6.2007, while the 
revised budget of costs, which was submitted to CSO on 12.5.2009, ie 19 days before the start of the ESSG, 
amounted to €4.287.498. The large increase between the initial and revised budget of €2.787.498 (186%), 

Recommendation: It is expected that the Ministry will take steps in future to ensure that the Food 
Program begins with the start of the school year. 

Recommendation: To consider reducing the daily allowance for accommodation, food and travelling 
and to implement the relevant circular of the Ministry of Finance to reduce these allowances by 15%. 
Also, the conditions of payment to be consistent with the government circular on the subsistence 
allowance abroad which applies to civil servants. 



 

 

may be due to weaknesses concerning the budget monitoring and it is also claimed that costs were 
incurred without authorisation, resulting in a large excess over the original budget . Given the requirement 
of COC for the payment by the State of additional amounts to cover expenditure concerning the ESSG 2009, 
our Office was asked to investigate the matter. At this stage, the submission of relevant data by COC is 
pending. 

 
Tenders. 
Weaknesses in Procurement Management and in the preparation of Projects’ Final Accounts: 
Meeting of DCVC dated 14.10.2014 - Elementary School of Kalogera - general improvement - provisional 
final account. In our letters to the Director General (DG) of the Ministry in October 2014 and March 2015, 
we noted that, since in the tender specifications it is provided that the project should be delivered in 
phases, with each phase beginning once the previous phase is delivered for use, the amount established in 
Annex 2 of the contract as penalty (€85 / day), refers to each phase separately. In view of the above, we 
observed that the method of calculating the penalty - as calculated – based on the total amount of the 
contract - and not on the cost of this phase – meant that both the disproportionate reduction of the 
penalty and the amount deducted (€11,70 / day), do not  represent the real / contractual amount that 
would normally be deducted and which amounts to €85 / day. 
We also noticed that the total  unjustified delay time, calculated by the Coordinator of the Contract for the 
enforcement of a penalty in phase B’ of the project, was estimated at 177 days, while our Office  calculated 
it at 195 days. Finally, we noted that while the amount of the provisional final account amounted to 
€474.518, the Contractor was paid €487.377. 
The Director General of the Ministry informed us in January 2015, that the total unjustified delay time is 
actually 195 days instead of 177 days and there will be a correction at the final account preparation stage. 
She also informed us that the withheld amount had not yet been returned and amounts to €30.303, which 
was taken into acccount in the summary statement of the provisional final account and that if the 
Contractor fails to meet the payment of the overpaid amount, the Ministry will refer the matter to the 
Attorney General in order to claim the amount legally. Finally she informed us on the calculation method 
of the daily delay penalty, which was based on the total amount of the contract rather than on the amount 
of each phase separately. 
In July 2015, the Director General of the Ministry informed us that the DCVC of the Ministry decided in its 
meeting on 07.07.2015 to approve the final account of the project for the amount of €454.028, which 
takes into account the deduction of a penalty amount of €16.575 (195 days for Phase A’) and €510 (6 days 
for Phase B’), with a daily rate of deduction €85/day, as we proposed in our aforementioned letters. 

 
 
Accelerated Procedures: (a) No. of Competition TS122/2014 - High School Kokkinochoria Foti Pitta - 
Maintenance of protrusions, (b) No. Competition TS88 / 2014 – B’ Elementary School at Sotira Famagusta 
- Construction of Steel Roof. In our letter to the Director General (DG) of the Ministry in October 2014, we 

Recommendation: In building / construction projects of the Technical Services of the Ministry, where 
the conventional execution time is divided into separate phases of delivery, a relevant provision 
should be made in the tender documents for imposing a penalty (amount / day) due to unjustified 
delay, for each phase separately. 

Recommendation: Until the completion of the investigation regarding the deficit of the ESSG 2009 by 
our Office, the Ministry should not make any relevant payment to the COC. 



 

 

observed that in both the above competitions, the Technical Services of the Ministry proceeded to reassess 
the cost of the project, after the submission and opening of tenders. Specifically, in one of the cases, the 
amount of the reassessment was increased compared with that of the initial assessment, while in the other 
case it was reduced. In both cases, the amounts as per the revaluations were very close to the price bid of 
the lowest bidder.  We also observed that in the tender evaluation reports, further than the analysis of the 
reassessment (quantity / unit price), there was no documentation of the reasons for the reassessment of 
the cost of the projects, except for one reference, that due to the tender prices received, the Evaluation 
Committee had considered appropriate to recheck the  estimated cost and considered the amount of the 
reassessment as correct. In view of the above, we stated that while on one hand the estimated cost is an 
essential criterion for assessing bids, on the other hand, the reassessment of the cost, after the submission 
of tenders, is incompatible with the law. 
The Secretary General of the Ministry informed us in December 2014, that she agreed with the position of 
our Office that the estimated cost of a project is determined before the notice of competition, something 
which applied in both competitions, and that this is an essential criterion for the evaluation of bids. She 
informed us of the reasons why the original estimate was proved to be wrong. 

 
 
Meetings of DCVC of the Ministry of Education dated 6.5.2015 and 12.5.2015. In our letter to the Director 
General (DG) of the Ministry in May 2015, for the meeting of DCVC dated 5.6.2015, we noted that for the 
project for the Elementary School of Abbey - Monagroulli, the request for approval of project changes was 
submitted belatedly to DCVC, in violation of the provisions of the relevant circulars of the competent Public 
Procurement Authority. Regarding the change of the two diaphragms which were included in the study, we 
observed that, in the Coordinator’s note, both the total cost of the new diaphragms (€12.695) and the 
reasons that made this change technically necessary, were not documented and we requested the 
submission of all relevant documentation to enable the request to be examined by the DCVC. 
The Director General of the Ministry copied a letter dated 7.2.2015 to us which was sent to the Ac. Director 
of the Technical Services(TS) of the Ministry, and to the President / Members of DCVC, which includes 
instructions for the following issues: 
(i)       the obligation of DCVC to include on its agenda all issues which will be discussed    at the meeting 
(new and postponed), 
(ii)        timely - written - query / queries to our Office, in terms of handling matters of DCVC/ other issues, if 
clarification is needed or there is a disagreement with the views / positions of our Office, 
(iii)      notification - before the meetings of DCVC  - of our Office letters relating to the issues related to 
those under examination by DCVC, both to the President and the Members of DCVC and 
(iv)       providing written instructions to Officers / Project Coordinators of TS, so that their reports to DCVC 
include in detail all the necessary documentation of requests, in order to avoid problems and / or delays in 
the process of the approval of changes. 

Recommendation: Because the estimated cost of a project is arrived at before the tender notice and 
it is an essential criterion for the evaluation of tenders, the estimation should be prepared with great 
care, taking into account the market realities (eg same/similar recent offers), the conditions and the 
nature of the works, any specific features as well as the correct quantities of the works. 



 

 

 
 
F’ Public Kindergarten St. Stylianos Lakatamia: Drywall Construction - Completion of an incomplete 
project - No. of competition TS 167/2014. With the letter of Technical Services (TS) of the Ministry dated 
26.2.015, the consortium that undertook the project, for an amount of € 257.900, was informed that the 
start date of the work is determined to be 2.3.2015 without the Consortium first submitting the necessary 
certificates (Income Tax, VAT, Social Security Services) ie that the Consortium had settled - both of its 
members – their debts before signing the contract. These certificates had finally been submitted by the 
Consortium on 5.5.2015 and the contract was forwarded by the Ac. Director of the TS of the Ministry to the 
Director General on 8.5.2015, the date on which the contract was signed with the Consortium, ie two 
months after the official start date of the project’s works. During the above period, there was no signed 
contract with the Consortium. 
In our letter to the Tax Commissioner on 6.5.2015, we inquired as to whether the Consortium which 
undertook the construction of the above project, had settled its debts, both for income tax and for VAT, on 
the last date of submission of the tenders of this competition, which was on 23.1.2015, because on the 
relevant certificate of the Tax Department, the date on which the debts of one of the members of the 
Consortium were settled was not noted , as required. 
The Tax Commissioner informed us on 13.7.2015 that the Consortium which undertook the construction of 
the above project, had on 23.1.2015 its relevant debts settled. He also reported that, it was inadvertently 
that the date on which a member of the Consortium has settled its debts to the Inland Revenue was not 
noted on the certificate. 
Subsequently, the Minister of Education and Culture sent on 15.7.2015 a letter to the Attorney General 
(AG) of the Republic attaching the certificates which were submitted by the two members of the 
Consortium for Income Tax and VAT, informing him that before the submission date of the tenders 
(23.1.2015), one member of the Consortium had made a verbal agreement to offset his debts to the Social 
Insurance Fund with his credit balance of VAT, which never happened before 23.1.2015. Therefore he said, 
he considers that there was no fraudulent intention on the part of the Contractor to submit a statement 
that he had settled his obligations, since he had taken into account the above oral agreement. Based on the 
above, he requested the opinion of the AG of the Republic as to whether the contract with the Contractor 
can be considered valid. 
Our Office, with its letter dated 20.7.2015 to the  Minister of Education and Culture - with a copy to the AG 
of the Republic - expressed the view that the certificate for tendering purposes, annexed to the 
aforementioned letter from the Minister of Education, is not considered that it documents the compliance 
of the tenderer with the provisions of the tender documents, since it does not state whether he has 
complied (one member of the Consortium) with the submission of his tax returns until the date of its issue 
and also it does not mention that the above person has no debts to the Commissioner of Taxation as at 
23.1. 2015. Also, upon further investigation by our Office, it was found that this company did not file tax 
returns for the years 2011 to 2014. Based on the above data, we expressed the view that there is a serious 
issue for the two certificates issued by the Commissioner of Taxation, as well as for the tenderer’s 

Recommendations: 
(a) To monitor the implementation of the above instructions of the DG of the Ministry to the Ac. 
Director of the TS of the Ministry and the Chairman / Members of DCVC. 
(b) To provide guidance to qualified officers / coordinators of projects of the TS of the  Ministry to 
implement the relevant circulars of the Competent Authority of Public Procurement, especially in 
matters of changes, extensions of time, penalties and preparation of final accounts. 



 

 

declaration, which was submitted with the tender, ie that he had settled his obligations. In addition, we 
observed that the letter from the Social Insurance Services (SIS) dated 14.7.2015, on which it was stated 
that it was agreed by SIS not to proceed with legal action pending the offset of the company’s debts with 
refundable VAT, could not be regarded as a satisfactory element and/or sufficient justification, since, as 
indicated in the said letter, the offset was made in March (ie. after the date of submitting the 
tender).Considering the above, we expressed the view that the offer of the tenderer should be cancelled 
and at the same time the participation guarantee in the competition to be redeemed. We proposed that an 
administrative inquiry is held in parallel (separately by each service for its own issues), for the handling of 
the matter by the responsible officials of the Ministry of Education and Culture and by the officers of the 
Tax Department and SIS in order to establish the facts and  subsequently to apportion responsibility where 
it may arise. Finally, due to the complex legal issues arising, we suggested that the Ministry of Education 
and Culture seeks advice from the AG of the Republic and inform us about its further actions. 
The reply of the Ministry is pending. 

 
Coverage of the Cyprus Olympic Committee (COC) liabilities to the architect for the construction of the 
Olympic House. For the construction of the project - contract amount: £4.680.804 and final account: 
£5.915.944 - an economic difference arose between the COC (Employer) and the Consultants (Architect). 
Under the arbitration process, the architect presented in May 2008 a claim statement for a payment of 
additional services, amounting to €1.121.516 and, in August 2008, the COC submitted its defense / 
counterclaim for the amount of €2.560.984. For this difference, the COC recommended the termination of 
the arbitration proceedings, proceeded in consultations with the architect and agreed to a payment of 
€400.000 – on the condition that our Office agrees- a cost which would be born by the State, since the 
project was funded to a large extent by the CSO. Based on the data / documents that were sent by the 
Director General of the Ministry of Education and Culture (MEC), our Office has estimated that - for 
amicable settlement purposes - an amount in the region of €146.097 could be paid to the architect and, 
therefore, the above proposal by COC to pay to him an amount of €400.000 could not be accepted. Then 
the Architect – who apparently was informed of our recommendation - presented data / documents from 
the MEC and the COC which had not previously been brought to our attention. We, therefore, 
recommended that the Architect submitted a detailed report with all the additional information / 
documentation in order for us to review the whole issue, which he did in March 2014. The study of new 
data / documents, revealed that those which had been submitted by the MEC and COC were incomplete 
and did not provide a complete picture, since certain events / data was missing. After our note to the 
Central Committee of Variations and Claims (CCVC) in May 2014, which pointed out that, as a result of the 
management carried out by the COC, it is possible that a significant amount is due to the architect since 
2008 and, in order to avoid having the costs to the State increasing any further (interest, etc.), the CCVC 
appointed in June 2014 an ad-hoc Committee to proceed with negotiations with the architect, with the aim 
of reaching an amicable settlement. In May 2015 the mandate of the Committee was extended to include 
the examination / audit of the final project account as well. Based on its mandate, the ad-hoc Committee 
continued its examination of the above issues with its work expected to be completed in October 2015. 
  
 
 

Recommendation: At the stage prior to the signing of a contract there should be documented / confirmed 
that the Contractor meets the conditions included in the tender documents, which provide that the 
tenderer had settled its obligations to the State on the date of the submission of its tender. 



 

 

2.9.1 CULTURAL SERVICES 
Budget execution. The total amount of the Budget for 2014 was €14.8m., of which an amount of € 11,3 m. 
or 76.5% was spent. 
Strategic Cultural Development Plan (Vote 20.08.00.04.364). 
(a)   Artists Neighborhood in Limassol. According to the written agreement signed in 2009 between the 
Ministry of Education and Culture (Ministry) and the Limassol Municipality, the Ministry would subsidise 
the restoration, the possible extension and the building equipment that will form the core of the Artists 
Neighborhood and the final amount of the grant would be decided when the Limassol Municipality would 
submit a budget for the final cost of the project. Also, the Ministry would provide a grant of €200.000 per 
year for the years 2009 and 2010 and would include the necessary provisions in the budgets for the 
following years. If the Limassol Municipality did not utilise the amount of the grant, the Ministry could 
reduce or end them. The duration of the agreement was established for ten years with automatic renewal 
for another ten years, unless one of the parties requested the termination of the agreement in writing. 
It was ascertained that in 2009, the Ministry paid to the Municipality of Limassol an amount of €200,000, 
without the Municipality  having submitted a project budget. Then, in 2012, the Limassol Municipality 
Ministry submitted to the Ministry a preliminary estimate of the project cost, according to which the total 
cost was estimated at €990.000, plus VAT. On 7.11.2012 a new agreement between the parties was signed 
under which the grant of the Ministry for the project would be as follows: 
(i)        A’ installment of €200,000 (paid in 2009). 
(ii)       B’ installment of €200,000 (paid in 2012). 
(iii)   The balance will be paid in annual installments of €50,000, beginning in 2013, provided that the 
financial conditions will allow it and that the maximum grant will not surpass t €680.000. 
In 2013 a provision was included in the Budget amounting to €50,000, but no amount was paid to the 
Municipality of Limassol  because the project  had not even begun . 
In 2014 a provision was included in the Budget amounting to €50,000, which was paid to the Municipality 
of Limassol, since, according to a letter of the Municipality, works began on 19.9.2014. However, as stated, 
the Cultural Services failed to take a copy of the contract between the Municipality and the contractor for 
the execution of the project on which the total cost of the project and the start and completion date would 
be stated. 

 (b)   Musical Strings Workshop / Musical Talent Development Program. The Musical Talent Development 
Program is in operation since October 2006, initially as a Music Strings Workshop by creating a violin class 
and for the purpose of enhancing the role of music education. In 2008 a Proposal for the Musical Strings 
Workshop to be upgraded and renamed Musical Talent Development Program, was submitted to the 
Council of Ministers and was approved by its Decision no. 67.949 dated 12.11.2008. 
(i)  Contract for services of an Artistic Director for the Musical Talent Development Program. As 

mentioned in our previous report, after the consent of the Ministry of Finance, the Ministry of 
Education and Culture signed on 28.5.2012 a contract with the artistic director for three years, with a 
start date of the contract the 25.6.2012 and a provision to extend it for the next three years as 
artistic director of the Music Talent Development Program, for 18 working weeks per year and a fee 
of €75.600, plus VAT, per year (including travelling and subsistence). The three-year contract with the 

Recommendation: The Ministry should obtain a copy of the contract in order to monitor the progress 
of the project works and if this is not satisfactory it should proceed in freezing the grants to the 
Municipality. 



 

 

artistic director expired on 24.6.2015 and then it was given a temporary extension for six months, ie 
until the 24.12.2015. 

   We pointed out that no monitoring by the Cultural Services is exercised for the number of weeks that 
the artistic director visits Cyprus, in order to ensure compliance with its contractual obligations. Our 
Office considers that the maintenance and submission of the above information should also be 
provided in the contract so that the Ministry exercises the necessary control, through the Cultural 
Services. 

 
(ii)      Evaluation of the Programme. Our Office recommended that the Musical Talent Development 
Program is reassessed as to the benefit that occurs from its operation in relation to its purpose and the high 
cost resulting from its operation. 

For this purpose there was an invitation of tenders for the evaluation of teaching and educational 
methods, common objectives and functions as well as the results of the performance levels of the 
three musical programs: (1) Musical Talent Development Program (MTDP), (2) Music Workshop of 
Youth Symphony Orchestra Cyprus (MWYSOC) and (3) Music Schools (MS). The Cultural Services in a 
letter to the successful tenderer dated 21.4..2015, informed him of the award of the tender for an 
amount of €12.500 plus VAT but, as we were informed, no contract was signed. According to the 
tender specifications, the timeframe for submission of the draft report of the evaluation was the 
31.5.2015, the comments by the contracting authority should have been submitted by 8.6.2015 and 
the final report by 15.6.2015. The Cultural Services, in a letter to the Ministry dated 4.5.2015, 
suggested amending the evaluation timeframe for submission of the draft evaluation report until the 
15.6.2015, the comments from the Ministry until the 18.6.2015 and the final report until the 
29.6.2015, without any such relevant provision in the tender documents. The final report, which was 
presented on 10.8.2015, stated, inter alia, that because of a disagreement between the Music Talent 
Development Program (MTDP) and the Music Workshop of Youth Symphony Orchestra Cyprus 
(MWYSOC), it seems that the idea of preparing the talents of the Program for the Cyprus Youth 
Symphony Orchestra has been overlooked and that an intervention may be necessary to achieve the 
necessary cooperation for better results for the students and the cultural life of the country. It is also 
noted that there is no vision or strategic plan at Government level on the objectives of the music 
development and education. Regarding the results of the programs, it was observed that students of 
the MWYSOC have progressed in musical studies in Conservatory and that for the students of the 
Musical Talent Development Program, such an assessment may not be carried out as the eldest 
student is 15 years old but there is scope for musical studies in Conservatory. 

 
Cultural Infrastructure (sub group of expenditure 20.08.16.08.165). 
(a)    For the above vote which was intended to cover expenditure for the implementation of projects 
aimed at creating cultural infrastructure there was an original provision of more than €2m., which was 
decreased, after transfers, to €1.6 m. and an amount of about  €531.348 was spent, ie 67.4% remained 
unspent. 
 (b)  Culture Centre. The Culture Centre was included in the Operational Programme "Sustainable 
Development and Competitiveness 2007 - 2013", which is funded by the European Union, but no 
application for “major project” has been submitted to the European Union and, as a result, its funding is  

Recommendation: This evaluation report should be studied and utilised immediately. 

Recommendation: It is expected that, in case of renewal of the contract with the artistic director, the 
terms of his contract will be reviewed and clear obligations of him will be included.  



 

 

doubtful. 
Our Office in a letter to the then Director General of the Ministry of Education and Culture was requesting 
since 2011 to take, as soon as possible, a final decision as to the fate of the project, given that the 
timeframe for implementation and possible financing had already been exceeded and the economic 
conditions of our country were difficult. Details for this matter are given in our Report of last year. 
On 7.11.2014 the Director General of the Ministry of Finance with her letter informed our Office that the 
Finance Minister has already assigned to the Assistant Accountant General of the Republic the conduct of 
an administrative inquiry, which is not yet completed. 
Finally, the Council of Ministers on 26.8.2015 decided, inter alia:  
•         The indefinite suspension of the construction of the Cultural Centre project. 
•       The appointment of a Staff Committee consisting of representatives from the Ministry of Education 

and Culture, the Ministry of Finance and the Ministry of Transport, Communications and Works 
(Department of Control), as well as the Auditor General as Observer, with terms of reference being 
the management of the Foundation's outstanding matters and the implementation of the decision to 
dissolve the Foundation and the updating  of the Council of Ministers. 

            •         To authorise the Minister of Finance to prepare  relative legislation for the transfer of the staff of the  
Foundation  to the Public Service. 

•       To ask the Ministry of Education and Culture and the Ministry of Finance to ensure the 
implementation of the above. 

 

 
(c)   European Cultural Capital "Paphos 2017". The Council of Ministers with its decision no. 72.762 dated 
4.11.2011, approved the provision of financial assistance amounting to €5 million. to be paid from 2013 
until 2017, to the city which would have received the nomination of the European Cultural Capital for the 
year 2017, provided that certain conditions are met. On 14.9.2012, the Paphos city was chosen as the 
European Capital of Culture for the year 2017, after a competition. 
The Council of Ministers in its decision dated 9.7.2014, approved the establishment of a three-member 
committee, consisting of the Ministers of Finance, Interior and Education and Culture, for the monitoring of 
the actions funded by the state with regard to the proper financial management and monitoring of the 
institution of the European Cultural Capital “Paphos 2017”as well as the participation of the competent 
Directors of Departments of the Ministry of Education and Culture and of the Ministry of  Communications 
and Works as Observers to the Board of the Agency for  the monitoring of the implementation of the 
cultural program of “Paphos 2017”. 
In addition, the Council of Ministers approved the diversification of the use of the state subsidy so that it 
can cover both operating costs and cultural programs which the Agency will develop. In addition the 
European Cultural Capital Agency - Paphos 2017 Ltd, committed to submit to the Ministry an account, both 
of its actions taken each year and of the sponsorship management which it will be receiving, in order to 
enable it to carry out the necessary monitoring before granting the sponsorship for the following year. That 
is the monitoring will be carried out after the payment of the grant and not in advance, as planned by the 
Council of Ministers Decision dated 4.11.2011. 
:In relation to the above issue, the following were observed: 
(i)    On 4.7.2014  an amount of €300.000 was paid as sponsorship for 2014 to the European Cultural Capital 

Recommendation: It is expected that the said decision of the Council of Ministers will be 
implemented. 



 

 

Agency - Paphos 2017, without the relevant evidence being presented beforehand, as envisaged by the 
Council of Ministers Decision dated 4.11.2011. It is noted that the House of Representatives approved the 
release of that amount on 1.7.2014. 
(ii)    On 23.12.2014 an amount of €200.000 was paid as the balance of the sponsorship for 2014 after its 
release by the House of Representatives on 17.12.2014, since according to a note from the Director of 
Cultural Services dated 4.12.2014, the European Cultural Capital Agency - Paphos 2017 submitted a 
financial report for 2013 and an activities report for 2014. It was found, however, that the above amount, 
as the amount of €300.000, which was paid on 4.7.2014, was paid by submitting drafts of financial 
statements of the European Cultural Capital Agency - Paphos 2017 for the period from March 27, 2013 until 
December 31, 2013 and not audited financial statements, in violation of Article 29 of the 2014 Budget Law, 
which expressly states that, any credits in excess of the amount of €150.000 allocated as grants to 
organisations and other entities are given on condition that an activity report and audited accounts will be 
communicated to the House of Representatives.  
(ii)    Until 31.12.2014 an amount of €650.000 was paid as grant to the Agency. According to the audited 
financial statements, of the European Cultural Capital Agency - Paphos 2017, the company until 31.12.2014, 
had spent a total of €211.348 and as a result the company’s reserves on 31.12.2014 amounted to €488.945, 
while deposits at banks and in hand were  €518.258. According to a circular of the Ministry of Finance 
dated 8.2.2012, the Ministries before allocating any state funding to organisations that are under their 
control, should require organisations to submit their audited accounts of the previous year, the available 
balance at the end of the previous month and a detailed cash flow statement for the current financial year. 
It is noted that on 14.8.2015, €1 million was paid to the Agency, without requesting the available balance at 
the end of the previous month, ie July 2015 and, as a result,  the bank balances of the Agency  reached  the 
amount of €1.266.867 on 31.8.2015 . 
It is noted that the issue of state grants is also governed since March 28, 2014 by the  Accounting and 
Financial Management and Financial Control of the Republic Law of 2014 (L.38 (I) / 2014), Articles 24-28 
which regulate it. 
As provided in this Law, grants 
(a)     are governed by the principles of transparency and equal treatment, 
(b)    are limited to the overall ceiling of eligible costs under the activity or the program for which they are  
given,  and 
(c)    are published by the Accountant General, within three (3) months from the end of the financial year in 
which they are granted. 
It is also determined that the legal and / or natural persons receiving grants should: 
(a)    comply with the principles of sound financial management in accordance with the current article 7 of 
the Law, which establishes the obligation to respect the principles of economy, efficiency and effectiveness, 
(b)     operate transparently and on the basis of the principle of equal treatment, 
(c)     ensure and demonstrate that sponsorship is utilised for the purpose for which it is provided, 
(d)      ensure the implementation of an effective and efficient internal control system, 
(e)     use an accounting system that gives accurate, complete and reliable information at any time, 
(f)     be subject to independent audit, carried out in accordance with International Standards on Auditing 
and which includes the financial statements, and 
(g)     apply appropriate rules and procedures to ensure and demonstrate the rational management of the 
State sponsorship. 
Given the above, the grants paid to the Agency during 2014, were not lawful, since they violated the 2014 



 

 

Budget Law, as mentioned in paragraph (ii) above which, regarding the grants paid in 2014 and in 2015, 
there has been a violation of the Law N.38 (I) / 2014 and the Finance Ministry circular dated 8.2.2012. 

 
Grants to Cultural Agencies and to Individuals for Cultural Events. The amount approved in the budget 
was €3m. and total expenditure amounted to €2.32m. or a percentage of 77,47% (2013: €3 m., €2.85 m. or 
95%, respectively). 
It was observed that the monitoring of the Vote is still made with regard to the total budgeted amount and 
not by expenditure category, resulting in excesses in certain categories, which are covered by the 
provisions for other categories which remained unspent. As an illustrative example, is the  category 
"Theatre", for which expenditure amounted to €329.875, while the corresponding provision in the 
explanatory memorandum was €280.000, as well as the category 'Movies' for which expenditure amounted 
to €205.660, while the corresponding provision in the explanatory memorandum was €170.000. 
 
 
 
 
(a)   Programs for subsidising cultural activities. For 2014, the Cultural Services applied the following four 
programs for subsidising the activities / programs / events in the cultural sector: 
•        Program for annual grants to Cultural Agenies. 
•       Program for annual grants to Municipalities. 
•        Program for annual grants to Communities . 
•       Program for grants to Individuals. 
There were cases of grants to agencies, outside the criteria and conditions of the Programs. Specifically, 
subsidies were granted without the submission of the prescribed application form by the established 
deadline, but later. Grants were also approved without the submission of all necessary data, as provided in 
the relevant terms of the Programs. 

 
 (b)     Grants for the operating expenses of agencies. As established by our audit of the forms for the 
grants for the operating expenses of 2012, there was no documented policy as to the rate of subsidising  
the operating expenses of beneficiaries. In 2013, the application form for subsidising the operating 
expenses was cancelled and eligible operating expenses were determined and the beneficiaries were 
informed in writing, accordingly. Our Office recommended setting a maximum rate for subsidising the 
eligible operating expenses of the beneficiaries. However, in 2014 it was found that there was still no fixed 
policy on the rate of subsidising these expenses. For example, in the case of Artos Cultural Foundation, 
while the total expenses eligible for subsidisation was €77.850, an amount of €17,500 was approved, ie. a 
rate of 22.4%, while in the case of EKATE the total  expenses eligible for subsidisation was €44.380 and an 
amount of €27,800 was approved, ie.  a rate of 62.6%. 
For 2015, it was observed that there was a differentiation as to the criteria used and a provision was added 
whereby beneficiaries may receive up to 40% of their eligible operating expenses to a maximum amount of 

Recommendation: The Cultural Services should implement strictly and uniformly, in all cases, the 
conditions set out in the Program for grants to Cultural Agencies. 

Recommendation:  It is expected that in all cases there will be compliance with the legislation and the relevant circulars of the Ministry of Finance. 

Recommendation: The expenditure to be monitored by category and to be limited to the approved 
provisions for each category as in the explanatory memorandum. 



 

 

€20.000. An example is the case of the association NEME, for which a grant of €10.000, to cover its 
operating expenses at a rate of  39,31% of its  eligible expenses, amounting to €25.438, was approved. 
Additionally, it was found that the different Agencies receive a grant for operating expenses without the 
prior existence of an approved program, with defined terms and conditions. There isn’t either, as 
mentioned above, an Application Form which the Agencies can use to apply, as is the case with the Annual 
Grants Programs, but instead, the Cultural Services send a letter to specific agencies regarding subsidising 
their operating costs. 

 
Kypria International Festival 2014. The amount budgeted for the Kypria International Festival of 2014 
amounted to €500.000 and, based on the explanatory memorandum of the Budget, the proposed provision 
was intended to cover the organisational costs of the Festival, which host foreign music, theater and other 
bands and art films and other events. The actual cost of the Festival for 2014 amounted to €453.130. 
From the audit, however, it was found that the agreement concluded with the Artistic Director, at a 
contract value of €15.700 plus VAT, as well as some of the agreements between the Ministry and producers 
of events within the framework of the said Festival, are stamped but they are not signed by witnesses 
and/or bear no signature. 

 
Operating expenses of Houses of Literature (Vote: 20.08.16.03.072) - Costas Argyros Foundation. The 
approved provision in the explanatory memorandum of the Budget for 2014 and the payment of the grant 
for the operating costs and expenses for the upgrade of the building of the aforementioned Foundation, 
under the Vote 28.08.16.03.072 “Operating expenses for the Houses of Literature”, amounted to €60.000 
and €100.000 under the Vote 20.08.00.04.364 “Strategic Cultural Development Plan”. During the relevant 
audit it was observed that, although the deposits of the Foundation at 31.12.2014 amounted to €411.541 
and although the tenders for the upgrading of the building had not been awarded, grants amounting to 
€55,800 and €100.000, respectively, from the above funds were given to the Foundation on 14.7.2014. On 
13.8.2015 the Ministry of Finance approved a grant of additional appropriations of €300.000, out of savings 
from other funds, for the upgrade of the museum. It is noted that the entrance to the museum is free and 
therefore, all the Foundation's expenses are covered by government subsidies.  It is also stated that, in a 
letter of the Registrar of the Museum to the Chairman of the Board of the Foundation, dated 5.11.2014, a 
reference was made regarding the preparation of a feasibility study for the Foundation. 

 
2.9.2  SCIENTIFIC RESEARCH CENTRE 
Budget execution. The overall state of implementation of the budget for the years 2010 to 2014 is shown 
in the table below: 

    Approved Budget  Total Expenditure                               Unspent  
     amount                           percentage 

Recommendation: To consider the possibility that the Foundation charges entrance fees to visitors, 
as it is done in other museums, in order to cover, at least, part of the costs. Also, payments to the 
Foundation should be linked to the progress of the construction works and the actual necessity for 
such payments, depending on the bank balances of the Foundation. 

Recommendation: It should be confirmed in every case that contracts are fully completed / signed. 

Recommendation: For purposes of good administration, equal treatment and transparency, there 
should be an approved program with terms and conditions which should be published and which should 
include an Application Form under which those interested can apply, as is the case of the programs for 
the Annual Grants. 



 

 

2010                  €              €              €           % 
Ordinary  656.508  495.991  160.517  24 
Development  472.878  155.042  317.834  67 
  1.129.384  651.033  478.351  42 
2011         
Ordinary  660.125  485.730  174.395  26 
Development  442.872  139.165  303.707  69 
  1.102.997  624.895  478.102  43 
2012         
Ordinary  531.684  488.659  43.025  8 
Development  276.060  101.625  174.435  63 
  807.744  590.284  217.460  27 
2013         
Ordinary  511.819  463.848  47.971  9 
Development  130.050  85.142  44.908  35 
  641.869  548.990  92.879  14 
2014         
Ordinary  500.458  350.771  149.687  30 
Development  130.050  64.138  65.913  51 
  630.508  414.909  215.600  34 

As shown in the table above, the implementation rate of the Development Budget was low in the years 
2010, 2011 and 2012, while for 2013 and 2014 the unspent amount was reduced, compared to previous 
years, due to the reduction of the original budget. 
 
 
  
Staff. At December 31 2014, the Centre employed three permanent employees (compared with 5 
permanent positions), the earnings of whom were charged to Chapter 1 of the Budget, one librarian, the 
earnings of whom were charged to the budget of the Cultural Services, 1 seconded teacher (2/5) , 1 cleaner 
(3/5) and one messenger (1.5 hours a day), the earnings of whom were charged to other heads of the 
Budget. The expenditure for salaries of staff were as shown below: 

Year      2010     2011      2012        2013        2014 
Approved permanent positions   13 13 8 5 5 

No. of staff  5 5 5 4 3 
Vacant Positions  8 8 3 1 2 
Amount spent  384.085  398.173  402.607    381.977  288.373 

 
In the 2010 and 2011 Budgets there was a position for a Director, three positions for Senior Researchers, 
four positions for Researchers A’ and five positions for Researchers, respectively. In the 2012 Budget the 
five positions of Researchers were abolished. In the 2013 Budget, three of the four positions of Researchers 
A’ were abolished and in the 2014 Budget the positions remained as they were in 2013. 

Recommendation: The Development Budget should be prepared taking into account the possibility of its 
execution. 



 

 

Publications.  The  publications by the permanent staff of the Centre and by external partners and the 
proceeds from sales in the years 2010 - 2014 were as follows: 

* One of the publications was issued in collaboration with permanent staff. 
It is noted that the above figures of the  publications of the Centre do not include the annual yearbook. 
Research projects. 
Delays in the completion of research projects. It was observed that there are still delays in the completion 
of research projects, particularly as regards certain projects which began several years ago. The table below 
shows the publications that were scheduled for the years 2010, 2011, 2012, 2013 and 2014 based on the 
budgets of the Centre, the actual publications made during the year in which they were planned and the 
total number of the publications of the year. 

Year  Planned publications   Number of publications made during the year in which they were planned 
 Total number of publications 

2010  12  4  5 
2011  9  4  5 
2012  7  5  6 
2013  7  3  4 
2014  6  4  4 

Mainly due to weaknesses in the old contracts, ie the non inclusion of provisions for sanctions in the event 
that the researcher did not fulfill his obligations, it is difficult to impose sanctions and exercise pressure for 
contracts which expired several years ago. 

 
 
 
 
 
 
 
Future role of the CRC. 

         2010         2011        2012          2013          2014 
Permanent staff  1 - - 1 - 
External partners  3 4 5 2 4* 
Total no. of publications   4 4 5 3     4 
Proceeds (€)        16.133       22.138       11.405        9.650         11.120 

Recommendation: Reminders should be sent immediately to all researchers whose time period for 
delivering their project, in accordance with their contracts, has ended. If there is no response on 
the part of the researchers, then they should be informed that the Centre intends to terminate the 
contract, to stop funding, to request the reimbursement of the amounts received from the Centre 
and that they will be excluded from future collaborations. The Centre could also explore whether 
researchers are willing to submit their findings to date, in order for the research to be continued by 
other associates of the Centre. 



 

 

In a note of the Director and of the Senior Researcher of the CRC to the General Director of the Ministry of 
Education and Culture, dated 27.10.2014, the following are stated, inter alia, with regard to the future role 
of the Centre: 
 

 In 1993 the Ministry decided to entrust research projects to prestigious external scientific 
associates rather than employing permanent researchers. With this decision, the Centre 
operated more economically and also had the opportunity to choose the best scientists with 
specific expertise. 

 
 During 2009, the new management of the Centre assigned research projects to external 

associates, without any payment, a tactic which proved correct since the Centre acquired 
associates who really cared for research and not for financial gain. By outsourcing research 
projects to internationally recognised external associates, research was upgrated and sales of 
the Centre's publications increased. 

 
 In March 2011 an Ad Hoc Committee was appointed by the then Minister of Education and 

Culture, to consider the Centre's accession to the University of Cyprus, but no conclusion was 
drawn on the matter. 

 
 Today the Center cooperates with 18 external researchers. 

 
 The World Bank in its Report (April 2014) noted that the Centre was, and will probably 

continue to be, subject to budget cuts and proposed the transfer of the Centre to the Culture 
Services under the Ministry. Also, that research facilities and additional staff is required in 
order for the Centre to have the capacity to submit research projects for funding by European 
and other international sources. 
 

 Possible decision for the Centre’s accession to the University of Cyprus would mean the 
closure of the Centre and the assignment of the creation of a new research center addressing 
Cyprological issues to the University. Since the new center will take a few years to organise and 
produse results, the Cyprological research mainly conducted at the Centre, will be inactive for 
some years. 

 
 The view of the Center is that the Ministry should examine whether there is an economic or 

other serious reason to impose the closure of the Centre. 
 

 The Centre has not reached the end of its life, since archives of Europe, of North Africa, of 
Russia, etc., there are hundreds of thousands of documents related to Cyprus, which have not 
yet been studied. 

 
 The Centre suggested that it continues to operate as it is and in the event that a Directorate of 

Culture is created, then it will be possible to integrate the Centre to the Directory in the same 
way as other departments dealing with cultural issues. 

Instead, the Internal Audit Service (IAS) which examined the operation of the Centre recorded a lack of a 
strategy clearly linked with the Centre’s operational purposes as listed in its internal regulations. The IAS in 
its recommendation states that the administration of the Ministry, after assessing what goals it wants to 



 

 

achieve in the field of Cyprological research, should reexamine whether these goals can be achieved 
through the operation of the Centre, or by alternative ways. 
The Centre, in its reply, stated that, despite the abolition of the positions for researches’, it continues to 
operate efficiently by assigning research projects, covering different areas of Cyprological, to reputable 
scientists in Cyprus and abroad, who are either university professors or research directors at research 
Centers. The total number of research projects which were underway at the Centre were, until 13.09.2013, 
22. These projects are developed without pay and for some the Centre, either covers the costs only against 
receipts, or are without cost coverage. For all projects the Centre covers the costs for printing costs. 
During its monitoring audit, the IAS observed that the Directorship of the Ministry has not taken any steps 
to implement its recommendation regarding the evaluation and review of the goals which it would like to 
be achieved through the operation of the Centre and until the monitoring audit, no strategic plan, through 
which the goals of the Centre could be achieved was prepared 
As we were informed on 27.10.2015 by the Director General of the Ministry of Education and Culture, the 
Ministry of Education and Culture during 2014 took steps for the preparation of a strategic plan for the 
Ministry, which includes the goal of the development of scientific research in the field of Cyprological, 
through the Centre. Our Office, however, considers that a comprehensive strategic plan for the Centre 
should be prepared, if the decision is that it continues its operation. 
 
 
 
 
 
 
 
Library.  
In our previous reports we pointed out that due to deficiencies existing in respect of keeping the library 
register and in the borrowing system before 1996, many books may not have been registered, or were lent 
and were not returned. Some books may be of priceless historical value. 
In 2001 a systematic physical stock take started, which stopped in June 2003 without being completed, 
during which a number of books was not located, whereas duplicate entries, erroneous entries of 
magazines as books were found and books / journals, which were donated to the University Cyprus in 1989, 
were not recorded. 
As we were informed by the librarian of the Centre, reliable conclusions about the books that have not 
been found will be reached  after the full computerisation-classification-ordination of the library, based on 
the new upgraded librarian system, which had not been completed by the date of the audit (July 2015) . 
Hiring of services. 
The Centre has signed annual agreements for hiring services from 1.1.2011 until 31.12.2015. In the 
agreements signed for the period from 1.1.2011 until 31.12.2014, there are elements included which may 
be considered that they indicate an employer / employee relationship. 
It is noted that the recent agreement for the period 1.1.2015 - 31.12.2015 no longer includes the elements 
mentioned above, but includes a new paragraph in accordance of which "the policy can be renewed on an 
annual basis under the same conditions until the issue of all of the archival material ", without, however, 
specifying the time required for completing the job. 

Recommendation: If in the context of the administrative reform and structural changes to be made 
in all departments of the government in the near future, the decision is to continue the operation 
of the Centre, the Directorship of the Ministry and particularly the Centre, should prepare a 
strategic plan where the specific goals and actions, which should be taken to achieve them at the 
base of the vision and mission of the Center, are recorded. 



 

 

 

 
2.9.3 SCHOOL COMMITTEES 
Introduction. With the introduction and application of the School Committees Law of 1997, the Auditor 
General undertook the audit of all School Committees accounts. So, while until 1997 the Audit Office was 
conducting the audit of 42 School Committees (towns and villages where Secondary schools operated), the 
House of Representatives, by approving the 1997 School Committees Law, assigned to the Audit Office 
additionally the audit of the accounts of 160 School Committees of primary school only (primary village 
schools), work which previously was carried out by the Ministry of Education and Culture through the A 
Fund. It is noted that the audit that was previously carried out by the Ministry of Education and Culture did 
not include value for money audits and no auditor's report was issued on the financial statements. So, 
while the Audit Office was responsible for the audit of 42 School Committees, the number of audits of 
School Committees carried out by the Audit Office, reached, from 1.1.1998 onwards, 202. The situation, as 
it was developed, was outside the capability (in terms of staff) of the Audit Office. 
Since the school year 2004/2005, with the mandatory operation of the Pre-primary school education, 
School Committees maintain, additionally, accounts for Pre-primary school education, resulting in a further 
increase of the Audit Office workload for each School Committee under which Pre- primary schools 
operate. 
Under the provisions of the Law on the establishment of School Committees, a phenomenon arose, 
whereby for schools attended by students from different communities,  1 to 3 different School Committees 
for Secondary, Primary and Pre-primary education, were created. There was also a case where in a 
community with two primary schools, a regional one and another for locals, two School Committees were 
established for Primary Education . 
The Ministry of Education and Culture, in reducing the number of School Committees, by relative orders of 
the Council of Ministers published in the Official Gazette in accordance with Article 3 of the Law, in the 
years 2011 to 2014, defined the complexes of  Municipalities and Communities for the purpose of the law, 
in order that only one School Committee operates in each Municipality or Community, with the result, as 
from the school year 2014/2015, the number of School Committees to be reduced somewhat, at 170. A 
total of 45 High schools, 70 Secondary schools, 334 Primary schools and 271 kindergartens operate under 
these School Committees. 
Since 2012, the Audit Office understaffing problem has become more acute due to the freezing of vacant 
permanent positions, the freezing of recruitment of temporary staff and the large number of normal and 
early retirements and therefore audits, during 2012, were carried out only of 6 School Committees, in 2013 
only of 9 School Committees, while in 2014 only 4 School Committees were audited. The Audit Office, 
following an amendment of the Submission of Data and Information to the Auditor General of the Republic 
Law, assigned, in November 2015, the pending audits of the financial statements of a large number of 
School Committees to private auditors / audit firms. 
General observations. 
From the audit of the School Committees the following were observed: 

Recommendation: Hiring services should not be used to cover civil service staffing needs. The 
existence of deadlines for completion of the service deliverables are sine qua non. The Ministry of 
Finance Circular no. no. 1517, dated 14.5.2015, on "Public Procurement for the Purchase / Hiring of 
Services" is relative. 



 

 

Composition and operation of School Committees. Based on Article 8 (1) of the School Committees Law 
(the Law), the Committees are responsible for the general management of primary schools and 
kindergarten. Under Article 6 of the Law, within 10 days, the latest, from the appointment of their 
members, the Committees should be formed into a body and communicate their names to the Minister of 
Education and Culture. It was found that most Committees operate without applying the above provisions 
of the Law and, in addition, there were cases where members of the Community Councils were unaware of 
the fact that they were also members of the School Committees, thus creating problems in the operation 
and financial management of the Committees. 

 
Establishment of School Committees after the nomination of new Community Councils. The 
mandate of the School Committees, in accordance with Article 5 of the Law, shall be five years starting 
on 1 January following the date of appointment and ending on 31 December of the fifth year after the 
beginning of its mandate. According to Article 4 (2) (b) of the Law, the School Committee of a 
Community, is composed of the members of the Community Council. 
On  the undertaking of their duties by the School Committees, cases where identified where the 
outgoing School Committees did not prepare accounts for all the school years of their mandate and 
the receipt and delivery of certificates had not been signed in all cases where School Committees 
changed. Also, the Ministry of Education did not seem to contribute to a smooth transfer of cash 
balances, books of account, documents and other property, to the new School Committees. 

 
School Committee Meetings - keeping minutes. As mentioned in the previous reports of our Office, School 
Committees, as collective bodies, should exercise their powers pursuant to the School Committees Law and 
apply the general principles of the administrative law as codified by Law 158 (1) 1999. It was found again 
that most school Committees do not meet or do not keep records in accordance with the provisions of the 
Law, and, in some Communities, the decisions concerning school matters are taken by the Community 
Councils. 

 
Budgets - Submission approval and execution. According to the provisions of Article 16 (1) of the Law, the 
budgets of School Committees for the next school year, should be submitted for approval before the 1st of 
May of each year. It was found again that some Committees have not submitted budgets for all school 
years, others have submitted their budgets late, while in several Committees deficiencies and weaknesses 
in the proper execution of the Budget were observed. As we were informed by the Director General of the 
Ministry of Education and Culture, within the overall effort of the Ministry of Education and Culture to 

Recommendation: School Committees should meet and keep minutes in accordance with the 
provisions of the School Committees Law and the relevant provisions of the General Principles of the 
Administrative Law. 

Recommendation: It is the responsibility of the Ministry of Education and Culture to supervise the 
application of the relevant legislation regarding the composition of the School Committees and the 
delivery / receipt of property and related documents and accounts from the outgoing to the new 
Committee. 

Recommendation:  School Committees should comply with the provisions of the School Committees 
Law, be established as a body within the time limit prescribed by law and should disclose their names 
to the Minister of Education and Culture. 



 

 

strengthen rural School Committees, an article "External Services", concerning the accounting services for 
the Committees not staffed by the appropriate staff was included in the Budget.  

 
 
Keeping of accounts. Problems and shortcomings are identified in respect of the Committees accounts, as 
mentioned in previous Reports of our Office. Indicatively, School Committees do not issue receipts, making 
it difficult to control and confirm the correctness of receipts, or payment orders fully completed and 
documented with all the necessary data to confirm their costs. No adequate accounts which can be used as 
a basis for the preparation of their financial statements are kept, nor they are preparing conciliatory 
statements at the end of each month for confirmation purposes and monitoring of the correctness of their 
bank balances. 

 
Payroll of staff of School Committees. It has been observed that there are no written procedures and 
instructions for the payment of salaries to the staff of rural School Committees, and that the School 
Committees do not keep the necessary data for calculation and control purposes of the salaries of their 
staff. 

 
Social Insurance Fund. Cases where identified where, in the records of the Social Insurance Fund, the 
Community Kindergarten or the Local Authority are presented as the approved employer of the staff, 
instead of the School Committee. 
It was also observed that a register of sickness benefit recovery from the Social Insurance Fund, in which all 
applications submitted to the Social Security for sickness benefit should be entered, in order to monitor 
and update it with the cheques received and  receipts issued, is not kept. 

 
Internal Audit System/ Supervisory Control. The lack of internal control in School Committees and the 
inability of the Ministry of Education and Culture to exercise effective supervisory control have the effect of 
creating problems and weaknesses in the rational management of operational aspects of School 
Committees. 

Recommendation: There should be strict compliance with the legislation concerning the Social Security 
Fund. 

Recommendation: The payment of salaries to the School Committees staff should be based on 
written procedures and instructions as well as on the relevant collective agreements and the 
necessary records should be kept for calculations and salaries control purposes. 

Recommendation: For the financial management of School Committees, the Ministry of Education 
should ensure that the School Committees comply with the relevant circulars and instructions of the 
Ministry and with the provisions of the School Committees Law and to apply the provisions of the 
Financial and Accounting Instructions and Stores Regulations, currently applicable in the Public 
Service and to keep proper books of accounts. 

Recommendation: School Committees should comply with the provisions of the School Committees 
Law in relation to the preparation, approval and execution of the Budget, which should be compiled 
based on a well studied program, which itself should be based on their real needs and their capacity 
of implementation. 



 

 

As we were informed by the Director General of the Ministry of Education and Culture, the Internal Audit 
Unit established in the Ministry, had already proceeded, among others, to the audit of a number of School 
Committees. 

 
Final accounts. It was found that the accounts submitted by the School Committees for audit, have not, in 
most cases, been examined and ratified by the School Board and signed by the President, the Treasurer and 
by at least two other of its members, in accordance with Article 13 of the Law while several School 
Committees have not yet even prepared and submitted final accounts to our Office for audit. 
The School Committees Law refers to the requirement of submitting accounts to the Auditor General for 
audit. Relevant is also Paragraph 1.6 of this Report concerning the Treasury in which it is explained that, 
according to Article 79 of the Financial Accountability and Financial Framework Law, all General 
Government entities and Local Authorities submit their annual financial statements to the Minister for 
Finance and to the Accountant General of the Republic within four months from the end of the reference 
year. 

 
Debit balances in bank accounts. Cases were identified where School Committees have debit balances in 
bank accounts without any approval from the Ministry of Education and Culture or the School Committee 
itself. 
 
 
 
 
 
Authorisation of payments and signing of cheques. The appointment of members of the School 
Committees which should be authorising payments, signing cheques, and managing their bank accounts, is 
still pending. 
 
 
 
 
Regulations. Apart from the Regulations relating to the maintenance and improvement of school buildings, 
Regulations for the proper operation of School Committees have not yet been issued and neither financial 
guidelines, as provided in Articles 17 and 8 of the School Committees Law,   have neither been prepared 
and approved. 
 

Recommendation:  School Committees should comply with the provisions of the School Committees 
Law and with the Financial Accountability and the Financial Framework Law, in relation to the 
preparation, approval and submission of their accounts to the Auditor General. 

Recommendation: The Ministry of Education and Culture, should exercise effective supervisory 
control for the rational management of operational aspects of the School Committees. 

Recommendation: School Committees should obtain the necessary approvals for debit balances in 
bank accounts. 

Recommendation: It is essential that School Committees appoint their members who may authorise 
payments, sign cheques, and manage bank accounts. 



 

 

 
Establishment of Provident Funds of School Committees. Cases were again identified  where School 
Committees, in an effort to implement the provisions of the collective agreements or to implement the 
guidelines of the Ministry of Education and Culture to establish a Provident Fund for their staff, have set up 
bank, accounts in the name of the Committee or even in the name of the Committees employees in which 
the contributions, in the form of savings, are deposited, without applying the provisions of section 8 of the 
School Committees Law, according to which the approval of related regulations is required by the Council 
of Ministers. 

 
Tenders. Shortcomings and weaknesses in matters concerning the tender procedures were again identified. 
The appropriate procedures to be followed were pointed out. 
 
 
 
 
 
Register of counterfoil books. It was found that in some cases no proper register in which to register all 
kinds of counterfoil books for purposes of monitoring and controlling of all of the counterfoil books 
received from the Ministry of Education and Culture, is kept.  
 
 
 
Computer equipment. The circular of the Ministry of Education and Culture regarding the keeping of the 
necessary data to monitor the computer equipment, the running of software for monitoring and tracking 
purposes as well as the monitoring of its maintenance, in certain cases is still not applied. 
 
 
 
Immovable Property. According to Article 10 of the School Committees Law, immovable property 
belonging to any school and any other relevant right or interest becomes under the possession and 
authority of the relevant School Committee and is registered in the name of the President on behalf of the 
school. 

 

Recommendation: All School Committees should take all necessary steps to identify their immovable 
property, to ensure their deeds are updated and their registration in the name of the President, as 
provided by the Law. 

Recommendation: Regulations for the Provident Funds operating in School Committees should be 
adopted. 

Recommendation: The issue of Regulations for the better implementation of the provisions of the 
School Committees Law and for more efficient and orderly operation of the Committees is utmost 
necessary. 

Recommendation: School Committees are required to comply with the provisions of the public 
procurement legislation and the circular letters of the Competent Public Procurement Authority 
(Treasury of the Republic). 

Recommendation: All School Committees should keep appropriate counterfoil books register. 

Recommendation: The relative circular of the Ministry of Education and Culture must be strictly 
applied. 



 

 

Movable Property - Certificate of physical counting. It was observed again that no physical count of 
movable property to identify any deficits / surpluses for investigation and accounting settlement was 
carried out, nor were the relevant physical counting certificates, which are provided for in the relevant 
Regulations Stores, submitted. 

 
Orders of the Council Ministers to define community complexes. The issue is extensively explained in our 
last Report. There still remains the problem that, apart from issuing directives to the School Committees 
affected, no checks were carried out by the Ministry to confirm and ensure the return of any unspent cash 
balances and / or the monitoring of school equipment. 

 
Pre-primary Education tuition fees. The issue is extensively explained in our last report and relates to cases 
where the collected fees for Pre-primary Education have not been remitted by School Committees to the 
General Government Account for their integration into government revenues. 
As we were informed by the Director General of the Ministry of Education and Culture, the accounting 
department of the Ministry performs checks at the end of each school year and where a difference is 
found, letters are sent to the Presidents of School Committees requesting them to remit the unpaid fees 
immediately. Where there is no response, the Ministry proceeds to deduct the amount due from the grant 
of the School Committee and the School Committee’s President is informed accordingly. 

   

Recommendation: School Committees should remit all collected fees of Pre-primary Education in 
the Government General Account and should not retain any amount without the approval of the 
Ministry of Education and Culture. 

Recommendation: The Ministry of Education and culture should consider the possibility of regulating 
the matter. It will have to make sure the proper management of matters concerning the abolition of 
School Committees as a result of their integration into complexes. 

Recommendation: All School Committees should carry out a physical count of their movable 
property. Physical counting certificates should be submitted to the Audit Office early in 2016. 



 

 

 
2.10 MINISTRY OF TRANSPORT, COMMUNICATIONS AND WORKS 
Tenders  
(a)     Project for the development and management of the port and the marina of Larnaca. Following the 
Council of Ministers decision, the Ministry of Transport, Communications and Works announced a tender 
for the development of the port and the marina of Larnaca with the method of Built - Operate - Transfer 
(BOT). The negotiations with the consortium selected, began in July 2010. 
After intensive negotiations between the management of the project and the consortium selected, the two 
parties reached in August 2012 a preliminary agreement on the contract for the development and 
management - by the consortium - the harbor and the marina of Larnaca. The conclusion of the process 
and the signing of the final agreement, was scheduled to take place if and when the consortium obtained 
the necessary funding from investors. 
Therefore, the Council of Ministers successively approved the extension of the period of the preliminary 
agreement until 15.06.2015, in order to give further opportunity and chance to the consortium to find a 
sponsor. 
On 8.7.2015, the Government decided to terminate the negotiations with the selected consortium, due to 
the inability of the consortium to complete the submission of the required documentation and to resolve 
all outstanding issues, in order to enable the signing of the agreement. 
(b)   Extension of Larnaca General Hospital with the  Process Design, Construction and 12 years 
Maintenance – Submission of Letters of Guarantee of Deposit and of strict Performance – Progress of 
Works. In June 2015, with our letter to the Minister of Transport, Communications and Works, we 
observed the following regarding the handling by the Ministry of the issue of non-submission of letters of 
deposit guarantee and proper execution by the Contractor: 
At a meeting held on 3.1.2014, at the Office of the former Director of Control of the Ministry of Transport, 
Communications and Works and, in the presence of the Contractor, it was agreed with the Public Works 
Department that, while  the submission of new valid bank guarantees for the deposit and for the proper 
execution of the project (the previous  ones submitted by the Contractor  with the signing of the contract 
were no longer valid since they had been issued by the former Laiki Bank), was pending, to deduct from the 
Contractor - as a temporary arrangement – a percentage of 10% of the certified value of the executed work 
from each payment certificate, as temporary retention amount. This amount would be returned to the 
Contractor immediately after presenting valid bank guarantees, an obligation for which the Contractor had 
committed himself and for which he was claiming that efforts were being made through his bank. 
Meanwhile, there was pending - then - the payment for work carried out by the Contractor in a number of 
other contracts of the Public Works Department and, therefore, it was considered that the total amount 
due to the Contractor did provide security to the State, in the case that the contractor breached his 
contractual obligations. 
The Director of the Public Works Department, in a letter, in April 2015, to the Accountant General of the 
Republic, informed her that, by that time, the contractor had not submitted valid bank guarantees and, 
secondly, the deductions on the value of the work performed had risen to an amount of about €130.000. 
With our above letter to the Minister, we pointed out that the said amount was too small, since basically, 
more than two years after the start of the project and while it should have been completed by 
approximately 70%, the payments until then amounted only to 15% of the amount of the contract, which 
itself is indicative of the poor progress of the works. 



 

 

Further, we observed that 17 months after the above meeting (held on 3.1.2014), at which a temporary 
arrangement was agreed and it was expected that, the Contractor would comply with his obligations within 
a reasonable time, the works continued to be carried out without having provided valid bank guarantees 
for the deposit and the proper execution of the contract, contrary to the specific provisions of par. 13.2 and 
4.2, respectively, of its terms and that, as a result, the public remained exposed. Considering the above, it 
was clear that the Contractor did not intend to furnish the bank guarantees. We also pointed out that a 
significant delay was observed in the progress of the work, without the Contractor taking any effective 
measures to reduce / eliminate it, while in the meantime  other payments were promoted and paid by the 
State to the Contractor (for other public contracts) and, as a result, the State’s  cover  weakened  even 
more. 
We also observed that the Contractor was constantly challenging the decisions taken by the competent 
authorities of the State (such as the Central Committee for Variations and Claims) regarding his claims, 
avoiding to follow the procedures for resolving disputes arising under the provisions of the Contract . 
Finally, as regards the general and vague assertion of the Contractor that he suffered losses and delays due 
to the Eurogroup decision of March 2013, with our above letter we indicated that, as provided for in the 
contract, such a claim had basically never been documented. The Contractor was claiming this fact at times 
– and at will– allegedly that the Law on Resolution of Credit and Other Institutions of 2013 constitutes 
subsequent legislation, for which he claimed that he was entitled to submit claims against the Republic. For 
this specific issue, we observed the following: 
 

(i)           Article 20.1 of the Contract Specifications expressly specifies that any claim should be made 
within 28 days after the occurrence of the cause of the claim. On the basis of the law but also 
of a relevant advice by the Attorney General, the term regarding the deadline for the 
submission of claims by the Contractor, was material. 

(ii) The legislation adopted in March 2013, did not bring any depositor of the former Laiki Bank in a 
worse position than he would have been if it wasn’t for the Resolution Authority’s intervention 
by issuing the relevant Order to rescue the bank with its own means. This is provided for in 
Article 3 (2) (d) of the Resolution of Credit and Other Institutions’ Law, which explicitly 
stipulates that “the creditors of the institution which is subject to restructuring may not be in a 
worse financial position as a result of the implementation of restructuring measures compared 
with the position they would be found if this institution was alternatively  liquidated” Based on 
the above, we noted that any  contrary approach by the Ministry of Transport, Communications 
and Works or the Department of Public Works, without obtaining advice by the Attorney 
General, would be unacceptable, since it would cause the submission of claims against the 
Republic, based on a vague and groundless claim. 

(iii)  Article 12(16) of the Resolution of Credit and Other Institutions Law expressly determines that 
“affected parties cannot claim, either from the Institution subject to restructuring, nor from the 
Republic, any financial compensation for damages they may have suffered as a result of the 
implementation of the rescue measure under its own means”. 

In view of the above, we reported in our said letter to the Minister, that we considered as favourable 
treatment the continued unacceptable behavior by the Contractor, without any measures being taken 
against the unacceptable slow progress and breach of the obligation to maintain in  force valid bank 
guarantees, and, therefore, requested to be informed  about the actions of the Ministry of Public Works 
Department that would solve the above problem that left the State exposed and, secondly, to safeguard 
the interests of the public and the completion of the project. 



 

 

 
In July 2015, the Minister of Transport, Communications and Works informed us that the Department of 
Public Works has repeatedly warned the Contractor in writing, for the delay in the progress of the project, 
as well as  for not providing valid bank guarantees for the deposit and for the proper execution. The 
Contractor has so far not complied with the above requirements and, in several letters has expressed his 
disagreement with almost all of the decisions of the competent authorities of the State. Furthermore, he 
informed us that, in order to protect the interests of the public, the Public Works Department will propose 
to the Accountant General of the Republic to examine the possible application of the Clearing Revenues 
and Expenses of the Republic Process on the basis of Circular no. 1714 of the Treasury. 
In the same month, the Central Variations and Claims Committee, in a meeting, decided to appoint an Ad-
Hoc Committee to negotiate with the Contractor with a view to reaching an amicable settlement of all 
pending issues, both in relation to the contract of Larnaca General Hospital and for other contracts 
concluded with the Public Works Department. 

 
 
2.10.1  DEPARTMENT OF ANTIQUITIES 
Safety and health at the Department’s sites. The Department of Labour Inspection, observed in several 
cases, violations of the law that regulates safety and health issues. It also seems that there are no separate 
safety and health plans for each site. The Labour Inspection Department with its letter dated 1.7.2014, 
pointed out the obligations arising from the provisions of the safety and health legislation at work and 
called for compliance with the relevant legislation. 
The Director of the Department informed us that the Department is making intense efforts to comply with 
the relevant legislation and to implement the guide for the organisation and management of safety and 
health issues in the Public Service. To achieve these objectives, the involvement of many professionals and 
the reorganisation of the internal structure of the department is required, something which is difficult 
because of the existing extensive understaffing but also because of the existence of many small 
archaeological working sites at the same time,  scattered all over Cyprus due to the nature of the work of 
the Department. 
Regarding the Safety and Health Plans, the Department has made a study and prepared standard 
documents for Health and Safety Plans for each category of archaeological working site, which are adapted 
in accordance with the specific circumstances and conditions of each archaeological working  site. 
 
2.10.2 DEPARTMENT OF PUBLIC WORKS 
Utilisation of an expropriated plot of land in Limassol (former "Nemitsas” foundry). The above plot of 
land was expropriated by the Expropriation Order no. DP 1178 / 1.12.2006 for the amount of €8.713.867 
(£5.100.000) for public interest purposes, namely, for safeguarding public health by shutting down the 
plant / foundry and for use of the property by the Republic of Cyprus to house government services. To 
date, the property has been only partially exploited by housing the warehouse and workshop for sign 
making of the District Office of the Department. 

Recommendation: The management of contracts should be made by the competent authorities of the 
State, which should immediately take the necessary measures to safeguard the public’s interests. 
 



 

 

 
 
A.        Weaknesses in the planning of the design and execution of works. 
 (a)     Perimeter Highway of Nicosia. In May 2007, the contract for the preparation of the construction plan 
and the assessment study of the environmental impact was assigned to a Consultan, for an amount of 
€1.964.892. The study was to be completed in May 2009 and delivered to the Department of Public Works 
(DPW) in 5 phases, which would account as separate construction contracts. The preparation of the study 
shows a significant delay, due to various problems arising in determining the final alignment of the highway 
and secondary roads as well as due to the project's complexity. 
Occasionally, successive extensions were given for the completion of the study. In February 2010, the 
Central Committee for Variations and Claims (CCVC) approved a time extension of 132 weeks. In October 
2012, the CCVC approved the further extension, with the 8.10.2014 as the  deadline of completion of the 
study. In May 2015, the CCVC approved and granted to the Consultant a time extension of further 90 
weeks. 
At the same time, amounts of €439.482, €30.790 and €95.470 were successively approved for the 
settlement of financial claims by the Consultant, resulting from changes that were made in the study. 
The motorway cost was provisionally estimated at €350 - €400m. The planning for the implementation of 
the project will be determined after the completion of the study and of the process of expropriations, 
provided that the financing of the project is assured. 
The highway is part of the Trans-European Transport Network and has been proposed for financing from 
the European Cohesion Fund programs for the period 2014-2020. 
Due to the commitment of an amount of around €50m. from the above Programs and due to the financial 
weakness of the State to find the financial resources to finance the entire project, instructions were given 
to promote a feasible circulatory and workable program for the construction of parts of the project, at an 
estimated cost of construction of €70m. Hence, the need arose to develop a new / modified study based on 
the above estimated construction cost. 
 
 
 
 
 
(b)    Study by private consultants of the Motorway Nicosia - Palaichori (Phase B and C) - No. of Contract 
PS/D /288. The start of the study was on 15.5.2008, with a completion date the 19.11.2009. The amount of 
the contract amounts to €326,000. The study concerns the preparation of the design and of the 
documentation for the construction of a four-lane highway between Nicosia and Palaichori of a total length 
of about 11.6 km. The total project cost is estimated at around €60m. 
The progress of the study presents a great delay of approximately five years. In March 2012, the 
consultants delivered to the Department the Preliminary Final Study Report. Based on this study, the 
construction plans were sent to the competent Services of General Interest for the preparation of the 
relevant studies. 

Recommendation: The Department should, in cooperation with the Central Agency for Public Housing 
Services, promote a plan for the development of the property for housing government services and 
thus saving rental costs. This could be done in conjunction with granting part of the plot to a private 
investor. 

Recommendation: To take steps to complete the studies within the timeframes laid down. The 
preparation of a study over almost a decade constitutes a point of failure. The reasons for this failure 
should be considered by the Department in order to avoid similar cases in the future. 



 

 

In March 2015, the Director General of the Ministry of Transport, Communications and Works, informed us 
that the delay is due to the long time required by the above Services to submit their studies and that the 
completion of the study is envisaged  to be completed at the end of 2015. 
 
 
 
(c)   Study of upgrading the motorway Limassol - Saitta. The environmental and techno-economic study of 
the project was completed in 2006. On 21.11.2009, the contract for the design and preparation of 
construction plans of the motorway, with a total length of about 22.5 km, with four lanes, was signed 
between the DPW and the Consulting Engineers for the amount of €820.500. The study completion time 
was set to two years. The total construction cost is estimated at around €150m. 
The study is expected to be completed in November 2015, with a delay of about four years. The delay is 
due to additional requests of the affected communities and the need to modify the original design, in order 
to solve problems encountered. 
In the context of the above changes, the need to prepare additional studies arose, especially for connecting 
roads, resulting in the submission of claims by the Consultant for an additional fee. In December 2014, the 
CCVC approved the payment to the Consultants of an additional amount of €200.000 for a full and final 
settlement of all their financial claims. 
The construction is expected to start after the study and the expropriation process is completed, provided 
that the corresponding appropriations in the state budget will be approved. 
 
 
 
 (d)   Primary Importance Road connecting the new Limassol port with the Limassol - Paphos highway 
(Vertical Road Limassol). The construction of the road, which has a total length of about 7.2km., was 
included in the European Operational Program “Sustainable Development and Competitiveness” for the 
Programming Period 2007-2013 and is financed by the Cohesion Fund. 
It is a vital road of four lanes and the total cost is estimated at around €126m. The project is carried out in 
two phases (Phase I and Phase II), which consist of 4 and 2 sections, respectively. The 4 sections of Phase I 
were executed or are under construction under the normal tender procedures and the two parts of Phase II 
under the “Study-Construction” method. For all parts of the project, tenders were invided at European 
level. 
As of today, the works regarding the part of the road from the new Limassol Port to the Industrial Area 
(Phase I - Section A) and the works regarding the section of the road from the industrial area to the old 
Limassol - Papfos road (Phase I - Section B ) have been completed.  
On 17.1.2014, the tender bids for the competition for the Upgrading of the Existing Interchange Motorway 
Limassol - Paphos (Phase II - Part A), were submitted. There was a delay in the award of the contract due to 
the filing of hierarchical appeals to the Tenders Review Authority (TRA), against the Contracting Authority. 
Specifically, in March 2014, the lowest tenderer filed an appeal at the TRA against the Contracting 
Authority's decision not to proceed with the opening of the financial bid of his tender. The examination of 
the appeal was completed in June 2014. The TRA accepted the appeal and cancelled the decision of the 
Contracting Authority. In September 2014, the Tender Board of the Ministry of Transport, Communications 
and Works decided to award the competition to the lowest tenderer. In the same month, the second 
lowest bidder filed a hierarchical appeal to the TRA against the Contracting Authority's decision to award 

Recommendation: To take steps to complete the studies within the timeframes specified in the 
contracts. 

Recommendation: To take steps to complete the studies within the timeframes specified in the 
contracts. 



 

 

the tender to another tenderer. The examination of the new appeal was completed in December 2014.  The 
TRA dismissed the appeal and upheld the decision of the Contracting Authority. In January 2015, the 
second lowest tenderer filed an appeal against the award decision. In April 2015, the Attorney General 
informed the Contracting Authority of the Court’s judgment to reject the above appeal. In June 2015, the 
Ministry of Transport, Communications and Works Tender Board decided to rescind its previous decision to 
award the tender to the lowest tenderer, having ascertained the commitment by the tenderer of serious 
professional misconduct, according to the judgment of the Court in the Criminal Case no. 12057/14 
concerning the Paphos Sewerage Board contract. The decision was taken under the provisions of Article 51 
(2) (d) of Law 12 (I) / 2006.  
The Council awarded the tender to the second lowest tenderer. In July 2015, following the filing of a 
hierarchical appeal to the TRA by the lowest tenderer regarding the Tender Board’s decision to rescind its 
earlier decision and award the tender to the second lowest tenderer, the TRA  decided to grant provisional 
measures to suspend the award procedure and the signature of the agreement until the completion of the 
examination of the appeal. The decision of the TRA has not yet been issued. 
On 29.5.2015, the tenders for the construction of the Parallel Road to the New Port  (Phase II - Section B) 
were submitted. 
B.       Errors and omissions in project studies. 
Construction/improvement of Piale Pasha Street in Larnaca. No. of Contract. 28/2011. 
Weaknesses/omissions in the project study. In July 2013, the DCVC approved the execution of three 
alterations to the project, the necessity for which arose due to weaknesses / omissions of the study. 
In August 2013, with our letter to the Ac. Director of the Department we requested to be informed as to 
whether the possibility of apportioning responsibilities to the Consultant of the project for the extra cost 
due to the above changes, was considered. 
In April 2014, the Ac. Director of the Department  informed us that after investigating the matter, she 
considers that measures should be taken against the Consultant regarding only one of the changes, as a 
result of which a significant burden to the Employer will arise due to the time extension and for which she 
considers the Consultant responsible . 
In February 2014, the CCVC approved changes in order to perform stabilization work of the foundation of 
the retaining wall in a part of the road of 110 meters long and requested that the Department considers as 
to whether an issue of responsibilities to the Consultant arises and of the possibility of deducting the 
corresponding sum of money from its payments to cover the costs to the public. In March 2015, the 
Director General of the Ministry of Transport, Communications and Works informed us that the 
appointment of a Committee was decided in order to examine the responsibility of the Consultant and of 
the possible measures that could be taken against him. 
C.       Weaknesses in managing competitions and contracts. 
(a) Construction and Maintenance of Building Offices of the Audit Office under the Method Design - 
Construction - Maintenance - Financing. The lowest tender of the two valid tenders which were submitted 
provided the following amounts for each part of the contract: 
 

(a) Construction : £ 3.102.581 + ΦΠΑ 
(b) 15-year Maintenance : £ 1.456.545 + ΦΠΑ 
(c) Financing : £ 956.874 + ΦΠΑ 
(d) Provisional Amounts : £ 400.000 + ΦΠΑ 
TOTAL : £ 5.916.000 + ΦΠΑ 

Recommendation: In cases of errors / omissions in consultancy studies, the reasons should be 
examined and responsibilities should be apportioned, aiming to the recovery of public expenses. 



 

 

 
 Pursuant to the provisions of the competition, the above total amount would be repaid by the Contracting 
Authority in 15 annual installments, with the first payment taking place twelve months after the delivery of 
the building. This would mean that the Contractor of the project would undertake the process and the 
financing costs and, for this purpose, the amount of £956.874 + VAT was included , as shown above, in its 
tender as expenses / finance costs. 
The Central Tender Board, in accordance with the provisions of the tender documents, exercised the right 
to negotiate during the second stage of the competition with the prevailing tenderer. These provisions gave 
the right to the Central Tender Board to enter into negotiations regarding the Technical and Financial 
proposal of the most advantageous tender, to improve / resolve any deviations in the tender from the 
requirements of the Contracting Authority. 
During the negotiation however, the terms of the contract relating to the financing of the project, were 
agreed and substantially amended in favour of the Contractor. Specifically, the contract was awarded 
following the advice of the then Ac. Director of the Public Works Department and the approval of the Main 
Tender Board at the Board’s meeting which was also attended by the former Director of Technical Audit of 
our Office - as an observer -, with the following amendments regarding the financing: 
“(a)    Based on his tender the Contractor will finance 80% of the value of the project with a loan in 
Japanese Yen. It was agreed that the loan amount is deposited in a special government interest-bearing 
account. The amount to be deposited will be converted into the Cypriot currency, on the basis of the value 
of the currency at the conversion date, in two phases. The first conversion / deposit will be on the signing 
of the contract for an amount of 20% and the second, for the remaining 80% from the signing of the 
contract, at a date to be agreed with the Contractor but not further than four months. 
(b)     The Government will issue to the financial institution annual bills of equal amount  - in foreign 
currency based on the date of the tender - based on the terms of repayment of the loan, as provided for in 
the Contract. 
(c)       The Government will pay to the Contractor the amount which is deposited in the special account as 
follows: 
        • With the signing of the Contract, 10% against a bank guarantee of equal value. 
        • The balance in 12 equal bimonthly installments.” 
The amount of the award however, remained the same, ie. £5.916.000 + VAT, rather than decrease, since 
virtually the obligation of the Contractor for financing the project was removed. As stated in the 
recommendatory note of the then Ac. Director of the Public Works Department to the Central Tender 
Board, the negotiation with the successful tenderer was assisted by officers from the Ministry of Finance, 
the Control Office, the Public Works Department, the Electrical and Mechanical Services Department and 
the above representative of the Audit Office. However, instead of improving the proposal of the 
Contractor, eventually, as regards the competition provisions, it became less favourable to the Employer, 
something which, on the one hand, was not provided in the specifications of the competition (the 
negotiation purpose should be to improve the proposal and / or the settling of any minor deviations) and, 
on the other hand, no return for this substantial concession was secured. It is noted - for comparison 
purposes - that if the financing amount was deducted from the two valid tenders, then the cheaper 
tenderer would be the other tenderer. 
From data presented in the arbitration proceedings which followed, it seems that, except for the 
representative of the Audit Office who was actively involved, and the officer of the Ministry of Finance who 
was advising on financial matters, the other officers had no particular involvement in the financing issue. 



 

 

Our Office considers totally unacceptable the failure of the above involved officers, not to deduct the 
amount of financing (£956.874 + VAT) from the total amount of the contract since the financing was 
undertaken by the State, which also assumed the currency risk as well as the expenses. It is also noted that, 
later, after an Arbitration decision, the Contractor also benefited from the interest in the account which 
was opened for payments, (around £150.000). 
The above change, further to the one-sided provisions - to the detriment of the public -  left  the public 
exposed, since no guarantee was requested to cover the maintenance period and any errors / defects that 
may be found – of which a lot have already been identified, with the repair of some pending for some years 
since they were identified -,  a fact which carries serious risks, especially in a building constructed under the 
method of Design - Construction - Maintenance - Funding where the responsibility of the Contractor is 
higher. It is noted that, if the provisions of the tender were adhered to the terms for the repayment of the 
amount over a period of 15 years, a benefit would arise from the remaining payments which would be 
gradually reduced over the years. With the major amendment put through and the payment to the 
Contractor, on the delivery of the building, the amount of £4.525.162,31,  there is no amount held as 
guarantee. 
In particular, from further investigation conducted by our Office, it was also found that the Contractor was 
paid the total amount of £3.934.923,71 + VAT (plus £10.000 for promotional expenses) with the delivery of 
the building (rather than within a period of 15 years as it should), while the amount of the construction 
costs he had submitted in his tender was £3.102.581 + VAT. That is, with the delivery of the building, the 
contractor gained a super profit of £832.342,71 due to the fact that the cost of repaying the loan was 
undertaken by the State instead of the Contractor, resulting in the payment to the Contractor of the cost of 
funding which he has never suffered, thus, benefiting  by the above amount. 
Our Office considers the whole deal – the handling of which was, indeed, made by experienced and 
knowledgeable officers - as blatantly unacceptable, since, in addition to violating the law on public tenders 
(a process of negotiation and modification of the conditions of an open tender was applied ) and the risk to 
which the public is exposed today, without being covered by any guarantee, the final financier of the 
project was the State, which also funded the Contractor, since  the amount of £3.934.923 71 was paid to 
him for the cost of construction, while his tender amounted - only - to £3.102.581. 
In October 2015, the Director of the Department informed us, among other things, that the Contractor was 
paid an amount of €520.151,35 (€888.731,34 including VAT) which was provided in the agreement made 
after the negotiation. The amount was given as an advance. 
However, the Director of the Department has not clarified the reasons for which the above, one sided for 
the Employer, agreement was made, without any provision by the Contractor of any benefit in return with 
an additional amount also paid to the Contractor  as an advance. 
Finally, she considers that the above amount of the advance will be recovered upon completion of the 
maintenance contract of the building and the final project account. 
However, we consider as without justification the change made to the term of the competition for the 
funding of the project by the Contractor which was eventually undertaken by the Employer, without 
removing the equivalent of £956.874 from the Contractor's tender, while in addition he was allocated an 
advance of £520.151,35, as if the work would be carried out under the traditional method and not by the 
method of design / construction / financing as specified in the tender documents. 
(b)  Extension of Larnaca General Hospital under the “Design, Construction and 12 years Maintenance.” 
Reference to this project is also made in paragraph 2.10 of this Report. The start of the contract took place 
on 14.2.2013, with a completion time of 36 months, maintenance period of 12 years and the contract 



 

 

amount at €20.133.000. The Contractor submitted a preliminary architecture study in June 2013 in order to 
obtain Planning Consensus, which was finally issued on 30.9.2013. 
There is a significant delay in the progress of the work in the project. The Contractor has submitted a claim 
for extension of time, arguing that the delay is due to the delay in the granting of the Planning Consensus 
(158 calendar days) and to the increase in the total area of the building (348 calendar days). The above 
issues were addressed by the relevant Committees and rejected. CCVC, however, at its meeting of July 
2015, decided to refer the above differences and the differences that had arisen with the same Contractor 
in several other projects for consideration by an Ad - Hoc Committee, in an effort to find an amicable 
settlement of all disputes that had arisen with the Contractor. 
From the study of the correspondence of the Department with the Contractor, we observed that in July 
2014, the Department requested the correction / amendment of the minutes of the worksite meeting no. 
4, as had been prepared by the Contractor and to add comments / views which were expressed by the 
Department at the above meeting but were not recorded in the minutes. In view of the above, in 
September 2014, with our letter to the Ac. Director of the Department, we expressed the view that the 
above process followed by the Department, namely to entrust the preparation of the minutes of worksite 
meetings to the Contractor and then to proceed in submitting comments, was not appropriate. We 
indicated that the keeping of minutes of meetings at the worksite is the sole responsibility and competence 
of the Employer who convenes these meetings for the purpose of examining the progress of the work and 
for discussion / solving of problems appearing in the project. Therefore, we suggested that the above 
practice is terminated immediately. 
In October 2014, the Ac. Director of the Department informed us that, based on the provisions of the 
contract, the keeping of the minutes was the Contractor's responsibility. She also informed us that the 
Department adopts our recommendation and there will be a relevant amendment of the terms in the new / 
future contracts. 
 
 
 
  
 
(c)       Extension of Larnaca General Hospital under the “Design, Construction and 12 years Maintenance.” 
Violation of the provisions of the project contract. In March 2015, the Department of Labour of the 
Ministry of Labour, Welfare and Social Security in its letter to the Department informed it of the violation of 
the provisions of the Circular of the Treasury no.C./AADS 58, dated 1.6.2012 by the project’s 
subcontractors, which was identified upon inspection of the project by the Department of Labour 
Inspectors, regarding their obligation to recruit additional staff from the unemployed list of the Department 
of Labour. 
In April and May 2015, with our letters to the Director of the Department, we requested to be informed as 
to the measures / actions of the Department for the implementation of  the relevant provisions of the 
project agreement, indicating that the imposition of a penalty (equal to the annual salary of each person 
who was employed in contravention of the provisions of the relevant article in the contract), should be 
imposed as per the terms of the agreement, when the breach is identified notwithstanding the compliance 
of the Contractor which should be pursued. 
 

Recommendation: The keeping of minutes at worksite meetings is the sole responsibility and 
competence of the Employer. The minutes are a key element of an investigation when considering 
disputes arising between the Employer and the Contractor. 



 

 

In June 2015, the Director of our Department informed us that the persons identified by the Inspectors of 
the Labour Department who were not included in the list of the unemployed were immediately removed 
from the site and also a relevant penalty was deducted from Payment Certificate No. 19 of the Contractor, 
which amounted to €61.900. 
 
 
 
(d)     Construction of Aglantzia Avenue and part of the Larnaca and Famagusta Avenues in Aglantzia – 
No. of Competition PS/C/585. The procurement process of the project was promoted by the Department 
with the approval of the Town Planning and Housing Department. The tenders were submitted on 
10.12.2010 and the project was awarded to the successful tenderer - after the evaluation of tenders - for 
the sum of €11.868.000. 
Because of an  appeal filed with the Tenders Review Authority (TRA),  a six-month extension of the 
procurement was initially requested, with the approval of the Tender Board’s President, under Rule 36 (3) 
(a) (i) of R. 201/2007. The examination of the appeal was completed in June 2011 and the TRA upheld the 
Contracting Authority’s decision. 
Then, by successive decisions of the Council of Ministers, the validity of the procurement was extended 
until 31.12.2015. 
On 24.11.2014, the Ac. Director of the Department, in a letter to the Director General of the Ministry of 
Transport, Communications and Works, presented a draft proposal to the Council of Ministers for renewing 
the validity of the procurement until 31.12.2015. In the Proposal it was stated, inter alia, that the 
Department considered the project very important, which will help to improve the general road network in 
the region, while arguing that any cancellation of the competition, may result in the submission of claims, 
since the tenderers had already been informed of the award of the tender. 
On 30.12.014, in our letter to the Director of the Department, because of a decision of the Supreme Court 
which had just been issued (22.12.2014) in a completely similar case, expressed the view that, taking into 
account the data of the said procurement, the fact that maintaining the validity of the  procurements for a 
period of five years, is an obvious violation of the principles of equal treatment and good administration 
and, in the absence - then – of a prospect of implementation of the project, the cancelleation of the 
procurement should be considered. We also recommended that the Department, before taking any 
decision, should seek legal advice from the Attorney General. 
In April 2015, the Director of the Department informed us - among others – of the actions taken to 
promote the project, which is expected to be integrated in the Nicosia Integrated Mobility Plan 2014-2020. 
She also informed us that, after a partial redesign of the project, the sustainable mobility characteristics of 
the project have substantially been improved, making it fully compatible with the Integrated Nicosia 
Mobility Plan. 
On 21.04.2015, the Director of the Department, in a letter to the Director General of the Ministry of 
Finance and the Director General of the Directorate General for European Projects, Coordination and 
Development, having informed them about the progress of the project,  requested that they take actions to 
promote the project integration process for co-financing from the Cohesion Fund. 
On 4.5.2015, the General Director of the Directorate General for European Projects, Coordination and 
Development, in a letter to the Director of the Department informed her that the project will be promoted 
for co-financing from the Cohesion Fund, and requested that the Department proceeds with all necessary 
actions for its quick implementation. 

Recommendation: Imposing penalty should be in accordance with the terms of the contract. 



 

 

 
 
 
 
 
 
 
(e)     Problems at the New Papfos Police Station. We observed serious problems in the waterproofing of 
the new Papfos Police Station building, resulting in the inflow of water to different areas of the Station 
during rainfall. There have also been observed cracks in the building walls as well as other imperfections. 
In April 2015, with our letter to the Director of the Department, we requested, that after investigating the 
matter, to be informed about the reasons that caused the above problems and as to whether there are any 
responsibilities of the Contractor and / or of the supervising engineer of the project. 
In June 2015, the Director of the Department informed us that in order to address the issue of 
waterproofing, the Department invited the Contractor to undertake the necessary corrective work, within 
the context of his obligation on the basis of the guarantee submitted for the waterproofing of the building, 
which was valid for a period of 10 years. Furthermore, she informed us that the work was expected to 
begin and be completed within the summer season. 
With regard to the other problems and defects observed in the building, she informed us that the 
appointment of an Ad Hoc Committee is planned to investigate the reasons and the causes that caused it. 
 
 
 
 
 
2.10.3 DEPARTMENT OF MERCHANT SHIPPING 
Inspections of ships abroad through the purchase of services. In 2014 306 vessels were inspected by 12 
independent inspectors appointed in 10 international ports, while the Department’s target is to appoint 54 
inspectors in 44 ports. The inspections by the independent inspectors accounted for 32% of seagoing ships. 
The total of inspections, including inspections by the Department’s Inspectors, was 41%, while the target of 
the Department is to inspect all ships every 12 months. In 76% of cases no deficiencies in ships were 
identified. Some independent inspectors performed no inspections in 2014. We expressed the view that, 
the results to date of inspections by independent inspectors, should be re-evaluated and decisions taken as 
to the further implementation of the program, so as to achieve improved levels of safety and operation of 
ships and reduce complaints and detentions of ships under the Cypriot flag by foreign port authorities. On 
18.7.2014, the Department sent a directive to all independent inspectors to limit their inspections to initial 
inspections (wider range of inspections) and to ships  more than 10 years old, where  most serious 
problems are identified. It is reported that in 2014, there were 48 detentions of ships by foreign ports 
authorities for serious deficiencies and fines were imposed by the Department totaling €20.484 
The Director of the Department expressed the view that the current Cypriot ship inspection system abroad 
through the purchasing of services does not meet the current and future needs of the Cyprus flag and 
needs fundamental review and change of orientation and that inspections should focus on problematic 
ships something which will bring about an improvement of the quality of the Cypriot fleet and 

Recommendation: Maintaining procurements valid for such a long period of time (5 years), constitutes 
violation of the general principles of equal treatment and good administration and, certainly, it is not 
in line with best practices. If it is not possible to proceed with the project immediately, we have the 
view that there should not be a new extension of the validity of the tenders. 

Recommendation: In such cases an investigation should be conducted immediately for the purpose of 
the identification of the causes and the apportionment of possible responsibilities, in parallel with the 
repairs works. 



 

 

simultaneously reduce the Department’s expenses for inspections. He also informed us that he has 
integrated the weaknesses of the current system and that he is examining various alternatives for better 
and more effective inspection of ships flying the Cypriot flag and hopes that, by the first quarter of 2016, he 
would have progressed to a total restructuring of the Cypriot vessel inspection system abroad. 
 
 
 
 
Inspection of ships at anchorages under the Port State Control. According to the provisions of the 
Merchant Shipping (Port State Control) Act 2011, which came into force in July 2011, in order to be 
harmonised with the European Directive 2009/16 / EC, the Department has an obligation to inspect ships 
entering anchorages. 
It was observed that the Department’s Inspectors do not inspect ships at anchorages, invoking the Schemes 
of Service which do not include a reference for inspection of ships entering anchorages but only of ships 
entering ports. 
In a related opinion of the Legal Office on the matter, dated 27.1.2012, it was stated that although there is 
no explicit reference in the Schemes of Service, these inspections need to be made in accordance with the 
Law because the Schemes of Service impose a general obligation on the Inspectors to assist, in the 
performance of their duties, in the control and application of the Merchant Shipping Legislation. Also the 
Schemes of Service include a general obligation for the Inspectors to perform any other duties assigned to 
them. Furthermore, Article 60 (3) of the Public Service Law explicitly requires officers  to perform “any 
other related tasks” assigned to them. 
The Director of the Department informed us that as from 13.10.2014 inspections at anchorage have 
started. 
Rentals. The Department rents three buildings with a total area of 3.571 sq.m. at an annual rent of 
€354.426. The rented space is much more than the housing needs of the Department which, based on the 
relevant decision of the Council of Ministers dated 14.12.2005, is estimated at 2.035 sq.m. 
The Department proceeded to the publication in the press of invitations to submit proposals for the  rent of 
a single building and three proposals were submitted. The proposal that was chosen was the one from the 
owner of the main building which houses the Department, for the construction of offices next to the 
existing building. 
Upon recommendation by the Ministry of Finance, the Department, before submitting the agreement for 
approval, requested an opinion from the Attorney General. The Attorney General stated that the submitted 
agreement could not qualify for legal vetting, since it involved the renting of a non-existing building. 
Then, the Ministry of Transport, Communications and Works submitted to the Attorney General an 
amended version of the agreement, which was, until the date of the audit, pending for legal vetting. 
The Director of the Department informed us that the Department will request permission from the Ministry 
of Transport, Communications and Works for the following: 
(a)   Publication in daily newspapers of the requirement for a building for a declaration of interest in an 
open tender for a building to be erected within two years. 
If no interest is shown or the procurement conditions are not met: 
 (b)    The Department to proceed with the lease of an existing building, or 
(c)     The Department to buy an already existing building. 

Recommendation: The Department of Merchant Shipping to set clear targets for the frequency of 
inspections and to set a timetable for achieving these objectives. At the same time, to establish an 
action plan and a timeframe for a thorough review of the existing inspection system. 



 

 

 
 
 
 
 
2.10.4  DEPARTMENT OF ELECTRONIC COMMUNICATIONS  
Market surveillance for the safety of radio equipment. The Department has the responsibility, inter alia, to 
monitor the market in order to ensure that radio equipment allocated, comply with the provisions of Part 
IV of the Radiocommunications Laws and the Radiocommunications (Radio equipment) Regulations, as 
modified. 
It was observed that the inspections made are limited and mainly focus on administrative controls. 
 
 
 
2.10.5  DEPARTMENT OF ROAD TRANSPORT 
Registration of Motor Vehicles. During 2014, 22.719 vehicles were registered, compared with 19.146 in 
2013 (up 19%). Revenue from registrations and re-registrations in 2014 amounted to €3.82m., compared to 
€4.01m. in 2013 showing a decrease of 5%. The decrease is mainly due to the reduction of fees on the 
application of Law 100 (I) / 2013 of 9.9.2013 (a fixed fee of €150 is charged for all vehicles). The total 
number of registered vehicles at 31.12.2014 was 785.385, compared to 779.895 at 31.12.2013. 
Arrears of revenue.  According to data kept by the Department, the arrears of revenue at 31.12.2014 were 
€40.8m., compared to €35.3m. at 31.12.2013, ie there was an increase of €5,5m. or 15.6% . Almost in their 
entirety, the arrears of revenue related to road tax for vehicles that were deleted from the register due to 
the non-renewal of their license for three consecutive years, which, according to Law 145 (I) / 2006 are due 
to the Republic as a civil debt. It is stated that under Law 121 (I) / 2014, the right was given to debtors to 
pay fees due in twelve monthly installments and with Law 189 (I) / 2014 the possibility was also given for 
exemption from the obligation to pay outstanding fees generated before 1.7.2014, provided that the 
owners would provide the Department a statement under oath that the vehicles were destroyed, taken 
apart or otherwise made impossible to circulate. As a result, a large part of the debt may be written off. 
Granting professional licenses to recipients of disability pension. It was observed that persons who, 
according to data from the Social Insurance Services are recipients of disability benefit, hold professional 
driving licenses (taxi, bus, truck). For certain cases, the disability benefit is 100%. 
In a letter of the Attorney General to our Office dated 15.02.2013 in connection with the investigation of 
nine similar cases (where 100% incapacity benefit recipients had professional driving license), it was stated 
that instructions were given for action to be taken to ensure that, where a person receives as allowance or 
pension of a 100% disability, he cannot, simultaneously,  hold a professional driver's license. 
The Road Transport Department and the Social Insurance Services, secured permission from the 
Commissioner for Personal Data Protection for the interconnection of their files as from 14.6.2012 in order 
to avoid cases of recipients of disability pension or of 100% disability to hold professional driving licenses. It 
was observed that the communication between the Departments is unsatisfactory and as a result, the 
professional licenses of those persons are being renewed. 
It was also observed that, in some cases, when renewing the professional driving licenses, the applicants 
have made a false statement that they are not recipients of a disability pension. According to the Law, the 

Recommendation: To determine an action plan and timetable for withdrawal of such weakness. 
 

Recommendation: The Department should expedite the process of reducing the area of the premises 
under rental in accordance with the relevant Council of Ministers decision, following in each case the 
opinion of the Attorney General. 



 

 

Department may revoke or suspend the license granted if was obtained by deception or by a 
misrepresentation made knowingly by a licensee. 

 
Immobilisation of vehicles. According to the Department’s data, on 31.12.2014, 59.208 vehicles were 
immobilised following a declaration by their owners, compared with 40.461 which were immobilised on 
31.12.2013, representing an increase of 46%. As mentioned in our previous reports, the control of the 
Department to ensure that vehicles do not circulate illegally is very limited. 
No fee is collected for receiving and recording the applications for immobilisation in the computerised 
system. Our Office suggested that provisions are made for the charging of a fee for this purpose, in the 
context of the review of fees for services provided by the Department. Charging a fee will help to reduce 
the number of vehicles immobilised for short periods, which entails considerable administrative costs. We 
also recommended that the odometer reading is recorded on the vehicle immobilisation form.  
Tenders 
Contracts for Public Service for Inland Road Transport. As mentioned in our previous reports, the above 
contracts were awarded on 2.12.2009 to six Contractors for a period of 10 years, with a renewal option for 
an additional 5 years, using the negotiation process, after publishing a notice of a special type of invitation, 
not including a submission of a tender, but only of an expression of interest. Because the parties involved 
have accepted that the number of passengers would not, originally be sufficient so as to enable the 
contracts to be profitable, a provision was included for funding - through a Government Contribution – of 
the deficit / difference in the cost of services (service costs less income from fares and advertisements) plus 
a rate of 6% on the Contractor’s capital, as these would arise from the audited financial statements. It also 
provided, that the Contractors shall take all measures for the sound and efficient management of services, 
in order to keep their operating costs at low levels and this should be made evident from the accounts and 
other data which they should keep. 
The Government contribution for 2010 (for a period of six months after the provision of the road transport 
services began on 5.7.2010), amounted to €27.4m., for 2011 to  60,0 m., for 2012 to €62,0m., for 2013 to 
€56,1m., for 2014 to €47,7m., including - for all - VAT. An amount of €253,2m.  in total was paid for the 
services provided by the Contractors from the start of the contract until 31.12.2014. 
From the start of the implementation of the contracts to date, serious differences have arisen between the 
Contractors and the State, particularly as regards the level of the Government Contribution. Also, on many 
issues relating to the management of the contracts, it seems that there are different interpretations / 
approaches by the Department of Road Transport (DRT) and the Control Department of the Ministry of 
Transport, Communications and Works (MTCW). It is noted that, some cases for which there was a 
possibility of criminal offenses by the Contractors, were referred and are examined / investigated by the 
Police. Also, a criminal investigation was conducted against the Director of the Department – during which 
he had been suspended by the Public Service Commission. For the matters investigated, no criminal offense 
occurred, and therefore, with the completion of the criminal investigation, the disciplinary investigation 
continued and was completed, the outcome of which was submitted to the Attorney General. This 
investigation was conducted by the Accountant General of the Republic and - as we were informed – it was 
found that disciplinary offenses may have been committed. The Minister of Transport, Communications 
and Works disagreed with the findings of the Accountant General. The Attorney General did not accept the 

Recommendation: The Department should investigate the above cases and suspend or revoke the 
professional licenses which have been obtained on false representations. The interconnection of files 
between the Department of Road Transport and the Social Insurance Services should be implemented 
immediately for purposes of control of the applicants. 
 



 

 

position of the Minister and, adopting the findings, prepared an indictment which he submitted to the 
Public Service Commission for consideration and decision, which is pending. 
The Cost Per Kilometer (CPK), which is included in the contracts as a ceiling in the calculation of the 
Government's Contribution was fixed for each type of route and vehicle and was included in a special table 
in the Annex to the contracts. Based on the real route types and vehicle categories used in the contracts, 
the average CPK is approximately €3.0. This price was agreed during the negotiation phase, prior to the 
contract signature on 2.12.2009. When the contracts came into force on 5.7.2010 and  the first payments 
started to be made on the basis of the CPK agreed, the MTCW Control Department, in charge of the 
secondary verification of the payments (the primary verification is carried out by the DRT, which is the 
contracting authority), raised a question regarding the reasonableness/ appropriateness of certain 
parameters that were used in the calculation of the CPK included in the contract, the main of which was the 
purchase price of the busses, the annual cost of maintenance and the depreciation period, which resulted 
in arriving at a high CPK and thus an issue for  overpayment  to be raised. The Contractors questioned this, 
arguing that it was too early to consider such an issue and have argued that the real cost of the service 
would be arrived at on the basis of their actual costs, as they will be included in the audited accounts to be 
submitted. The Contractors also expressed occasional complaints about non-compliance with the payment 
schedules and for a delay by the State in carrying out consultations in order to resolve the disputes. 
The verification of the interim payments, including checks on the ground, are carried out by the DRT and 
the Control Department conducts random secondary payment checks. The examination of the annual 
accounts of the Contractors was done by an ad-hoc Committee with the participation of the Deputy 
Accountant of the Republic, the Ac. Director of the MTCW Control Department, the Senior Officer of DRT 
and an Executive Engineer of the Public Works Department (PWD). 
The calculation of CPK which would have been taken into account for the payment of the Contractors, as 
real and reasonable under prudent and sound management conditions, was assessed by the ad-hoc 
Committee and calculated - in 2010 – to be €1,75 to €2,29 (average of around €2,10).  CPK, therefore,  as it 
turns out, was much lower, based on actual data, compared with the CPK included - as a ceiling – in the 
contracts.  Considering that the total nationwide routes are about 31m. Km per year, the cost of the 
service, based on the CPK of the contract, would amount to €93m., while the actual cost - as stated - is of 
around €60m. In the audited accounts for 2010 submitted by the Contractors, everyone (all 6) presented 
the cost of the service to be even higher than the cost that would arise if the CPK, included in the contract 
as a ceiling, was used. There have been, therefore, serious disagreements as to the amount which would 
finally be paid to the Contractors as a Government Contribution. 
There remains also pending, the requirement of the Contractors to pay them a reasonable profit (6% to 
10% depending on passenger traffic) on funds that they borrow for the purchase of buses and for which the 
State pays to all of them  - without exception - the finance costs. The MTCW Control Department expressed 
from the beginning the view that the Contractors request is not justified under the contract and also it is 
not in line with the provisions of the relevant European Regulation 1370/2007 governing state aid for public 
passenger transport. According to the relevant findings of the Commissioner for State Aid Control, the 
European Regulation 1370/2007 should be interpreted as referring to a reasonable return on equity (not 
loans) funds and that only the Commission could allow the implementation of another indicator to measure 
reasonable profit. The Former Minister of Transport, Communications and Works, in a letter dated 
6.12.2012, informed the Contractors that the MTCW fully endorses the guidance received from the State 
Aid Control Commissioner, while noting that, if it was decided to notify the matter to the European 
Commission, this would cover - necessarily - the entire agreement and not only the question of the 
reasonable profit. Therefore, the provisions of and how they are applied, will be judged in their entirety as 



 

 

to their compliance with the European Regulation 1370 / 2007. The Contractors did not agree with the 
above proposal of the MTCW and so the matter has remained pending since then. 
Our Office considers that the management of the above 6  Contracts, due to the complex and close 
supervision that they require and the very large - annual - amount involved, constitutes cases which carry a 
very high risk of corruption and squandering of public money phenomena especially if the control exercised 
by the contracting authority, is not satisfactory. In view of the above, our Office, in cooperation with the 
MTCW Control Department responsible for the secondary control of payments, monitors the 
implementation of the agreements and the compliance with their provisions. Today, after complaints to the 
Police for the period 2011 - 2013, the investigation of possible criminal offenses by specific companies of 
the Contractors are underway, which, inter alia, are: 
(i)        The submission of a fake invoice by a contractor to the Customs Department for the purchase of  
            buses resulting in the payment of lower custom duties and VAT. 
            Although in this case there was a settlement between the Contractor and the Customs Department, 

with the imposition of the appropriate penalty, the case was examined by the police which asked the 
manufacturer of the buses to send to it the invoice issued to the Contractor. 

            A report for instructions is expected to be submitted by the police to the Legal Office. 
(ii)    The issuing of invoices for the supply of buses with fuel, without the supply taking place, so as to 

increase the cost of the service and therefore the amount of Government Contribution. Already, for 
one of these cases, two directors of one of the Contractors have been accused before the Court. 

(iii)    The  issue of cheques in the names of eight directors of one of the Contractors and the keeping of 
false accounts,  which, in November 2015, were indicted with the following offenses: 
- Conspiracy to commit a felony, Article 371 of the Criminal Code (Cap. 154) 
- Conspiracy to defraud, Article 302 of Cap. 154 
- Forgery, Article 331, 333 of Cap. 154 
- Receiving money under false pretenses, Article 297, 298 of Cap. 154 
- Keeping false accounts, Article 311 of Cap. 154 
- Offences of the Law on preventing and combating money laundering L. 188 (I) / 2007. 

 (iv)    The issue of invoices so that the private bus repair costs of a particular shareholder and director of 
one of the Contractors, were presented as bus repairs of the buses belonging to the Contractor so 
that he would be compensated from the Government Contribution, a case for which the preparation 
of the file by the police and its submission to the Legal Office for instructions is awaited. 

 (v)     Fuel supply for the private cars of shareholders and / or other persons and the charge of its cost to 
the companies of the Contractors, so that the cost is covered by the State, a case, the file of which 
has been prepared and sent by the police to the Law Office for instructions. 

In addition to the above, our Office stated that, since an important factor for the reduction of the 
Government Contribution is the cost of the Contractor, he should take all appropriate measures to reduce 
it. In the case, however, of the 120 new busses purchased by the Nicosia Contractor, the terms of the 
tender invitation were restrictive (specific delivery time), resulting in reduced participation and the increase 
of cost of the supply. Also, the procedure followed by the Limassol Contractor for the purchase of 70 new 
buses was - in our opinion - neither transparent, nor did it comply with the principles of sound 
administration, with the result that in the end  a company, which is connected with the Contractor , was 
chosen as a supplier. 
Until today, all 6 Contractors, have not installed an integrated fleet management and ticketing system using 
smart cards and cancellation machines, in line with their contractual obligations, ie cancellation machines 



 

 

by 31.12.2012 and fleet management system by 31.12.2013. In view of the above, the MTCW announced a 
tender for installation of a central system for all contractors, which was awarded on 10.9.2015 by the 
MTCW Tender Board. An hierarchical appeal was filed against the above decision at the Tenders Review 
Authority, the examination and decision of which is pending. 
We noticed that a Contractor had used buses – which, as it turned out, belonged to the fleet - for the 
performance of school excursions, violating the terms of the contract and - possibly - charging the State 
extra costs. As it was observed in the above case, for these services he was given a subcontracting license 
for 52 buses by the Director of DRT, for the carrying out of student excursions, which - as it was 
subsequently found – were used as being part of his fleet (something which was not allowed). It is noted 
that, for the purpose of subcontracting, a tender procedure should have taken place, instead of authorising 
him to use specific buses. 
 The 6 Contractors, citing the economic crisis and problems of financing, submitted in September 2012, 
requests for exemption from certain provisions of the contract, such as (i) the provision for the 
replacement of 33% of their fleet by 31.12.2011, (ii) the provision for the withdrawal of aged buses of more 
than 20 years by 31.12.2012 and, therefore, for an extension in using them, (iii) the provision for the 
addition of used - instead of new - buses to their fleet. The above requests, having been approved by a 
majority of the Departmental Committee for Variations and Claims, were submitted for final approval to 
the Central Committee for Variations and Claims. The request for an extension of time of the use of buses 
was approved, provided that no amount would be paid for depreciation costs or rental of buses, having 
already been written off and on the condition a ceiling is determined regarding their maintenance in order 
to avoid charging the public with - possibly – large amounts of maintenance costs of the aged buses. The 
demand for integration of used buses - instead of new - was approved, as far as it concerned buses 
belonging to those entitled to compensation from the State, due to their withdrawal from the occupation 
of transporter of regular routes, based on the provisions of the Access to the Occupation of Road 
Transporter Laws as well as  for some other special cases. Nevertheless, today, the examination of a bill is 
still pending in the House of Representatives Transport Committee, which would allow the State to itself 
assign the transfer of students to licensees of occasional routes, in order to reverse the current 
unacceptable situation, namely the Contractors awarding contracts to the shareholders of their companies. 
The dangerous school transport situation, using aged buses, over 30 years old, which endangers students 
must also be terminated. 
Finally, as part of the compensation of the coaches owners, who in 2009 chose to leave the profession and 
not to join the newly established bodies, the Government acquired ownership of 149 buses belonging to 
them. These buses since then (July 2010), remain – in the main - unused and exposed outdoors, without 
any measures for their utilisation or realization or even their protection, leading to their deterioration the 
reduction of their value and / the risk of becoming obsolete. Some, which were sold at an auction, were 
bought by stakeholders at extremely low prices. This fact, coupled with the serious problems that 
continually arise in the signed Concession Agreements, reinforces the view of our Office that the relevant 
provisions / arrangements included in 2009 in the relevant amendment of the Admission to the Occupation 
of Road Transport Law was not studied thoroughly and / or were not  properly implemented, notably as 
regards the procedure followed for the selection of Contractors and,  additionally , in determining the 
compensation they would receive. 
 In January 2015, after a competition conducted by the Treasury of the Republic on behalf of the MTCW 
and the 6 Contractors, the latter signed Framework Agreements for the supply of fuel, which came into 
effect from the 1.2.2015, and have a duration of 48 months. 
With the above Framework Agreements, oil companies grant to the 6 Contractors a discount per liter of 
fuel (for the 5 agreements the discount amounts to €0.046 per liter and for the sixth to €0.041 per liter), 



 

 

which is passed on/ reduces the CPK, on the basis of which the Government Contribution is calculated, 
thereby reducing accordingly the cost of the service, to the benefit of the public. 
In February 2015, the MTCW transferred the management of the contracts from the DRT to the Ministry, 
which is - in our view – a measure in the right direction. It is noted that this action constituted possibly the 
only option, given the conflict of interest of the Director of the DRT, because of his special relationship with 
an official of the 2 out of the 6 Contractors (with a company with which he has financial dealings of private 
nature). 
In May 2015, we requested the Director General of the Ministry to examine a complaint which was 
submitted to our Office, according to which, the wife of the chairman of the Board of one of the 
Contractors, is presented as a new director with a salary of €4.500 per month, an amount charged to the 
company and, by extension – through the contract – to the Government. 
In July 2015, the Director General of the Ministry informed me that, the remuneration received by the wife 
of the chairman of the said Contractor for her duties as Service and Publicity Promotion Director, could be 
taken into account during the examination by the ad-hoc study Group of CPK. In the same month, we 
informed the Director General of the Ministry that although we agree with the above position / 
recommendation, we were of the opinion that written representations should be made to the company, 
since we had serious reservations whether the qualifications and experience of the wife of the chairman of 
the Board of Directors of the said company met the relevant terms of the contract. 
In view of the above, we expressed the view that it should be noted, in writing, to the company, that the 
employment of the chairman’s wife would not be accepted if it violated the provisions of the Concession 
Agreement and that the costs which related to the employment, would not be acceptable, if they were not 
in line with the reasonable cost that would result from sound and prudent management conditions. 
In October 2015, the Director General of the Ministry informed us that, taking into account our suggestions, 
he sent, in writing, the above comments to the Contractor, indicating that the employment and the salary 
of the said official may not be acceptable if it is found that the provisions of the company's contract with 
the State are violated, the employment costs are not consistent with the reasonable cost that would result 
from sound and prudent management conditions. 
In the same month, the Director General sent to our Office a letter / response of the chairman of the Board 
of the Contractor, informing him, inter alia, that the provisions of the contract were seriously considered 
and, in his opinion, the selection of staff made by the Company was covered and that the revenues of the 
Company from advertising, had recorded an upward trend, which was primarily due to the efforts of the 
said official. 
The Contractor's positions were not accepted by the MTCW, which informed the Contractor that the 
employment cost of the employee, as a director, is not accepted. 
 
 
 
 
 
 
 
 
 
 

Recommendation: 
• To strengthen the efforts of the Ministry to rationalise the contracts, as an essential 
condition for improving the quality of services offered. 
• To strengthen the controls of the Contractors’ accounts in order to reduce the apparent 
misuse of public money. 
• To take immediate steps to end the use of very old buses to transport passengers, 
especially students. 
• To take steps to end the conditions that create conflicts of interest as regards the award of 
school transport by the Contractors to corporations in which they hold shares. 



 

 

The Director of the Department informed us, in November 2015, that he agrees with most of our 
recommendations, but his Department is no longer responsible for taking action to implement them. He 
also informed us that he does not agree with most of our findings and positions, without quoting any 
evidence / arguments. 
   
2.10.6  DEPARTMENT OF CIVIL AVIATION 
Delays in the Cyprus Air Aviation Area (FIR of Nicosia). According to the National Supervisory Authority 
report, the delays in the Cyprus Aviation Area (CAA) in 2014 was on average  1.9 minutes per flight, ie is in 
excess of the target of 1 minute per flight. The report states that the Nicosia Air Traffic Control Centre has 
the biggest delays in Europe. According to the Decision of the European Commission no. EE2011 / 121 / EU 
dated 23.2.2011, the pan-European capacity target involves improving the delays so that the average delay 
per flight by 2014 falls below 0,5 minutes. 
The problem of delays in the FIR exists for years and, despite the efforts made by the Department and the 
Ministry in collaboration with the European Organisation for the Safety of Air Aviation (Eurocontrol) it could 
not be resolved definitively. In June 2014 the Council of Ministers approved the implementation of the Plan 
for increasing the efficiency of the Air Aviation Services costing €1,5m. in addition to the compensation for 
overtime, which amounted to €1,1m. The budget of the Department for 2014 included 98 Air Traffic 
Controllers posts, of which 27 have not been filled. 

 Flight Safety Unit. The Aviation Safety Unit, according to an expert’s report is not adequately staffed to be 
able to autonomously meet its obligations arising from the Regulations and Directives of international air 
aviation organisations and the EU. 

 
 
2.10.7   DEPARTMENT OF POSTAL SERVICES 
Changing the institutional framework of the Postal Services Department. The issue is explained in our last 
Report. Meanwhile, the Ministry of the TCW assigned to a consulting firm the preparation of a study for the 
autonomy of the Department in a way that ensures its sustainability over time. 
The Quality of Postal Services Regulations. From an investigation by a private company in 2014, relating to 
the measurement of the time taken for the cross-border delivery of mail (incoming and outgoing), it 
appears that, despite the improvements achieved, the objectives provided in the Quality of Postal Services 
Directive of 2005 (R. 435/2005) regarding the performance levels, ie, performance of 85% of cross-border 
mail to be delivered within three days and 97% within five days, have not been achieved. The Director of 
the Department informed us that the failure to achieve the targets is largely due to the frequency of flights 
to and from Cyprus. He also informed us that the lack of necessary staff and the restrictions on overtime 
work makes the task even more difficult. 

Recommendation: The Civil Aviation Department, in cooperation with the Ministry of Transport, 
Communications and Works to develop an action plan based on the recommendations of the Experts 
for the reorganisation of the Department for the proper staffing of the Unit. 

Recommendation: The Department of Civil Aviation to decide with the Ministry TCW a scheme to 
reduce delays within an implementation timeframe. Since the Ministry has decided to proceed to 
adopt the option of establishing a State Company of Private Law to provide air aviation services, this 
should proceed and be implemented as soon as possible in order to address the problem of high 
costs for overtime and staff allowances. 
 



 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Recommendation: The Department of Postal Services to formulate a quality compliance plan of 
service pursuant to the Quality of Postal Services Directive of 2005 (PI 435/2005) ,which should include 
a timetable for implementing the various  tasks. 
 



 

 

2.11   MINISTRY OF HEALTH 
Scheme of Financial Assistance for Health Services not provided by the Public Sector. 
 (a) Under the scheme, financial assistance for medical diagnostic purposes or treatment outside public 
hospitals or through the invitation of a medical consultant at state hospitals is provided if the disease 
cannot receive effective medical diagnosis or treatment at state hospitals or the diagnosis or treatment 
cannot be provided by state hospitals within the time limits it is medically required by the patient's state of 
health and the probable development of his health. 
The referral of patients outside government hospitals is approved under the Scheme which was amended 
by the Council of Ministers, with its Decision no. 74.144 and dated 10.10.2012 and published in the Official 
Gazette on 7.12.2012, cancelling the previous Scheme which came into force in May 2009. The main 
change relates to the inclusion of an article which defines the health care priority, as follows: 
 
•       Option 1: Invite a medical consultant at state hospitals either from the private sector in Cyprus or 

from abroad. 
•         Option  2:  Send the patients to the private sector in Cyprus. 
•     Option 3: Send patients abroad to hospitals operating under the National Health Systems of EU 

Member States using the European form S2, or to hospitals which charge under the “closed 
consolidated medical expenses” (ie approved charging fees in state hospitals of the Member States). 

•          Option  4:  Send patients to other countries. 
  
i)    Expenditure of the Scheme. The Scheme’s expenditure for 2014 amounted to €22.961.274, compared 
to €31.202.849 for 2013 and relate to expenditure for sending patients abroad, to medical centers of the 
private sector in Cyprus, as well as expenditure for inviting doctors from abroad. 
 

Year 
Expenditure for sending patients abroad 

€ 

Expenditure for sending patients to medical centers of the private sector in Cyprus 
€ 

Expenditure for surgeries at the state hospitals by doctors from abroad 
€ 

Total Expenditure 
         € 

2014 11.427.344 10.913.987    619.943 22.961.274 
2013 14.293.710 15.883.522 1.025.617 31.202.849 
2012 25.506.850 13.053.673     715.238 39.275.761 
2011 37.728.297 12.884.801    170.000 50.783.098 
2010 42.888.872   9.150.741 - 52.039.613 

According to data held in the Integrated System of Administrative and Financial Reporting (FIMAS), the 
expenditure for sending patients abroad for the year 2014 (€11,4m.) relate to (a) payments which are made 
by the Embassies of Cyprus abroad amounting to €10,3m. or 90.4% of the total expenditure (2013 €13,1m., 
91.6%), (b) to payments to two companies representing Israeli hospitals amounting to €0,6m. or 5,3% 
(2013: €0,5m., 3.5%), (c) to payments for ex-post financial assistance to patients treated abroad at their 
own expense with approval either by the Health Minister or by the Ministers of Health and Finance, 
amounting to €0.1m. or 0,9% (2013: €0,7m., 4.9%) and (d) other expenditure amounting to €0.4m. or 3,5% 
(2013: €0,1m., 0.7%). 



 

 

It should be clarified that the expenditure consist of payments made in 2014, while the total amount of 
liabilities pending as at 31.12.2014 is not known, since as detailed below, no records are kept. 
As we were informed by the Director General of the Ministry of Health on 20.11.2015, the Ministry recently 
conducted an analysis of data on referrals of patients to private hospitals in Cyprus and abroad and it 
seems, it has dramatically reduced the number of patients referred to private hospitals of third countries 
(525 in 2011 and 91 for 2015 (until 30.10.2015)) and mainly to Israel, while a severe reduction was noted 
for patient referrals abroad (2032 in 2010 and 884 for 2015 (until 30.10.2015)). The distribution of patients 
who received medical treatment / diagnosis outside government hospitals in the years 2010, 2011, 2012, 
2013, 2014 and 2015 (until 30.10.2015) is shown in the Table below and in the following diagram. 

 
Year Number of patients sent to the private sector  (Cyprus) 

Number of patients sent to Member  States  
Number of patients sent to Third Countries  

Total number of referrals per  year  
2010 ----------* 1507 525 ----------* 
2011 ----------* 1274 454 ----------* 
2012 959 1100 259 2358 
2013 1172 1003 162 2337 
2014 959 900 124 1983 

2015** 1029 793 91 1913 
* There are no sufficient and reliable records **  Until 30.10.2015  

 
Distribution of patients’ referrals to the  private sector  or abroad, based on the “Scheme” for the years 2010, 
2011, 2012, 2013, 2014, 2015 (until 30.10.2015). 

The country with the most medical referrals for the years 2010, 2011, 2012, 2013 and 2014 was the United 
Kingdom while Israel was for the years 2010 and 2011, the second in number of medical referrals. Greece 
holds second place for the years 2012, 2013 and 2014 while it ranks first in 2015 with 314 patients (35.5%). 
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Germany shows an increasing trend, since the patient referral process is mostly based on the European 
Regulation 883/2004 (Form S2). Also, France presents a rising trend in 2015, after the cooperation with the 
state Henri Mondor Hospital for liver transplants to Cypriot patients. 
The distribution of patients by country for the years 2010, 2011, 2012, 2013, 2014 and 2015 (until 
30.10.2015) is shown in the diagram below. 

    Distribution of patients per country for the years 2011, 2012, 2013, 2014, 2015 (until 30.10.2015). 
 
It is also worth noting the significant reduction of patients’ referrals on a private basis, in relation to 
previous years. The summary analysis / comparison of results for the distribution of referrals between 
private and state sector for the years 2010, 2011, 2012, 2013, 2014 and 2015 (until 30.10.2015) is clearly 
seen in the following table and the corresponding chart immediately after. 
 

YEAR Number of patients  sent to the private sector  
Number of patients   sent on the basis of Form S2  

Number of patients who were sent on the basis of the “closed consolidated medical expenses” (Greece)  
Total number of patients sent abroad per year  

2010 ----------* ----------* ----------*  
2011 1528 (88.4%) 36 (2.1%) 164 (9.5%) 1728 
2012  942 (69.3%) 193 (14.2%) 224 (16.5%) 1359 
2013 735  (63.1%) 205 (17.6) 225 (19.3%) 1165 
2014 444 (43.4%) 323 (31.5%) 257 (25.1%) 1024 
2015 242 (27.4%) 328 (37.1%) 314 (35.5%) 884 

* There are no sufficient and reliable records for the distribution of patients for the year 2010.   



 

 

 

Distribution of patients abroad on the basis of Form S2, on the basis of “closed consolidated medical expenses” (Greece) and the private sector, for the years 2010, 2011, 2012, 2013, 2014, and 2015 (until 30.10.2015) 
The table below compares the expenditure for the years 2010, 2011, 2012, 2013, 2014 and 2015 (until 
10.30.2015), while the same data is shown in the diagram below. 

YEAR Expenditure abroad  Expenditure  inland   Total expenditure for the year  
2010 €42.882.872 €9.150.741 €52.039.613 
2011 €37.728.297 €12.884.801 €50.613.098 
2012 €25.506.851 €13.699.846 €39.206.697 
2013 €14.293.710 €16.909.139 €31.202.849 
2014 €11.427.344 €11.533.930 €22.961.274 

2015* €3.027.792 €5.583.529 €8.611.321 
* On the basis of invoices paid. 
 

 
Expenditure for patients on the basis of the “Scheme”, for the years 2010, 2011, 2012, 2013, 2014 and 2015 (until 
30.10.2015). 
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 (ii)       Outstanding liabilities of the Scheme at 31.12.2014. 
Invoices from medical centers in Cyprus and abroad. It was observed that there is no process for recording 
and archiving the invoices sent to the Ministry of Health and to the Medical Services and Public Health 
Services which are related to the health services purchased based on the Scheme. As a result, the 
outstanding liabilities as at 31.12.2014 are   not known. According to information  requested for audit 
purposes from the Accounts department of the Medical and Public Health Service, in the period January - 
May 2015, payments of invoices, totaling €2.232.447, which were pending from previous years (2012 to 
2014 ), were made to private medical centers in Cyprus. Also, on our Office instructions, the Sector of 
Sponsored Patients prepared on 8.4.2015, a statement of outstanding invoices of medical centers abroad, 
in accordance with which the payment of invoices of previous years (2010-2014) of a total amount of 
€956.550 was pending. 
Invoices from national health EU member states systems (patients sent abroad with the S2 form). 
According to data kept in the Sector of European Patient Billing, the total liability for patients sent to 
countries of the European Union (Form S2) was €2.480.206 on 31.12.2014 . 
From the above data it is shown that, in addition to the payments made in 2014 amounting to €22.961.274, 
as mentioned in the previous paragraph, an amount of €5.669.203 (€2.232.447 + €956.550 + €2.480.206), is 
related to obligations of 2014, which are either paid in 2015 or are due. It is clarified that it is not known 
whether there are additional amounts due. 

 
In her reply, the Director General of the Ministry stated that actions to introduce transparent procedures 
have been taken, which, hereinafter, govern the patients sent both abroad (primarily using the form S2) 
and to the private sector (based on tenders per-incident and with the use of the "coupon" for cardiac 
events), as well as actions have been taken to introduce procedures for the payment of invoices. 
Regarding the recommendation for the implementation of appropriate procedures for the receipt and filing 
of invoices, a register will be created in the Sector of Sponsored Patients, for better monitoring, while the 
existing computer system has been upgraded and it is now expected to be used. All guarantees issued and 
the amount thereof will be recorded in the electronic file of each patient and, at any moment, it will be 
possible to extract aggregate data and statistics. 
 (b)      Sending patients for treatment to the UK. 
 (i)    From the audit of the patient’s files and the relevant registers kept by the Ministry, it was observed 
that the provisions of the Scheme are not always applied with respect to persons (permanent residents of 
Cyprus) covered by the scheme (article 1), the criteria for providing financial assistance (article 2), in 
selecting the way of granting the financial assistance (article 3) and for financial issues (article 12).  
Examples are mentioned below: 
Case1. The patient was sent 10 times during the period 2009-2014 to medical centers in London, at a total 
cost of €220.677. The following were observed:  
 In 2009, the Special Committee decided that, in accordance with the clinical and paramedical checks 

which had been made, the patient does not suffer from the problem mentioned by her private 
physician. However, the Ministry approved the payment of an amount of €28.224. 

 In October 2010, the then Minister of Health, approved sending her to London for physiotherapy and 
osteopathy although the Committee of Experts reported that these treatments are not, mostly, 

Recommendation: Proper procedures regarding the receipt and filing of invoices should be applied so 
that the Ministry knows, at any time, which invoices have been received, which have been paid and 
the related amounts due. 
 



 

 

applied by classical medicine (according to criterion 2 of article 2 of the Scheme, treatments not 
recognised by classical medicine are excluded). 

 From the audit of the statement of payments of the High Commission in London, it was noted that 
the State has subsidised the above patient for treatments that are offered in Cyprus (cost of visits to 
a psychiatrist, physiotherapy and speech therapy). 

 On 1.8.2014, on the President’s instructions, approval was given, for the coverage of her medical 
care in July 2014, for the last time (as it was mentioned), exceptionally and for humanitarian reasons, 
as provided for in Article 12 (7 ) of the Scheme. However, the Ministry approved again her sending to 
London on 25/11/2014. 

 A total of £2.400 UK pounds was paid as maintenance allowance for her staying in London for the 
period 19.1.2015-17.2.2015. Moreover, the Ministry covered the cost of her air tickets for going to 
London as well as that of the government doctor who accompanied her on her own request. 
Accordinγ to the Scheme (articles 12, 14 and 17), the cost of airline tickets and the maintenance 
allowance is paid by the state when the patient is poor (a person whose annual income does not 
exceed €8.543). This patient, according to the data in her file, was not poor. 

 
 
 
 
 
 
 
 
In reply, the Director General of the Ministry stated that, according to the medical history of the specific 
patient, the type of her disease is caused by viral encephalitis, which has diverse consequences on the 
patient, which themselves require simultaneous and multi-level treatment at regular intervals by a 
multidisciplinary doctors team. Therefore, it is considered that these treatments, although obviously 
offered in Cyprus, it was not possible in this case to be offered to the patient in a fragmentary manner, at 
different times, time-independently and by specialists except from the multidisciplinary team of doctors in 
the United Kingdom. This is not, however, confirmed by the data in the relevant file. 
Case 2.  The cost of treatment of the patient, in accordance with the statement of payments of the Cyprus 
High Commission in London, amounted on 9.5.2014 to €152.104 (£111.829 UK pounds) although the letter 
of guarantee issued by the Ministry to the UNHCR was for a maximum subsidy of £40.000 pounds. 
From the audit it was found that: 
The Committee of Specialists Doctors at its meeting dated 13.3.2014, suggested that she was sent to the 
private sector abroad under the Scheme (Article 2 and criterion (c) of article 3). Although the Ministry on 
21.3.2014 received an offer from a medical center in Cyprus whereby the total cost would amount to 
€53.476, it was approved by the Ministry to be sent to London, as was her wish, for an amount up to 
£40,000 pounds, which corresponds to the cost of surgery if it was made in the private sector in Cyprus. 
Moreover, the Ministry covered the cost of her airline ticket, although, according to the data in her file, she 
was not poor. 
According to the Scheme (Article 3), the priority is sending patients to the private sector in Cyprus and after 
that the sending of patients abroad using the Form S2. It is noted that the private hospital where the 

Recommendation: The Ministry should inform us about the reasons for subsidising the above 
patient by sending her abroad for treatments (physiotherapy, speech therapy, visits to a psychiatrist) 
which are offered in Cyprus and therefore are not covered by the Scheme (article 3(d) sending 
patients to other countries) and the reasons for approving sending her to London in November 2014, 
in contrast to the instructions of the President of the Republic. Also, the reasons for which the 
Ministry granted a maintenance allowance to the patient and covered the cost of her air tickets, 
should be investigated. 



 

 

patient was hospitalised, is affiliated with the National UK Health System, so the patient could have been 
sent with Form S2, at a lower cost, to the State. 

 
In her reply, the Director General of the Ministry informed us that, in this case, the approval was given by 
the then Head of the Sector of Sponsored Patients, possibly in excess of her powers. Furthermore, for all 
similar types of cases, any decisions in relation to the medical center to which the patient is sent and the 
relevant costs, is the result of various factors and parameters taken into account with foremost the best 
interests of the patients, the respect for the patients’ right to choose the medical center and / or the 
country where they will receive treatment as well as the safeguarding of the financial interests of the State. 
In this case, the wish of the patient to go for her treatment to a medical center in the United Kingdom has 
been respected, without the satisfaction of her wish to be, in any way, to the detriment of the financials of 
the State, since the amount of the initial subsidy is not more than the treatment costs secured by the 
Ministry of Health at a medical center of the private sector in Cyprus. 
Case 3. The total treatment costs, according to the statement of payments of the Cyprus High Commission 
in London, on 14.12.2011, amounted to €389.885 (£286.731 pounds). 
According to the Scheme, the provision of assistance for health services which are not offered in the public 
sector, apply to citizens of the Republic residing permanently in Cyprus. From the patient's file, it seems 
that while the Committee of Specialists Doctors repeatedly expressed reservations (letters dated 5.11.2007, 
11.6.2011, 2.10.2011 and 25.12.2011) as to whether the patient is a permanent resident of Cyprus, the 
Ministry does not seem to have investigated the matter adequately. According to the file, the patient has 
never been insured at the Social Insurance Services, he is the father of two children living in Ireland and 
claims to be unemployed. Also it is noteworthy  the fact that he submitted to the Ministry a copy of a rent 
agreement for a house with rent amounting to €1.200 per month. All the above create reasonable 
suspicions regarding his permanent residence and his financial situation. 

 

Recommendations: 
•         The Ministry should investigate whether the patient was a permanent resident of Cyprus 

during the period 2007-2011. 
•      To consider whether the Scheme should be amended in order to provide an interpretation 

as to who is considered to be a permanent resident of Cyprus. 

Recommendation: The Ministry should inform us of the reasons why: 
•      It did not apply the provisions of the Scheme and, as a result, the above patient was sent 

abroad and on a private basis, when the operation could be done in the private sector in 
Cyprus at a much lower cost. In case the Ministry considers that the Scheme should be 
amended so that the 2nd and 3rd option are considered to be in the same line of priority as 
the 1st (the choice of which will be based on the lowest cost to the State), then a relevant 
amendment to the Scheme should be considered. 

•         It approved the patient to be sent abroad with partial subsidy while there is no such 
provision in the Scheme. The need to amend the Scheme should also be considered for this 
issue. 



 

 

In her reply, the Director General of the Ministry stated that the matter will be investigated and that the 
revised Scheme, when it is decided and put for approval by the Council of Ministers, will include a definition 
as to who is considered to be a permanent resident of Cyprus. 
As a general comment on sending patients for treatment outside public hospitals, she said that the aim is to 
minimize any referrals to the UK. At this stage, most of the incidents are referred to several other European 
countries using form S2 and primarily to Germany and Greece. 
 (ii)       Procedure for sending patients to the United Kingdom. 
Letters of guarantee. Where patients are sent abroad privately, (without the use of form S2), the Ministry 
issues a letter of guarantee to the Cyprus High Commission in London, which contains the patient's name, 
the medical center to visit, the treatment, the visit date and the maximum amount subsidised by the 
Ministry. The Sector of Sponsored Patients does not keep any records of the guarantees issued and 
therefore the above information which is necessary for the monitoring of the guarantees is not available. 

 
The Director General of the Ministry stated that she fully agrees with the recommendation. 
Issue of forms S2 and their payment. The European Regulations no. 883/2004 dated 29.4.2004 and 
987/2009 dated 16.9.2009, provide for the sending of patients to medical centers in European Union 
countries with the issue of form S2. From the audit it was noted that no records and no monitoring of forms 
S2 issued takes place in the Sector of Sponsored Patients. As it was found, forms S2, after their issue, are 
recorded only in the patients' files and are not adequately checked prior to their payment. 
In a specific case of a patient, subsidised since 2009 with a total cost of treatment which on 9.7.2014 
amounted to £1.460.680 pounds sterling, the Ministry issued a guarantee letter dated 21.9.2012, for the 
period 21.9.2012- 21.10.2012 to the medical center where the patient is hospitalised, while there were in 
effect two forms S2, for the same medical center. It is noteworthy that the Ministry paid an invoice of the 
medical center of £56.058 pounds which was also related to the period for which an S2 form (10.9.2012-
22.9.2012) was issued. 

  
The Director General of the Ministry informed us that instructions had been given to the responsible 
officers for the identification of problems / deficiencies present in the existing system  of operation of the 
Sector of Sponsored Patients and instructions to upgrade the IT system (within the available possibilities 
because the system is of an older technology and of limited cabability) in order that a record per patient 
exists with all the necessary data / information of its referral, whether inland or abroad, including also data 
of the guarantee / form S2 / cost / subsidy / charge / repayment. The upgrade of the system has been 
completed recently. After the necessary checks and the training of officers / operators it is expected to 
operate the IT system in November 2015. Also, there is an ongoing process of acquiring a new IT system for 

Recommendation: To investigate the reasons for issuing a guarantee letter and forms S2 
simultaneously for the above case and inform our Office accordingly. Also, to give instructions for 
creating a register for monitoring S2 forms issued by the Ministry in which to record all information 
relating to the patient. 

Recommendation: For monitoring and audit purposes of the guarantees, it is required that 
instructions are given for the keeping of a record of the letters of guarantee in the name of the 
medical center where the patient will be sent. Also, regarding case 2 above, to investigate whether 
another guarantee was issued by the Cyprus High Commission to the medical center for an amount 
in excess of £40.000 UK pounds and to inform our Office. 



 

 

the Sector of Medical Cards, Subsidies for Patients and for the Sector of European Patients Billing. The date 
for the publication of the competition is determined to be in December 2015, while the implementation is 
expected to be in 2016. Provisions have been made in the new system for the recording and monitoring of 
forms S2 and with the implementation of the new system, it is expected that the control of forms S2 will be 
optimised. 
Payment of invoices. According to the existing process, all payments made by the High Commission, having 
first obtained the approval for payment of the invoices from the Ministry with copies of the invoices sent to 
the Accounting Department of the Ministry of Health by the Ministry of Foreign Affairs, after the payment 
takes place. 
From the audit by our Office, deficiencies and weaknesses were identified and, as a result, the payment of 
invoices cannot be confirmed mainly because: 
•          Invoices sent by the High Commission to the Ministry are not the originals. 
•          No receipt from the hospital which has been paid is sent to the Ministry. 
•       The Ministry does not have access to the register of the invoice payments kept by the Accounting 

Department of the High Commission. It is noted that, while it was agreed with the High Commission 
that the Ministry gains access to the register online, up until the completion of the audit, this was not 
done. The register was sent electronically to the Ministry on 28.11.2014. The second time it was sent, 
the password of the file was not given to the Ministry due to the resignation of the Officer 
responsible for its updating. Since then there was no updating of the register. 

            According to the letter of the Director General to our Office, dated 23.3.2015, the Ministry decided 
to pay directly the invoices to the UK as from 1.7.2015. As we have already been informed, the 
Ministry asked already the medical centers in the United Kingdom to send the invoices issued directly 
to the Ministry for payment.  
 

 
The Director General of the Ministry stated that the Sector of Sponsored Patients has already 
communicated with most of the hospitals and requested account statements for outstanding invoices. This 
process will be done at regular intervals both for monitoring purposes and for purposes of timely and 
correct payment of the amounts due. 
 (c)    Selection of medical centers abroad (article 4). According to Article 4 of the Scheme, the purchase of 
services that are not offered in the Public Sector is done by concluding agreements with medical centers in 
a transparent manner, consistent with the law which provides for the Coordination of Procedures for the 
Award of Public Procurement Contracts, Works Supplies and Services and Related Matters or in accordance 
with EU regulations with the use of the European Form S2. 
It was observed that, while the European Regulations no.883 / 2004 dated 29.4.2004 and 987/2009 dated 
16.9.2009, give the right to all European citizens to receive planned treatment in another Member State 
and the State to pay the cost of the treatment at special rates set by the National Health System in the 
country, the Ministry arranges the sending of patients to medical centers in the United Kingdom, on a 
private basis, paying a much higher cost. The treatment of patients on a private basis (private patients) 
except for the higher charges for medical examinations and operations, includes hospitalisation of patients 
in luxury rooms the prices of which reach up to £1.252 UK pounds per day and £3.254 UK pounds per day 

Recommendation: The Ministry, for control purposes, should request the medical centers to send at 
regular intervals, account statements for the invoices which have not been paid. 



 

 

when in intensive care. It is noted that most medical centers that collaborate with the Ministry are 
affiliated with the National UK Health System (NHS). 
It was also noted that there are no criteria as regards the choice of the medical center where the patient 
will be sent. From the audit, instances were identified where the Ministry chose the medical center by 
taking into account the patient's wishes. 

 
According to the reply by the Director General, the Ministry of Health agrees with the recommendations for 
the necessity of compiling a list, in cooperation with the relevant Embassies of the Republic, in which to 
record the appropriate and specialised medical centers for each disease in the European Union Member 
Countries and from which the final choise of a medical centre will be made for sending patients with form 
S2. 
(d)      Expenditure for sending patients to medical centers in the private sector in Cyprus and 
engagement of specialists in state hospitals. 
 (i)    Expenditure. The above expenditure in 2014 amounted to €11.533.930, compared to €16.909.139 in 
2013, ie there was a decrease of €5.375.209 or a rate of 31.8%. The above expenditure does not include the 
outstanding obligations to the medical centers and to specialists as at 31.12.2014, since no relevant records 
are kept.  
It is noted that invoices amounting to €3.5m., related to 2013 obligations, were paid out of the Budget for 
2014, after the approval of the Ministry of Finance had been secured. 
 (ii)   Report by Specialist Doctors. Under Article 8 of the Scheme, the Committee of Specialists Doctors 
submits a documented report to the Director-General immediately after the examination of each 
application that was referred to it, which describes the condition of the patient and the Committee's 
opinion as to whether an effective diagnosis or treatment at state hospitals can be made or cannot be 
made due to lack of suitable diagnostic or therapeutic means. 
From a sample test examination of patient records, it was observed that in none of the cases examined the 
Committee of Specialists submitted to the Director General / Minister a documented report as described in 
the Scheme, but it recommends only the referral of the patient to a private hospital based on the options 
for financial assistance as defined in article 3 of the Scheme. 

 

Recommendation: The Ministry should issue instructions to the Committee of Specialists Doctors for 
the implementation of the provisions of article 8 of the Scheme and the submission of a detailed and 
substantiated report to the Director General/ Ministry of the reasons for which the patient needs to 
be sent outside State Hospitals. 

Recommendations: 
 (i)     The Ministry to prepare a list of appropriate and specialised medical centers for each disease, 

in member countries of the European Union which are affiliated with their country's national 
health system. The choice of a medical center should be made by the Ministry based on the 
list to be drawn up and the sending of patients to be done only with the use of form S2, 
except in very exceptional cases which should be justified / properly documented. 

(ii)      The Ministry of Health should establish a unit to deal with the identification of medical centers 
and their evaluation as per their specialty / disease, so patients sent, receive medical 
treatment in specialised centers with the greatest possible success in their recovery. 



 

 

The Director General of the Ministry in her reply said that the Committees of Specialists often does not 
provide a detailed and factual report to the Director General /Minister in breach of article 8 of the Scheme 
despite the circulars and repeated oral and written recommendations by both the Director General of the 
Ministry and the Head of the Sector of Sponsored Patients. For this reason a meeting has been set at the 
Ministry of Health with all members of the Special Committees. 
(iii)     Contracts for sending patients to medical centers in Cyprus. 
Legislation.    According to article 4(1) of the Scheme, the purchase of services that are not offered in the 
public sector is made on the basis of agreements concluded between the Ministry of Health and the 
Medical Centers, in accordance with transparent procedures that comply with the law which provides for 
the Coordination of Procedures for the Award of Public Procurement Contracts, Works, Supplies and 
Services. 
Our Office observed the following:  
 During 2014, patients were referred to private medical centers, without relevant contracts being 

concluded beforehand, e.g. for conducting cardiology and cardiac surgery. There were cases where, 
while the validity of certain contracts had expired, new contracts had not been concluded in time, 
making it difficult to verify the various charges. It is noted that, while the contracts for laparoscopic 
prostatectomy using robotic surgeries as well as for the referral of patients to  Intensive Care Units 
and Increased Care, expired in June 2014 and August 2014, respectively, no new contracts were 
concluded  up to the completion of the audit. Meanwhile and until the conclusion of new contracts, 
the Director General, on 30.9.2014, established procedures regarding the process to be followed to 
ensure health services for incidents involving patients to be sent to private hospitals, following the 
draft procurement process in a sealed envelope. Then, after relevant guidance was received from the 
Legal Office, in the case of cardiology and cardiac surgery, the fixed subsidy procedure ("coupon") 
has been adopted, based on specific conditions. 

•      Since November 2010, negotiation committees were formed for services where there were no 
previous agreements and also the Departmental Committee for Variations and Claims (DCVC) 
examines the financial aspect of invoices in each case. It is noted that, since then, until February 
2015, invoices totaling approximately €30,2m. (1.1.2014-13.2.2015: €8,1m.) were forwarded to DCVC 
and then paid which shows the large volume of services  provided without the conclusion of the 
relevant contracts. 

•  Cases were identified where the payment of invoices was delayed up to 12 months from the date 
they were received by the Ministry. According to the circular of the Accountant General dated 
27.8.2012, public authorities should settle an invoice within 60 days of its receipt. 

 

 
In 

her reply, the Director General of the Ministry stated that the delay in the timely completion of 

 
Recommendation: Our Office is of the opinion that, in cases of referrals which, due to the very 
large number of them, it is not possible or practicable to be referred to a single medical center, 
the method of the financial maximum subsidy should be used ("coupon method") , provided a 
positive opinion is received from the Legal Office. This method has the advantage that it entitles 
the patient to select the medical center at which he will be treated but he will have to 
undertake any additional costs. In other cases, patients should be sent to the medical center 
which is selected following the procedure of open tender and with which the State will enter 
into a contract. 



 

 

competitions is usually due to the complexity of competitions and other unpredictable factors, both 
internal and external, with the result that the planned time frame,  as in the original announcement of the 
tender, not to be adhered to. 
Regarding the competition in relation to the conclusion of a contract for the provision of medical services 
for Cardiac surgery, a reply is expected from the Legal Office and, subsequently, a final decision will be 
taken on how to handle the matter. 
For the competition regarding the purchase of medical services from medical specialists to perform Surgical 
Vitrectomy, approval was given by the Special Committee of the Treasury and the competition will be 
announced soon. 
For the competition regarding Laparoscopic Prostatectomy surgeries, the preparation of the tender 
documents is at the final stage. 
Because of the operation of the Unit for Increased Care (UIC) at the Nicosia General Hospital, and the 
referral of chronic patients to homes for the elderly, the need to refer patients to Intensive Care Units (ICU) 
and Increased Care, has declined.  Daily monitoring of the occupancy of UIC and ICU is carried out in order 
to avoid unnecessary referrals to the private sector. 
 (iv)    Invitation of specialists at state hospitals from abroad. According to the Scheme’s provision of 
article 3.1 (a), the invited specialist at state hospitals comes primarily from the private sector in Cyprus or, if 
this is not possible, from abroad. The relative expenditure for 2014 was, in accordance with a statement 
prepared by the Accounting Department of the Medical and Public Health Services, €619.943 compared to 
€1.025.617 in 2013.   The following invitations of specialists doctors were audited: 
 

                                    Specialty  
Expenditure   up to 31.12.2014 

€ 
    Contract Period 

Electrophysiological studies  299.659 *  2009-2015** 
Restoration of spinal cord abnormalities   141.638*  2010-2015** 
Surgery of Colon  214.776*  2011-2015** 

* Data received from the Integrated Administrative and Financial Information System of the Treasury 
** Until the conclusion of the audit (June 2015). 
Our Office noted that: 
The need for inviting doctors. There is no evidence that health services are not provided in the public 
sector and thus doctors are invited from the private sector. Also, it does not seem that, the priority applied 
in selecting the method of providing financial assistance, is kept. An example is the invitation of a doctor for 
providing services for Surgery of Colon  which was made without taking into account that the services 
called upon by the  medical practitioner to offer to the public, were offered successfully at Larnaca General 
Hospital since 2013 ( the letter of the  doctor Responsible for the Surgery Clinic at Larnaca General Hospital, 
with file no.13.15.01 and dated 8.4.2015, is relevant) and at Famagusta General Hospital (the letter with file 
no. 13.15.001 dated 28.4.2015, is relevant). Recently, the Ministry decided to enter into a contract with the 
aforementioned doctor in order to agree a specific fee per operation, a type of contract  with which we 
agree provided that he will be invited only when the services are not offered by a doctor at state hospitals
  



 

 

 
The Director General of the Ministry in her reply informed us that a letter has been sent to the directors of 
clinics with instructions to prepare a list of surgeries for which the invitation of specialists is required.  
Additionally though, it should be stressed that the total coverage of invitations from existing lists is 
impossible, since there are individual / special / rare cases that require special treatment . The invitation of 
specialists is made on the decision of the Committee of Specialists or of the Reviewer Council and is based 
on the current situation / case of the patient and the conditions / staffing of public hospitals (eg patient 
age, pediatric cases are handled by specialist doctors of pediatric incidents, the absence of a specific public 
medical officer in emergency cases requiring immediate handling, family of the patient demand and 
undertaking of the responsibility and the costs of the invitation, etc.). 
Approval for the invitation of doctors. According to article 3 (1) of the Scheme, the decision for a patient’s 
assistance outside government hospitals or for an invitation of a specialist in state hospitals, is taken by the 
Minister of Health, on the recommendation of the competent Committee of Specialists. It is observed that 
the invitation is made by the Director of the Clinic without evidence of the approval by the Minister of 
Health, as provided in the Scheme. It was identified that the above process is the usual practice of the 
Clinics at state hospitals. 

 
In response, the Director General of the Ministry stated that the invitations of doctors take place always 
upon approval by the Director General of the Ministry of Health after the recommendation of the 
Committee of Specialists and not by the Clinics of the State Hospitals. 
The creation of a register for the invitations has already been identified by the General Directorate of the 
Ministry of Health and, for this reason, it is provided in the upgraded existing computerised system which 
will be implemented in November 2015 and also in the new system which will be acquired by the Ministry 
of Health in 2016 . 
Patients receiving financial assistance through the invitation of a doctor. The provisions of the Scheme 
regarding the approval of financial assistance to patients who receive medical services through the 
invitation of doctors at state hospitals (Article 3.1), are not applied. From a random check, it was found 
that, according to information received from the Department of Subsidised Patients, patients who have 
received financial assistance through the invitation of doctors, were not registered in the Sponsored 
Patients Register. 
Procurement Process of competitions / contracts execution. In none of the said contracts   the reason for 
tendering using the negotiated procedure, without publication, with only one doctor, who for the three 
above cases, was the doctor with whom there was already cooperation, was recorded or sufficiently 
justified. 

Recommendations: For the purpose of proper implementation of the Scheme, for every invitation of 
a specialist, the approval of the Minister of Health should always be sought, on the Committee of 
Specialists Doctors recommendation. Otherwise, the Scheme should be amended accordingly. 
It is also necessary that the Ministry prepares a register in which to record in detail all of the 
invitations of doctors. 

Recommendation: To prepare, the earliest possible, a list of specialties that are not provided by state 
hospitals, based on which to invite specialists and to inform our Office for the  reasons why the 
priority for the invitations, first from the private sector in Cyprus and then from abroad, is not kept. 



 

 

In addition, the number of calls to which the said doctors responded or not responded could not be 
confirmed. Under a condition in their contracts (clause 8 and 10 (3), respectively), the contractors will work 
according to the calls of duty which will be made by the Director of each clinic responsible for the execution 
of the contract. 
 
 
 
In response, the Director General of the Ministry stated that the renewal of the Contract of one of the 
specialists took place at the request of the Medical and Public Health Services for very specific cases of 
colon surgeries, although there were some government doctors who claim that they were able to carry out 
such surgeries. Regarding the signing of the Contract with the second doctor, this was made after a letter 
was received from the Director of the Cardiology Department of the Nicosia General Hospital, through the 
Executive Medical Director of the Nicosia General Hospital and the Director of the Medical and Public 
Health Services, stating that it was necessary to continue inviting the doctor from abroad because it helps 
to reduce, dramatically the waiting lists and costs for the patients’ referral abroad. At the same time, the 
existing equipment of the Department is utilised and further training is provided to the staff involved. 
Training. According to the contracts signed, the two doctors should provide training (practical and 
theoretical) in the performance of their duties. To date, the government doctors are not trained since the 
Medical Services continue to acquire services from the above contractors from 2009 and 2011 to date, 
respectively. 

 
In her response, the Director General of the Ministry stated that in relation to the contract with one of the 
specialist doctor, the Contractor records on the invoice the government doctors attending surgeries. 
Regarding the contract with the second specialist doctor, the Contractor completes the form 16 “Processing 
of Work Reference” to which, inter alia, the names of doctors who were trained are noted. 
From now on, the Purchasing and Supply Directory of the Ministry will request that a working plan is 
presented, which will be approved by the Director of Medical and Public Health Services or the Director of 
each Hospital or Clinic receiving the services of the Contractor. 
Deductions of Income Tax. In none of the above contracts, deductions for income tax purposes from the 
contractor’s amount of payment are made. According to article 23 of the Income Tax Laws of 2002-2014, 
the Accounts Department of Medical Services had to deduct income tax from the amount of payment if the 
contractor is not a resident of Cyprus. 

 
In response, the Director General of the Ministry stated that income tax deductions will be made, based on 
the circular issued by the Tax Department on June 26, 2015. 

Recommendation: To investigate the reasons for not deducting income tax  from the contractors’ fees 
and to take the  steps necessary to recover the tax on their income from the start of the initial 
contract to date, as provided in Article 24 (2) of the  Income Tax Law and to inform our Office 
accordingly. 

Recommendation: To provide instructions for the preparation of a list of doctors who attended the 
training by the contractors and also to request that each contractor prepares and submits, 
periodically, reports regarding the persons who were trained and the related fields of training. 

Recommendation: For every invitation of a doctor, a working plan should be prepared and approved by 
the Director of Medical and Public Health Services, so that the monitoring and control of the execution 
of the contract is made possible. 



 

 

Contract with a doctor on Restoration of Spinal Cord. Regarding the contract of the above doctor it was 
observed that the Ministry, while initially on 25.04.2013, estimated the cost of the contract at €68.220 for 
24 months, then, on 27.5.2013, it approved a cost increase to €75.800 for 24 months (equal to the previous 
contract) and then, when negotiating with the contractor, it accepted an amount of €85.360. It is noted 
that in a circular of the Ministry of Finance dated 3.1.2013, regarding the Budget for 2013, it is explicitly 
stated that “in no case should a contract be renewed unless an agreement is reached with the other party 
to reduce the amount of the contract.” 
 
In response, the Director General of the Ministry stated that the agreement with that doctor was 
considered necessary due to the multiple and diverse services offered to paraplegic patients. The doctor 
provides services to the Rehabilitation Center of Spinal Cord Damage, which are recorded in a program 
prepared by the doctor, according to the needs of the Clinics involved, in cooperation with the Clinical 
Directors. 
As regards the increase in the cost of the contract, this arose after discussions with the Contractor but also 
with the instructions of the then Director General of the Ministry of Health who emphasised the necessity 
of continuing the cooperation and the significant cost savings compared to the cost of sending patients 
abroad. According to the Director of the Paraplegic Clinic of the Nicosia General Hospital, apart from the 
fact that many patients, with a variety of problems are served,  savings are incurred for the government, 
since each patient would have cost the State, if hospitalised abroad, between €25.000- €30,000. 
 (e)    Register of sponsored patients. In order to strengthen the internal control system, a register of 
sponsored patients has been prepared in collaboration with the Information Technology Services 
Department and was implemented since 2007 in which all the necessary information about the patients’ 
treatment such as, name, hospital, treatment, date of admission, date of discharge, amount of financial 
charge, date and receipt of payment, date and amount of the invoice and observations, can be recorded. 
With regard to the referral of patients abroad, the register continues not to be updated with all the data 
relating to the patient's referral since 2009 and, as a result, there is no comprehensive picture of the cost of 
the referral (form S2, letter of guarantee, the amount of the guarantee, maintenance allowance, airfare, 
payments, outstanding invoices). Therefore, it cannot be monitored as to whether each patient has 
exceeded the amount of €200.000 to which he is entitled under the Scheme for Financial Assistance for 
health services not offered in the public sector. Also, a written policy regarding the granting of access rights 
to the system, in order to verify that any changes are made by an authorised personnel, continues not to 
exist. 
With regard to referrals of patients to medical centers in Cyprus, the register which was adopted on the 
recommendation of our Office is updated with the referrals of patients since 2012 but not with the 
expenditure incurred for each patient, so the register does not provide complete information. 
 
 
 
  
The Director General of the Ministry in her reply said that the existing computer system of the Sector of 
Sponsored Patients, has been upgraded and will be in use in November 2015, with extended data storage 
capabilities for each patient and for subsidies eg type of treatment, treatment costs, medical center, 
relevant costs etc. 

Recommendation: To investigate the reasons of the increase of the contract costs from €68.220 to € 
85.360 and inform our Office accordingly. 

Recommendation: It is imperative for control and monitoring purposes, to properly update the 
register with all information relating to the referrals of patients in order to present a complete picture 
both of the approvals and of the payments. 



 

 

 (f)   Organ transplants in the United Kingdom. According to European Regulations 883/2004 and 987/200, 
Cypriots, who are insured in Cyprus are entitled to receive, if approved by the Ministry of Health as 
sponsored patients abroad, planned medical treatment in a medical center in another Member State, 
which is affiliated with the National Health Service of the country. The cost of treatment will be the same as 
for the citizens of the country of the Member State and it is paid after the end of the treatment, by the 
Ministry of Health of Cyprus to the Ministry of Health of the Member State. 
From a sample audit of patients’ files who were subsidised by the Ministry for liver transplant in the United 
Kingdom, it was observed that: 
The Ministry, after the accession of Cyprus to the European Union, did not claim in all cases medical 
treatment with the S2 form but continued to send patients to the UK for transplants on a private basis 
(private patients) paying hundreds of thousands of euros, while the medical centers chosen to send 
patients are affiliated with the UK National Health System (NHS) and provide services both through the NHS 
and privately. 
It has been observed that, the reason why the Ministry chose to send some patients privately and others on 
the basis of form S2, is not noted in the files of the patients. 
Our Office recommended that a letter is sent to the UK Ministry of Health, to seek to clarify whether 
medical centers may reject a patient for transplant under the NHS (form S2), but to  accept him on a private 
basis ( private patient). In its reply, dated 7.4.2015, the United Kingdom Department of Health, stated that 
this is not allowed to happen, asking to be provided with details of such incidents. 
Examples of sending patients for liver transplant privately, at the urging of the medical center, consist of 
cases for which this specific medical centre, requested the issue of form S2 only for obtaining the organ 
with the referral of the patients remaining on a private basis, by issuing a letter of guarantee. In the above 
cases, the Ministry did not claim the right for the patients to be medically treated within the NHS, sending 
patients to be cared on a private basis. 
The Ministry in its letter, dated 15.4.2015, to our Office, considering the clarification of the Ministry of 
Health of the United Kingdom (regarding the right of rejecting a patient for transplant via the NHS (S2 form) 
and his acceptance on a private basis) decided that from now on, patients in need of liver transplant will be 
referred to hospitals under the National Health System. 
 
 
 
 
 
In her reply, the Director General of the Ministry stated that this practice of the Ministry of Health may 
constitute a waste of public money since the right of access to medical treatment using form S2, via the UK 
National Health System and that this practice has been stopped and most incidents are sent to a specialised 
medical center in France, with which the Ministry of Health has currently concluded an informal 
cooperation and   form S2 is always used. 
As a general comment, the Director General of the Ministry stated that they have taken the following 
measures to improve the Sector of Sponsored Patients: 
 Recording of written procedures and forms for all procedures pertaining to the purchase of services 

for the Sector of Sponsored Patients regarding the private sector of Cyprus. 
 Coupon Procedure for Cardiac events. 

Recommendation: To carry out an investigation for the reasons why the Ministry was sending 
patients privately (private patients) to undergo liver transplant in the United Kingdom, paying 
hundreds of thousands of euros, instead of making use of the right conferred to it by the European 
Regulation for sending them via the National Health System (NHS-S2) and to update our Office 
accordingly. 



 

 

 Creation of an archive and statistical reports. 
 Robotic prostatectomies - Removal of the age limitation, cost reduction and determination of a 

subsidised amount of €7,500 (€5.400 is saved per patient ie 42%. Capability of the patient to choose 
the medical center. 

 Severe restriction of expenditure and efficient management of available funds. 
 Defining of processes. 
 Introduction of control at all stages of the process. 
 Reassessment of procedures at regular intervals. 
 Elimination of undisciplined invitations of specialists with non-transparent procedures. 
 Dramatic reduction of ICU/UIC expenditure appointing “Surveillance Officers” for the control of 

patients and services together with new price negotiations. Computerisation of availability of beds 
and better control of the management of beds. 

 Use of the form S2. 
 Upgrading of the existing computer system for effective control and record keeping and the 

maintenance of a register for all information / data of the patients’ referrals and invitations of 
doctors.  

Our Office recognises the very significant improvement occurred in the last 20 months in the way of 
implementation of the Scheme because of the determination demonstrated to introduce appropriate 
mechanisms allowing the rational management of public funds which will reduce, with the aim to 
eliminate, the very serious problems of mismanagement and / or corruption which had existed previously. 
Our goal is, through our recommendations to assist in this effort. It is our view that the Scheme is an 
important pillar of the Health Ministry's activities and therefore, should always be included in the general 
plans of the Ministry to strengthen the internal control system and to introduce the best management 
processes. 
National Health Insurance Scheme (NHIS). 
(a)    Amendment of legislation. With the Law no. 89 (I)/2001, the introduction of a National Health 
Insurance Scheme was approved, for the implementation of which, significant changes and improvements 
in various areas and the creation of the necessary infrastructure are required. 
According to the above legislation, the responsibility of implementing the NHIS is with the Health Insurance 
Organization (HIO), which operates with its own, approved by the House of Representatives, Budget. 
The amendment of the legislation was necessary since 2007. The relevant amendment bill was posted on 
the Ministry's of Health website for public consultation in December 2014. Up to the date of the audit 
completion, its submission to the Council of Ministers for approval was still pending. 
According to the Council of Ministers Decision No. 77.279 dated 16.7.2014, the Amendment Law will 
determine the restructuring of the Health Insurance Organisation, clarifying its role and also the role of the 
Ministry of Health, especially with regards to policy strategy, control of the budget, supervision, control and 
regulation of the National Health Insurance Scheme. 
According to the Director General, the Ministry of Health, after consultations with all stakeholders, because 
of many reactions, decided to abandon the 2014 amendment bill and return to the amendment bill of 
2013. This amendment bill is currently subject to some changes by the HIO. 
The amendment bill will be submitted to the House of Representatives when the minimum necessary 
consensus between the parties involved and the parliamentary parties, is achieved. The role of HIO and the 
responsibilities of the Ministry of Health on the issues of the NHIS will remain unchanged. 



 

 

(b)   Timeframe for implementation of the NHIS. According to the original timeframe for the 
implementation of the NHIS which was prepared in January 2005, its implementation was expected by the 
end of 2008. This was followed by a re-evaluation report of the progress of the NHIS, according to which 
the introduction of the NHIS was postponed for 2012. 
At a later stage, in accordance with the Council of Ministers decision in June 2012, the start of the NHIS 
operation was postponed to mid-2015, while according to the May 2014 Memorandum of Understanding, 
the NHIS would have been introduced gradually in three phases, as follows: 
•         Phase A:  Primary Health Care Services - visits to a family doctor and pediatrician (date of application 

1.7.2015). 
•          Phase B:  Introduction of additional health services, including services provided by Specialists Doctors 

for out of hospital care and outpatient medication (date of application 1.1.2016). 
•      Phase C:  Full implementation of the NHIS, which would additionally include all secondary and 

tertiary health care services, laboratory and clinical examinations, hospital inpatient charges etc. 
(date of application 1.7.2016). 

As part of the implementation of the above provisions of the Memorandum of Understanding, the Ministry 
of Health has prepared an Action Plan for the introduction of the NHIS, which was an integral part of the 
Reform Plan included in the Decision No. 77.279, dated 16.7.2014. 
According to the Director General of the Ministry of Health, taking into account the financial situation for 
the implementation of all necessary reforms and the results of the actuarial study (Article 3.2 of the 
Memorandum as updated and adopted on 11.9.2015), the NHIS could be implemented within 2017 at the 
earliest. The Ministry of Health intends to implement it in 2 phases. 
•        The first phase will include the Primary Health Care, outpatient specialists, medications and clinical 
laboratories. 
•     The second phase will include the inpatient care, the Emergency and Accident Department, the 
Ambulances and the other medical professionals. 
Considering the developments to date, it seems that it is not possible to implement the NHIS within the 
timescales set. The Ministry of Health has no clear indications of when to begin the implementation of the 
NHIS while it is expected from the Health Insurance Organisation (HIO) to promote the preparation of 
software, which is the basis for the proper functioning of the NHIS. Until the date of the audit completion, 
the HIO had not completed the competitive dialogue and had not proceeded with the procurement of a 
tender, while in the last assessment of the Troika for the preparation of an updated Memorandum, it 
seems that a change in the time for the implementation has been agreed. 
Delays with regard to the implementation of the NHIS are present in other matters as well, such as in 
determining the percentage of contributions, where it is required, inter alia, to negotiate with the 
contributors (employers and employees), in determining the compensation of doctors and hospitals, etc. 
With regard to the invitation of tender for the software, which is the basis for the proper functioning of the 
NHIS, the tender documents have been completed and the invitation for the submission of tenders has 
been issued. We consider it essential that no contract will be signed for the software before there is 
absolute certainty about the implementation of the NHIS and a reasonable certainty as to the time of its 
implementation. 



 

 

The HIO, in collaboration with the Ministry of Finance and the Ministry of Health appointed a technical 
committee which has worked out four possible scenarios for the review of contributions and co-payments 
for the NHIS. The negotiation with the various categories of contributors is awaited. 
(c)     Our Office notes that major projects necessary to implement the NHIS such as the reorganisation / 
autonomy of state hospitals which should have been treated as a priority, show a considerable delay. 
Instead, our Office observed that priority was given (mainly from the Health Insurance Organisation) to 
projects that are mostly procedural and which required the hiring of consultants, at a cost of several 
millions. 
(d)    Reorganisation of public hospitals. Regarding the reorganisation of public hospitals, the Ministry 
proceeded in 2007 to an invitation of a tender, together with the Health Insurance Organisation, for 
acquiring consulting services. The total amount of the contracts for the two parts of the project amounted 
to €10,4m. In October 2009, the Ministry extended the contract for six months (until April 2010). By the 
end of both the original and the supplementary agreement, the Consultants submitted final reports which 
do not appear to have been assessed / utilised. 
In the context of implementing the provisions of the May 2014 Memorandum of Understanding, the 
Council of Ministers, as mentioned above, adopted the Reform Project which comprises, inter alia, of 
provisions for restructuring, as well as the autonomy of public hospitals to enable them to compete after 
the implementation of NHIS. 
(e)   Autonomy of public hospitals. In June 2004, the Council of Ministers, with the efficient and effective 
operation of public hospitals being the prime objective, approved the promotion of their autonomy and 
their conversion into public corporations. 
The Legal Office in 2009, with its relative letter to the then Director General of the Ministry of Health, 
raised serious doubts as to whether, if the aim was to create a flexible system of public hospitals 
functioning in the context of free competition so as to comply with the operational requirements of the 
National Health Insurance Scheme, this could be achieved through the establishment of a public 
corporation which will be governed by public law which would limit its flexibility. 
In May 2012, the Council of Ministers, in its judgment no. 73.513 and dated 9.5.2012, decided, inter alia, 
the maintenance of the current status quo of the public hospitals and their operational and organisational 
upgrading so that they become more flexible and efficient and be able to cope in a competitive 
environment. 
As we have been informed and in the context of implementing the provisions of the Memorandum of 
Understanding and the Council of Ministers Decision dated 16.7.2014, a draft bill has been prepared 
regarding the autonomy of public hospitals, which should be approved by the House of Representatives by 
the end of November 2014. By the date of the audit completion it had not been approved by the House of 
Representatives. 
In reply, the Director General of the Ministry said that the Council of Ministers, in its meeting held on 
10.9.2014 approved the basic principles for drafting the bill regarding the autonomy of public hospitals. In 
addition, the Council at its meeting held on 15.1.2015 decided, inter alia, the direct promotion of the 
reorganisation and autonomy of public hospitals and medical centers before the implementation of NHIS, 
aiming to the operation of public hospitals under autonomy in 2015. The aim is the reorganisation and 
autonomy of public hospitals in order to achieve administrative and functional upgrade and modernisation 
and improve the quality of health services. Additionally, to make them competitive with private hospitals in 
order to remain viable as economic units of  health care services  with a modern management model and 
rationalisation of expenditure. 



 

 

Based on the above decisions, the Ministry of Health has already started preparing the draft bill entitled 
"On the Establishment of General Hospital Organisations Law of 2015". The preparation of the bill was 
completed, in consultation with stakeholders and on the basis of recommendations made by experts of the 
World Health Organisation (WHO), working from July 2014 on the reorganisation and autonomy of public 
hospitals, in cooperation with the Ministry of Health. The preparation and submission of the above Bill was 
an obligation of the Government emanating from the revised Memorandum (May 2015), which provided 
for the submission of the bill to the House of Representatives by June 2015. 
Due to lack of consensus, at the end of June 2015, instructions were given for re-consultation until 
September 2015 and this was undertaken by the new Minister of Health. The Minister has agreed to a 
general framework of the new empowerment model to be followed in order it to be simple and consensual. 
The consultations continued while the preparation of the bill began on the basis of the draft bills of 2009 
and 2015. 
 (f)    Works, for the implementation of which, the cooperation of other Departments involved is 
required. According to the minutes of a meeting held on July 5 2013 under the chairmanship of the 
Minister of Health, in the presence of the Minister of Labour and Social Security and the Director General of 
the Ministry of Health, the former Director of the Inland Revenue Department (IRD) and the 
representatives of Social Insurance Services (SIS) stated that, under the present circumstances, it was 
impossible to cope with the additional workload that will be required to make the necessary changes to the 
computer systems and to apply the deductions of contributions  and the collection system due to lack of 
human resources but also of financial resources. In October 2013, the IRD and the SIS, submitted to the 
Ministry of Health their needs of staff necessary for them to cope with the obligations of the NHIS, as well 
as a timetable for the preparation of their Departments for the collection and deduction of contributions 
for the NHIS. According to the Action Plan for the implementation of the NHIS, these Departments will 
begin to prepare their computer systems after the enactment of the relevant legislation, which should be 
completed in seven months. 
(g)      Strategic planning of the reorganisation of the State Primary Health Care. Within the framework of 
the wider restructuring of the health care system in Cyprus and the obligations arising from the 
Memorandum with Troika, an ad hoc Committee was established for the purpose of an evaluation, on-site, 
of the Primary Health Care Centres (PHCC) nationwide. 
The ad hoc Committee carried out visits in urban and rural Health Centers nationwide (in some visits, 
Experts from the World Health Organisation and the European Commission participated) in order to record 
the current status / operation of the Health Centers, and to ascertain both the potential and weaknesses of 
their current operation, with a view to the reorganisation and optimisation of the public sector Primary 
Health Care services in Cyprus. 
According to a report prepared dated 26.03.2015, following the completion of the evaluation of all health 
centers by the Committee, the findings would be presented to the Minister of Health in order to take the 
political decisions that are pending on the basis of documented data. 

 
In her reply, the Director General said that the ad hoc Committee’s report was completed and presented to 
the Minister of Health. The report included specific proposals / suggestions regarding the improvement of 

Recommendation:  Given the fact that the promotion of the implementation of NHIS is a 
memorandum commitment, it is imperative to promote the implementation of all the necessary 
actions in order to apply it as soon as possible. 



 

 

the Primary Health Care Services thus making them more cost-effective, efficient and responsive to the 
current needs of patients. 
Among the proposals is to extend the opening hours in the afternoon for a number of PHCC, the 
development of community nursing and of the ambulance network. In addition to the computerisation of 
health centers, the opportunity will be given for the establishment of protocols and their monitoring 
through indicators. Proposals are also made for the diversification of the health centers operating model in 
order to provide individualised care to patients. 
With the agreement of the Minister of Health, the Medical and Public Health Services in collaboration with 
the Ministry and other Departments, is proceeding to the prioritisation of actions and to the pilot 
application of some of them. 
Healthcare of government officials abroad. The expenditure for health care for government officials, 
including the members of their families and the personnel serving in diplomatic and other missions of the 
Republic abroad, amounted to €704.064 (2013: €823.565). Deficiencies and weaknesses were observed in 
the control exercised by the Ministry on these costs. 
The Ministry, in order to rationalise the compensation process of the health care of such employees and 
having regard to the recommendations of our Office, issued circulars whereby civil servants serving in a 
Member State of the European Union and of the Single Economic Area and in Switzerland should be 
directed to the state health system to obtain medical care. At the same time a specific procedure has been 
established which should be followed in cases where the country's national health system, where the 
official is employed, is not responding in an acceptable manner to the health care needs, having regard to 
the health system of Cyprus. With the Ministry’s circular dated 10.10.2014, specific procedures to be 
followed for expenditure control purposes have been established, but it does not seem that the relevant 
provisions are applied. It is noted that the Minister of Foreign Affairs, in a letter to the Minister of Health 
dated 19.11.2014, requested that instructions are given to suspend the circular. 
The Director General of the Ministry stated that the Ministry of Health is continuing its efforts to reach a 
consensus. But the Ministry of Foreign Affairs continues to highlight various issues and problems that 
should be resolved in order to take the final decisions.    
  
 
 
 
 
Cyprus  Foundation for Muscular Dystrophy. 
State subsidy. The total subsidy paid by the Ministry to the Foundation in the year 2014 amounted to 
€4.900.000, compared to €8.250.000 in 2013 and it is analysed in the table below:        
 

    2014 
       € 

       2013 
         € 

         2012 
            € 

Subsidy on the basis of the Budget of the Foundation 4.900.000  5.250.000  5.278.048 
Subsidy for the support of the Research Infrastructure -*  3.000.000  3.144.560 
Cost of Medicines 5.017.439  5.693.867  5.659.010 
Total     9.917.439  13.943.867  14.081.618 

Recommendation: The issue should be considered the soonest, in cooperation with the Ministry of 
Foreign Affairs to safeguard the best interests of the Republic. Until this is achieved, the Ministry to carry 
on exercising the necessary controls ensuring that the above circulars are applied. 



 

 

* In  the 2014 Budget , the said provision of €3,2m. for supporting the research infrastructure of the Institute of Neurology and 
Genetics was included under the General Directorate for European Coordination and Development Programs. 
In addition to the state subsidy, medicines, the value of which was according to the Pharmaceutical 
Services €5.017.439 in 2014, compared to €5.693.867 in 2013 were granted by the State to the Foundation. 
The amount of the state subsidy is determined in accordance with the Foundation's budget, which is 
prepared and submitted to the Ministries of Health and Finance, based on the agreement signed on 
26.11.2010 between the Ministry of Health (by the Government) and the Foundation. It is noted that the 
agreement also provided for the preparation of triennial Budgets by the Foundation, which will be 
examined by a Special Committee, which will be consist of the Director General of the Ministry of Health, 
the Director General of the Ministry of Finance and the Chief Executive Officer of the Foundation, however, 
there was no evidence, until the completion of the audit, that the   said triennial Budgets have been 
submitted to the Ministry, despite the relevant observation by our Office. The first three-year budget 
(2011-2013), should have been prepared after the signing of the agreement (26.11.2010). 
 
 
 
According to the Director General, the Ministry will take measures for the preparation and submission of 
three-year Budgets by the Institute. 
Bank of Cyprus Oncology Centre. 
(a)     State subsidy. The Government, under the Deed of Trust and the agreement signed with the Medical 
Institution of the Bank of Cyprus in 1992, undertook to cover the operating expenses of the Bank of Cyprus 
Oncology Centre in perpetuity. The grant paid to the Centre in 2014, based on its budgeted operating 
expenses, amounted to €12.892.702, compared to €14.953.704 in 2013. It is noted that an amount of 
€1.165.602, although budgeted, was not paid because the Centre had during the given period accumulated 
net bank balances  from the state subsidy. 
The amount of the state subsidy is determined in accordance with the budget of the Centre, which once 
approved by the Board of Commissioners, is presented to the Ministries of Finance and Health for the 
purpose of determining the amount of state subsidy. 
(b)    Supply of medicines by the Government to the Centre. In addition to the above state subsidy, 
medicines amounting to €9.831.386 in 2014, compared to €10.653.196 in 2013, were granted by the 
Pharmaceutical Services to the Center. 
Strategy for cancer treatment in Cyprus. 
(a) The Council of Ministers at its meeting held on 18.11.2009, approved the strategy for the treatment of 
cancer, and authorised the Minister of Health to proceed with its implementation through the National 
Committee on Cancer, which was appointed by the Decision of the Council of Ministers  dated 1.9.2010. 
The implementation of the strategy is monitored by preparing six-year action plans by the National 
Committee, beginning with the period 2010-2015. 
Although the National Committee on Cancer, prepared in April 2012, the first six-year action plan, it 
appears that it was not preceded by the prioritisation and costing of the actions included therein and 
therefore a timetable for its implementation was not prepared. 

Recommendation: The Ministry should take all necessary measures to comply with the provisions of 
the Agreement. 



 

 

 
Σύμφωνα με τη Γενική Διευθύντρια, το Υπουργείο Υγείας προτίθεται να θέσει εκ των προτέρων σαφές 
χρονοδιάγραμμα εφαρμογής του επόμενου σχεδίου δράσης. 
According to the Director General, the Ministry of Health intends to set in advance a clear timetable for the 
implementation of the next plan of action. 
(b)   With regard to radiotherapy services, our Office by its letter dated 26.5.2014 pointed out that, 
according to para. 3.4 of the said strategy, the aim of the Ministry was to ensure that the maximum waiting 
time of patients would be four weeks and, therefore, the number of Linear Accelerators should have been 
increased according to the population. The Ministry has purchased services for the evaluation of the 
radiotherapy services provided in Cyprus and for recommendation of measures for their improvement. As 
we have been informed, the report has been recently submitted to the Ministry and we have requested 
that the Ministry informs our Office of the next steps based on the recommendations of the Report. 

 
According to the Director General, the Ministry of Health is currently evaluating this Report. 
Providing quality medical services to patients. Our Office repeatedly points out that the lack of a control 
system for medical services to patients (medical audit), does not allow for uniform and at acceptable levels 
provision of services by all doctors of all specialties. The implementation of such a system is considered 
necessary for the introduction of the National Health System. 
Within the scope of the provisions of the Memorandum of Understanding regarding the health sector, the 
Ministry should develop and implement Clinical Guidelines for the most common and costly diseases as 
well as clinical protocols for the most common and costly laboratory tests and medicines, provisions which 
aim at improving the quality of health services, while reducing costs. As we have been informed, the 
Ministry has already proceeded in extending the treatment protocols and in defining clinical guidelines for 
the management of diseases, while in February 2014, it set up a Central Coordinating Committee for 
Guidelines and Clinical Protocols, headed by the Minister of Health. The ultimate goal of this Committee 
will be the development of a clinical control system  (medical audit) for health services. 
Also, although in December 2013, the Ministry proceeded, with great delay, in setting up the Monitoring 
and Information Committee (the recommendation was approved by the Council of Ministers Decision dated 
14.2.2007), whose main task would have been the verification as to whether the prescription of medicines 
is in line with the restrictions and treatment protocols, the Committee does not appear to have been 
activated and, as a result, it was decided that its duties and responsibilities are transferred to the Ministry’s  
Control Unit. 
It is relatively noted that, in a relevant proposal which was forwarded to the Council of Ministers and 
approved on 29.10.2014 with respect to a change in the terms of reference and the manner of operation of 
the Medicines Committee, a provision was included whereby, compliance with any decisions of the 
Committee will be subject to control and will be the responsibility of the Control Unit of the Ministry of 
Health. Our Office, in a letter to the Minister of Health dated 2.7.2015, suggested modifying the above 
decision of the Council of Ministers on the operation / functions / terms of reference of the said Committee 

Recommendation: In view of the completion of that study, to take timely decisions and to set a clear 
timetable for their implementation and to inform our Office accordingly. 

Recommendation: In view of the completion of the plan 2010-2015 (October 2015), our Office 
recommends that, prior to the preparation of the new plan, a clear timetable for its implementation is 
set for the purpose of better monitoring of its implementation. 



 

 

so that the decisions of the Committee are authorised by the Minister. With this modification, both the 
validity of the Committees decisions and the exercise of effective control on the Medicines Committee’s 
decisions and on the expenditure for the purchase of medicines, is achieved. The Council of Ministers, at its 
meeting held on 22.7.2015, decided to amend the terms of reference and the way the Committee 
operates, following the recommendation of our Office. It remains to establish the procedure by which the 
Minister will exercise his own powers of decision, so that his decisions are taken objectively, based on 
scientific analysis and are adequately documented. 

 
 
Grants to various organisations - Reserves. According to the letter of the Ministry of Finance with File no. 
M.F.10.04.001 dated 8.2.2012, the competent Ministries, before allocating any state funding to 
Organisations that are under their control, should require these Organisations to submit their accounts of 
the previous year and, where it is found that the Organisations have reserves, including bank balances, 
then the Control Officers of the funds should take appropriate action to reduce the grant proportionately. 
Our Office noted that, while the Ministry requests those Organisations to provide information regarding 
the level of their reserves / bank balances available before the payment of the last installment of state 
sponsorship, it does not however request to receive their financial statements, as provided in the relevant 
circular for ascertaining whether they have a reserve in order to take timely provide for appropriate actions 
in time. 

 
According to the Director General, the Ministry of Health in consultation with the State Aid Commissioner, 
is proceeding with the revision of the sponsorship scheme, which will fully comply with the provisions of 
the circular of the Ministry of Finance and will include the necessary control mechanisms. 
Government sponsorship Scheme. 
(a)    Legislation. The Ministry of Health grants every year significant amounts to various Associations / 
Philanthropic Institutions / Organisations performing voluntary work, as a contribution, based on criteria 
established and approved by the Council of Ministers (Decision no. 61.712 dated 10.3.2005). These criteria, 
which were established by the Ministries of Health and Labour and Social Security, are the minimum 
common criteria for the provision of state grants to voluntary organisations, aiming to ensure the 
sustainability of the programs, the rational management of the sponsorship by the voluntary organisations, 
the quality of services, etc. These criteria are included in the Grant Aid Scheme (Draft) followed by the 
Ministry of Health in recent years. 
Our Office noted that grants to voluntary organisations are given by the Ministry of Health only through 
this Scheme, without any legislative framework to regulate this process. Also, there is no indication as to 

Recommendation: The Department should develop the necessary control mechanisms to ensure that 
Organisations receiving state funding do not maintain reserves and that they should fully comply with 
the provisions of the circular of the Ministry of Finance . 

Recommendation: To determine an action plan and to set deadlines for the introduction of a control 
system for providing medical services to patients (medical audit). In this context, to study the 
possibility of acquiring consulting services for the evaluation of procedures in clinics for the purpose 
of their improvement and the upgrading of the services provided to patients. Also, to take measures 
to strengthen the internal control procedures and the Control Unit, possibly by placing some of the 
Unit’s staff in hospitals and for the implementation of clinical protocols. 
 



 

 

the submission of the Scheme, as amended, to the Council of Ministers to obtain its approval as well as its 
evaluation, until now. 
It is noted that with the above decision of the Council of Ministers, it was approved that the Ministries of 
Health and Labour and Social Security, in order to avoid a potential double provision of grant to the same 
organisations / programs and by prior agreement between them, separate the different organisations that 
are sponsored by each Ministry and inform, , these organisations accordingly that they should submit their 
applications to the relevant Ministry from which they will be sponsored. Although ten years have passed 
since that decision, the matter is still being discussed, without reaching a conclusion. 
 (b)     Expenditure of the Scheme. The Ministry of Health spends annually, in the form of state grant, 
through the Scheme, an amount of approximately €2,0m. (2014: €2,04m.) in order to strengthen 
financially, , voluntary organisations active in the health sector for programs / actions deemed necessary. 
The total expenditure of the Scheme in the years 2011-2014 were as follows: 
 

2014 
€ 

 2013 
€ 

2012 
€ 

2011 
€ 

2.040.000  1.996.600  2.376.060  3.073.100 
Our Office noted that an amount of €1.598.000 (78,3% of total expenditure) refers to a grant given to 6 out 
of 53 Associations / Charities / Organisations that received a grant in 2014. 
 (c)     The procedure followed for providing grants to Associations / Charities / Organisations. 
Announcement of the Scheme. The announcement of the Scheme for 2014, took place in May 2014, in a 
posting on the website of the Ministry, while at the same time, the relevant Associations/ Organisations / 
Institutions that traditionally submitted applications to secure sponsorship, were informed. Our Office 
expressed the opinion that this practice does not ensure the principle of transparency and equal treatment 
for all of the Voluntary Organisations and Institutions active in the health sector. 
Payment of grants. Our Office noted that due to the late announcement of the Scheme, the grants were 
paid in December 2014,  a practice which seems to be followed in recent years. 
Statute / registration certificate. The Scheme provides that the application is accompanied by the statute 
and registration certificate of the organisation, if they had not been submitted in previous year. It was 
observed, however, that this information is not kept in a file readily accessible and available to the officers 
involved in the assessment of the applications, making it difficult to audit. 
Evaluation of applications. It does not seem that an effective evaluation is carried out of the applications of 
the Associations / Charities / Organisations in relation to the minimum criteria established and included in 
the Scheme and no minutes are kept for the assessment made in which to record the factors taken into 
account as the basis for determining the amount of the grant approved. 
Advance payments. In some cases, the Ministry paid in advance part of the sponsorship, before the 
announcement of the Scheme and the submission of the application and in other cases before the 
assessment. Our Office expressed the opinion that this practice, besides being in contravention of the 
provisions of the Scheme, in which there does not seem to be  such a reference, it is not consistent with the 
General Principles of Administrative Law (transparency, equal treatment, documentation, etc.). 
Implementation of programs / sponsorship implementation. The Ministry does not seem to carry out any 
examination after the payment of the grant, in order to determine the degree of implementation of 
programs, as well as to confirm that the grant provided was used for the purpose for which it was granted. 



 

 

Recommendations.  
In view of the above and for better and more efficient monitoring of grants, our Office recommends that 
the Department: 
•        Establishes again a relevant policy, in cooperation with all stakeholders, concerning the size of the 

grants allocated by the Ministry of Health by setting clear criteria which are adapted according to the 
objectives and specifics of the Ministry and which ensure the sustainability of programs, the rational 
management of the sponsorship of voluntary organisations, the quality of services, the principles of 
transparency and equal treatment between all voluntary organisations working in the health sector. 

•       Takes the necessary steps for the announcement of the Scheme in order to ensure the timely 
payment of grants to various associations / institutions / organisations, thus contributing to the 
better planning of their work. Also, for purposes of transparency, the publication of the Scheme in 
the local press is also required. 

•        During the evaluation of applications, a relative evaluation report is prepared, by a team appointed 
for this purpose, with respect to all the points considered for the approval or rejection of the 
application. 

•      Introduces the necessary actions to create a file which is readily accessible and available to those 
involved and which contains all the necessary information such as the Statutes of the Association / 
Institution / Organisation, the registration certificate, etc. for the purpose of the assessment of the 
application. Until the completion of the creation of this file, the Scheme should be changed so that 
the above information is requested with each application. 

•    Develops rapidly relevant inspection mechanisms and considers the preparation of regulations 
governing the operation of programs which ensure and prove that sponsorship is utilised for the 
purpose for which it is provided. 

•      Modifies the Scheme to include in it the conditions for the payment of state grants to the applicant, 
which were established by the Council of Ministers on 20.2.2013 (Decision no. 74 .745). 

•     Given the fact that a number of voluntary organisations are receiving or apply for sponsorship to 
other Ministries as well or possibly receive grants from other Votes of the Ministry’s Budget, to 
proceed with the separation of the organisations that are sponsored by each Ministry and from 
different Votes of the Ministry’s Budget, always in accordance with the purpose for which they 
receive sponsorship. 

•        In the case where a sponsorship involves the provision of services to the Ministry, then this does not 
fall within the provisions of the Scheme, but it is and should be handled as a contract, which will be 
awarded in accordance with the public procurement legislation. An  example is a laboratory which 
carries out analysis for services not provided by the Ministry and which apparently are carried out 
also by other clinical laboratories. The lab received a grant, in the last five years, of an amount of 
€1.7m. and, according to its financial statements for the year ended 31.12.2013, the costs of 
employee benefits (12 people) amounted to €373.300, a rate of 60.7% of its total expenditure. An 
announcement should be made immediately for an open tender for these services. 

•     Upon payment of grants to various Associations / Philanthropic Institutions / Organisations, the 
provisions of Articles 24-28 of the Accounting and Financial Management and Financial Control of the 
Republic Law (L.38 (I) / 2014), relating to sponsorship issues, should be taken into account. 

It is noted that in a recent letter (dated 12.10.2015) to the Director General of the Ministry, the 
Commissioner of State Aid Control states that, under the jurisprudence of the European Commission and 



 

 

the European Union Courts and  pursuant to Article 107 (I) of the Treaty for the  Operation of the European 
Union, government grants to some of the above bodies (being economically active), constitute State aid, 
and therefore are subject to the regulatory framework of the Services of General Economic Interest (“SGEI 
Decision”) and especially to the Commission's decision of December 20, 2011 for State aid in the form of 
compensation for a public service by certain bodies entrusted with the operation of SGEI ("SGEI Decision"). 
Under the SGEI Decision the said grants are assessed and authorised at national level. 
Based on the above, the Commissioner requested that a draft scheme for state aid measurement for each 
body, is prepared for the provision of compensation for the discharge of SGEI and this to be submitted for 
evaluation and approval under the State Aid Control Law. 
The Director General informed us that the Ministry has taken measures to adapt the Scheme to the 
community state aid rules and the provisions of the Accounting and Financial Management and Financial 
Control of the Republic Law of 2014 and for reasons of legal certainty, has taken action for modification of 
the Scheme of Government Grants. To this end, it has prepared two schemes, the State Aid Scheme de 
minimis, pursuant to the EU Regulation 360/2012 of the European Commission on services of general 
economic interest (SGEI) and the State Aid Scheme on the basis of the EU Decision 2012/21 on services of 
general economic interest (SGEI). 
Under the community state aid rules, for the first Scheme (De Minimis), the aid ceiling is up to €500.000 per 
three year period, per body, and for the second scheme, based on EU Decision 2012/21, the threshold is for 
aid over  €500.000  for every three years per body. 
The above Schemes were sent to the State Aid Control Commissioner who on 4.11.2015 informed the 
Ministry that he agrees with the Scheme that was prepared by the Ministry. As a result, the Ministry issued 
the Scheme for  State aid for 2015. 
After a meeting and a relevant consultation with the Ministry of Labour, Welfare and Social Insurance and 
in order to avoid the possibility of granting aid twice,  the organisations were separated as from 2014 and 
therefore, during 2014, no organisation was subsidised by both Ministries. 
Investigations - Tenders - Contracts  
(a)   Investigation against the Executive Medical Director of Nicosia Hospital and Archbishop Makarios III 
Hospital. In January 2015, we informed the Minister of Health that our Office noted a serious delay in 
conducting a proper investigation of the former Executive Medical Director (EMD) of the Nicosia and 
Archbishop Makarios III Hospitals, for the following serious cases which had been identified by our Office: 
(i)    The continuing complaints for the presence in the Nicosia Hospital of a private doctor - recently retired 
from  the public service - and  his interventions to patients of the Nicosia Hospital (where he was placed 
before retirement), despite the fact that, as we had been informed by the Ac. Director General of the 
Ministry, the matter had been investigated and instructions had been given to the EMD to take strict 
measures to eliminate the unethical phenomena occurring (attempts to influence patients and their 
referral to a private medical center where the individual doctor was working). 
(ii)  His actions as EMD of Makarios Hospital regarding the frequent invitations of a private pediatric 
surgeon (for whom there is an extensive reference in our Report for 2013), for which the said EMD had 
established a committee other than the one already established in the above hospital, thus bypassing the 
established procedure laid down in the circulars of the Ministry (ie. the decision for the invitation of a 
private doctor to be taken by the Committee of Specialists  / Medical Council), through which the Ministry 
of Health was handling  the issues of invitation of doctors and / or the referral of patients to the private 
sector . Additionally, the above irregular Committee established by the said EMD, was granting the 
approval/authorisation for the payment of invoices of the above private doctor, even during the time when 



 

 

there was no agreement between him and the Ministry, without confirming - as it should - the application 
of the prescribed procedures (Special Committee decision) and / or the inclusion in the above 
authorisations / approvals of the necessary information. 
(iii)   For the handling (errors / omissions) - as the EMD of the two hospitals - in the implementation / 
monitoring of contracts for the use of the cafes in the above Hospitals and of the Siakoleiou Educational 
Health Centre (SEK .), resulting  in public revenue being in danger of being lost by not ensuring to safeguart, 
the public interest. 
(iv)    The creation of a Pediatric Cardiology Clinic at Makarios Hospital, which operated from October 2014 
without the prior inspection of the premises by the Fire Service, this being unacceptable - in our view - for a 
public hospital and especially for a unit / clinic where children are hospitalised. It is noted that, as we were 
informed in November 2014 by the Director of the Fire Service -  whose opinion has been requested by our 
Office – an officer of the Fire Service had visited in February 2014 the wing at which the said clinic had been 
created, upon a telephone request by the EMD of the said Hospital and observed that extensive additions / 
modifications had been made to the building for which the views of the Fire Service for fire protection were 
not requested in advance. He also informed us that it was requested from the said EMD to send to the Fire 
Services the plans showing this wing as it was altered, after the creation of the above clinic, in order to 
enable them to express their views officially, but they had not been sent until then, despite the fact that 
the Ac. Director General of the Ministry requested for the matter to be handled as a top priority. It is also 
noted that for the creation of this clinic, there was neither an active involvement of the competent 
Government Departments, such as the Department of Electrical and Mechanical Services and the 
Department of Public Works. 
(v)   The approval and payment of overtime to the coroners of the Nicosia Hospital, without proper 
substantiation. It is noted that the cost of overtime of the three coroners amounted to about €100,000 per 
year. 
In January 2015, the Ac. Director General of the Ministry informed us that, based on the above 
recommendations / observations of our Office, it was decided to assign to a Director of a Clinic the 
investigation for verifying as to whether the former EMD of the above Hospitals may have committed 
disciplinary offenses. 
In February 2015, the Ac. Director General of the Ministry informed us that, according to the findings of the 
administrative inquiry, which was conducted by the Director of the Internal Audit of the Ministry, on the 
issue of the invitations of a private pediatric surgeon at Makarios Hospital, criminal or / disciplinary 
offenses may arise and, therefore, the matter will be submitted to the Attorney General for instructions 
regarding the further handling of the case. 
In May 2015, the findings of the investigating officer for the five aforementioned cases against the former 
EMD were sent by the Minister of Health to the Attorney General, with a copy to our Office, under which 
no disciplinary offences by the said EMD could be substantiated and, at the same time, he informed the 
Attorney General that the competent authority agreed with the substance of the conclusions of those 
findings in all cases under investigation. Finally, he informed him that they expected his instructions 
regarding the findings of the inquiry, which was conducted on the issue of the invitations of a private 
pediatric surgeon at Makarios Hospital, as to the further handling of the case. 
In June 2015, the Attorney General informed the Minister of Health that he had studied the finding for the 
five above cases against the EMD and, because he had identified serious deficiencies, he concluded that the 
investigation by the investigating officer was insufficient and certainly outside the legal procedures. In view 
of the above, he informed the Minister of  Health that the process followed was not correct and in order to 



 

 

give his opinion as the Minister requested in his letter, the investigation should be repeated by another 
investigating officer and, possibly, each complaint should be investigated separately. 
It is noted that similar comments to the above view of the Attorney General on the findings of the 
investigating officer, had been also expressed  by our Office in a letter to the Attorney General, informing 
him that, for specific reasons, which we described in detail for each of the five above cases under 
investigation, we considered the investigation by the investigating officer as insufficient, not substantiated 
and incomplete. The Attorney General, informed us that the same issues had already been identified by the 
Law Office and the  Director General of the Ministry had been requested to carry out an investigation for 
each case separately. 
In July 2015, the Director General of the Ministry informed us that, an administrative inquiry concerning the 
handling (errors / omissions) in the implementation / monitoring of the contract regarding the use of the 
cafeteria of the Nicosia General Hospital, had been assigned by the Minister of Health to the Head of the 
Internal Audit, in order to indicate whether a disciplinary investigation against specific officers is justified. 
In the same month, the Council of Ministers decided to appoint the Directors General of four Ministries, as 
investigating officers for the conduct of disciplinary investigations for the remaining four cases mentioned 
above. 
Meanwhile, the former EMD and now the Director of Medical and Public Health Services (he had been 
promoted in the meantime), was placed by the Public Service Commission under suspension. As we were 
informed, his suspension was terminated on 12.9.2015 upon the recommendation of the Minister. 
In November 2015, the Director General of the Ministry informed us that the report on the finding of the 
Director General appointed as investigating officer in the case involving the creation of Paidokardiologikis 
Clinic at Makarios Hospital, was submitted to the competent authority on 28.9.2015 and on 30.9.2015 was 
sent to the Attorney General in order to advise the competent authority whether  charges can be brought 
against the former Executive Medical Director of the Nicosia General Hospital and the Archbishop Makarios 
III Hospital and currently Director of Medical and Public Health Services and, if so, to proceed with the 
indictment. 
The disciplinary inquiries for the remaining three cases as well as the administrative inquiry which has been 
decided for the handling (errors / omissions) in the implementation / monitoring of the contract on the use 
of the cafeteria of the General Hospital, are ongoing. 
(b)    Contract for the purchase of services for the operation of the MRI at the New Nicosia General 
Hospital. As we mentioned in our previous Reports, an essential term of the contract - which expired on 
20.11.2009 - provided both for the training of radiologists doctors and radiographists by a University doctor 
and also the certification of the training by a University. The Contractor failed to comply with the above 
term until October 2009 and ,as a result, our Office recommended to the Director of the Medical and Public 
Health Services (MPHS) to ensure that the guarantee of the Contractor for the proper execution of the 
contract of an amount of €181.125,  remains in force, providing the necessary time to the  MPHS to decide 
to encash it in case the Contractor failed to meet his contractual obligations. However, despite our 
recommendation, this guarantee was neither extended nor encashed and was allowed to expire. In view of 
the above, in January 2012, the former Director General of the Ministry of Health informed us that he had 
appointed an investigating officer to carry out an administrative inquiry. 
In August 2013, the Attorney General, after considering the outcome of the investigating officer's report, 
which had been sent to him, informed - amongst others - the former Director General of the Ministry that 
he concluded that the question whether it was possible to substantiate the commitment of disciplinary 
offenses by certain persons, should be answered by the competent authority (ie the Ministry of Health). 



 

 

However, in February 2014, the former Minister ofHealth informed us that, after considering the facts of 
the case, it appeared that a further investigation to attribute disciplinary responsibility was very difficult to 
lead to concrete conclusions and, therefore, he suggested that the matter is considered closed. 
In June 2014, we informed - inter alia – the Ac. Director General of the Ministry that the content of the 
report of the investigating officer regarding the administrative investigation as well as his supplementary 
report, showed that three copies of the same letter with different dates / manuscript notes, had been 
presented , one dated 22.9.2009 and the other two dated 22.10.2009 (with a manual correction of the 
month from September to October), and we indicated that, based on  previous advice from the Attorney 
General dated 24.10.2006, to which a study that was done by a Senior Counsel of the Republic was 
attached, the competent authority was obliged to order an investigation whenever a complaint is filed or it 
becomes aware  that an official may have committed a disciplinary offense. That is, the competent 
authority was obliged to order an investigation and its discretion was limited to the type of investigation 
that should be ordered, but not whether to carry or not an investigation. 
In the same month, the Ac. Director General of the Ministry informed us that, taking into account our 
recommendations, she decided to order a disciplinary investigation against the contract’s coordinator and 
she appointed, as the investigating officer, the Director General of the Ministry of Labour, Welfare and 
Social Insurance. 
In February 2015, the Ac. Director General of the Ministry sent the report of the investigating officer to the 
Attorney General and this was also communicated to our Office. According to the report, the contract 
coordinator committed disciplinary offences, with the conclusion that, if the contract coordinator executed 
the duties assigned to him on his appointment as the coordinator of the contract with due diligence, care 
and responsibility, the public would have been able to be protected against the proven failure of the 
contractor to implement all of his contractual obligations. The Ac. Director General of the Ministry  
informed also the Attorney General that, regardless of the possible responsibilities of the contract 
coordinator, the investigating officer reported that there were also potential liabilities of other public 
officers who had served or were serving until then in the MPHS and the Ministry of Health and she pointed 
out that the Ministry of Health should - among other things -  consider the possibility to order additional 
investigations for disciplinary offenses committed by other officers as well. Finally, the Ministry of Health 
informed the Attorney General that, as the competent authority, it agreed with the substance of the 
investigating officer's conclusions and requested that, after considering the content of the above findings, 
to advise the competent authority whether it would be possible to bring charges against the coordinator of 
the contract and, if so, to proceed with preparing the indictment. 
After studying the above report, our Office noticed that, possibly, the coordinator of the contract also 
committed a criminal offense by signing a backdated letter, which was then presented as a timely 
recommendation for the retention of the guarantee of the Contractor, in an effort to avoid the 
responsibility for the delay in retaining the guarantee  and shifting it to the then Director of MPHS, to 
whom the backdated letter was addressed to. In February 2015, we sent a letter to the Attorney General of 
the Republic, noting our above observations. 
Finally, we expressed the view that the role played in the case by the former Director General of the 
Ministry, the then Ac. Director General of the Ministry and the Executive Director of the Nicosia General 
Hospital, needed further investigation because, with their subsequent actions / notes / letters, they were 
possibly trying to cover up the coordinator of the contract and to present the matter as of minor 
importance / and not substantial. 
The answer / opinion of the Attorney General is pending. 



 

 

(c)   Service contracts for hospitalised patients in Intensive Care Units and Units of Increased Care. As 
mentioned in our Report for 2013, in February 2014, our Office, upon a complaint by a private hospital, 
requested from the Ac. Director General of the Ministry to be sent- for control purposes - data / 
information on the number of medical cases that had been referred to the private hospitals and the 
amount paid for each hospitalisation of patients during the years 2011, 2012 and 2013. In May 2014, the 
Ac. Director General of the Ministry informed us - among others - for the contracts between the Ministry of 
Health and four private hospitals for the provision of such services - at the same price per day - and 
informed us that the decision to refer patients to the above private hospitals, was taken by the Manager of 
the Intensive Care Unit (ICU), whenever there were no beds available in public hospitals, with the 
agreement of the Executive Medical Director of the Nicosia General Hospital (NGH). 
From November 2011 until May 2014, based on information held by the Directory of Purchases and 
Supplies of the Ministry, the patients referred to the four hospitals were as follows: 

Hospital A B C D 
Patients 18 20 28 2 
Total cost €992.952 €769.998 €1.006.267 €77.966 

 
It is noted that the hospital which filed the complaint, was  hospital  D. 
In view of the above, in May and in July 2014 we requested from the Ac. Director General of the Ministry to 
inform us about the criteria according to which they referred patients to the private hospitals, as part of the 
said agreement, the reasons for which the distribution / referral of patients to the three of the four private 
hospitals were about the same, while to the fourth it was minimal, and the number of cases which were 
referred to the above private hospitals - in detail for each hospital- as well as the cost for each case, from 
the start of the contract. 
In September 2014, the Ac. Director General of the Ministry, in her response to our letters, attached a 
letter from the Director of the ICU of the NGH, stating - among others - that the failure to refer patients to 
the private hospital which submitted the complaint, was the systematic and universal violation on its part, 
of specific terms of the contract. 
The said private hospital rejected – with a letter by its lawyer - the above allegations of the Director of the 
ICU of the NGH, noting that under no circumstances - during the contract – did the Ministry of Health send 
a letter indicating any violation of the contract terms on its behalf, and considered that the Ministry of 
Health violated the contract between them and, therefore, it would claim from the public the damage it 
suffered, which it estimated at €706.830. 
Our Office, following a preliminary investigation, expressed the view that the allegations of the above 
private hospital may have some grounds, without this being interpreated though, that we agreed with its 
claims and, therefore, we recommended that further investigation on the matter is carried out. In October 
2014, the Minister informed us that instructions had been given by the competent authority of the Ministry 
to a Director of a Clinic/ Department of the NGH to investigate and report, as soon as possible, all the facts 
and data relating to the case, in order to give satisfactory answers to the questions we raised. 
In the same month, we informed the Director General of the Ministry that the data / information that was 
submitted by the Ministry of Health upon a request by our Office in May and July 2014, was not complete / 
satisfactory and asked to be resubmitted soon. 
In February 2015, the Director General of the Ministry informed us that the investigating officer had 
presented the findings on the above investigation, pointing out - among others - that there was inequality 



 

 

in the referral of patients between the complainant private hospital and other private hospitals. In view of 
the above, she requested from the Attorney General to advise her as to the further handling of the matter, 
taking into account the financial compensation amounting to €706.830, which the above private hospital 
claimed. The matter is still pending. 
(d)    Tender for the purchase of services for conducting kidney transplants at the Nicosia General 
Hospital for the purpose of the Transplantation Center with the negotiation procedure, without 
publication, pursuant to Article 33 (a) (ii) of the Award of Public Contracts Law 12 (I) / 2006. After 
studying the documents of the above tender, which would be procured using the negotiation process with 
a certain transplant doctor, we informed the Ac. Director of the Ministry in January 2015 - among others - 
that, considering the arrangement applicable until then, whereby a team of three transplant doctors from 
Greece was paid a total of €3.300 per transplant, the decision to set in the tender documents as a 
maximum acceptable value - as part of the competition - the amount of €4.000 for only one doctor for each 
transplant was  not justified.  
At the same time, we expressed the view that, any amount in excess of €2.000 per transplant, would be 
unreasonable. Finally, we pointed out that it was expected that the Ministry would initiate, under the 
procedure of urgency, the permanent solution for the staffing of the Transplant Center with a transplant 
doctor, so that he would be engaged before the expiry of six months during which the transitional 
agreement would apply. 
In the same month, the Ac. Director General of the Ministry informed us that the determination of the 
remuneration of €4.000 per transplant was made after our recommendation to reduce the annual 
emoluments of that transplant doctor, from whom a tender would be requested using the negotiation 
process, without publication, from €173.000 as it was previously to €100.000. However, taking into account 
our observations, the maximum acceptable emoluments would be reduced to €3.300 per transplant. She 
also informed us that the above agreement will have a duration of six months, until a final solution is found. 
In February 2015 and despite the fact that - upon approval of this procedure by the Tender Board of the 
Ministry of Health - a tender was requested from the specific transplant doctor, with a reference in the 
documents that the maximum acceptable price for nephrectomy from a living donor and the transplant 
would be the total amount of €2,000, the Tender Board awarded the tender for a much higher price at an 
amount of €3.650 per transplant for a period of six months, ie until August 2015. 
In view of the above, we informed the Minister of Health that the above decision to award the contract 
constituted a decision inconsistent with the terms of the tender since the award had been made for an 
amount in excess of the maximum permissible - which was determined in the tender documents - violating 
an essential condition of the tender documents. We also pointed out that the doctor had requested in his 
offer an amount of €9.000 per transplant from a living donor, which, if it was accepted, especially in the 
extortion situation in which the State found itself, then his emoluments for six months would have 
amounted to €223.500, ie the annual fee for the estimated number of operations would amount to an 
unrealistic amount of €447,000. 
The Minister of Health informed us that, during the six months duration of this contract, 16 transplants 
would be carried out costing approximately €50,000 (11 from living donors and 5 from cadaveric donors), 
bringing the total cost in relation to the previous agreement (which was €86.000 per six months), to be less 
by € 36,000, for the same period. 
In late May 2015, the Director General of the Ministry sent to our Office the tender documents of a new 
competition for the purchase of services for conducting kidney transplants at the Nicosia General Hospital. 
In June 2015, after we submitted our observations / suggestions on the above documents, the Ministry 



 

 

published an open competition with the last date for submission of tenders being the 24.7.2015 and with a 
cost estimate of €134,000 + VAT for 2 years, with a renewal option of the contract for another six months 
for an estimated cost of €66,000 + VAT. In the tender documents of the above competition there was 
included an indicative number of operations while it was specified that the maximum acceptable value for 
nephrectomy from live donors for kidney transplant and for emergency reoperation, would be the amount 
of €1.000 for each operation. 
Ultimately, the competition for an indicative number of 35 transplants per year was reopened and the 
tender was awarded on 20.10.2015 for a fixed amount of €119.988 per year, for a period of two years. 
 
2.11.1 MEDICAL AND PUBLIC HEALTH SERVICES  
General hospital issues. 
(a)  Operational problems. Weaknesses and functional problems are still observed mainly concerning the 
incomplete implementation of the computerised system, the long waiting time of patients for certain 
medical examinations, the monitoring and collection of overdue medical expenses, the control of the 
attendance of medical and paramedical staff , the documentation of overtime, as well as the management 
of consumables. It is noted that our Office repeatedly points out in its Annual Reports the existence of 
these problems and indicates the need to address them immediately, as they affect the proper functioning 
of hospitals as well as the quality of the health care offered to the citizens and lead to increased costs. In 
view of the difficult financial conditions and in order to improve the financial management of hospitals, our 
Office considers that the need for addressing them immediately is now more urgent than ever. 
The functional and organisational upgrading of hospitals is addressed as a recommendation of the 
Memorandum of Understanding signed in April 2013 between the European Commission, on behalf of the 
European Stability Mechanism, and the Republic of Cyprus, which, according to the revised Memorandum 
of September 2014, should have been achieved by the second quarter of 2015, in order to address, inter 
alia, the above problems. 
The Director of Medical and Public Health Services in his response stated that the operational problems of 
public hospitals will be eliminated or mitigated with their autonomy /  reorganisation as provided in the 
Memorandum of Understanding. 
(b)    Arrears of revenue.  
 (i)     The arrears of revenue of hospitals, according to the statements Tr.20  submitted to our Office, 
amounted to €25.039.457 at 31.12.2014 compared to €21.785.497 at 31.12.2013. An amount of 
€4.269.507 (17,1%) relates to arrears of revenue of 2014 and an amount of €20.769.950 (82,9%) relates to 
arrears of revenue in previous years. The arrears of revenue relate mainly to medical expenses for 
inpatients of hospitals. Measures should be taken to collect the amounts due in time, before the patients 
are discharged. 
 

  Arrears of revenue 
Hospitals  31.12.2014 31.12.2013 
  € € 
Nicosia General Hospital  8.110.365  6.056.798    
Limassol Hospital  9.662.255  9.084.772    
Larnaca Hospital  2.470.543  2.529.639    
Pafos hospital  2.303.061  2.019.134    



 

 

Archibishop Makarios C’ Hospital  1.792.704  1.551.915    
Famagusta Hospital  678.286  521.263    
Kyperounda Hospital  4.696      6.094    
Polis Chrysochous Hospital  17.546    15.882    
Ολικό ποσό  25.039.456 21.785.497 

 
(ii)   Collection measures.  Not all appropriate measures for collecting arrears are taken promptly, with the 
risk that a large part of uncollected amounts may not be able to be collected. As stated in the relevant 
letters of the Legal Office, relating to the promotion of legal measures, the necessary conditions must be 
met such as the existence of the necessary personal data of debtors. Taking measures by the Legal Office, 
in many cases, becomes extremely difficult due to incomplete information provided by the hospitals. 
Additionally, if law suits are not filed promptly, there is the risk that the right to claim the debts, under the 
Limitations of Conductive Rights Law, expires. 
As mentioned in our previous Reports, in some cases, although patients are discharged during working 
hours, they do not come to the accounting department for payment of their debts. 
 

 
The Director of Medical and Public Health Services informed us that relevant letters to all Hospital Directors 
were sent to take measures for monitoring the arrears of revenue at hospitals and for the collection of 
outstanding medical expenses. 
(iii)     Arrears of medical expenses by third country nationals. In several cases, the collection of arrears of 
medical expenses from third country nationals is problematic, either because they have left Cyprus or 
because their personal information and their addresses declared are incorrect. In many cases, these people 
receive free treatment because they enter hospitals through the Department of Accident and Emergency 
(DAE), where the registration of patients is not made in accordance with the normal procedures, then they 
leave without paying the relevant medical expenses. Cases of debts of foreign nationals were identified 
where the amount involved exceeds €40,000. 
Our Office noted that, in such cases, there should be an interface of the computerised systems with the 
Department of Civil Registry and Migration Department in order to verify the patients' identities and to 
confirm that the (foreign) patients are legally in Cyprus. This interface, as we observed, was achieved only 
at the Nicosia General Hospital and the General Hospital of Famagusta and should be extended to other 
hospitals too. We pointed out that until the interface is achieved in all hospitals, every effort should be 
made to secure the required data, in cooperation with the Department of Civil Registry. 
Our Office also recommended that, in all cases of medical expenses due from third-country nationals who 
are legally residing in Cyprus and who, under the issue of their residence permits secure health care 
insurance, the necessary steps to be taken  for recovering the amounts due covered by their insurance 
policies. 

Recommendation: Medical Services should proceed with the issue of instructions to hospitals 
pointing out that they should take appropriate measures for the collection of unpaid medical 
expenses promptly, so that they are effective. Targets and timetables need to be set. 

 



 

 

 
The Director of Medical and Public Health Services informed us that, with regard to the interface with the 
Department of Civil Registry and Migration Department, this will be achieved with the computerisation of 
all hospitals. He also informed us that efforts will be made so that the patients information is checked 
through the Department of Civil Registry and Migration. 
(c)    Control of attendance hours of employees at work. The provisions governing the control of working 
hours of public service and especially the use of the card recording the arrival and departure time, 
continues not to be applied in the case of the medical and paramedical personnel and it is applied only by 
the clerical and hourly staff of hospitals. Failure to comply with these provisions does not enable the 
control of the overtime work of medical personnel either. It is noted that our Office often receives 
complaints from citizens concerning the late attendance of medical workers.  

 
(d)          Overtime allowances for medical, nursing and other personnel. 
(i)      Overtime expenses. The amount spent in 2014 for shift allowances mainly paid to nurses and 
overtime paid to medical staff on the basis of the on call system, amounted to €17.453.101, compared to 
€22.103.297 in 2013, representing a decrease of €4.650.196 or 21%. 
(ii)    Control of the overtime work system. Our Office reported repeatedly in previous Reports, that the 
whole overtime control system has serious shortcomings and gaps, so the accuracy of overtime paid may 
not be able to be documented in all cases, thus providing the opportunity for exploitation. It is also stated 
that the system does not ensure the requirement for overtime work of medical staff. 
(iii)   Confirmation of overtime time. Because medical staff do not apply the provisions of the Public 
Administration and Personnel Department for timekeeping, it is not possible to audit the overtime work of 
medical personnel. 
It is reported that in some cases, claims are submitted for overtime compensation for very long working 
hours (up to 14 hours of overtime work per day at the Intensive Care Unit for Newborn and Pediatric), 
although, a minimum rest period of 11 consecutive hours per 24 hours period is designated under the 
Organisation of Working Time Law 2002. 
(iv)   Re-evaluation of the current overtime compensation scheme. Our Office has repeatedly 
suggested that, in view of the high cost of overtime compensation, the specificality of overtime in the 
various hospital departments, as well as the fact that the data on the basis of which the agreement with the 
trade unions of the medical personnel was achieved in 2001 has changed, the Medical Services reassess the 
existing overtime system. 
It is noted that on 13.5.2015, the Council of Ministers approved a revised medical personnel compensation 
system during non-working hours, with retroactive effect from 1.1.2015. The new system is based on a flat-
rate allowance for the standby call system. 

Recommendation: The issue is pending for a long time and corrective measures (installation of an 
electronic attendance time recording system) should be taken in order to comply with the Public 
Service (General) Regulations. 

Recommendation: In order to recover from the insurance companies the costs of hospitalisation, 
but also to ensure the required information regarding the above cases, it is imperative to expedite 
the procedures for interfacing with the Department of Civil Registry and Migration and inform our 
Office on the timetable for implementation. 



 

 

(e)    Supply of consumables. The non-completion of the computerisation in all hospital Departments, 
the lack of adequate storage facilities and the receipt and storage of consumables directly by the 
Departments and wards of hospitals, without in most cases, being recorded in registers, results in the 
inability to monitor their use and to the inability to plan their needs effectively. 
As part of the effort to improve the management of consumables in public hospitals, a letter was sent by 
the Director of Medical Services and Public Health Services dated 25.5.2015, to all Directors of hospitals, 
instructing them, that until the implementation of the computerisation of the stores in the wards, to carry 
out a stock take twice a year in the wards / departments, in order to manage the consumables better. 

 
 
 (f)      Waiting time of patients for medical examination. According to data kept in hospitals, the waiting 
time of patients for medical examinations is high. For examination in specialties clinics, in some cases, the 
waiting time is 6-14 months. 
The Director of Medical and Public Health Services said that public hospitals are unable to adequately 
respond to the growing needs of the population. The Ministry of Health is taking measures such as sending 
patients to private centers with the coupon method. 
(g)   Medical Equipment. As shown in the table below, the Medical and Public Health Services pay 
significant amounts of VAT to the various suppliers for medical equipment purchases. 
 

Year Expenditure 
€ 

Amount of    VAT 
€ 

2014  7.227.486  1.153.968 
2013  10.256.481  1.564.548 
2012  7.594.483  1.103.472 

 
 
  
 
 (h)   Payments of previous years invoices for purchases of medical equipment and consumables. In 
certain cases there was a significant delay in the settlement of invoices. Indicatively, during the period 
11.2.2015 - 22.4.2015, 46 invoices which were issued during the years 2005-2013, for a total amount of 
€181.417, were paid. According to the practice followed, the original invoices relating to purchases of 
medical equipment and consumables are sent to hospitals where medical equipment / consumables are 
delivered, and subsequently the invoices are sent to the accounting department for payment. 

Recommendation: Until the completion of the computerisation, records of the receipts and issues of 
consumables to patients should be kept. 

Recommendation: To make the necessary consultations with the Tax Department so that the VAT 
attributable to the medical equipment purchased to be handled in the same way as VAT attributable to 
construction projects when the contracting authority is the State. 



 

 

 
The Director of Medical and Public Health Services informed us that the Department of Purchasing and 
Supplies of the Ministry of Health is making efforts to identify, record and investigate previous years 
invoices which remain unpaid and that the process is at an advanced stage. 
 
 
(i) Private hospitals.  
(i) Licensing / Inspection of private hospitals. According to the Private Hospitals (Control Establishment 
and Operation) Law 2001, the Commissioner shall issue a license of establishment and operation of private 
hospitals and appoint inspectors who submit suggestions and reports and advise him for purposes of 
issuing, cancellation, revocation or suspension of a license of establishment or operation of private 
hospitals and conduct annual and ad-hoc inspections to licensed private hospitals. 
From the audit of files of private hospitals we observed the following: 
•         No verification is carried out as to the reliability of the medical equipment at private hospitals. 
•        The legislation does not provide for a fine for non-compliance of hospitals with the provisions of the 

law. 
 •       The legislation applies only to private hospitals, and does not cover the licensing and control of 

private diagnostic centers (eg  CT scanner centers, MRI, etc.) 

 
The Director of Medical and Public Health Services informed us that, according to an opinion of the 
Attorney General dated 29.6.2011, " the licensing of independent Private Laboratories for Imagery which 
are situated outside of private hospitals is not possible under the Private Hospitals (Control Establishment 
and Operation) Law, as these are not private hospitals under Article 2 of the Law, or are situated within a 
private hospital. " 
(ii)   Payable fees. It was observed that the fees paid by private hospitals for the purpose of examining the 
application for an establishment license or private nursing operation and for renewing the license have not 
been revised since 2001. 

Recommendation: Our Office recommends that the legislation is amended appropriately in order 
to: 
(a) To require a license for the establishment and operation for the medical diagnostic centers as 
well. 
(b)  To provide for strict fines for the non-compliance of licensees with the provisions of the 
legislation. 
(c)  To provide for the verification of the reliability of the medical equipment. 
 

Recommendation: For purposes of early settlement of Government liabilities, both as a matter of 
principle and in order to avoid any additional charges, our Office recommends that procedures 
regarding the receipt and payment of invoices are defined. Also it is imperative that the necessary 
arrangements are made, in cooperation with the suppliers / creditors, in order to identify, record and 
investigate invoices of previous years. 



 

 

(j)   Urban and Rural Health Centers. Our Office noted that, in recent years, no  unannounced inspections 
are carried out on the receipts of the Urban and Rural health Centers, contrary to the Financial and 
Accounting Instruction no. 38, which provides for the implementation of such inspections by the Head of 
the Department or his representative, at least once a year, communicating the results to the Accountant 
General and Auditor General. Conducting unannounced / periodic inspections is deemed necessary both for 
the prompt identification of potential problems, as well as for providing any assistance or support where 
needed. 
It is noted that from random audits carried out by our Office in Urban Health Centers, serious deficiencies / 
shortcomings were observed regarding the procedures followed as regards the safekeeping of cash and 
guarantees from collection officers. 

 
  
 
2.11.2   PHARMACEUTICAL SERVICES 
Expenditure for pharmaceutical supplies. The public sector expenditure for pharmaceutical supplies in 
recent years, is presented below: 
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Recommendation: Medical Services, in collaboration with hospitals, should establish a timetable for 
carrying out inspections at all Urban and Rural health centers. Also, with the aim that the appropriate 
procedures are correctly applied, clear guidelines should be issued to the Responsible Collection 
Officers of all Urban and Rural Health Centers. We note again the need for hierarchical supervision and 
internal control by the responsible officers. 

Recommendation: Medical Services should proceed with a revision of the fees so that they cover the 
relevant administrative expenses. 



 

 

As mentioned in the 2013 Annual Report of our Office, in our aim to control spending on pharmaceutical 
supplies, various measures have been taken on the basis of the recommendations of our Office. Some of 
the measures relate to the creation of a  software program and of a task force for monitoring and 
controlling of the budget, the strengthening of the Department of Clinical Pharmacy by clinical pharmacists, 
the completion / creation of new protocols, as well as the purchase of generic drugs, which are covered by 
patents (patent) with the negotiation process. As a result, substantial savings have been achieved, while 
the level of the expenditure, as shown above, being significantly reduced, compared to previous years. 
Our Office, in a letter to the Minister of Health dated 2.7.2015, recommended the modification of the 
Decision of the Council of Ministers no. 77. 781 and dated 29.10.2014, on the operation / functions / terms 
of reference of the Medicines Committee so that the decisions of the Committee are authorised by the 
Minister. With this modification, on one hand the validity of the Committees decisions and on the other, 
the exercise of effective control on the Medicines Committee’s decisions and on the expenditure for the 
purchase of medicines is achieved. The Council of Ministers, at its meeting held on 22.7.2015, decided to 
amend the terms of reference and the way the Committee operates, following the recommendation of our 
Office. It remains to establish the procedure by which the Minister will exercise his own powers of decision, 
so that his decisions are taken objectively, based on scientific analysis and are adequately documented.  
Computerisation. 
Expansion and establishment of the operation of the Inventory Management System (SAP) and the 
Management and Billing of Prescriptions (PPIS / Medico). The operation of the  computerised systems of 
the Inventory Management and Management and Billing of Prescriptions of Pharmaceutical Services 
started in July 2009. Although the installation of the Inventory Management System (SAP) has been 
completed, the installation of the Management and Billing of Prescriptions System is still pending in the 
pharmacies of the Old and New Limassol Hospital, the Old and New Larnaca Hospital, the Paphos Hospital 
and the Old Nicosia Hospital, as well as at the Geri Health Center and, as a result, it is difficult to monitor 
the consumption of medicines and the level of stocks in those pharmacies which account for about 40% of 
the total consumption. The PPIS system was acquired for the purpose of being applied where there is no 
Unified Health Information System (UHIS). Due to the fact that with the application of the NHIS, UHIS will 
be mandatory to be applied in all other hospitals, it should be examined and a decision should be taken as 
to whether it would be appropriate to install the PPIS. 
As we were informed by the Director of Pharmaceutical Services, the non-installation of these systems is 
mainly due to the fact that with the implementation of the NHIS, the execution of prescriptions for 
outpatients will be handled by the private sector pharmacies and, therefore, the state pharmacies of 
hospitals will be limited to serving inpatients. 
Reviewing the issue of price control mechanism for pharmaceutical products. Our Office in its Annual 
Reports for 2012 and 2013, noted that the need for the immediate amendment of the medicines pricing 
mechanism is imperative and recommended that a study by expert consultants on these issues is carried 
out, as well as, in view of the forthcoming implementation of the National Health Insurance Scheme, to set 
specific timetables for implementation of the new pricing system. 
In April 2014, it was assigned to experts of the World Health Organisation to evaluate the existing billing 
system and the submission of a report on their findings which was presented to the Health Minister in 
August 18, 2014. 
The new pricing policy came into force in June 2015 with publication in the Official Gazette (notification 
under Article 89 (6) of the Medicines for Human Use (Quality Control, Supply and Prices) Law of 2001-
2014). 



 

 

  
2.11.3   STATE GENERAL LABORATORY   
Operational problems of premises. The State General Laboratory (SGL) is facing problems relating to the 
adequacy and functionality of its premises, which are also identified by the Accreditation Body. The Public 
Works Department had pointed out since 2002 the risk of the main building as far as its anti-seismic 
adequacy is concerned. 
The Director of SGL informed us that, despite the efforts of the General Laboratory to promote various 
solutions for the construction of a new building, for which a building study has been prepared since 2007 
and the construction area exists, the Ministry of Finance and the Ministry of Transport, Communications 
and Works did not approve it as a priority. 

 
Hiring of Services. It was found that SGL hires services from 29 individuals (mainly chemists). Their 
Contracts for their services continue for years and payments are made based on time worked (on a 
monthly basis) rather than on deliverables, something which points towards an employee status and not to 
one of self-employment. From a random audit of Contracts the following were found: 
 (a)       The need for hiring of services is not recorded and it does not seem that the approval of the Director 
of the Laboratory is sought before the announcement of a competition using the accelerated procedures. 
(b)    The announcement of the competition using accelerated procedures is not recorded and is not 
justified. 
(c)   The terms of reference do not include an obligation to submit deliverables, nor are programs to be 
monitored, are set. 
(d)       The terms of reference do not refer to specific services. 
(e)  The terms of reference of the competitions do not include a declaration form for the settlement of 
obligations to the Social Insurance Fund and the Tax Department. 
 (f)     Even though, according to the Treasury instructions dated 26.6.2014, the accounting department 
should check before each payment for any amounts due by the contractors to the Social Insurance Fund 
and Tax Department, this is not done. 
Review of charges. The latest revision of the SGL charges was in 2007 (R.385 / 2007). 
The Director of SGL informed us that a new list of charges to cover new parameters / analyses and to delete 
older ones not carried out is already being promoted since the beginning of this year.  

 
The Director of SGL informed us that on 11.10.2015 the new charges were sent to the Treasury 
 
 
 

Recommendation: The SGL must complete as soon as possible the revision of charges, taking into 
account the cost of providing its services. 

Recommendation: Considering the role of SGL in the support of other Services and Emergency Action 
Plans and that it keeps in store radioactive, flammable and toxic substances which, in case of an 
accident, could pose an immediate risk to staff and local residents, it is imperative that all necessary 
steps are taken to settle the matter. 



 

 

 
 
 
 
 
 
 
 
 
 
 
3.       LOCAL AUTHORITIES 
3.1     MUNICIPALITIES - GENERAL COMMENTS  
As we mentioned in our Annual Report for 2013, in accordance with the Municipalities Law, the Council of 
Ministers orders a referendum to be carried out in a town, Community or complex, with a population of 
over 5.000 inhabitants or with less than 5.000 inhabitants if it is satisfied that the region has the financial 
capability to operate as a Municipality, efficiently and effectively, in order to ascertain the wishes of the 
voters as regards nominating  their area to a Municipality. By Orders of the Council of Ministers, published 
on 19.10.2011 in the Official Gazette of the Republic, the regions of the Community Councils Yeri, Tseri, 
Livadia, Ypsonas, Sotiras and Dromolaxia, were declared Municipalities.  The establishment of new 
Municipalities implies increased sponsorship from the State and increased costs for these Municipalities, 
since it will be necessary to fill organic and other positions pursuant to the Law, such as, for example, the 
position of the Municipal Secretary, the Municipal Engineer, the Municipal Treasurer etc. and it will be 
necessary to create and staff new departments eg the Technical Services. Increased costs will also arise for 
the remuneration, representation expenses and other allowances of the Mayor and for the compensation, 
representation expenses and other benefits of the members of the Municipal Councils, as well as for the 
pension benefits of the Mayor and of the staff. Today, there are 39 Municipalities, of which 9 are displaced, 
after the occupation of their territories by the Turkish occupation troops. For the Municipalities located in 
the free areas, other than the general matters set out below which resulted from the audits carried out 
during the audit year 2014/2015, data and information on the financial position of the Municipalities (year 
results, revenue, costs, short term and long term liabilities) relating to the years for which the audit was 
completed, are presented in Appendix IV. Appendixes V and VI show the staff employed by the 
Municipalities located in the free areas and by the occupied Municipalities, respectively, for the years 2013 
and 2014 and Appendix VII the balances of loans of the Municipalities for the years ended on 31.12.2013 
and 31.12.2014, as derived either from audited or unaudited financial statements or from financial 
statements, the audit of which, during the preparation of this Report, was in progress or from data 
provided by the Municipalities.  
Financial position. Most Municipalities continue to face serious financial problems and a liquidity problem, 
which would be more acute if the state funding did not reach sometimes up to 40% of their revenues and in 
consequence they are unable to meet their current obligations. Taking into account the reduction of grants 



 

 

paid by the State, because of the limitations imposed by the current situation in public finances, it is 
expected that the financial position of the Municipalities will deteriorate further. 
To prevent their financial breakdown, our Office recommended that the Municipalities prepare a financial 
rescue program of measures aimed at eliminating or at least reducing their deficits. We also stated that the 
Municipalities could improve their financial position and their liquidity problem they are facing by 
exercising in a more effective, efficient and economical manner the powers conferred to them by the 
relevant legislation for the collection of tax arrears and fees and charges due and the imposition and 
collection of fees and charges provided for in the legislation and the relevant Regulations. 
Submission of financial statements for audit. The financial statements of Municipalities are audited by the 
Auditor General of the Republic and are submitted, together with the relevant reports to the Municipal 
Councils. According to Article 81 (1) of the Municipalities Law, the financial statements must be submitted 
for audit by 30 April of the year following the financial year. Relative is the Paragraph 1.6 of this Report 
concerning the Treasury in which it is explained that, according to article 79 of the Financial Accountability 
and Financial Framework law, all general government entities and Local Authorities submit their annual 
financial statements to the Minister of Finance and the Accountant General of the Republic within four 
months from the end of the reference year. 
The Municipalities of Strovolos Latsia, Ypsonas, Livadia and Yeroskipou, did not submit, for audit as they 
were required, their financial statements for the year ended 31.12.2014, until the preparation of this 
Report, while the Municipality of Dromolaxia did not submit for audit its financial statements for the years 
ended 31.12.2013 and 31.12.2014 ,. The Municipalities of Limassol, Mesa Yitonia, Kato Polemidia, 
Paralimni, Ayia Napa, Polis, Tseri, Famagusta, Kyrenia and Lapithos submitted their financial statements for 
the year ended 31.12.2014 belatedly, ie after the 30.4.2015. 
It is therefore stated that, in the opinion of the Attorney General concerning the Community Councils, their 
Boards have a criminal liability for not preparing final accounts. In the event they violate any provision of 
the law which imposes obligations on them which they do not respect, they should be reported 
immediately to the police. 
Audit of the financial statements. The table below shows the Municipalities for which the audit, until the 
preparation of this Report, was underway. 
 

Municipality Year of audit 
Limassol 2013 
Larnaca 2014-2013 
Strovolos 2013-2012-2011 
Agios Dometios 2013 
Paralimni 2013-2012 
Deryneia 2014 
Germasogeia 2014-2013 
Mesa Yitonia 2012-2011 
Agios Athanasios 2013 



 

 

Lakatamia 2013 
  

Operating results for the year. The financial results, the revenues and expenses, as well as the short and 
long-term debt of the Municipalities for the years for which the audit of the financial statements has been 
completed are presented in Appendix IV. 
Loans. As mentioned above, in Appendix VII the loans which have been obtained by the Municipalities and 
the obligation of the Republic against such loans, are presented. The amounts shown in that Appendix are 
derived from audited or unaudited financial statements or from financial statements the audit of which was 
in progress, during the preparation of this Report, or from data provided by the Municipalities. 
Budgets 
 (a)     Ordinary Budget. Until the year 2011, the Ordinary Budget of the Municipalities was showing a 
deficit, since, according to the terms of approval applying until then, revenue did not include the receipts 
from loans, government grants and transfers of deposits. Since 2012, when the terms of approval of the 
Ordinary Budget were modified and, for the purpose of its balancing, the Government grant is accounted 
for as revenue, the Budget of most Municipalities was balanced or was showing a  surplus, as shown in the 
table below. It is noted that, under the terms of the Budget approval by the Minister of Interior, the 
Ordinary Budget should be balanced or even showing a surplus in order to be able to self finance part of 
the investment expenditure. 
 

                                                                MUNICIPALITIES ORDINARY BUDGET 

S/N Municipality 

                             2014                                   2013 
Budgeted 

Surplus/    
(Deficit) 

Budgeted 
Surplus/ 
(deficit) Revenue 

 
Expenditure Revenue Expenditure 

          €          € € € € € 
 1   Nicosia 30.448.212 30.447.754       458 32.159.981 32.157.621 2.360   
2   Limassol 36.814.799 36.407.775         407.024 37.795.785 37.374.809 420.976   
3   Larnaca 21.094.000 21.094.000 0 21.551.450 21.551.450 0  
4   Paphos 18.706.782 17.503.059      1.203.723 19.812.752 18.587.968 1.224.784  
5   Strovolos 18.699.000 18.546.276 152.724 18.811.229 18.665.683 145.546   
6   Agios Dometios  4.370.479 4.359.142 11.337 4.162.337 4.524.489 (362.152) 
7   Athienou 2.028.886 2.248.787      (219.901) 2.346.300 2.617.347 (271.047) 
8   Aradippou 7.914.400 7.906.200    8.200 8.391.000 8.387.700 3.300   
9   Polis 3.024.880 2.986.417 38.463 3.278.054 3.272.810 5.244   
10   Paralimni 16.114.500 16.099.777 14.723 14.812.500 14.781.365 31.135  
11   Ayia Napa 11.765.900 11.407.217 358.683 11.457.000 10.655.217 801.783   
12   Deryneia 3.095.250 2.885.564 209.686 3.363.250 3.240.040 123.210   



 

 

13   Lefkara 1.053.400 1.039.192    14.208 1.103.100 1.102.800 300  
14   Geroskipou 5.499.050 4.680.308 818.742 5.776.550 5.022.737 753.813   
15   Pegeia 6.142.200 6.142.200 0 5.573.500 5.573.500 0  
16   Μesa Yitonia 5.405.825 5.244.175 161.650 5.653.549 5.633.970 19.579  
17   Germasogeia 5.181.705 4.852.886 328.819 7.123.205 7.036.176 87.029  
18   Kato Polemidia 4.833.653 5.306.177 (472.524) 5.489.850 5.489.850 0  
19   AgiosAthanasios 4.337.691 4.329.391     8.300 4.880.872 4.878.822 2.050   
20   Aglantzia 5.681.840 5.074.654 607.186 5.966.363 5.716.867 249.496   
21   Engomi 5.572.150 5.558.899   13.251 6.252.000 6.252.183 (183) 
22   Latsia 4.768.133 4.764.159   3.974 5.910.480 5.752.273 158.207   
23   Dali 3.906.100 3.741.100 165.000 4.487.313 4.265.250 222.063   
24   Lakatamia 10.897.150 9.747.900 1.149.250 10.608.930 10.092.900 516.030   
25   Yeri 2.195.209 2.196.700 (1.491) 2.664.190 2.659.729 4.461   
26   Tseri 2.318.831 2.319.866 (1.035) 2.713.750 2.680.199 33.551  
27   Ypsonas 4.156.500 4.156.500 0 3.885.850 4.651.050 (765.200) 
28   Sotira 3.094.987 2.774.574 320.413 3.509.100 2.649.731 859.369   
29   Livadia 2.672.750 2.633.900 38.850 2.955.650 3.592.100 (636.450) 
30   Dromolaxia-

Meneou 2.146.500 2.146.250 250 2.412.500 2.398.650 13.850  
 (b)     Development Budget.  As it is shown in the table below, the Development Budget of most 
Municipalities for the years 2013 and 2014, was not prepared, as in previous years, on a rational and 
realistic basis, nor in line with the capacity of the Municipality to execute it. As a result, the percentage of 
unspent budgeted expenditure was high. 



 

 

                               MUNICIPALITIES DEVELOPMENT BUDGET FOR THE YEARS  2013 AND 2014 

S/
N Municipality 

Budget Actual Expenditure Unspent amounts  / 
(excesses) 

Percentage 
of unspent 
amounts/e

xcesses 

2014 2013 2014 2013 2014 2013 2014 
201
3 

    € € € € € € % % 
1 Nicosia 27.601.832 27.371.519 8.371.291       

11.592.011 19.230.541 15.779.508 70 58 
2 Limassol 15.801.809 25.272.834 9.384.748 9.356.334 6.417.061 15.916.500 41 63 
3 Larnaca 15.807.737 18.755.737 9.116.039 10.984.208 6.691.698   7.771.529 42 41 
4 Paphos 9.745.300 15.137.326 1.582.731 1.903.675 8.162.569 13.233.651 84 87 
5 Strovolos 1.195.780 3.467.880 403.196 1.416.137 792.584 2.051.743 66 59 
6 Agios 

Dometios 3.544.000 5.111.000 534.271 801.790 3.009.729 4.309.210 85 84 
7 Athienou 1.253.500 2.106.100 283.641 421.952 969.859 1.684.148 77 80 
8 Aradippou 1.830.000 3.730.000 347.346 1.220.274 1.482.654 2.509.726 81 67 
9 Polis 

Chrysochous 3.622.000 6.410.000 0 0 3.622.000 6.410.000 100 100 
10 Paralimni 30.275.000 37.095.000 152.508 244.376 30.122.492 36.850.624 99 99 
11 Αyia Napa 1.245.000 500.000 1.203.981 457.569 41.019 42.431 3 8 
12 Deryneia 7.235.000 9.220.000 1.257.182 189.853 5.977.818 9.030.147 83 98 
13 Lefkara 0 100.000 0 28.402 0 71.598 - 72 
14 Geroskipou 1.600.125 1.393.000 361.061 848.837 1.239.064 544.163 77 39 
15 Pegeia 750.000 900.000 0 0 750.000 900.000 100 100 
16 Mesa Yitonia 2.494.200 5.858.350 955.218 463.855 1.538.982 5.394.495 62 92 
17 Germasogeia 1.477.000 1.949.620 20.462 317.497 1.456.538 1.632.123 99 84 
18 Kato 

Polemidia 0 2.439.735 0 0 0 2.439.735 - 100 

19 Αgios 
Athanasios 8.368.000 8.828.000 883.036 720.763 7.484.964 8.107.237 89 92 

20 Aglantzia 397.560 373.765 90.999 97.768 306.561 275.997 77 74 
21 Engomi 2.343.000 2.384.000 0 0 2.343.000 2.384.000 100 100 
22 Latsia 60.000 379.300 94.892 265.918 (34.892) 113.382 (58) 30 



 

 

Note: The above figures are derived from audited or unaudited financial statements or from financial 
statements, the audit of which was in progress during the preparation of this Report or from data provided 
by the Municipalities. 
Weaknesses in the operation of Municipal Services. Several Municipalities continue to have serious 
weakness in the proper and efficient functioning of their services, which are mainly attributed to the non-
strict implementation of Laws, Regulations and appropriate procedures, the weaknesses of the internal 
control systems, the non-completion of computerisation and to the problems appearing in some of the 
software applied and the inadequate organisation / management of the Archive. 
Internal audit. The Internal Audit Department has an important role in upgrading the services in each 
Municipality and the modern audit requires the internal auditor to prepare a work program, carry out 
studies and investigations in order to ensure the correct application of the Regulations and of the 
appropriate procedures, direct and advise staff on how to solve problems that arise, promote, where it is 
needed, the implementation of new systems and processes for the improvement of the functionality and, 
consequently, the productivity of the Municipality and prepare comprehensive reports on the results of 
examinations carried out, for submission to the Municipal Council . 
Our Office repeatedly recommended that the Municipal Councils take measures for the organisation and 
strengthening of the Internal Audit Department, taking into account that, despite the improvements 
observed, there are still serious weaknesses and deficiencies in the internal control systems in most 
Municipalities, covering various activities such as: 
(a)          Failure in monitoring and in the timely collection of taxes due. 
(b)          Non-preparation of reconciliation statements of taxes. 
(c)       Non-compliance or no proper keeping of appropriate records which would assist in better 
monitoring and control. 
(d)        Non- verification of assets and submission to our Office of the related physical counting certificates 
at the end of each year. 
(e)    No proper completion of payment vouchers and non-attachment to them of the necessary 
documents. 
 (f)          Lack of adequate security measures for the protection of computer equipment, software and data. 

23 Dali 2.247.500 1.112.000 816.649 519.828 1.430.851 592.172 64 53 
24 Lakatamia 691.000 92.000 463.430 644.990 227.570 (552.990) 33 (60

1) 
25 Yeri 1.625.000 2.170.000 150.000 1.180 1.475.000 2.168.820 91 100 
26 Τseri 0 0 0 0 0 0 - - 
27 Ypsonas 750.000 375.000 0 0 750.000 375.000 100 100 
28 Sotira 1.233.550 1.038.869 76.481 738.264 1.157.069 300.605 94 29 
29 Livadia 0 0 0 0 0 0 - - 
30 Dromolaxia-

Meneou 0 0 0 0 0 0 - - 



 

 

Personnel costs. In several Municipalities, the percentage of the salary costs of the permanent staff and 
labourers, including overtime, the 13th salary and the contributions to the various Funds is very high, in 
relation to total expenditure. 
Appendix V presents the staff employed by the Municipalities. The amounts shown in that Appendix are 
derived from audited financial statements or from financial statements the audit of which was in progress 
during the preparation of this Report or from data provided by the Municipalities. 
It is pointed out that, in a number of Municipalities, a 14th salary, ranging  from 40% to 70% of the monthly 
salary, is provided to the employees, based on collective agreements. The cost to the Municipalities varies 
depending on the number of employees (permanent staff and Labourers), as shown in the following table, 
which is based on information provided by the Municipalities. We believe that this should be re-examined 
as soon as possible in accordance with established procedures. 
   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Pensions and Gratuities Funds 
(a)     According to the Pensions and Gratuities Regulations, for the purpose of the operation and funding of 
the above Funds, an amount is deposited each year from the Municipal Fund to the Pensions and Gratuities 
Fund, to cover the pension benefits of the employees, and this is charged to the Income Statement of the 
Municipality. 
According to the International Financial Reporting Standards, for the calculation of the actual costs to be 
charged to the Statement of Comprehensive Income for the pension benefits of employees and for the 
amount needed to be paid to the Pension and Gratuities Fund for payment of those benefits, an actuarial 
valuation should be carried out at regular intervals (usually every three years). 
In view of the significant changes which were made to the legislation regarding the payment of 
contributions by employees as well and the extension of the retirement age, our Office recommended that 
actuarial studies are carried out to assess the actual / current liabilities of the Municipalities to the Pension 
and Gratuities Funds. 

                               STATEMENT OF COST OF  14TH SALARY 
S/N MUNICIPALITY 2014 2013 

Employees Labourers Employees Labourers 
   € € € € 
1. Yeri 16.075 16.307 10.986 17.327 
2. Limassol 551.480 40.822 580.208 40.933 
3. Agios Athanasios 18.500 17.000 28.600 23.600 
4. Germasogeia 43.488 61.574 50.797 62.078 
5. Kato Polemidia 56.367 24.095 65.362 29.621 
6. Mesa Yitonia 59.527 49.013 61.802 52.158 
7. Geroskipou 31.223 49.381 31.223 51.297 
8. Pegeia 18.750 22.540 18.846 22.694 



 

 

It was observed that, despite the recommendations of our Office, a number of Municipalities did not 
proceed to carry out an actuarial valuation until the preparation of this Report and, as a result, they are not 
aware of their obligations to the above Fund. 
(b)   Due to financial difficulties, most Municipalities still do not contribute to the above Funds or contribute 
smaller amounts than they should. After a recommendation by our Office, actuarial valuations were carried 
out, during the years 2008 to 2014, in 28 Municipalities, which revealed that due to deficient contributions, 
these Municipalities, with the exception of Germasogeia, Latsia and Dali Municipalities which had surplus 
contributions, owe large sums to the Pensions and Gratuities Funds. Specifically, the deficient obligations of 
25 Municipalities to the Pensions and Gratuities Funds, as per the relevant valuations, amounted to 
€148,1m.  
According to data, from audited or unaudited financial statements or financial statements, the audit of 
which during the preparation of this Report was underway, or which was provided by the Municipalities, 
their debts to the Pensions and Gratuities Funds at 31.12.2014 and 31.12.2013 amounted to €143,9m. and 
€147,8m., respectively, as shown in the following statement. 
 

                                           STATEMENT OF AMOUNTS DUE BY MUNICIPALITIES  
                                                 TO THE PENSIONS AND GRATUITIES FUNDS 

S/N Municipality 

Αctuarial valuation Amount due by 
the 

Municipality on 
31.12.2014 

Amount due by 
the 

Municipality on 
31.12.2013 Reference Date 

Deficient 
obligations 

      € € € 
1.       

  Κato Polemidia 31.12.2008 1.802.574 938.651 938.651 
2.       

  
Paralimni 31.12.2008 2.639.000 2.639.000 2.639.000 

3.       
  

Deryneia 31.12.2009 864.000 349.000 452.000 
4.       Lefkara 31.12.2009 318.000 440.116 348.783 
5.       

  Αgios Dometios 31.12.2011 2.293.429 1.557.967 1.557.967 
6.       

  
Polis Chrysochous 31.12.2011 343.431 304.585 343.431 

7.       
  

Aradippou 31.12.2012 2.158.722 2.158.722 2.158.722 
8.       Tseri 31.12.2012 41.055 0 0 
9.       

  Αgios Athanasios 31.12.2012 331.451 289.414 310.225 
10.    

  
Μesa Yitonia 31.12.2012 2.322.774 2.605.123 2.454.557 

11.    Engomi 31.12.2012 2.363.803 2.647.027 2.647.027 
12.    Lakatamia 31.12.2012 11.173 0 0 
13.    

  
Strovolos 31.12.2012 1.293.656 1.475.446 1.770.818 

14.    
  Sotira 31.12.2012 310.836 174.905 219.402 



 

 

15.    Nicosia 31.12.2012 34.754.511 32.707.796 33.067.223 
16.    

  Aglantzia 31.12.2012 1.332.942 1.332.942 1.332.942 
17.    

  
Yeri 31.12.2012 31.770 31.770 31.770 

18.    
  

Larnaca 31.12.2013 28.818.000 28.818.000 28.818.000 
19.    Paphos 31.12.2013 2.587.033 1.947.140 6.569.383 
20.    Limassol 31.12.2013 58.269.249 58.269.249 58.269.249 
21.    

  
Αyia Napa 31.12.2013 2.185.187 2.185.187 2.350.969 

22.    Livadia 31.12.2013 108.871 109.271 108.871 
23.    Athienou 31.12.2014 807.614 807.614 1.013.045 
24.    Pegeia 31.12.2014 1.180.350 1.180.350 0 
25.    

  
Geroskipou 31.12.2014 889.646 889.646 362.154 

  Total   148.059.077 143.858.921 147.764.189 
 

 

 
 (c)    According to data for the years 2014 and 2013 given to us by the Municipalities, the amounts related 
to pensions, gratuities and medical care expenses paid to pensioners, are shown in the table below. 
 

PENSIONERS – MUNICIPALITIES LOCATED IN THE FREE AREAS 

Municipality 
2014 2013 

Pensions Gratuities Medical 
Care Pensions Gratuities Medical 

care 
No. € No. € € No. € No. € € 

Nicosia 123 1.960.432 1 109.040 76.747 121 1.806.631 16 1.762.314 69.880 
Limassol 279 3.050.747 13 940.413 13.520 264 2.720.872 23 1.506.287 13.520 

STATEMENT OF SURPLUS CONTRIBUTIONS 

S/N Municipality 

Αctuarial valuation 
Reference 

Date 
Surplus 

Contributions 
      € 
1 Germasogeia 31.12.2012 774.825 
2 Latsia 31.12.2012 327.441 
3 Dali 31.12.2012 377.263 
  Total           1.479.529 



 

 

PENSIONERS – MUNICIPALITIES LOCATED IN THE FREE AREAS 

Municipality 
2014 2013 

Pensions Gratuities Medical 
Care Pensions Gratuities Medical 

care 
No. € No. € € No. € No. € € 

Larnaca 69 605.025 12 399.538 - 69 577.368 20 1.070.246 - 
Paphos 53 538.812 2 173.881 20.702 51 486.847 6 683.769 18.837 
Strovolos 14 189.173 - - - 13 160.819 - - - 
Αgios 
Dometios 5 87.021 - - 8.468 5 91.866 1 159.817 1.120 
Athienou 2 21.857 - - - 2 21.858 - - - 
Aradippou 3 37.298 - - - 3 37.298 - - - 
Polis 
Chrysochous 2 14.562 - - - 2 14.562 - - - 
Paralimni 3 46.149 1 28.745 648 2 32.145 - - 616 
Ayia Napa 6 50.104 1 100.973 - 5 42.386 - - - 
Deryneia - - - - - - - - - - 
Lefkara - - - - - - - - - - 
Geroskipou 1 18.624 - - - 1 18.624 - - - 
Pegeia 1 2.347 - - - - - - - - 
Μesa Yitonia 5 65.945 1 5.128 880 5 65.945 - - 1.060 
Germasogeia 4 69.942 1 114.540 3.667 3 27.682 2 269.121 - 
Κato 
Polemidia 9 68.945 - - - 9 65.059 2 96.244 - 
Αgios 
Athanasios 7 49.660 - - - 7 59.231 1 30.333 - 
Aglantzia 9 130.524 1 10.000 3.424 7 130.091 1 101.781 3.452 
Engomi 10 138.976 1 135.053 9.194 10 86.415 3 172.540 7.346 
Latsia 2 19.037 1 42.466 4.830 2 19.037 - - - 
Dali 2 36.660 - - 3.017 2 14.359 1 101.771 3.017 
Lakatamia 5 39.713 1 62.291 352 4 34.840 - - 800 
Yeri - - - - - - - - - - 
Tseri - - - - - - - - - - 
Livadia 1 20.292 - - - 1 8.954 1 91.826 - 



 

 

PENSIONERS – MUNICIPALITIES LOCATED IN THE FREE AREAS 

Municipality 
2014 2013 

Pensions Gratuities Medical 
Care Pensions Gratuities Medical 

care 
No. € No. € € No. € No. € € 

Ypsonas 1 19.381 1 12.054 - 1 16.612 - - - 
Sotiras - - - - - - - - - - 
Dromolaxia 
– Meneou 1 12.242 - - - - - 1 97.933 - 
Total 617 7.293.468 37 2.134.122 145.449 589 6.539.501 78 6.143.982 119.648 
 
 

                                                                      PENSIONERS – OCCUPIED MUNICIPALITIES 

Municipality 

2014 2013 

Pensions Gratuities 
Medical 

Care Pensions Gratuities 
Medical 

Care 
 Αρ. € Αρ. € € Αρ. € Αρ. € € 
Famagusta 72 829.898 1 7.977 - 75 858.742 - - - 
Lefkonikou 1 4.800 - - - 1 9.600 - - - 
Akanthous - - - - - - - - - - 
Lysis 3 51.413 - - - 3 49.492 - - - 
Karavas 2 32.532 - - - 1 13.032 - - - 
Lapithos 4 57.655 - - - 4 57.655 - - - 
Kythrea 2 39.911 1 7.519 - 2 39.911 - - - 
Morphou 16 221.282 1 14.299 - 16 221.282 2 216.187 - 
Kyrenia 6 84.986 - - - 5 27.986 - - - 
Total 106 1.322.477 3 29.795 0 107 1.277.700 2 216.187 0 
Overall total 723 8.615.945 40 2.163.917 145.449 696 7.817.201 80 6.360.169 119.648 

  
Computerisation of services. All Municipalities have introduced computerised systems, which, in many of 
them,  support the entire range of their services, while in some others, they support only part of them. In 
some Municipalities, the computerisation of services presents weaknesses and omissions, resulting in 
operational problems in their financial and other services. 



 

 

Arrears of taxes, fees and charges.  Delays in the recovery of taxes, fees and charges due from previous 
years, amounting to significant amounts, are observed. As mentioned in our previous Reports, the lists of 
delays need to be carefully studied to identify the amounts that could be collected, and to take effective 
measures for their collection. Our Office also indicated that it is necessary that timely measures are taken 
for the collection of taxes and of amounts due, since the risk of non-recovery increases over time. 
Moreover, the failure to collect debts from businesses for an unduly long period of time and the continued 
tolerance of state authorities, including Municipalities and Communities on the non-payment of debts by a 
business, may, as stated in the circulars of the Commissioner of State aid, account for State aid. 
Amounts due written off. In several Municipalities, the provisions of Article 85 (2) (o) of the Municipal 
Corporations Law are not applied and amounts due of more than €256 (£150), are written off without the 
prior approval of the Minister of Interior, a power assigned to the District Officer. 
Municipal tax on immovable property. According to Article 74 of the Municipal Corporations Law, each 
Municipal Council imposes an annual tax on the value of the immovable property which resulted from the 
general valuation, pursuant to Article 69 of the Immovable Property (Ownership, Registration and 
Valuation) Law, Cap. 224. In the relevant Law, there is no provision for the imposition of property tax to be 
based on the value of the property, as may be revised / reconsidered by the Director of Lands and Surveys 
Department on the basis of the market values of the immovable property as at 1.1.1980, in accordance 
with the reservations of Article 66 of the Immovable property (Ownership, Registration and Valuation) Law, 
Cap. 224. As a result, there is a considerable loss of revenue for the Municipalities because, while property 
values increased significantly after the last general valuation of 1.1.1980 due to revisions of the local plans / 
town planning zones and the development in plots of land, these continue to be taxed, in most cases, as 
fields or building plots, although these have been included in the residential / tourist areas and have been 
developed accordingly. 
The Ministry of Interior, adopting a relevant recommendation of our Office, has prepared a bill amending 
the Municipal Corporations Law, in order that, for property tax purposes, the temporary values or 
revaluations at 1.1.1980 prices can be taken into account based on the changes on immovable properties, 
which was approved by the Council of Ministers on 18.3.2009 and on 15.7.2009 was submitted to the 
House of Representatives for approval, where it is still pending. 
Under the Memorandum of Understanding, the Department of Lands and Surveys completed the new 
general valuation of real estate at 1.1.2013 prices, which, as estimated, will yield a significant increase in 
the Municipalities revenues resulting from the immovable property tax. It is understood that, after the new 
general valuation, related amendments will also be made to the Municipalities Law, concerning, mainly, the 
rate of the immovable property tax. 
Public swimming pools.  Pursuant to article 85 (2i) of the Municipal Corporations Law, the Public Swimming 
Pools Law and the Public Swimming Pools Regulations of 1996, for the use and operation of public 
swimming pools it is  required to obtain a license from the competent Authority, the Municipality or the 
Community Council. 
According to data given to us by Municipalities, a total of 1,119 public swimming pools were operating on 
31.12.2014 within the boundaries of 25 Municipalities, of which 758 were operating without having 
secured the necessary license, as shown in the table below, since they did not meet the terms and 
conditions specified in the relevant Laws and Regulations. It is noted that for 28 public swimming pools, a 
license was issued irregularly, without them complying with the terms and conditions of the law. 
Specifically, according to the Streets and Buildings Law, for the issue of a license for the operation of a 
swimming pool and all other constructions and installations related to its operation, a certificate of 



 

 

approval must be obtained. Furthermore, a certificate should also be obtained from the Health Service as 
well as a certificate of conformity issued by the Department of Electrical and Mechanical Services of the 
Ministry of Transport, Communications and Works, relating to the mechanical and electrical installations. 
Given the seriousness of the matter which affects the safety and health of citizens, our Office 
recommended that all necessary measures are taken for the compliance of the owners of the public 
swimming pools with the provisions of the relevant Laws and Regulations and for securing the required 
license. I noted that, according to a letter from the Attorney General, dated 5.3.2007, addressed to the 
Director General of the Ministry of Health, the operation of a swimming pool, without the required license 
is a criminal offense and it is pointed out that, public swimming pools which operate without a license, 
should be identified and reported to the Police. 
 

PUBLIC SWIMMING POOLS 

S/N Municipality 

Total 
number of 
swimming 

pools 
Swimming 

pools with a  
license 

Swimming pools 
with a license 

issued irregularly 

Swimming 
pools 

without a 
license 

1 Nicosia 11 4 0 7 
2 Limassol 22 12 0 10 
3 Larnaca 23 1 0 22 
4 Paphos         200 62 0         138 
5 Strovolos 5 2 0 3 
6 Athienou 1 0 1 0 
7 Aradippou 1 1 0 0 
8 Polis 

Chrysochous 32 8 0 24 
9 Paralimni 274 29 27          218 
10 Αyia Napa 192 110 0 82 
11 Deryneia 1 1 0 0 
12 Lefkara 2 0 0 2 
13 Geroskipou 57 45 0 12 
14 Pegeia 91 23 0 68 
15 Μesa Yitonia 9 2 0 7 
16 Germasogeia 161 25 0 136 
17 Κato Polemidia 2 0 0 2 
18 Αgios 

Athanasios 18 2 0 16 



 

 

PUBLIC SWIMMING POOLS 

S/N Municipality 

Total 
number of 
swimming 

pools 
Swimming 

pools with a  
license 

Swimming pools 
with a license 

issued irregularly 

Swimming 
pools 

without a 
license 

19 Ypsonas 1 1 0 0 
20 Aglantzia 3 0 0 3 
21 Engomi 5 0 0 5 
22 Latsia 3 3 0 0 
23 Dali 3 0 0 3 
24 Lakatamia 1 1 0 0 
25 Yeri 1 1 0 0 
  Total 1.119 333 28 758 

To this point, it is stated that, on the occasion of a note of our Office on the above matter,  the Attorney 
General of the Republic, in his letter dated 22.9.2009, addressed to the Director General of the Ministry of 
Interior, asked him to update the Municipalities and the Community Councils appropriately and invite them 
to cooperate with the Police, in order to identify the illegal premises and spaces and report them . 
Petrol stations. According to data given to us by the Municipalities, a total of 203 petrol stations were 
operating on 31.12.2014, within the boundaries of 30 Municipalities. 53 of the petrol stations were 
operating without having secured a license as provided in Article 4 (1) of the Petroleum law, as they did not 
comply with the terms and conditions set out in the relevant legislation. It is noted that, for another 14 
stations, licenses were issued irregularly without fulfilling the terms and conditions of the relevant 
legislation. 
 

PETROL STATIONS 

S/N 
Municipalities 

Number of 
Petrol stations 

Petrol stations 
with a license 

Petrol stations 
with a license 

issued irregularly 
Petrol stations 

without a 
license 

1 Nicosia 35 19 6 10 
2 Limassol 31 19 0 12 
3 Larnaca 26 25 0 1 
4 Paphos 8 8 0 0 
5 Strovolos 26 16 0 10 
6 Agios Dometios 4 2 0 2 
7 Athienou 2 2 0 0 
8 Aradippou 9 7 2 0 



 

 

9 Polis 
Chrysochous 4 4 0 0 

10 Paralimni 8 6 0 2 
11 Ayia Napa 2 0 0 2 
12 Deryneia 2 1 0 1 
13 Lefkara 1 0 1 0 
14 Geroskipou 4 3 0 1 
15 Pegeia 3 2 0 1 
16 Mesa Yitonia 3 2 0 1 
17 Germasogeia 1 1 0 0 
18 Kato Polemidia 4 3 0 1 
19 Agios 

Athanasios 5 1 4 0 
20 Aglantzia 6 0 0 6 
21 Engomi 3 3 0 0 
22 Latsia 5 5 0 0 
23 Dali 1 0 0 1 
24 Lakatamia 2 0 0 2 
25 Sotira 1 1 0 0 
26 Tseri 2 2 0 0 
27 Yeri 1 1 0 0 
28 Ypsonas 2 1 1 0 
29 Livadia 1 1 0 0 
30 Dromolaxia-

Meneou 1 1 0 0 
  Total 203 136 14 53 

It has been noted that measures are not always taken against the petrol stations owners while, according 
to a letter from the Attorney General dated 5.3.2007, to the Director General of the Ministry of Interior, the 
operation of petrol stations, without securing a license constitutes, under Article 11 of the Petroleum Law, 
a criminal offense and such cases should be reported to the police. 
Private parking places. Within the Municipalities of Nicosia, Limassol, Larnaca, Paphos and Strovolos, there 
are private parking places which operate without having secured a building permit and a license, without 
paying to the Municipalities the fees which are provided by the Traffic Municipal Regulations and without 
securing the approval of the Municipalities for the amount of parking fees charged. 



 

 

As we were informed, the Union of Municipalities prepared on 28.3.2007, at the request of the House of 
Representatives Committee of Interior in the course of examination of a relative Proposal of Law, an 
amendment of  Article 88 (1) (b) of the Municipal Corporation Law (Regulation of traffic) as well as, a draft 
of uniform Municipal Regulations for parking places that will apply to all Municipalities, which were 
submitted to the House of Representatives Committee of Interior. These were not forwarded for approval, 
mainly due to an advice by the Attorney General that it is not legally allowed to include in these Regulations 
a specific  framework of parking fees decided by the Municipalities to be charged at private parking places. 
In view of the above, we recommended that, until the adoption of uniform Municipal Regulations for 
parking places, Municipalities apply the existing Regulations, except for the Regulation which provides that 
parking fees at private parking places are determined in advance by the Municipal Council. 
Granting pensions to Mayors. Article 52 (2) of the Municipal Corporations Law provides for the payment of 
pensions to Mayors, the granting of which, including the issue of the transfer of the pension to widows and 
/ or children, is determined by the Regulations issued by the Municipal Council, which may contain 
provisions for retrospective application and are applied after their publication in the Official Government 
Gazette without requiring any additional approval, either by the Council of Ministers or by the House of 
Representatives. Based on the above Article, the Municipalities have adopted and occasionally published 
Regulations regarding the Mayors pensions (the basic Regulations were issued in 1997). 
In 2011, at the initiative of the Cyprus Union of Municipalities, new Regulations were drafted, which were 
unanimously adopted by the Executive Committee of the Union of Municipalities and were published on 
20.5.2011, with retrospective effect as from 1.1.2011, firstly by the Larnaca Municipality (the of Larnaca 
Municipality (R. 180/2011)), with a view to their adoption by all Municipalities. It is noteworthy that the 
provisions of these Regulations apply to cases of Mayors who retired from office before 1.1.2011, that is, to 
all previous Mayors. 
In these Regulations, which have been adopted to date by nearly all Municipalities, there are significant 
amendments, compared with the previous Regulations, such as, for example, increasing a Mayor’s 
minimum pension from £350 (€598) to €1.200 for one term of service and to €1.500 for more than one 
term of service, the yearly adjustment of the minimum pension, the increase in the calculation factor  of 
the widow's pension and determination of a minimum monthly widow's pension at €900 or €1.000. 
With the application of the Administration of Mayors’ Pensions Municipal Regulations of 2011 and 
especially the amendments mentioned above, but also with their retroactive effect to cover those who 
have served as Mayors in the past, substantial amounts are required to cover the increases that occurred or 
will occur. It is noted that, in some cases, the amount of the pension exceeds the amount of the 
remuneration itself which a Mayor was receiving when he held the office. 
Given the difficult economic conditions experienced by our country, the measures taken to reduce public 
spending, but mainly the difficult economic position in which the Municipalities are, with some of them in 
danger of economic collapse, the above data / information was brought to the attention of the Minister of 
Interior and of the Minister of Finance and to the House of Representatives Committee for Finance and 
Budgetary Affairs, to the Committee of Interior and to the Committee of Institutions, Merit and to the 
Commissioner for Administration (Ombudsman) for consideration and possible corrective measures to be 
taken, if appropriate. 
According to data given to us by the Municipalities for the year 2014, the amounts relating to the Mayors 
remuneration and representation expenses and to the compensation and representation expenses of 
Deputy Mayors and Municipalities Council members, as well as the amounts relating to the pensions and 
lump-sum gratuities of former Mayors, are shown in the tables below. According to the General Conditions 



 

 

of the Budgets Approval of the  Municipalities, the compensation and the representation expenses of a 
Deputy Mayor and  of Councils members may not exceed 15% of the amounts received by the Mayor. The 
table below shows that the amounts paid to 10 Deputy Mayors exceed 15% of the salaries of Mayors. 

 
                                       MAYORS AND MEMBERS OF THE MUNICIPALITIES COUNCIL 

 Remuneration, compensation and representation expenses                  Former Mayors 

 
Municipalities 

in the free 
areas 

Mayor Deputy 
Mayor 

Members of 
Municipalities 

Councils 
Pensions Lump-sum 

gratuities 
  € € No. € No. € No. € 

1 Nicosia 65.907 15.818 25 242.288 2 25.518   
2 Limassol 70.635 16.403 25 205.032 3 53.549   
3 Larnaca 62.656 12.302 25 179.400 1 19.500   
4 Paphos 65.129 9.226 17 104.567 1 12.564   
5 Strovolos 70.412  26 242.268 1 24.496   
6 Agios 

Dometios 56.330  14 107.310 2 37.071   
7 Athienou 40.746  8 39.627 1 7.200   
8 Aradippou 53.493  12 91.249 2 33.390   
9 Polis 

Chrysochous 56.330 6.182 7 36.133 1 13.697   
10 Paralimni 45.048  10 71.761 1 1.121   
11 Ayia Napa 38.000  8 45.717 2 24.000   
12 Deryneia 56.330  8 67.996 2 31.500   
13 Lefkara 40.199  8 32.159 3 11.560   
14 Geroskipou 50.233  8 57.888 1 13.051   
15 Pegeia 59.437  8 37.709 1 12.000   
16 Mesa Yitonia 56.509 10.429 11 90.117 2 26.325 1 25.284 
17 Germasogeia 53.598  10 80.400     
18 Kato 

Polemidia 53.961  14 92.479 1 15.203   
19 Agios 

Athanasios 56.330 10.039 9 71.482 1 17.367   
20 Aglantzia 56.284  16 128.640 1 18.090   
21 Engomi 56.330  12 101.395 1 5.400   
22 Latsia 52.742 8452 11 73.095 2 40.088   
23 Dali 42.300  10 63.450 2 28.800   
24 Lakatamia  56.508  22 186.845 2 17.336   
25 Yeri 42.000 9.785 7 44.100     
26 Tseri 56.330  8 67.592     



 

 

                                       MAYORS AND MEMBERS OF THE MUNICIPALITIES COUNCIL 
 Remuneration, compensation and representation expenses                  Former Mayors 

 
Municipalities 

in the free 
areas 

Mayor Deputy 
Mayor 

Members of 
Municipalities 

Councils 
Pensions Lump-sum 

gratuities 
27 Ypsonas 53.000 10.709 7 54.592     
28 Sotira 53.660  8 67.596     
29 Livadia 42.000  8 50.400     
30 Dromolaxia-

Meneou 42.350  8 24.000     
 Total 1.604.787 109.345 370 2.757.287 36 488.826 1 25.284 
          
 Occupied 

Municipalities          
31 Famagusta 42.156  26 164.405 2 41826   
32 Lefkoniko 28.165  8 30.558     
33 Akanthous 28.104  8 33.725 2 35.100   
34 Lysis 28.104  8 33.728 1 14.625   
35 Karavas 23.940  8 28.727 1 19.500   
36 Lapithos 28.165  8 33.725 1 19.500   
37 Kythrea 18.548  8 33.063 2 34.125   
38 Morphou 35.130  10 52.697  19.500   
39 Kyrenia 34.314  8 42.156 3 52.000 1 50.400 
  Overall 266.626 0 92 452.784 12 236.176 1 50.400 
  Total 1.871.413 109.345 462 3.210.071 48 725.002 2 75.684 

 
Overall total of remuneration, compensation, remuneration expenses, pensions and lump-sum 

gratuities 

  
Municipalities in the 

free areas 
Occupied 

Municipalities Total 
Number € Number € Number € 

Mayors 30 1.604.787 9 266.626 39 1.871.413 
Deputy Mayors 10 109.345 - 0 10 109.345 
Members of Councils 370 2.757.287 92 452.784 462 3.210.071 
Retired Mayors 36 488.826 12 236.176 48 725.002 
Total   4.960.245  955.586  5.915.831 
Lump-sum gratuities 
to former Mayors 1 25.284 1 50.400 2 75.684 

 



 

 

3.2  NICOSIA MUNICIPALITY 
Further information on the financial position of the Municipality for the years 2012 and 2013 (annual 
results, revenue, expenditure, short-term and long-term liabilities, staff, loans) are presented in Appendixes 
IV, V and VII, which also present the corresponding data and information of the other Municipalities, in 
order to provide an overall picture and to allow for comparison between Municipalities. 
Also, data and information regarding the budgeted income and expenditure of the Ordinary Budget, 
budgeted and actual expenditure of the Development Budget, amounts due by the Municipality  to the 
Pension Fund and Gratuities, pensions and lump-sum gratuities of officials, public swimming pools, 
petroleum stations, remuneration, compensation and representation expenses of Mayors and members of 
the Municipal Council and pensions and lump-sum gratuities of former Mayors, are presented in 
statements in paragraph 3.1 - General Observations to enable comparison between Municipalities. 
Submission of financial statements for audit. The audit of the financial statements for the year 2014, 
submitted in accordance with the provisions of the Municipal Corporations Law, is scheduled to take place 
in the first quarter of 2016. The following topics are related to the audit of the financial statements for the 
years 2012 and 2013. 
Measures to improve the financial position of the Municipality. The financial position of the Municipality 
is not satisfactory, following the significant reduction of state subsidy in 2012 and 2013 and, as a result, it is 
unable to meet the non-funded contribution to the Pension and Gratuities Fund, amounting to €33m. at 
31.12. 2013 or €34,8m. at 31.12.2012, in accordance with the actuarial valuation with reference date 
31.12.2012, carried out in 2014. It is noted that the financial position of the Municipality seems to be 
deteriorating significantly after the expiry of the grace period of its new loans in 2012, when the 
Municipality started to pay the instalments due. There is also an increase in creditors and accruals, which, 
according to the financial statements at 31.12.2013, amounted to €11,4m., compared to €8,8m. at 
31.12.2011 (€10,9m. at 31.12.2012), i.e there was an increase of €2,6m. or 30%. 
As mentioned in our previous reports, the Municipality could exercise more effectively the powers 
conferred to it by the relevant legislation and to improve its financial position, taking measures for the 
timely collection of all amounts due, including due taxes, fees, licenses and charges which on 31.12.2013 
amounted to €11m. (€10,4m. at 31.12.2012 and €10,2m. on 31.12.2011) and imposing charges for 
advertisement boards and private parking places, for the construction and operation of which the issue of a 
building permit and an operating license is required. 
However, the viability of the Municipality is based on the continuation of the payment by the State of a 
subsidy, which in 2013 amounted to 37.3% of total revenues (42.6% in 2011). 
In his reply, the Mayor, informed us that he proposed to the Ministers of Finance and Interior, among 
others, for the State to take over the repayment of Municipalities loans which were invested in 
infrastructure and to guarantee the pensions of the employees. 
Internal control. Despite the improvement observed in the internal control system, certain shortcomings 
and deficiencies still exist, such as the non-maintenance or the non proper maintenance of the necessary 
registers, the non-completion, in several cases, of the computerised payment orders and the non-signing, in 
some cases, of the invoices by the responsible officer who received the goods / services. 
Considering the contract signed by the Municipality with a specific company, for the purchase of internal 
audit services and the preparation of reports / recommendations for improving the procedures followed, it 
is expected that measures are taken to implement any recommendations that relate to the strengthening 
and improvement of internal control systems. 



 

 

Computerisation of Municipal Services - Emergency Plan. The Municipality has not prepared a business 
continuity plan to include a recovery from disaster plan and alternative procedures for restoring the 
computer systems and the continuance of their working after a natural disaster or sabotage, the lack of 
which can lead to a malfunction of software systems or / and the loss of important data. 
 
 
 
 
  
 
Staff. 
(a)   Personal benefits. Total personnel costs amounting to €15,3m. in 2013 and €18.4m. in 2012, include 
the following benefits: 

 
2013 

€ 
 2012 

€ 
Contribution to the Welfare Fund  380.391  273.547 
Contribution to medical treatment schemes 357.442  416.602 
Life  and personal accident insurance 76.036  90.668 
Other fixed allowances (travelling, inspectors of entertainment 
performances, cultural events, serving writs etc.) 88.440 

 
119.256 

 902.309  900.073 
Given the financial problems faced by the Municipality, our Office recommended the re-examination of the 
above benefits and to take measures to reduce them. Details are included in Section 2.8 of this Report 
concerning the Treasury. 
(b)     Scheme for Early Retirement  of labourers. 
 

(i) Due to the difficult economic situation in which the Municipality finds itself, the Municipal 
Council decided on 1.11.2012 the application of an  Early Voluntary Retirement Scheme for 
labourers, which provided for the granting of additional compensation for redundancy. 
Furthermore, it was agreed between the Municipality and the Trade Unions, that for the next 
three years the Municipality will not proceed, directly or indirectly, in new recruitments or in 
hiring of services or in any other forms of employment. 

(ii) According to the financial statements, the cost of the Municipality from the application of 
the above scheme, on the basis of which 47 workers chose to leave, amounted at 31.12.2013 
to €1.97m., while an amount of €1.35m., approximately, was paid as compensation from the 
Redundancy Fund of the Ministry of Labour, Welfare and Social Security, thus totalling 
€3.32m. 
As established, the above compensations were paid without a relevant provision being 
included and approved in the Municipal Budget for 2013 and without having obtained an 
approval from the responsible Ministries of Interior and Finance. 

 (c)    Employment of staff by the Municipality, through the Nicosia Municipality Company (Public 
Enterprises) Ltd. The Municipality, through the Nicosia Municipality Company (Public Enterprises) Ltd, of 

Recommendation: The Municipality to prepare a comprehensive continuity plan which should 
prescribe, among others, the immediate actions to be taken for restoring the computerised systems 
in case of a disaster. The continuity plans and the alternative procedures to be tested, on the basis of 
relative scenarios, with the participation of the users on an annual basis. 



 

 

which is the sole shareholder, employed through the   Sponsorship of Employment with Flexible Settings 
Scheme, which is operated by the Productivity Center (PC), 33 persons in 2013 and 60 persons for the 
period 1.1.2014 to 30.11.2014, the total cost of which amounted to €106.232 and €677.459, respectively. 
Tasks were assigned to the above persons for various Municipal services, while for operations of the 
company, 25 people were employed during 2014 at a total cost of €157.477. It is noted that the financing 
of the above company is made solely by the Municipality of Nicosia. 
According to the Municipality, the above persons who are qualified personnel, such as architects, civil 
engineers, surveyors, a transportation expert, an environmental engineer, a power engineer and 
technicians were employed for the purpose of preparing and submission of a Strategy Study for an 
Integrated Sustainable Urban Development including the claiming of funds from the EU Structural funds. 
(d)     Municipal Secretary.  Our Office received a complaint for improper involvement of the Municipal 
Secretary in a political party representation, in violation of the then existing Laws and Regulations. 
In relation to this complaint, the Civil Servants Civil Rights, Education Officers, Municipal Employees, 
Communities Employees and Employees of Public Corporations Law (L.102 (I) / 2015) which was published 
in the Official Government Gazette on 10.7.2015 is relevant. Specifically, in accordance with Article 4 (2) (b) 
of that Law, a Municipal employee who holds a position with a salary scale equal to or greater than  scale 
A8 of the government payroll and also the Municipal Secretary are allowed to be elected or appointed to 
the position of a political party officer of a political  party of their choice, provided they obtain the approval 
of the Municipality Council, and in accordance with Article 4 (4) (a), the Municipality Council grants such 
authorisation to an  applicant, if it is satisfied that the duties of the position of the employee do not collide 
and are not affected in any way by taking or continuing to hold the political party office. 
The Mayor informed us that the Municipality Council decided to grant the permission to the Municipal 
Secretary, taking into consideration the principles of equal treatment and fairness. 
 
 
 
 
 
 
 
 
Remuneration and Deputy Mayor’s representation expenses. According to a letter from the Ministry of 
Interior dated 8.9.2010, the members of the Municipal Council (including the Deputy Mayor) receive 
remuneration and representation expenses up to 15% of the respective amount received by the Mayor. 
It was observed that during the years 2013, 2012 and 2011, benefits totalling €16.670, €15.323 and 
€15.709 were paid to the Deputy Mayor, instead of €9.840, €9.886 and €9.818, respectively, ie  amounts of 
€6.830 or 69% in 2013, €5.437 or 55% in 2012 and €5.891 or 60% in 2011, were overpaid. 
 
  
Pensions and Gratuities Fund. According to an Actuarial Valuation, with reference date 31.12.2012 carried 
out in 2014, the unfunded actuarial liability of the Municipality for deficit contributions at that date 

Recommendation: Given the nature and the scale of the duties of the Municipal Secretary (at the 
highest rung of the hierarchy), the Municipality, in cooperation with its legal advisor, to confirm that 
there are no legal problems eg due to participation of the Municipal Secretary in Tender Committees 
and in taking decisions and / or his participation in the Evaluation Committees of the Municipal 
employees, in connection with the above Regulations and laws, as well as on the basis of what is 
provided in the General Principles of Administrative law of 1999 Law (L.158 (I) / 99) (Principle of 
non-discrimination, etc.). 

Recommendation:  The benefits of the Deputy Mayor should not exceed the 15% of the amount 
payable to the Mayor and the overpaid amounts should be recovered the soonest possible. 



 

 

amounted to €34,8m., compared to €41.1m. at 31.12.2011, based on the previous actuarial valuation 
carried out in 2012. 
In this actuarial valuation, the method of funding / coverage of the above unfunded actuarial liability is not 
determined, so the Municipality Council has not decided the method of settlement of this obligation. 
According to the financial statements, the obligation of the Municipality to this Fund at 31.12.2013 
amounted to €33,1m. 
 
 
 
 
 
Cash and Bank balances - Events after the reporting date.   On 29 March 2013, the Central Bank of Cyprus 
issued Orders relating to the Cyprus Popular Bank P. Co Ltd and the Bank of Cyprus P. Co. Ltd, implementing 
measures for these two banks, pursuant to the Resolution of Credit and Other Institutions Law of 2013. 
The Municipality’s cash at banks have not been affected by the above measures at the implementation 
date of the decisions (March 26, 2013), because Municipalities are exempted from the above measures. It 
is noted, however, that cash amounting to €1,3m., relating to the Pension and Gratuities Fund, which were 
invested in securities of the Bank of Cyprus P. Co. Ltd have been affected. 
Our Office requested from the Municipality to be informed, as to whether the investment was made with 
the Municipal Council’s decision, as well as whether they have received any advice from a specialised firm 
providing financial / investment services. 
The above amount was written off from the cash balances of the Pensions and Gratuities Fund as at 2012 
and, as a result, the unfunded actuarial liability of the Municipality for deficit contributions at 31.12.2012, 
amounted to €34,8m. instead of €33.5m. In that respect, it is stated that, although the Municipality 
contributed the amount of €1,3m. to this fund, for financing the actuarial deficit, it will have to contribute 
to the Fund the same amount for the second time and, as a result, the investment in securities to burden 
the Municipality twice, ie, the Municipality  was affected, as a consequence of the above measures,  with 
an amount of  2,5m. 
The Mayor informed our Office that the instruction for the investment of the above amount was given by 
the Municipal Secretary and the Municipal Treasurer, who, in accordance with the provisions of the 
Municipalities Law, sign for all payments made from the Municipality accounts which then included also the 
accounts of the Pension Fund and Gratuities, in line with the practice that was followed in the past by the 
respective Municipal Secretaries and Municipal Treasurers. 
 
 
 
 
Suppliers’ invoices and payments. 
(a)   Tax invoices. Irrespective of whether a natural or legal entity is registered for VAT or not, it must 
deliver a tax invoice, which complies with the rules of Value Added Tax Laws and Regulations. It was 
observed that a number of economic operators do not issue / furnish to the Municipality tax invoices. 

Recommendation: Our Office considers the fact of investing such an amount without the approval of 
the Municipal Council and without having received advice from a specialist firm, unacceptable. For 
this matter, the Municipality should investigate the possible existence of responsibilities. 

Recommendation: In view of the significant changes made to the legislation regarding the payment 
of contributions by employees and the extension of the retirement age, the Municipality should carry 
out a new actuarial valuation to assess the actual / current liabilities of the Municipality to the 
Pensions and Gratuities Fund and to determine the method of financing / coverage of the unfunded 
actuarial liability. 



 

 

  
 
(b)    Delay in the repayment of invoices. In several cases, a considerable delay was observed in the 
repayment of invoices for supplies of consumables and equipment, which sometimes exceeded five 
months, due mainly, according to the Municipality, to the lack of liquidity. 
 
 
 
Entertainment tax. In the years 2013 and 2012, entertainment tax amounting to €19.818 and €10.193, 
respectively, was collected, compared to €22.664 in 2011, while cases were identified where entertainment 
tax was not paid for theatrical performances.  
 (a)   The Municipality with its decision dated 25.2.1993, absolved a specific theatre from paying the 
entertainment tax owed and from the entertainment tax for future performances, a decision which is valid 
until today, resulting in the loss of revenue for the Municipality and the refusal of other theatre groups to 
pay tax for their theatre performances, invoking the exemption given to that theatre. Under Article 85 (2) 
(i) (iv) of the Municipalities Act, the Municipality may exempt the payment of all or part of the 
entertainment tax, if the proceeds from any public entertainment performance are made available in whole 
or in part for charitable or educational purposes or for the promotion of sports, which in this case, do not 
apply. 
 (b)   The Municipality does not exercise effective control on performances or shows or any kind of 
entertainment, which are attended by  the public, in accordance with Article 85 (2) (i) of the Municipal 
Corporations Law. According to what the Mayor informed us, the Municipality terminated the night-spot 
checks because it was estimated that the revenues collected would be less than the compensation which 
would be paid to an authorised officer of the Municipality for this purpose. 
In his reply the Mayor informed us that, taking into consideration the recommendations of our Office, the 
Municipality appointed since June 2015 two new inspectors of entertainment performances to carry out 
spot checks at night. 
(c)    In accordance with Article 84 (i)(iiv) of the Municipal Corporations Law, the Municipality Council has a 
duty to regulate and to control, restrict or prohibit the operation of any theatre or premises or spaces, 
where public entertainment performances are presented or performed and grant licenses for using these 
theatres or premises or spaces, provided that all necessary certificates provided for in this Law are obtained 
from the competent Municipal and Government services.  
 
 
 
 
 
 
Debtors. 
(a)    Arrears of taxes. According to the financial statements, the arrears of revenue at 31.12.2013 and 
31.12.2012, after the provision for doubtful debts, amounted to €11m. and €10,4m., respectively, 
compared to €10,2 m. at 31.12.2011. 

Recommendation: To always request tax invoices 

Recommendation: In accordance with the Financial and Accounting Instructions, the Managers of 
Departments to ensure timely payment of all obligations. 

Recommendation: For the monitoring and implementation of the provisions of the above Law, the 
Municipality to keep a register in which to register all licensed premises and to inspect premises in 
order to identify those where public entertainment is performed without a license. The Municipality 
to apply the principles of sound administration and equality in accordance with the General 
Principles of Administrative Law. 



 

 

Included in the above debtors, there are arrears of taxes relating to professional licenses, refuse fees and 
professional premises licenses totalling €4,3m. and €4m. at 31.12.2013 and 31.12.2012, respectively, 
compared with €3,8m. at 31.12.2011. 
As we mentioned in our previous Reports, weaknesses were identified in the effective collection of taxes, 
fees and charges imposed by the Municipality, resulting in significant amounts remaining uncollected every 
year with their collection becoming, over time,  difficult and /or  impossible.   
 
 
(b)   Debtors of municipal immovable property tax. According to the financial statements of the 
Municipality, the municipal immovable property tax receivables amounted to €1,3m. and €1,2m. as at 
31.12.2013 and 31.12.2012, respectively, compared to €1,2m. at 2011. 
It was found that on the tax lists for the years 2014, 2013 and 2012, 7.897, 8.013 and 8.109 cases of 
property owners, respectively, who continue to owe municipal tax on immovable property amounting to 
€111.973, €112.651 and € 118.187, respectively, imposed on them  in the years 1992-2004, are not 
recorded. 
According to the Municipality, the above cases are investigated in cooperation with the Department of 
Land and Surveys in order to ascertain the reasons for which these owners are not included in the tax lists 
of 2014 (ie, no tax was imposed on them), since, according to the lists of arrears for previous years, they 
continued to owe immovable property taxes. 
  
 
 
 
 
(c)  Kotsiatis landfill. The Nicosia Municipality is responsible for the management of Kotsiatis landfill and for 
ensuring the sharing of its operating costs, minus the revenue from charges from the use of the landfill by 
individuals, to Municipalities and Communities served. 
In the years 2013 and 2012, the costs of the landfill amounted to €549.925 and €476.985, while the 
revenue to €63.452 and €85.358, respectively. According to records kept by the Municipality, on 
28.05.2014, a total amount of € 576.390 was due from Municipalities and Communities served. This figure 
includes 25% for administrative costs and VAT. 
As the Mayor informed us, as per the Council of Ministers decision taken in 2014, the landfills management 
responsibility was assigned to the Unit of Integrated Waste Management Facility (UIWMF). However, due 
to the failure of the UIWMF, it was requested from the Municipality to continue the operation of the 
landfill. 
 
 
Agreement between the Municipality of Nicosia and EAC to provide telematics services for an integrated 
management parking solution. For the above services, the Municipality signed on 30.7.2010 an agreement 
with the Cyprus Telecommunications Authority (CYTA) of five years duration, with a view to renew it 
automatically from year to year until it was terminated by either party. Under the agreement, which 

Recommendation: To take all necessary measures for the collection of all due amounts. 

Recommendation: Given that for the sale or transfer of immovable property a certificate is required 
to be issued by the Municipality that no taxes are owed, to complete the investigation of the above 
cases, in cooperation with the Nicosia District Land Office, to ascertain the reasons / conditions  of 
their transfer. 

Recommendation: To take measures for the collection of the due amounts. 



 

 

provides for the use by the Municipality of a specific license for a particular computerised system, every 
citizen will be able, by text message (SMS) via his mobile phone, to pay the parking fees of his vehicle in the 
various car parks and parking meters of the Municipality, without the use of coins, but with automatic 
debiting of his account with CYTA. Subsequently, CYTA will remit the relevant fees to the Municipality, 
deducting a percentage of recovered amounts (10% of monthly revenues up to €100.000 and 20% in excess 
of €100.000). It will also receive a percentage of all revenue extrajudicial fines for illegal parking, with a 
minimum of 5% and a maximum of 20% of monthly amounts up to €41.667 and over €125.000, 
respectively. The operation of the above system began in January 2011. 
It was observed that, under the terms of the agreement, CYTA is not required to substantiate the amounts 
paid to the Municipality, so the monthly remittances are not accompanied by detailed statements, showing 
the fees from text messages (SMS) which CYTA may collect each month and the actual fees collected, on 
the basis of which to remit to the Municipality its proportionate share. 
 
 
 
 
The Mayor informed our Office that the agreement was terminated on 31.8.2015, and that the Municipality 
is considering ways of re-operating the system with its own means. 
Collapse of the roof of the Municipal Theatre and competition for the preparation of an economic study 
and tender documents for an economic operator selection, who will repair, maintain and operate the 
Nicosia Municipal Theatre, under the self-financing method. 
(a)    After the collapse of the roof of the Municipal Theatre in June 2008, the Council of Ministers in its 
meeting dated 18.6.2008, appointed a three-member Committee to investigate the causes of the collapse. 
In its conclusion, which was handed over to the Municipality in February 2009, the Committee describes 
the technical causes of the collapse and refers to all those who undertook its major renovation, 
maintenance and upgrading of the Municipal Theatre. 
On 24.9.2010, the Municipality filed a lawsuit against three firms claiming general damages, damages for 
the reconstruction of the Municipal Theatre, which according to a cost estimate report amounted to 
€2,9m., statutory interest and legal expenses, plus VAT and service costs. 
Until the preparation of this Report, the hearing of the above case had not been completed, while the 
building remains unutilised / abandoned..  
(b)    On 24.5.2011, the Municipality requested from three consultants of its choice, to submit a tender for 
the preparation of an economic study and tender documents for the selection of an economic operator, 
who will repair, maintain and operate the Municipal Theatre of Nicosia, with the self financing method 
(Build, Operate, Transfer - BOT), for more than 15 years. According to the tender documents, the duties of 
the consultants included the evaluation of tenders which would be submitted. 
On 7.6.2011, the Committee consisting of the Tender Board Chairman, the Municipal Secretary and the 
Municipal Treasurer decided to award the contract to a particular company, which submitted the lowest 
bid, at €13.000 plus VAT. 
On 29.5.2012, the aforementioned consultant gave the Municipality the tender documents for the 
economic operator selection, pursuant to which the cost estimate was €3m., while the maximum period / 
duration of the contract was estimated at 50 years and the  minimum at 33. The time required for the 

Recommendation: Considering all the above, the fees of the Municipality do not seem to be 
safeguarded. The Municipality to study ways of re-operating the system only after conducting a cost 
/ benefit evaluation. 



 

 

completion of the repairs, which is estimated at 30 months, is also taken into account in the duration of the 
contract. 
Although the Municipal Council decided the procurement of the competition, according to the documents 
prepared by the consultant, the competition had not been procured until the completion of the audit, nor 
any documents have been recorded in the file of the archive which would indicate the reasons for the non-
procurement of the competition. 
It was observed that, although, as mentioned above, according to the tender documents, the duties of the 
consultants included the evaluation of the tenders which would be submitted by the participants in the 
competition, economic operators, the company was paid the full amount of €13.000 plus VAT. 
In his reply, the Mayor informed us that the entire payment of the above amount was made inadvertently 
and therefore, the Municipality will ask the consultant to return part of that amount.   
 
 
 
Management of Municipal parking-Company Nicosia Municipality (Public Enterprises) Ltd. 
(a)   The Municipal Council decided on 9.5.2013, to assign the management and maintenance of the 
Municipal Parking places (MPS) Ledra-Ariadne, Faneromeni, D'Avila and Tripoli to the company Nicosia 
Municipality (Public Enterprises) Ltd, the sole shareholder of which is the Municipality of Nicosia. 
According to the minutes of the Committee of Traffic and Parking places, dated 22.3.2013, the above 
decision was taken in order to allow the Municipality to take advantage of the flexibility of its own above 
company, founded in 1998, under the provisions of Article 63 (6) of the Municipal Corporations Law (L.111 
/ 85), pursuant to which the Council has the authority to improve or utilise in any manner whatsoever, any 
movable or immovable property owned  by the Municipality and to establish public enterprises. 
As stated in the minutes, the Committee of Traffic and Parking places recommended the above, after taking 
into account, inter alia, the lengthy tendering procedures and the unsatisfactory control of MPS by the 
Traffic Wardens Service, resulting in the  daily loss of substantial revenue, in relation to the number of 
vehicles entering the MPS. 
This Committee also notes that the Nicosia Municipality (Public Enterprises) Ltd is a private company and 
cannot be considered that it exercises public authority and, as a result, its operations are not subject to 
revisionist control before the Supreme Court. It also states that the company will be flexible in its decisions, 
using the necessary personnel which it can employ and / or by assigning various subcontracts to third 
parties and it will be able to operate immediately and independently of the Municipality of Nicosia and will 
not affect in any way the budget, since it has its own funds. 
(b)   Financing of the company, Nicosia Municipality (Public Enterprises) Ltd. For its financing, the 
company signed on 20.12.2013 a loan agreement with the Municipality, for an amount of €400,000, which 
will bear legal interest, as defined by the Ministry of Finance. 
It was found that the total amount disbursed to the company's needs, was, until the completion of the 
audit, €477.968. On that point, it is noted that the disbursement of these amounts is not included in the 
relevant Βudgets. 
(c)     Payments made by the company. Until 31.12.2014, the company made, inter alia, the following 
payments totalling €389.907, including VAT. 

Recommendation: The Municipality to substantiate the reasons for not publishing a call for tender. 



 

 

            (i)    Supply, installation and maintenance of parking management systems with entrance /exit 
bars. For the procurement of such equipment, a total of €294.882 was paid, without following 
the procedures laid down by the Coordination of Procedures for the Award of Public 
Procurement Contracts, Supplies, Works and Services and Related Matters Law (L. 12 (I) / 
2006). 

                       The company and not the Municipality prepared the terms of the competition, which were not 
communicated to our Office to express our views and requested from four companies to 
submit a bid, the evaluation of which was made by a two member Evaluation Committee, 
which was composed by the Executive Electrical Engineer of the Municipality and a temporary 
employee. 

                       Following the recommendation of the Evaluation Committee, the competition was awarded on 
30.6.2013 by the Board of Directors, the members of which, on that date, according to data 
kept by the Registrar of Companies, were the Mayor and six members of the Municipal 
Council. 

(ii)     Supply of four guard posts for the entrances of public parking places. The company, citing the 
resolution of problems that might arise with other equipment during the installation of these 
guard posts, without, in the opinion of our Office, to be substantiated, decided their purchase 
for an amount of €14.950 plus VAT from the company which was the successful tenderer for 
the supply, installation and maintenance of the parking management systems with entrance / 
exit bars. 

            It is noted that the initial price at which the said company offered each guard post, according 
to a relevant electronic message, was €4.250 excluding VAT, ie €17.000 in total, and then 
altered its price to €3.900 and finally to €3.737,50 so, that, in the opinion again of our Office, 
the price remained below the threshold of €15.000 excluding VAT. 

            On this point, it is stated that the three member Tender Committee of the Company, 
comprised by the Mayor / Chairman of the Company, the Municipal Secretary / Company 
Secretary and the Municipal Treasurer / Treasurer of the Company (in accordance with the 
criteria establishing a Committee, pursuant to the Regulation 4 (5) of the Coordination of 
Procedures for the Award of Public Procurement Contracts, Supplies, Works and Services and 
Related Issues Regulations (R. 243/2012) which is comprised  by the Mayor-President of the 
Tender Board of the Municipality, the Municipal Secretary and the Municipal Treasurer and 
has the power to decide for contracts whose value exceeds the amount of €4.000 excluding 
VAT, but does not exceed €15.000), after studying the offer submitted and the memo with the 
recommendations of the Municipal Engineer, unanimously decided to approve the tender of 
the said company for an amount of €14.950 plus VAT. 

 (d)     Recruitment of employees. The said company employed 25 people in 2014 at a total cost of 
€157.477. This amount was charged to the subgroup of expenditure of the Municipality "Hiring of Services". 
 (e)     Override of procedures.   

(i) Taking into account all the above, the Municipality’s decision to award the management and 
maintenance of the Municipal Parking places to the company, seems that to have been taken 
in line with the recommendations of the Committee of Traffic and Parking places, in an 
attempt to circumvent the procedures provided in the Municipalities Law (L. 111/85) and the 
Law and Regulations providing for the Coordination of the Procedures for the Award of Public 
Procurement Contracts, Supplies, Works and Services and Related Matters (L. 12 (I) / 2006 and 
R. 243/2012). 



 

 

(ii) The Municipality, through this company, utilised for its own works, 33 people in 2013 at a cost 
of €106.232, while for the period 1.1.2014-30.11.2014, it utilised 35 (60-25), at a cost of 
€519.982 (€677.459- € 157.477), in contravention with what is provided in the circular of the 
Director General of the Ministry of Finance dated 12.6.2013, on the  "Budgets of Public 
Corporations for 2014, Strategic Framework for Fiscal Policy (SFFP) 2014 - 2016", according to 
which, the recruitment of staff for a fixed period and the replacement of officials who leave 
the service, for any reason, is also prohibited in 2014. 

In his reply, the Mayor, refers only to the objective of maximum utilisation of the four municipal parking 
places, noting that revenues from these spaces increased from €394.000 in 2013 to €960.000 in 2014, 
adding also that the objective of the Municipal actions was not to circumvent legal procedures, but to 
maximise revenues. 
Our Office notes that all actions taken regarding the exploitation of the municipal parking places, could 
have been carried out by the Municipality itself, within the execution of its duties / objectives. 
(f)      In connection with the company of Nicosia Municipality (Public Enterprises) Ltd, our Office pointed to 
the Municipal Council the following: 

           •     According to the Fiscal Responsibility and Financial Framework Law  2014 (L. 20 (I) / 2014), 
"state enterprise" means a company, organisation or institution to which the Republic may  
exercise decisive influence, except for companies listed in a regulated market and the decisive 
influence on the part of the Republic shall be presumed, when the Republic directly or 
indirectly - 

                    (i)       holds a majority of the issued capital of the company or 
                     (ii)      owns the majority of the votes, which correspond to the shares issued by the company 

or 
                     (iii)   can appoint more than half of the members of the administrative,    managerial or 

supervisory body of the enterprise. 
          •      According to a circular of the Director General of the Ministry of Finance   dated 16.6.2014, on 

"Preparing Budgets of Public Corporations for 2015", the Budgets of Public Corporations must 
comply, proportionally, with the guidelines included in the Strategic Framework for Fiscal 
Policy (SFFP) 2015-2017 and were approved by the Council of Ministers on 23.5.2014. The SFFP 
2015-2017 defines the main directions and priorities of the government policy for three years 
and covers both the General Government (central government and local authorities) and state 
organisations / enterprises. 

 
 
 

 
 
Organisation of an integrated collection and sorting of packaging waste program. The Municipality signed 
on 9.6.2008 a cooperation agreement with a specific company for organising an integrated program for the 
collection and sorting of packaging waste (paper, plastic bottles, aluminium cans, glass, etc.) at the source, 
ie from households, lasting until 31.7.2012,  with an automatic renewal for additional six-year periods, 
unless otherwise requested by one of the  parties. 

Recommendation: On the basis of what is stated above, the Municipality to comply and apply the 
current law and Regulations. The use of a company in order to circumvent legal procedures is 
unacceptable. 



 

 

According to the Mayor's reply, the above agreement was renewed through a new amended agreement 
with effect from 1.7.2011-1.7.2015. The Mayor also informed us that, given that the issue concerns a large 
number of Local Authorities, the possibility of a further renewal of the agreement is negotiated and 
discussed at the Municipalities Union, in consultation with the relevant government agencies. 
Under the agreement, the Municipality should make a financial contribution to the company at the end of 
each year to cover the costs of the various activities performed, provided that the company prepares and 
presents for approval to the Municipality, a substantiated expenditure report with supporting 
documentation. The agreement also provided for the percentages relating to the co- financing and to the 
revenue for the Municipality from the disposal of recycled products. 
It was observed that, while the Municipality, for the period February 2009-July 2014, paid to the company a 
total amount of €827.252, the company does not seem to have paid to the Municipality, until the 
completion of the audit, any amount as income. 
The Mayor informed us that the revenues of the Municipality were offset against the costs payable to the 
company and that for this reason no income was recorded in the General Ledger of the Municipality 
 
 
 
 
 
 
  
Tendering and disclosure of any relationship - Competition for carrying out feasibility studies for the 
construction and operation of the underground parking of Agios Anthonios and Agios Spyridon. 
According to the Coordination of Procedures for the Award of Public Procurement Contracts, Supplies 
Works and Services (Municipal) Regulations (R 243/2012), Regulation 21 (2), if the President or any 
member of a competent body or committee, established on the basis of these Regulations, have any blood 
or marriage affinity to the fourth degree, with any person who has an obvious financial or other interest in 
the said process, must disclose the relationship to the competent body or to the committee and to 
withdraw from the relevant meeting or procedure with the fact  recorded in the minutes. 
(a)      According to Regulation 4 (6) of the Coordination of Procedures for the Award of Public Procurement 
Contracts, Supplies, Works and Services (Municipal) Regulations 2012 (R. 243/2012), the Committee, 
consisting of the Mayor (Chairman of the Tender Board) and the Municipal Secretary has the authority to 
decide on contracts within the scope of Article 84 (1) (b) of the Coordination of Procedures for the Award of 
Public Contracts Supplies, Works and Services and Related Matters Law (L. 12 (I) / 2006), the value of which 
does not exceed the amount of €4.000 excluding VAT, after requesting the submission of written or oral 
tenders from a limited number of suppliers. In violation of Article 84 (1) (b), tenders were invited for each 
parking place separately, the amount of which amounted to €3.500 plus VAT each. 
Under Article 84 (2) of the Law, no contract may be split in order to favour the provisions of this Article. 
Considering that the two aforementioned competitions involving the same subject, namely the 
performance of studies, our Office is of the opinion that the Municipality should have procured a single 
tender for both underground parking places in order to achieve economies of scale. 

Recommendation: The agreement of the Municipality with the private company constitutes a public 
contract, which should have been awarded after a public competition. The Municipality should 
examine, with its legal advisor, the possibility of terminating the agreement immediately once a new 
contractor is selected after an open competition. Meanwhile, the Municipality should, according to 
the agreement, require from the company to submit a substantiated report and claim any amounts 
which are due to it, which should not be offset against the costs, in line with International 
Accounting Standards. 



 

 

On this point, it is noted that, should the cost estimate for the two studies, amounted to more than €4,000, 
then the authority to decide would be the Committee consisting of the Chairman of the Tender Board, the 
Municipal Secretary and the Municipal Treasurer and not the two-person Committee which took the 
decision, as mentioned above. 
(b)     The invoicing of the above works to the Municipality was made by the said company. According to 
data kept by the Registrar of Companies, it was found that between one of the managers and partners of 
the company and the Mayor, there is blood affinity of fourth degree. 
The Mayor informed our Office that our above observation is correct, and that in similar cases in future, he 
will take care to refrain from such processes. 
Special Investigation – Writing off of debts and granting discounts to legal and natural persons by the 
Municipality of Nicosia, without complying with the legal procedures. The following emerged from a 
special investigation carried out by our Office, following a complaint submitted to the Minister of Interior, 
regarding the writing off of debts and granting discounts to legal and natural persons by the Municipality of 
Nicosia, without complying with legal procedures. 
(a)     Legal basis. Under Article 85 (i)(v) of the Municipal Corporation Law, the Municipal Council has the 
authority within the municipal boundaries, to write off any revenue delays that cannot be recovered, which 
may not exceed, in any case, the amount of £50 (€85) and with the approval of the Minister of Interior 
(authority granted to the District Officers), to write off any other revenue delays that cannot be recovered, 
which exceed, in each case, the amount of £150 (€ 256). 
(b)     Audit methodology. The methodology followed by our Office for the specific investigation, included 
the following stages: 
            (i)      Analysis and processing of electronic data. 
            (ii)     A random sample selection and sampling audit. 
            (iii)     Investigation of a number of cases reported to the Minister of Interior. 
             (iv)    Extension of the audit and targeted investigation of additional cases, based on the results of 

the sampling audit and the audit of a number of cases reported to the Minister of Interior. 
 (c)      Analysis and processing of data electronically 

(i) According to computerised data, which was given to our Office by the           Municipality in 
electronic form, the reductions and write offs of fees for professional licenses, fees for 
professional premises and for refuse collection fees for the period 1998 to 2014 (until 
12.12.2014), related to 116. 534 cases of a total amount of € 9,9 m. 

(ii) Of the total 116.534 cases, 61.350 cases or 53%, amounting to €5,5m., were registered in the 
system without a number of objection. According to the Municipality, these cases were related 
to write-offs by adjusting entries, which were made without the taxpayer submitting an 
objection, in order to amend taxes on the basis ofan investigation carried out by the Municipal 
services during the usual procedure followed when taking legal action for delays in the 
collection of taxes and fees. 
From an audit conducted to relevant statements prepared by the employees responsible for 
each Section of the Municipality, it was shown that these write-offs relate to taxpayers who 
either left the premises without being able to be traced in order to file legal actions against 
them, or they have died or have terminated their work, or were erroneously taxed twice. 

 



 

 

 (d)       Sampling audit.  
(i) Given the number of cases to which we refer above, it was decided to carry out a sampling 

audit, relating to the years 2011 and 2013. 
From the sampling audit, which was conducted to evaluate, among other things, the 
procedures followed by the Municipal Services relating to the submission, recording, 
examination and approval of objections, it was observed that the Municipality has determined, 
on the basis of a decision by the Municipal Council, the various categories of taxpayers 
(pensioners, large families, old aged and others), to whom reductions to the refuse collection 
fees are granted, as well as the minimum acceptable supporting documents which should be 
submitted by taxpayers when claiming reductions / write-offs, so that when considering the 
objections, a uniform procedure is followed that enables the fair treatment of taxpayers and 
the monitoring of the decisions taken. 
The following were observed: 
 Reductions for refuse collection fees are granted to single persons without the 

submission of any documents, since the Municipality has not determined criteria for 
assessing their objections and / or for granting reductions based on the amount of their 
income.  

 A discount on refuse collection fees is granted to administrators of apartment buildings 
for services and information given to officers of the Municipality relating to the 
identification of other taxpayers. Apart from the reference on the objection that the 
applicant is a building administrator, no other evidence is submitted, nor information 
substantiating his service as building administrator and data relevant to the premises is 
entered into the computer system.  

 For all cases of objections for refuse collection fees, other than those applied for the 
various categories of taxpayers as mentioned above, although the body responsible for 
approving or rejecting them is the Municipal Council, they were never submitted to the 
Municipal Council for approval. A typical example is the granting of a discount to the 
administrators of apartment buildings and to residents abroad. With regard to non-
residents, a discount is granted on the basis of objections submitted, for which, it should 
be noted, the Municipal Council took a decision, since 2014 to grant  a discount of 50%. 

 In cases where the Municipality does not have all of the additional information 
necessary to calculate the amount of fees for professional licenses to be charged to legal 
entities, it normally charges increased fees in order to force such persons to submit, 
together with any objection, the necessary documents required for calculating the 
amount of fees. This practice has resulted in an increase in the number of objections 
submitted and in the amount of the reductions. 

(ii)        Data on the total reductions and write-offs for 2011 and 2013 is shown in the table below: 
 

Taxation 
2011 2013 

 Number of 
cases Amount  Number of 

cases Amount 
  €  € 

Professional license 1.038 220.111 1.272 235.389 
Refuse collection fees 5.711 467.088 11.375 922.663 



 

 

License for  professional premises 1.000 31.683 1.180 34.671 
Total 7.749 718.882 13.827 1.192.723 

 
According to the Municipality, the large increase in the reductions and write-offs of refuse     
collection fees in 2013, is due to the fact that, for the purpose of updating the tax lists, taxes in 
2013 were charged on the whole, without taking into account the relevant reductions which are 
granted to the elderly, pensioners, taxpayers with many children and other beneficiaries on the 
basis of criteria decided by the Municipal Council. 

(iii)      Reductions and delays for amounts over €256. From electronic analysis and classification of 
data relating to the years 2011 and 2013, it was observed that the Municipal Services 
proceeded with reductions and write-offs of fees and charges, totalling €137.577 and €67.407, 
respectively, for amounts exceeding, for each case, the amount of €256, not only without 
obtaining in advance the required approval of the District Officer but also without a decision 
by the Municipal Council. 

  (iv)      Imposing surcharges. According to the forms for tax notification / invoices issued by the 
Municipality, a surcharge is imposed for a late payment, pursuant to the Law. It was found 
that, although a specific date was specified as the last payment date, no surcharge was 
imposed on the next working day for amounts which remained outstanding on that date, but 
later. It was observed that the date of imposition of the surcharge had not received the 
approval of the Municipal Council. 

 
 
 
 

 
          
         (v) Write-offs of objections without a number. The write-offs which are recorded in the system 

without a number of objection for the years 2011 and 2013 amounted to 3.414 and 2.617, 
respectively, and relate to write-offs by adjusting entries, for which no objections were 
submitted by the taxpayer.  
Our Office expressed the opinion that these write-offs are high-risk cases, since, in most cases, 
no supporting documents /evidence is included in the relevant files. 
 
 
 

 
                 (e)    Investigation of the number of cases reported to the Minister of Interior. Presented below are some  

of the findings from a sample investigation of a number of cases which were reported to the Minister of 

Recommendation: The date for imposing surcharges should be the date determined by the 
Municipality as the date following the last date of payments or the 31 December of the year in 
which taxes are imposed. The surcharge should automatically be imposed through the 
computerised system. For the purpose of effective monitoring and equal treatment of the citizens, 
amounts payable which remain outstanding for more than three years or until the 31 March of the 
next year, to be recorded in a register and forwarded to lawyers for taking legal action. 
 

Recommendation:  These cases should be examined and investigated by the Internal Audit 
Department of the Municipality, at least on a sample basis. 



 

 

Interior and relate to specific companies. It is noted that the sampling audit also covered a number of 
several other cases which were reported, for which, however, there were no observations. 

 A company is the owner of four immovable properties, for the 2 of which refuse collection 
fees are imposed, whilst no fees for professional license and for license for professional 
premises are imposed. 

        •          A company owner of immovable property which it rents to another company. Up to 2013, no 
professional license fees were imposed on the company, nor for a license for professional 
premises. In 2014, professional license fees of €350 and €70 for license for professional 
premises was imposed. 

             •             A company which carries on business in a privately owned office. Until the year 2011, in 
addition to the immovable property tax, no other taxes were imposed, while for the years 
2012, 2013 and 2014, household refuse collection fees were imposed, instead of fees for 
companies, which  are much higher. 

        •             An owner of 4 immovable properties, although residing in one of the properties, no 
professional license fees, professional premises license fees and refuse collection fees were 
imposed on the property for the years 2002 to 2014. 

                            A company owning immovable property and despite the fact that a large   number of other 
companies have their registered office in its properties, no fees for a professional license, for a 
license for professional premises and refuse collection were ever imposed on it. 

      •             Companies, owners of estates, apartments, shops and parking places, which are rented to third 
parties, without professional license fees ever imposed on them. 

           •           Companies operating in the construction industry, building and selling of apartments or other 
premises, without ever professional license fees being imposed on them, not even during the 
period of carrying out construction work. 

           •              Company owner of two properties. Although for the years 2003-2009, professional license fees 
totalling €3.726, were originally imposed, afterwards, reductions of €1.506 were granted or 
about 40%, resulting in the Municipality collecting €2.220 only. On that point it is reported 
that, while for the year 2009 fees of €583 were imposed, a discount of €453 (78%) was 
granted, resulting in the collection of an amount of €130, an amount which subsequently was 
charged as annual fee for the years 2010 -2014. 

                             For the years 2003-2014, professional premises license fees were charged to it, without 
however fees for refuse collection ever being imposed on it. 

                             According to the Mayor, the company submitted an objection, informing the Municipality that 
the building is used by a particular political party, without paying to the company rent and for 
this reason a reduction was granted and the company continued to be taxed at low rates, since 
it was considered as an inactive company. 

           •         Political party, on which for the year 2004 refuse collection fees amounting to €325 were 
imposed and collected, while for 2005-2012 an annual fee of €154 was charged. For 2013 fees 
of €500 were imposed, which, upon submission of an objection were reduced to €300, while in 
2014 the fees imposed and collected amounted to €500.  

                              According to the Mayor, lower fees were imposed for the period 2005 -2012, without the 
(then) area manager realising it. 

            •          At the building of a particular Association there is a cafe-restaurant, which during the years 
2002-2004 and 2010-2014, according to data maintained by the Municipality, was 
administered by natural and legal persons. 

                              For the period 1.11.2004-7.12.2009, ie for a period of 5 years, no fees have been charged by 
the Municipality because the records in the computerised system indicate that the Association 



 

 

had terminated its operation and, as a result, it did not appear on the tax lists and therefore 
was not taxed. 

                           It is characteristically stated that the Association’s reappearance in the tax lists in 2009, 
coincided with the assignment of the area, where the building is located, to another officer of 
the Municipality. 

(f)     Extension of audit and investigation of additional cases. Based on the findings of the sampling audit, 
as well as on the audit carried out in a number of cases reported to the Minister of Interior, our Office also 
investigated a targeted number of cases, and observed the following. 
It is noted that the following findings are also observed during audits conducted by our Office in other 
Municipalities and are observations that all Municipalities should take into account for purposes of 
managing / evaluating potential risks. 

             •       Although a large number of entities are owners of property / premises which are rented to  third  
parties, no professional license fees are imposed on them. 

             •       No professional license fees were imposed to a number of companies in the construction sector,   
which were operating within the Municipal boundaries for the construction of buildings, although 
the Municipality issued a building permit for these buildings. On this point it is stated that for 
companies which did not have their business address within the Municipality boundaries, fees only 
for the period of performing construction work should be imposed. 

              •         Cases of construction companies were observed, which, while they had completed the construction 
of buildings in the Municipality boundaries, according to the computer system they are shown as 
still operating, resulting in imposing professional license fees erroneously. The Mayor, in his letter, 
noted that such cases are detected and are usually  corrected during the review of the delayed 
collections. 

              •       A large number of legal entities are registered in the computer system with a random code number 
instead of with their registration number at the Department of Registrar of Companies and Official 
Receiver (DRCOR) or they are registered with two different code numbers, resulting in double 
taxation. 

                          According to the Mayor, these companies are usually 'sent' in order to be taxed by various 
accounting /  audit firms, without their actual registration number. 

             •        In cases of "erasure" of companies from the computerised system on the grounds of their 
dissolution, the writing off of the relevant taxes is done without producing the appropriate 
documents, such as the company's dissolution certificate from DRCOR. 

             •        There were cases of write-offs of taxes, on the basis of the postmark on the   envelope with which 
the  taxation / invoice was sent, stating that the addressee has moved, without showing that  
further investigation was carried out to confirm it or to add a new taxpayer, in the case where the 
premises were rented to another person.  

                         The Mayor told us that these cases are investigated by the officers responsible  for the area for the 
purpose of adding any new taxpayers. 

             •      It was noted that, although in many cases, fees for professional premises license are imposed on 
companies, no fee for the refuse collection is imposed 

             (g)    Registration of entities in the registers of the Department of Registrar of Companies and Official 
Receiver (DRCOR) and updating process of the Municipal registers. The Municipality has not adopted 
procedures with which to keep updated the registration of new companies in the registers of DRCOR, 
which are also published in the Official Journal of the Republic (OJ). 



 

 

              It is characteristically reported that via a simple review carried out by our Office to the OJ dated 26.1.2011 
and 27.11.2013, 23 new registrations of companies were identified, the registered office of which is 
located in the Municipal boundaries of Nicosia, none of which were registered in the computerised 
registers of the Municipality. 

              On this point it is noted that the Municipality does not seem to utilise, to the extent that it should do, the 
agreement signed with a specific company for providing information for the registration of new 
companies. It is characteristically reported that from the sampling audit of 27 companies which were 
registered in 2013 and which fall within the Nicosia Municipal boundaries, it was found that only 3 of 
these were recorded in the Municipal registers. 

              As we were informed by the Mayor, the agreement with this company was terminated on 15.7.2013 and 
the Municipality is in the process of concluding a new agreement with more favourable terms. 

              (h)     Imposition of annual professional license fees to legal entities whose registered office and / or the  
management of their work is done by law and / or accounting / audit firms and / or offices providing 
secretarial service. 

(i)                     According to Article 104 of the Municipal Corporations Law (L. 111/1985), the Municipal 
Council imposes on legal entities engaged in any business, industry, crafts, work, commerce, 
trade or profession, within the Municipal boundaries, annual fees in accordance with the Third 
Schedule of the said Law. 

                         According to Article 105, annual fees are imposed on legal entities which have a permanent 
place of work or remain for purposes of exercising or for the operation of their business, their 
work, their trade or their profession, within the Municipal boundaries of any Municipality, for 
a period exceeding fifteen working days during the year, but these days are not necessarily 
required to be continuous. 

                         According to Article 107, the Council may request from legal entities additional information for 
the purpose of their classification in the categories of the Third Schedule and for the 
imposition of the respective fees. 

(ii)  During the special investigation, it was found that the Municipal Services do not impose 
professional license fees to most of the legal entities, the registered office of which and / or 
the management of their work is done by law and / or accounting / audit firms or / offices 
providing secretarial services, which have their registered office within the boundaries of the 
Municipality. 

                 In response, the Mayor told us that, although he sends letters every year to the major law / 
accounting / audit firms requesting them to declare the companies registered in their offices, 
in the case of the law firms, none of them is responding. 

(iii)  The Municipality, based on information held by the DRCOR, issued and delivered by hand on 
1.12.2014, invoices imposing professional license fees totaling €88.500 (500x €177), on about 
500 legal entities, the registered office of which is at a law firm within the Municipal 
boundaries of Nicosia. This law firm did not accept the imposition of fees, returning to the 
Municipality the invoices with a letter / opinion dated 2.12.2014 and, subsequently, filed 
related law suits (applications) to the court for 2 of the above legal entities, for unlawful 
imposition of professional tax by the Municipality, which were set for issuing of orders on 6 
and 7 October 2015. 

(iv)   Our Office, taking into account that thousands of legal entities have as their registered office, 
law, accounting / auditing and / or other offices, as well as that the management of their 



 

 

operations is carried out by these offices, the current situation of public finances and the tragic 
economic situation of the Municipalities, the liquidity of which and / or their viability depends 
to a very large extent on the state subsidy, is of the opinion that the Municipalities, for the 
purpose of good administration and equal tax treatment of companies operating in the 
Municipal boundaries, are required, as is clear from the relevant legislation, to impose fees for 
professional license, based on the categories and the amounts set out in the Third Schedule of 
the Municipal Corporations Law. It is noted that, after the amendment of articles 104-109 of 
the Municipal Corporations Law (L.217 (I) / 2012) and the replacement of the Third Schedule to 
this Law (L.95 (I) / 2013), it is not, as from26.7.2013,  possible, any more, for the Municipalities 
to set lower annual fees than those indicated in the said Schedule, as was previously the case, 
where the Municipal Council set the fees payable for professional license, which should not 
exceed those of the Third Schedule. It is reported that in the case of 500 legal entities referred 
to in paragraph (iii) above, fees totaling €385.000 (500 x €770) should have been imposed, 
based on the Third Schedule, and not €88,500. 

                 Our Office is of the opinion that the Municipalities are obliged to apply the existing legislation, 
without discrimination, since otherwise it could be considered that they are indirectly, granting 
state aid to legal entities / companies through the public sector (local government). 

                 The Mayor told us that the appropriate modification of the Municipal Corporations Law is 
being promoted by the Union of Municipalities, so that the Municipalities can impose annual 
fees which would not exceed a specific amount. 

(i)        Collection of taxes by installments.   
(i)            The Municipal Council decided, ultra vires, the collection as from 2013, of amounts of taxes in 

installments, without this being provided for in the existing legislation   
 
 
 
 
 

 
 
 
      (ii)            The computerised register of lawsuits does not allow the collections by installments of taxes in 

arrears which relate to cases decided and collected by the court, thus the related accounts are 
updated only after full repayment is made. According to Municipal officials, for the payment of 
arrears of taxes in installments, where they relate to cases decided, the citizens have secured 
the oral approval of the Registrar. 

                        To address the above failure, the amounts of taxes in arrears collected in   installments are 
recorded in Microsoft Excel software worksheets, without defining procedures to ensure 
backup facilities and then, after their full repayment, the total amount is recorded in the 
lawsuits register. 

 
 
 
 

Recommendation: Given the present circumstances not only in public finances, but also in the 
finances of natural and legal entities, the Municipality, could, in cooperation with the Union of 
Municipalities, if it considers it appropriate promote the amendment of the Municipal Corporations 
Law so that the collection of taxes in installments within the year in which they are imposed, is 
legalised. In case they are not fully paid within the said year, surcharges should be imposed on the 
amount that remains unpaid at 31 December. 



 

 

 
 

 
   
 
 
 

(J)        Recommendations. 
            (i)   Approval of fees and charges and reductions and write-offs by the Municipal Council. The 

annual taxes / tax lists of imposition of fees and charges, as well as reductions / write-offs 
granted by the Municipal services had not been approved by the Municipal Council, so there are 
weaknesses in the control and reconciliation of fees and charges imposed and of the balances 
that remain uncollected.  

 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
   
 (ii)     Staff Interchangeability. For purposes of transparency and good administration, as well as for 

limiting the probable risk of corruption phenomena, the Municipality to promote, where 
possible, the interchangeability of the staff, especially of officers who perform the same tasks 
and / or serve in the same departments for years. 

Recommendation: For audit purposes and in order to adopt appropriate procedures which will 
be followed by the Municipal Council and the Municipal Services, to adopt the following: 
•      The annual tax lists to be approved by the Municipal Council, with reference in the 

minutes of the total amounts imposed per type of tax.  
•        Write-offs and reductions of taxes, after the preparation and approval of the tax lists, to 

be made only with the Municipal Council’s decision, with ratification of the relevant 
amounts in the minutes. 

•        Immediately after the date determined by the Council as the last for the repayment of 
fees and charges, the rate of the surcharge on the amounts that remain uncollected, as 
provided for by Law, to be imposed automatically by the system and the lists of arrears 
to be approved by the Council. 

•        Any reductions and write-offs of arrears to be approved by the Municipal Council and, 
subsequently, in accordance with Article 85 (2) (iv) of the Municipal Corporations Law, 
for write-offs of arrears exceeding the amount of €256,  to obtain in advance the 
approval of the Minister of Interior, a power which is assigned to the District Officer. 

•        After the expiry of the period determined by the Council for the collection of arrears, to 
file lawsuits and register them in the lawsuits register. The register to be updated with 
the number of the case, the court decision and the collections per case. The 
reconciliation of arrears for the balances that remain to be collected each year, to be 
performed separately. 
 

Recommendation: Because the use of the Microsoft Excel software does not provide sufficient safety 
for the recording and monitoring of the access to the system, the modification of data and 
information, as well as for the traceability of actions performed by users, the software of the lawsuits 
register of the Municipality should be upgraded to allow the recording of the collection of arrears in 
installments, for lawsuits brought before the court. That is, the maintenance of the above register 
should be done with the use of a correctly structured and specialised software, developed according 
to the needs of the Municipality. 
 



 

 

 (iii)    Utilisation of computerised database. When evaluating the above findings, it appears that the 
majority of cases to which we refer, could have been identified by officers of the Municipality 
provided that the software system would provide the capability to conduct an investigation / 
search, based on predefined criteria / requests relating to the data correlation, in order to 
identify, from the system itself, any exceptions and / or compliance with these criteria. It is 
noted that for upgrading and strengthening the internal control system, it is preferable, where 
possible for this control to be exercised by the same computerised system / software, rather 
than having officers involved. 

   
 
 
 
 
Redevelopment of Eleftherias Square and its surrounding area, including the underground parking at 
Omerou Avenue – No. of Comp. 39/2010. The issue is discussed in detail in our last Annual Report. After 
the termination of the original contract which took place in February 2014, the Municipality decided to split 
the project into two phases with the announcement of two separate competitions, in order to accelerate 
the execution. In March 2014, the Municipality procured the tender for the construction of an underground 
parking in Omerou Avenue and in April 2014, the tender for the reconstruction of Eleftherias Square and 
the surrounding area. 
In May 2014, the tenders for the underground parking were submitted. The lowest tender submitted was 
by 29% higher than the estimate of the Municipality. Therefore, the Municipal Council, considering the 
submitted bids too high, decided to cancel the competition and to proceed with its re-procurement. In 
August 2014, the Tenders Review Authority (TRA), to which the lowest bidder appealed, decided to cancel 
the decision of the Municipality (for cancellation of the tender). Despite the tight time schedule for the 
project, the Municipality delayed its decision about its further actions for about 4 months and finally, on 
18.12.2014, the Municipal Tender Board approved the award of the tender to the lowest bidder. On 
30.12.2014, the Accountant General of the Republic in a letter to the Municipality, attached the 
Compatibility Certificate as regards the procedure followed for awarding the contract, while expressing 
reservations as to whether the fact that the Municipality took into account when considering the matter 
and taking its decision, as a cost estimate, the highest amount of the published estimate, is in line with the 
basic principles governing public procurement. She also expressed the opinion that the observation made 
by our Office in a letter to the Municipality in September 2014 for possible existence of collusion between 
the five financial institutions that participated in the competition, should be taken seriously into account 
when taking the Municipality Decision as it was not merely a simple report, but also constituted a 
complaint to the Competition Protection Commission. She also made a reference to the observations of our 
Office as to the legality of the meetings that took place between some of the Tender Board members and 
the heads of Municipal groups to discuss issues related to the competition, outside the framework of the 
competent body meetings, namely the  Tender Board in plenary. In view of the above, in March 2015, the 
Tender Board of the Municipality withdrew its earlier decision and decided to cancel the tender. The lowest 
bidder had appealed to the Tenders Review Authority, which on 10.9.2015 issued its decision upholding the 
decision of the Municipality. 
Regarding the reconstruction of Eleftherias Square and the surrounding area, the tenders were submitted 
in June 2014. The lowest bid was 55% higher than the estimate of the Municipality. In July 2014, the 

Recommendation: The Municipal Services, in cooperation with the software supplier, to consider 
upgrading the computer system and to set pre-defined search criteria, which will improve the 
internal control systems and tax collection capability of the Municipality. 



 

 

Municipality decided to cancel this contest as well. After the project has been redesigned to reduce the 
cost, a new competition was re-procured on 19.9.2014. 5 bids were submitted on 5.11.2014. On 23.11.2014 
the Tender Board decided the award of the Square project to the lowest tenderer, for the amount of 
€13.505.247. The contract was signed on 23.12.2014, with works starting on 14.1.2015 and completion 
time of 64 weeks. 
In October 2015, the Mayor informed us that, the reason for the delay of four months to take a decision on 
the handling of the tender for the construction of the underground parking, was because the Municipality 
was awaiting the outcome of the examination by the Competition Commission of the complaint by our 
Office on the possible existence of collusion between the economic operators who participated in this 
competition. Finally, he informed us that the Municipality considers that the issue of a suspected collusion 
between the tenderers, caused, on the one hand, disorder and delay in the process, and, on the other 
hand, drove the Treasury to issue a Compatibility Certificate for the procurement process with reservations.  
Our Office does not agree with the approach of the Municipality and points out that, in the new European 
Directive 2014/24 / EC, regarding public procurement, there is a rigorous approach to the issue of collusion 
and the exclusion of an economic operator is provided even where the contracting authority has 
sufficiently reasonable evidence (not proof) that lead to the conclusion that the economic operator has 
entered into agreements with other operators to distort the competition (Article 57 (4) (d)). 
 
 
 
Construction of a new Nicosia Municipal Hall - Phase B - Buildings B1.1, B1.2, B1.3 - No. of Competition 
173/2010. The issue is discussed in detail in our last Annual Report. The execution of construction works  of 
Phase B - Buildings B1.1, B1.2 and B1.3 – of the new Municipal Hall began in October 2011, with  
completion date the 9.4.2013, for the amount of €6.664.224. There have been very long delays in the 
project and successive extensions were granted, invoking, mainly, the finding of antiquities. Based on the 
last extension, the new project completion date was set to be on 10.11.2015. 
In October 2015, the Mayor informed us that during the proceedings of the architectural competition for 
the project, which took place from 1996 to 1998, publications and public presentations were made with 
which the location of the project, became widely known. Further, he informed us that, at that time, the 
Department of Antiquities did not express a final view for the existence of antiquities in the construction 
area of this project and that it was not declared as an Ancient Monument, since the old town was declared 
as Ancient Monument in 2004. Our Office does not share the Mayor’s position, especially since the 
declaration of the area as Ancient Monument was preceded by far the tendering and award of the 
competition and was therefore imperative for this to be taken into account. 
 
 
 
 
 
 

Recommendation: The published cost estimate is an essential term in a competition and any 
miscalculation is a reason for the cancellation of the competition. 

Recommendation: The location of projects in areas where there may be antiquities should be done 
after a careful study and in collaboration with the Department of Antiquities, to avoid delays and 
financial claims by the Contractor. Also, if the delay is expected to be very long, it is necessary to 
consider promptly whether the suspension of work is the most advantageous solution, until the final 
resolution of the problems. 



 

 

Tender No. 60/2015 - Lawn and Irrigation System Maintenance at the Municipal Stadium Vorios Polos. (ii) 
Tender No. 35/2015 - Appropriate Construction of Various Roads in Nicosia under the Provisions of 
Article 17 of the Streets and Buildings Law, Cap. 96 - Contracts 10, 13 and 14. In June 2015, with our letter 
to the President and the Members of  the Municipal Tender Board, we observed the following, referring to 
the meeting of the Tender Committee which was held on 15.6.2015: 
The agenda of the meeting of the Tender Committee which would address the above issues, was sent to 
our Office, by hand, 45 minutes before the start of the meeting. We indicated that, in accordance with 
Article 6 of the Regulations for the Municipalities, R. 243/2012, the agenda should be communicated with 
all the relevant documents to the Tender Committee members and observers at least 24 hours before the 
meeting in order to provide them with the necessary time for preparation. With our letter, we 
recommended that instructions are given to the responsible officers to adhere to the provisions of the 
above article of the law, since, in accordance with a previous decision of the Tenders Review Authority 
(TRA), the absence of an invitation (and / or in this case the belated invitation) to the observers for a 
meeting of the competent body, constitutes a reason to cancel the decision taken. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Recommendation: The provisions of the legislation regarding the convening of the evaluation and 
awarding bodies of the public procurement competitions should be adhered to. 



 

 

3.3  LIMASSOL MUNICIPALITY  
(a)      Award of technical works contracts to a private company. In October 2014, with our letter to the 
Mayor, we requested him to inform us as to whether the Municipality had awarded, in the years 2012, 
2013 and 2014, technical projects to a specific private company and, in such a case, to send us a detailed 
list of projects with the amounts of the contracts, as well as related correspondence / information / records 
of the award decisions. 
In December 2014, the Municipal Secretary with her letter send to our Office the above data. The study of 
this data showed that the Municipality had awarded to this specific company in 2012, 2013 and 2014, 
through an open tender, contracts amounting to €4.193.128. 
The Municipality awarded also to the above company a large number of contracts with accelerated 
procedures or directly, as follows: 
In the years 2012, 2013 and 2014, 26 contracts for a total amount of €318.252 were awarded with 
accelerated procedures and 21 contracts of a total amount of €233.621 were directly awarded, for the 
execution of urgent works, which resulted mainly from unforeseen events. 
In our letter to the Mayor, we pointed out that, based on the information submitted to us, the Μunicipality 
awarded contracts with accelerated procedures and directly to that company for amounts exceeding the 
limits of authority of the competent bodies of the Municipality which had taken the relevant decisions, as 
defined by the provisions of the law. 
In January 2015, the Municipal Secretary informed us, among other things, that she had not identified cases 
where the amount of any award decision has been exceeded pursuant to the relevant provisions of the 
Public Procurement Regulations R. 243/2012 for the Municipalities and Article 84 ( 1) of the Law 12 (I) / 
2006 and that the Municipality believes that, in situations where there is danger and the need for urgent 
response due to unforeseen events, the Municipality may, under Article 33 (a) (iii) of the Law L. 12 (I) / 
2006, proceed directly to the award of a contract without procuring a competition. 
In February 2015, with our new letter to the Mayor, we indicated specific contract awards made by the 
Municipality for amounts in excess of the permitted, under the relevant provisions of the Law, limits. On 
the issue of the need for urgent response, we observed that many of these contracts awarded, did not fall 
within the category of urgent response, such as for example, the work of flood protection works, which 
simply had not been planned well ahead. 
In the same month, the Municipal Secretary informed us that the Municipality will make every effort to 
implement the legislation in future. 
 
 
In October 2015, the Mayor informed us that some of the aforementioned contract awards with 
accelerated procedures as well as directly, were made due to the urgent need to handle extreme weather 
conditions. He also reiterated the position of the Municipality that the observations of our Office are taken 
into account seriously. 
(b)   Contract for the provision of services for the utilisation of biogas produced at the disposal site of 
Vati. In November 2014, with our letter to the President and Members of the Municipal Council, we 
pointed out that the documents of the competition announced in January 2014 were not communicated to 
our Office simultaneously with the invitation to tender, together with the cost estimate, as provided in 
legislation. 

Recommendation: The award of contracts should be strictly based on the relevant provisions of the 
Law. 



 

 

We also observed that for the meetings of the relevant bodies held for consideration and decision to award 
the contract (Tender Committee and Tender Board) no invitation was sent to our Office for our 
representative to attend as an observer, contrary to the provision of paragraph no. 19 of R 243/2012, 
depriving our Office of the right to express its views. We have indicated that in a similar failure of a 
competent body of another Contracting Authority, the Tender Review Authority, cancelled its decision 
because the observers were not invited. 
From the audit of the procurement process we observed the following: 
While 21 operators had been supplied with tender documents, only 2 submitted a tender. Due to 
inconsistencies in the date for submission of tenders which was corrected by bringing it forward, no 
sufficient time was given to the operators to prepare and submit their tenders. We expressed the view that 
the above fact may be the reason for the unsatisfactory participation. We also observed that one of the 
two bidders did not meet an essential condition of the competition regarding the completion of 2 similar 
contracts with rated wattage (capacity) 1MW. 
Finally, we observed that, according to the correspondence exchanged with the Minister of Interior, it 
turned out that the Ministry was not informed in advance, nor he had consented to the award of the 
contract, the works of which would both be executed in an area that belongs to the State and, secondly, 
they were not part of the Ministry’s plans for restoration of landfills, which were - as a priority - European 
obligations of the Republic. 
In December 2014, the Mayor informed us, among others, the following: 
Key reasons for the limited participation was the fact that the project was very specialised and new for 
Cyprus, the licensing process and operation of the project were the responsibility of the tenderer, while the 
project was self-financed and  the required institutional framework did not exist, which made  this a high-
risk investment. 
He also informed us that the Municipality intends to inform the Ministry of Interior of the result of its 
actions and forward to it the relevant agreement. 
In January 2015, with a new letter, our Office pointed out, additionally, that they had not complied with the 
provisions of the Circular of the Competent Authority for Public Procurement for the mandatory electronic 
publication and distribution of the tender documents as from 1.1.2014. 
We also observed that the fact that only two tenders were received, one of which was invalid because it did 
not satisfy an essential condition of the competition, lead to the conclusion that the determination of the 
criteria for participation had not been preceded by appropriate market research to ensure wide 
participation, which is, on one hand, an obligation of the Contracting Authority and, on the other, should be 
pursued by the Contracting Authority to ensure the most advantageous offer. As regards the arguments by 
the Mayor for the limited participation, do not justify - in our view - the fact that only one valid tender was 
submitted. 
 
 
In October 2015, the Mayor informed us that the matter had been discussed with the former Minister of 
Interior. Regarding the issue of the area in which the work will be executed, he informed us that the 
Municipality recognises that this area belongs to the State, which, however, the Municipality managed for 
30 years. Finally, he informed us that the Municipality, taking into account the occasional indication of 

Recommendation: The limited participation should be taken into account by the Contracting 
Authorities during the examination / decision to award a contract. 



 

 

interest by various economic operators to undertake the said contract, had considered that the wide 
participation was ensured. 
(c)    Competition for ensuring the issue of a License for Providing Facilities at a point at the Olympian 
Coast located within the administrative boundaries of the Limassol Municipality  - No. of Tender 
17/2015. The issue concerns the Municipality's decision to implement a specific provision of the Protection 
of Beaches Regulations, which greatly restricts the competition - in fact it eliminates it - and which is in 
contrast with the on the Freedom of the Establishment of Service Providers and Free Movement of Services 
Law of 2010 (L.76 (I) / 2010), with the Protection of Beaches Law (Articles 5B and 5C) and with the Directive 
2006/123 / EC of the European Parliament and the Council of December 12, 2006, on services in the 
internal market. 
The Municipality, adopting the position of its legal advisors, expressed the view that the application of 
these Regulations is mandatory. 
Our Office, drawing guidance from an extensive and comprehensive advice by the Attorney General, 
indicated that, in addition to the general principle of interpretation, whereby, in case of contradiction 
between legislations any law overrides any Regulations, article 5 (1) of the Law L.76 ( I) / 2010 explicitly 
stipulates that "in case the provisions of this law are in contradiction with a community act and with a 
provision of the national law which is in harmony with the community act, governing the specific aspects of 
accessing and conducting of an activity in the provision of services in specific sectors or for specific 
professions, the provision of the other community act and the national law shall prevail and shall apply to 
those specific sectors or for the specific professions." Furthermore, we reported that the Attorney General 
had clearly explained that, under the principle of supremacy, in the case where a provision in the 
Constitution or in a law or in Regulations is incompatible with the provisions of the community law with 
immediate effect or with a provision of Cypriot legislation with which a Directive (as the Law L.76 (I) / 2010) 
is adopted, the administration itself terminates the application of the problematic provision, promotes 
measures to amend or cancel it and applies the provision of the community law. 
In addition, we observed that the Municipality has decided to act illegally, violating the above provisions of 
the law, apparently  in order not to violate the provisions of the Regulations, which as explained, the rules 
of interpretation of the legislation impose on them to be put aside and which the principle of supremacy 
requires termination of their application. Finally, we mentioned that, while the Municipality is almost 
certain that the illegality adopted will also be determined by the Court should the matter be brought before 
it, it proceeded with actions that will ultimately harm taxpayers. 
 
 
 
 
In October 2015, the Mayor informed us that the Municipality continues to have the view that there was no 
choice but to follow the guidance of the legal advisor of the Municipality and the legal advisor of the Union 
of Municipalities. Our Office disagrees with this position and still considers the Municipal answers as 
unsatisfactory and its actions and decisions wrong. 
 
 
 

Recommendation: Our only recommendation is to record the obligation of those exercising public 
authority to make every effort to serve the public interest (in this case by removing prohibitions 
which did not allow the development of a healthy competition) and to seek legal solutions to achieve 
this goal. Claiming incorrect legal interpretations, cannot justify deviations from this obligation. 



 

 

3.4    LARNACA MUNICIPALITY    
During the preparation of this Report, the audit of the financial statements of the Municipality for the years 
2013 and 2014, was underway. 
The following emerged from a specific investigation carried out by our Office following a complaint lodged 
by a group of Members of the Larnaca Municipal Council regarding the construction and operation, within 
the space of Larnaca Harbour, of a liquid mud plant, a laboratory for analysis, prefabricated premises for 
staff and of the construction and operation of a chemical warehouse the products of which are used in the 
industry of extracting oil and gas, without the issuing of  planning permission and building permits. 
Legal basis. 
(a)       Securing planning permission. 
          (i)     In accordance with Article 21 of the Town and Country Planning Law (Law. 90/1972), "it is 

forbidden to start any development of immovable property unless a planning permission is 
granted by the Town Planning Authority, authorising the said development". According to 
article 26, "In order to reach a decision under this Act, the Planning Authority shall take into 
account the provisions applicable in the case of a development plan and any other essential 
factor. The Council of Ministers may grant planning permission in deviation of the  
Development Plan, whether the development has occurred or not, in cases which are 
exceptional and justified in the public interest or other special cases, to be determined by 
Regulations which are issued by the Council of Ministers and approved by the House of 
Representatives." 

           (ii)       In accordance with Regulation 19 of the Town and Country Planning (Exemptions) Regulations 
of 1999 (R. 309/99), the recommendation of the Planning Authority and of the Deviations 
Study Council and the Council of Ministers for the approval of a deviation, is documented and 
justified on the basis of principles and criteria, including, among others, the following: 

                         •        Implementation of projects or programs of national importance by public   sector 
                                    bodies, including local authorities. 
                         •         Promotion and implementation of general government policy adopted after the 
                                    publication of the current Development Plan. 
        (iii)      Pursuant to the provisions of Chapter 30 of the Larnaca Local Plan, entitled "Developments 

undertaken by Government Departments and Services", securing planning permission is not 
required for developments carried out by the Government. However, all Government 
Departments and Services have an obligation and responsibility to ensure that the 
developments carried out comply with the provisions and objectives of the Development Plans 
and planning legislation and for this purpose, before carrying out any development, the 
Ministry / Department / Service should obtain the views of the Director of Planning and 
Housing Department as the Planning Authority, whereas for special government projects 
justifying deviation from the Plan provisions in the public interest, the Council of Ministers may 
take the  relative decision, with the basic objective το ensure the implementation of projects 
of national or regional importance and the proper conduct of the development policy of the 
government. 

(b)     Securing a building permit. According to Article 25 of the Streets and Buildings Law (N66 (I) / 2000), 
“no provision of the Law applies to the Government of the Republic or to any of its Departments. It is 



 

 

understood that, where any immovable property belonging to the Republic, the use of which is leased or 
granted to any person, natural or legal, it is required, if the person  intends to erect any building on that 
property, to obtain first all the required, under the Law, permits, as if the property in question does not 
belong to the Republic and the competent authority  hears and decides on any such application  submitted 
to it from the said person and exercises, in this regard, all powers and responsibilities pursuant to the Law 
and Regulations issued on the basis of this Law, as if that person was the owner of that property.” 
Views of all competent Authorities. Our Office, as part of the investigation of the complaint, requested the 
Mayor of Larnaca, the Director General of the Ministry of Transport, Communications and Works, the 
Director General of the Ministry of Energy, Trade, Industry and Tourism, the Director General of the 
Ministry of Interior, the Chairman of the Board of the  Cyprus Ports Authority and the Director of the Town 
Planning and Housing Department, to submit their views / comments, on matters within their competence, 
in particular with regard to the issuing of planning permissions and building permits. 
From the answers of the above, the following arose: 
 (a)      Larnaca Municipality. 
            (i)      The Municipality, in a letter to the Town Planning and Housing Department , dated 14.10.2014, 

requested updating as to whether securing a building permit is required for the said projects. 
                         The above Department informed the Municipality on 22.10.2014, that the Council of 

Ministers on 16.9.2014 granted, with appropriate conditions, the required Planning Approval. 
It was also stated in the letter that it is up to the discretion of the Municipality, as the 
competent Building Authority, to consider as to whether there are grounds to request the 
issuing of a building permit and to invite applicants to do so. 

           (ii)     On 19.11.2014, the Municipality requested from the Ministry of Interior information as to 
whether it is required under the Terms of Granting Planning Approval (LAR / 320/2014 (term 
no. 11)), to issue a building permit for the said works, under article 25 of the Regulation of 
Streets and Buildings Law. 

                         The Ministry of Interior on 2.4.2015 informed the Municipality that the plots of land on which 
the development is erected belong, at this stage, to the Republic of Cyprus and therefore, 
taking into account the provisions of Article 25 of the Regulation of Streets and Buildings Law, 
the issue of a building license for the said development is not required.  

 (b)   Ministry of Transport, Communications and Works. According to the letters of the Ministry dated 
3.2.2015 and 31.7.2015, the Ports Authority (manager of the port) granted to a particular company, a 
license for the use of the  premises at Larnaca Port, in order to provide support services to a company 
which conducts research for hydrocarbons in the Exclusive Economic Zone (EEZ) of the Republic, under Law 
L. 38/1973 of the Authority and the relevant directives of the Ministry, which itself supervises the port 
because of its concession to a Strategic Investor. 
This Ministry also states that a specific term is included in the license for the use of the property granted, 
requiring the company to secure planning permissions and building permits, noting that, although the 
Authority is considered an extension of the State, it is not however excluded from the obligation of securing 
the said licenses such as with Government Departments. 
 (c)    Ministry of Energy, Trade, Industry and Tourism. With its letter dated 27.2.2015, the said Ministry 
expresses the view that facilities which support services in drilling operations are necessary for companies 
holding a Hydrocarbon Research License for the purpose of implementation of the exploration program to 



 

 

locate hydrocarbons within the Cypriot EEZ, informing our Office that it has no authority with regard to the 
granting of planning permissions and building permits for the facilities at Larnaca port. 
(d)      Ministry of Interior. The Ministry of Interior, in its letter, dated 2.4.2015, to the Larnaka Municipality, 
to which we refer above, considers that for this development it is not required to issue a building license. 
(e)      Cyprus Ports Authority. In its letter dated 2.2.2015, the Authority commented only on the ownership 
of the premises of the ports of the Republic without referring to the issue of securing a planning permission 
and a building permit. 
(f)     Town Planning and Housing Department. Regarding the Town Planning and Housing Department, as 
mentioned above, in its letter to the Municipality dated 22.10.2014, it stated that it is up to the discretion 
of the Larnaca Municipality to invite applicants to obtain a building permit. 
In its letter, dated 20.1.2015, to our Office, the Department states that any "power" which the Competent 
Authority has to require a building permit, emanates from article 25 of the Streets and Buildings Law and 
concerns the specific case where the State land has been leased or transferred by the Ministry of Transport, 
Communications and Works to any natural or legal person. 
Legal Office opinion. Relative to the issues raised above, in particular with regard to the views of the 
Ministry of Interior and Ministry of Transport, Communications and Works, is the opinion of the Legal 
Office dated 12.9.2005, which states, inter alia, the following: 
(a)    In the opinion of the Legal Office to the Minister of Interior, dated 17.7.2000, it was stated that, where 
the Republic develops immovable property, it has no legal obligation to apply for a planning permission, 
pursuant to the Town and Country Planning Law 1972, however, with reference to the decisions of the 
Council of Ministers dated 21.11.1991 and 1.12.1993, the Republic should follow the same procedure set 
out in these decisions, so that the State itself always acts in accordance with the objectives of the current 
development plan. 
 (b)    The obligation to obtain planning permission for any development of property, is that of the owner of 
the immovable property. According to the provisions of the Town and Country Planning (Applications and 
Hierarchical Appeals) Regulations 1990, every application is submitted by the property owner (or by an 
authorised representative). 
(c)    The owner of the immovable property is determined in article 2 of the Town and Country Planning Law 
of 1972 as the person who is registered or is entitled to be registered in the books of the District Land 
Office as its owner. 
The view of the Legal Office is that the procedure to be followed for the issue of  planning permission in 
relation to the so-called "government deployments," depends, in each case, on who the owner of the land 
is. If the owner is the State, the procedure is determined by the relevant decisions of the Council of 
Ministers, even if the development is carried out by third parties. On the other hand, if the owner is an 
individual, planning permission is necessary to be obtained, even if the State is involved and / or has an 
interest in the development. 
Securing planning permission and a building permit. 
(a)    In our Office view, based on the aforementioned opinion, the position of the Ministry of Interior, as 
formulated in its letter to the Larnaca Municipality, that for this development the issue of a building permit 
is not required, is not correct, taking into account the provisions of Article 25 of the Regulation of Streets 
and Buildings Law. 



 

 

(b)    As regards the position of the Town Planning and Housing Department, that the securing or not of a 
building permit is left to the discretion of the Larnaca Municipality, our Office does not agree with this 
position, since according to article 25 of the Streets and Building Law, where immovable property belonging 
to the Republic is leased or its use is granted to any person, it is required that this person, for the purpose 
of erecting any building on that property, obtains first   the required permission under this Law. Therefore,  
based on the provisions of this article,  it is not possible to take the view that the issuing or not of a building 
permit is at the discretion of the competent planning authority. 
Considering what is stated above, our Office is of the view that for this development, the company had to 
obtain, apart from planning permission a building permit too, in line with the condition contained in the 
license granted to it. 
Public contract award by the Municipality of Larnaca for consultancy services - No. of Tender 13/2014. 
After looking into the tender award process of the above competition, which involved the purchase of 
services for the preparation of a master plan to address the impact of the installation of a station for 
providing services for the development of hydrocarbons at Larnaca port, the following were observed: 
The Municipal Council in its meeting on 27.3.2014, decided for the Municipality to request tenders with 
accelerated procedures in accordance with the provisions of Article 84 (1) (c) of the Law 12 (I) / 2006 for 
the purchase of the above services, at a budgeted cost of €45,000. On 8.4.2014, at a new meeting of the 
Municipal Council, it was decided to request from the Cyprus Ports Authority or the responsible Ministries 
to cover the above costs, since it was not possible to be covered by the Municipality budget for the year 
2014. On 21.5.2014, four tenders were submitted to the Municipality. The award was made by the 
Municipal Tender Board to the lowest tenderer within specifications, for the amount of €40,000 and the 
contract was signed on 30.7.2014. The Larnaca Mayor with his letter dated 6.8.2014 to the Director General 
of the Cyprus Ports Authority, informed him of the beginning of the implementation of the contract and 
invited him to cover that expenditure. 
In February 2015, with our letter to the Mayor, we requested to be informed as to whether the acceptance 
of the Cyprus Ports Authority to cover the expenditure had been secured before the publication of the 
competition. 
In March 2015, the Larnaca Mayor informed us that, at a meeting of the Municipal Council with the 
Minister of Transport, Communications and Works on 16.4.2014, ie. after the publication  of the 
competition, in the presence of the President of the Cyprus Ports Authority, the Minister said that the cost 
of the purchase of the above services will be assumed by the Cyprus Ports Authority. Further, he informed 
us that the House of Representatives had approved the budget of the Cyprus Ports Authority for the year 
2015, which includes a provision to cover the above costs. 
  
 
 
In October 2015, the Mayor informed us that on 8.10.2015 the Cyprus Ports Authority paid to the 
Municipality the amount of €40,000. 
 
 
 

Recommendation: The securing of the relevant funds in the budget should precede the publication of the 
competition. 



 

 

3.5     PAPHOS MUNICIPALITY   
(a)    Renewal and Transformation of the Coastal Paphos Front - Final Account of Part A - Planning 
Project. The matter was discussed at length in last year's Report of our Office. It concerns our observation 
that the Municipality had not taken- during the execution of the project - the necessary steps and had not 
taken the appropriate measures to safeguard its interests and the management, coordination and control 
of the contract was not sufficient, leading to modifications of the plans and the execution of additional 
work without the prior approval of the Municipality, which eventually led to the overpayment of the 
Contractor. 
In November 2014, with our letter to the acting Mayor of Paphos, we referred to a previous letter of our 
Office to the Municipality dated 10.12.2013, by which we stated our comments on serious failures by the 
Municipality and the inadequate management and control of that contract - which resulted in an 
overpayment to the Contractor of an amount of €656.443 - and noted that, until then, despite the fact that 
we have sent seven reminders, the Municipality had not responded to our above letter. 
In December 2014, the Acting Mayor of Paphos informed us of the following: 
The 58 – out of 62 - amendments were not approved by the Steering Committee, because in the view of its 
members, the instructions for carrying out the work were given by various officials of the Municipality in 
excess and / or in abuse of their authority and without the prior approval of the Committee. The Municipal 
Council planned to consider claiming the amounts paid for the execution of every instruction from the 
official of the Municipality who had given the relevant instruction, without following the legal procedures. 
Finally, he informed us that according to the results of the above actions, it was likely to examine potential 
legal action against the Contractor, in order to claim the amount that was paid as overpayment. 
In the same month, in a letter to the Acting Mayor and the Members of the Municipal Council we informed 
them that our Office decided to conduct an audit on all aspects of the matter. 
In March 2015, with our letter to the Attorney General we submitted the audit report which was prepared 
by the expert hired by our Office, the content of which showed that the entire handling of the matter by 
the Paphos  Municipality was insufficient, exposing or / and harming its interests. 
In October 2015, the Mayor informed us that the Municipality is taking all the actions required for the 
application of strict internal control procedures to prevent errors and irregularities in the future, to ensure 
the rational management of the economic affairs of the Municipality and the quality of services offered to 
citizens. 
 
 
 
(b)    Architectural Competition of Paphos Municipality for the Upgrade and Enhancement of Markideio 
Theatre and its Surrounding Area - No. of Tender 44/2014. The architecture competition was procured on 
20.11.2014, with a date of submission of the studies on 9.2.2015. The expenditure budget for the 
construction of the project was set at the amount of €2.300.000. Pursuant to the provisions of the tender 
documents, the implementation of the project would take place in two phases. The study for Phase A 
involved the upgrading of the theatre with an expenditure budget of €1.700.000 and the study for Phase B 
involved the development of the surrounding area with an expenditure budget of €600.000. The total 
remuneration of the team for the study of the project was determined as a percentage at 6,5% of the 
amount of the final cost of the project. In the tender documents the minimum evaluation criteria were 

Recommendation: The management, coordination and control of the contracts should be adequate and effective and any instructions for changes / additions should be given by the person responsible, after approval from the Contracting Authority. 



 

 

recorded, while, according to the procurement, the tender would be awarded to the most economically 
advantageous tender. 
In December 2014, with our letter to the Acting Mayor and the Members of the Municipal Council, we 
informed them that the amount of remuneration rate (6.5%) that was set was high, considering the market 
conditions prevailing and therefore, we recommended its reduction to 5%. For the calculation of the fee for 
supervision services, we suggested that the rate is calculated on the net amount of the contract (excluding 
provident funds, etc.). Finally, we suggested that the respective weights on the evaluation criteria are 
defined so that, on one hand, an objective assessment is made and, on the other, the principle of 
transparency is applied. 
In July 2015, the Municipality informed us that the remuneration rate (6.5%) was determined after 
consultation with representatives of CSTC and of the Council of Civil Engineers and Architects, and after the 
Municipal Council, after an extensive examination of the issue, considered that the specific rate would 
ensure the quality of the services to be provided. He also informed us that, the safeguarding of the 
objectivity of the tender evaluation, was achieved with the appointment of an Evaluation Committee 
consisted by experienced and qualified architects and engineers who in their assessment took into account 
the minimum evaluation criteria included in the tender specifications. 
In the same month, with our new letter to the Mayor of Paphos, we indicated that, according to an opinion 
of the Attorney General, CSTC, although a public corporation the composition and functioning of which are 
governed by law, has characteristics of a professional organisation, if considered in the light of the 
competition rules. Consequently, the rules governing the functioning of the CSTC do not ensure that the 
Chamber, when determining the minimum rates of pay for its members, is acting as a body of public 
authority, acting in the public interest. 
In view of the above, we expressed the view that the fees should generally be a product / result of free 
competition and, therefore, taking into account the prevailing market conditions, the rate of 5% suggested 
was sufficiently satisfactory for this project, as a fee for all consultants. Finally, we pointed out that, 
ensuring the quality of the services provided is not necessarily achieved by an increased fee but mainly by 
setting appropriate specifications / requirements and then monitoring their strict implementation by the 
consultants. 
In October 2015, the Mayor informed us that the Municipality is taking all the actions required for the 
application of strict internal control procedures to prevent errors and irregularities in the future, to ensure 
the rational management of economic affairs of the Municipality and the quality of services offered to 
citizens. 
 
 
 
 
 
 
 
 
 

Recommendation: The consultants’ fees should generally be a product / result of free competition, 
in compliance with the legislation for rejecting abnormally low tenders and the quality of services 
should be assured by setting appropriate specifications / requirements and the subsequent 
monitoring of their strict application by consultants. 



 

 

3.6   STROVOLOS MUNICIPALITY   
(a)   Construction contract of Strovolos Municipal Library. The history of this contract is set out in our last 
Annual Report. In our previous Annual Report, we concluded that - in our view - based on the facts set 
forth, the way in which the Municipality managed the contract was not appropriate and was below the 
level expected from contracting authorities managing public money.  We also recommended that, in case 
the Municipal Council was of the opinion that the wrong and bad handling was due to officials of the 
Municipality, responsibilities should be sought, expressing the view that, in any case, the Municipal Council 
should adopt appropriate mechanisms so that such phenomena are not repeated in future. 
The Mayor replied to our above remarks in September 2014, that the Municipality had acted with the view 
to protect its interests and to complete the project as rapidly as possible. Regarding the responsibilities of 
Municipal officials, there was no such issue, since he considers that they worked with zeal and 
professionalism to address the project problems, while he was constantly involved in the handling of the 
matter, with meetings with both the Architect and with the Contractor. 
In November 2014, the Mayor informed us that with the signing of the Supplementary Agreements, the 
Contractor had withdrawn his previous claims. The Municipality paid to the Contractor only the amounts 
approved by the Architect, including additional work for which the Architect had approved the amount of 
the payment of €572.498 with the last Payment Certificate no. 26.  
In December 2014, the Mayor informed us that the Municipal Council, in its meeting held on 26.11.2014, 
decided to reconsider its previous decision to terminate the Architect’s services and approve their 
continuation until the completion of the final project account. In July 2015, the Contractor submitted to the 
Architect the final account, the examination of which has not yet been completed. 
 
 
 
In October 2015, the Mayor referred to the recommendation of our Office and informed us that, in 
accordance with the mechanism that exists in the Municipality, the monitoring of projects is done by 
Special Committees appointed by the Municipal Council which consist of Municipal Council members. 
These Committees submit suggestions and proposals to the Municipal Council for information and decision. 
The Municipality operates also the institution of Internal Auditor. 
Finally, the Mayor informed us that our recommendations and suggestions are always taken seriously into 
account and the Municipality makes every effort to further strengthen and improve the control 
mechanisms. 
  
3.7  AGIOS DOMETIOS MUNICIPALITY 
Termination of the contract for the construction of the Municipal Sports Hall of Ag. Dometios and the 
remodelling of the outdoor space - Expiry of the Performance Guarantee.  In April 2014, with our letter to 
the Mayor, we pointed out that the Municipal Council, at its meeting held on 11.2.2014 decided the 
termination of the contract due to the Contractor's failure to complete the project. The decision was taken 
without the Municipality being able to redeem the Performance Guarantee of the contract, the validity of 
which had expired on 27.11.2013, because the Municipality did not take the necessary steps to renew it in 
time, thus remaining exposed in the event that the amount of the retention proves not to be enough to 
cover all requirements / costs. With our above letter, we requested from the Mayor to inform us of any 

Recommendation: The Municipal Council should establish appropriate mechanisms, so that 
weaknesses in managing contracts are not repeated in future. 



 

 

responsibility, either of the private consultants who had the contract management responsibility, or of the 
Municipal officers. 
In December 2014, the Mayor with his letter to the Chairman of the Parliamentary Committee on 
Development Plans of Public Expenditure Control of the House of Representatives, stated that under the 
contract signed with the new contractor to complete the project, the Municipality will not be financially 
exposed by the non-realisation of the guarantee, since an amount of around €200.000 is already withheld 
from the payments of the original Contractor. 
n February 2015, with our new letter to the Mayor, we referred to his above letter to the President of the 
said House Committee, and pointed out that, from the information / provisions of the contract as well as 
from the information we received from the Municipal Engineer, the withheld  amount from the original 
contract amounts to €249.350 (5% x € 4.987.000). Considering the above, our Office suggested that any 
financial losses suffered by the Municipality due to the termination of the original contract - such as 
correction of defects, additional costs from the re-procurement and award of the work to another 
Contractor, additional consulting costs, delay in the operation of the project, etc. – should be calculated 
accurately and deducted from the above amount retained. If the amount is not sufficient to cover all the 
losses, the Municipality will need to claim the difference through the courts. Furthermore, we indicated 
that the amount of the final account of the work performed and any outstanding issues and defects should 
be calculated as soon as possible. Finally, we requested that the results of the above calculations are 
submitted to our Office for review and to the President of the said Committee of the House, to take 
account of all data related to the financial aspect of the matter. 
In March 2015, the Municipal Engineer informed us that the reason the issue of the final account of the 
initial contract is pending, is the identification of the defects which must be corrected by the new 
Contractor of the project and, depending on the cost borne by the Municipality to repair them, the 
corresponding deductions will be made from the final account. In September 2015, he informed us that the 
final account is expected to be completed in October 2015. 
 
 
 
 
3.8      LATSIA MUNICIPALITY   
Construction of Latsia Health Centre. In December 2005, the Municipal Secretary, in a letter to the 
Aglantzia Municipal Secretary, informed him that the Latsia Municipal Council decided to recommend the 
award of the implementation of the study of the above project to the Municipal Engineers of the 
Municipalities of Latsia and Aglantzia for a fee which will be paid by Latsia Municipality and requested the 
relevant consent of the Aglantzia Municipality. 
The Latsia Municipal Council, in its meeting held on 25.9.2006 approved the remuneration of the 
aforementioned Municipal Engineers to undertake the study of the project (including all services) as a 
percentage of 6,5% of the project cost estimate. On 5.2.2007, the Municipal Secretary in a letter to the 
above Municipal Engineers confirmed the appointment as project consultants, as well as their 
remuneration. On 23.12.2010, the above Municipal Engineers, informed the Mayor by letter of the internal 
consultants hired by themselves for the preparation of the study and for the work executed to date. 

Recommendation: The duration of the guarantee for the strict execution of a project should be continuously monitored and should be renewed promptly when such need arises due to delays in its completion, for any reason. 



 

 

In February 2011, with our letter to the Mayor we expressed the view that the award of the above contract 
to the Municipal Engineer, creates conflicts of competences, since the Municipal Engineer will have the 
monitoring / control responsibility of the services which he would provide himself. 
In December 2014, with our new letter to the Mayor we expressed the view that the agreement between 
the Municipality and the Municipal Engineers of Latsia and Aglantzia violates Article 60 of the Municipal 
Corporations Law, which specifies that no official of any Municipality may have an interest, directly or 
indirectly, either personally or by or through his spouse, child or partner, in any contract or work 
agreement concluded with the Municipality or executed on its behalf  and if any employee has such an 
interest may not hold any position in the Municipality. In view of the above, we have suggested to the 
Municipality that it is not bound by this agreement for services rendered by the above Municipal Engineers, 
since the agreement is not legal and it is therefore recommended to consider the termination and 
cessation of payments. Finally, we recommended that the Municipality invites an open competition for the 
award of the study and preparation of new plans as well as for the supervision of the construction work. 
In February 2015, with our letter to the Mayor regarding the settlement of claims of the consultants, we 
suggested that, the maximum amount that could be paid to them, under an amicable settlement, as 
compensation for their services already provided could be   calculated based on the rate provided in public 
contracts, since a relevant provision was not included in their contract (for analysis - in phases - of their 
fees). Based on the above, the compensation, for the stage of completion of the study, is calculated at 40% 
of the total remuneration of the estimated value of the project (40% x 6,5% x cost estimate = 2,6% x cost 
estimate) . This amount, further to the compensation of the Architect and the Civil Engineer, includes the 
remuneration of the individual consultants (Mechanical, Electrical, Quantity Surveyors). 
We also indicated that, in the context of an amicable settlement, it would be possible to accept the study 
prepared and to pay them 100% of their respective remuneration, although the completion of the 
electromechanical study / project was still pending. Also, the commitment of the Municipality that, if they 
would proceed with the implementation of the project, the provision of services by the same consultants 
would continue, paying them the balance of the agreed fee, was considered as a further concession. 
Finally, we noted that, since in the agreement with the consultants the individual rates of pay were not 
determined, it would thus be fair to apply the rates applicable in public contracts of similar services, which 
are acceptable by all consultants. 
In April 2015, the Mayor informed us that the Municipal Council at its meeting held on 27.4.2015, decided 
to adopt the above recommendations of our Office and an agreement has been reached with the 
consultant based on them. However, after the examination of the contract provisions, a copy of which was 
sent to us, it was observed that no account was taken of our suggestions. It was agreed, namely, that with 
the award of the contract, the consultants will receive 77% of their compensation (5% of the contract 
amount) and the percentage of their pay will be calculated based on the original amount of the cost 
estimate, which is much greater than the revised estimate. Our recommendation was to take into account 
the amount of the revised estimate. In September 2015, the Municipality informed us that negotiations are 
carried out with the consultant to implement the recommendations of our Office. 
 
 
 
3.9    AGLAΝTZIA MUNICIPALITY   

Recommendation: It is not allowed to Municipalities to enter into agreements that violate the 
provisions of the legislation. 



 

 

Tender documents for Finding an Investor for the Building Development of a Plot of Land in Aglantzia 
Municipality. In May 2015, after careful study of the tender documents for the above project, we 
recommended, with our letter to the Mayor, the following changes to the tender documents: 
In the General Information of the tender documents, a reference was made that the Contracting Authority 
would select a small number of tenderers who would be invited to submit additional information, analysis 
of their tender and their ideas for the project, r without however specifying their exact number. We 
proposed that in the above provision, to set- as a minimum - the number of three tenderers. 
It was also stated in the tender documents, that the Contracting Authority will enter into a contract with 
the successful tenderer for the provision of the right to use the land and buildings that will result from the 
development for up to 35 years (25 years + 10 years additional renewal right) from the signing of the 
contract. We proposed that the total time of the contract is increased so that there is an increased interest 
of investors to participate in the competition. 
In October 2015, the Aglantzia Mayor informed us that our observations have been adopted and 
incorporated in the tender documents and our recommendation has been taken into account for potential 
future competitions. 
 
 
 
 
 
3.10   GERMASOGEIA MUNICIPALITY 
Competition for the provision of services for the implementation and operation of a controlled parking 
system operation in areas of the Municipality of Germasogeia - No. of Tender 4/2013. The object of the 
tender is the supply, installation and maintenance - by the contract administrator – of a modern and 
flexible System for Controlled Parking. The competition was procured by the Municipality on 9.10.2013, 
and the tenders were submitted on 18.11.2013. 13 companies acquired tender documents of which only 
one company submitted a tender. 
In February 2014, with our letter to the Mayor we pointed out that the conditions / requirements included 
in the tender documents were not complete and clearly stated and, as a result, the economic operators 
were not able to interpret / accurately assess the provisions of the competition, so as to submit the best 
possible price in their tender. We also pointed out that essential issues - such as the total number of 
controlled parking spaces, the number of parking spaces of residents, the number of parking spaces on 
payment exclusively of a  parking fee and the method of payment to the Contractor - which were a decisive 
factor in the calculation of the costs of providing the services requested, were left to be settled after the 
award of the contract, making it impossible to calculate accurately the actual costs in order for the 
interested economic operators to be able to submit a competitive bid. Finally, we expressed the view that 
the fact that there was   limited participation (only one bid was submitted), was possibly due to the above 
ambiguities and omissions of essential parameters of the competition. 
In March 2014, the Mayor informed us that the reason that only one company submitted a tender was the 
fact that this company was the only one that had previously concluded a similar contract and, therefore, 
fulfilled all conditions of the competition. 

Recommendation: The provisions in tender documents of competitions similar in nature  should be 
prepared taking into account the prevailing market conditions, in order to attract a sufficient number 
of tenderers so that a healthy competition is developed to the benefit of the Contracting Authority is 
developed. 



 

 

On 24.3.2014, a contract was signed between the Municipality and the tenderer, which stipulates that the 
financial benefit from the operation of the above system will be allocated  to the Municipality (90%) and  to 
the Contractor (10%). 
In March 2015, with our letter to the Mayor we requested, as part of the audit by our Office, to be sent the 
relevant documents and correspondence relating to the procurement and the implementation of the 
competition and a copy of the signed contract. In June 2015, after studying the documents of the 
competition and the contract that were sent on our request, we requested additional information, which 
we received in July 2015. On the basis of these: 
 (i)      The implementation and operation of the system covers only certain streets. 
(ii)      The income of the Contractor arises from both the operation of the system and from the proceeds of 

the fines issued by traffic wardens / special police of the Municipality for illegal parking, such as 
parking on yellow lines, sidewalks, walkways etc. 

(iii)    The system was implemented and put in operation since September 2014 and the revenues that 
arose until 31.5.2015 amounted to €154.249 for the Municipality and €11.033 for the Contractor. 

From the Mayor's response, it is shown that the management of fines for illegal parking was also granted to 
the Contractor resulting in more revenue for him, something not explicitly included in the provisions of the 
competition. 
 
 
 
 
 
3.11  GEROSKIPOU MUNICIPALITY  
Further information on the financial position of the Municipality for the years 2008, 2009, 2010, 2011 and 
2012 (annual results, revenue, expenses, short-term and long-term liabilities, staff, loans) are presented in 
Annexes IV, V and VII, where the corresponding data and information of the other Municipalities are also 
presented in order to provide a comprehensive picture and to allow for comparisons between 
Municipalities. 
Also, data and information regarding the budgeted income and expenses of the Ordinary Budget, budgeted 
and actual expenditures of the Development Budget, debts or surplus contributions of the Municipality to 
the Pension Fund and Gratuities, pensions and gratuities of employees, public swimming pools, petroleum 
stations, remuneration, compensation and representation expenses of Mayors and of members of the 
Municipal Council and pensions and lump-sum gratuities of former Mayors, are presented in statements in 
paragraph 3.1 - General Remarks to enable a comparison between Municipalities. 
Submission of financial statements for audit. The Municipality did not submit until the date of the 
preparation of this Report, the financial statements for the year 2014, while for 2013 they were belatedly 
submitted on 28.8.2015, in contradiction to the provisions of Article 81 (1) of the Municipalities Law, which 
provides for their submission to our Office by the 30.4.2015 and 30.04.2014, respectively. Due to severe 
lack of staff in our Office, the audit of these financial statements is scheduled to be assigned to private 
auditors, who will be responsible for the financial audit and, if necessary, on the basis of risk assessment, a 
performance audit may be carried out by our Office. 

Recommendation: The conditions / requirements of similar nature competitions should be complete 
and clearly worded, so that the economic operators have the ability to accurately assess the costs and 
the revenues accurately in order to be able to submit the best possible price to the benefit of the 
Contracting Authority. 



 

 

The following topics related to the audit of the financial statements for the years ended on 31.12.2008, 
31.12.2009, 31.12.2010, 31.12.2011 and 31.12.2012, which were also not submitted in accordance with the 
provisions of this Law. 
 
 
 
Internal control. The internal control system continues to present some weaknesses and deficiencies 
mainly related to the non-appropriate updating and / or reconciliation with the associated accounts in the 
General Ledger, of the necessary registers, which help in the better monitoring and control, such as legal 
claims register, register of building permits and land separation, register of road schisms and restoration of 
roads and register of extrajudicial fines. 
Pensions and Gratuities Fund. According to the Actuarial Valuation on 31.12.2012, held in 2013, the 
unfunded actuarial liability of the Municipality at that date amounted to €381.524. 
Under IFRS, an actuarial valuation for the calculation of the deficit contributions to the Pension Fund and 
Gratuities should be done at regular intervals (usually every three years). In view of the significant changes 
made to the legislation regarding the payment of contributions by employees and the extension of the 
retirement age, our Office recommended that a new actuarial valuation is carried out to assess the actual / 
current liabilities of the Municipality to the Pensions and Gratuities Fund. 
In response, the Mayor informed us that a new actuarial valuation by a qualified actuary, had been carried 
out with a reference date the 31.12.2014. 
Marriages by the Municipality. 
(a)   Although, according to the Marriage Law (L. 104 (I) / 2003), the fee for a marriage after fifteen days 
from the date of the notice given by the parties to the Marriage Officer shall be €128 (£75) and for a 
marriage before the expiry of fifteen days at €282 (£165) (Part I of the Third Schedule), in violation of the 
relevant legislation, the Municipality for the period 2008-2014 imposed fees, prescribed separately for each 
year based on its own price lists. Specifically, for 2014, it imposed fees ranging from €282 to €632. 
According to the Mayor, the fees include additional charges relating to operational, administrative and 
other expenses. 
On that point, it is stated  that, in accordance with Article 37, the fees and charges payable under this Law, 
are prescribed by Regulations and that, until relevant Regulations are issued, the prescribed fees 
mentioned above should apply. 
 (b)    In accordance with article 11 of this Law, persons intending to marry are free to choose the place 
where the ceremony will take place, that is the particular Municipality and the marriage takes place in the 
offices of the Municipality. Relative is the Ombudsman's report, dated 22.11.2005, regarding a complaint 
submitted by the Mayor of Germasogeia against five Municipalities, according to which marriages should 
take place at the offices of the respective Municipalities and not in other places. It was found that the 
marriages by the Municipality of Geroskipou take place at places other than at its offices (Petra tou Romiou 
and hotels). 
As the Mayor informed us, the Municipality applies the tactic followed by all other Municipalities, for the 
purpose of upgrading its services and increasing its revenue. 

Recommendation: The financial statements should be submitted in time, in line with what is clearly 
provided in the legislation. 



 

 

(c)    From the review of the Marriage Registry and the General Ledger, it was found that  weddings take 
place at the Municipality without collecting the respective fee, contrary to article 11 (3) of the Marriage 
Law. It was also noted that, according to the General Ledger, fees amounting to €918.103, charged in 2008-
2012 to two travel agencies by the Municipality, were not recorded in the Register of Marriages, in which 
only the fees for issuing a copy certificate of marriage after the ceremony, amounting to €15, are recorded 
so, our Office, cannot express an opinion as to the completeness of the fees charged and recorded in the 
General Ledger. 
 
 
 
 
 
Revenue. 
(a)    Charges for water supply to new plots of land. Even though the Municipality has established the 
Water Supply Regulations dated 3.9.1999, according to which, with the approval of the Minister of Interior, 
the water supply charges for each plot of land to be divided are determined, it collects charges for water 
supply to plots of land on the basis of the Water Supply Regulations of 1988 of Paphos Municipality and 
without the amount charged to have been approved by the Minister of Interior. 
As we were informed by the Mayor, the Municipality has prepared new updated Regulations, which will be 
forwarded to the Minister of Interior for approval. 
 
 
 
(b)   Fees for hotel overnight reservations.  No control is exercised to confirm the correctness of the data 
shown in the statements of overnight reservations submitted by the hotels, on the basis of which the fees 
for overnight reservations are calculated and collected. 
Our Office recommended that the Municipal Council  applies article 85 (2) (j) (v) (iii) of the Municipal 
Corporations Law, which provides that the general manager or the hotel operations manager presents for 
inspection and control to any person appointed by the Municipal Council, the forms and books which relate 
to the fees charged for the overnight reservations. 
The Mayor informed us that it is planned to carry out site checks at all hotels in their Municipal boundaries, 
as our recommendation was, in order to verify the correctness of the data submitted by the hotels. 
Criteria for the provision of grants to clubs, associations and organisations. 
According to the financial statements, the Municipality paid during the years 2012, 2011, 2010, 2009 and 
2008, amounts of €89.384, €131.738, €140.600, €156.040 and €132.872 to specific clubs, respectively. 
 
 
 

Recommendation: The Municipality to implement the relevant legislation and to consider 
upgrading the software systems, so that it can exercise its responsibilities in a more effective, 
efficient and economical manner, while improving the internal control system. Also, in cooperation 
with the Union of Municipalities, to consider amending the existing legislation, in particular to allow 
marriages in places other than the offices of the Municipality as well as setting / revising, by 
Regulations, of fees and rights paid / collected. 

Recommendation: The Municipality to apply its own Water Supply Regulations, until the new updated 
regulations are approved by the Minister of Interior. 

Recommendation: Given the current economic conditions, the Municipality to decide on criteria for 
granting sponsorships, in order to ensure that grants to clubs, associations and organisations are used 
for the purpose for which they were provided. 



 

 

 (a)    Cultural athletic club Atromitos Geroskipou. The Municipal Council committed itself on 3.5.2011 to 
deposit by 30.1.2012 an amount of €50.000 in the account of Atromitos Athletic Club at the COOP 
Geroskipou and Eastern Paphos (which later merged with the Co-operative Savings Bank of Paphos Ltd.), 
which was to be part of the annual sponsorship to the said Club. It is noted that the Municipality, before 
the payment of the annual sponsorship, deducts any amounts owed by the Athletic Club, such as, for 
example, rents for the use of the Municipal sports field. 
On 25.7.2011, the former Mayor, who was also the president of the Athletic Club, signed in the name of the 
Municipality a Declaration of Acceptance of Assignment, without the authorisation of the Municipal 
Council, with which he agreed and undertook to pay the sponsorship of €50.000 directly in the loan 
account of this Athletic Club held at the above COOP. The COOP, with its letter dated 1.2.2012, informed 
the Municipality of the above commitment and requested the payment of that amount. On 17.12.2012, the 
lawyer of the COOP informed the Municipality that the account of the principal debtor (Atromitos Club) 
was closed and that the outstanding amount became due and payable and that the Municipality, based on 
the Declaration of Acceptance of Assignment, bears responsibility for the full and final settlement of the 
balance amounting to €52.909, otherwise legal action would be taken against it. 
Our Office requested that the Municipality is informed of any action from the COOP against the 
Municipality and for the repayment of any amount. The Mayor, in his letter, informed us that the Co-
operative Savings Bank of Paphos Ltd filed, in 2014, a lawsuit against the Municipality and the above 
Athletic Club, for the amount of €50.000 plus interest and charges, without accepting a proposal for 
negotiation and out of court settlement with a payment of €27.756, for releasing it from any obligation. 
(b)     Community Welfare Council (CWC) Geroskipou. The COOP of Geroskipou and Eastern Paphos with its 
letter dated 17.12.2012, informed the Municipality that the operation of the CWC Geroskipou accounts was 
terminated, that the amounts due totalling €55.153 plus interest had become due and payable and that the 
Municipality should immediately assume its responsibilities and  repay these amounts, otherwise legal 
action  would be taken against it. 
According to the Municipality, the previous Mayor, signed on 19.1.2011 two separate Declarations of 
Acceptance Assignments, without a previous decision having been taken by the Municipal Council,  with 
which he undertook that the sponsorship of the Municipality to the CWC Geroskipou amounting to 
€50,000, would be deposited to the above COOP, not later than the 1.2.2012. 
In his reply, the Mayor  informed us that the Municipality has agreed to gradually repay two loans granted 
to CWC Geroskipou up to the amount of €47,000, with monthly instalments of €2.500 for each loan, by 
direct deposit to both loan accounts and that one of the two loans has been repaid, while any amount 
suffered for the full repayment of the second loan, in excess of €47.000 in total, will be deducted from the 
annual sponsorship that the Municipality grants to the CWC Geroskipou. 
(c)       Taking into account all the above, our Office pointed out the following: 
(i)        The commitment of the Municipality to grant sponsorship in future, in order to repay loans, ie before 

the approval of the Budget for the years relating to the payment of the sponsorships, cannot be 
considered to be a legal action. 

(ii)    With its decision for repayment of the loan instalments, the Municipality essentially undertook to 
repay loans to third parties, without considering the legality of the decision. It is noted that, in 
accordance with article 85(1)(a) of the Municipal Corporations Law, for a loan to be obtained by a 
Municipality, it is required to obtain the prior approval of the Council of Ministers. 



 

 

Athletic Center.   From the management and operation of the Sports Centre, a deficit amounting to 
€1.127.148 for the years 2008 to 2012 arose, which would be even higher if the costs included 
depreciation, financing costs and other administrative expenses of the Municipality. 
The Mayor informed us that the Municipal Council, in its aim to promote and develop sports, was allowing 
the use of the sport fields by local clubs free of charge or with a nominal charge, adding that, in recent 
years, the local football teams have ceased operating or have suspended their operation, thereby giving the 
Municipality the opportunity to have increased revenue from the rental of the two sport fields and that 
efforts are being made to reduce their operating expenses. 
 
 
 
Organisation of an integrated collection and sorting of packaging waste program. The Municipality signed 
on 4.5.2009 a cooperation agreement with a specific company for organising an integrated program for the 
collection and sorting of packaging waste (paper, plastic bottles, aluminum cans, glass, etc.) at the source, 
ie households, lasting until 31.7. 2012, with an automatic renewal for additional six-year periods, unless 
otherwise requested by each party. 
Under the agreement, the Municipality should make a financial contribution to the company at the end of 
each year to cover the costs of the various activities performed, provided that the company prepares and 
presents for approval to the Municipality a substantiated expenditure report with supporting documents. 
The agreement also provided for the percentages related to the co-financing and to the revenue for the 
Municipality derived from the disposal of the recycled products. 
It was observed that, while the Municipality for the period 2009-2014, paid to the company until 2012  an 
amount totalling €94.525, the company had not paid to the Municipality, until the completion of our audit, 
any amount as income. It was also observed that, contrary to the agreement, the company had never 
presented to the Municipality for approval a substantiated report with relevant documents, for calculating 
its contribution. That is, the Municipality paid the amount to the company, without exercising any control. 
On this point, it is stated that in the Arbitration Decision dated 11.2.2015, between that company and the 
Engomi Municipality (their claim), the Arbitrator decided to reject the company's claim, noting, inter alia, 
that the company had not justified the amounts claimed from the Municipality and that the Municipality 
manages public money and that the company should justify the amount requested to be paid, according to 
the agreement. 
The Mayor informed us that the Municipality received some revenue from the implementation of the 
program, since the company issued credit notes which were charged to the General Ledger, while the 
Municipal Council on 5.5.2015 decided the discontinuation of the cooperation with the company and that 
there is consultation with the Ministry for cooperation with another provider of such services.  
 
 
 
 
 
 

Recommendation: Given the significant deficits resulting from the operation of the Athletic Centre, 
the Municipal Council to consider ways to cover them or at least reduce them. 

Recommendation: The cooperation of the Municipality with a private company constitutes a public 
contract, which should have been awarded by public tender. A new contractor should be selected 
following an open tender. Meanwhile, the Municipality should, according to the agreement, require 
that the company submits a substantiated report and claim any amounts due. 



 

 

Purchase of Hatzimitsis residence. The Municipal Council decided on 1.6.2010 to purchase  a plot of land 
on which a preserved building is built, in order to house the civil wedding service, for an amount of 
€98.000. Furthermore, according to relative minutes, the Municipality paid taxes and other expenses, 
which should have been paid by the seller, such as capital gains tax, etc., so the final cost rose to €120.332. 
It was observed that the above amount was approved by the Municipal Council, upon the recommendation 
of the former Mayor, without seeking a formal estimate by the Department of Land and Surveys and 
without the payment to be included and approved in the Budget of the Municipality. It was also observed 
that, despite the lapse of more than three years from the purchase of the premises, it does not seem that 
any actions have been taken by the Municipality for its utilisation. 
As we were informed by the Mayor, the use of the building under preservation, as well as of another in the 
same neighbourhood, which was acquired through the compulsory land acquisition process, has been 
planned for the years 2015, 2016 and 2017, provided that it will obtain the necessary funding, through 
borrowing as well as depending on the financial position of the Municipality and the Country, in general. 
Provision of services by individuals at the beaches within the Μunicipal boundaries of Geroskipou. 
(a)    The Municipal Council decided on 9.4.2013, without an invitation to tender, the concession of licenses 
for services of renting beds and umbrellas to six individuals for the amount of €5.000 for each of the four 
licenses and €7.500 for each of the other two. On 25.6.2013 it was decided that all licensees pay the lowest 
amount, ie €5.000 each. 
(b)    Although the Municipality, with its letter dated 24.9.2013, informed one of the above licensees, that 
an extension will be granted until the 30.9.2013 for repayment of his debts amounting to €4.400, as well as 
of its intention to take legal action against him, the Municipal Council decided on 3.4.2014 the write off of 
the debts. 
(c)    On 14.4.2014 the Municipal Council decided that the licenses for providing services at the beach are 
granted, again to individuals, for 2014, without an invitation to tender. 
In response, the Mayor informed us that, for the year 2015, the Municipality, in order to comply with the 
provisions of the relevant legislation, invited tenders for the allocation of the above licenses.  
Study and supervision of project configuration and landscaping of the seafront promenade and public 
spaces at the coastal area of Yeroskipou. The consultant of the project, with a letter to the Municipal 
Engineer in December 2014, claimed that the Municipality had violated provisions of the contract between 
them, which caused a delay in the progress of the study and the need to perform additional tasks. 
Therefore, he expressed his intention to make a claim for financial compensation. 
In April 2015, with our letter to the Mayor, we observed the following: 
The study contract was signed on 9.9.2011. The consultant submitted his preliminary study (preliminary 
report and drawings) to the Municipality, on 17.1.2012. The group set up to monitor the project (GMP), 
which is composed by the Municipal Engineer, an Officer from the Department of Town Planning and 
Housing and an Officer from the Public Works Department, having considered - with four months delay - 
the above preliminary study, prepared a note with coded observations, which however was not helpful for 
the further promotion of the study. In August 2012, the Municipality delivered to the project consultant, a 
project demarcation plan, although this work was an obligation of the consultant. On 21.9.2012, at a 
meeting of the GMP with the consultant, substantial / extensive comments for the preliminary design were 
recorded and, as a result, the consultant proceeded with the redesign of the study. The new preliminary 
study was submitted to the Municipality on 28.1.2013. At two further meetings of the GMP with the 
consultant on 7.2.2013 and 14.3.2013, additional comments were submitted by the GMP on the 



 

 

preliminary study. On 2.7.2014, the consultant submitted to the Municipality the final preliminary study in 
electronic form and on 2.12.2014, ie five months later, the Municipality with its letter, informed the 
consultant that he had not completed his obligations for delivery of the final preliminary design. 
In addition to the above, we also observed that the representative of the Town Planning and Housing 
Department in GMP, with his letter dated 30.5.2014 to the Mayor, had submitted comments on the 
preliminary study, separate from the other members. We observed, finally, that the meetings of GMP took 
place with a representative of the consultant instead of with those responsible for the project team of the 
consultant, who were declared and formed a contractual obligation. 
In October 2015, the Mayor informed us that the delay to the progress of the study is basically due to the 
consultant’s working method, while some delay was caused by the delay in the establishment and 
functioning of the GMP. Furthermore, he informed us that the intention of the Municipality is to receive a 
complete study with full plans without omissions, in order to avoid problems at the project phase. Finally, 
he informed us that the consultant had not to date submitted requirements for carrying out additional 
work. 
 
 
 
 
3.12  ARADIPPOU MUNICIPALITY  
Further information on the financial position of the Municipality for the years 2011 and 2012 (annual 
results, revenue, expenses, short-term and long-term liabilities, staff, loans) are presented in Annexes IV, V 
and VII, where the corresponding data and information of the other Municipalities is also presented, in 
order to provide a comprehensive picture and to allow for comparisons between Municipalities. 
Also, data and information regarding the budgeted income and expenditure of the Ordinary Budget, 
budgeted and actual expenditure of the Development Budget, amounts due by the Municipality to the 
Pension Fund and Gratuities, public swimming pools, petroleum stations, remuneration, compensation and 
representation allowances of Mayors and of members of the Municipal Council and pensions and lump-sum 
gratuities of former Mayors, are presented in the statements in paragraph 3.1 - General Remarks to enable 
a comparison between Municipalities. 
Submission of financial statements for audit. The audit of the financial statements for the years 2013 and 
2014, which were submitted in accordance with the provisions of the Municipal Corporations Law, is 
scheduled to take place in the first quarter of 2016. 
The following topics relate to the audit of the financial statements for the years ending on 31.12.2012 and 
31.12.2011, which the Municipality submitted for audit on 11.6.2013 and 13.6.2012, instead of by 
30.4.2013 and 30.4.2012, respectively, as defined in article 81 (1) of the Municipal Corporations Law. 
In his reply letter, the Mayor informed us that the delay in the submission of the financial statements was 
due to understaffing of the Accounts Department. 
Measures to improve the financial position of the Municipality. The financial position of the Municipality 
continues not to be at a satisfactory level and the Municipality is unable to pay its current liabilities, such as 
its debt to the Water Development Department for the consumption of water amounting to €5,8m. and 
€4,6m. as at 31.12.2012 and 31.12.2011, respectively (€3m. as at 31.12.2010), as well as the non-funded 
contribution to the Pensions and Gratuities Fund of €2,2m. as at 31.12.2012 (€1,7m. as at 31.12.2011). 

Recommendation: In order to avoid delays in the studies by private consultants, better coordination and planning by the Contracting Authorities is required. 



 

 

The Municipality could exercise the powers conferred to it by the relevant legislation in a more effective 
way and thus to improve its financial position by taking measures for the timely collection of all amounts 
due, including tax delays, fees, licenses and charges, which at 31.12.2012 and 31.12.2011 amounted to 
€2,9m. and €2,6m., respectively, compared to €2,1m. at 31.12.2010. Collecting rental charges for land at 
the industrial area would also improve the financial position of the Municipality. At the same time, it could 
take measures to eliminate or at least reduce deficits arising from the garbage collection service 
(€848.645), as well as the water supply (€479.996) and to reduce costs, which in 2012 grew by 17%, 
compared to 2010. 
As we were informed by the Mayor, measures for the improvement of the financial position of the 
Municipality are taken, without, though, achieving the expected revenue flows since many households 
have difficulty in paying their debts and the Municipality, due to its social role, is not in many cases, taking 
legal action against them. Additionally, the financial position of the Municipality is burdened due to the 
reduced state subsidy and the cost to operate the landfill HYTY, the burden of which is borne by the local 
government of the area. 
 
 
 
Internal borrowing. With the decision of the Municipal Council dated 17.1.2008, an amount of €392.978 
for the purchase of a traditional house with a view to restore it, was paid on 4.2.2008, irregularly, from the 
Deposit Fund instead of from the General Account. This amount, had not been returned / deposited in the 
Deposit Fund, by the completion of the audit. 
Excesses. During 2012 and 2011, there was an excess in several subgroups of  expenditure, which exceeded 
the 25% of the budgeted and approved amounts of each subgroup of expenditure up to which the 
Municipal Council has the power to spend, without any further approval, as provided by article 66 of the 
Law. 
 
 
Internal control. The internal control system continues to present some weaknesses and shortcomings, 
such as the non-updating or no proper updating of the necessary registers which help to better monitor 
and control various matters, the non-tracking of cases sent to lawyers and the non-confirmation of the 
physical existence of the assets. 
The Mayor told us that with the internal auditor's assistance, the services of whom started as from 
September 2015, it is expected that significant improvement will be achieved. 
Staff. 
Approval of positions – Schemes of service. The Municipality submitted to the Ministry of Interior in 2005, 
2006, 2009 and 2011 all required information regarding the existing staff and existing schemes of service, in 
order to allow the creation of a database and to review and approve  the Municipality’s structure by the 
Ministers of Interior and Finance. 
After studying the matter, the Ministry of Interior, with its letter dated 17.10.2012 to the Department of 
Public Administration and Personnel (DPAP), sent its proposals, asking for the consent of the Minister of 
Finance, so that the matter is brought before the Minister of Interior for approval, but without, until the 
preparation of this Report, the whole matter to have been settled. 

Recommendation: To take the necessary measures to improve the financial position of the 
Municipality. 

Recommendation: The authorised control officers to ensure that there are funds available, before 
making any purchases or commitments. 
 



 

 

 
 
 
 
Placement of a newly recruited employee. The Municipal Council appointed on 30.6.2010 a particular 
employee at a position of salary scale A12-A13-A14 and, taking into account his experience and additional 
academic and  other qualifications, placed him at the highest step of the salary scale A12 (basic salary 
€43.727), instead of at the initial stage (basic salary €32.949), without this being provided in the approved 
scheme of service and contrary to the Public Service (Emoluments, Allowances and Other Financial Benefits 
of Civil Servants) Regulations (R. 175/95), which the Municipality applies. In a related opinion of a legal 
advisor of the Municipality, it was stated that the Municipality, for the preparation of a scheme of service, 
is not required to apply the same salary scales as those described in the schemes of service of similar 
positions of the public sector and that, in this case, the Municipality is not bound by the provisions of R. 
175/95 and, as a result, there is no abuse of the extreme limits of the discretion exercised when 
interpreting the schemes of service  for the said position. 
Our Office, for purposes of equal treatment and good administration, commented that in order for the 
Municipal Council to decide the appointment of the said official to a salary scale higher than the initial step 
of A12, it should include an explicit reference in the publication of the post, which would provide that the 
experience and / or other additional qualifications of candidates, would be taken into account in 
determining on which step of the salary scale the successful candidate would be placed. The failure to 
include such a reference, may have resulted in other candidates, holders of relevant academic 
qualifications and experience, not to apply for the vacant post. 
On that point we state that the recommendations of our Office as to the appropriate salary placement of 
the above employee were not implemented. 
Upgrade of the scale of Municipality positions. The Municipal Council decided on 13.1.2011 the upgrade of 
the salary scale of the positions of three supervisors of Municipal departments as from 1.1.2011, without 
the approval of the relevant Ministries of Interior and Finance and without the preparation and approval of 
new schemes of service. 
Placing workers in pensionable posts and granting of additional increments. As stated in our previous 
Report, two hourly paid workers were placed, as from 1.11.2002, at a permanent pensionable clerk position 
(salary scale A2-A5-A7), without the existence of corresponding approved vacancies, without the positions 
being published and without following the appropriate procedures for filling vacancies. In addition, they 
were granted, irregularly, two additional increments of scale A2 as from 1.7.2008, without the prior 
decision of the Municipal Council. 
On this issue, the Ministry of Interior stated in a letter that the switching of the staff from hourly paid staff 
to permanent positions is unacceptable and recommended their reinstatement in the positions previously 
held, without, however, this being done. 
As we were informed by the Mayor, a dialogue started with the Ministry of Interior on the subject of the 
approval of the structure of the Municipal posts and it is expected that several personnel issues will be 
resolved. 
Computerisation of services 
(a)    Accounting and tax system software. The Municipality awarded on 19.9.2007 competitions for the 

Recommendation: In view of this issue still pending, it is not appropriate for the Municipal Council to 
take any action in relation to personnel matters, until the structure of the Municipality is studied and 
approved by the competent Ministries which seem to be significantly delaying the settlement of the 
issue. 



 

 

supply of an accounting system and the supply of a tax system to two companies, for an amount of £4.920 
(€8.406) and £13.500 (€23.066), respectively, plus VAT. 
As we stated in our previous Report, during the installation and implementation of the two systems it was 
found that the two systems could not be automatically interconnected (interface), resulting in the 
accounting system to remain unutilised. 
To solve the problem of the automatic interconnection of the accounting system with the tax system, the 
Municipality, on the recommendation of the company that supplied the tax system, purchased from the 
same company a new accounting system for an amount of €16.000 plus VAT, which has been operating as 
from 1.1.2011, without any prior study and without following the proper procedures which are provided by 
the Coordination of Procedures for the Award of Public Procurement Contracts, Supplies and Services and 
Related Matters Law (Law 12 (I) of 2006). 
It was found that the total payments to the above company for the period 4.4.2011 to 21.5.2015, 
amounted to €135.030, including VAT. According to the Municipality, such payments related to the 
implementation of an integrated software system for the interconnection of the accounting to the tax 
system, for the implementation of the subsystem of electronic registration of receipts by banks to the 
Municipality tax system, for the maintenance costs for five years, for staff training and the implementation 
/ application of additional modules for the technical services and staff. 
(b)   Contingency Plan. The Municipality has prepared a formal business continuity plan, which includes 
disaster recovery plan but does not include alternative solutions / procedures for its information systems 
relating to the continuation of the work after a disaster occurs. 
It is noted that the absence of alternative solutions / procedures for the information systems in relation to 
further work after a disaster, can result in loss of important information and data, as well as to the 
dysfunction of the Municipal systems. 
The Mayor told us that the suggestion of our Office has been seriously taken into account and tests will 
soon be carried out under real conditions. 
 
 
 
 
(a)    Allocation of plots of land to craftsmen. As mentioned in our previous reports, the Council of 
Ministers approved on 5.12.2005 the granting of state land to the Municipality of Aradippou for the 
creation of a craft industry area, with the payment of the amount of £530.000 (€905.559), as market value, 
to the Republic of Cyprus. Before buying the above state plot, the Municipal Council had, since 1995, 
granted land to 43 craftsmen or had allowed craftsmen to have the plots without signing any agreement for 
lease or purchase and without specifying the rights for the lease. The construction of premises was also 
allowed within the craft industry area, without the submission of plans for approval and issuance of the 
relative building permits. 
The Municipal Council decided on 28.2.2008 to allocate the amount of €905.559, plus the interest on the 
installments paid by the Municipality to the Republic of Cyprus for the purchase of the above plot of land to 
the craftsmen who own and exploit the plots, a decision which, however, was not implemented, resulting 
in the craftsmen continuing not to pay any amount as rent. Although the Municipal Council in its meeting 
dated 19.1.2012, studied the method of the cost-allocation to the craftsmen, who, according to the Mayor, 
were asked to sign contracts for the lease or purchase of the plots and that the whole matter was expected 

Recommendation: Our Office reiterates that the business continuity plan should identify the immediate 
actions for the restoration of the information systems in the event of disaster. The business plans or 
solution options / procedures should be tested under real conditions with the participation of users on 
an annual basis. 



 

 

to be settled by the end of the year, it was found that the Municipal Council, at its meeting dated 
15.5.2014, decided how this amount would be allocated without, however, resolving the issue until the 
preparation of this report. To this point we state that between the Municipality and ten of the 43 
craftsmen, an agreement in principle for each one, was signed in 2006 and 2007 by which the Municipality 
was committed to allocate a plot for a period of 33 years, and the craftsman to pay to the Municipality the 
amount that the Municipality would charge. 
As we were informed by the Mayor, special notifications were sent to all craftsmen, through the legal 
advisor of the Municipality, to proceed to sign the contracts prepared and that the issue should be settled 
by the issuance of title deeds by the Department of Lands and Surveys. 
(b)    Extension of craft industry area. Apart from the above state plot, the Municipal Council decided on 
29.8.2002 to extend the craft industry area (phase B) to other plots of state land, without requesting to 
lease or purchase the plots from  the Department of Lands and Surveys and without obtaining the consent 
of the Department. A request to the Department of Land and Surveys, for the acquisition of the above state 
land, was submitted by the Municipality on 11.9.2007, for which, until the completion of the audit, it had 
not received a reply. 
As we were informed, of the 28 plots of the second phase, two were used by the Municipality for the 
construction of warehouses and, on three others, buildings were erected by craftsmen, one plot of land 
was granted to a craftsman with the Municipal Council decision dated 7.6.2006 while for the other 22 plots 
no decision has yet been taken.  
The Mayor informed us that the Planning Council has given its consent, for the inclusion of the craft 
industry area (phase B) in the new Larnaca Local Plan and that the examination of its application to the 
Department of Lands and Surveys for leasing the land, is substantially delayed. 
Debt to the Water Development Department. The debt of the Municipality to the Water Development 
Department at 31.12.2013 and 31.12.2012 and 31.12.2011 amounted to €5.452.563, €5.770.574 and 
€4.614.744, respectively. According to the Water Development Department, the chronological analysis of 
the amount owed by the Municipality at 31.12.2013, is as follows: 
 

Length of period due     Due amount 
               € 
More than 150 days (1.5.2007 - 30.6.2013)  4.911.477 
90 to 150 days (1.7.2013 - 31.8.2013)  - 
Up to 90 days (1.9.2013 – 31.10.2013)     284.485 
1.11.2013 – 31.12.2013     256.601 
Total  5.452.563 

It is noted that for delays beyond 90 days, the Municipality is charged with interest which is not included in 
the above amount. According to calculations of the Water Development Department, this interest at 
31.12.2013 amounted to €1.393.383. To this point it is stated that the amount of debt of the Municipality 
at 31.12.2014 amounted to €5.994.895, noting an increase of €542.332 or 10%, compared with the balance 
at 31.12.2013, plus interest of €1.535.143, ie €7.530.038 in total. 



 

 

Organisation of an integrated collection and sorting of packaging waste program. The Municipality signed 
on 15.7.2010 a cooperation agreement with a specific company for the organisation of an integrated 
program for the collection and sorting of packaging waste (paper, plastic bottles, aluminum cans, glass, 
etc.) at the source, ie from households, lasting until 31.7.2012 and automatically renewed for additional six-
year periods, unless otherwise requested by either of the  parties. 
This agreement was amended on 5.12.2011 by the previous Mayor, with effect from 1.7.2011 and maturity 
date on 1.7.2015, without obtaining approval from the Municipal Council. 
Under the agreement, the Municipality must make a financial contribution to the company at the end of 
each quarter, to cover the costs of the various activities performed, provided that the company prepares 
and presents for approval to the Municipality a substantiated costs report with supporting documents. The 
agreements also provide for the percentages related to the co-financing of the cost of collection while in 
the new agreement, for the period 1.7.2011-1.7.2015, the Municipality is not entitled to any income from 
the disposal of the recycled products. 
For the period 15.7.2010-16.5.2014, an amount totaling €109.624 was paid to the company, without paying 
to the Municipality any amount as income. It was also found that, contrary to the agreement, the company 
had never presented to the Municipality for approval any substantiated costs report supported with 
relevant documents, for calculating its contribution. That is, the Municipality paid the said amount to the 
company, without carrying out any checks. 
To this point it is stated that in the Arbitration Decision dated 11.2.2015, between that company and the 
Engomi Municipality (on its request), the Referee decided to reject the company's claim, noting, inter alia, 
that the company had not justified the amounts claimed from the Municipality and that, as the Municipality 
manages public money, the company must justify the amount requested to be paid, according to the 
agreement. 
 
 
 
 
 
In his response, the Mayor informed us that the Municipality followed the practice followed by all the 
Municipalities, after agreements by the Union of Municipalities and that the recommendation of our Office 
will apply to new agreements. 
Deficits from services. According to studies, the water supply and garbage collection services, appear to 
have resulted in a deficit of €848.645 and €479.996, respectively. To this point, it is stated that in the 
garbage collection costs, charges paid for the HYTY, amounting to €638.694, were also included. 
In his reply the Mayor informed us that with the imposed increases in water supply charges, there was a 
significant improvement in the Municipality’s finances, while steps are taken to reduce water losses. As for 
the garbage collection service deficit, he informed us that the days of collection were reduced from three to 
two per week, while other measures are also studied. At the same time, he notes that the most important 
reason for the deficit is the cost paid for the operation of the landfill, which cannot be recovered through 
taxation. 
 

Recommendation: The Municipality’s agreement with the private company constitutes a public 
contract, which should have been awarded by a public tender. A new contractor should be selected 
following an open tender. The existing contract to be terminated as early as legally possible and, in 
the meantime, its provisions to be applied and no payments to be made without verification. 

Recommendation: The Municipal Council to take measures to eliminate or at least reduce the deficits 
resulting from the operation of the above Services. 



 

 

Revenue. 
(a)   Licences for the operation of commercial premises. The fees for the licenses for professional premises 
imposed and collected by the Municipality, exceed the fees provided under Article 103 (Seventh Appendix) 
of the Municipal Corporations Law and are collected at the end of the period for which a license was 
granted, rather than at the beginning, at the time of the issue of the license. 
 
 
(b)    Charges for water supply rights for land division into plots. As we mentioned in our previous Report, 
with the decision of the Municipal Council, water charges for the division of land into plots ranging from 
€171 to €854 are collected, without being covered by relevant Regulations. 
As we were informed by the Mayor, Water Regulations have been prepared and approved and are awaiting 
publication by the Ministry of Interior. 
(c)   Fees for issuing of a license for land division into plots. It was observed that no measures are taken for 
the collection of fees due for the issuing of licenses for the division of land into plots amounting to €4.842 
which are pending since 1998 and are related to licenses which the Municipal Council decided, in excess of 
its powers, to allow their repayment in installments. In his reply, the Mayor informed us that they will take 
legal action to collect those amounts. 
 
 
 
Debtors. 
(a)      Arrears of taxes. According to the financial statements of the Municipality, the arrears of taxes for 
professional license, refuse collection and for licenses for professional premises amounted to €636.618 and 
€518.575 at 31.12.2012 and 31.12.2011, respectively, compared to €402.864 at 31.12.2010. As mentioned 
in our previous Reports, due to improper maintenance of adequate records, the Municipality is not aware 
of the receipts of taxes before 1992 and consequently, the actual amounts due for taxes imposed before 
that year. The Mayor informed us that the arrears are due to lack of timely execution of warrants by the 
Police and due to taking no legal action on humanitarian grounds. 
 
 
 
 
(b)    Water supply. According to the financial statements of the Municipality, the water supply debtors 
amounted to €1.169.134 and €1.022.847 at 31.12.2012 and 31.12.2011, respectively, compared to 
€876.339 in 2010.   Debtors include cases of consumers who owe significant amounts, without the 
Municipality taking  appropriate measures for their early recovery, as provided in Regulation 117(3) of the 
Villages (Administration and Improvement) Regulations of the Improvement Board of Aradippou, which 
continue to apply. 
Fees charged for civil marriages. The Municipality carries out wedding ceremonies without collecting the 
relevant fee, contrary to Article 11 (3) of the Marriage Law, resulting, according to the financial statements 

Recommendation: The Municipality, if it considers it appropriate, to promote, in cooperation with 
the Union of Municipalities, the modification of the Municipal Corporations Law in order that the 
collection of debts in installments to be lawful. 

Recommendation: The statements of arrears to be carefully studied in order to identify cases that 
can be collected and effective measures to be taken for their collection while the amounts which are 
considered impossible to recover to be deleted, as envisaged. 

Recommendation: The annual fee should not exceed the fees provided in the above laws and should be 
imposed and collected at the beginning of the year for which the license relates. 



 

 

for the years ending on 31.12.2012 and 31.12.2011, in the balance of debtors from civil marriage fees to 
increase to €425.955 and €414.961, respectively (€372.083 on 31.12.2010). 
On that point it is stated that, according to the computerised register of civil marriages, the collection of 
fees for 1894 civil marriages carried out in the period 2007-2013, amounting to €529.625 was delayed, until 
31.12.2013, ie there was an increase of €157.542 or 42%, compared with 2010, without the Municipality 
taking any measures against the debtors. It is reported that an amount of €388.614 or a percentage of 
73,37% of the total amount due, is owed by a single travel agency (€295.734 at 31.12.2012 and €309.266 at 
31.12.2011) and found that three tour operators ceased their "cooperation" with the Municipality, without 
paying the fees due amounting to €53,000 which relate to 178 civil marriages. The Mayor informed us that 
drastic measures have been decided to be taken against those owing significant amounts. 
 
 
 
Water loss. In the years 2012, 2011 and 2010 there were significant losses of water, as shown below: 
  
 
 

 
The total cost of water losses for the years 2010-2012, according to the table above, amounted to 
€1.859.493, while the average loss rate was 37.5%. It is noted that these rates exceed the maximum water 
loss rate of 20%, which is considered acceptable by the Water Development Department and the Water 
Boards. 
In his reply, the Mayor informed us that the Municipality, in collaboration with expert consultants, 
proceeded in taking measures to reduce the losses, but much of the loss is due to the outdated water 
supply system, the improvement of which will take time and money. 
 
 
 
 
 
 

 
2012 
m3 

2011 
m3 

2010 
m3 

Purchase 2.365.337 2.370.141 2.306.960 
Sale/consumption (1.507.430) (1.485.201) (1.406.030) 
Loss     857.907 884.940 900.930 
    Percentage of loss  36% 37% 39% 
Average cost €0.70 €0,71 €0,70 
Cost of loss €600.535 €628.307 €630.651 

Recommendation: To avoid the loss of fees from civil weddings, the fees to be collected before the 
marriage takes place, in accordance with Article 11 (3) of the Marriage Law. 

Recommendation: The Municipal Council to investigate the matter and take corrective measures to 
reduce water losses, for example through the installation of regional water meters, the indications 
of which to be reconciled with the meter readings that are installed at the consumers’ premises, as 
well as with the indications of the central water meter so that losses can be investigated per region, 
in order to assess and identify whether they are due to the state of the central network or to the 
illegal connection to premises. 



 

 

Competition for the purchase of services for the operation, management and maintenance of the Unit 
Composting Livestock Residues of Aradippou Municipality using the accelerated procedure- No of 
Competition MA/TS/27/14. In November 2014, the Municipality announced a tender for the purchase of 
services for the operation, management and maintenance of the unit composting livestock residues of the 
Municipality, with accelerated procedures, under article 84 (1) c of Law 12 (I) / 2006. 
In January 2015, with our letter to the Mayor we observed that, pursuant to the provisions of the tender 
documents, the Budget of the contract amounted to €28.000 per year and the duration was for two years. 
Therefore, the total estimated cost was €56,000. 
In addition to the above amount, the tender documents provided that the Contractor should give to the 
Municipality an amount of €20.000 per year (total for two years €40,000) for the maintenance / upgrading 
of the road network of the livestock area. 
In view of the above, we pointed out to the Municipality that the invitation of the tender using the 
accelerated procedures, did not comply with the provision of section 84 (1) c, which provides that the 
estimated value of an invitation to tender for services shall not exceed the amount of €50,000. We 
expressed the view that the competition in question should be cancelled and re-announced using the open 
procedure. In April 2015, the Mayor informed us that the tender was cancelled according to the 
suggestions of our Office. 
 
 
 
3.13 PARALIMNI MUNICIPALITY   
(a)   Agreement for the exclusive supply of organic waste within the municipal boundaries of the 
Paralimni Municipality - Agreement for the assignment of the obligation for the receipt  and weighing of 
organic waste. In November 2014, with our letter to the Mayor, we requested to be informed as to 
whether an agreement for the exclusive distribution of organic waste within the municipal boundaries and 
an agreement for the assignment of the obligation for the receipt and weighing of organic waste had been 
signed between the Municipality and a private company. We also requested to be informed about the 
procedure followed for the conclusion of the aforementioned agreements and the provisions of the 
legislation under which this process was implemented. 
In December 2014, the Mayor informed us that the Municipal Council had decided that the Municipality 
proceeded with a direct award of the above services to a particular private company and the relevant 
contracts were signed on 2.9.2014. 
In the same month, the Ac. Director General of the Ministry of Interior informed us that the above issue 
was examined at a meeting between the Ministers of Interior and Agriculture, Rural Development and 
Environment, in the presence of the Mayor of Paralimni at the Ministry of Interior, during which it was 
decided to lease the necessary state land to Paralimni Municipality which will then invite an open 
competition for the award of the above services. 
In October 2015, the Mayor informed us that the agreement was concluded with favourable provisions for 
the Municipality without any recourse to the Tenders Review Authority. 
 
 Recommendation: For the award of contracts, the procedures which the legislation provides should be applied. Only the process of an open and fair competition, in which there will be broad participation, documents that the award is made with favourable provisions for the contracting authority. 

Recommendation: In the cost estimate all conditions should be accounted, in accordance with the law. 



 

 

 
 
(b)    Competition for securing a license for providing facilities at various points of the beaches located 
within the administrative boundaries of the Paralimni Municipality - No of Competition 7/15. In April 
2015, with our letter to the Mayor, we observed that in the tender documents were prepared by the 
Central Committee of Beaches, a provision was included under which the bidders should submit with their 
offer a certificate from the competent local authority, in relation to their experience, which should not be 
less than five years, in providing facilities at the specific beach area for which they would submit tenders. 
The issue is related with the observation in Paragraph 3.3 of this Report for the Competition of the Limassol 
Municipality for securing a License for Providing Facilities at a point of the Olympian Coast located within 
the administrative boundaries of the Municipality of Limassol – No of Competition 17/2015.  The same 
observations and recommendations of our Office apply. 
 
3.14    AGIA NAPA MUNICIPALITY 
(a)    Competition for securing a License for the Delivery of Facilities at various points of the beach located 
within the administrative boundaries of Agia Napa Municipality – No of Tender 17/2014. The above 
competition was invited on 27.11.2014 with a date of submission of tenders the 27.11.2014. Upon review 
of the tender documents, which were prepared by the Central Committee of Beaches, it was observed that 
the provisions of the above documents specify that for the competition, any economic operator should 
have at least five years experience in the provision of facilities at the beach area for which he would make 
an offer. 
The issue is related with the observation in Pargraph 3.3 of this Report for the Competition of the Limassol 
Municipality for securing a License for Delivering Facilities at a point of the Olympian Coast located within 
the administrative boundaries of the Municipality of Limassol – No of Competition 17/2015.  The same 
observations and recommendations of our Office apply. 
(b)      Competition for securing a License for the Delivery of Facilities at various parts of the beach 
located within the administrative boundaries of Agia Napa Municipality – No of Tender 7/2015.  In April 
2015, the Municipality invited a new tender for licensing the provision of facilities at various points of the 
beach that is located within the administrative boundaries of the Municipality by amending the relevant 
provisions that were included in the documents of the previous tender no. 17/2014 in relation to the right 
as to who participates in the competition. It is noted that in the documents of the new competition, the 
corresponding provisions provide at least five years experience in the provision of facilities in Cyprus or in 
conditions similar to those of Cyprus. 
In our letter to the Mayor, in May 2015, after the examination of the initial as well as the additional tender 
evaluation report, we noted the following: 
          (i)     Under a provision of the tender documents, for any economic operator to be eligible   to 

participate they must have a diploma in navigation of a Yacht Club School or of other 
organisations recognised by the Cyprus Sports Organisation and the Department of Merchant 
Shipping (DMS) or of a competent authority of an EU Member State. We noted that the above 
provision does not clearly determine the qualification required and the authority which would 
issue it and it was clear, from the correspondence with the DMS, that the diploma required 
does not correspond to any specific diploma. We also observed that, in accordance with the 



 

 

Supplementary Report of the Evaluation Committee, no tenderer fulfilled this condition, since 
no one had come up with such a diploma. 

          (ii)        A tenderer did not meet the condition providing for the non existence of a previous conviction 
for an offense concerning his professional conduct, based on a judgment which had become 
final, while three tenderers did not submit their offer certified by the Sewerage Board Ayia 
Napa that they have settled their financial obligations, as required. 

          (iii)      Also another tenderer did not meet the requirement of having a lifeguard diploma equivalent 
to the Silver Medal of Cyprus Lifesaving Federation or a respective diploma of an organisation 
of an EU Member State. 

In view of the above, we expressed the view that the competition should be cancelled, since no tenderer 
met the above essential condition for the navigation diploma and additionally, some tenders presented 
further deviation from an essential condition of the competition. 
In August 2015, the Mayor informed us that the Tender Board of the Municipality, after taking account of 
the position of our Office and the advice of its legal advisors, decided the award for 9 of the 10 points of the 
beach to reject the offers and repeat the invitation for the tenth point of the competition, since all of the 
tenders for that point were deemed invalid. Against the Tender Board’s decision, five complaints were 
registered by interested tenderers, of which 4 are pending for trial before the Central Committee of 
Beaches, while the fifth was dismissed because the relevant documents had not been submitted. 
 
 
 
 
3.15 PEGEIA MUNICIPALITY 
Further information on the financial position of the Municipality for the years 2010, 2011 and 2012 (year 
results, revenue, expenses, short-term and long-term liabilities, staff, loans) are presented in Annexes IV, V 
and VII, which also set out the corresponding data and information of the other Municipalities in order to 
provide an overall picture and to allow for comparison between Municipalities. 
Also, data and information regarding the budgeted income and expenditure of the Ordinary Budget, 
budgeted and actual expenditure of the Development Budget, pensions and lump-sum gratuities of 
employees, public swimming pools, petroleum stations, remuneration, compensation and representation 
expenses of Mayors and of  members of the Municipal Council and pensions and lump-sum gratuities of 
former Mayors, are presented in statements in paragraph 3.1 - General Observations to enable comparison 
between Municipalities. 
Qualified Audit Report. Due to the non-application of the International Accounting Standard no. 19 
“Employee Benefits” and the non performance of an actuarial study, the Municipality is unable to assess 
the actual / current actuarial liabilities to the Pension Fund and Gratuities, resulting in the non-recognition 
in the Income and Expenditure Account of any deficit or surplus contributions and their non-inclusion in the 
Balance Sheet. 
Considering the above, the Audit Reports on the financial statements of the Municipality for the years 
ended on 31.12.2010, 31.12.2011 and 31.12.2012, were qualified. Relative is the paragraph relating to the 
Pension Fund and Gratuities below. 

Recommendation: Tenders which violate an essential condition of the competition should be rejected, 
in accordance with the law. 



 

 

Submission of financial statements for audit. The audit of the financial statements for the years 2013 and 
2014, which were submitted in accordance with the provisions of the Municipal Corporations Law, is 
planned to take place towards the end of 2015. The following topics are related to the audit of the financial 
statements for the years ended on 31.12 .2010, 31.12.2011 and 31.12.2012. The financial statements for 
2010 and 2011, were submitted for audit on 4.9.2012 and 10.10.2012, respectively, instead of by 30.4.2011 
and 30.4.2012 respectively, as defined in article 81 (1) of the Municipalities Law, while the financial 
statements for the year ended on 31.12.2012 were promptly submitted. 
 
 
 
Financial Position. 
(a) Overdraft of General Account. Although the Municipality concluded in 2009 two loans from the 
Cooperative Central Bank amounting to €3m. and €2m. to cover its overdraft, as well as to address other 
current obligations resulting in reducing the overdraft balance of 31.12.2009 to €1m., the amount of the 
overdraft at 31.12.2012 had increased to €1,9m. 
(b) Measures to improve the financial position of the Municipality. The Municipality could exercise in a 
more effective and economic way the powers conferred to it by the relevant legislation and to improve its 
financial position, taking all necessary measures for the timely collection of all amounts due, including due 
taxes , fees, licenses and charges, which at 31.12.2012 amounted to €4m., compared to €2,6m. at 
31.12.2009 (54% increase), the imposition and collection of charges for licensing advertisement boards and 
the taking of measures to limit water losses. 
The Mayor informed us that the Municipality will comply with the above recommendations of our Office to 
exercise the powers conferred to it by law for timely recovery of arrears of taxes, fees and charges due. 
 
 
 
Internal control.  
(a)    Weaknesses and shortcomings. Despite the improvement observed in the internal control system, 
some weaknesses and deficiencies relating mainly to the  improper archiving of documents and the 
maintenance and updating of the folders for tenders, the non-submission of the certificate of the physical 
count of assets of the Municipality, the failure to monitor and control the loss of water from the water 
supply network,  the invitation of tenders for various operations without assessing the relevant costs and 
the long delays in the payment of invoices, still exist. 
(b)    Computerisation of tax catalogues. Several taxpayers, natural and legal persons, are registered with 
temporary codes in the computerised tax system, instead of with their identity number or company 
registration number, respectively. We noted that this practice, in cases where the taxpayers do not settle 
their taxes, make it difficult to take legal action against them, while they do not allow the review and / or 
grouping of all the debts of every natural or legal person. 
In response, the Mayor informed us that the Municipality will take measures to improve the above 
weaknesses. 
 

Recommendation: The financial statements should be submitted in time, as is clearly defined in the 
legislation. 

Recommendation: The Municipality to exercise more effectively its powers in order to improve its 
financial position. 

Recommendation: The internal control system to be strengthened, to overcome the weaknesses 
observed. 



 

 

 
 
Additional benefits of employees. In the total cost of permanent staff for the years 2012, 2011 and 2010, 
benefits of employees (Easter allowance-14th month salary, health insurance, contribution to the Welfare 
Fund, life insurance and other fixed allowances) are included, which totaled €88.749, €81.908 and €76.074, 
respectively. Special reference which concerns the Ministry of Finance is included in Paragraph 2.8 of this 
Report. 
Pensions and Gratuities Fund. Although, according to the International Accounting Standard no. 19  
“Employee Benefits” an actuarial valuation to calculate the deficit or surplus contributions to the Pension 
Fund and Gratuities should be carried out at regular intervals (usually every three years) and despite the 
recommendations of our Office in auditing the financial statements for the years ending on 31.12.2008 and 
31.12.2009, the Municipality did not carry out an actuarial valuation, thereby it is not aware of its 
obligations to the above Fund. 
 
 
 
Illegal payment of an additional gratuity to the former Inspector of the Improvement Board of Pegeia. 
The Municipal Council, in excess of the powers and responsibilities conferred to it by the Municipalities 
Corporations Law and the Municipal Regulations relating to pensions and gratuities, decided on 18.3.2008 
the payment to the former Inspector of the Improvement Board of Pegeia an amount of €94.328 (£55.208), 
as an additional bonus on the ground that he retired at the age of 60, instead of at the age of 65, as 
provided in the Social Insurance Law. It is noted that the former Inspector retired on 28.8.1994 (ie 14 years 
before taking the decision thereof) at the age of 60 years, as it was then provided in the Municipal 
Corporations Law, from the position of Acting Municipal Secretary, a position in which he was placed under 
article 61A of the Law, after the proclamation on 7.1.1994 of the area of the Improvement Board of Pegeia 
to a Municipality, paying to him the amount he was entitled out of the Provident and Gratuity Fund and an 
additional amount £19.000 (€32.463). It is also noted that no provision for the additional bonus amounting 
to €94.328 was included in the Ordinary Budget for 2008. 
The Mayor, in his letter of reply dated 23.7.2015 on the above issue, provided several reasons for the 
payment of the above bonus, including the opinion of the legal advisor of the Municipality and Unions, 
which in themselves do not legitimize the Municipal Council’s decision. 
On this point it is stated that, because of the seriousness of the issue raised by our Office, it was referred to 
the Attorney General for any measures he considered appropriate. In his letter to the Mayor dated 
22.9.2010, which was notified to our Office, he stated, inter alia, that certain decisions of the Municipal 
Council relating to personnel matters, are not only illegal, but also they brutally offend the principles of 
good administration to a degree that their tolerance is not possible. 
Renting of two pavilions and granting the right for the use of the beach at Coral Bay. 
(a)    The Municipality invited a tender for renting two pavilions and for the granting of the right of use of 
the beach at Coral Bay and on 28.2.2005 signed a contract with a specific company for five years starting 
from 1.3.2005, with an annual rent of €153.774 (£90.000) for the pavilion no. 1 and €119.602 (£70.000) for 
the pavillion no. 2, plus an annual fee for the use of the beach for an amount of €174.277 (£102.000). 

Recommendation: The Municipality to carry out an actuarial valuation, in order for the Municipal 
Council to decide how to finance any deficit contributions in accordance with the recommendations of 
the actuary. 



 

 

On 8.12.2005, the Municipal Council approved the request of the above company for modification of the 
contract, agreeing on a variable rent from €96.109- €201.826 (£56.250- £ 118.125) for pavilion no. 1 and 
€74.751- €156.978 (£43.750 - £91.875) for pavilion no. 2 on the ground, inter alia, that there was a 
difference of €140.105 (£82.000) from the next best offer. The Municipal Council also decided to increase 
the duration of the contract from five to ten years, contrary to article 34 of the Award of Public Contracts 
(Supplies, Projects and Services) Law of 2003 (L.101 (I) / 2003) which was in force when the decision was 
taken and which provided that the contracting authority shall take all necessary measures to comply with 
the principles of equal treatment, transparency and non-discrimination between economic operators. 
After a new request of the company, the Municipal Council decided on 20.4.2010 to reduce the rent for the 
two pavilions and for the right to use the beach for the year 2009 by 40%, while on 5.7.2011, after another 
request of the company for a reduction of 40% of its debt for 2011, it approved a reduction of 15%, 
contrary to Article 38 (1) of the General Principles of the Administrative Law 1999 (L.158 (I) / 99),  which 
states that the principle of civil equality requires that the administration, in exercising its discretion, to 
exercise equal or uniform treatment of all citizens under the same or similar conditions. 
On this point, it is stated that the above decision was taken in breach of Article 85 (2) (ie) of the Municipal 
Corporations Law, according to which, for the write off of debts in excess of €256, the prior approval of the 
Minister of Interior is required, a power which was assigned to the District Officer with the R 237/94 dated 
7.10.1994. 
(b)  The company, citing problems caused by the power failure in August 2011, resulting in the 
electrification of the premises through the use of generators as well as the problem of corrosion of the 
beach due to the weather conditions in 2012 which reduced its business to six months in 2011 and 4 
months in 2012, requested: 

(i)     That the contract for the pavillion 2 is applied by analogy, that is, only for six months for 
2011  and 4 months in 2012. 

(ii)     The termination of the contract for the pavilion no. 1 and of the right to use the beach at 
Coral Bay from 1.1.2013, while, for the amount due for the period of operation for 2011 
and 2012, to apply the same period as for pavilion no. 2 and, in return, to give to the 
Municipality its assets, namely beds and umbrellas, plastic corridors, equipment of the 
pavillion no. 1 and others, which once recorded, their value to be assessed as to their 
value by officers of the Municipality. 

(iii)    That the Company pays the amount of fuel for the operation of two generators in 2011. 
The Municipal Council, in its meeting dated 29.1.2013, approved the above requests, with a reservation 
regarding the acceptance of the proposal of the company for the granting of its assets to the Municipality 
and deciding that a team consisting of employees of the Municipality and members of the Municipal 
Council to visit the beach for the examination of these assets. 
(c)   The Municipality, in response to our letter dated 6.9.2013, informed our Office that a relevant 
document was signed with this company, with which it was released from its contractual obligations to the 
Municipality regarding the rent of the pavillion no. 1 and the right to use the beach. 
This letter also stated that an amount of €248.449, which related to the rest of the company's debts for the 
years 2012 (€102.865) and 2011 (€145.584), was considered as a counterpart of the company's costs for 
the construction work carried out on the beach and the cost of assets that were granted to the 
Municipality, despite the fact that our Office, with the above letter indicated, inter alia, that the company's 



 

 

proposal to repay its debt for the rent of the pavillion and for the right to use the beach by granting its 
assets, should not be accepted. 
It is also pointed out that during the audit it was found that no assessment of the value of these assets by 
an approved independent valuer was carried out, a relevant list / inventory was not prepared, a tax invoice 
was not issued by the company and the said assets were not recorded as fixed assets of the Municipality. 
(d)   As shown in the table below, the total rent for the years 2009 to 2013 amounted to €2.042.634. Of this 
amount only €929.315 was received, while an amount of €1.095.489 or 53.6% was deleted. 

 2013  2012  2011  2010  2009  Total 
 €  €  €  €  €  € 

Rent   149.503  498.912  481.826  464.740  447.653  2.042.634 
Rent received    98.782  66.766  100.146  395.029  268.592  929.315 
Amount due  50.721  432.146  381.680  69.711  179.061  1.113.319 
Write off of 15%  -  74.837  72.274  69.711  -  216.822 
Write off of 40%  -  -  -  -  179.061  179.061 
Write off in accordance with the 
company’s  proposal and as per 
the approval by the Municipal 
Council –  29.1.2013  -  254.444  163.822  -  -  418.266 
Write off with the approval of 
the Minister of Interior  32.891  -  -  -  -  32.891 
Write off against the company’s 
assets.  -  102.865  145.584  -  -  248.449 
Total of write offs  32.891  432.146  381.680  69.711  179.061  1.095.489 
Balance due  17.830  -  -  -  -  17.830 

(e)   With regard to what our Office pointed out above, the Mayor with his letter dated 23.7.2015 in 
relation to the audit of the financial statements for the years ended on December 31, 2010, 2011 and 2012, 
informed us of the following: 
            (i)     When signing the contract, the two pavilions were at their final stage of construction and the 

tenant undertook, at his own expense, the purchase of all equipment , the configuration of the 
spaces, the beautification of the area, to plant trees etc. 

            (ii)    The owner of the property adjacent to the pavilions, although initially gave his consent for the 
transfer of electricity to the said premises through his property of his estate, he later refused 
to do so , causing the tenant, with the Municipality knowing about it, to proceed with an illegal 
connection of the two pavilions with the electricity meters of two adjacent houses, paying all 
expenses for the purchase of additional electricity from EAC, for the upgrade of the meters, for 
the excavation and installation of new cables, plus the repayment of all electricity bills for both 
houses. 

            (iii)    A specific company with interests in the region, continues since then until today, to obstruct 
the Municipality in the utilisation of the beach, obstructing the pathways by placing boulders 
and has proceeded in taking legal action against it. 



 

 

 The same company, in August 2011, informed the EAC of the illegal connection with the 
power supply of the two premises, causing the disconnection of the electricity supply and the 
filing of a complaint against the tenant as well as against the house owners. 

             (iv)  The tenant, with the consent of the Municipality, proceeded to hire two generators for the 
electrification of the premises. Following a complaint, the Cyprus Energy Regulatory Authority 
(CERA) demanded the removal of the generators because it was required to secure a permit in 
advance and as a result, the operation of the pavilions and the beach were terminated as from 
the end of August 2011. 

             (v)    In February 2012, due to a severe sea storm, the pavilions flooded, the watertight tanks were 
destroyed and the sand was removed from the beach. 

            (vi)    A consequence of the events described in paragraphs (iii), (iv) and (v) above, was that the 
beach closed for the period August 2011-July 2012, without he tenant having any 
responsibility. For this reason, the Municipal Council decided that the contract and therefore 
the rent collection would only be valid as long as the beach was open and the pavilions were in 
operation, indicating that lowering the rent was not an issue, since there was no rent. 

Our Office does not share the Municipality’s views and believes that, over time, its attitude in this matter 
constitutes a serious violation of good governance principles which also affected the revenue of the 
Municipality. The drastic reductions in rents in relation to those that were included in the contract, the 
modification of essential terms of the contracts and the tolerance and / or involvement in the illegal 
electrification of the premises constitute issues of mismanagement and abuse of power. 
Reductions in rents charged for premises. 
(a)    After an invitation of a tender, the Municipality signed a contract with a company on 29.4.2013, to 
rent the pavilion no. 1 at Coral Bay for the period 22.4.2013 to 31.12.2013, for rent amounting to €103.000 
plus VAT. The Municipal Council, at the request of the contractor, who pleaded a drop in turnover due to 
the economic crisis, decided on 10.9.2013 to reduce the rent by 22%. The Municipality with its letter dated 
25.9.2013, to the Director General of the Ministry of Interior, secured on 12.2.2014 the approval of the 
Minister for the reduction. 
(b)   Following this company's request, the Municipal Council decided on 10.9.2013 to reduce the rent of 
the cafeteria in the Municipal Park for the years 2012 and 2013 by 40%, ie by €14.000 per year (€28,000 in 
total), due to the economic crisis and the decrease in its turnover and an extension of the rental contract 
for another year, without the existence of a relevant provision in the contract. 
Although, according to its above decision, the Municipal Council has set as a condition for granting the 
reductions, the settlement of all the amounts due by the company by the end of 2013, it was found that, 
until the completion of the audit, the company's debts for rents of previous years, amounted to €41.141. 
On this point, it is stated that the above decisions of the Munipal Council, violate article 38 (1) of the 
General Principles of Administrative Law 1999 (L.158 (I) / 99), which states that the principle of equality of 
citizens imposes on the administration, in exercising its discretion, equal or uniform treatment of all citizens 
under the same or similar conditions. 
  
 
 
Water loss. In the years 2013, 2012 and 2011 there were significant losses of water, as shown below: 

Recommendation: The amount of €41.141 which concerns the debts of previous years to be demanded immediately. 
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       m3 
      2012 

        m3 
     2011 

       m3 
Purchase/production 1.671.688  1.586.120  1.568.460 
Sale/consumption 1.105.883  1.083.289  1.132.257 
Loss of water    565.805     502.831     436.203 
Percentage of loss          34%           32%        28%                                                                                                                          
Cost (€0,56/m.3)     €316.851    €281.585   €244.274 

The total cost of water losses for the years 2011-2013 amounted to €842.710, while the loss rate increased 
from 28% in 2011 to 34% in 2013. It is noted that these rates exceed the maximum water loss rate of 20% 
considered acceptable by the Water Development Department and the Water Boards. 
 
 
 
 
 
 
Arrears of taxes, fees and charges. 
(a)  Arrears of municipal immovable property tax. The arrears on 31.12.2012, 31.12.2011 and 31.12.2010 
amounted to €649.147, €567.783 and €601.404, respectively, compared to €516.629 on 31.12.2009. It is 
noted that in these arrears, significant sums from debtors residing abroad, are included. The significant 
increase of €132.518 or 26% in 2012 compared with 2009, is mainly due to the fact that the Municipality 
does not send tax bills because it does not know the addresses of many of their owners. 
It is noted that the above arrears do not include those for the years 1990-2001, which are registered in 
handwritten catalogues which relate to debtors residing abroad and / or in Cyprus, whose mailing address 
and / or other personal data is unknown. 
 
 
 
 
 
(b)    Delays caused by a particular company. According to the General Ledger, a company, owner of a 
hotel unit, owed on 31.12.2012, 31.12.2011 and 31.12.2010 overnight fees amounting to €422.312, 
€331.803 and €221.413, respectively, while on 31.12.2013 the fees due amounted to €479.261. 
According to an analytical report prepared by the Municipality, the said company owed on 28.2.2014 
overnight fees of €472.678, water consumption charges of €174.460, garbage collection fees, license for 
professional premises and professional license of €30.687, ie €677.825 in total. 

Recommendation: The Municipal Council to investigate this matter in order to take corrective 
measures to reduce water losses, such as, for example, through the installation of regional water 
meters, the indications of which to be reconciled with the indications of consumer meters as well as 
with the indications of the central water meter, so that losses can be investigated per region in order 
to assess and identify whether these are caused due to the state of the central network and / or to 
illegal connection to premises. 

Recommendation: The Municipality, in cooperation with the Department of Land and Surveys, to 
make efforts to identify at least the addresses of debtors with known identity. Additionally, the 
amounts due for the years 1990-2001, to be registered in the computerised taxpayers debts register 
and in the centralised receivables account in the General Ledger, in order to be able to determine 
the total of the amounts due and monitor their collection. 



 

 

The Municipality filed four lawsuits (two in 2010 and two in 2013) against the above company. Until the 
completion of the audit, the 2010 lawsuits had been heard and the court decided the payment of the 
amounts due by the company in installments, plus expenses. 
It is noted that the Municipal Council decided on 4.4.2012 the write off of fees due for garbage collection 
amounting to €29,035, relating to the years 2002 to 2009, on the grounds that the Municipality did not 
provide any service to the hotel as it undertook the removal of its garbage itself. For the write off of that 
amount, the approval of the District Officer was not obtained. 
 
 
 
(c)  Arrears of water rates. The arrears of water rates on 31.12.2012, 31.12.2011 and 31.12.2010 amounted 
to €805.913, €1.111.661 and €895.221, respectively, compared to €628.108 on 31.12.2009. 
Although our Office suggested measures for the collection of arrears, including the interruption of the 
water supply according to the Regulation 21 of the Water Municipality Pegeia Regulations, because of the 
delay in taking measures, the arrears remained at a very high level. 
According to data of the Municipality, the water supply debts on 31.12.2013 amounted to €824.354 of 
which an amount of €162.633 is owed by the company that owns the hotel unit to which we refer to in the 
previous paragraph. 
According to the letter of the company dated 17.3.2014, the Municipality appears that it had accepted 
three postdated checks of €5.000 each, dated 29.3.2014, 18.4.2014 and 30.4.2014, which, according to the 
Financial and Accounting Instructions, it is not allowed and at the same time creates a risk of potential 
revenue loss. 
 
 
 
(d)       Arrears of overnight fees. 
            (i)     The arrears of overnight fees on 31.12.2012, 31.12.2011 and 31.12.2010 amounted to 

€494.206, €356.767 and €223.364, respectively, compared to €235.741 on 31.12.2009. 
Regarding the arrears of overnight fees on 31.12.2013, they amounted to €572.683, of which 
an amount of €479.261 is due by a company, the owner of the hotel to which we refer above. 

            (ii)     As in previous years, the Municipality continues not to collect overnight fees  for tourist villas 
that are listed in the hotel guide of CTO , as provided in article 85 (2) (k) of the Municipal 
Corporations Law, resulting in loss of revenue. 
 

 
 
Write offs and reductions of taxes and water rates. The write offs and reductions of taxes and water rates 
in the years 2012, 2011 and 2010 amounted to €93.294, €78.798 and €62.849, respectively. Although the 
Municipal Council adopted a specific procedure and criteria for the approval of reductions and write offs of 
taxes and water rates, as well as for imposing reduced taxes on certain categories of taxpayers, it was 

Recommendation: The Municipality to take all necessary measures for the timely collection of the 
amounts due and to prepare regularly updated statements of collections from the above company in 
order to monitor its compliance with the court's decisions. 

Recommendation: To take all necessary measures to recover the amounts due and to end the acceptance of post-dated checks immediately. 

Recommendation: To impose overnight fees on the above premises, according to the law which does not give the Municipal council the right to exclude them and to make efforts for early recovery of the amounts due. 



 

 

observed that, in several cases, the Municipal Council decided for write offs and reductions contrary to the 
criteria which were approved by itself. 
(a)  Write offs of arrears for amounts over €256. Although, in accordance with article 85 (2) (ie) of the 
Municipal Corporations Law, for the write off of arrears greater than the amount of €256 (£150), the prior 
approval of the Minister of Interior is required, a power which has been assigned to the District Officer, it 
was observed that the Municipality continues to write off amounts in excess of €256, without the said 
approval. 
 
 
 
(b)     Objections. From a sample survey of a number of objections received, it was found that, in several 
cases, the Municipality proceeded to write-offs and reductions of taxes and water rates, without the 
objection forms to be sufficiently completed and signed by the interested applicants and without being 
accompanied by the necessary documents / information while, in some cases, reductions were made 
without completing the objection form and without submitting any documents, but only with an oral 
request. 
(c)      Write-offs and reductions without the approval of the Municipal Council. A number of cases of 
taxes and water rates write off, without the prior examination and approval by the Municipal Council, were 
identified. 
(d)    Write off of arrears relating to rented premises. Although, for debts of taxes and water rates 
relating to premises abandoned by their tenants, the Municipality adopted the tactics of collection of 
arrears from the owners of the premises, on 20.11.2012 the Municipal Council decided to write off the 
outstanding arrears, whereas, for purposes of equal treatment, it decided to return the arrears which had 
been collected by the owners. 
 
 
 
 
Pegeia Municipal Park at “Paliomonastiro”. In January 2004, the Municipality invited a tender (No. of 
Competition P24 / 2003) for the selection of a consultancy office for the study and supervision of the 
construction of the Pegeia Municipal Park. In the documents of the above competition it was determined 
that the compensation of the consultancy office  will be calculated as a percentage of 10% of the final 
construction cost and will include  Architecture services, Civil Engineering, Mechanical Engineering, 
Electrical Engineering and Quantity Surveyor.  The amount of £300,000 was also determined as a 
preliminary budget of the project. With the decision taken by the Municipal Council on 18.3.2004, the 
contract was awarded on 29.3.2004 to a private consultancy office. 
In April 2006, the Municipality invited a tender (No. of Competition P2 / 2006) for the construction of the 
Municipal Park, based on the plans and documents prepared by the consultant of the project. 
Subcontracting work was included in the Bill of Quantities of the documents of the above tender, as 
“Amounts of the Initial Cost for Subcontractors Appointed”, for a total amount of £269.000. The terms of 
Joint Building Contracts Committee of Cyprus (J.B.C.C.C) with Quantities (Version July 1996) were adopted 
as the terms of the Contract for the construction of the project. 

Recommendation: The write off of amounts in excess of €256 by the Municipality, without the 
required approval, is illegal and must be terminated immediately. 

Recommendation: The above decision of the Municipal Council and the failure to take legal action 
against the tenants of the premises, which resulted in the loss of revenue to the Municipality and the 
unequal treatment of taxpayers, is not legitimate and should be terminated immediately. 



 

 

7 tenders were submitted and the tender was awarded on 17.8.2006 to the lowest tenderer, for the 
amount of £1.021.821 (€1.745.884). 
The commencement of the works was on 4.9.2006. According to the contract, the completion of the 
project was scheduled to take place on 4.7.2007 (10 months contract period). Eventually the project was 
completed on 24.9.2008, ie with a considerable delay of 14,7 months. The amount of the final account was 
at £1.050.076 (€1.794.161). 
On 2.8.2010, the contractor submitted a claim for financial compensation amounting to €564.962, due to 
the aforementioned delays in the project completion. The consultant, after evaluating the Contractor's 
request, decided an extension of 8 months time with a financial compensation amounting to €204.659. The 
Municipality rejected the above claim of the Contractor and the recommendation of the consultant and the 
issue is pending for trial at the Paphos District Court, following a recourse to the court filed by the 
Contractor. 
On 7.7.2010, the consultant submitted a request for financial compensation amounting to €81.271, for 
further supervision of the project, due to the aforementioned delay in completion. The Municipal Council at 
its meeting dated 20.7.2011, decided the payment of an amount of €28.000 to the consultant for full and 
final settlement of the above claim, which he accepted. 
In April 2015, with our letter to the Pegeia Mayor we noted the following with regard to the 
implementation / project management by the Municipality and the consultant:  
(a)      Award of the study and supervision of the project. 
           •      The signing of the contract between the Municipality and the consultant took place on 

10.1.2006, ie about 21 months after the date of the award letter which was on 29.3.2004 
whereas, in accordance with Article 10 of the Contract, the signing should take place within 15 
days. 

           •     The percentage of the compensation of the consultant (10%) established in the tender 
documents is very high, compared with similar types of projects, which - during the above 
period - amounted to 5% to 6% for building projects and 2% to 3% for technical works (the 
park is considered as a work that combines both, hence the reasonable remuneration rate is 
somewhere in between, ie. 4%). 

           •    On 21.3.2005, the designer informed in writing the Municipality, that the Surveyor of the 
project had calculated that the cost of the project would amount to  £860.000. The issue was 
examined at the Municipal Council meeting held on 7.4.2005, during which it was decided to 
request the Surveyor to find ways to reduce the project cost so that it does not exceed 
£500,000, without being asked to redesign the project in order for the cost to be within the 
preliminary project budget. 

           •        The project was awarded, as mentioned above, for the amount of £1.021.821 (€1.745.884). The 
consultant was paid by the Municipality 10% on the amount of the final account, ie €179.416 
(10% x €1.794.161), as well as an additional amount of €28,000, due to the delay in completing 
the project. It is noted that, according to the preliminary budget of the project, as defined in 
the contract for the project’s study, the remuneration of the consultant was expected to 
amount to  £30.000 (10% x £300.000) approximately. 

 (b)     The construction contract. 
            •    The amount of the contract (£1,021,821), compared to the amount of the cost  estimate 

calculated by the Surveyor (£860,000), is 18.8% higher. It is also 2.5 times higher than the 



 

 

preliminary budget of the project (£300,000), as defined in the consultant’s contract, according 
to which he should have done the design. In view of the above, the Municipality should have 
requested from the consultant the preparation / modification of the plans so that the cost falls 
within  the preliminary budget, as soon as he was informed by the consultant’s letter dated 
21.3.2005, that the Surveyor had calculated that the estimated cost of the project amounted 
to £860,000. The decision to award was taken at a meeting of the Municipal Council held on 
22.6.2006, by a majority vote (six votes in favor and 3 votes against), in which the minority 
members of the Council argued that the tender should be cancelled because of its high cost. 

           •        The commencement of the works was on 4.9.2006, without the contract being signed. This was 
eventually signed during the meeting of the Municipal Council held on 26.10.2006. 

           •      The claims of the Contractor for the extension of time and the financial compensation were 
submitted to the consultant on 2.8.2010, ie almost two years after the completion of the 
project (which took place on 24.9.2008) and about 1 month after the settlement of the final 
account (which took place on 29.6.2010). 
It is noted that, according to article 24 of the Contract Terms (Contract J.B.C.C.C.), the 
Contractor was obliged to warn in writing the consultant for any delays in the progress of the 
works together with details about the cause of the delay. In view of the fact that the 
Contractor had failed to comply with the above article of the contract, the consultant had an 
obligation to reject the claim of the Contractor, as late. 

   •     The project was completed with a delay of 14.7 months. The Municipality has not imposed on  
the Contractor any delay clause (which was set at £400 / day) in order to protect its rights. 

In July 2015, the Mayor informed us of the following: 
The delay in the signing of the contract between the Municipality and the consultant was due to the 
malfunctioning of the Municipal Council due to health problems of the then Mayor, which led to his 
resignation and the holding of by- elections. 
The rate of remuneration of the consultant (10%) was based on the instructions of the Cyprus Scientific 
Technical Chamber (CSTC) and also after considering similar rates provided by other Municipalities. 
The issue of the Budget of the project was extensively considered by the Municipal Council in view of its 
desire that the project becomes a reference point for the Municipality of Pegeia. The final decision was to 
award the project and then find a way of reducing its cost to the amount of £ 860,000, subtracting certain 
parts from it. 
The delay in the signing of the construction contract was due to the difficulty of the Municipal Council to 
convene a meeting. 
The Municipality agrees with our position, in respect of the obligation of the consultant to reject the 
Contractor's claim as being late. For this reason it has not been accepted and the matter is before the Court 
for trial. 
The Municipality has not imposed on the Contractor any fine for the delay in completing the project. The 
matter is likely to be considered by the Court in the trial for the Contractor's claim. 
In August 2015, with our new letter to the Mayor and members of the Municipal Council, we pointed out 
the following: 
•       The CSTC had no power to determine the remuneration of the consultant. The rate of pay should be a 

product / result of free competition. 



 

 

•       The decision to award the competition was given on the condition that the consultant engineer would 
undertake, after the award, the coordination of concluding an agreement between the Municipality 
and the Contractor to reduce the project implementation costs to £860,000, with the deduction of 
certain parts from the contract. We asked to be informed whether any works were deducted from 
the Contractor's contract and what was the cost thereof. 

 
 
 
 
 
 
 
Preparation of Tender Documents for granting a License for Providing Facilities at the Pegeia Municipality 
Beach. 
In the tender documents, which have been prepared by the Central Committee of Beaches, a provision was 
included whereby the bidders would have to submit, along with their offer, a certificate from the 
competent local authority, in relation to their experience in providing facilities at the beach area for which 
they would submit a tender, which should not be less than five years. 
The issue is related to the observation in paragraph 3.3 of this Report for the Competition of the Limassol 
Municipality for obtaining a License for Providing Facilities at a point of the Olympian Coast located within 
the administrative boundaries of the Municipality of Limassol – No. of Competition 17/2015. The same 
observations and recommendations of our Office apply . 
Tender No. PO4 / 2015 - Renting and operation of a kiosk / pavilion canteen at Coral Bay beach. The 
Municipal Tender Board, in its meeting on 3.4.2015, decided to award the competition to a private 
company which was the highest bidder. In May 2015, with our letter to the Mayor, we noted the following: 
Another company of the same owner, was awarded the contract for the running of the cafeteria of the New 
Nicosia General Hospital. However, because after the expiry of the contract, which was in October 2011, he 
refused to withdraw and hand over the canteen, the Ministry of Health - through the Legal Office - 
proceeded to a court eviction procedure. Due to the lengthy eviction process, there was a delay in 
awarding the new contract and, the company owes to the public rent of one year (over €300.000). 
Also, in accordance with the letter dated 21.4.2015 of the Control Unit of the Ministry of Interior, the same 
company had been awarded 2 of the University of Cyprus contracts for the running of the cafeteria and 
restaurant which were denounced by the University and were terminated. 
In view of the above and considering the very low amount of guarantee for the strict execution foreseen in 
the contract documents (€10.000), as compared with the expected monthly rent (€1,5m. for the five years 
of the contract), we indicated to the Municipality that our Office had serious reservations as to whether it 
would be in the interest of the Municipality to award the contract to this company, expressing the view 
that it could not ignore its previous professional behavior towards other contracting authorities and, also, 
that, any award to this company, endangers the public interest and secondly constitutes a reward to a 
company that attempts to circumvent the safeguards laid down in the legislation for the protection of the 
contracting authorities from unsuitable bidders. 

Recommendation: The rate of the remuneration of the consultant is determined on the basis of competition and market conditions. Its determination in advance is not allowed and neither the CSTC has the authority to advise on the remuneration of its members, thus acting as a trade union. If the estimate exceeds the budget of a project, the revision / modification of its design is required so that the cost of the project is consistent with the Budget. The contract award and the subsequent modification of the design for cost reduction, does not protect the interests of the Contracting Authority. The delay clauses are applied immediately after the contractual completion date to safeguard the interests of the Employer. 



 

 

Finally, we noted that it was up to the Municipality to consider all the facts and take its own decisions 
which would safeguard its interests. 
In June 2015, the Mayor informed us that the Municipal Council, in its meeting held on 27.5.2015, decided 
to proceed with signing the contract with the company, with some amendments, which would provide 
stronger protection of the Municipality’s interests. The amendments included the payment of 20% on the 
annual amount of the contract at the beginning of the contract period and also the granting of personal 
guarantees in order to ensure the company's compliance with its contractual obligations. 
 
 
 
 
3.16   DERYNEIA  MUNICIPALITY  
Further information on the financial position of the Municipality for the year 2013 (annual results, revenue, 
expenses, short-term and long-term liabilities, staff, loans) is presented in Annexes IV, V and VII, where the 
corresponding data and information of the other Municipalities is also presented, in order to provide a 
comprehensive picture and to allow for comparisons between Municipalities. 
Also, data and information regarding the budgeted income and expenditure of the Ordinary budget, 
budgeted and actual expenditure of the Development Budget, amounts due by the Municipality to the 
Pension Fund and Gratuities, public swimming pools, petroleum stations, remuneration, compensation and 
entertainment allowances of Mayors and of members of the Municipal Council and pensions and lump-sum 
gratuities of former Mayors, are presented in the statements in paragraph 3.1 - General Remarks to enable 
a comparison between Municipalities. 
Qualified Audit Opinion. Due to the non-application of the International Accounting Standard no. 19 
“Employee Benefits” and the non performance of a new actuarial study, the Municipality is unable to assess 
the actual / current actuarial liabilities to the Pension Fund and Gratuities, resulting in the non recognition 
in the Income and Expenditure Account of any deficit or surplus contributions and their non-inclusion in the 
Balance Sheet. 
Considering the above, the Auditor's Report on the financial statements of the Municipality for the year 
ended 31.12.2013 was gualified. Relative is the paragraph relating to the Pension Fund and Gratuities 
below. 
Submission of financial statements for audit.  During the preparation of this Report, the audit of the 
financial statements for the year 2014 was underway. The following topics are related to the audit of the 
financial statements for the year ended 31.12.2013. 
Measures to improve the economic situation of the Municipality. The Municipality could exercise in a 
more effective, efficient and economical manner the powers conferred to it by the relevant legislation and 
to improve its financial situation, taking all necessary measures for the timely collection of tax arrears, fees 
and other charges, which in 31.12.2013 amounted to €768.487. 
Termination of Loan Agreement between the Municipality and KA Finanz AG. 
With its letter dated 11.11.2013, the bank KA Finanz AG terminated the above loan contracts, citing breach 
of a contractual obligation of the Municipality and demanded full repayment of arrears. 

Recommendation: The provisions in the documents of a competitive tender process should be 
prepared carefully in order to fully safeguard the interests of the Owner. 



 

 

The Ministry of Finance, with its letter, sent us the agreement dated 23.12.2014, signed by the Mayor and 
the Minister of Finance, under which the Municipality undertakes to pay the amount of €166.470, which 
was the balance of the loan on 28.4.2014, under the same terms and obligations contained in the loan 
agreement with KA Finanz AG. 
Internal control. The internal control system of the Municipality continues to have some weaknesses and 
shortcomings, such as the improper updating of the necessary registers, which help in better monitoring 
and control, such as the assets register, the register of tenders and the register of road schisms and their 
restoration. 
Additional staff benefits. In the total cost of personnel amounting to €688.496 in 2013 and €715.443 in 
2012, the following benefits were included: 
 
 

 
                2013 
                   € 

              2012 
                 € 

Contribution to the Welfare Fund 5.035 5.023 
Contribution to medical treatment schemes 7.908 7.890 
Life and personal accident insurance  4.608 5.838 
Other fixed allowances (travel, inspectors of entertainment 
performances , cultural events κ.λπ.)        110  140 

              17.661             18.891 
Our Office recommended the reassessment of the above benefits and to take measures to reduce them. 
Details are included in Paragraph 2.8 of this Report concerning the Ministry of Finance. 
Pensions and Gratuities Fund. 
(a)   In accordance with International Accounting Standard no. 19 “Employee Benefits”, an actuarial 
valuation for calculating the deficit or surplus contributions to the Pension Fund and Gratuities should be 
done at regular intervals (usually every three years). In view of the significant changes made to the 
legislation regarding the payment of contributions by employees and the extension of the retirement age, 
our Office recommended that a new actuarial valuation (the last was made with reference date 31.12.2009) 
be carried out in order to assess the actual / current liabilities of the Municipality to the Pension and 
Gratuities Fund. 
According to the financial statements for the year ended 31.12.2013, the debt of the Municipality to the 
Pensions and Gratuities Fund amounted to €452.000 (€555.000 on 31.12.2012). 
(b)    According to the Municipality, new modernized Pensions and Gratuities Regulations have been 
promoted for adoption by the Ministry of Interior, but without, until the completion of this Report, to have 
been approved and as a result, the implementation of the Regulations of the former Deryneia 
Improvement Board is continued. 
It is noted that, although there is no provision in these Regulations for the transfer of the pension of the 
women employees, they continue to contribute to this Pension and Gratuities Fund. 
 
 



 

 

 
 
 
 
 
As we were informed by the Mayor, a tender has been requested on 15.10.2015 from an expert agency for 
conducting an actuarial study. 
Revenue.  
(a)  Entertainment tax. It was again observed that for football matches taking place within its boundaries, 
the Municipality does not impose and does not collect entertainment tax, as provided for in article 85 (2)(i) 
of the Municipal Corporations Law, resulting in the loss of revenue. 
 
 
 
 
 
 
 
(b)     Fees for advertisements.    In 2013, as in previous years, no fees for advertisement signs placed 
within its boundaries have been collected by the Municipality, because they are not recorded. 
Loss of water.  In the years 2013, 2012 and 2011 there were significant losses of water, as shown below: 
 

             2013 
            m3  

            2012 
              m3 

         2011 
           m3 

Purchase 459.105 459.970 443.820 
Sale (299.647) (309.959) (316.760) 
Loss 159.458 150.011 127.060 
Percentage of loss     35%        33%       29% 
Cost (€0,77/cm.) €122.783  €115.508  €97.836 

The total cost of water losses for the years 2011-2013 amounted to €336.127, while the loss rate increased 
from 29% in 2011 to 35% in 2013. It is noted that these rates exceed the maximum water loss rate of 20% 
considered acceptable by the Water Development Department and the Water Boards. 
In response, the Mayor informed us that in the years 2012-2013 works for the construction of drainage 
sewage network were performed in the Municipality and, despite the efforts made, there was a damage of 
the water supply network, resulting in substantial water losses, in several cases. He also believes that with 
the completion of the works, the water loss is expected to be within the acceptable boundaries. 
 

Recommendation: The Municipality to conduct an actuarial valuation so that the Municipal Council 
decides as to the method of financing any deficit in contributions in accordance with the 
recommendations of the actuary and, in cooperation with the Ministry of Interior, to promote the 
adoption of new updated Regulations. 

Recommendation: The Municipality to impose entertainment tax and proceed to collect / record 
the necessary data for all the advertisement signs which are posted within the Municipality 
boundaries and to register them in an appropriate register, in order to enable the imposition and 
collection of the related charges for advertisement signs for which licenses may be issued and to 
take legal or other measures for the signs placed illegally. 



 

 

 
 
 
 
 
 
Criteria for the allocation of grants. In 2013, the Municipality paid for charitable contributions and grants a 
total amount of €199.902, compared to €307.191 in 2012. These amounts include contributions of the 
Municipality amounting to €50.000 and €100.000 for the years 2013 and 2012, respectively, for the 
creation of auxiliary athletic fields as well as a grant for financial assistance to a certain football club, 
amounting to €130.550 in 2013 and €228.115 in 2012, which, although significantly reduced, is still high. 
 
 
 
 
 
Cultural events. Spending on cultural and other events in 2013 amounted to €98.639, compared to 
€165.731 in 2012, ie  in 2013 there was a decrease of €67.092 or a rate of 40,5%, while according to the 
unaudited financial statements for the year ended 31.12.2014, this expenditure amounted to €126.882, ie 
there was an increase of €28.243 or a rate of 28,6%, compared with 2013. 
The Mayor informed us that the above increase is due to the organisation of the Strawberry Festival, which 
takes place every two years, in this case in 2012 and 2014. 
 
 
 
 
 
Creating a track for roller skating. The Municipal Council decided on 22.2.2012 to create a track for roller 
skating, utilizing space in a club which has been leased by the Cyprus Sports Organisation. Although the cost 
of building the track, amounting to €41.996, was entirely borne by the Municipality, no agreement had 
been signed between the Municipality and that club, which would relate, inter alia, to the maintenance of 
the space, its use by the public, etc., in order to limit any problems and \ambiguities. 
The Mayor informed our Office that on 1.9.2015, the Municipality signed an agreement with that club, 
which relates to the obligations and rights of both parties. 
Organisation of an integrated collection and sorting packaging waste program. The Municipality signed on 
12.05.2009 a cooperation agreement with a specific company for the organisation of an integrated 
program for the collection and sorting of packaging waste (paper, plastic bottles, aluminum cans, glass, 
etc.) at the source, ie households. 

Recommendation: As part of good management and control of expenditure, but also taking into 
account the financial capability of the Municipality, the Municipality to determine criteria for the 
allocation of grants and to ensure that grants allocated to various associations, agencies and 
organisations, are used for the purpose given. 

Recommendation: The Municipal Council to monitor this matter and take corrective measures to 
reduce water losses, for example through the installation of regional water meters, the indications 
of which to be reconciled with the meter readings which are in the consumer's premises, as well as 
with the indications of the central water meter so that losses can be investigated per  region, in 
order to assess  and identify whether these are due to the state of the central network and / or to 
the connection of premises illegally. 

Recommendation: After the end of each event, to prepare a financial evaluation and assessment 
report as well as in terms of the desired result / purpose for ascertaining the degree of achievement 
of the objectives expected from each event and for planning and improvement  upgrade/purposses 
of the quality of the cultural events organised by the Municipality. 
 



 

 

Under the agreement, the Municipality should make a financial contribution to the company at the end of 
each quarter, to cover the costs of the various activities performed, provided that the company prepares 
and presents for approval to the Municipality a substantiated expenditure report, with supporting 
documents. The agreement also provided for the percentages related to the co-financing and to the 
revenue for the Municipality from the disposal of the recycled products. 
It was observed that, while the Municipality paid to the company for the period 30.9.2009-3.9.2014, an 
amount totaling €57.834, the company had not paid to the Municipality, until the completion of the audit, 
any amount as income. It was also observed that, contrary to the agreement, the company had never 
presented to the Municipality for approval a substantiated report with relevant documents, regarding the 
calculation of the contribution. That is, the Municipality paid the amount to the company, without 
exercising any control. 
On that point, it is stated that in the Arbitration Decision dated 11.2.2015, between that company and the 
Engomi Municipality (their claim), the Arbitrator decided to reject the company's claim, noting, inter alia, 
that the company had not justified the amounts claimed by the Municipality and that the Municipality 
manages public money and thus the company should justify the amount requested to be paid, according to 
the agreement. 
 
 
 
 
 
 
3.17  SOTIRA MUNICIPALITY  
Renovation of an Outdoor Restaurant of the Municipality - Shaping of the Coastal Front - Works at 
Buildings for Beach Services.  
On 05.2.2015, in our letter to the Mayor we observed the following: 
According to data derived from the account statements of the Accounting Department of the Municipality, 
the amounts spent (including VAT) for the years 2012 and 2013 for the works for the renovation of an 
outdoor restaurant of the Municipality, the shaping  of the coastal front and for the  works at the buildings 
of beach services are  the following: 
(i)        Works for the Renovation of an Outdoor Restaurant of the Municipality 
            •     Ayia Thekla Restaurant                                                                                           €346.628,95 
(ii)       Works for the Shaping of the Coastal Front                                                               €170.318,94 
 
(iii)      Works at Buildings of Beach Services 
            • Building at Agia Thekla Beach                                                                                   €121.850,04 
            • Buildings at Posidonas and Sirens Beach                                                                €141.398,00 
Ayia Thekla Restaurant. The Municipal Council at its meeting held on 5.1.2013 decided to renovate the 
existing pavilion at Ayia Thekla beach. 

Recommendation: The agreement of the Municipality with the private company constitutes a public 
contract, which should have been awarded by public tender. The Municipality should examine with its 
legal advisor the possibility of terminating the agreement and selecting a new contractor after an 
open competition. Meanwhile, the Municipality should, according to the agreement, require that the 
company submits a substantiated report and claim any amounts due. 



 

 

The relevant documents for the execution of the works were prepared by the Technical Engineer of the 
Municipality who, subsequently, requested written quotations from 5 Contractors of which only two 
submitted a tender, without calling for a competition,. These tenders were evaluated by the Technical 
Engineer and on 21.2.2013, the Municipal Council decided the award of the tender to the lowest bidder for 
the amount of €18.000 plus VAT. 
Subsequently, the Municipality decided to review the whole project and assigned directly to an architect 
and a decorator the preparation of new plans for the conversion of the pavilion to a restaurant, for a fee 
amounting to €5.310 and €1.500, respectively. The plans were approved at the Municipal Council meeting 
of 9.4.2013. 
Based on the new plans, the amount spent for the execution of the project amounted to €346.628 
(including VAT). 
Of the above amount, an amount of €135.700 relates to works carried out by the said Contractor - while 
initially he was awarded works of just €18.000 - and the remaining amount of €210.928 concerns the supply 
and installation of equipment / materials for the restaurant from several suppliers / manufacturers using 
the direct award procedure or by written requests of tenders from a limited number of tenderers. 
That is, while initially work was awarded - upon written tenders - worth €18,000, ultimately the Contractor 
performed work which was directly awarded to him for a total amount of €135.700. Also, the purchase of 
equipment / materials worth €210.918 was made without applying the procedures laid down in the 
legislation and, therefore, our Office has serious reservations about the prices agreed. 
Works for the Shaping Coastal Front. The Municipality, with the method of self-supervision, proceeded to 
perform various works for the shaping of the coastal front such as the creation of car parking spaces, the 
creation of a new beach, the shifting of existing road sections,  the construction of flood protection works, 
the laying of pipes and other infrastructure work. The supply of materials and the rental of equipment was 
made either through direct awards or after applying the accelerated tender procedures. 
Works at Buildings of Beach Services. Works at Ayia Thekla beach (a building) were carried out through 
requesting - by the Technical Engineer of the Municipality - written tenders from a limited number of 
bidders, without inviting an open tender. 
Tenders were requested from six tenderers and the works were awarded to the Contractor for the amount 
of €103.463,58, including VAT. The final contract amount, including VAT, amounted to €110.507,40. An 
additional amount of €11.342,64, including VAT, was spent  for other works (architect services, 
electromechanical works). 
Works at Posidon and Sirens beaches (two buildings) were made by the method of self-supervision. An 
amount of €98.698 was spent in the year 2012 and an amount of €42.700 in the year 2013. The above 
amounts related to the procurement and execution of works for the construction of buildings with the 
procedure of direct award or by requesting written tenders from a limited number of tenderers. 
With our above letter we observed that the procedures followed by the Municipality for carrying out these 
works are clearly outside the relevant provisions of the Law of the Coordination of Procedures for the 
Award of Public Contracts Law L.12 (I) / 2006 and the relevant Regulations for Municipalities R. 243/2012 
and also present very serious mistakes / weaknesses / omissions. 
Specifically, we observed that: 
    The two contracts executed, which are related to the restaurant and service building at Ayia Thekla  

Beach, were concluded without inviting an open tender. 



 

 

    The tender evaluation reports received for the above contracts were prepared by one person 
instead of a three-member Evaluation Committee as provided in articles 9 and 14 of the above 
Regulations. 

    The tender documents do not meet the requirements of standard documents as prepared by the 
Competent Authority of Public Procurement (Treasury). 

    There was no estimate of the cost of the works in accordance with the provision of article 22 (3) of 
the above Regulations.  

    Changes were made and there were substantial excesses of the estimated amounts of the initial 
contract for the restaurant project (from €18.000 to €346.628), in violation of every principle of 
good administration and without obtaining prior approval from the Council. 

    The supply of some of the materials was a direct purchase from suppliers, without calling for 
tenders.  

     No detailed final accounts have been prepared for the above works. It is noted that the 
expenditure data submitted by the Municipality to our Office, is extracted from statements of 
accounts kept by the Municipal Accounts Department. 

On 2.7.2013, at a meeting in the presence of the Minister of Interior, Members of the House of 
Representatives, representatives of the Sotira Municipality and of other relevant Government 
Departments, the shaping of the Coastal Front was - among other things – discussed. 
During the above meeting, the representative of the Town Planning and Housing Department reported that 
a notice had been given by the Department to the Municipal Council because the construction for the 
shaping of the Coastal Front had taken place in the Foreshore Protection Zone, for which the issue of 
planning permission and approval by the Council of Ministers are required, without these to have been 
done. She further stated that, part of the area where the construction took place, had been included in the 
Protection Area NATURA 2000 and that a promenade was planned for the area, which would cover this 
front. 
Also, the Director of the Environment Department reported that he generally agrees with the position of 
the Town Planning and Housing Department and indicated the need for Local Authorities to conform and 
comply with the procedures established. 
Finally, with our above letter to the Mayor we noted that the above elements constitute mismanagement 
and abuse of sound management principles and, therefore, we requested - before taking final decisions as 
to the process that should be followed in looking for potential responsibility – to inform us of the measures 
/ actions aimed to be taken by the Municipality in order to restore the full legitimacy of projects executed. 
In June 2015, the Mayor informed us - among other things - that the tender documents for the two 
contracts executed which were related to the restaurant and service building at Ayia Thekla beach, had 
been prepared by the Technical Engineer of the Municipality and were given to registered Contractors of 
Sotira Municipality for submitting a tender because it is the policy of the Municipality, after the financial 
crisis, to give works to the residents of Sotira. He also said that the materials bought by the Municipality 
directly from suppliers, were of small value and were  purchased from residents of Sotira and that all the 
decisions taken for the implementation of the works, were taken unanimously by the members of the 
Municipal Council and the actions taken were for the interest of the Municipality. 
In July 2015, with our new letter to the Mayor, we noted that the Municipality, with its above actions 
violated the Law for the Coordination of Procedures for the Award of Public Contracts Law 12 (I) / 2006 and 



 

 

the relevant Regulations R 243/2012. We also referred to a letter of Municipal Council  Members dated 
20.2.2015 to the Mayor, who claimed that the letter of our Office dated 5.2.2015, although addressed to 
the Mayor and to the Sotira Municipal Council Members, it was not given to them (they were informed of 
its existence from relevant publications in the press). The above Municipal Council Members also claimed 
that, apart from the decision to award the tender for the renovation of Ayia Thekla pavilion, all other 
actions taken were not preceded by any decision of the Municipal Council. Specifically, they said that, for 
the Ayia Thekla restaurant, the shaping of the coastal front and the works at the beach service buildings, 
they had never taken such decisions, they were never informed in detail about the exact cost, the 
procedures followed and the notice and award of competitions. Finally, they claimed that the Mayor did 
not respond to their repeated written requests to be informed about the shaping of the coastal front and 
the projects carried out, and as a result, the Municipal Council was in ignorance. 
In view of the above, we requested the Mayor to inform us – to document by attaching relevant documents 
and / or minutes - as to whether the above allegations of the Municipal Council Members were unfounded 
and, at the same time, to notify to us his answer to the letter of the Municipal Council Members . 
In August 2015, the Mayor informed us that the Municipality recognises that the procedures followed for 
completing the said works was outside the scope of the relevant provisions of the Law 12 (I) / 2006 and of 
the relevant Regulations for the Municipalities R. 243/2012. 
Finally, as regards the allegations contained in the above letter of the Municipal Council Members dated 
20.2.2015, he informed us that all Council Members were present at several meetings during which 
decisions were taken relating to the said works. 
 
 
 
In October 2015, the Mayor informed us that bypassing the procedures for awarding these works was 
consciously made to save time in order to exploit the summer season. He also considers that the Municipal 
Council was informed since it approved the revised 2013 budget, in which the revised amounts for the 
above works were included. Regarding the question as to the constructions for the Shaping of the Coastal 
Front which had taken place in the Foreshore Protection Zone, he informed us that the Municipality has 
complied with the observations of the Town Planning and Housing Department. 
 
3.18   YPSONAS MUNICIPALITY  
Construction of the Ypsonas Municipal Building – Consultant’s claim for financial compensations. On 
17.11.2010, the Municipality signed a contract with the Contractor of the project for an amount of 
€2.690.000, setting the completion time to 18 months. Due to difficulties of the Contractor to meet the 
provisions of the contract, the Municipal Council at the meeting held on 25.10.2012 in the presence of the 
consultant and the Contractor decided, inter alia, to assign the financial management of the project to the 
consultants and the Municipal services. 
The contractor continued to carry out the work until 30.6.2014, but without finalising the project. Following 
the suggestion of the consultant, the Municipality requested and obtained the seizure of the guarantee for 
the strict execution of the project which amounted to €269.000, while terminating at the same time the 
contract. Additionally, the Municipality held from payments to the Contractor an amount of €134,500, 
corresponding to the amounts withheld from payments as provided in the contract . 

Recommendation: The award procedure and the subsequent implementation of the projects should 
be carried out in accordance with the provisions of the law and the principles of equal treatment, 
transparency, non-discrimination and good administration. 



 

 

Due to the extension of the period of implementation of the contract, resulting from the delays in the 
progress of the works and due to the execution of additional work, the consultant, claimed in July 2014, as  
compensation, an amount of €107.765. 
In January 2015, the Mayor in his letter requested the opinion of our Office regarding the claim of the 
consultant. In February 2015, with our letter to the Mayor we suggested that the excess amount of his 
remuneration, due to the delay, should be calculated based on the Circular of the Central Committee of 
Variations and Claims, CCVC no. 4. 
We also suggested to calculate precisely all the expenses of the Municipality – arising from the delay and 
the termination of the contract - until the project completion (re-invitation, consultant’s costs for the re-
invitation, project safety, correction of defects, completion of omissions, etc.) and, if the above amounts 
are covered from the amounts of the guarantee for the strict execution – which was redeemed - and the 
withheld amounts, with the remaining amount to be returned to the Contractor. 
In May 2015, the Mayor with a new letter, sent us the consultant’s report which presented a calculation of 
the amount of additional remuneration based on the Circular of CCVC no. 4, according to which the 
consultant considers that he is entitled to be paid the amount of €121.384,45 and requested our Office to 
submit our views on the correctness of the calculation. 
In July 2015, with our letter to the Mayor, we  informed him that from the examination of this calculation it 
was found that the consultant had taken into account incorrect data – which we pointed out - and we 
stated that our Office had estimated the total amount of remuneration for the consultant  to be  
€91.662,41 (for the supervision). 
We also pointed out that the above amount should be deducted from the amount of the remuneration 
already paid to the consultant for the supervision of the initial contract of the project. 
In October 2015, the Mayor informed us that our observations are confirmed and our recommendations 
are seriously taken into account and, based on them, they proceeded to the clarification of their obligations 
towards the consultants. 
 
 
 
  

Recommendation: In contracts with consultants, a provision for the calculation of the additional 
remuneration should be included, in the case of a delay in the completion of the project not due to 
them. The calculation should be based on CCVC Circular no. 4. 



 

 

3.19  COMMUNITY COUNCILS  
Due to the large volume of work for auditing the financial statements of the Community Councils and after 
an amendment of the Provision of Evidence and Information to the Auditor General and the House of 
Representatives Law, the Audit Office assigned the audit of the financial statements of a large number of 
Community Councils to private auditors / audit firms. 
Over time, the Audit Office faced many problems in auditing the Community Councils accounts due to the 
problems listed below: 
(a)   Financial statements. The financial statements of the former Village Authorities show the receipts and 
payments of the Community Fund only. In several cases the subgroups of expenditure, as presented in the 
financial statements are not in line with the Budgets, making it impossible to compare actual with budgeted 
costs in order to monitor excesses. Also, while  the Communities Laws provide for the final accounts to be 
prepared not later than 31 March of the following year, a large number of Boards  delay the updating of 
their accounting books and the preparation of the final accounts substantially. Based on advice from the 
Attorney General, the violation of the provision of this law is a criminal offense. With a recent letter of ours, 
we informed the police of the Community Councils which have not prepared financial statements. 
The financial statements prepared by several Community Boards present mistakes, shortcomings and 
omissions, which in most cases make the audit difficult and in several others make the conduct of the audit 
impossible. Cash deficits / surpluses are also shown, which the Community Councils are unable to explain, 
since, in many cases, the accounting records are not properly updated and the necessary supporting data 
does not exist. 
 
 
 
 
  
(b)   Budgets.  Cases were identified where Budgets were not balanced, without though having obtained 
the approval of the District Officer. Some Community Councils do not prepare Budgets, so expenditure is 
not made within a predefined approved Budget. Also, contrary to the provisions of the Community Laws, 
the annual Budgets of many Boards are not approved before the beginning of the year to which they relate. 
            (i)       Where there was an approved Budget, several cases of expenditure excesses were observed  

which were unrealistically high, without following the prescribed procedure for obtaining the 
appropriate approvals as per the Communities Laws . 

           (ii)        Preparation and implementation Budgets. Most Budgets are not prepared based on a studied 
program. 

Following the adoption of our Office's recommendation, the Treasury prepared for uniformity purposes a 
Budget standard, which was adopted by all the Community Councils. 
 
 
 
 

Recommendation: The Treasury should prepare standard financial statements in accordance with 
international accounting standards, which should be adopted by all Community Councils. Also, the 
Community Councils should submit their financial statements to the Audit Office in time as provided 
in the Communities Laws. 

Recommendation: The Community Councils should comply with the provisions of the Community 
Laws in relation to the preparation, approval and execution of Budgets, which will be compiled 
with a studied program, which should be based on the real needs and the potential for their 
implementation. 



 

 

 
(c)    Minutes of meetings.  Some Community Councils do not keep minutes or keep incomplete minutes of 
Council meetings, in violation of the provisions of the Communities Laws. In several cases there is a delay in 
controlling the legality of the minutes of the Councils and there is also inadequate supervision of the 
Community Councils by District Officers. Also in some cases of Community Councils, the composition of the 
Councils (family relationship between members) puts into question the credibility and impartiality of their 
decisions. In some Community Councils there are confrontations between the Community Council 
members which prevent their smooth operation. 
 
 
 
 
 
(d)    Loans.  Some Councils do not pay the installments of their loans on the due dates and thus they are 
charged with default interest. 
 
 
 
 
  
(e)    Payments to the President and Members of the Community Councils for services rendered. There 
were cases of Councils which paid remuneration to the President and Members of Community Councils for 
services offered to the Council, contrary to the provisions of article 16 (2) (f) of the  Communities Laws. 
 
 
 
(f)   Purchase of shares in private companies. Several Councils bought shares in specific development 
companies which were established, inter alia, for the purpose of updating the Community Councils and 
other stakeholders about issues of the European Union and for the utilisation of the EU funds through the 
participation and management of European projects. 
 
 
 
 
(g)    Confirmation of assets and cash balances at 31 December. Several Community Councils do not submit 
to the Audit Office, as required, a certificate of their assets and of their cash balances at the end of  
each year. 

Recommendation: The Community Councils should keep records in accordance with the provisions of 
the Communities Laws. In addition, District Officers should exercise more efficiently and effectively 
the control of the legality of the decisions of the Community Councils and to deal immediately with 
the problems in their operation. 

Recommendation: The Community Councils will have to pay the installments of their loans on the 
due dates. The maintenance of a relevant register will assist Councils in monitoring the payment of 
installments. 

Recommendation: The Community Councils should terminate the above tactics. 

Recommendation: Investing in private companies is not covered by the provisions of the Community 
Laws and therefore Councils should not engage in such purchases. 



 

 

 
 
   

 
(h)   Cash and bank balances. A large number of Community Councils (formerly Village Authorities) 
continue to show in the Cash Book, in the same column, the total of cash and bank balances, so that the 
balance of the bank and the balance of cash, separately, is not known at any time. Although we 
recommended the proper keeping of the Cash Book, a large number of Community Councils have not 
implemented our recommendations, making the audit difficult with cash differences often appearing. In 
separate letters sent to all District Officers on 4.11.2009, 12.11.2010, 22.12.2011, 11.12.2012, 25.11.2013 
and 20.11.2014, we drew attention to all of the Community Councils that as from 1.1.2010 our Office will 
not accept, the cash Book for audit purposes, if separate columns for cash and bank are not kept. 
(i)    Keeping the Cash Book. The accounting system followed by the Community Councils is based on actual 
receipts and payments relating to a calendar year. However, in many cases, Community Councils (formerly 
Village Authorities), continue to record the receipts and payments of the following year in the Cash Book 
and thus, there is no cohesion in the financials of each year. 
 
 
 
(j)     Non- maintenance of current accounts. Although the law provides that no amount of money will be 
withdrawn from a bank account except by cheue only, some Community Councils (formerly Village 
Authorities) continue not to maintain a current account with cheques. 
 
 
(k)   Issue of cheques. In some cases, the cheques issued by the Community Councils (formerly Village 
Authorities) are signed by the President of the Community only. 
 
    
 
(l) Cash held by the Secretaries / Presidents of Communities. The balance of cash held by certain 
Secretaries / Presidents of Communities during the year was too high, contrary to article 68 of the 
Communities Laws. 
 
 
(m)   Non-imposition of a 10% surcharge. In several cases, no additional charge of 10% for delays in the 
payment of taxes, duties, charges, etc., is imposed as provided by the Communities Laws and, in most 
cases, in order to override this provision, receipts are dated with dates before the year end, while the 
receipt takes place within the following year. 
 

Recommendation: The Community Councils should prepare the above certificates and send them to 
the Audit Office at the beginning of next year. 

Recommendation (h) and (i): The Community Councils should ensure the proper keeping of the Cash 
Book. 

Recommendation: All Councils will need to open a current account. 
 

Recommendation: According to the Communities Laws, cheques must be countersigned by the 
Secretary or another authorised member of the Council. 

Recommendation: All receipts should be deposited in time and cash to be limited to the absolute 
necessary amount. 

Recommendation: The above tactics should be terminated and the Community Councils should comply 
with the provisions of the Communities Laws. 



 

 

(n)    Payment vouchers. In some cases no payment vouchers are prepared for the payments made, but 
payments are made on the basis of invoices / receipts issued by the beneficiaries. In other cases, the 
payment vouchers are prepared retrospectively when updating the accounting records and without the 
necessary authorisations. Also, in many cases, payments are not supported by invoices / receipts. In some 
cases the Community president withdraws cash (with only his signature) from the bank accounts of the 
Council for the making of payments, while in other cases, cash receipts from taxes are used for the making 
of  payments in violation of articles 68 and 69 of the Law. 
 
 
 
 
 
(o)     Arrears of taxes and water rates. Significant amounts relating to the above debts remain uncollected. 
It is worth noting that many Community Councils do not keep lists of the amounts due for taxes, thus 
risking significant amounts to remain uncollected, or to be collected later but without being entered in the 
financial statements and without this being noticed. 
 
 
 
(p)  Tenders. Several Community Councils purchase goods or services without following the tender 
procedures. 
 
 
(q)      Register of assets.   Several Community Councils do not keep a register of assets with the risk that 
these are lost. 
 
 
 
(r)  Computerised systems for the maintenance of accounts. Some Councils implement various 
computerised systems for accounts keeping, particularly in the areas of taxes and water rates, part of the 
purchase cost of which was subsidised by the Government, without often having suitable and qualified 
personnel. These systems, in many cases, lack the necessary safeguards and generally have shortcomings 
and weaknesses. 
 
 
 
 
 

Recommendation:  Community Councils should prepare payment vouchers, which should be 
authorised and to which the necessary supporting data should be attached. To avoid double 
payments, all invoices / receipts should be stamped "Paid". Collections should be deposited promptly 
in the Councils bank accounts as the law provides and should not be used to make payments. All bank 
accounts of the Boards should have two signatories. 

Recommendation: The Councils should keep fully updated lists of amounts due and exercise in time 
and effectively the powers granted to them by the Laws and Regulations in order to safeguard their 
revenues. 

Recommendation: The Community Councils should follow the tender procedures.  

Recommendation: For the purpose of monitoring the assets, all assets of the Community Councils, 
movable and immovable, should be registered. 

Recommendation: The Community Councils should adopt a single computerised system which should 
offer the necessary safeguards and train their staff properly. 
 



 

 

(s)       Performance development projects. 
             (i)      Copies of the payment certificates for the costs related to development projects, issued by the 

supervising Architects / Engineers, are not always obtained. 
 
 
 
 
            (ii)      Regarding the remittances of Community Councils to Government Departments, such as to the 

District Administration and the Water Development Department, in relation to development 
projects carried out directly by Government Departments with a contribution of the Councils, 
no annual expense report, as well as a final statement of expenses, together with the related 
documents and final acceptance certificates for the projects at their completion, are submitted 
to the Council. With our recent letter to the Director General of the Ministry of Interior we 
suggested to request from the Government Departments carrying out development projects 
with a contribution of the Councils, to submit the above information to the Community 
Councils. The Director General agreed with our recommendation and then sent our letter to 
the relevant Government Departments and the Union of Cyprus Communities, for their own 
actions. 

 
 
 
 (t)     Payment of expenses for School Committees and Sewerage Boards. There have been cases where 
the bank accounts of the Boards were used for processing transactions involving School Committees or 
Sewerage Boards, without keeping the necessary information and without them being recorded in the Cash 
Book of the Council, resulting in discrepancies in cash balances. 
 
 
 (u)   Register of immovable property of Councils. In several cases the immovable property of the 
Community Councils is not registered in their name. 
 
 
 
(v)    Appropriate staffing of Community Councils. In some Councils, problems and weaknesses arise in 
their financial management, because there is no proper infrastructure or staff is not properly trained. 
 
 
 

Recommendation: The Councilss should always provide copies of the payment certificates issued by 
the supervising Architects / Engineers, which should be attached to the relevant payment vouchers. 

Recommendation: For monitoring and control purposes, Councils should establish a register in 
which to record all of the above remittances and also the respective costs on the basis of the 
relevant reports. 

Recommendation: The Councils should not make payments that do not fall within their scope and 
responsibilities. 

Recommendation: The Community Councils should ensure the registration of all of their immovable 
property in their name. 

Recommendation: According to a letter of the Director General of the Ministry of Interior to the 
Union of the Cyprus Communities dated 7.9.2012, the Community Councils may enter into a  contract 
with other Community Councils or Municipalities, in order to make available part of their employees’ 
services. 



 

 

(w)    Posts approved as pensionable. Certain Councils approve posts as pensionable, without the prior 
approval of the Minister of Interior, as required by the provisions of the Pensions and Gratuities 
Regulations. 
 
 
(x)     Provident Funds. In certain Councils, Provident Funds operate without approved Regulations. 
 
 
 (y)    Schemes of Service and Staff Regulations of Community Councils. Cases were observed where the 
Councils irregularly place employees at higher scales than the original or grant additional annual 
increments and / or place employees at new scales incorrectly. This is due, among other things, to the fact 
that in many Councils there are no schemes of service and Staff Regulations are not correctly applied. 
 
 
 
 (z)  Renewal of collective agreements. Several Community Councils, when renewing the collective 
agreement do not follow the procedure of prior approval of the draft agreement by the Ministries of 
Interior and Finance, as established in the Council of Ministers decision no. 52.362 dated 6.10.2000. 
 
 
 
(aa)   Purchase of services. In several cases, the Councils (former Village Authorities) proceed to the 
purchase of services entering into contracts that indicate an employer-employee relationship, with all the 
consequent obligations of the Councils as employers. 

 
 
 (bb)    Non-priced water. Most Community Councils do not identify any significant water losses. 
 
 
 
 
 
(cc)    Liabilities for purchase of water. Some Councils use the proceeds from the water supply for other 
purposes and as a result, they do not settle their obligations towards the Water Development Department 
(WDD) and Government Water Works, to which they owe considerable sums. 
 
 

Recommendation: For the above positions, the approval of the Minister of Interior should be obtained. 

Recommendation:  Regulations should be adopted for all of the Community Councils Provident Funds. 
 

Recommendation: The Community Councils should determine with the approval of the Minister of 
Interior, the schemes of service for every position and apply Staff Regulations properly. 

Recommendation: During the renewal of the collective agreement, the Community Councils should 
obtain the prior approval of the draft agreement by the Ministries of Interior and Finance. 
 

Recommendation: The above tactic should be terminated. 

Recommendation: For better management of the water supply, the amount of water purchased or 
drawn from private wells should be recorded and compared with the amount of water supplied into 
the water system, as well as with the amount invoiced to consumers. Any significant discrepancies 
should be investigated. 

Recommendation: The Boards should promptly settle their debts to the WDD and / or Government 
Water Works. 



 

 

(dd)   Collections. Some collections are not recognised in the financial statements, since several Community 
Councils fail to issue receipts, in violation of the relevant Regulations while some collections which are 
recorded in the financial statements are not documented. 
 
 
(ee)    Immovable property tax. Several Community Councils continue not to levy immovable property tax, 
a power which they have in accordance with Article 74 of the Communities Laws. 
 
 
 
(ff)     Licences for professional premises. Several Community Councils continue not to impose any tax on 
the operation of professional premises, contrary to Article 86 of the Communities Laws. 
 
 
 
(gg)    Cemetery.  Several Community Councils do not keep separate accounts for the receipts and 
payments relating to the cemetery, which are subject to review by the District Officer, in accordance with 
the provisions of the Cemeteries (Burial and Exhumation) Law. 
 
 
 
(hh)    Internal control weaknesses. Most Community Councils have not adopted appropriate procedures 
and internal control systems to ensure the keeping of proper books of account in order to prepare reliable 
financial statements and to show that they comply with Laws and Regulations. 
 
 
 
 (ii)      Delay in response to our reports and observations. According to the Communities Laws, the audited 
accounts together with the report and the observations of the Auditor General, are submitted to the 
District Officer, who then sends it to the Community Councils for their responce. In many cases of 
Community Councils there is a significant delay responding to the issues raised. Noteworthy is the fact that 
some Councils have failed to respond to all of the reports of our Office and in some cases the new members 
of Councils elected refuse to reply to observations relating to previous Councils. 
 
 
 
 

Recommendation: The Community Councils should exert the power they have under the law to 
impose immovable property taxes. 

Recommendation: The Community Councils should impose taxation on the operation of commercial 
premises. 

Recommendation: The Community Councils should keep a special register of the accounts for the 
amounts collected and spent, based on the Cemeteries (Burial and Exhumation) Law. 

Recommendation: The Audit Office informed both the District Officers and the Community Councils 
that the Community Councils which do not respond to the observations of the Auditor General will 
be reported to the Minister of Interior. 
 

Recommendation: The Community Councils, drawing guidance from the Internal Audit Service 
through their corresponding District Officer and the Ministry of Interior, to prepare a timetable for the 
implementation of an effective internal control system. 

Recommendation: For all collections receipts should be issued and recorded in the accounting 
records. 



 

 

(kk)    Establishment of Regulations. As we mentioned in our previous reports, several articles of the Law 
provide for the adoption of Regulations, for more efficient and smooth functioning of the Councils 
 
 
 
Institutional changes  
The above problems have led to the requirement of disproportionate time of the Audit Office for the audit 
of such bodies. 
In January 2009, after a meeting with the then Minister of Interior, the Attorney General and the Director 
General of the Ministry of Interior on irregularities in Municipalities and Community Councils, the Audit 
Office sent a letter to the Attorney General and the Director General of the  Ministry of Interior noting  
illegalities / irregularities and other serious issues in Municipalities and Councils in order to study the 
possibility of adopting a procedure for the imposition of administrative penalties to those responsible. To 
date, no process for imposing administrative penalties has been adopted. 
In January 2014, the Audit Office, in a letter to the Minister of Interior sent a draft bill for amending the 
Communities Laws, for inclusion in the Laws of a provision in order for the Community Councils to apply, in 
proportion, the Financial and Accounting Instructions and Stores Regulations currently applicable to the 
public service. To date, the above amendment has not been pushed forward. Our Office considers this issue 
important and suggests that it is duly taken into account in the preparation of the bill for the local 
government, which is under study. 
In April 2014, the Audit Office sent a letter to the Minister of Interior, which was communicated, among 
others, to the President of the Committee of Internal Affairs of the House of Representatives, in which the 
problems resulting from the insufficient implementation of the relevant Laws and Regulations by the 
Community Councils were noted and it was stressed emphatically that these problems increase the 
likelihood of entanglement and fraud. It was also reported that, in view of the fact that several Community 
Councils lack the most elementary assurance procedures and rational of sound management of public 
money, they should not have been assigned with such power by the State. In connection with the above 
letter, a meeting was held in May 2014 under the chairmanship of the Minister of Interior with all 
stakeholders, to which the Minister gave instructions to inform all the Community Councils of the intended 
cut of all or part of the state subsidy for failure to respond to the provisions of the law and asked all District 
Officers to propose amendments to the Communities Laws for mitigating the problems that occur in the 
Community Councils. Such amendments have not been adopted to date. 
Investigation of the potential for criminal offenses 
In May 2014, the Audit Office sent a letter to the Attorney General whereby it requested to be informed of 
the outcome of the investigation of serious irregularities or actions of Community Councils which were 
identified during the audit of their financial statements, which may constitute criminal offenses and are 
pending. An updating of all pending cases followed which revealed that many cases are pending at the 
Police for criminal investigation while, for others, a trial has begun which, however, as usual, progresses 
slowly. Our Office considers the cooperation developed, in this respect, with the Legal Office and the Police 
for the rapid examination of cases for which criminal offences may arise very important. In addition to the 
above, during the years 2014 and 2015, the Audit Office has notified to the Attorney General and the Chief 
of Police its reports on the audit of six Community Councils at which serious irregularities or actions were 
identified, which may constitute criminal offenses. This matter concerns two Community Councils in 

Recommendation: All Community Councils should proceed to establish regulations for their more 
smooth operation. 



 

 

Larnaca, two in Nicosia, one in Limassol and one in Paphos. The main irregularities / actions identified are 
summarised below: 
 Lease of a cafe / restaurant for many years to a Council Member, without tenders and payments by 

the Council to the specific Council Member for hospitality in this restaurant. 
 Award of tenders to the son of the President of a Community Council with non-transparent 

procedures. The son of the President of the Community Council did not issue tax invoices and thus 
an issue is raised for non-payment of taxes to the State (VAT, income tax) as provided in Law. 

 Payments to Members of Community Councils to perform various works, as well as purchases of 
materials and parts from stores / companies owned by Members of the Councils or their related 
persons. 

 Buying gifts for Members and Council staff. 
 Not convening meetings and failure to send the minutes to the District Officer for reviewing the 

legality of decisions. 
 Contributions received by the Community Council from individuals, companies and public 

corporations are not recorded in the financial statements. 
 Changes / corrections to copies of receipts and failure to issue receipts for the collection of taxes. 
 Non-taxation of certain companies, which are operating in the Community Council area. 
 Not recording and invoicing of the consumption of water for many years for some consumers, 

which include the President of the Community Council and a relative of him. 
 Purchases of goods / services and execution of projects without following the tendering procedure,  

without documenting the Council decisions and segmental purchases of the same goods / services 
with the obvious aim to circumvent the tender process. 

 Several significant payments are not supported by tax invoices / receipts or other evidence such as 
certificates of the execution of work, a detailed description of executed projects / tasks and by 
decisions of the Council. In a particular Community Council, payments were made without issuing 
payment vouchers and without the required authorisations. Also, the payment vouchers were 
issued retrospectively, without them containing all the necessary information and without 
obtaining tax invoices / receipts or without any other evidence from the beneficiaries. Thus, an 
issue of non-payment to the State of taxes provided in Law (VAT, income tax) arises. 

 Payments to different beneficiaries on the basis of invoices / receipts, which seem to have been 
issued by the Councils from the same duplicates, without always showing the name and details of 
the beneficiaries and without a signature and date. 

 Cheques are signed only by the President of the Community Council and several large payments, 
are made in cash rather than by cheque. 

 In several cases the signatures and telephone numbers of the beneficiaries, appearing on invoices / 
receipts, which themselves did not have preprinted details of the beneficiaries, seem to relate to 
people other than those presented as beneficiaries on the  payment vouchers. 

 Payments for which the name of the beneficiary is not presented on the payment voucher or it is 
different than that of the recipient of the relevant bank cheque, while in one case it was observed  
that the cheque was issued in the name of a member of the Community Council. Furthermore, a 



 

 

case of a cheque was identified which the recipient endorsed  but it seems that it was finally 
redeemed by the President of the Community Council, as well as cases where the signature of the 
recipient on the cheque does not appear to be the same with the signature of the beneficiary on 
the corresponding invoice / receipt.  

 Excessive costs for cleanliness, hospitality and cultural events, without attaching to the payment 
vouchers any invoices / receipts, without mentioning the name and status of the guests and 
without the Council's decisions. 

 Work for cleaning the river in the Community area waw performed without tenders, without 
approval of the Community Council, without the contractors, carrying out the work, charging VAT, 
although they are registered for VAT, while work seems to have been conducted by a member of 
the Community Council and not by the specific contractors to whom the payments were made. 

 Payments to individuals, company owners, for carrying out works, without submitting tax invoices, 
thus an issue arises for the particular individuals and for their companies of non-payment of taxes 
to the state (VAT, income tax), as provided in Law. 

 Cases where the dates on payment vouchers issued by the Community Council are not consistent 
with the dates of the cheques drawn for making payments, or with the dates of the evidence 
attached to the payment vouchers. 

 Award of building works to individuals / companies that are not registered in the Register of 
Contractors of the Council of Registration and Control of Contractors and therefore are not entitled 
to perform any construction or engineering projects. 

 Contributions of the Community Council to a local organisation and to the football team of the 
Community with the money given, subsequently, to the President of the Community Council. 

 Excessive spending on grants / contributions to Community clubs, without the approval of the 
District Officer, in which, according to a complaint, three of the Community Council Members were 
also members of the aforementioned associations. The Council meetings, at which the allocation of 
grants / contributions to these clubs was decided, were attended by the above Members. 

 Recruitment of employees without procedures. Members of the Council participating in meetings 
during which the recruitment / permanency / promotion of persons related to them was decided. 

 Employment of illegal aliens. 
Although 15 years have passed since the enactment of the Communities Laws, the situation in the 
Community Councils has not improved.  On the contrary, the lack of repercussions, due to the arbitrariness 
of certain Community Councils, their failure to take corrective action and the inability of the Central 
Services of the Community Councils to assist them to solve the problems presented in time and effectively, 
result in the accumulation and magnification of the problems over the years. 
 
 
 
 
 
 



 

 

 
 
 
 
 
 
 
 
 
 
The Director General of the Ministry of Interior informed us that he agrees with the content of the above 
paragraphs. 
 
3.20  CENTRAL OFFICE OF COMMUNITY COUNCILS  
From the audit of the financial statements of the Community Councils, mistakes and weaknesses are 
observed in their financial management. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Recommendations: 
- Reduction of the number of Community Councils and / or their economic integration or otherwise 
reduction of the number of entities which will have their own separate budget. 
- Reorganisation of the (consolidated) Community Councils in order to become self-supporting and 
more efficient. 
- Adopting administrative fines for wrongdoers. 
- Taking effective measures against those involved in acts which constitute criminal offenses in order 
to end impunity. 
- Improving the existing legislative framework. 
- More systematic and satisfactory control of the legality of the decisions of the Community Councils 
by District Officers, through the minutes of their meetings. 

Recommendation: The Central Office appears to have failed in its basic mission since the community 
councils were and continue to remain highly problematic entities in terms of financial administration. 
Our Office expects that the matter will be dealt with under the new bill on the restructuring of local 
government. 



 

 

4.    PUBLIC CORPORATIONS AND OTHER ORGANISATIONS 
4.1  PROVIDENT FUND OF THE GOVERNMENT REGULAR HOURLY PAID STAFF  
Operating results. The audit for 2014 has not yet been completed. According to the financial statements of 
the Provident Fund of the Government Regular Hourly Paid Staff (the Fund) for the year 2014, the Fund 
recorded a surplus to be allocated to the accounts of members, amounting to €4.371.842 (2013: 
€4.935.060). The decrease in surplus by €563.218 is due to the reduction in interest on investments by 
€314.347 due to declining interest rates and to the increase by €371.569 in interest payable to members 
who leave resulting from the late payment of the Secured Provident Fund. 
The Fund provides for the granting of a secured minimum benefit to the retired staff, regardless of the 
amount existing in their account. The State supplements the difference up to the agreed secured benefit. 
The State predicted for 2014, that it will pay for this purpose an amount of €9.959.344, compared to 
€13.226.764 paid for 2013.  The members of the Fund who retired in 2014 were 269 (266 were eligible for 
the secured provident fund), compared to 297 who retired in 2013 (295 were eligible for the secured 
provident fund). 
 
 
 
Cash deposited at the Treasury. The balance of the Fund's cash which was deposited at Treasury at 
31.12.2014 amounted to €47.261.535, compared to €36.468.279 at 31.12.2013. 
Investing in Bank of Cyprus Public Company Limited. At 31.12.2013, the Fund owned 316.986 shares of 
Bank of Cyprus, which, after the Bank of Cyprus entered the Cyprus Stock Exchange in December 2014, 
have been valued at the closing price (CSE.  0.216, ASE. €0.215) 
Actuarial study of the cost of the Government Hourly Paid Staff to the Provident Fund. As mentioned in 
our previous report, according to the actuarial valuation with reference date December 31, 2012, 
submitted to the Treasury in July 2013, the actuarial liabilities of the Fund amounts to €384.569.797 
(€398.599.823 in 2010) at the reporting date, the Normal Rate of Contribution (NRC) for the future service 
of the existing members at the reporting date amounts to 1.53% of wages (4.1% in 2010) and the unfunded 
liabilities of the Fund amounts to €142.404.011 (€136.543.401 in 2010). 
It is noted that the  unfunded liability, which corresponds to 37% (34.3% in 2010) of the actuarial liability of 
the Fund represents the cost of the secured benefit in addition to the value of Account A (Contribution 
Account) and B (Deposit Account ) on the same date. The cost is covered by the Consolidated Fund of the 
Republic. The purpose of the new actuarial study is to estimate the savings in cash flows using the final 
salary or career average. Consequently, the present value of cash flows for savings in cash flows was 
calculated for the period 2013-2061 and is equal to €40.942.031. 
 
 
 
 
 
 

Recommendation: We recommended that the amount of the secured minimum benefit granted to 
retired staff irrespective of the amount with which their account is in credit, at the expense of the 
State, is examined with a view to its rational adaptation, in accordance with the current situation . 

Recommendation: Considering the data shown in the actuarial study and the new situation created 
with respect to investments in securities and in the State’s finances, we expressed the view that it is 
required to examine the contribution rate of members and the amount of the secured benefit with a 
view to limit finally of the unfunded liability of the State. 



 

 

 
4.2  AGRICULTURAL PAYMENTS ORGANISATION (APO) 
 
 
 
 
 
 
 
4.3  ELECTRICITY AUTHORITY OF CYPRUS (EAC) 
 
 
 
 
 
 
 
4.4     CYPRUS TRANSMISSION SYSTEM OPERATOR (CTSO)  
 
 
 
 
 
 
 
4.5    FUND FOR RENEWABLE ENERGY SOURCES AND ENERGY SAVING  
Generally. The Fund for Renewable Energy Sources and Energy Saving was established pursuant to the 
Promotion and Encouragement of the Use of Renewable Energy Sources Law of 2013 (L. 112 (I) / 2013) and 
operates Grant Schemes for granting or subsidising various investments or promotion activities of 
renewable energy sources and energy saving. This Fund replaced the Special Fund for Renewable Energy 
Sources and Energy Saving which was set up and operated based on the Promotion and Encouragement of 
the Use of Renewable Energy Sources and the Energy Saving Law (L.33 (I) / 2003), which was abolished with 
Law L.112 (I) / 2013. The Fund is managed by the Fund Management Committee. 
Submission of financial statements for audit and submission to the House of Representatives. According 
to article 10 (4) of the Law L.112 (I) / 2013 (article 5 (2) of the Law L.33 (I) / 2003), the financial statements 

On June 15, 2015, the Report of our Office on the financial statements of the APO for the year 
ended 31 December 2014, was submitted to the House of Representatives, pursuant to Article 3(5) 
of the Public Corporations (Audit of Accounts) Laws of 1983-2007. The recommendations of that 
Report are adopted and are considered an integral part of this Report so that Article 4A 
(“Compliance and implementation report”) of the Provision of Data and Information to the Auditor 
General of the Republic Law, applies also for them. 

On June 15, 2015 the Report of our Office on the financial statements of the EAC for the year 
ended 31 December 2014 was submitted to the House of Representatives, pursuant to Article 3(5) 
of the Public Corporations (Audit of Accounts) Laws of 1983-2007. The recommendations of that 
Report are adopted and are considered an integral part of this Report so that Article 4A 
("Compliance and implementation report") of the Provision of Data and Information to the Auditor 
General of the Republic Law, applies also for them. 
 

On June 15, 2015 the Report of our Office on the financial statements of the CTSO for the year 
ended 31 December 2014 was submitted to the House of Representatives, pursuant to Article 3(5) 
of the Public Corporations (Audit of Accounts) Laws of 1983-2007. The recommendations of that 
Report are adopted and are considered an integral part of this Report so that Article 4A 
("Compliance and implementation report") of the Provision of Data and Information to the Auditor 
General of the Republic Law, applies also for them. 



 

 

must be submitted for audit not later than April 30 of the year following the year to which they relate. The 
financial statements for the years 2011, 2012, 2013 and 2014 were not submitted until the preparation of 
this Report, while for the year 2010 it was agreed to be resubmitted to our Office on the accruals basis and 
therefore the audit and / or completion of tests is still pending . 
The Chairman of the Committee of the Fund Management, in his response in October 2015 informed us 
that, in order to enable the preparation of financial statements on the accruals basis of accounting, 
information is required from the EAC, the receipt of which is difficult, because of their preparation on the 
basis of receipts and payments. Therefore, as he informed us, the financial statements of the Special Fund 
for Renewable Energy Source and Energy Saving for the years from 2010 until its termination (20.9.2013) 
will be submitted to our Office in the coming days on the basis of receipts and payments, while the financial 
statements of the Fund for Renewable Energy Sources for the period from the start of its operation 
(20.9.2013) until 31.12.2013, as well as for the year 2014, is expected to be presented on the accruals basis 
before the end of 2015. 
 
CYPRUS TOURISM ORGANISATION 
Submission of financial statements for the year 2014. In accordance with Article 15 (2) of the Cyprus 
Tourism Organisation Laws of 1969-2005, the Organisation, immediately after the end of each financial 
year, prepares and submits to the Minister the final financial statements and activity report. According to 
article 18 (2), the audited financial statements with the Auditor General's report are submitted as soon as 
possible to the Minister who transmits a copy to the House of Representatives for information. 
It is noted that the Organisation, contrary to the above provisions of the legislation, has not yet submitted 
for audit the financial statements for 2014 while the financial statements for 2013 were submitted late, on 
19.2.2015. 
It is also noted that, pursuant to paragraph 1 of article 109 of the Fiscal Responsibility and Financial 
Framework Law of 2014 (L.20 (I) / 2014), the CTO, as a public institution, submits to the Minister of Finance 
and Minister responsible (Minister of Energy, Commerce, Industry and Tourism) annual financial 
statements prepared in accordance with internationally recognised accounting standards, within four 
months after the end of each financial year. 
 
 
 
 
Operation of the Organisation. According to the findings of the study for the Reorganisation of the 
Organisation’s Services, carried out by a private consulting firm, pursuant to a decision of the Board of 
Directors (BoD) of the Organisation on 31.7.2013,  the Organisation presents serious operational problems, 
which require immediate solution. 
The obsolete institutional framework, which should be revised in order to enable the Organisation to adapt 
its role to the new conditions, is, according to the study, a serious problem. As it is characteristically  
mentioned in the Study, the inspections carried out by the Quality Assurance Department are based on 
legislation that is outdated and should be revised, since the specifications referred to, do not cover the 
minimum requirements of today's tourists. 

Recommendation: The financial statements must be submitted in time for audit in order that the 
necessary corrective measures regarding any weaknesses or gaps that may be observed are taken 
and in order to provide the right information, both to Parliament and citizens on the activities of the 
Organisation, which operates mainly with state subsidy. 



 

 

Also, as it is stated in the Study, issues such as licensing, classification and supervision, become susceptible 
to interference, since the procedures are not safeguarded by a clear and strict legal framework, because of 
the outdated institutional framework. 
In the above study, it was also confirmed that there are malfunctions in the Organisation, which are mainly 
due to administrative shortcomings, lack of organisation and lack of communication between the 
departments of the Organisation or even between individuals within the same Department. 
As we have been informed, the revision and modernisation of the institutional framework of the 
Organisation is undertaken by the State Reform Group while, for the implementation of the suggestions for 
improvement in the above Study, working groups have been established and detailed action plans have 
been prepared. 
State subsidy. During the year 2014 the Organisation was granted State subsidy totaling €32.9m. (€48 m. in 
2013). 
It is noted that the Director General of the Ministry of Finance, as the controlling officer for the payment of 
the State subsidy to the Organisation, in a letter dated 12.12.2014 to the Director General of the Ministry of 
Energy, Commerce, Industry and Tourism (MECIT), as the Ministry responsible for the Organisation, 
requested, inter alia, to be informed about the actions planned to eliminate potential weaknesses in the 
internal control system of the Organisation. 
On that point, it is stated that, in accordance with article 28 of the Accounting and Financial Management 
and Financial Control of the Republic Law (L.38 (I)/2014), in cases where problems are identified 
challenging the reliability of the internal control system of the recipient of the grant, the Minister of 
Finance and / or the Accountant General of the Republic may request the controlling officer to proceed 
with the suspension or the interruption or the recovery of payments. 
On 17.2.2015,  MECIT, for the purpose of implementing an effective supervision, sent a specific framework 
of control to the Organisation, noting that its immediate implementation is expected. On 2.7.2015, MECIT, 
with its a letter to the Chairman of the Board and the Ac. Director General of the Organisation, said that, 
despite the fact that there were major advances and generally it looked that the prescribed procedures 
were followed, the Organisation had not fully responded to the implementation of the control framework 
and, as a result, the Ministry cannot exercise effective supervision. As stated, inter alia, in that letter of the 
MECIT, the Organisation continues, in some cases, not to apply the open tendering procedure, which would 
be appropriate, but chooses the process of negotiation, which, in the opinion of the Ministry, leads to the 
conclusion that there is no integrated strategy and proper planning in general, but particularly in a case of 
crisis. 
Sponsorship of Rally Cyprus. In addition to the amount of €32.9m., which, as mentioned in the above 
paragraph, was granted as State sponsorship by the Ministry of Finance to the Organisation, an amount of 
€550.000 was also paid, which, according to the letter of the Ministry Finance of 16.6.2014, was not part of 
the annual State subsidy to the Organisation and, therefore, will not be charged to the Budget of the 
Organisation for 2014. As stated in that letter, that amount should be paid by the Organisation, on behalf of 
the Ministry of Finance, to the Cyprus Automobile Association (CAA) for the Rally Cyprus 2014, from which 
it should be asked to submit to the Ministry of Finance,  the budget, and an account of the revenue/ 
expenditure for 2014  Rally Cyprus. 
Relative to the above letter from the Ministry of Finance is the Decision of the Council of Ministers no. 
77.082, dated 11.6.2014, according to which an increase in the Cyprus Rally sponsorship, through the 
budget of the Organisation, from €500,000, as approved by the Council of Ministers Decision no. 75.530, 
dated 26.7.2013 for the Cyprus Rally 2013, to €550.000, was approved. 



 

 

The Organisation, acting in accordance with the above letter from the Ministry of Finance, recorded the 
receipt of that sum in a suspense account, which was paid in June 2014 as a subsidy to CAA while it does 
not appear that it requested CAA to submit the data mentioned above. 
It is noted that an amount of €500.000 was also paid to CAA in September 2013 for the Cyprus Rally 2013, 
based again on a letter from the Ministry of Finance dated 11.9.2013 and the Decision of the Council of 
Ministers no. 75.530 dated 26.7.2013, according to which it had approved the sponsorship of the Cyprus 
Rally event for the years 2013 to 2015. Also, in accordance with a relevant provision in the explanatory 
memorandum, an amount of €340.000 was paid to the CAA in July 2015 from the subgroup of expenditure 
"Promotion and Publicity of the Organisation" for the Cyprus Rally 2015. 
According to data kept by the Organisation, CAA was sponsored with a total amount of €6,6m. on the basis 
of Decisions of the Council of Ministers taken over a period of time, for the period from 2003 to July 2015, 
according to the table below: 
 

Year              Amount 
                € 

Championship 

2003  349.162,19  World Rally Championship (WRC) 
2004  350.128,32  WRC 
2005  339.403,58  WRC 
2006  512.580,43  WRC 
2007  447.686,11  Middle East Rally Championship (MERC) 
2008  512.580,43  MERC 
2009  638.000,00  WRC 
2010  904.500,00  Intercontinental Rally Championship (IRC) 
2011  545.000,00  IRC 
2012  552.000,00  IRC 
2013  567.000,00  MERC 
2014  550.000,00  European Rally Championship (ERC) 
2015  340.001,00  ERC 

        Total         6.608.042,06   
Our Office agrees with the Organisation that the International Cyprus Rally brings significant benefits to the 
Cypriot economy, both because of the international exposure Cyprus receives and also because of 
attracting visitors, however, it points out that, during the payment of grants to associations, the provisions 
of articles 24-28 of the  Accounting and Financial Management and Financial Control of the Republic of 
2014 and 2015 Laws, which include the criteria and conditions to be met for the granting of sponsorship  
(transparency, equal treatment etc.) and the obligations of State subsidy recipients (sound financial 
management, implementation of an adequate internal control system to ensure and demonstrate the 
rational management of State sponsorship, an independent audit in accordance with International 
Standards on Auditing, etc.), should be taken into account. 
 



 

 

 
 
 
 
 
 
 
 
 
 
 
 
The Chairman of the Organisation's Audit Committee  informed us that the Organisation has already carried 
out in the past (from 2011)  assessments on the basis of the criterion of cost-benefit analysis, which was 
sent to both Ministries, without  the final decision for sponsorship being affected in any way. The 
Organisation, however, will continue, he said, to send its views to the two Ministries. He also informed us 
that, as regards the organisation of the Cyprus Rally 2015, the Organisation requested data to evaluate the 
results with respect to the tourist benefit obtained. He also noted that in the context of transparency and 
equal treatment and, following relevant directions of the Treasury of the Republic, grants should be given 
only on the basis of the implementation of a Scheme, with which all interested associations should be 
informed. However, he said, in the given case, because the Organisation receives instructions from the 
Council of Ministers, the said provisions of the Scheme cannot be applied. 
Budget - Approval. The Budget for 2014 was approved by the Council of Ministers on 19.3.2014 (no. 
Decision 76.686) and was passed into law (L. 31 (II) / 2014) which was published in the Official Gazette of 
the Republic on 15.4.2014 and included expenditure amounting to €50.272.909. The House of 
Representatives approved one twelfth for each of January and February 2014, while during the period 
3.1.2014 to 14.4.2014  payments were made totaling €3.128.197 for which there was no legislative 
coverage. 
The Chairman of the Organisation's Audit Committee informed us that most of the payments were in 
respect of previous years creditors and an amount of about €732.000 was paid in respect of March 2014 
wages. 
Agreements / Licenses for the use of the Organisation’s premises. 
(a) The Board of the Organisation, in its meeting held on 30.10.2013, decided that the licensees of various 
premises  (kiosk / restaurant at Aphrodite's Rock and the Baths of Aphrodite, tourist beach and a restaurant 
at Geroskipou and Germasoyeia and a restaurant at Troodos) terminate the possession of the premises by 
1.11 .2013 and hand them over to the Organisation free of occupation. 
It is noted that, according to a letter of the Organisation to the Director of MECIT on 16.7.2015, the 
operators of the above sites refused to comply with its written instructions to leave the premises and, still, 
to this day, continue to hold them illegally, without the Organisation taking legal action against them. 
 

Recommendation: As the Organisation is, over time, directly involved with the issue and knows 
the dimensions and the extent to which the Cyprus Rally affects the promotion of Cyprus and 
since there seems to be no justification for the amount of sponsorship paid  to CAA,  our Office is 
of the opinion that the Organisation (even if its opinion will not be requested) must submit to the 
Ministry of Energy, Commerce, Industry and Tourism and  to the Ministry of Finance its views 
with regard to the reasonableness of the amount of the sponsorship, to guide them, for the 
purpose of determining the amount of the sponsorship in future. 
In that regard, we stated that, in formulating the Organisation's opinion, the importance and the 
relative viewing of the championship, which the Cyprus Rally is part of, should be taken into 
account. It is noted that the WRC is admittedly of multiple importance and enjoys a much larger 
audience than the ERC / IRC / MERC, however, it is observed that this difference of the 
significance / audience is not reflected in the amount of the sponsorship paid. 



 

 

 
 
 
(b)     In the meantime, the Board of the Organisation at a meeting held on 24.3.2015, considering that the 
reasons for which it had under its management these premises have ceased to exist, that the management 
of tourist premises is not part of the new role of the Organisation and that the cost of their management 
exceeds the benefit to the Organisation, decided, as a matter of policy, that the land and premises are 
returned to the State, provided they obtain also the consent of the other party (the State) to terminate the 
lease contract with the Organisation. To regulate the whole matter, as we know, MECIT prepared a 
comprehensive note and it is expected to convene a meeting with the competent Ministries / agencies. 
Larnaca Marina - Arrears of revenue. According to data provided to our Office from the Organisation, the 
arrears of revenue from the Marina debtors amounted to €331.054 at 31.12.2014, compared to €363.321 
at 31.12.2013. 
Our Office noted that, despite the fact that, in cases of arrears of revenue the Organisation takes legal 
action, because the Laws of 1977-2002 for the Regulation of Marinas does not include an explicit provision 
for the issuance by the Court of an order for the payment of the amounts due, the decisions of the Court 
relate usually to the payment of fines. 
 
 
 
Renewal of the operating license for hotels and leisure centers. According to data of the Organisation, on 
31.12.2014 there were 226 hotels and 3346 leisure centers, while, the operating licenses for only 58 hotels 
and 2275 leisure centers were renewed, ie 25.6% and 67.9%, respectively, because of failure to meet the 
requirements of the relevant legislation. Consequently, a percentage of 74.4% and 32.1% of hotels and 
leisure centers, respectively, are operating without an operating license which poses risks to the health and 
safety of both customers and employees in these businesses. 
Extensions / modifications brought by many hotels and leisure centers without obtaining the relevant 
approvals, constitutes a reason for not renewing their operating licenses. 
In October 2014, the Chairman of the Organisation  informed us that, opting for the criminal prosecution of 
such accommodations would mean issuing orders for the postponement of the operation of tens of large 
hotels and the dismissal of thousands of employees and that the Organisation was adopting the 
recommendation of our Office that the issues of the legality of the premises should be excluded from the 
responsibilities of the Organisation by amending the relevant legislation, because these relate to other 
laws, the responsibility of which for implementing are of the Ministry of Interior and of the Local 
Authorities. 
As part of promoting the modification process of the institutional framework for both the regulation of 
creating and controlling the operation of the above enterprises (hotels and leisure centers), the 
Organisation requested on 20.10.2014, through the competent Ministry, the advice of the Legal Office of 
the State in finding a way of excepting the Organisation from the obligation to require a building permit 
prior to the issuance of an operating license, which, however, as we were informed, has not yet been 
received. 

Recommendation: The Organisation should take all appropriate actions for recovering the possession 
of the above premises. 

Recommendation: To take the appropriate actions to amend the Laws for the Regulation of Marinas, 
in line with the relevant recommendation of both the legal officer of the Organisation and of its 
private lawyers. 



 

 

Meanwhile, the Chairman of the Organisation’s Audit Committee, in its response, in October 2015, 
informed us that when it comes to the issue of the exception of the Organisation in connection with the  
legality of the premises of hotel businesses and leisure centers, the opinion of the legal advisor of the 
Organisation is that this is not possible. Therefore, as he reported to us, the Organisation is not empowered 
to issue licenses to businesses without the premises of the business being within the law. 
Incentives Scheme for sustainable investments in the enrichment and upgrading of the tourism product 
which is funded by the European Fund for the Regional Development of the European Union - Exclusion 
of the project "Limanaki - Comprehensive upgrading and modernisation of the hotel unit Limanaki 
Beach». The Directorate General of European Programmes, Coordination and Development of the Cyprus 
Republic (DGEPCD), with its letter dated 16.4.2015, to the Ac. Director General of the Organisation, 
demanded the exclusion of the above project (Integration Decision date: 2.7.2010) based on the final 
position of DG of Regional Policy and Urban Development which was submitted by a letter of the Director 
of Audit on 20.2.2015. As stated in the letter of DGEPCD, the position of the European Commission (EC), 
even after the submission of additional clarification by the Audit Authority on 3.11.2014 in connection with 
the evaluation procedure and the decision approving the project followed by the Organisation, remains 
that the project was not eligible for inclusion in the aforementioned Scheme. Therefore, as indicated, the 
expenditure certified by the EU within the project will be deducted in its entirety by a financial correction of 
€765.486,33 (eligible public expenditure / sponsorship) and €1.421.617,43 (eligible private participation / 
beneficiary expenses). 
As also indicated in the above letter, in this case, because the financial correction does not occur from any 
wrongdoing of the Beneficiary, but by applying an incorrect evaluation procedure by the 
Organisation(Intermediate Body), the issue of recovery from the Beneficiary of the amounts paid after the 
contract was signed with the Beneficiary, creates for him a legitimate right. As further stated, the grant paid 
to the Beneficiary by the Organisation shall be borne solely by the Organisation’s budget, since it is not 
eligible to be co-financed because of the error of the administration, and therefore there should be a 
corresponding reduction of the State subsidy received by the Organisation. To this end, there was a request 
to the Director General of the Ministry of Finance, to whom that letter was notified, to take the necessary 
action. 
It is noted that, as stated in a note of the Ac. Director General of the Organisation to the Board on 7.7.2015, 
the whole matter arose because of the absence in the Project Control Guide of the calculation method of 
the financial data index relating to the relationship Debt to Equity. According to the Audit Office of the 
European Commission, the absence of this method in advance (ie in the Information Guide) was not 
compatible with the principles of equal treatment and transparency. 
It was considered that the ignorance/lack of information as to the way the index would be calculated, may 
have prevented / discouraged potential applicants from submitting an application under the Scheme. 
Moreover, this omission rendered the evaluation system weak and susceptible to change. Specifically, it left 
room for variations in the methods of calculation of the index during the evaluation process for calculating 
it at different decimal points etc. 
As also mentioned in the above note, the Intermediate Body and specifically the Investment Approval 
Committee, as the competent body, proceeded on 6.7.2015 with an Exclusion Project Decision which was 
notified to the Managing Authority, the Certifying Authority, the Audit Authority and our Office. 
 
 
 

Recommendation: In order to avoid similar cases in the future, the Organisation should take 
appropriate measures in order to determine clearly the evaluation process of applications in the 
Schemes announced. 



 

 

The Chairman of the Organisation’s Audit Committee informed us that the experience gained from the 
implementation of this Scheme has enhanced the knowledge and experience of the Organisation in these 
matters, in order to avoid similar incidents. 
Cooperation of Cyprus Tourist organisation with Travel Organisers (TOs) Abroad and Air Transporters. 
(a)  Cost. The total costs of the  "Advertising and Tourism Promotion - Cooperation with Tour Operators 
Abroad", "Advertising and Tourism Promotion - Winter Tourism Development Scheme" and "Scheme for  
air services", according to the financial statements of the Organisation for 2013, amounted to €4.301.816. 
This expenditure relates to the amount of €1.383.042 for joint promotions with the contribution of the 
Organisation to be 75% of the cost of advertising actions of TO and other partners abroad and an amount 
of €2.918.774 for advertising in the media of  TO and other partners abroad, based on the Cooperation 
Policy adopted on 7.6.2006 by the then Minister of Commerce, Industry and Tourism and the decision 
taken at a meeting held on 16.1.2008 by the then Ministers of Finance and of Commerce, Industry and 
Tourism for the development of winter tourism. 
As the financial statements of the Organisation for 2014 have not yet been submitted to our Office, no firm 
conclusions can be drawn about the amount of the year’s expenditure. It is noted, however, that, with 
respect to the above costs, an amount of €5.458.180 of commitments, until 21.7.2015, were recorded in 
the accounting program.  
(b)   Cooperation with TOs abroad. As mentioned in our Annual Report for 2013, the Organisation had 
progressed to three-year promotional partnerships with three TOs for the summer period 2014 - winter 
2017/2018, amounting to €8.538.000, relating to the UK and German markets, without, however, entering 
into written agreements (the partnerships were promoted on the basis of correspondence exchanged 
between  the Organisation and the TOs ). 
As we observed, much bigger amounts than those which were applicable in prior periods for the arrival of 
tourists were agreed and noted that the significant increase in the cost paid did not seem to be justified. 
The above contracts seem, in the opinion of the Organisation, to fall under Article 33 (a) (ii) of the 
Coordination of Procedures for the Award of Public Contracts Supplies, Works and Services and Related 
Matters Law 12 (I) / 2006, since the Organisation wishes to contract with individual economic entities and 
therefore the contracts are concluded with the negotiation process. 
However, as we noted, copies of the tender documents stating the grounds of using the negotiated 
procedure, the terms of the negotiation and the names of operators who will be invited to participate in 
the process, were not submitted to the Competent Authority of Public Procurement, with copy to the Audit 
Office of the Republic, as provided for on the procurement related Regulations (R. 242/2012). Neither the 
Auditor General nor the Accountant General of the Republic were invited to participate as observers in the 
meetings of the relevant bodies (evaluation committees and tender boards) which dealt with the above 
matters. 
It is noted that, during the recent audit by our Office for the year 2014, it was observed that the 
Organisation, during the period June 2014 - October 2014, had entered into agreements with four other 
TOs, concerning  the markets of Germany and Switzerland, totaling €6.047.000. 
As we pointed out the huge importance of tourism to the economy of our country, cannot be a reason for 
lack of transparency in the management of public money. 
This issue was discussed at a meeting held at MECIT on 5.9.2014, which confirmed the necessity of 
compiling a properly documented scheme in which the process by which the advertising campaign can be 
advanced through TOs, will be presented for each country, so that: 



 

 

•         there is optimum utilisation of the available budget,  
•      to ensure benefits are received in return of the money which will be spent and which should not  

exceed the budgeted amount, 
•       to promote the diversification of risk which arises when there is concentration of the transport of a 

large number of tourists by a small number of TOs, 
•         to reduce the risks and opportunities of corruption and abuse of power, and 
•         to comply with the principles of transparency and equal treatment. 
It was also decided that the Organisation should immediately prepare a scheme for its gradual 
disengagement from such promotion of the tourist product. 
Within the discussions in the above meeting, the Board of Directors of the Organisation proceeded on 
14.10.2014 with the approval of the Cooperation Plan with Russian TOs for the period 1.12.2014 - 
3.31.2016 and on 12.5.2015, with the approval of a Cooperation Plan with French TOs for the period 
1.11.2015-30.4.2018. 
Pursuant to the provisions of the Scheme with Russian TOs, on 25.11.2014 the Board decided to approve 
the allocation of a sum of up to €1.8m. to a particular TO in Russia to carry out advertising campaigns 
during the above period, while, according to the Organisation, the amount expected to be available to two 
other TOs in Russia is only €145.000 (with the associated risks of transporting large numbers of tourists 
from one TO). 
 
 
 
 
The Chairman of the Audit Committee of the Organisation informed us that he proceeded with the 
approval of a Scheme for the Netherlands and Poland, while other schemes are under study when the need 
for such co-operations with TOs arises and when conditions allow it. With regard to the recommendation of 
our Office to monitor on a continuous basis the results of the various schemes, he noted that this is already 
happening and will continue happening for as long the schemes are implemented. 
(c)    Partnerships with Air-transporters. Our Office noted that the Organisation, in an effort to mitigate the 
problem of insufficient direct air link between Cyprus and potential tourism sources, was cooperating in 
recent years for promotion purposes, on an ad hoc basis, with partners who operated their own airlines.  
Our Office noted that the principles of transparency and equal treatment were not applied when 
concluding these agreements. In order to ensure the application of the above principles, as well as, as  
mentioned in a note of the Ac. Director General of the Organisation dated 2.7.2015, in order to avoid the 
problems presented in the monitoring and financial control of such co-operations, because of the partial or 
entire termination of the airlines winter flight programs, a "General Framework for Negotiating Co-
operations with Air-transporters" has been prepared and submitted on 11.9.2015 to the Board of the 
Organisation, which was adopted on 15.9.2015. 
According to the Organisation, this framework will be governed by the principle of equal treatment. Also, 
the co-operation will be limited solely to cases of launching new flights and / or expansion of flights to non-
performing periods, on the basis of eligibility criteria and will have a fixed duration (3 years) in order not to 
perpetuate and create dependencies and distortions. 

Recommendation: Our Office recommended the expansion of the establishment of transparent and 
documented schemes for the promotion of advertising campaigns in other countries, as well as the 
monitoring on a continuous basis of the results of the various schemes and the taking of appropriate 
actions. 



 

 

Conduct of disciplinary investigations. Our Office, in its Annual Report for 2013 indicated that it 
recommended the investigation of potential disciplinary responsibilities of involved officers of the 
Organisation, regarding the issues of "Conducting Supplementary Advertising Activities for 2013" and 
the"Production of Cycling Promotion Material ". 
The Council of Ministers at its meeting held on 1.7.2015, appointed an Investigating Officer, in relation to 
the above cases, to investigate the possibility of the commitment of disciplinary offenses by specific 
employees of the Organisation. 
This investigation, as we know, is in progress. 
Appointment of a legal consultant. The Tender Committee of the Organisation in its meeting on 23.6.2015 
decided to approve the renewal of the cooperation with the legal consultant, with whom the Organisation 
maintains a long-term cooperation (from 1.12.1999), for one year with an option to extend the contract for  
two additional one-year periods, for the same annual fee of € 11.276, as in previous years, plus the legal 
costs awarded by the Court or the Tenders Review Authority in the cases where he is representing the 
Organisation. 
 
 
 
 
Restructuring of the Offices Abroad of the Organisation. Extensive reference to the above matter was 
made in our Annual Report for 2012 and 2013. In 2014 the Organisation proceeded to shut down an 
additional Office Abroad and in particular the Office in Brussels, in addition to the 8 Offices the function of 
which was terminated in 2012 and 2013. 
For the remaining 15 Offices of the Organisation abroad, several measures were taken to reduce their 
operating costs mainly through their co-location at Embassies and Consulates of the Republic, the 
reduction of rents and relocation to more economic areas, while further steps are being put forward to 
reduce housing costs. 
It is noted, however, that the report of the Organisation on the reorganisation of the Offices Abroad, 
prepared in 2012 by a consortium of consultants at a cost of €75.000 plus VAT, proposes, inter alia, a new 
organisational model in order to adapt to new current trends and the evolution of the Offices of the 
Organisation Abroad from information and promotional offices to marketing units of  Cyprus tourism. 
Main features of the model are:  
•        The creation of new positions of specialty of staff and the elimination or replacement of some existing 

ones. 
•        The adoption of a wage policy based on the new data. 
•        The determination of qualitative and quantitative targets of the Central Service through an annual 
          action plan for each Office. 
•     The definition of a common spectrum of activity with regard to marketing activities of the Offices  

Abroad. 
In October 2014 the Chairman of the Organisation informed us that the Board after meetings held with the 
Responsible Officers of the Offices Abroad, had already undertaken the re-examination of the findings of 

Recommendation: Regardless of the reasons which have been taken into account for the decision to 
renew the cooperation with the existing legal consultant, our Office notes that, for the said services, 
the provisions of the circular of the Competent Public Procurement Authority No. AADS 24F should 
be followed. 



 

 

the report, so that the Restructuring Study for the Offices Abroad to be implemented in its entirety, while 
at the meeting on 16.6.2015, the Board of Directors reiterated its previous decisions to discuss this issue, in 
a special meeting to be held for this purpose. Until the date of the audit, the examination of the matter had 
not been completed. 
 
 
 
The Chairman of the Organisation’s Audit Committee informed us that the Board of the Organisation, at a 
special meeting held on 2.7.2015, decided for that matter that the Offices of the Organisation abroad 
should make use of modern marketing tools, making the best possible use of the technology, the internet, 
social media etc. 
Subsequently, the Board examined each Office separately and decided to authorise the Marketing 
Committee together with the Service and the member of the Board designated to be responsible for each 
country to address the problems faced by each Office and promote solutions. 
He also informed us that the Board discussed also the issue of the Offices abroad, the operation of which 
was suspended, and decided that, under the present conditions and circumstances, the presence of the 
Organisation was required in Vienna, Brussels and New York. 
Production of Promotion of Cycling Material. The issue is extensively explained in our last Annual Report. 
In our letter to the Director General of the Organisation in October 2014, we observed - after further 
examination carried out on the deliverables of the five contracts in question – and in addition to our above 
comments on the procedures followed and the award essentially of the contracts based on the proposals of 
the companies without the preparation of tender documents by the Organisation, with conditions / 
standards and requirements, the following: 
(i)       For the first contract with the company 5 + Mobile, worth €45,900, the object of which was to create 
and produce an illustrated map of Cyprus, the deliverable does not appear to justify the value of the 
contract. Therefore, we asked to be informed by the Organisation as to whether the Contractor had 
delivered such a quantity in printed form of the map and / or anything else to justify the amount of the sum 
paid. 
(ii)    Regarding the remaining 4 contracts, we inquired whether the Organisation, had carried out any 
quality control on delivery of the GPS data and what were the results (ie if they were of good production 
and constituted new and accessible routes). 
The Director General of the Organisation informed us in November 2014 that he did not agree with our 
view that that the deliverable was not of enough value since it provides elements of the tourist identity of 
Cyprus and can also be used as a participation tool during round trips in Cyprus with any means of 
transport and for participation in competitions. He also informed us that 20,000 units were delivered both 
in digital form and in paper form at the CTO office in Germany. 
Finally, he informed us that, to ensure the best possible results, the Organisation could not wait for the 
completion of the operational part of the processing of the various issues and then try to evaluate the 
results of the routes samples, after delivery, so the aim was achieved mainly during the entire processing 
with control exercised on a continuous basis, adding that the results of the deliverables should occasionally 
be checked, since human intervention – in the surrounding space - cannot be excluded. Such control is 

Recommendation: The re-examination of the issue of the operation and the restructuring of the 
Offices Abroad in accordance with the findings of the report prepared by the independent 
Consultants, should be completed as soon as possible. 



 

 

possible if an information mechanism is created for the state of the proposed routes and they are 
periodically corrected. 
In addition to the above explanations of the Director General of the Organisation, the fact remains that the 
procedures followed, further than the fact that there was a segmentation of tenders, had violated both the 
principles of transparency, equal treatment and good administration and also the provisions of the law and 
of the Internal Regulations of the Organisation. In addition, no respect was shown for the management of 
public money since there was no prior assessment of the reasonableness of the prices. Regarding the 
effective control of the adequacy, quality and level of deliverables, this is impossible, since in the 
agreements concluded by the Organisation, there are no specific detailed terms, requirements and 
specifications, other than a brief general description of the deliverables (the agreements consist of single- / 
two-page proposals of the companies and their acceptance by the CTO). 
 
 
 
Strengthening the campaign of CTO in UK cities between March - June 2015. In our letter to the Chairman 
and the Tender Committee (TC) Members of the Organisation in May 2015, we observed that the 
Negotiating Committee's (NC) recommendation was not substantiated by any study on the benefits of the 
advertising campaign in the UK market. It is noted that the first choice of the CTO (advertising campaign via 
Billboards and Digital Screens), had changed due to the Contractor's failure to meet the conditions of the 
competition, therefore  another kind of campaign was proposed by the NC - which was not originally 
selected - ie the TV campaign. In view of the above, an impression was created that the proposal was made 
without any documentation, selecting a - de facto - solution that was not the first in a series of choices. 
Considering the above, we expressed the view that the decision to change the type of campaign may have 
been taken for the purpose of spending the amount budgeted for this purpose by the Organisation. 
Regardless of the above, as concluded from the minutes of the TC dated 17.2.2015, the TC decided to 
approve the use of the negotiated procedure for conducting advertising campaigns in the United Kingdom, 
amounting to €200,000 and in Germany amounting to €520.000, with the successful tenderer of the 
contracts which were awarded for advertising for the 2013 campaigns, although the note of the Ac. 
Director General of the Organisation - dated 21.4.2015 - to the TC,  stated that the cost of carrying out of 
advertising campaigns in the UK should not exceed €400,000. In view of the substantial difference in the 
above amounts, we requested clarifications / explanations to be given to us. 
The Ac. Director General of the Organisation informed us in May 2015 that the purpose of her note to the 
NC was both to inform the TC that the advertising spaces agreed could not be rented anymore and to seek 
authorisation from the TC to start a new negotiating process to arrange for another advertising package. 
She also informed us that the need to conduct an advertising campaign in markets that have a potential to 
compensate for the gap resulting from the reduction in the Russian market, such as the United Kingdom, 
was agreed with the Minister of Energy, Industry and Tourism on 30.12.2014,  during its meeting with the 
Board of Directors of the CTO. 
With our new letter to the Ac. Director General of the Organisation in May 2015, we observed that, the 
Evaluation Committee in its note dated 3.3.2015 had proposed to the TC of the Organisation, not to 
proceed with the campaign of 2015 in the United Kingdom (Underground) for various reasons, which were 
set out in the note. In view of the above, we asked to be provided with a copy of the recommendation of 
the Service of the Organisation to add - by the Organisation - the amount of €200.000 in the negotiation 
process with the contractor of the agreement for the 2013 advertising campaign. 

Recommendation: We suggested to look for any disciplinary responsibilities of the officers of the 
Organisation involved. 



 

 

The Ac. Director General of the Organisation informed us in June 2015 that, during the meeting of 
10.3.2015 at which the decision was taken, there was no new written proposal of the Service to the TC and 
the reference made in the minutes of the TC of the above date for the suggestion of the Service of the 
Organisation dated 10.3.2015 was related to the initial recommendation to the TC dated 13.1.2015 for 
cooperation with the contractor of the agreement for the advertising campaign of 2013 (in which the sum 
amounting to €400,000 was provided) and which was again put forward orally before the TC, in view of 
developments regarding the London Underground. 
In view of the above, the reply of the Ac. Director General of the CTO is not considered satisfactory. 
 
 
 
Evaluation report of tenders with notice no. 9/2015 for "services for the design and purchase of space / 
time on the internet for the advertising campaign on the promotion of tourism in Cyprus in various 
countries" – Tender Committee meeting no. 18/2015 dated 7.7.2015. In our letter to the Ac. Director 
General (DG) of the Organisation in July 2015, we observed that for all 13 campaigns that are the object of 
the award, economic operators who participated, offered - for every one of them - exactly the same 
amount (the amount of the budget), for a competition of a total award  amount of €2,0m. In its report, the 
Evaluation Committee, suggested to the Tender Committee of the Organisation the award of eight of them 
to a particular economic operator and the remaining five to another economic operator – out of a total of 
seven economic operators - that participated in the competition - based - essentially - only on the score of 
the technical part of the tenders submitted by the interested economic operators since their financial 
proposal did not differentiate their final ranking (they all submitted the same price). In view of the above, 
we mentioned that we had serious doubts whether a healthy competition had been developed, since the 
assignment of individual campaigns was expected to be based only on the ranking of the technical part of 
the offer, which may contain an element of subjectivity. We also mentioned that the same was observed in 
a previous competition of the Organisation with notice no. 25/2013 for which we submitted our views on 
3.1.2014. We noticed that the observations / suggestions of our Office were not taken into account by the 
Organisation and, as a result, the same or similar problems are presented in the competitions announced 
by the Organisation. Further, we mentioned that our Office was concerned about the fact that, when in 
2014 a tender for the same purpose was announced, it was then cancelled. In the context of the two 
appeals which were submitted to the Tenders Review Authority (no. 9/2014 and 10/2014), the CTO had 
stated that: 
"The Agency considers that the general advertising conducted through such competitions, as opposed to a 
more targeted advertising, does not achieve the best possible results. Therefore it is considered that it is in 
the public interest to change the tourism policy by: 
(i)       Strengthening advertising and promotion through e-marketing operations, a sector with continuous 

growth which is expected to be more beneficial for tourism and therefore the Cypriot economy since 
most bookings and / or holidays are now carried out through electronic computers and / or on the 
basis of electronic platforms of tour operators. 

(ii)       Strengthening the cooperation with international organisers of trips which are based in key countries 
and which, because of their geographical position and very good knowledge of the requirements of 
the public,  can reach and / or promote much more effectively Cyprus to the targeted tourist 
audience, unlike the hitherto procedures followed by the Organisation. 

Recommendation: The Organisation should prepare beforehand a relevant study for the campaigns, 
on the basis of which evidence of the need / benefit of their undertaking should be given. 



 

 

(iii)  Improving the network - connectivity of airlines in terms of making strategic partnerships with 
various airlines worldwide to promote and / or further promote Cyprus'. 

The Ac. DG of the Organisation informed us in July 2015 that the rating of the technical tenders submitted 
contained no evidence whatsoever of subjectivity, since the rating of the technical offers was made by a 
mathematical method, exclusively based on numerical factors. The fact of observing the phenomenon of all 
tenderers proposing almost the same financial offer, is due to the mathematical method used to extract 
the score for the technical offer and the function of the ratio: amount of offer, size of tender figure, weight 
of technical bid. 
We were also informed that  tender no. 9/2015 is not related to the same issue as that of the competition 
which was cancelled in 2014 (appeals to the Tenders Review Authority no. 9/2014 and 10/2014). The 2014 
competition was related to advertising in conventional advertising media (television, radio, press, outdoor 
advertising), while the competition no. 9/2015 is related with online advertising, an action which fully 
coincides with the policy decided by the Organisation, since it falls within the field of strengthening of 
advertising and promotion through e-marketing actions. In the opinion of the Ac. Director General of the 
Organisation, this sector has a continual upward trend, which is expected to be more beneficial for tourism, 
since most bookings and / or holidays are now made via electronic computers and / or electronic platforms 
of travel organisers. 
On 31.7.2015, a meeting took place at the Auditor General's Office, concerning the publicity carried out by 
the CTO, in the presence of representatives of the Competent Authority of Public Procurement and of the 
Ministry of Energy, Commerce, Industry and Tourism, during which ways of improving / strengthening the 
procedures / tender documents for procurement campaigns were agreed. 
 
 
 
 
4.7   CYPRUS STATE FAIRS AUTHORITY 
Completion of the mission and operation of the State Fairs Authority. The Council of Ministers in its 
decision no. 76.578 dated 26.2.2014 authorised the Minister of Energy, Commerce, Industry and Tourism to 
present to the Council as soon as possible, proposals with a detailed breakdown of the liabilities and assets 
of the Authority, movable and immovable, for the purpose of deciding the immediate closure of the 
Authority, in a manner that all its assets and its liabilities to become the ownership of the Republic of 
Cyprus. It also authorised the Minister of Energy, Commerce, Industry and Tourism to prepare a bill, in 
cooperation with the Minister of Finance and the Attorney General, for the transfer of the State Fairs 
Authority’s personnel  who will choose to be transferred to the Public Service . 
It is noted that on 25.7.2014 the Law 130 (I) 2014 for the transfer of the Authority’s personnel to the Public 
Service and on 19.6.2015, the order R. 217/2015 was issued for the dissolution and liquidation of the 
Authority. 
Submission of financial statements. The financial statements for the years 2011, 2012, 2013 and for the 
period 1.1.2014-30.6.2015 were submitted late on 14.10.2015 and therefore, their audit was not 
conducted until the preparation of this Report.  
 

Recommendation: The Organisation should proceed with the evaluation of the results of the above 
actions to change the tourism policy through targeted advertising instead of general advertising 
which was previously applied. 



 

 

 
4.8  HUMAN RESOURCES TRAINING AUTHORITY  
Financial position: The most important data regarding the financial position of the Authority, is set out in 
the table below: 
                              Description    31.12.2014 

           € 
   31.12.2013 
            € 

Increase/(decrease) 
          €     % 

Income from operating activities  32.835.011 28.577.879 4.257.132 14,9 
Net financing income 1.231.246 1.667.607 (436.361) (26,2) 
Total income  34.066.257 30.245.486   
Human Resources Development 21.900.829 23.461.454 (1.560.625) (6,7) 
Administrative and operating expenses 6.915.711 7.922.120 (1.006.409) (12,7) 
Total expenses  28.816.540 31.383.574   
Surplus/(deficit) from operations 5.249.717 (1.138.088)   
Impairment of deposits/ loss from converting deposits 
 and securities - (1.735.962) (1.735.962)  
Decrease in fair value of shares and securities (214.907) -          214.907  
Taxation (346.684) (464.670)         (117.986) (25,4) 
Surplus/(deficit) for the year 4.688.126 (3.338.720)   
Other comprehensive income: Actuarial loss of the 
Pensions and Gratuities Scheme   (3.767.608) (3.081.281)        (686.327) (22,3) 
Total Surplus/(loss) for the year 920.518 (6.420.001)  
Spending on human resource development activities, which are detailed below, accounted for 76% (74.8% 
in 2013) of the total costs. 

 
      2014 
         € 

      2013 
        € 

Initial Training Programmes 3.309.045 7.309.177 
Continuing Training Programmes 6.991.369 10.173.321 
Strengthening Training Infrastructure      81.676        57.927 
Evaluation and Certification of Training Providers         98.922         35.426 
Projects Co-financed by the European Social Fund 11.419.817    5.885.603 
Total 21.900.829 23.461.454 
The Authority's administrative and operating expenses correspond to 20.3% of total revenues in 2014, 
compared to 26.2% in 2013 and spending on human resources development programs corresponds to 
64.3% of revenues, compared with 77.6% for 2013. 
Staff. The following table presents the personnel employed by the Authority in the years 2014 and 2013, 
together with the relative cost: 



 

 

 
 2014 2013 
 Number of permanent and casual staff 87 89 
         €          € 
Expenditure for salaries, allowances and  employer’s contributions   4.657.352 5.201.237 
Charge for  the Retirement Benefit Plan    946.467 1.127.155 
Total 5.603.819 6.328.392 
Average personnel costs      64.412      71.106 
The positions of the Authority on 31.12.2014 were 95, of which 18 were vacant. 
During 2014, the Authority also employed, by purchasing services, various associates, with total 
expenditure €755.723 (€645.696 in 2013). On 31.12.2014, 49 associates (51.6% of the Authority's 
permanent positions), a Company and a team of evaluators, were employed. 
The employment of associates relate to such needs, most of which could be considered permanent. Our 
Office expressed the opinion that this issue should be seriously considered by the Authority under the 
provisions of the Circular of the Ministry of Finance no. 1372, dated 17.9.2008, as well as under the recent 
Circular no. 1517, dated 14.5.2015, since the specific tasks are repetitive and are not likely to cease to exist. 
The issuance of the new circular, as mentioned, was necessary, in view, in particular, of the observation of 
the phenomenon of abuse of the procurement process for the purchase / hiring of services, which aims to 
fill the gaps created due to the freezing of permanent and temporary recruitment. As also mentioned, the 
purpose and spirit of this process are not the indirect employment of personnel, as the services provided by 
the Contractor should not fall within the normal activities of the contracting authority. 
It is noted that the employment of associates began in 2005 and continued until 2011 with an increasing 
trend. It was stabilized by 2013 and in 2014 showed a significant increase of 48%, without appearing to 
date that a decision has been taken, in the context of the examination of the wider issue of the Authority’s 
staffing, although the Board of Directors (BD) reviewed in meetings the Report of the Ad-Hoc Committee, 
set up to study the wider issue of the Authority’s staffing and, it seems, the issue of temporary staff and of 
associates is handled by the BD at times only, when considering the need for the extension of services or 
the continuation of the services of associates or for new hiring of services. 
The Chairman of the Authority informed us that the purchase of services from associates is to implement 
specific Projects / Plans promoted by the Authority, in collaboration with the Ministry of Labour, Welfare 
and Social Insurance (MLWSI) and to address the volume of applications for the payment of subsidies. We 
were also informed that the basic provisions of the tender documents are determined in consultation with 
the Competent Authority of Public Procurement (CAPP) and with our Office, so that the manner and the 
conditions of supplying these services do not refer to the status of an employed person and, where 
necessary, the Authority obtains the CAPP Compatibility Certificate to the Tender Documents before giving 
notice of the competitions (Co-financed projects). 
The observation of our Office, however, does not relate to the wording in the documents, but to the facts 
relating to each purchase / hiring of services of an associate. The wording and / or the contents of any 
contract cannot override the provisions of the relevant Law, nor to differentiate the true nature of the 
services provided when they relate to the employment of staff. Covering of permanent needs and staff 
shortage problems cannot be done by hiring services from associates. 



 

 

Regarding the broader issue of the Authority's staff, the Chairman informed us that the Authority Board 
closely monitors the issue of staffing and, taking into account the large number of vacancies, proceeds with 
a series of representations to the relevant Ministry, for the lifting of the ban for filling the vacancies, while 
monitoring developments in the process of reform of the public service and the possible effects on the 
Authority. 
 
 
 
 
 
Health care and other benefits. The Authority bears the health care costs (state, supplementary health 
care plan and improvement plan for serious illnesses / incidents (through insurance) of individuals). Details 
are included in Section 2.8 of this Report concerning the Treasury. 
Pending applications for payment of the subsidy. On 31.12.2014, 927 applications for payment of subsidy, 
of an estimated amount of €2.050.481, were under consideration, compared to 517 applications of an 
estimated subsidy amounting to €1.541.163 on 31.12.2013, ie there was an increase in the estimated 
amount of the subsidy of €509.318 or 33% and an increase in the number of applications under 
consideration of 410 or 79%. It is noted that reference to the estimated subsidy is made in the financial 
statements. In June 2015, there were payments pending for 401 applications pending, with an estimated 
subsidy amounting to €1.062.066. In our previous Reports, our Office reported the accumulated volume of 
applications and recommended the examination of the situation so that the Authority is able to meet its 
liabilities. For the administration of the issue, the Authority had taken some measures / arrangements. 
The Chairman of the Authority informed us that the number of applications for payment of the subsidy 
arrears is monitored on a continuous basis in order to remain at manageable levels. 
 
 
Payment of Subsidy for programs organised by Employers and Employees Organisations. As mentioned in 
our previous Reports, the subsidies granted to Employers’ and Workers’ Organisations, which, by law, are 
represented by members of the Authority's Board of Directors, amount, for the past 16 years, to €17.6m.  
and, while they constitute an average of 3.4% of all Training Institutions, they absorb about 20% of the total 
subsidies to Institutions. 
Our Office repeated its view that, since the participation of the representatives of the Employers’ and 
Workers' Organisations to the Board is prescribed in the Human Resources Development Law and is 
considered by the Authority as necessary, that the conflict of interest which in our opinion exists, should be 
seriously considered by the Authority,  due to the fact that these Organisations are involved in decision 
making about the policy on subsidies and the conditions for the operation of the Authority's schemes, while 
they are operating as Training Institutions and organise programmes subsidised by the Authority. 
The position of the Authority on this matter, as expressed over time remains the same, namely that the 
conduct of the work of the Board complies with the relevant opinion of its legal counsel, stating that 
representatives of Organisations are to participate in the Boards’ meetings “except in cases where they 
have an interest in the outcome of a particular issue.” 

Recommendation: In view of the above, our Office considers that the Authority should review and 
reassess the broader issue of staffing, within the above circulars of the Ministry of Finance. It must also 
ensure that, in all existing or future cases of buying / leasing services, the manner and conditions of 
the supply of these services does not refer to the status of an employed person, but to that of a self-
employed person. 

Recommendation: The purpose of this paragraph is to indicate to the Authority that the situation still 
needs to be closely monitored. 



 

 

 
 
 
Tender for the "Supply, Planning and Development, Installation, Configuration and Maintenance of the 
Integrated Information System of the HRDA" – No. of Competition 24/2012. The history of this 
competition is described in our previous Annual Report with the latest development being the decision of 
the Board of Directors at its meeting dated 10.11.2014 for the re-evaluation of the tenders of the three 
operators, whose hierarchical appeals submitted to the Tenders Review Authority had succeeded. On 
23.3.015, the Board of the Authority considered the revised report of the  Advisory Evaluation Committee 
(AEC) and decided to proceed with the evaluation of the two of the three tenders (ie to assess the Technical 
part of the Tender), since the third was rejected as not substantially complying with the specifications of 
the tender documents. 
After the completion of this evaluation, the AEC in its report dated 22.6.2015, recommended the rejection 
of one of the two remaining tenderers, having found that, based on the detailed timetable submitted by 
that tenderer, the total duration of the implementation of the Contract which he had proposed amounted 
to 27 months and 20 days, while the specifications of the tender documents provided that tenders 
proposing  that the duration of the project would be of a period shorter than 28 months or more than 32 
months, would be rejected. 
In view of the above, our Office by its letter dated 29.6.2015, observed that this term which was included in 
the tender documents lacks basic logic, since one could be excluded due to faster execution of the 
Contract, something for which the opposite should be provided. Furthermore, he could wait 10 days to 
deliver the work required to fully comply with the tender specifications. Therefore, the deviation - if 
considered as such - was trivial. 
On further examination of the tenders submitted, our Office found that the calculation of the duration of 
the Contract made by the AEC, was based solely on the activity schedule (Gantt Chart) submitted by the 
said tenderer. Considering the above, our Office with a new letter dated 17.7.2015, expressed the view that 
the difference was immaterial, since neither the price was affected, nor did it jeopardize the successful 
completion of the project. 
The Board of the Authority at its meeting held on 27.7.2015, decided that the deviation of this offer was 
immaterial and authorised the AEC to proceed to complete the assessment. 
Subsequently, the AEC recommended the opening of the financial bids of the two tenderers, since they 
were considered acceptable at the technical evaluation stage. 
As we were informed by the Chairman of the Authority, the Board decided in September 2015, to open the 
financial tenders of the two tenderers. He also informed us that the evaluation of the financial part of the 
tenders was expected to be completed by the end of October 2015 and will be submitted to the Board for a 
decision in this regard by mid November 2015. 
 
 
 
 
 

Recommendation: Our Office understands the position of the Authority and considers that the 
problem should be addressed by the relevant Ministry of Labour, Welfare and Social Security. 

Recommendation: It is important that the Contracting Authorities satisfy themselves before the 
invitation of tenders that the tender specifications are prepared with special care to ensure wide 
participation and therefore the development of a healthy competition, leading to the submission of 
competitive prices. 



 

 

4.9    CYPRUS NEWS AGENCY 
Staff 
(a)    Annual Leave. According to R. 186/90, "the length and the conditions under which leave, sick leave 
and maternity leave is granted, is the same as in the case of civil servants." Based on the current provisions 
applicable to the employment of temporary staff in the Public Service, including the employees of 
indefinite service, they are entitled to an annual leave of 20 days and this number remains constant 
regardless of their years of service (such is the letter of the Department of Public Administration and 
Personnel (DPAP) dated 9.1.2012). However, based on the "Minutes of the Agreement" between the 
Agency and the trade unions signed on 20.12.2012 and 25.11.2013, it was agreed that for temporary staff 
with indefinite service 6-15 years, the annual leave increases from 20 working days to 24 and for those with 
a service of more than 15 years, the annual leave is increased to 29 days. It is pointed out that no 
agreement can be superior to the Laws and Regulations. 
(b)    Establishment of Provident Fund. The Board of Directors in its meeting dated 11.12.2012 decided the 
creation of a Provident Fund for the temporary staff with indefinite service. A relative “Minute of an 
Agreement” was signed on 20.12.2012 between the Agency and the trade unions with which it was agreed 
to create a Provident Fund for the staff in question, as from 1.1.2011, with a contribution of 4.17% from 
each side. It is noted that the DPAP with its letter dated 21.6.2012, did not agree with the creation of this 
fund, as only the Regular Hourly Paid Staff (but not the temporary) is included in such funds in the Public 
Service. It is also noted that the Board of Directors, with its decision dated 12.3.2013 and in accordance 
with the relevant "Minutes of the Agreement" dated 25.11.2013 between the Agency and the trade unions 
redefined the contribution method so as to gradually cover the contribution of previous years. 
It is noted that for the above matters, our Office, requested from the Agency, in March 2015, to refer to the 
DPAP for a decision. The DPAP with its letter dated 20.7.2015 stated again that, as far as this annual leave is 
concerned, it should be granted based on the current provisions applied to the employment of temporary 
staff in the Civil Service. In connection with the creation of a Provident Fund, the DPAP diversified its 
original position expressed in its letter dated 21.6.2012 with which it disagreed with the creation of a 
Provident Fund and stated that it had no objection to the creation of a Provident Fund on the basis of 
specific terms / provisions, which must be previously agreed with the trade unions. 
 
 
 
 
The Deputy Director / Editor in Chief of the Agency informed us that our recommendations will be 
implemented as from 1.1.2016. 
Lease of state land for the construction of a building. On 5.11.2007 the Agency, pursuant to the Council of 
Ministers decision no. 65.084, dated 28.02.2007, entered into a contract with the Ministry of Interior for 
the lease of state land for an annual rent amounting to €55.359 (£32.400) for a period of 33 years, ie until 
4.11.2040 (first period) for the construction of a building. Among the conditions for the agreement it is 
stated that the Agency will have to build the building until 5.11.2012 or later on a different date, which the 
owner will authorise in writing. The above contract was canceled and a new leasing contract was signed on 
17.11.2011 with a revision of the annual rent to €21.112 and of the building construction period until the 
17.11.2016 or later on a date which the owner will authorise in writing. On 3.2.2012,  planning permission 

Recommendation: To take the necessary steps to comply with the applicable legislation and the 
instructions of the Director of the Department of Public Administration and Personnel. 



 

 

with validity of 5 years and with an option to extend it up to 12 years was obtained from the Department of 
Town Planning and Housing. 
Following the Board of Directors decision dated 10.6.2013, the Agency, with its letter to the General 
Director of the Ministry of Interior dated 31.7.2013, requested that the possible suspension of payment of 
the annual rent amounting to €21.112 is examined, as well as “to freeze the condition that the construction 
should be completed in a period of five years, that is by 17.11.2016”. The requests of the Agency were not 
accepted, but the Ministry of Interior said that “an extension to the deadline could be given if it becomes 
necessary.” 
It is noted that during 2012 and 2013 a total amount of €141.871 was spent for a study for the design and 
architectural plans and for securing planning permission and a building permit. 
 
 
 
   
 
4.10  CYPRUS BROADCASTING AUTHORITY 
Law amendment. On 14.5.2012, the Authority sent an amendment bill to the Ministry of Interior and while 
the technical legal review was completed by the Legal Office and was set for discussion in the House of 
Representatives on 12.9.2013, the Minister of Interior decided to stop the process so that a public 
consultation with all affected parties is carried out. As we were informed, the bill is pending at the Ministry 
of Interior. It is noted that in the proposed amendments there are issues regarding the harmonisation of 
the Cypriot legislation in order to be in compliance with the European Directive no. 2010/13 / EU, as 
requested by the European Commission. 
Conferences, Seminars in Cyprus and Travelling Expenses and Conferences Abroad. For the years 2009-
2014, amounts of €191.102 and €178.035, respectively, have been spent in total for the above expenditure. 
From the audit it was found that: 
•      In many cases Officers, following instructions of the Chairman, are compensated with the actual 

overnight expenses, which exceed the maximum limit set in the provisions governing the payment of 
the maintenance allowance abroad, without sufficient justification. It is noted that, for the payment 
of the aforementioned compensation, it is stated in the circular no. 1311 dated 4.5.2006 of the 
Ministry of Finance that, where Officers “are accompanying any other Officer falling in Categories A 
and B (Executive Chairman of the Authority), a special approval of the competent authority in each 
case is required, provided that important official reasons make the stay in the same hotel with the 
Head of Mission, compulsory." 

 Almost all air tickets were purchased from the same travel agency, without following the tender 
procedures. Moreover, in some cases where the total cost of the tickets exceeded the amount of 
€2.000 limit, the Authority had not requested the submission of written or oral tenders from a 
limited number of suppliers in accordance with Article 84 (1) of the Coordination of procedures for 
the Award of Public Contracts, Procurement, Supplies, Works and Services and Related Matters Law 
12 (I) / 2006. 

 

Recommendation: The Agency should review the necessity of the lease since, according to 
correspondence of the Agency with the Ministry of Interior, the Government has decided, because of 
the financial situation, to freeze the building process for the Agency’s own building on this plot of 
land. 



 

 

 
 
 
 
 
The Executive Chairman of the Authority informed us that instructions were given for flight tickets to be 
acquired from two travel agencies and for the payment of the above compensation based on the actual 
costs there must be relevant justification. 
Compensation and legal costs. The total cost of compensation and of legal expenses for the years 2009-
2014 amounted to €436.340. It is noted that both for the services of a legal consultant, to whom cases 
presented in court are also assigned and for the assignment of court cases to other private lawyers, the 
procedures provided in the Law 12 (I) / 2006 were not complied with. 
 
 
 
Control  of infringements of television and radio stations. 
(a)     Monitoring television stations. According to data provided by the Authority, in 2014 there were 18 
licensed television stations and 57 licensed Pancyprian and local radio stations. 
It was observed that the IRIS system is capable of recording only the Pancyprian radio stations and the 
Nicosia local radio stations. Therefore, local radio stations outside Nicosia are not recorded. Furthermore, 
the system is capable of recording only 24 stations and therefore 6 out of the 10 Nicosia local stations are 
not recorded. Nevertheless, it is noted that, in accordance with Article 43 (3), local and small local stations 
are obliged to record their programs and, in case of complaints, the program is requested to be sent by the 
stations, for investigation. 
 
 
 
 
As we were informed by the Executive Chairman of the Authority, proposals / suggestions are being studied 
for the technical extension / upgrade of the IRIS software program in order to allow the recording also of 
the local radios of all provinces. 
(b)    Duration of advertising time. It is reported that, in recent years, mostly only warnings are given for 
offenses relating to the timing of advertising. According to the Director of the Authority, the European 
Union community directives define the commercial breaks to be 12 minutes, while in the Regulations of the 
Authority, additional Regulations were included which provide that breaks in the middle of an advertising 
program must not exceed 3,5 minutes. 
 
 
 

Recommendation: Payments must be made with due care by producing all the necessary evidence. 
Moreover, the purchase of air tickets should be in accordance with the provisions of Law 12 (I) / 2006, in 
order to safeguard the principles of transparency, equal treatment and good administration. 
 

Recommendation: To comply with the circular T / AAPPC 24F of the Treasury and the provisions of Law 
12 (I) / 2006. 

Recommendation: For the implementation of the principles of sound administration and equal 
treatment, the recording of the Nicosia stations should-in our opinion-be carried out on a rotation basis 
and until the method of recording of all stations is found, monitoring should be carried out  on a 
sample basis. 

Recommendation: The Authority should comply with its Regulations. However, if it considers that there 
are no grounds for maintaining this specific Regulation, to proceed to its abolition. 



 

 

 
The Executive Chairman of the Authority informed us that, according to its decision, the amendment bill, 
which is expected to be approved in the House of Representatives before the end of 2015, will include a 
new provision according to which the validity of the above Regulation of the Authority will be terminated. 
(c)       Imposition of Administrative Fines. The Authority, under Article 41A and 41B of the relevant law, 
imposes administrative sanctions on audiovisual media service providers.  
(i)       A significant reduction in the number and amount of fines imposed in relation to previous years and 

in the budgeted revenue is noted. The following table is indicative: 
 

Year  No. of cases  Revenue from Administrative Fines  Write offs of Previous  Years 
  Total Revenue Budget  Actual 

                      €              €               €           € 
2009  79  400.000  670.597  152.920  517.677 
2010  97  400.000  369.681  1.708  367.973 
2011  48  400.000  35.900  10.251  25.649 
2012  43  400.000  875.150  0  875.150 
2013  81  400.000  100300  96.424  3.876 
2014  56  300.000  79.100  500  78.600 

It is stressed that the great deviation of actual revenue and expenses is expected to create financial 
difficulties to the Authority. Indicatively, the financial statements for 2013 show a negative reserve of 
an amount of €84.243. 

(ii)    Investigation of complaints. It was observed that out of 56 cases examined or which are under 
examination, it appears that only 19 of them were concerned with an ex officio examination. 

 

 
 
 
 

 
The Authority informed us that the examinations have now been intensified with the introduction 
of the monitoring system on a sample basis and that administrative fines are not an end in itself. It 
also pointed out that the predominant role of the regulatory European broadcasting authorities is, 
inter alia, through the supervision they exercise, to promote in parallel the self-regulation and co-
regulation in line with the relevant European Directives and to contribute to the continuous 

  Television  Radio  Total 
    €  € 
DECIDED BY THE AUTHORITY  18  1  19 

COMPLAINT  32  5  37 
TOTAL  50  6  56 

Recommendation: The Authority should intensify its examinations. As we pointed out in our Annual Report of the Office for the year 2011, imposing fines where applicable, ensures the compliance of Organisations with the relevant laws and regulations. 



 

 

improvement of the functioning of broadcasting organisations and as much as possible to their 
better compliance with the legislation. 
Additionally it is stated that on 21.9.2011 the Authority decided, upon the recommendation of its 
legal adviser, to revoke all decisions pending in court, which were a matter of poor formation and 
to review them again. However, it is noted that on 9.1.2013, the Authority decided not to proceed 
with the revision of a number of cases which were withdrawn, without justifying its decision in the 
minutes. As a result of the above decision, the financial statements of the Authority for 2013 show 
that an amount of €403.730 of administrative fines was written off from debtors and an amount of 
€90.294 was refunded to stations which already paid the fine. 

 
 

 
 The Executive Chairman of the Authority with his letter dated 10.4.2015 informed us that all cases 

which have not been reviewed cannot qualify for re-examination, both because a long time has 
passed and because the Authority had informed the relevant organisations of its decision not to re-
examine them. 

(iii)      Complaint by a Polls Company against MEGA television station. Case no. 37/2013 (2) concerned a 
complaint made on 17.2.2012 by the Insights Market Research company for possible violations of  
MEGA channel on the presentation of the survey results for the presidential elections by MEGA 
station according to which the data presented by the station was not the results of the research 
conducted. The case concerned the infringement of Articles 26 (1) (a) and 26 (2) of the Law and of 
the Regulations 21 (3) and 36 (3) that broadcasts should be governed by the principle of objectivity, 
completeness and timeliness. 
It seems that until 11.10.2013, the Authority had completed its investigation and with its letter 
informed the station that it was entitled to be heard before it proceeded to sanctions. In response, 
the station on 25.10.2013 stated that the Authority's Chairman had a professional / personal 
relationship with the Director who sent the complaint. As a result, at a meeting of the Authority 
dated 30.10.2013, the Chairman informed the members that he and Mrs Kokkalou belonged in the 
shareholder structure of the company ISKP Research Solutions and asked to withdraw. On 
20.11.2013, following the advice of the legal adviser, the Authority decided to reopen the case. It is 
noted that at the meeting of the Authority on 19.11.2014, the Chairman said that the case could 
not proceed because the file was lost. 
On this point it is stated that on 13.1.2015 the Ministry of Interior sent a letter asking the Authority 
to submit a report which would record the case history and developments on the matter (following 
a letter sent by the University of Cyprus professor from whom it had originally been asked for 
assistance for an analysis of the survey). On 21.1.2015 the Authority's Director informed the 
Ministry that the relevant case file is lost and that both the Authority and the polling company 
considered the matter closed. It is noted, however, that the company's letter that the matter was 
closed bears the date 17.4.2015 while the decision of the Authority carries the date 7.10.2015, and 
has not yet been ratified. 
 

 
 

Recommendation: The Authority should proceed promptly with all necessary actions in order to ensure 
the principles of equal treatment and the safeguarding of public revenue. 

Recommendation: The Authority must review the case at its own initiative. 



 

 

Appointment, Remuneration and allowances of the Executive Chairman of the Authority.  
Appointment of the Executive Chairman of the Authority. As mentioned in our Report for 2012, with the 
publication of the Radio and Television Stations (Amendment) Law 2011, L.73 (I) / 2011 on 29.4.2011, the 
current Chairman of the Authority serves as of 29.4.2011 as an Executive Chairman on a full time basis on 
the scale A15 (+1), while the preparation of regulations for his functions, powers and duties is still pending. 
Because under Article 4 (2) (b) of the Law of the Authority, the Chairman of the Authority is defined as an 
executive, while in Article 9 (6) it is stated that the Director is the Authority's highest executive body, the 
Council of Ministers at its meeting dated 17.1.2012, authorised the Minister of Interior to proceed with the 
amendment of the Radio and Television Stations Law, so that the highest executive body of the Authority is 
the Executive Chairman and not the Director. It is reported that in July 2013 a relative draft law was filed in 
the House of Representatives by the Ministry of Interior, which is pending. 
It is noted that the Ministry of Interior in a letter dated 6.5.2015 asked the Authority to send as soon as 
possible, draft regulations, with which to define the responsibilities, powers and duties of the Executive 
Chairman of the Authority, as well as a draft amended Scheme of Service for the Director’s position so as to 
avoid any issues of overlap or conflict of duties. 
Our Office expressed its concern about the need for the existence of both an Executive Chairman and a 
Director in an Organisation of 25 people and under such difficult financial conditions the State is going 
through, and suggested that the matter be considered by the Council of Ministers and the Parliament. The 
Secretary of the Council of Ministers sent the matter to the Department of Public Administration and 
Personnel (DPAP), which in a letter dated 3.4.2015 stated, inter alia, that the Director’s position should be 
marked with a double cross (++), so that when vacated, is cancelled. Our Office in a letter to the DPAP 
dated 21.04.2015 expressed its opposition to the above position and set out the reasons why the Authority 
should be headed only by the Director, who will be the highest executive body, whose duties and 
responsibilities are already institutionalised as derived from Articles 9 (2) and (6) of the Radio and 
Television Stations Law. On 12.6.2015 the Director of DPAP asked the Director-General of the Ministry of 
Interior to examine the issue and to proceed with the alternative arrangement which is deemed to be the 
most appropriate and to make the necessary modification of the relevant legislation. 
The Ministry of Interior in a letter dated 6.10.2015 to the Secretary of the Council of Ministers, with a copy 
to our Office, indicates that it intends to address the issue of the simultaneous employment at the 
Authority of an Executive Chairman and a Director, with the expiry of the mandate of the current Executive 
Chairman on 15.6.2016. 
 
 
The Executive Chairman of the Authority informed us that the Authority proceeded with marking with a 
double cross (++) the position of the Director in the Budget for the year 2016, adopting the position of the 
DPAP, a position which no longer applies, since after the letter of our Office to the DPAP dated 21.4.2015, 
the DPAP asked the Ministry of Interior to investigate the matter and choose the setting that it considers 
most appropriate / functional. The Ministry of Interior undertook to review the issue at the end of the 
mandate of the Executive Chairman in 2016, as mentioned above. 
Recently, on 27.11.2015 our Office sent a letter to the Authority's Executive Chairman in which it stated 
that he was present at the meeting for the approval of the Authority's budget for the year 2016, a fact 
which constitutes a conflict of interest and a breach of the general principles of the administrative law and 
of the Article 7 (6) of the Radio and Television Organisations Law, since, among others, the Budget was 
regulating the matter regarding his own position. It was also pointed out that the parallel employment of 

Recommendation: The issue must be dealt with without further delay. 



 

 

two senior officials at the Authority exercising similar functions, is squandering of public money and that, 
between the two options offered, cheaper and better option is that of maintaining the position of the 
Director with simultaneous conversion (as from 2016) of the Chairman’s of the Authority's position to non-
executive, as it was previously. 
Renewal of the Authority's Director’s Contract. In accordance with Article 9 (4) of the Radio and Television 
Stations Law “the director of the Authority is appointed with a contract term of six years which may be 
renewed.” The Director of the Authority was appointed on the basis of a 6 years contract for the period 
2.7.2001 to 1.7.2007, which was renewed for the period 2.7.2007 to 07.01.2013 and 2.7.2013 until 
1.7.2019. It is noted however, that Article 3 (1) of the Public Corporations (Appointment of Directors 
General) Law (L.115 / 90) provides that “notwithstanding the provisions of any relevant law, the public 
corporation Director General is appointed by the Members of the  Council, after a notice given for the 
position, with a five-year private law contract or less, as dictated by objective reasons”, while Article 3 (3) 
of the same law states that “the decision of the relevant Council is submitted for approval to the Council of 
Ministers. It is also noted that  L.115 / 1990 was amended by adding to Article 2 of the definition “Director 
General” means the Director General of a public corporation and includes the chief executive officer, of any 
title, provided he holds the highest position in the hierarchy. We expressed the view that, since according 
to the Law of the Authority, the Director is still the Authority's highest executive body, the appointment is 
governed by L.115 / 1990. 
4.11 ΡΑΔΙΟΦΩΝΙΚΟ ΙΔΡΥΜΑ ΚΥΠΡΟΥ 
 
 
 
4.11  CYPRUS BRADCASTING CORPORATION (CBC) 
 
 
 
 
 
 
 
 
4.12 CYPRUS LAND DEVELOPMENT CORPORATION  
The audit of our Office for the year 2014 could not be completed by the date of the preparation of this 
Report. The financial audit of the Corporation for the year 2014 has been assigned to private auditors 
through a bidding process launched by our Office. 
As we have been informed by the Chairman of the Corporation, problems have been identified both in the 
procedure used in the past for the purchase of a number of building projects and also in the monitoring 
process of these projects and, as a result, problems have occurred in the buildings that have been bought 
by individuals from the Corporation. 
 

Recommendation: The Authority should have published the position and asked for the approval of the 
Council of Ministers before the signing of the contract which should be of five rather than of six years 
length, a subject on which the Authority should seek legal advice. 
 

On June 15, 2015, the report of our Office on CBC financial statements for the year ended 31 
December 2014, was submitted to the House of Representatives, pursuant to Article 3 (5) of the 
Public Corporations (Audit of Accounts) Laws of 1983-2007. The recommendations of that Report are 
adopted and are considered an integral part of this Report so that Article 4A (“Compliance and 
implementation report”) of the Provision of Data and Information to the Auditor General of the 
Republic Law, applies also for them. 
 



 

 

 
 
 
 
As we were informed by the Chairman of the Board, the Corporation, during 2014, signed 80 sale contracts, 
resulting in a significant reduction of unsold residences stock. During the preparation of this Report, 18 
completed, 4 under construction and 3 used dwelling units remain unsold. It is also noted that with the 
Council of Ministers decision no 77.351 dated 30.7.2014, the Protection Plan of the Main House was 
assigned to the Corporation. 
 
4.13   SEWERAGE BOARDS - GENERAL 
Financial Audit 
The audit of the financial statements of the Sewerage Boards will be conducted by private auditors under 
Article 8 “assignment of the audit of financial statements” of the Provision of Data and Information to the 
Auditor General of the Republic and to the House of Representatives Law (L.113 (I) / 2002). 
Delay in the Approval of the Budget. It was observed that the approval of the Minister of Interior is not 
given in time before the start of the year. It is noted that, in accordance with Article 24 (9) of the Law, 
where budgets are not approved by the Minister of Interior until the beginning of the relevant financial 
year, the Minister of Interior may authorise any expenditure by the Board for a period of no more than a 
month, for a total of two months, that is until the end of February of the year to which they relate. 
It was observed that no approval of the Minister of Interior for the expenditure incurred by the end of 
February 2014 was requested by the Sewerage Boards and, consequently, all expenditure until the date of 
approval of the Budget of each Board was unauthorised. 
Budget execution. According to Article 24 (8) of the Law, the Directors may, without any further approval, 
spend an additional amount not exceeding 20% of the amount of any funds approved, provided that the 
additional amount will be saved by any other subgroup of expenditure of the same approved Budgets. 
It was observed that in the year 2014, Budgetary Funds of the Boards showed overruns beyond 20% 
without revised budgets been submitted for approval to the Minister of Interior, contrary to Articles 24 (8) 
and 24 (11) of the Law. 
 
 
 
Arrears - Lawsuits. 
(a)    There are taxpayers who owe large amounts, without the Boards proceeding in taking legal measures 
for their collection. 
(b)      In cases where a Court’s decision was issued for the debtor to pay in monthly installments and there 
has not been compliance with the judgment, the Boards did not proceed in taking further measures. 
 
 

Recommendation: Our Office to be informed of the actions that the Corporation is taking to identify, 
record and deal with these problems and of its pursuing of  any responsibilities. 

Recommendation: Budgets should be approved by the Minister of Interior in time and timely measures 
should be taken to ensure all expenditure is always authorised. Otherwise the relevant legislative 
provisions against offenders should be activated. 



 

 

 
 
 
 
 
 
 
 
 
 
 
4.14   NICOSIA SEWERAGE BOARD (NSB) 
Debtors and other sundry debtors.  At 31.12.2014 the total debtors of the Board amounted to 
€40.054.820, compared to €34.322.484 at 31.12.2013, recording an increase of €5.732.336 or 16.7%. 
(a)   Debtors of sewerage fees. Debtors of sewerage fees at 31.12.2014 amounted to €9.578.370, 
compared to €8.167.581 at 31.12.2013, representing an increase of €1.410.789 or 17.3%. 
(b)  Debtors of user fees. Total debtors of user fees at 31.12.2014 amounted to €5.171.086 compared to 
€4.936.613 at 31.12.2013, representing an increase of €234.473 (4,8%). An amount of €3.750.447 
(€3.668.382 for 2013) was due by the Nicosia Water Board, an amount of €1.351.871 (€1.193.001 for 2013) 
by the Lakatamia Municipality and an amount of €68.768 by others. 
Arrears due - Lawsuits. 
Sewerage fees. For the year 2014 proceedings were initiated against 12 taxpayers for a total amount of 
€243.338. It is noted that until the 29.06.2015 an amount €72.792 was received. 
From the audit we observed the following: 
           (i)       There are taxpayers who owe large sums to the NSB, but the Board had not proceeded in 

taking legal measures for their collection. 
           (ii)         For adjudicated lawsuits for which the recovery of the sum due had not been achieved, the 

Board considered it uneconomical to resume, considering that owners will be forced to pay 
the sewerage fees when the need to transfer their property arises. 

                                     (iii)         In cases where the Court issued a decision for the debtor to pay in monthly installments, it 
was found that there was no compliance with the judgment, without, however, the Board to 
proceed with taking further measures. 

The Chairman of the Board informed us that in June 2015 it was decided to send letters to all relevant 
debtors and in case of non-compliance, the Board will proceed with legal action, starting initially from 
debtors with debts in excess of €10.000. Also, for the compliance of debtors after the issuing of judgments, 
it was decided to impose a «memo» on all of the debtors’ property. 
 

Recommendation: In cases where a decision of the Court was issued for the debtor to pay by monthly 
installments, but there was no compliance with the Court’s decision, we have recommended to the 
Boards to take the following measures: 
•       Registering of a «memo» on the debtor’s property. 
•      Submitting an application for issuing writs for seizure and sale of movable property of the 

debtor. 
•       Registering a divestment application for the «memo» a year after its registration.  
•     Registering an application for bankruptcy of the debtor or for dissolution of the legal person 

owing the fees. 



 

 

User fees. 
Agreements for the delegation of the Nicosia Sewerage Board (NSB) powers for collecting fees. It was 
observed that only the amount of commission to be paid, relating to the collection of user fees, is defined 
in the agreements of delegation of power from the NSB to the Nicosia Water Board (NWB), Lakatamia 
Municipality, Pythos ( Water Distributors ) Ltd and Anayia Self-Housing estate. 
 
  
 
 
 
Extension date for the repayment of sewerage fees. Although the 31.10.2014 was established as the last 
date of payment of sewerage fees bills for the year 2014 and was subsequently extended until the 
5.12.2014, it was observed that the payment of bills at the Board continued normally until the 12.12.2014, 
without imposing an additional burden of 20%, contrary to Article 30 (3) of the Sewerage Systems Law. The 
total amount of the non-recovered additional charge, amounts to €6.258. 
 
 
 
Asphalting roads affected by the construction of the sewerage system and roads in the municipal areas of 
Greater Nicosia. As mentioned in previous reports of our Office, since 2004 the Board proceeds to a 
complete asphalting of roads in the areas where the sewerage system is completed, while until 2003 it 
covered only the cost of the resurface of the excavations. The complete asphalting of roads at the cost of 
the Board without any contribution by the relevant Municipalities is not covered by any provision of the 
Sewerage Systems Law. Instead, in accordance with Article 84 (e) of the Municipal Corporations Law, the 
responsibility for the maintenance of roads in the area within their boundaries lies with the Municipalities 
which for the implementation of such works receive funding from the State. 
In 2014 costs of €559.726 for the complete asphalting of roads in the areas of Greater Nicosia, where the 
sewerage system was completed, were incurred. The total expenditure for the years 2004 to 2014 
amounted to €61.393.209 and will be covered by the increase in sewerage fees by 1 ‰ imposed on 
immovable property since 2007. 
As we were informed by the Chairman of the Board, the asphalting in 2014 was carried out for purposes of 
equal treatment of all taxpayers and it is not the Board's intention to engage in any asphalting work in the 
future. 
 
 
 
Legal Adviser’s Services. The Board since 1994 works with a particular law office without a written 
cooperation agreement and without complying with the procedures set out in Law 12 (I) / 2006. 
 

Recommendation: The Board should always act under the relevant legislation and the relevant 
Regulations so that all citizens receive a uniform treatment. 

Recommendation: The Council should proceed directly to conclude contracts with the parties 
involved, in which to define clearly the terms of cooperation, including obligations, rights and 
conditions deriving from the non application of the provisions of the contracts (eg. imposing legal 
interest in case the collected fees and charges are not sent to the NSB within a specified period.) 

Recommendation: The practice of asphalting roads at the Board’s cost is not in line with the relevant 
legislation, a view with which the Board agrees, but without proceeding to remedial actions.  



 

 

 
 
 
 
Amicable settlement of Contracts with Nos. GN 15/2006, GN 10/2005, GN 12/2005, GN 1/2003, GN 
2/2003, 9-1-05, 1-3-02, 1-4-02 and 1 -0-03. Within the audit that our Office intended to carry out, we 
requested from the NSB - on 27.10.2014 - various data concerning the NSB Contracts which were executed 
or were in progress. 
On 22/12/2014, the NSB submitted the data concerning the contracts that were executed under the 
supervision of individual Consulting Engineers. Subsequently, on 17.4.2015, the NSB submitted the data 
concerning the Contracts that were executed under the supervision of the Project Management Unit. 
From the study of the data concerning the amicable settlement of Contracts Nos. GN 15/2006, GN 10/2005, 
GN 12/2005, GN 1/2003 and GN 2/2003 (which were executed under the supervision of individual 
Consulting Engineers) and the amicable settlement of Contracts 9.1.05, 3.1.02, 1.4.02 and 1-0-03 (which 
were executed under the supervision of the Project Management Unit), it was found that the Contractors 
of these Works exacerbated their claims by excessively high amounts, thus giving the impression that the 
final Amicable Settlement reached was against them. 
On the contrary, from the study of the data submitted, our Office considers that these Settlements are 
blatantly burdensome for the Employer (NSB) and particularly favorable for the Contractors because: 
            (i)       The Projects’ Engineer’s positions seems not to have been taken seriously into account. 
            (ii)      The counterclaims of the NWB (where available) were downgraded. 
            (iii)     The provisions of the Contract Conditions for the payment of compensation (delay clauses) by   

the Contractors to the Employer, in cases where the works were not promptly completed for 
reasons attributed to them, were not applied / taken into account. 

It is noted that on 2.3.2015, our Office requested to be informed by the NSB whether the said Amicable 
Settlements had been submitted - as they should - and approved by the technical subcommittee and / or 
the plenary of the NSB. 
In October 2015, the NSB informed us that, after the dissolution of the ad-hoc Committee of the Board in 
2009, which negotiated the settlement of Contracts GN1 / 2003, GN2 / 2003 and 9.1.05 no other 
agreement of Amicable Settlement received an approval by the plenary of NSB. The rest of the Settlements 
received approval only from the respective Chairman of the NSB, which in our view constitutes a serious 
omission / irregularity. 
It is noted that the same issue, ie not to refer matters to the technical subcommittee and / or the plenary 
of the NSB has been noted by our Office also for the agreement reached between the NSB (Employer) and 
the Contractor in Contract No. GN27 / 2010. In this case, the agreement was also signed / approved by the 
Chairman of the NSB, which - in our opinion - constitutes a serious omission / irregularity. 
Furthermore, because it was found that the final cost of the above Projects was significantly increased 
compared with the corresponding amounts of the Contracts, our Office requested a full analysis of the 
various amounts paid to the Contractors of the above works, for overtime, asphalting works, Site 
Instructions, Variations Orders, Additions etc. For the asphalting works, for which significant additional 

Recommendation: The Board to comply with the provisions of the Law 12 (I) / 2006 and the Circular T/ AADS 24f of the Treasury. 



 

 

amounts were paid, we asked also to be informed about the procedure under which they were directly 
awarded to the Contractors of the Works. 
Because - apparently - from the data presented to our Office, we considered that there was 
mismanagement in these projects and possibly squandering of public money, with our letter dated 
12.5.2015, we submitted our observations / findings to the Attorney General of the Republic, together with 
other information relating to the NSB, which we obtained from the competent Services. 
On 22.5.2015, the Attorney General sent to the Chief of Police all of the above for the conduct a criminal 
investigation. 
On the above observations / findings of our Office, the NSB submitted - on 22.7.2015 and on 23.7.2015 - 
the Project Director’s explanations, of the legal adviser of the NSB (which was involved) and of the Referees 
who had undertaken the examination of the differences between the NSB and the Contractors. As 
mentioned in the above letters of the NSB the individuals Consulting Engineers and the Referee who was 
involved in the case of Contract Nos. GN 12/2015, had not responded to the NSB request for submission of 
comments / observations on the issues we had raised. In addition to the above letters, the NSB submitted 
to our Office also part of the data relating to the total asphalting works, which are evaluated by our Office, 
in cooperation with the relevant Departments of the State. 
From the study of the explanations provided by the above parties as well as from the information 
submitted by the NSB to our Office on 22.7.2015 and 23.7.2015, the conclusions reached are not-
apparently- invalidated. Additionally, on the whole asphalting work, our Office asked – on 29.7.2015 - the 
NSB to submit further information since what was submitted was incomplete. The NSB presented this data 
on 20.8.2015, which is also evaluated by our Office, in cooperation with the relevant Departments of the 
State. 
In October 2015, the NSB informed us that it intends to fully comply with the recommendations of our 
Office on the need for approval by the plenary of the NSB of any proposed Amicable Settlements. 
At this stage, there is an ongoing criminal investigation by the police, which is investigating possible 
criminal offenses by the parties involved in the management of contracts, individuals and Contractors. 
 
 
 
Contract no. GN-SPS / 2005. On 17.4.2015, the NSB had submitted to our Office an expert’s report for the 
above Contract, which was prepared by an independent expert appointed by the CSTC, at the request of 
the NSB. The purpose of the audit report was to assess the state of the pumps  installed in the pumping 
stations of the sewerage system in Nicosia under the above Contract, which present serious operational / 
performance problems. 
From the study of the documents submitted to our Office, it is shown that the NSB did not immediately 
apply to the Contractor and the Consulting Engineers to seek their views / comments on the findings of the 
above report. 
 As it is clear from the expert's report, the problems focus on: 
           (i)    Inefficient operation of the grates and their automatic cleaning system, resulting in non-

containment of solids, leaving basically their entering free, causing problems to the smooth 
operation of the pumps. Mainly, the grates system is considered as totally inappropriate. 

Recommendation: The management of contracts should be strictly based on their provisions and any 
decisions on additional / less work and their costs should be approved by the Board. 



 

 

           (ii)        Frequent clogging of the pumps due to the fiber solids present in the wastewater. 
          (iii)    Installation of pumps with closed type impellers, while the technical specifications of the 

contract provided for winged open impellers or semi-closed circuit which do not block. 
According to the expert, this is the main cause for the pumps clogging. 

          (iv)      Wrong  combination of the pump type installed with the grates system selected / designed, 
resulting in the non- containment of the fiber solids which cause the clogging of pumps. 

          (v)     Unsatisfactory operation / performance of the pumps resulting - due to reduced pumping  
ability - in installing additional pumps ( for emergency pumping) and using both of the pressure 
pipes. 

In the expert’s report, several other violations of the contract provisions are recorded. It is noted that prior 
to the delivery of the Project, experts from the MWH company had been asked - by the Project 
Management Group – to inspect the pumping stations, submitting recommendations. As the expert 
characteristically notes, the majority of MWH’s recommendations were not heeded. 
Furthermore, our Office considers that it is not reasonable for the contractor to be compensated because 
of the defects described in the expert’s report, which are due to his own actions / omissions. 
In October 2015, NSB informed us that in April and May 2013, the technical service of the Board assigned to 
a private company the checking of the pumps and the taking of measurements for the flow-pressure in the 
seven main pumping stations of this Contract. The report prepared by the company, in addition to 
problems of reduced performance of the pumps, pointed out that a number of pumps installed in the 
pumping stations were different from those that the Contractor had proposed in his tender, taking into 
account the explanations requested and provided to him from the NSB - during the tender evaluation.  The 
NSB informed us that no study justifying the selection of pumps, which were finally installed, was found. It 
is noted that the Project Manager, expressed his disagreement with the findings of the report of the private 
company. 
Given the seriousness of the matter, the findings of our Office concerning this Contract were also notified - 
on 28.7.2015 – to the Attorney General, since it is possible that the new data is associated with the criminal 
investigation under way. 
 
 
 
 
 
 
 
 
 
 
 

Recommendation: The expert’s report will have to be given to Consulting Engineers, to the 
Contractor and to the manufacturer of the pumps for their comments / views. After evaluating 
the data and then the answers received, those responsible should be held accountable and 
compensation should be claimed from them. 
If responsibilities are accountable to the Contractor, counterclaims should be submitted to the 
arbitration process which is ongoing. 
For the above violations of the contract provisions, explanations should be requested from the 
Consulting Engineers who were overseeing the project and received it. It is noted that the 
requirement to document the claims of NSB which have been raised against the said 
Consultants, including  those for the above Contract, is considered as extremely urgent, since 
substantial time has already passed since 2012, when the NSB expressed its intention to claim 
compensation from the Consultants, without any progress since then. 



 

 

Engineer’s decisions on contracts nos. GN 25/2010 and GN 26/2010. The Engineer's Decisions for the 
above contracts noted - briefly - the following: 
 (i)       Contract no. GN 25/2010.  Return to the Contractor the amount of €337.550 which is the delay 

clause imposed because of his non-compliance with the time of the Contract completion and 
keeping only  the deduction of the amount of €350 / day (Engineering supervision costs) and 
the amount of €164,96 / day (NSB inspection costs), from the date a time extension was 
granted to the Contractor until the date indicated on the Acceptance Certificate as the 
effective date of completion of the work. 

 (ii)      Contract no. GN 26/2010.  Keeping the deduction of the amount of €350,58 / day (Engineering 
supervision costs) only and the amount of €164,38 / day (NSB inspection costs), from the date 
a time extention was granted to the Contractor until the date indicated on the Acceptance 
Certificate as the effective date of completion of the work. 

On 29.7.2015, our Office informed the NSB that any non-deduction of standard contractually prescribed 
penalty clauses will constitute favourable treatment of the Contractor of the above Project. In our view, the 
decision of the Engineer for the Contract no. GN 25/2010 is manifestly wrong, since it is in conflict with 
both the terms of the Contract and with the relevant legislation. Therefore, the non-deductions and / or 
the repayment of the sums of the penalties should not take place until the Arbitration body’s decision, to 
which the above Decisions of the Engineer should be referred to. 
With a new letter dated 8.9.2015, our Office also expressed the view that the ignorance of the relevant 
provisions of the legislation - for that matter - by the Consulting Engineers of NSB, was unjustified. As a 
result of the interpretation given (and still give) on this subject by the Consultants, the NSB  possibly lost 
significant amounts (as delay penalties) for non-compliance of the Contractors with the time of completion 
of the Contracts. 
Finally, we expressed the view that if the legal adviser of the NSB continues to hold its position, which he 
expressed in writing as to the non- deduction of the penalty clauses (a position which it seems was adopted 
also by the Engineer), then there is a delay on his behalf to handle these issues and the NSB should appoint 
another legal adviser, for their further handling (Arbitration). 
As we were informed by the NSB in October 2015, that legal adviser has requested – the NSB – to be 
exempted from any Arbitration proceedings concerning this issue. 
In September 2015, the NSB (as Employer) informed the Contractor of the Contracts Nos. GN25 / 2010 and 
GN26 / 2010 of its dissatisfaction with the above Decisions of the Engineer, by giving notice of its intention 
to refer such matters to Arbitration. 
 
 
 
 
 
 
 
 
 

Recommendation: In the case of Contract no. GN 26/2010, the NSB should directly deduct / recover - 
through the Payment Certificates of the Contractor - the amount provided as delay clause (€1.750 / 
day as a result of the non-compliance of the Contractor with the time of completion of the Contract, a 
practice which - the NSB - applied in the case of Contract no. GN 25/2010. 
The question - and the costs involved for the NSB - the interpretation given then (and is still given) by the Consultants on this subject should be included in other claims, which have been submitted by the NSB against the Consulting Engineers, a process which is pending. 



 

 

Pending Issue. 
Failure of the Engomi Municipality to impose conditions for the installation of the main sewerage system 
in a piece of land in Engomi in the process of its division. The Board has not taken any action against the 
Municipality of Engomi which proceeded in issuing a license for the division of a piece of land without the 
inclusion of terms in the license regarding the installation of the sewerage system, contrary to the Streets 
and Buildings Law and despite the fact that the Board had initially informed the Municipality. 
It is noted that in this piece of land, houses have been built, the owners of which should, in accordance 
with Article 33 of the Sewerage Systems Law, connect them to the public sewer within the time limit set by 
the Board and to pay the respective fees for the system. 
In 2011, it was agreed with the owner of the piece to proceed with the construction of the sewerage 
system in this piece of land, which was not done. 
The Chairman of the Board considers that the problem arises mainly because of the failure of Engomi 
Municipality to impose conditions as it was indicated by the Sewerage Board of Nicosia. 
 
 
 
4.15   SEWERAGE BOARD OF LIMASSOL-AMATHUS (SBLA) 
Debtors and prepayments.  Total receivables and prepayments at 31.12.2014, amounted to €22.043.554, 
compared to €30.961.653 at 31.12.2013, recording a decrease of €8.918.099 or 28.8%. 
(a)    Debtors of sewerage fees. Sewerage fees due at 31.12.2014 amounted to €13.704.529, compared to 
€11.937.834 at 31.12.2013, ie there was an increase of €1.766.695 or 14.8%. For the recovery of the 
amount due for the period 1999-2014, a total of 5,275 lawsuits for a total amount of €10.668.153 were 
filed, of which the 3,636 cases were repaid and an amount of €7.591.803 was collected. Several cases of 
lawsuits, for which the court decision issued was for the payment of the amounts due, are not yet 
collected. 
The Chairman of the Board informed us that the Board is making a systematic effort, within its powers, for 
the collection of the arrears.  
(b)     Debtors of user fees. The total amount of outstanding user fees on 31.12.2014 amounted to 
€1.944.061, compared to €1.400.467 at 31.12.2013. 
(c)     Amounts due by the Republic. The total debt of the Republic of Cyprus to the Board at 31.12.2014 
amounted to €2.909.416, compared to €12.929.810 at 31.12.2013, ie there was a significant decrease of 
€10.020.394 or 77.5%. The bulk of the debt of the Republic is related to the debts of the WDD, both for 
construction and for operational costs and maintenance of the tertiary treatment for which a significant 
part (€10.378.461) was paid by the Government on 31.12.2014. Regarding the Ministry of Interior debts, 
the Board, following a decision of the Plenary, filed on 27.5.2013 Lawsuit no. 2063/2013 at the Limassol 
District Court, against the Republic of Cyprus, which requires the payment of an amount of €114.447. The 
amount relates mainly to studies and project preparation costs for connecting Government Housing Estates 
and Self-Housing Estates  in Limassol with the central sewerage system of Limassol – Amathus. 
 
 

Recommendation: The above issue should be resolved directly between the parties involved. 
 

Recommendation: The Board should continue its efforts to recover the amounts due. 



 

 

Competition notice no. 1/2015 for the supply of activated carbon for use in the sewerage system odor 
filters. An economic operator referred to the high costs required to carry out specific tests on the activated 
carbon offered, in order to issue a laboratory test certificate from an independent laboratory which was 
necessary for the participation in the above competition, with the suggestion that a provision is made that 
the laboratory test certificate is submitted only by the lowest bidder of the competition and not with the 
submission of the tender. This was rejected by the SBLA, wrongly in our view. 
In October 2015, SBLA informed us that the views of our Office on this issue, will be adopted in the next - 
similar - competitions to be announced by the SBLA since for the specific competition, there was no 
possibility of adopting our suggestions, as the tenders were submitted before receiving our letter. 
 
 
 
Preparation of documents for tender (iii) Tenders’evaluation and (iv) Supervision of construction work of 
the sewerage system in Parekklisia and Pyrgos Communities in Limassol. In relation to the documents of 
the above tender which were submitted to our Office on 4.2.2015, we submitted - on 18.2.2015 - the 
following suggestions to the SBLA: 
•  Performance Guarantee: Because it was related to a service contract of a large amount (€1,000,000) 

and because of the relatively long duration (46 months), we recommended to the SBLA to request 
from the Contractor, the  submission of a performance guarantee to be between 2% and 3% of the 
amount of the contract in order to safeguard the interests of the Board. It is noted that in the tender 
documents, the submission of a performance guarantee by the Contractor of the contract was not 
provided. 

 Technical and professional skills: The value of the previous contracts that should have been 
completed by the economic operators for the identification of their technical and professional 
capabilities (experience from previous contracts), which was included in the tender documents, was 
based on the cost of the construction of the project and not on the cost of providing study services 
and / or of their supervision. Therefore, we have recommended to the SBLA the amendment of the 
relevant provision of the tender documents in order to take into account the cost of providing study 
services and / or of supervising of previous contracts which the interested economic operators would 
have completed (and not the construction costs of contracts executed by the Contractors), in such a 
way that is consistent with the standard documents of the Treasury of the Republic. 

The above two suggestions of our Office were adopted by the SBLA.  
 
 
 
 (c)    Tender no. 4/2014 for Phase B2 of the sewerage wastewater and rainwater project of Greater 
Limassol for the construction of the Sewerage Treatment Plant in western Limassol - Contract no. E13. 
Tender no. 8/2014 for Phase B2 of sewerage wastewater and rainwater project of Greater Limassol for 
the restoration of gravity pipes, manhole access and pressure pipelines - Contract no. E14. 
In the SBLA competition no. 8/2014, the lowest tenderer that emerged was a company which - according to 
the decision of the Permanent Criminal Court of Paphos no. 12057/2014 - was involved in the Pafos 
Sewerage Board scandal (PSB). This company participated in the SBLA no. 4/2014 competition. 

Recommendation: For the purpose of expanding the participation in such competitions, the 
submission of certificates with a comparatively large cost should only be required from the prevailing 
tenderer. 

Recommendation: The provisions of the procurement documents should safeguard the wide 
participation and the development of a healthy competition. 



 

 

SBLA, based on relevant opinions issued by its legal adviser, decided to exclude from the above two 
competitions this company because of committing serious professional misconduct. 
It is noted that, within the framework of the investigation and examination process of the matter, the 
Board, complying with the provisions of the loan agreement, informed the Development Bank of the 
Council of Europe on the subject, which in turn informed the Board that, based on the terms of the loan 
agreement and the regulations in force, it does not intend to fund the Boards projects where the 
Contractors of which have been engaged in professional misconduct and / or corruption, such as the events 
of PSB. 
In the case of competition no. 8/2014 and, taking into account the above decision of the SBLA, with which 
the lowest tenderer was excluded from the tender, because it was deemed to have committed a serious 
professional misconduct in the events of PSB, it was found that the other two tenders submitted,  were 
35.4% and 47.2%, respectively, higher than the cost estimate prepared by the Engineer. Therefore, we 
suggested that the SBLA seriously considers that these tenders are rejected because of unrealistic prices 
and to cancel the competition. 
The Development Bank of the Council of Europe agreed with our above suggestion. Also, the SBLA, taking 
into account all the data before it, decided in July 2015 to cancel tender no. 8/2014. 
After reporting the result, economic operators that have submitted tenders for the above competitions, 
have taken recourse to the Tenders Review Authority (TRA), in connection with the above decisions of the 
SBLA. The TRA’s decisions are pending. 
 
 
 
 
4.16  LARNACA SEWERAGE BOARD (LSB) 
(a)    Award of Contract No. C12. On 26.1.2015, our Office requested information from the LSB regarding 
the procedure followed for the award of Contract No. C12. 
On 16.2.2015, the LSB submitted to our Office the data requested. 
From the study of the data requested from our Office and presented by the LSB in February 2015, it was 
found that the decision of the Tender Board of LSB, dated 15.3.2013, as recorded in the Minutes of the 
Tender Board which were then ratified by the plenary, for exclusion of the lowest tenderer from the 
competition and award of the contract to the next - more expensive – tenderer, upon also of relevant 
advice from the legal adviser of the LSB, was not correct. Specifically, we consider this decision as 
completely wrong, since - for reasons explained below – it violates the provisions of the tender documents, 
the relevant provisions of the legislation and the principles of equal treatment, transparency and non-
discrimination and good administration: 

 (i)  The recommendation of the Evaluation Committee was not to rule out the lowest tenderer 
because of some minor shortcomings identified in the program and the methodology 
presented in its tender and to award the competition to him. It is noted that similar - 
immaterial - deficiencies were included also in the program and methodology submitted by 
the immediately next - expensive - tenderer. 

Recommendation: The possibility of the commitment of serious professional misconduct by economic operators participating in a competition should, in every case, be examined thoroughly, on the basis of its particulars and the facts of each one. 



 

 

  (ii)     The corrections / clarifications in the tender of the lowest tenderer were prepared by the 
Evaluation Committee (not by him) and were sent to him to confirm his consent or 
disagreement. This, however, was considered by the LSB as a sufficient reason for cancelling 
his tender since it was not requested from him to make the corrections. That is, the tenderer 
was ultimately “punished” for the wrong handling of the procedure for the submission of 
clarifications in the terms of its tender- in the LSB’s view - without him having any 
responsibility for the procedure decided / followed by the Evaluation Committee. It is noted 
that the same procedure was previously followed in the case of Contracts nos. C13 and C16, 
where the successful - and lowest - tenderer was the consortium which in this case was the 
second - most expensive - tenderer, to which the tender was eventually awarded. 

 (iii)     The confirmation details on the program and the methodology of the second lowest tenderer 
(which was eventually the successful tenderer) were not requested. Also, the other issues 
noted by the Evaluation Committee in its report that were in need of clarification, were not 
clarified before the award of the contract.  

(iv)     The method of correcting the arithmetic error that existed in the tender of the lowest 
tenderer, was provided in the tender documents. The LSB Tender Board, however, ignored this 
provision and compared the dissimilar prices of the two tenders, since the offer of the lowest 
tenderer included - incorrectly - an amount for additional work while the offer of the next 
immediate tenderer did not include this amount and therefore it was considered to be lower, 
while in fact it was more expensive. It is noted that this method for correction of the 
arithmetical error was also followed in the evaluation of the tenders for contracts with no. 
C11, C13 and C16, where the successful tenderer was again the consortium, which was also 
awarded this contract and while it was accepted then, in this case which involved another 
company, it was not accepted. 

 (v)     The lowest tenderer filed an appeal against the above decision of the LSB to the Tenders 
Review Authority, which it later withdrew. As we were informed, with the start of the Contract 
no. C12, the said tenderer assumed - as a subcontractor of the Contractor - the execution of a 
significant part of the contract (approximately 30%). 

 In October 2015, the LSP informed us that the lowest tenderer assumed - as a subcontractor of 
the Contractor - the execution of a significant part of the contract (approximately 30%), after 
approval of the Technical Committee of the LSB only, without informing the Project Monitoring 
Committee of the Board and without obtaining an approval by the plenary of  the LSB. 

 (vi)  The Ac. Director General of LSB, with a note dated 4.2.2013 to the Chairman of LSB, 
recommended the award of the tender to the tenderer with the lowest offer, so that the 
matter could be presented at an ad-hoc meeting of the LSB Tender Committee on 7.2.2013, in 
order to be made possible to be included in a scheduled for 12.2 .2013 plenary meeting for 
taking a decision regarding its award. 
The Chairman of LSB, the following day (5.2.2013), with a handwritten note on that note, 
referred the matter to the LSB Tender Committee. 
However, a day later, with his letter dated 6.2.2013, the Ac. Director General of the LSB 
approached the legal adviser of the LSB requesting his views on - among others - the 
evaluation report of that competition. That is, two days after his note and just one day after 
the Chairman of the LSB had referred the matter to the Tender Committee, the Ac. Director 
General of the LSB decided to seek the views of the legal consultant of the LSB which raises 



 

 

rational questions about what elapsed, since there is no relevant explanatory document in the 
Folder. 

As mentioned above, based on the advice given by the legal adviser, the LSB decided to award the contract 
to the next / expensive tenderer. 
It is noted that the aforementioned legal adviser of the LSB, recommended at a later meeting of the Tender 
Board of the LSB (on 20.8.2014), during the examination of the tender evaluation report for the award of 
the Contract no. C14, based on his opinion - which eventually on the advice of our Office was found to be 
incorrect, after having taken a second opinion from another legal adviser – the rejection of the lowest 
(which was lower by approximately €0,5 m.). With his above suggestion, if it was accepted, the successful 
tenderer would still be the same consortium. Our Office suggested during that meeting that one of the two 
companies involved in the consortium, retained professional links with the above legal adviser of the LSB, 
which he did not reveal - as he should - but admitted at our own indication. The representative of our 
Office who attended the above meeting of the Tender Board, indicated that the behaviour of the legal 
adviser should be referred to the Disciplinary Body of the Bar Association, which the Chairman of the LSB 
rejected. 
In view of the above and because we felt that there might have been criminal offenses committed, we 
submitted on 9.3.2015 and 30.6.2015, the findings of our audit to the Attorney General. 
On 14.7.2015, the Attorney General sent to the Chief of Police our above letters for investigation of 
potential criminal offenses. 
On 10.7.2015, the LSB submitted to our Office a copy of the minutes of the meeting of the Tender Board of 
the LSB no. 4/2013 and dated 15.3.2013 at which the award of the Contract no. C12 was examined and 
decided, the content of which was different compared to the corresponding minutes submitted to our 
Office with the LSB’s letters dated 16.2.2015 and 18.5.2015. 
Since the release of two different in content minutes of the same meeting of the LSB Tender Board was 
considered a very serious issue, we informed the Attorney General on this issue on 24.7.2015, notifying to 
him the letter we sent to the LSB with which we highlighted  the fact of having two different minutes. 
At this stage, the criminal investigation of the police is continuing. 
 
 
 
(b)    Acts and omissions in the management of the construction contracts of LSB. Our Office as part of the 
value for money audits conducted on the LSB contracts, requested from the LSB, in March 2015, different 
data / documents which relate to Contracts Nos. C11, C13 and C19. In May and June 2015, further 
clarifications on the information submitted in May 2015 by the LSB were requested, submitting at the same 
time our preliminary observations. 
From the study of the data submitted, it was found that for Contracts Nos. C11, C13 and C19, amounts of 
€317.046,48, €0 and €300.000, respectively, (until 5.5.2015)  were deducted from the payments to the 
Contractors for their non compliance with the contractual period for completion of these contracts, at 12 
months, 8.5 months (or 12 months) and 15 months, respectively (ie. there were significant delays in their 
completion). The maximum planned compensation amounts of the above contracts which the Contractors 
of Contracts Nos. C11, C13 and C19 should pay - as delay clauses - to the Employer (LSB) for the undue 

Recommendation: The decisions of the Tender Board of the LSB should be based on recommendations 
/ reports of the evaluation committees. Any variation of the Board from the recommendations of the 
evaluation committees should be adequately documented. 



 

 

delay noted in their completion, amounts to €1.268.185.90, €719.700 and €382.238,10 respectively, and 
the LSB, based on the delay, should have deducted the above maximum amount. 
However, LSB  instead of deducting the above maximum amounts from the Payment Certificates of the 
Contractors of the above Projects, as defined in the Terms of the Contract, it deducted the significantly 
lower amounts mentioned above. This omission of the LSB represents, on one hand, financing of the 
Contractors and, on the other, favourable treatment, bearing in this way the cost itself. 
In Contract no. C13 and despite the fact that the Contractor delayed – without justification - to complete 
the Project by 8.5 months (as per the Engineer’s assessment) or 12 months (as per the assessment of the 
Management Team of the Project) the LSB had not deducted any amount. 
In October 2015, LSB informed us that the reasons why no amount has been deducted – as a delay clause – 
for Contract with no. C13 and for the Contracts with nos. C11 and C19 no deduction was made for the 
maximum amounts corresponding to the delay clauses, was the failure to assess and / or the incomplete 
assessment of the claims of the Contractors of the Contracts with nos. C11, C13 and C19 for granting time 
extension as well as the delay in issuing the acceptance certificates of Contracts nos. C11 and C13. 
However, LSB informed us that according to the Mechanical Engineer, the deductions against delays are 
expected to be applied with the completion of the Evaluation of the Variations (VOs) and Claims. 
In our view, this method which was applied by the LSB was completely wrong, as - basically – it allowed 
Contractors to take longer to complete the Projects, without being immediately subject to the 
consequences provided for in the terms of their Contracts. 
Furthermore, our Office observed that amounts were being certified - by the Mechanical Engineer - for 
payment on account to the Contractors of Contracts with nos. C11, C13 and C19, for Variations and Claims 
pending, before the completion of the final evaluation of Variations and Claims by him, without - 
apparently - taking into account the significant and unjustified delay by the Contractors in the completion 
of these Projects, which were known to him. 
As a result of these acts and omissions, there is a serious possibility that the LSB will not be able and / or 
will not be possible - if the works are completed – to deduct / recover the amounts provided as delay 
clauses for the non compliance of the Contractors with their respective completion times and which - 
because of the long delay incurred - amount to the maximum (10% of the contract amount). Additionally, 
there is a serious possibility that the final amounts arising from the evaluation of the above Variations and 
Claims by the Engineer, be lower than the amounts already paid to Contractors on account, which will 
constitute an overpayment and thus funding them- at no cost to themselves - to the detriment of the LSB. 
As it arises from a preliminary investigation of a number of Variations and Claims, it is possible that the 
amounts of payments which are justified to be significantly lower than those already paid on account. 
Besides, the fact that the Contractors of the above Contracts notified the Engineer of their intention  for 
recourse to the dispute resolution process provided in the Terms of the Contract, reinforces our view that 
such large amounts should not be paid to the Contractors on account of Variations (VOs) and Claims 
outstanding (and several more are pending), since this weakens the position of LSB during the dispute 
resolution process that may be followed, strengthening the position of the Contractors. 
In October 2015, the LSB informed us that the practice followed by the Engineer of the Projects for the 
certification of the amounts paid on account to the Contractors, was due to delays by himself in the 
evaluation of Variations (VOs) and Claims. 
It is noted that at a meeting held on 18.12.2014 at the Office of the Auditor General with the Chairman, the 
Ac. Director General and other representatives of the LSB, the Auditor General agreed with the 



 

 

recommendation of the LSB to make a payment on account of the cost of the Variations (VOs) pending 
upon the assurances of the attending representatives of LSB that this could be done safely, without any risk 
of overpayment. During the above meeting, the representatives of LSB failed to report that not only they 
had already paid to the Contractors amounts on account and indeed substantial amounts, with the result 
that our Office did not raise an objection to the payment of an amount on account in the case of Contract 
no. C12, for which representatives of the LSB had claimed the long delay on their part in the examination of 
the Variations (however it was stressed that this amount should have been indisputably due). 
If the representatives of the LSB had reported - as they should - the actual data, namely the long delay 
which was observed, the failure to deduct the amount as per the corresponding delay clause and the huge 
amounts already paid in respect of Variations and Claims, our Office certainly would have objected to the 
payment of any other amount on account. Therefore, our Office has serious doubts whether there was a 
failure of the LSB to provide all the information and where this was not done on purpose. It is noted that 
the certification of this amount (€0,5m.) was done on the same day of the above meeting, but for Contract 
no. C11. 
In October 2015, the LSB informed us that the recommendation of the LSB for payment on account of the 
amount of €0,5m. to the Contractor for Contract no. C11 and on account an amount of €0,25m. to the 
Contractor for Contract no.C9, was made taking into account, on one hand, the - until then - evaluation by 
the Mechanical Engineering and the Variations (VOs) and Claims submitted by these  Contractors and also 
the long delay which was observed in examining these issues. Furthermore, the LSB argued that the 
discussion – at the Office of the Auditor General - related to the payments on account for the Contracts 
nos. C9 and C11 and not for the Contract no. C12, something which does not correspond - in our view – to 
the truth. 
We believe that the practice used by the LSB in the management of these Contracts is equivalent first with 
the total disregard of its interests and on the other hand with funding and favourable treatment of the 
Contractors, which represents - in our view - mismanagement and possibly public money squandering. 
Therefore, on 30.06.2015, our Office submitted our observations / findings for these contracts to the 
Attorney General. 
On 14.7.2015, the Attorney General sent to the Chief of Police our above observations / findings, with 
instructions to conduct a criminal investigation. At this stage, a criminal investigation by the police is in 
progress. 
 
 
 
 
 
 
 
 
 
 

 

Recommendation:  The LSB should proceed with the following: 
(1)    Examination / evaluation of all of the Variations (VO's) and Claims which are pending. 

Regarding pending Claims, special attention should be given to the Claims related to issues 
of extension of time. 

(2)     Imposition of financial deductions through the Payment Certificates of the Contractors of 
Contracts nos. C11, C13 and C19, which should be equal to the maximum compensation 
amounts provided in the Terms of their Contracts arising   from non-compliance with the 
Projects’ respective times of completion, until the conclusion of the evaluation of the 
pending Variations (VO's) and Claims. 

 (3)     Maintenance of the Performance Guarantees of the above Contracts and non repayment - 
not even in return of a guarantee – of any sum for retentions until the process of the 
evaluation of  the pending Variations (VO's) and Claims is concluded. 



 

 

(c)    Purchase of i-pads for the LSB members.  After a publication in a daily newspaper on 23.7.2015, our 
Office requested - on 27.7.2015 – from the LSB to submit various data related to the purchase of i - pads for 
the LSB members. 
From the study of the data received from the LSB in August 2015, it was observed that for the purchase of 
these i - pads, there was a direct award to the economic operator who had submitted an offer to supply the 
LSB with these i-pads, without taking other offers and without following the legal procedures. 
Furthermore, it was observed that, while the i-pads were destined for the LSB members, some of them 
were given to individuals who were not members of the LSB (they were employees of the Larnaca 
Municipality and / or of the LSB). Then, an i - pad of a different model was given to the private secretary of 
the Ac. Director General of the RSB, which had inferior specifications and was significantly cheaper than the 
other i - pads, thus raising rational questions with regard to the reasons for finally selecting expensive i - 
pads for the LSB members, while the cheaper model could meet their needs. 
In October 2015, the LSB informed us that it intends from now on to apply the provisions of the relevant 
legislation for the supply of materials / equipment, in line with the recommendations of our Office. 
 
 
 
 
(d)    Dispersion of cash reserves of the LSB. On 13.3.2015, our Office requested from the LSB to submit 
data showing the dispersion of the cash reserves of the LSB in various financial institutions. 
On 15.4.2015, our Office requested further information from the LSB, since those submitted on 2.4.2015 
were not complete with respect to the dispersion of the cash reserves (compared with the disbursements 
from the European Banks) seeking to ascertain whether any Committee of the LSB examined the issue of 
transferring large amounts from various Banking Institutions, to a particular Bank. 
From the study of further information submitted by the LSB on 5.5.2015, it was found that a total amount 
of €8.198.462,25, which corresponded to deposits of the LSB in Greek Banks  was transferred between the 
dates of 4.2.2015 and 12.2.2015 to a particular Bank in Cyprus, following a decision by the Ac. Director 
General of the LSB. The above amount was eventually withdrawn from that Bank on 17.2.2015. 
Upon investigation by our Office it was found that the daughter of the Ac. Director General of the LSB, was 
employed in this Bank during the above period. 
The above action of the Ac. Director General of the LSB constituted - in our opinion - a conflict of interest, 
which on one hand affects the principles of good administration and transparency and on the other does 
not safeguard the interests of the LSB, since the interest rate (and other conditions) which the specific bank 
offered was lower than the corresponding rates of other banks. Therefore, we considered that the Ac. 
Director General of the LSB should have been excluded from the process, after he informed - as he should - 
the competent Committee of LSB. 
Because our Office found that the provisions of the Service Regulations of the Larnaca Sewerage Board of 
1995 - 2007 were violated, it recommended on 2.6.2015 that the LSB proceeds with a disciplinary 
investigation of the Ac. Director General. 

Recommendation: The supply of materials / equipment should be made after evaluating and 
prioritising the needs of LSB and following the legal procedures, since the direct award to an economic 
operator violates the principles of transparency, equal treatment and fair competition. 



 

 

The LSB requested, in July 2015, the Minister of Interior to appoint an investigating officer, who would 
undertake the carrying out of an investigation for possible violation of the above Regulations by the Ac. 
Director General of the LSB. 
In October 2015, LSB informed us that for such cash reserves and- after a consultation with the Treasury - 
their investment in time deposits in Government Bonds, is being examined. 
 
 
 
 
4.17   PARALIMNI SEWERAGE BOARD  
The following issues are related to the audit of the financial statements for the years 2012, 2013 and 2014. 
Staff. 
(a)     At 31.12.2014 the Board employed 14 persons (8 employees and 6 labourers). The total costs for 
salaries, allowances and employer contributions to the various funds amounted to €661.485. In the years 
2012, 2013 and 2014, a temporary employee was also working, with a total remuneration of €19,367, 
€20.093 and €19.255, respectively. 
(b)      Renaming and upgrading of positions. The Minister of Interior did not approve in the budgets for the 
years 2005 to 2009 the creation of a new position of Director of Technical Services, at the salary scale of 
A13 + 2 and  a new position of Executive Engineer, at the salary scale A9-A11-A12, in lieu of the abolition of 
the positions of Sewerage Engineer and Technical Engineer (of Civil Engineering), respectively, and 
requested that the Board revokes any decisions taken relating to the above issues since the Board’s budget 
for the above years was submitted including these positions at the salary scales A13 + 2 and A9-A11-A12, 
respectively, despite the fact that they were rejected by the Ministry of Interior. It was observed that while 
the Board, in its decision, reinstated the holders of the above two positions to their former position and 
salary scale from 1.8.2005, the salary difference between the current and previous position continues to be 
paid to them until today as a standby and increased responsibility allowance, without any special provision 
in the budgets and with the costs being charged in the expenditure subgroup “Non-planned expenditure”. 
We noted that the charge to the above subgroup of expenditure is irregular, since the amounts are paid on 
a continuous and systematic basis and therefore, the cost cannot be considered as non-planned. 
 
 
 
 (c)      Provision of the services of the Project Director at the Wastewater Treatment Plant.  Because of 
the termination, as from 4.5.2011, of the Special Consultant Engineer’s services for the sewerage treatment 
plant of the Consortium, the Sewerage Boards of Paralimni and Ayia Napa, decided on 12.10.2011 and 
14.9.2011, respectively, that as from 1.11.2011, to approve the request of the Sewerage Engineers of both 
Boards, to provide jointly the services of Project Director at the sewerage plant for an amount of €600 per 
month net, plus a representation allowance of €400 per month. 
Although, according to the above decisions, the work they provide as Project Managers is additional to 
their duties and outside of their normal working hours, during the audit no documents or evidence for the 

Recommendation: The body responsible for the dispersion of such large amounts of money is the 
plenary of the LSB, which should take into account the recommendations of the Committee for Finance 
and Budget of the LSB and / or of other consultants if necessary, following an assessment of all data. 

Recommendation: The Board to comply with the suggestions of both the Minister of Interior and of 
our Office, as soon as possible. 



 

 

services offered was identified, neither any internal control procedures adopted for controlling and 
monitoring the execution of their tasks / operations for certifying the actual hours worked outside normal 
working hours, etc. We take the view that the nature of the Project Director’s work is such that it could be 
performed as part of their duties and during their working hours as Sewerage Engineers whereas the Plant 
is one / common and therefore their functions are reduced, since they do not have to deal with a separate 
Plant each, as in other Sewerage Boards. 
 
 
 
Debtors  
(a)   The debtors for sewerage fees amounted at 31.12.2014 to €11.458.495. It is noted that the balance of 
accounts receivable included delays of sewerage fees relating to prior years amounting to €6.730.337. 
Also a total amount of €2.797.078 relates to delays of sewerage fees from the hotel industry for the period 
1993-2013. 
 (b)    At 31.12.2014, eight cases of taxpayers who owe amounts of €105.100 to €1.910.183 (€3.586.390 in 
total) are included in debtors. 
It is noted that, included in the above debtors are five land developers whom, according to the minutes of 
the Board no. 2/2014 dated 18.3.2014, it was decided to exclude from taking legal measures against them, 
because based on the arrangements that the State was preparing on the issuing of title deeds, it was 
decided to grant an extension until the end of 2014 to be able to issue title deeds to the new owners. 
It is stated that in its subsequent decision dated 16.6.2015, the Board decided to file lawsuits for every 
single sewerage fees debtor who owes amounts, up to the tax year 2013, in excess of €500. 
(c)     It is noted that various companies, the Executive Director and shareholder of which is a member of 
the Sewerage Board, owe sewerage fees to the Board, up to 2014, totaling €1.983.047, including a 20% 
surcharge. 
It is noted that the above companies during the years 2010-2012 filed 45 recourses to the Supreme Court 
against the Board (14 for fees for 2012, 16 for 2011 and 15 for the 2010).  
(d)    Taking legal action for the collection of fees due. According to the minutes of the Committee for Legal 
Matters dated 9.1.2013, most judgments for unpaid fees remained unexecuted as the procedure applied by 
the Board for the collection of fees due was being terminated with the registration of a «memo», without 
taking additional measures. It is noted that this measure was not effective, because fees were repaid only 
by those who wanted to transfer their properties. The Committee for Legal Matters recommended that, 
after the issuing of the judgment of the Court, the following measures to be taken by the Board: 
 Submission of an application to the Court for a decision for monthly payments. 
  Submission of an application for seizure of the movable property of the debtor (writ). 
  Submission of an application for the sale of a «memo» a year after its registration (ie sale of the real 

estate property of the debtor). 
 Submission of an application to the Court for fraud if the debtor for whom a decision for monthly 

payments has been issued, delayed to pay for more than three months. 

Recommendation: Our Office is of the opinion that the additional amount paid to them is not 
justified. 



 

 

 Submission of an application for bankruptcy of the debtor or dissolution of the legal person owing 
the fees. 

Taking the Legal Matters Committee's recommendations into consideration, the Board decided on 
30.4.2013, to send warning letters for the debts of the years 1993 to 2011 to be settled by 31.7.2013 and if 
there was no response, another letter to be sent by the legal advisors with 30 days notice and if there was 
still no response again, to take legal action. For the debts for the years 2012 onwards, the Board to send 
warning letters three months after the last payment date with 30 days notice for their settlement and if 
they do not respond to give instructions for sending new warning letter by its legal advisors with 30 days 
period notice and if there is still no response again, to give instructions for filing lawsuits without a further 
decision by the Board. 
(e)   A large number of warrants issued by the court for adjudicated lawsuits relating to arrears of taxes, 
remain unexecuted. 
With reference to the above issue, the Board decided on 18.3.2014 that warning letters are sent to the 
debtors by the lawyers who had handled the cases, inviting them to come to the offices of the Board within 
one month to settle the lawsuit, where the settlement in installments will be allowed. For those who do not 
respond, it was decided to request the lawyers to proceed with an application to the court for monthly 
installments. 
 
 
 
Participation in the PSB meetings. 
Participation in the Board’s meetings. It was observed that a member of the Board who is the Executive 
Director and shareholder of companies that owe sewerage fees to  the Board, participates in the meetings 
where issues are discussed (eg imposing of feess, measures for collection of delays) which relate to these 
companies. On this point reference is made to Article 42 of the General Principles of Administrative Law, 
which provides for the principle of impartiality, indicating that any administrative body involved in the 
production of an administrative act must provide assurances of an unbiased judgment, while no person 
having a special relationship or interest in the outcome should be involved in the production of an 
administrative act.   
Buying goods and services. The Board has for years been acquiring goods and services (mainly for 
maintenance and repair of the network and pumping stations) with a direct award to the same persons / 
companies, without applying the provisions of the Coordination of Procedures for the Award of Public 
Procurement Contracts, Works, Supplies and Services and Related Matters Law no. 12 (I) / 2006 and the 
General Principles of Administrative Law that should govern the actions of public administration, in 
accordance with the provisions of the Law 158 (I) / 99. In some cases, this cooperation dates back to 2004. 
 
 
 
Approval of Regulations. As we mentioned in our previous letters, the approval by the Council of Ministers 
for the Paralimni Sewerage Board’s Regulations (Structure and Conditions of Service) is pending. These 
regulations were adopted by the Board on 27.9.2005 and were forwarded through the Ministry of Interior 
to the Attorney General for legal vetting. Because of the long delay observed in the adoption of the above 

Recommendation: For the collection of arrears, the Board to take timely, judicial and other measures, 
not excluding the issuing of an order for the sale of movable and immovable property against the 
debtors, as the risk of their non-recovery increases over time, significantly. 

Recommendation: The Board should apply the provisions of the above Law, for purposes of good 
administration, transparency and equal treatment. 



 

 

Regulations, the Board with its letters, as well as verbally, repeatedly raised the issue to the Ministry of 
Interior and, while assurances were given that these Regulations, which received legal vetting, would be 
promoted to the Council of Ministers for approval, the Board had not received any response until the 
completion of the audit. 
 
 
Use of official cars by the Board’s Officers. Concerning the above issue, the following  were observed: 
(a)   The Board’s vehicles appear to be used by specific officers, throughout the 24-hour period, without the 
approval of the Board. 
(b)    The vehicle movement registers kept are not updated with information relating, inter alia, to the 
routes, the distance covered in detail for each route, the fuel stocks at the beginning and end of the month, 
the average fuel consumption condition etc., neither it seems that there is  an indication that control is 
exercised from the relevant Heads. 
 
 
 
 
 
Stores.  From the audit of the stores account the following were observed: 
(a)     In March 1993, the Board approved Stores Regulations, but the Regulations have not yet been 
applied. 
(b)   The stores account shows stocks of a total value of €165.326 but as we were informed the value is zero 
because the account is not updated with the issues. Also the above items are insured at the overrated 
value of €250.000 with an annual premium of €470. 
(c)    The responsibility of the stores has not been assigned to a specific Officer to be responsible for the 
recording of materials, the keeping of a stores register in which to record the purchases and issues of the 
stores materials. 
(d)       Stocks tabs are not kept.  
(e)      The last stock take of goods took place in 2007. 
(f)     Labourers / technicians of the Board, as well as labourers / technicians of the Municipality, are 
supplied with materials from stores without these being recorded or updating the books of the Board. The 
update is made orally to the Sewerage Engineer and to the Senior Technician. 
   
 
 
 
 
 

Recommendation:  It is the duty of the respective Heads to ensure that official vehicles are used only 
for authorised travel and not for private purposes and are parked in the space of the office or in 
another place after authorisation. Also the vehicle movement records should be kept in accordance 
with the provisions of the Government Stores Regulations and the circular of the Treasury of the 
Republic. 

Recommendation: The Board should make arrangements so that the Stores Regulations are 
immediately applied. A physical count should also take place for reconciliation purposes with the 
amount shown in the Board's accounts and the stores management should be assigned to a particular 
Officer. 

Recommendation: The issue should be handled immediately and should be settled without further 
delay. 



 

 

4.18   DALI SEWERAGE BOARD 
Long-term loans. On 31.12.2014 the Sewerage Board owed to the Loan Commissioners and the 
Cooperative Central Bank Ltd, loans totaling €2.276.997. 
It is noted that for both loans contracted by the repealed Dali - Nisou - Pera Chorion Sewerage Board from 
the Central Cooperative Bank with a government guarantee amounting to £500.000 and £325.000, the 
Cooperative Central Bank, due to delays in the repayment of loans, appealed, in January 2012, to 
Arbitration against the Republic, the Dali Sewerage Board, the Pera Chorion and Nisou Sewerage Board and 
the  Dali - Nisou - Pera Chorion Sewerage Board, for which a decision has not yet been taken . The Central 
Cooperative Bank claims the amounts of delays which at 31.12.2014 amounted to €2.232.814, the 9% 
interest on amounts due as from 31.12.2011 until final payment, arbitration costs and legal expenses. 
Collecting Feess. After the separation of the Sewerage Boards in June 2000, the new Sewerage Board of 
Dali imposed sewerage fees, without any publication of relevant Regulations in the Government Official 
Gazette, as the legislation provides. 
 
 
 
Arrears of taxes. There are taxpayers who owe large amounts, however, the Board refrained from taking 
legal measures for their collection. 
The Chairman of the Board informed us that they have not initiated legal proceedings for the collection of 
arrears, in view of the existing risks to be declared invalid because the sewerage fees were imposed 
without publishing Regulations. Taxes in arrear are collected from those applying for the issue of a 
certificate that they paid their taxes for purposes of transferring their real estate. 
 
 
 
Tenders. During the period from 1.1.2010 until 31.12.2014 a total amount €84.184 was paid to a company 
for the maintenance and cleaning of the Biological Station, electrical works, pump repairs, maintenance 
and repair of the central pumping station, without calling for tenders. Also, for blockages of the sewer 
network during the above period, it paid a total amount of €42.409 to a specific person, without calling for 
tenders. 
 
 
 
 
Pending Issue. 
Coverage of liabilities from unused loan amount. The repayment of €299.255 which was improperly used 
to cover operating expenses of the Board out of the loan which the then Sewerage Board Dali - Nisou - Pera 
Chorion, contracted on 13.7.1997 to carry out specific projects, is pending since 2005. 

Recommendation: For imposing fees, to publish Regulations in the Government Official Gazette in 
accordance with the provisions of the Law. 

Recommendation: The Board should take the necessary steps to recover the amounts due. It is noted 
that failure to take timely measures poses risks of revenue loss. 

Recommendation: The Board should seek tenders in accordance with the provisions of the public 
procurement legislation in order to safeguard the principles of transparency, equal treatment and good 
administration and to achieve optimal management of the financial resources of the Board. 



 

 

It is relatively specified that, in accordance with the Water Development Department letter dated 8.2.2012, 
an amount of €200.938 was used out of the above amount for repairs of the Biological Station. 
As we were informed by the Chairman of the Board, the Government has approved to cover the costs for 
the repairs of the Biological Station. He also reported that, because small organisations such as the Dali 
Sewerage Board cannot function satisfactorily as autonomous and it is not viable for years, it had, many 
years ago, requested for its integration to the Nicosia Sewerage Board, which was approved but it was not 
implemented due to the non - settlement of the pending financial issues with the Sewerage Board Pera 
Chorion and Nisou. 
 
 
 
 
 
 4.19  PERA CHORION AND NISOY SEWERAGE BOARD  
Arrears of Revenue. The amount of uncollected taxes and rights at 31.12.2014 amounted to €215.552, of 
which an amount of €63.789 concerns arrears of previous years, which include the arrears of the usage fees 
amounting to €54.861. 
Long-term loans.  At 31.12.2014 the Sewerage Board owed loans totaling €209.583 (€274.521 at 
31.12.2013). There was a delay in the repayment of the loan to the Loan Commissioners, resulting in delays 
at 31.12.2014 amounting to €80.227 and the payment of default interest amounting to €14.379. 
Tenders. 
During the period from 28.2.2008 to 27.6.2014, a total amount of €159.013 was paid to a specific person 
for the blockage of the sewerage system, without calling for tenders. 
 
 
 
 
 
4.20  ATHIENOU SEWERAGE BOARD 
The following issues relate to the audit of the accounts for the years 2010, 2011, 2012, 2013 and 2014. 
Sewerage fees. For the fees imposed in the years 2010, 2011 and 2012 no relevant Regulations were 
published in the Government Official Gazette, in contrast with Article 49 of the Law. 
 
 
 
Debtors of sewerage fees- Lawsuits. Many taxpayers owe large amounts, however, the Board refrains from 
taking measures for their collection. 

Recommendation: The lapse of 10 years to settle the pending financial issue is considered to be very 
long and therefore the issue should be handled immediately by the parties involved and should be 
settled without further delay. 

Recommendation: The Board should call for tenders in accordance with the provisions of the public 
procurement legislation in order to safeguard the principles of transparency, equal treatment and good 
administration and to achieve optimal management of its financial resources. 

Recommendation: For imposing fees, to publish Regulations in the Government Official Gazette, in 
accordance with the provisions of the Law. 
 



 

 

 
 
 
The Chairman of the Board informed us that on 28.4.2015  personal letters were sent to all debtors of feess 
for the years 2010-2014 to settle their debts. For those who have not responded, the lawsuits process will 
follow. 
Imposing a surcharge on sewerage feess. 
Although the last repayment date of the sewerage fees for the years 2013 and 2014 was the 16.12.2013 (R. 
406/2013) and 19.12.2014 (R. 352/2014), respectively, it was observed that the repayment of accounts 
continued until 31.12.2013 and 31.12.2014, without imposing an additional burden of 20%, contrary to 
Article 30 (3) of the Sewerage Systems Law. However, it is stated that the charge was imposed from 
January 1st of next year. 
 
 
 
As we were informed by the Chairman of the Board, 30.12.2015 was set as the repayment date for the year 
2015. 
  
4.21   CONSORTUM OF SEWERAGE BOARDS OF PARALIMNI - AGIA NAPA 
(a)   Contract for the Operation and Maintenance of the Sewerage Treatment Plant of the Paralimni and 
Agia Napa Sewerage Boards. 
(i)    Checking the quality of the treated water.  On 7.5.2015 and on 26.5.2015, a private accredited 

laboratory / workshop which was acting upon instructions of our Office, went to the Wastewater 
Treatment Station of Paralimni and Ayia Napa, where it held - in the presence of representatives of 
the Contractor - surprise sampling of  the treated water exiting the station. 

           From the results of checks carried out by the above private laboratory / workshop it was shown that 
certain parameters of the treated water were out of the discharge limits, as specified in the Contract 
Specifications. 

            The relevant test results (sampled on the same day), which was performed by the Contractor at its 
own - non-accredited - laboratory / workshop, were submitted to our Office on 22.5.2015, by the 
Consortium and there were significant differences compared with the results of checks carried out by 
the private laboratory / workshop on behalf of our Office. 

                         The above indicate weaknesses / shortcomings in monitoring the operation / maintenance contract 
of the Station assigned to the Contractor which lead, on one hand, to serious questions about the 
reliability of chemical analysis made and submitted to the Consortium by the Contractor and, on the 
other, to doubts as to the quality of the treated water. 

                       The Consortium of Sewerage Boards of Paralimni - Agia Napa, where we presented our observations, 
informed us in August 2015 that the specific parameters of the treated water to which our Office 
made a reference, relate to the amount of sodium hypochlorite, which is used for disinfection of the 

Recommendation: The Board should take the necessary steps to recover the amounts due. It is 
noted that failure to take timely measures poses risks of loss of revenue. 

Recommendation: The Board should always act within the relevant legislation and the relevant 
Regulations so as to guarantee the principles of transparency and equal treatment. 



 

 

final product, claiming that the Contractor has no economic benefit not to use the quantity necessary 
for disinfection, since the material is supplied by the Water Development Department. 

             In October 2015, the Consortium informed us that, the lab / workshop which carries out the checks 
on behalf of the Consortium is of the view that no appropriate sampling procedure was followed by 
the laboratory / workshop acting upon instructions by our Office. However, as noted, the laboratory 
/ workshop for the checks on behalf of the Consortium is not accredited to carry out the above 
chemical analysis (it has the Certificate for the Quality Management System only, in accordance with 
Standard EN ISO 9001: 2008), while the laboratory that carried out the checks on behalf of our Office 
is accredited, so its results are considered more reliable. 

   
 
 
 
 (ii)    Staffing of the Project Team of the Contractor of the Sewerage Treatment Plant.  Following the 

relevant reference made in our Annual Report for the year 2013, the following developments were 
noted: 

            On 13.3.2015, our Office requested to be informed by the Consortium of Sewerage Boards of 
Paralimni - Agia Napa of the actions that it had taken on the issue of the recruitment of the project 
team of the Contractor of the Sewerage Treatment Plant. Specifically, our Office inquired whether 
any amount had been deducted from the Contractor's payments because of violations of the 
contract provisions regarding the staffing of the Project Team.  It is noted that on 21.10.2014, the 
Consortium of the Sewerage Boards of Paralimni - Agia Napa informed our Office that it would 
proceed to implement our recommendations which are presented in our Annual Report for the year 
2013, a statement repeated by the Consortium in its letter sent to our Office on 26.11.2014. 

 However, on 9.7.2015, the Consortium informed us that after an "informal" agreement between the 
Consortium and the Contractor, the latter proceeded to replace some of the scientific staff of the 
project team with other persons who did not possess equivalent qualifications and experience to 
that of the persons who had been declared in their tender, on the basis of which the tender was 
assessed and found that it met the conditions for participation in the competition and the contract 
was awarded. It also proceeded to the employment of an additional  skilled worker and made 
arrangements to provide support to the existing staff of the Station by a group of six scientists (which 
is based at the headquarters of the Contractor in Greece), without additional cost to the Consortium. 

 We observed that, while on the one hand, strict criteria for the employment of scientific staff for the 
project team were included in the requirements of the competition, with the right of the Contracting 
Authority to terminate the contract and redeem the Performance Guarantee in case of failure of the 
Contractor to comply with these terms and, on the other hand, specific conditions were included, in 
case of replacement of scientific staff, ensuring, in this way, the quality of the services provided. With 
the above agreement however, the replacement of scientific staff, who were stated in the 
Contractor's tender, with persons who did not meet the established conditions was accepted, thus 
violating, substantive provisions of the Contract. Therefore, we expressed the view that the above 
arrangements of the Contractor did not offset the cost difference due to staff replacements, which 
benefited the Contractor, in addition to violating essential provisions of the contract. We also 

Recommendation: The Board should intensify the supervision and checks carried out in the treated 
water of the Station and not to rely solely on the results of the analysis submitted by the Contractor. 



 

 

observed that the agreement violated both the principles of equal treatment and transparency and 
secondly, it was unbalanced, favouring the interests of the Contractor. 

 The Consortium of Sewerage Boards of Paralimni - Agia Napas, to which we presented our 
observations, informed us in August 2015 that it had decided to impose financial cuts on the 
Contractor's payment certificates, which total €29.575 (until August 2015), plus the amount of €700 
per month, after August 2015. 

 It is considered positive that there has been a reduction in the wastewater treatment costs at the 
Consortium’s Treatment Station. As it appears from the information submitted to us, the treatment 
costs on the basis of the previous contract amounted to €0,74 / m³ (in August 2012), while the 
corresponding cost in August 2015 decreased to €0.23 / m³, as a result of the Consortium’s actions. 

 
 
  
 
4.22   LARNACA WATER BOARD (LWB) 
Theft of water by current and / or retired employees of the LWB. From the study of the minutes of the 
Larnaca Water Board’s meeting, held on 19.11.2014, it was found that an investigation related to a 
complaint against two Board officials for water theft was carried out. 
In view of the above, our Office requested with its letter dated 28.1.2015 to be updated as to whether the 
final Board’s decision was - as it is clear from the minutes - to carry out only a disciplinary action against the 
above employees. In February 2015, the Chairman of LWB replied that it was considered that it was not in 
the Board's interest to proceed with a criminal prosecution of those officials. 
In view of the above, our Office, on 25.2.2015 referred the issue to the Attorney General, for any actions he 
would deem necessary. 
Thereafter, from the study of the agenda items of the LWB meeting dated 2.4.2015, it was found that there 
was evidence that the phenomenon of water theft by existing and retired employees of the LWB, may not 
be limited only to the above two cases, so our Office requested the Water Board – on 15.4.2015 – to 
proceed with reporting all involved employees to the Police, to investigate whether criminal offences had 
been committed by current and / or retired employees of the LWB. 
According to the recommendations of our Office, the Water Board filed a complaint to the police, where 
there was reasonable suspicion that water had been stolen. 
 
 
 
 
 
4.23  FUND FOR GAME AND ADMINISTRATION OF WILD FAUNA  
The audit of the financial statements of the Fund for Game and Administration of Wild Fauna for the year 
ended 31.12.2014 was not completed until the preparation of this Report. 

Recommendation: All necessary measures / actions should continue to be taken by the Consortium, 
in order that the Contractor complies with his contractual obligations. 

Recommendation: In such cases where it is found - following an internal investigation - that criminal 
offenses, such as water theft,  may have been committed even if it relates to current and / or retired 
Board staff, an appropriate strictness should be exercised in order to finally eliminate this 
phenomenon and the matter to be reported to the Police. 



 

 

  
4.24  TURKISH CYPRIOT PROPERTIES FUND 
Audit of Financial Statements. The following matters arose from the audit of the financial statements of 
the Fund for the year 2014, which, it is pointed out, has not been completed. 
Debts of the Republic which are not included in the financial statements of the Fund. In the Financial 
Statements of the T / C Properties Fund, there is no data relating to the amounts owed by the Republic to 
the Fund for expropriations of T / C land. Also, it does not seem that all amounts arising from either forced 
sale of T / C property or from sale for purposes of administration and payment of inheritance tax. The 
above data / figures and information are necessary in order to understand the financial position of the 
Fund. 
Expropriations of T / C land. According to the letter of the Ministry of Interior dated 6.3.2015 to our Office, 
the expropriations of T / C land are as follows: 
(i)     An amount of €65.907.331 relates to compensation offered, accepted and deposited to the Fund for 

expropriation of T / C land of a total area of 5.388.047 sq. m.. 
(ii)     An amount of €77.717.478 relates to compensation for expropriation of T / C land of a total area of 

7.751.843 sq. m., for which there was a Notification for Expropriation, an offer was submitted as 
compensation to the Guardian, it was accepted but the compensation has not yet been deposited  in 
the Fund. 

(iii)    An amount of €5.007.524 relates to compensation for expropriation of T / C  land of a total area of 
208.220 sq. m., for which there was a Notification for  Expropriation, an offer was submitted as 
compensation to the Guardian, but its acceptance by the Guardian is pending. 

(iv)   An amount of €2.896.396 relates to compensation for expropriation of T / C land of a total area of 
2.094.563 sq. m., for which there was a Notification for Expropriation, but an offer has not been 
submitted to the Guardian. 

(v)     An amount of €615.332.311 (at 2013 prices) relates to a total area of 16.423.113. sq.m. of T / C land, 
which has been used for housing refugees, without proceeding to the expropriation of the land. 

 
 
Payments under amicable settlements. Where the consent of T / C owners, who meet certain specific 
conditions, based on the policy set by the Council of Ministers and their land has been previously used to 
house refugees, is obtained,   the acquisition of T / C pieces by the Republic of Cyprus is promoted with an 
amicable settlement and the amounts of compensation are paid to them. 
As noted in the letter of the Ministry of Interior dated 6.3.2015, regarding the expropriations of T / C land 
under amicable settlements, the total amount paid until 6.3.2015 amounts to €42.873.402. The 
outstanding balance for payment amounts to €9.158.306. 
The Department of Lands and Surveys (DLS) in its letter to the T / C Properties Management Service, dated 
25.2.2015, states that in 2014, amounts of €5.284. 455 were paid for amicable settlements and the 
outstanding amounts which will be paid in 2015 amount to €7.658.306, including inter 
 
 

Recommendation: The above amounts will need to be evaluated for purposes of financial statements. 

Recommendation: The above amounts will need to be evaluated for purposes of financial statements. 



 

 

 
Liabilities arising from forced sale / administration. From a sample audit carried out by our Office, 
regarding the purchase and sale / exchange of T / C properties, it was revealed that, in some cases, 
amounts that have been generated either from forced sale of T / C properties or sales for purposes of 
administering and paying inheritance tax of T / C living in the occupied areas, does not seem to have been 
deposited to the Fund. The following cases are examples: 
 (i)      A company belonging to a G / C was co-owner of ¼ share of a T / C property of an area of 8.133 sq. 

m., which was obtained by purchase on 10.6.2010 from a Turkish national. The remaining shares, 
which are managed by the Guardian, were registered in the name of three T / C (of ¼ share each), 
residents in the occupied areas. 
The above company applied for the issue of an Undistributed Certificate, pursuant to the provisions 
of Article 28 of the Immovable Property (Tenure, Registration and Valuation) Law (Cap. 224) and then 
requested the sale of the property as undistributed in public auction. As stated in a letter of the 
Larnaca District Land Office dated 5.6.2013, a forced sale of the property took place on 24.3.2013. 
According to a Research Certificate which was given to us by the Nicosia District Land Office in 
Nicosia, whilst the entire piece is in the company’s name with a registration date 13.6.2013, as we 
have been informed by a competent Officer of the Larnaca District Land Office, an outstanding 
amount of €194.538 received by the DLS has not yet been deposited in the T / C Properties Fund 
since a confirmation by the Inland Revenue Department that there are no outstanding issues, is 
pending. 

 (ii)     The Council of Ministers granted approval, under conditions, for the sale of an inherited property at 
Larnaca Pervolia of a deceased T / C, of total area of 155.169 sq. m., with  market value at £11m. 
(€18.794.616), as estimated by the DLS on 23.10.2006. The approval for the sale of the property and 
the distribution of the proceeds to the heirs was given because the heirs were unable to pay the high 
inheritance tax and the sale would bring significant revenue to the State. Part of the above property, 
of a total area of 61.337 sq.m. (market value of €12.404.446, selling price €5.860.503) was sold to a G 
/ C company.   

            Eight of the heirs are abroad, while the four in the occupied territories. The residents in the occupied 
territories are entitled to approximately 15% of the inherited property and the net amount which 
accounts to them should be deposited in the Fund. 

            As it was revealed, the T / C Properties Management Service did not know if any amount, in relation 
to the above cases was deposited into the Fund. 

 
 
 
 
 
 The Guardian agrees with the recommendation of our Office. He pointed out that they continuously 
monitor whether any amount has been deposited in the Guardian’s Fund and / or whether the 
Administrator submitted final accounts. He further noted that there are cases of administrations which are 
monitored by the Office of the Attorney General and that in case of an administrator’s non-compliance or 
of omission in updating the Office, measures are taken in consultation with the Legal Office. 

Recommendation: To define a process and an internal control system in order that all stakeholders 
are kept informed about cases of amounts due to the T / C Properties Fund in order to monitor them 
and take timely measures where necessary for inclusion of these amounts in the financial statements 
of the Fund, according to the provisions of the International Standard for the Public Sector (ISPS) 
“Financial Reporting under the accounting principle of actual receipts and payments.” 



 

 

Arrears of revenue. The total arrears of revenue at 31.12.2014 and on 31.12.2013 amounts to €6.262.115 
and €5.620.668, respectively. 
 
 
 
 
The Guardian informed us that the efforts for the collection of the arrears of revenue are continued and 
have been expanded, in cooperation with the District Officers. 
Ministry of Interior subsidy to the Guardian of T / C Properties.  Based on the Turkish Cypriot Properties 
(Administration and Other Matters) (Temporary Provisions) Law of 1991 to 2012, a subsidy is annually 
granted by the Ministry of Interior to the T / C Properties Fund for financing specific expenditure. Amounts 
of €8.285.279 and €8.449.228 for the years 2014 and 2013, respectively, were released and given as 
subsidies, while the actual costs covered by the subsidies amounted to €8.676.305 and €9.624.779, 
respectively. The difference arising between the subsidies and the expenditure incurred was covered by 
other revenue of the Fund. It is noted that the annual income of the Fund from rents, water sales, royalties 
and income from the execution of works amounted to €7.095.241 and € 6.332.183 for the years 2014 and 
2013, respectively. 
 
 
 
 
Rents, royalties and other proceeds. The total amount received from rents, royalties and other income for 
the years 2014 and 2013, amounted to €3.151.645 and €2.437.743, respectively. As it was observed, rents 
receivable from leases of T / C properties, in some cases, were determined based on the market rent, which 
applied many years ago, without,   being revised since. 
 
 
 
  
The Guardian informed us that the revision of the T / C rents of leased property for business purposes is, 
since 2009, being promoted to 80% of the market rent and that, based on recent instructions, a decision of 
the Central Advisory Commission is expected, for redefining these leases at the level of approximately  the 
market rent. 
Imposition of market rent on the contracts for live stock land leases. The Ministry of Interior, in a letter 
dated 14.3.2012 instructed District Officers to proceed immediately to sign new revised lease contracts as 
from 1.1.2012, with all eligible refugees who legally own live stock plots, repaying their outstanding rents 
until 31.12.2011. Along with the letter, a list prepared by the DLS showing the annual market rent of each 
area, at 1.1.2012 was sent. 
Also, the Ministry of Interior sent relevant letters to the District Officers dated 30.4.2014, 14.11.2014 and 
17.2.2015, with which it requested information on whether farmers tenants engaged in T / C land have 

Recommendation: The District Officers will have to review the measures taken and to intensify the 
efforts for their recovery, in order that these are as effective as possible, under the procedure 
provided by the Turkish Cypriot Properties Law. 

Recommendation: Because the state grant to the Guardian of T / C properties is limited, due to the 
economic recovery of the State, the efforts to address the problem of recovery of unpaid rent as well 
as their revision under the relevant legislation, should be intensified. 

Recommendation: There should be an immediate review of rents on the basis of the existing regulations to eliminate the disparity observed, whereas when there is no review for legal reasons, to request an opinion from the Legal Office as to how to overcome the issue. 



 

 

signed their leases, paying their rents for the years 2012, 2013 and 2014. According to the reply of the 
District Offices, the following contracts were signed: 
 

District  Contracts revised and signed Total of contracts in operation Percentage 
        % 

Limassol                         63                   132  47,7 
Larnaca                       124                   138  89,8 
Paphos                         81                   108  75,0 

 
In Nicosia District the livestock farmers who rent T/C properties were invited to sign new leases until the 
15.7.2015. 
 
 
 
Sewerage Fees. The Guardian of T / C Properties pays the sewerage fees due for the T / C properties, to the 
Sewerage Boards. Thereafter, all District Offices should collect these amounts from the tenants of the T / C 
properties. As we have been informed, the recovery process for collecting these fees, has been neglected. 
This is mainly due to the fact that, while Sewerage Boards invoice sewage fees for an entire piece, this may 
include 4-5 tenants. The District Offices are unable to divide the fees to the tenants on each piece, due to 
the lack of respective layout work. 
In the year 2014 the total amount paid by the Guardian of T / C Properties for sewerage fees amounted to 
€996.086, in contrast to the proceeds which amounted to €122.501, ie a rate of just 12.3%. The difference 
of €873.585 was covered from the Government Subsidy. 
 
 
 
 
Subleasing of T / C property at Moutagiakka.  Kyrenia Nautical  Club (KNC) has sublet part of the T/ C 
property, in which it is housed, to a refugee, who uses it as a restaurant, although according to the license 
which it had been granted on 22.7.1982, no right for subletting was given. The subletting of the premises of 
the restaurant for 30 consecutive years which produced revenues amounting to €350.000 to the KNC with a 
requirement for a further €50,000 (while KNC paid just €615 to the Guardian), is not supported by the 
current legislation. 
In 2014, a request by the KNC for modification of the terms of the contract, so that it can sublet the 
restaurant area to third parties was considered by the Guardian. The Guardian initially decided to reject the 
request and proceed to the signing of two separate contracts. The two-year contract with the restaurant 
operator, as prepared, provided for rent of €1.500 per month, part of which, amounting to €500, would be 
granted by the Guardian as financial assistance to the KNC. KNC expressed its opposition in relation to the 
Guardian's decision to sign two separate contracts and noted that the proposed financial assistance of €500 
per month was very low. A new recommendation for renting the entire piece to KNC for €3.000 per month, 

Recommendation: District Offices should monitor the issue on an ongoing basis to take effective action 
and to take appropriate measures to promote the signing of contracts. 

Recommendation: The Guardian of T / C Properties should assist in solving practical problems, so 
that each District Office intensifies the recovery procedures of collecting the sewerage fees from the 
tenants of T / C properties. 



 

 

with the right to sublease the restaurant, since the Club will now have a role of making profits and the 
payment of nominal rent would be considered as improper state aid, was also rejected by the KNC. It is 
noted that the total monthly market rent for the T / C land in which there are both the restaurant and the 
facilities of KNC, as estimated by the DLS, amounts to €3,000. 
Following the above, the Guardian reversed his earlier decisions and concluded a new contract with the 
KNC, with effect from 1.7.2015, with rent amounting to €1.500 per month (which is the market rent only 
for the restaurant) with the right to sublease the restaurant, on the condition that any subletting will be 
subject to the approval of the Guardian. As for the rent to be agreed between the KNC and the restaurant 
operator, it must not exceed this amount. Also, the KNC should take the necessary steps for issuing a 
Planning Permit and a Building Permit. 
It should be noted that both the T / C Properties Laws of 1991 until 2012 and the relevant Regulations do 
not refer to the right to sublease T / C property, beyond  Article 6C of N.139 / 1991 relating to a lease or 
granting of a T / C property License to the Government of the Republic, to public organisations and local 
government authorities. The Guardian, according to the criteria for the disposal of T / C properties (R. 
68/92) may grant T / C property for commercial use to refugees who have no commercial accommodation, 
taking into account factors such as the composition of their family, the economic situation of the applicants 
and their property in the occupied areas. 
The contract signed between the Guardian and LNC with the right of subleasing does not comply with the 
relevant Legislation and Regulations. 
According to the Guardian, a contract term will be included so that the LNC obtains the necessary permits. 
The Guardian also noted that there is no restrictive provision in the legislation for the Guardian concerning 
subleasing. 
 
 
 
 

 
Amicable settlement with a T / C. The Council of Ministers with its Decision no. 71.679 dated 31.1.2011, 
approved, after negotiations with the authorized representative, the payment of an amount of €6,6 m. as 
compensation for the acquisition by the state of a T / C piece of land, an area about 50.000 sq.m.  at Pano 
Polemidhia, owned by the above T / C, the bulk of which was used without expropriation for housing and 
business purposes for the displaced. According to the relevant Proposal submitted to the Council of 
Ministers (no. 94/2011), the market value of the piece, as estimated by the DLS amounted to €8m. at 
March 2010 prices, while, according to an individual appraiser it amounted to €9.115.000. The Council of 
Ministers also authorised the Director of DLS to pay the compensation for the expropriation out of the 
relevant department’s funds. 
According to the Payment Voucher of the DLS, with reference no. 218.824 dated 29.3.2011, the payment of 
the amount of €6.6 m. was made in the name of the owner. 
As we were informed, third parties withdrew an amount of €3.850.400 from the bank account of the 
Turkish Cypriοt, which they misappropriated. This amount was part of the total amount of €6,6 m. paid by 
the Cyprus Republic to the legitimate owner. 

Recommendation: 
 (i)     To request an opinion from the Legal Office of the Republic so that any decisions and actions  

fall within the legislation and the relevant Regulations. 
(ii)      To obtain the required Planning Permits and Building Permits. 



 

 

We asked for information on any developments on the subject and whether the amount has been repaid to 
the owner. The Guardian told us that, after a complaint was filed by the T / C who did not receive the full 
amount of the amicable settlement, the case was reported to the Attorney General, with a copy to the 
police for their actions. 
Possession and use of T / C land at MaKenzy area. Part of the T / C piece of land no. 93 at the Makenzy 
area in Larnaca, owned by Evkaf was divided, with State expenditure, in 17 plots, 14 of which were 
provided by the Municipality of Larnaca to eligible displaced persons, who in 1987 erected recreation 
centers/restaurants, at their own expense as well as from loans granted to them from the Public loans 
Fund. The original leases were signed on 1.1.1987, (ie before the enactment of the T / C Properties and 
other issues Law 139/91) between the original tenants and Larnaca Municipality, which was referred to as 
"holder being entitled to possession" for a period of 33 years, with a renewal option for a further 10 years 
and on the condition that no sublease was allowed. 
Our Office noted that a number of the original tenants of the leisure centers had sublet the premises, 
arbitrarily, and in breach of the terms of their contract with the Larnaca Municipality, to third non-entitled 
persons, collecting monthly amounts significantly greater than the rent they had to pay to Larnaca 
Municipality. Also, most of the original tenants who received big loans from the Public Loans Fund, for the 
construction of their restaurant, had not repaid the outstanding debts and any orders issued by the Courts 
against the debtors remained unexecuted. We proposed that the Guardian should himself assume the 
management of recreation centers/restaurants, as he is legally responsible for the management of the T / C 
properties 
The Guardian, referred the subject by letter dated 10.8.2012 to the Attorney General, who in his reply 
dated 24.8.2012, states that, firstly the management of the piece needs to be undertaken by the Guardian, 
as required by the relevant legislation and, following that, to make efforts to collect the amounts due. 
Subsequently, the Guardian decided on 13.11.2012 to lease part of the piece, relating to the premises of 
restaurants, to the Larnaca Municipality by signing a contract with effect from 1.1.2013 and ending on 
31.12.2015, with a total monthly rent of €12.990 and the right for subleasing these premises to third 
persons. 
According to a letter of the Larnaca Municipality to our Office date 27.8.2014, 8 contracts between Larnaca 
Municipality (lessee) and sub-lessees were signed and it is expected that the rest will be also be signed. In 
relation to the above actions the following have been identified: 
 (i)  In a signed contract between the Municipality and  a sub-lessee which has been sent to our Office, a 

provision was included entitling the sub-lessee to contract a sublease of the lease to any third person 
or entity, provided that certain conditions are met, one of them being the written approval of 
Larnaca Municipality. 

            The granting of the right to sublease which is granted to sub-lessees by the Larnaca Municipality, in 
addition to allowing the subtenants of the Municipality to speculate to the detriment of the public, 
by subletting the premises at a higher rent than they would pay to the Municipality, is incompatible 
with the  Turkish Cypriot Properties (Administration and Other Matters) (Temporary Provisions) Laws 
of 1991-2006 and Regulations issued under the above laws. 

 (ii)     The amounts due to the Public Loans Fund were not collected before the Guardian proceeded to take 
further action, contrary to the relevant advice of the Legal Office dated 24.8.2012, with the 
assumption of the management of the piece from the Guardian and officially. 



 

 

(iii)   No planning and building permits for the existing developments were issued by the Competent 
Authorities, namely the Larnaca Municipality. 

(iv)      A number of final operators / users of the 14 recreation centers/restaurants and of the three empty 
plots, are not refugees, contrary to the relevant legislation. 

It is noted that on 7.4.2015 the Municipality owed to the T / C Properties Fund an amount of about 
€230.000, including debts for the contract that pertains to the parking in the Makenzy area. 
Further to the above, a meeting was held between the Minister of Interior, as the Guardian of the T / C 
properties, the Mayor of Larnaca and other involved Services / Departments on 7.4.2015, where the 
following were decided: 
 (i)  Until 31.12.2015 to cancel the contract between the Guardian and the Larnaca Municipality for the  

areas of restaurants and as from 1.1.2016 the Guardian to proceed to signing leases with 
restaurateurs who are entitled in order for the businesses to be given to refugees beneficiaries or 
to companies whose percentage beyond 51% belongs to refugees. To this end, the Guardian called 
for the contribution of the Legal Office. 

(ii)  The Larnaca Municipality, under its powers, to take the necessary measures for the Town Planning 
Adjustments at the premises of the restaurants, in order to remove irregularities, including criminal 
action against the offenders. 

(iii)  The Mayor and the Larnaca District Officer to review the procedure followed for the allocation of 
the vacant plots to restaurateurs who moved from Piale Pasia and if it appears that a mistake was 
made, the whole matter to be referred to the Attorney General. 

 
 
 
The Guardian, in addition to the above-decisions, informed us that so far only one lessor has submitted an 
application to obtain a planning permission. He also informed us that the real users and the current specific 
use /utilisation will be ascertained. 
Computerisation of the Administration of T / C Properties.  
Statements of arrears of revenues. Each District Office at the end of the year, prepares a report of Arrears 
of Revenue (T.20) which is used in preparing the financial statements of the T / C Properties Fund. The 
Report of Arrears of Revenue of Paphos District presents an amount of arrears amounting to €1.599.527, as 
opposed to the financial statements of the T / C Properties Fund in the year 2014, which presents an 
amount of arrears amounting to €1.609.585. The above difference is due to the computerised system 
where, if any payment / repayment of arrears of revenue received after the end of the calendar year, 
relates to delays of previous years, then at a later printing of the itemized breakdown of the delays, such 
payment will be taken into account and the amount will not be shown as outstanding at the year end. The 
Guardian asked the supplier to make appropriate modifications to the system so that the Report of Arrears 
of Revenue be printed for a particular date without regard to subsequent payments. 
 
 
 
 

Recommendation: To take effective measures for the enforcement and removal of the irregularities 
observed and recorded above. 

Recommendation: The Guardian of T / C Properties to ensure that the appropriate modifications to the 
computer system have been made and that the arrears of revenue are presented correctly and 
complete in the ledger and in the financial statements of the T / C Properties Fund. 



 

 

As we were informed by the Guardian, form T.20 will be reviewed. Also, in the tender for new 
improvements/ requirements to the computerised system, this requirement will also be included. 
 
4.25   CYPRUS PORTS AUTHORITY 
Overtime work. 
 (a)     It was observed that the overtime compensation and shift allowance paid to the Authority’s staff in 
2014 are not consistent with the provisions of the Budget and of the Ministry of Finance instructions, 
according to which compensation should be 1: 1 on weekdays and 1: 1/3 on public holidays, on Saturday 
after 1:00 pm and on Sunday with the afternoon shift allowance to employees who are employed under the 
shift system abolished. 
Specifically it was observed that: 
             •        Employees at the salary scale A2 and the hourly paid staff who are paid up to €10 / hour, were 

paid overtime based on the last overtime compensation scheme (ie 1: 1,5 and 1: 2 minus 15%). 
 •      Employees at higher salary scales, were paid overtime 1: 1,2 during the week and 1: 1,5 on 

holidays, on Saturdays after 1:00 pm and on Sundays. 
 •         Compensation was paid for 7% of the hours worked as afternoon shift allowance and 22,8% of 

the hours worked as night shift for the employees and hourly paid staff. 
According to the Chairman of the Board of the Authority, the differentiation was absolutely necessary due 
to the peculiarity of the nature of the conditions under which port services are offered. More specifically, it 
is necessary that the same official, employed in the morning, to be called for overtime work at various time 
intervals after the end of normal working hours. This fact was recognized by the Ministry of Transport, 
Communications and Works as well as by the Ministry of Finance, which approved, through its Director 
General, the arrangement which is applied. 
(b)     Disciplinary investigation regarding overtime work at Larnaca port. Following a complaint that 15 of 
the Authority’s officials at Larnaca port demanded and were paid for overtime work that was never 
performed, an administrative investigation was conducted by the Authority, which concluded that the 
hours reported in the Overtime Statement of the Pilotage Service at this specific date were more than the 
hours the employees actually worked. 
According to the findings of the investigation, the officers involved had committed several disciplinary 
offenses pursuant to the Cyprus Ports Authority (Conditions of Service) Regulations. 
With the adoption of the outcome of a Disciplinary Investigation and after the advice of the Legal Advisers 
of the Authority that accusations could be charged against the referred employees of the Authority on the 
basis of the disciplinary offenses which violated the Regulations, the Board proceeded on 31.10.2012 (no. 
of decision 268/2012) to the appointment of a three-member Disciplinary Committee for examination / 
judgment of such charges against the officials concerned. 
After a process that lasted more than a year, the Disciplinary Committee at a meeting held on 20.12.2013, 
decided to: 

   •         Impose to the responsible Navigator involved, who at the time of committing the offense    
was a temporary employee, a fine of €2000, as well as the penalty of dismissal. 

   •       exempt from any category three of the officers who claimed and received compensation for 
overtime not provided and which on that date did not at all present themselves at the  port, 
and 

   •         impose the penalty of verbal reprimand and the return of any overtime amount received by 
the remaining 11 employees because they had shown remorse and acknowledged their 



 

 

mistake. 
Our Office expressed the opinion that the above decisions of the Committee are obviously lenient and the 
penalties imposed are not proportionate to the seriousness of the misconduct. He also reported that it is 
possible that criminal offenses arise and therefore the Attorney General of the Republic should be 
informed. 
The Chairman of the Authority Board reported to us that the Authority will review the issue whether any 
criminal offenses result and will take appropriate action. The Authority is launching mechanisms for control 
of overtime of employees using the «vessel traffic system», security cameras (cctv) and on the basis of the 
«statement of facts» of the ships, which show the operation of the ships from the time they enter the  
ports. 
Investments. In 2013, following the decisions of the Eurogroup in March 2013, the Authority has suffered 
major losses from its investments in securities of Commercial Banks, totaling €23,4 m. In our previous 
Reports we mentioned that the Authority, as a public body, should avoid high risk investments, regardless 
of the high returns that such investments may have and would have to obtain an approval from the 
Minister of Finance. We expressed the view that for the above investments, responsibilities should be 
sought from those taking the relevant decisions. 
According to the Chairman of the Authority's Board of Directors, investment decisions were taken by the 
then Chairman and Vice Chairman of the Authority, upon recommendation of the Management. Given the 
seriousness of the matter, the Authority engaged, using the tender procedure, an investment advisor, who 
undertook to advise the Authority on the management of its reserves. The Authority's investments were 
made in an effort to minimise the risks. The Authority’s reserves were deposited at various banks.  The 
deposits at the two big banks, Cyprus and Laiki were small, after a risk assessment. The purchase of 
securities took place when the banks had strong capital adequacy and were considered to be a safe 
investment. Regarding the individuals from the Management who were submitting suggestions to the then 
President and Vice President of the Board, they have already retired from the Authority. 
Assignment of services of navigation / towing / waste collection and processing of ships which are served 
by the VTTV company’s premises at Vasiliko. 
(a)     The Board of Directors of the Authority decided on 2.5.2012 that the above services are entrusted to 
the company which was granted permission to build a pier at Vasiliko. However, the Authority on 11.1.2013 
signed an agreement for the provision of all services by another company. Because of reactions from the 
Trade Union of the Employees of the Cyprus Ports Authority to the above agreement, which it considers it 
affects the financial interests of the Authority with the loss of significant revenue each year, it was decided 
to assign, in retrospect, to private consultants to conduct a feasibility study regarding the provision of the 
above services through which to determine the most economically advantageous option for the Authority - 
between the award of such services to private individuals (as it was decided and a relevant agreement 
signed) and the provision of these services by the Authority itself. The study was conducted in July 2013 
and advocated the assignment of services to individuals. Questions were also raised for the fact that the 
agreement does not comply with the decision of the Board of the Authority to grant the licensing to the 
company that built the pier in the harbor, as well as for the fact that individuals who directly or indirectly 
are associated with the company to which  the services were assigned, are the same persons associated 
with another company to which permission was granted to use the land area at Vasiliko port in 2009 
without tendering, which seven months later sold its shareholding to the company which built the pier. 
In addition, questions are raised about the length of the agreement (28 years with a renewal option for 
another 28 years), which is a very long commitment period for the Authority, without providing the 



 

 

opportunity to renegotiate the agreement if the circumstances change, as well as  the fact that the 
company has no experience in offering these services. 
 (b)  An internal memo of the Director of the Port to the then Director General, dated 26.2.2013, reported 
the following on the agreement: 
            (i)  Term IV of the Agreement provided that the Authority does not intend to provide any of the 

port navigation and use of tug services and other services related to the operation of the pier 
or any other pier. The Board's decision regarding the non undertaking of services by the 
Authority concerned the existing pier only. With this term, the Authority undertook legally not 
to serve any pier built in the future. Therefore, the question arises as to whether, with the 
above provision of the agreement, the Authority will be able to serve the pier of the Unit 
Liquefaction of Natural Gas, if and when is built, and to receive the revenues that the law 
provides. 

            (ii)  Νο insurance cover for the company's third party liability and cover for possible cause of 
potential sea pollution was requested as it is done in other agreements. 

            (iii)     A bank guarantee for the strict application of the terms of the agreement was not requested 
as it is done in other agreements. 

The Chairman of the Board of Directors of the Authority informed us that the then Chairman signed the 
agreement following a relevant Board decision dated 3.10.2012. However, we note that the decision 
relates to the fees that will be charged by the company for the provision of services, while there is no 
reference regarding the modification of the previous decision of the Board dated 2.5.2012. 
With regard to the long duration of the agreement (28 years with a renewal option for another 28), the 
Chairman of the Board stated that as it follows from the terms of this Agreement, it is linked to the 
agreement that the Authority signed with the Manager of the pier and that it has not been clarified why the 
agreement is of such duration. On the issues raised in the relevant letter to the then Director General by 
the Director of the Port and on other provisions of the Agreement which the Authority signed with the 
company, the Board of Directors of the Authority, in collaboration with the Legal Adviser of the Authority, 
invited the company to dialogue, submitted proposals for amending the Agreement and the matter is at its 
final stage. 
Legal Advisers. The annual fee (retainer) of the Legal Advisers for 2012 and 2013 was €20,500. The cost for 
legal advice, in addition to those covered by the annual fee, amounted in 2014 to €82.195, in 2013 to 
€96.789 and in 2012 to €315.556. 
From the audit the following were found: 
           (i)    There is no written agreement for the annual payment (€20,500 plus VAT) and it is not 

determined what services are covered by this. 
           (ii)      The charges for additional legal services are not calculated on the basis of man-hours, but are 

the total of an amount charged (lump sum). 
           (iii)     In some cases, documents or evidence substantiating the services for which a fee is charged 

cannot be identified in the files. 
           (iv)      In one particular case, where legal expenses as decided by the Court should have been paid by 

the other party, however, part of the costs were paid by the Authority. 
           (v)  The charges, service descriptions on invoices and documents in the files are incomplete and do 

not assist in the audit. 
According to the Chairman of the Authority's Board, the issue has been addressed by the current Board and 
it was decided that, as a first step, the Authority proceeds with the invitation to tender process for the 



 

 

provision, as from 2016, of Legal Services in connection with representing the Authority in several cases 
before the courts. 
Construction contract of the New Passenger Hall in the New Limassol Port. The commencement of the 
works was on 18.7.2011 with a contract duration of 24 months, for an amount of €14.433.012. The 
progress of the works presents a serious delay. By July 2014, the Cyprus Ports Authority (CPA) approved 
and granted to the Contractor an overall time extension of 323 calendar days, of which 119 days with 
financial compensation, setting 26.6.2014 as the new date for the completion of the project. 
In September 2014, in view of the serious delay and the claims of the Contractor for extension of time and 
financial compensation and, taking into account the complexity of the project, we recommended to the 
Authority to submit the matter - for examination and guidance – to the Central Committee of Variations 
and Claims (CCVC) of the government, which handles matters of a similar nature and, therefore, has the 
necessary experience / expertise, for the best possible safeguard of the interests of the Authority. 
In October 2014, the Authority informed us that it had decided to adopt our proposal and to refer the 
Contractor’s claims to the  CCVC for examination and for providing guidance. 
In May 2015, with our letter to the Chairman and the Members of the Board of the Authority, we informed 
them that the CCVC at its meeting on 17.12.2014, decided to appoint an Ad-hoc Committee to examine the 
Contractor's claims and to negotiate with him, with the aim of achieving an amicable settlement. We 
further informed them that the findings of the Ad-hoc Committee were put before the CCVC in an in-depth 
report, which incluted data / details of the various problems encountered in the project and an estimate of 
the time extension and of the financial compensation which would be justified, at most, to be granted to 
the Contractor, in an amicable settlement of all disputes.  
However, the Contractor insisted on his claims and did not accept any proposal for discussion / negotiation 
in order to reach a friendly settlement. In view of the above, we indicated to the Authority that, due to the 
failure to reach an amicable settlement, the Authority, as the Contracting Authority, should proceed by 
deducting from the next payment certificate, the predicted delay clause, in accordance with the provisions 
of the contract. 
In July 2015, the Authority informed us that it had not yet taken its final decisions regarding the approval of 
a further extension of time allocation, in order to determine the new revised project completion date. 
Therefore, the Authority had decided - with the agreement of CCVC – to deduct as penalty a preliminary 
amount from the next payment certificate of €91.952, equivalent to 25% of the total payment amount, in 
view also of the new decision the CCVC which it took on 1.7.2015, for the Ad-hoc Committee to study 
further the Contractor's request for extension of time because of delays in relation to the metal structures. 
In August 2015, the Authority informed us that they have examined all the requests of the Contractor for 
extension of time and the Board of Directors at its meeting held on 5.8.2015, decided to approve the 
granting of time extension to the Contractor until 16.1.2015. Out of the total extension granted, the 119 
days is with financial compensation, the amount of which has been estimated at €339.052. He further 
informed us that, as regards the undue delay, a penalty of a total amount of €166.420 has already been 
deducted from the payment certificates of the Contractor. 
On 23.9.2015, the CCVC called at a meeting the parties involved in the project, ie the Contractor, the 
Architects, the Contract Manager on behalf of the Architects, the Quantity Surveyor and the 
representatives of the Cyprus Ports Authority and heard the views of all parties on the problems and 
disputes that had arisen in the course of the project construction. In an attempt to achieve an amicable 
settlement regarding the completion time and financials of the project (in relation to the extension time) 
claims of the Contractor and, in order to achieve the smooth execution and completion of the project, 
CCVC proposed - and the Contractor eventually accepted - the following for final settlement of the matter: 



 

 

 (i)      Allocation to the Contractor justified extension of time until 10 January 2016. The extension 
covers all of the reasons, without exception, which could justify an extension of time due to the 
facts which have occurred up to September 23, 2015, whether these were raised by the Contractor 
in the form of a claim or a warning. After that date, if there is a delay in completing the project, the 
penalty provided by the contract will be imposed. 

 (ii)  Granting to the Contractor a total compensation of €300.000 for the approved time extension. 
The extension of time granted, as mentioned above, is considered that it relates to (a) periods for 
which the delay is due to reasons for which the responsibility lies with the Authority (including acts 
and omissions of its consultants, eg the Architect), (b) periods for which the delay is due to reasons 
for which the responsibility lies with the Contractor and, (c) periods of shared responsibility for the 
delay due to force majeure events. Considering all of the above, the lump sum of €300.000 was 
agreed, which is considered to be granted by the Cyprus Ports Authority to the Contractor for 
purposes of full and final settlement of the matter and that the Contractor’s claims are covered, 
whether or not they were submitted, for every matter relating to the extension of time until 10 
January 2016. 

 (iii)  Reduction of the guarantee for the proper performance of the project to 5%, according to the 
Circular No. CCVC 7 of the Treasury of the Republic. 

(iv)  Issuing of payment certificates every 15 instead of 30 days, according to the Circular No. CCVC 8 of 
the Treasury of the Republic. 

In October 2015, the Authority informed the CCVC that the Board accepted the above proposal for a 
friendly settlement of the matter. 
 
 
 
 
 
Construction of quay of 500 m. length at Limassol port. Recruitment of staff by the contractor not 
registered in the unemployment list – Tender No. 33/2012. In March 2015, the Authority in a letter to our 
Office referred to a letter of the Department of Labour to the Authority requesting it to impose a penalty 
on the Contractor of the project due to the employment of additional staff who had not been recruited 
from the list of the registered unemployed. The Authority further informed us that its Legal Counsel, after 
examining the matter, expressed the opinion that the penalty should be ignored and, as a result, requested 
the opinion of our Office on the matter. 
In the same month, in a letter to the Ac. Director of the Authority, we indicated that in accordance with 
Article 31 of the Law N.38 (I) / 2014, “Notwithstanding the provisions of subsection (1) of section 74 of the 
Contract Law and subject to the following reservations, in a public contract, which was concluded following 
a procedure under the provisions of the Coordination of Procedures for the Award of Public Contracts 
Supplies, Works and Services and Related topics Law and thereunder issued Regulations or any other law 
which amends them or substitutes them and in which  there is a  clause for the amount which must be paid 
in  case of violation by any of the contracting parties, this clause or, where appropriate, the penalty is 
legally valid and fully enforceable, without applying the limitation provided for in that paragraph as to the 
maximum amount of the payable compensation.” 
Finally, we indicated that since a public contract, which was concluded following a procedure under the 
provisions of the Law was involved [it is noted that the provision of Article 31 of Law N.38 (I) / 2014 does 

Recommendation: The handling of complex contracts from Organisations that do not have the 
required expertise and experience, should be entrusted to the Public Works Department and the 
variations and claims issues to be referred to the CCVC for counseling. 



 

 

not distinguish the Law L.11 (I) / 2006 from the Law L.12 (I) / 2006], the penalty was legally valid and fully 
enforceable and therefore it should be deducted from the next payment certificate. 
In May 2015, the Authority informed us that it had decided to deduct from the Contractor’s payment a 
penalty of €521.120 and until then an amount of €104.224 was deducted from the Payment Certificates 
Nos. 9 and 10, while the remaining amount of €416. 896 would be deducted from the next payment 
certificates in eight installments of €52.112 each. He also informed us that the Contractor had sent to the 
Authority a notice of the existence of a difference and requested that an attempt is made for an amicable 
settlement  under Article 67.1 of the contract terms. 
 
 
 
Exploitation and Redevelopment of the Old Limassol Port and the surrounding area. Following an audit of 
the project implementation procedures, the following were noted: 
On 9.11.2001, the CPA invited to tender an Architectural Competition in 2 phases for the study preparation 
and overseeing of the project regarding the exploitation and redevelopment of the Old Limassol Port and 
the surrounding area. The A’ Phase of the competition involved submitting ideas (architectural proposals) 
for the redevelopment of the Port area, in order to determine the specific architectural program, the size of 
the development and the project budget. 
In the tender documents of the A’ Phase of the competition, it was provided that the contestants were not 
bound to the requirements of a closed detailed program and to technical, economic and aesthetic 
restrictions, but certain fixed  binding commitments were defined, as well as the goals and objectives for 
the development of the area. 
On 4.3.2002, the evaluation of the A’ Phase of the competition was concluded, by a seven-member 
Evaluation Committee, whose members were determined in the terms of the competition. Based on the 
assessment, five studies were awarded, which have qualified for participation in the B’ Phase. 
On 4.7.2003, CPA invited to tender for the B’ Phase of the architectural competition, between the above 5 
studies which were awarded. 
The tender documents established that the remuneration of the consultant would be calculated as a 
percentage of 7.5% on the final cost of the project and the budgeted cost was determined at £5,800,000. It 
was also established that any study, the project cost of which, in accordance with the Evaluation 
Committee’s assessment, exceeds the above amount by more than 20%, will not be awarded with the first 
prize. 
Pursuant to the requirements of the building program of the competition of the B’ Phase, the development 
included, inter alia, the operation of the basin of the Old Port as fishing harbour, with the exploitation of 
the building on the quay of the Port, the maintenance of the existing construction and the maintenance of 
listed buildings, the creation of a central square area of 2,000 square meters, as well as the construction of 
restaurants, pubs, shops, offices, fish market and others of a total building area of 6943 sq. m .. As far as 
parking spaces, it was provided that the whole development should have a total of 160 car parking spaces, 
of which 95 would be outdoor and 65 underground and three parking spaces for buses. 
On 23.1.2004, the Evaluation Committee decided to award the competition prizes. The signing of the 
agreement between the CPA and the winning consultant took place on 27.6.2005. 
Following recommendations of the Town Planning and Housing Department and of the Limassol 
Municipality, changes were made to the original design of the project, which were presented at a meeting 
held at the Department of Town Planning and Housing on 20.1.2006, in the presence of the Minister of 

Recommendation: The contract clauses are legally valid and fully enforceable and therefore they 
should be deducted from the payment certificates. 



 

 

Interior and of a delegation of the Limassol Municipality. During the above meeting, it was agreed that the 
amended study satisfied successfully the reservations and objections to the original project design. As a 
result of these changes, the total area of the building was reduced from 6.943 sq.m., which was provided in 
the contract terms of the study, to 5.800 sq.m. 
On 21.2.2006, there was a presentation of the revised study of the project at the Limassol Municipality Hall 
with the participation of the CPA and the Town Planning and Housing Department. Subsequently, on 
15.6.2007, the CPA organised a public event in the area of the Old Port, where a presentation of the study 
also took place. 
On 14.5.2008, the Notification of the Planning Permit and on 6.9.2010 the relevant Building Permit were 
issued.                                                                                                        
On 14.5.2009, CPA announced a tender for the construction works for the exploitation and redevelopment 
of the Old Port of Limassol and its surrounding area. The tender documents established as the contract 
budget an amount of €21,000,000. 10 tenders were submitted. The tender was awarded to the tenderer 
who submitted the lowest valid offer for the sum of €17.877.220. 
The commencement of the works was on 4.10.2010, with a contractual completion date the 3.10.2012. The 
project was completed with considerable delay on 15.3.2014. The amount of the project’s final account 
amounted to €16.972.910. 
On 16.6.2014, the CPA announced a tender for granting a License for the Management, Operation, 
Exploitation and Maintenance of the Site and Premises of the Old Port, for 10 years, with a renewal option 
for another 10 years, for an annual financial consideration. The tender documents determined as an award 
criterion, the highest license fee per annum, with the minimum amount being €2.300.000. Only one tender 
was submitted for the amount of €2.587.957. 
At a meeting held on 9.9.2014, the Authority's Board of Directors decided to award the tender to the said 
tenderer and on 17.9.2014, the Authority sent a letter of acceptance with which he was asked to submit, 
within 15 days, a Letter of Guarantee for the proper execution of the contract and other documents in 
order to proceed with the signature of the contract. 
The tenderer, with letters which he sent to the Authority - through a lawyer - refused to submit the above 
documents and sign the agreement, claiming that the work shows defects / deficiencies. 
On 16.12.2014, the Authority's Board of Directors decided to proceed to demand the redemption by the 
bank of the Warranty Participation of the tenderer, totaling €100,000. It also decided that the Authority 
proceeds to a new tender notice, once new specifications for the grant of a License for the exploitation of 
each premise separately are prepared and undertakes the responsibility for the management of the Sites, 
itself. 
In April 2015, with our letter to the Chairman and members of the Authority Board we noted that in the 
terms of the competition for the A’ Phase, no specific architectural program for the exploitation and 
redevelopment of the Old Port and the surrounding sites, in which to indicate the desired extent and 
development of the project, the budget and the technical and aesthetic requirements, was determined. As 
a result, the prized study resulting from the B’ Phase of the competition, did not meet the requirements, 
expectations and goals set by the State, making it necessary to adapt and modify the prize-winning designs. 
We also observed the following: 
(i)    In the terms of the architectural competition for the B’ Phase, an amount of £5.800.000 (€9.909.888) 

was defined as the estimated cost of the project, with a maximum increase limit up to 20%. The total 
area of the buildings was also established to be 6.943sq.m. After the consultations between the 
Services and Departments involved, the total area of the building was reduced to 5.800 sq. m.. 



 

 

             On 30.5.2006, at a meeting of the Authority's Board of Directors, it was decided that the 
construction cost of the project, based on the revised study, should not exceed £8.000.000 
(€13.668.811). 

                         In the terms of the competition for the construction of the project, the cost estimate was 
determined, by far the highest amount, of €21.000.000.This amount exceeds the amount of the 
originally budgeted cost (€9.909.888) by 112%, while the ceiling, which was set in the terms of the 
architectural competition, was - just - 20%. 

(ii)    After the refusal of the successful tenderer to sign the contract for the Management, Operation, 
Exploitation and Maintenance of the Project, the Authority decided to repeat the invitation to tender 
with a new procedure, which provided for the licensing for each premise separately and for the 
undertaking of the responsibility for the management of the sites by the CPA, itself. 

In view of the above, we asked to be informed of the reasons why the Authority proceeded to the notice of 
the construction competition with an expenditure budget of €21,000,000, while, according to the terms of 
the architectural competition, the budgeted expenditure was fixed at £5.800.000 (€9.909.888) and, at a 
later stage, the Board of Directors decided that the construction cost of the project cannot exceed 
£8.000.000 (€13.668.811). We also asked to be informed whether the Authority had prepared a feasibility 
study, which would demonstrate that the new method of exploitation of the Project chosen was 
economically the most advantageous for the CPA, compared with the management process of the entire 
area by one investor, as it was provided in the original tender. 
Finally we asked the CPA to inform us of the following: 

            (i) Whether the project development, meets the provisions of the Local Limassol Plan and of   the 
Development Plan of the Limassol Central District. 

(ii)  Whether the project was implemented as per the Planning and Building Permits issued. 
(iii) The changes made to the prized project study regarding the location and height of the buildings, 

their design and the development density brought about by the reduction of the building area. 
(iv)  To what extent a variation in the use of the buildings has arisen due to the modification of the 

prized study. 
(v)  Whether an Impact Study to the Environment in relation to the project has been carried out. 
(vi) The reasons why it was decided to increase substantially the budget for the project, from 

€10.000.000 to €17.000.000 around. 
In May 2015, the Chairman of the Board of CPA informed us the following: 
The project budget increase was mainly due to the increase in prices of construction works from  2003 
when the expenditure was budgeted until 2009 when the invitation to tender took place, as well as to the 
changes made to the original design following the Town Planning and housing Department's and the 
Limassol Municipality’s recommendations. On the issue of the management, operation, exploitation and 
maintenance of the building facilities of the project, he informed us that after the start of the construction 
works, the Authority, after examining various studies / analyses for the most profitable functional and 
economic method for the exploitation of the project, ended up with three options (taking over the 
management by the Authority, the management separation into packages of individuals and the 
assignment of the entire project management to a single operator). In January 2012, the Authority's Board 
of Directors decided to approve the assignment of the entire project management to a single operator and, 
as a result, the relevant original invitation to tender took place. Due to the failure of the original 
competition and the lack of sufficient interest for the allocation of all of the premises of the project to one 



 

 

operator, the Authority decided to proceed a new competition with the allocation of each premise 
separately, to a different operator for each one. 
The Chairman of the Board of CPA informed us further that the Authority had secured a Planning Permit 
and a Building Permit for the project and that the approved designs are consistent with the provisions of 
the Limassol Local Plan. Only interior modifications were made to the project for which an application for a 
revised permit to the Limassol Municipality was made. The changes made to the original design of the 
project resulted from the recommendations of the Town Planning and Housing Department and of the 
Limassol Municipality, without altering the content of the prized proposal. Changes in buildings mainly 
relate to the areas of the different uses of buildings, with the aim of reducing the total project area. The 
uses and key objectives outlined in the architectural competition were unchanged in relation to the 
execution of the project. An Assessment Study of the Impact to the Environment is not required regarding 
the project. 
 
 
 
 

 
Invitation to tender for granting a License for the Use / Exploitation of the premises of the Old Limassol 
Port – No. of Tender 5/2015. The competition was a repetition of the previous invitation to tender referred 
to in the previous paragraph. 
The new competition (no. 5/2015) provided for the granting of a License for the Use / Exploitation of each 
Premise separately for a period of 5 years, with a renewal option for an additional 5 years. In a Table 
included in the tender documents, all Premises available for licensing were included. According to the 
Table, the minimum total annual fee was calculated at €1.993.600 with the estimated amount at 
€2.148.700. 
In June 2015, with our letter to the Ac. Director General of CPA, we noted that from the evaluation / 
comparison of the above data with the data of the previous competition, it is shown that the minimum 
annual revenue provided in the new tender, is estimated to be reduced, compared with the minimum 
amount which was set in the original tender and, furthermore , the Authority would also assume the costs 
for the management of the sites, resulting in the expected revenues of the Authority to be even more 
reduced. 
In July 2015, the Authority informed us that the reasons for the non successful completion of  the previous 
competition was - among other things – the amount of the minimum annual financial consideration 
specified in the tender documents (€2.300.000) and the provision for granting  the entire project to one 
investor. When reviewing the data, in view of the notice of the new competition, two assessments of the 
premises rental value were taken in March 2015. The CPA decided to determine in the documents of the 
new competition as overall minimum annual fee, the lower amount of the two estimates, further reduced 
by 10%. On the issue of management fees, the Authority informed us that these costs will be charged to the 
holders of the Licenses of the Premises, through the co-ownership and specific operating costs. 
 
 
 
 
 

Recommendation: In the terms of Architectural competitions, the Contracting Authority's 
requirements should be defined precisely and clearly in order to avoid variations in the selected 
study, budget overrun and delays in the project implementation. 

Recommendation: Public tenders, should be preceded by a technical and economic study to 
determine the minimum acceptable annual usage fee. 



 

 

4.26.   CYPRUS TELECOMMUNICATION AUTHORITY 
 
 
 
 
 
 
 
4.27  SINGLE AGENCY FOR THE OUT OF COURT SETTLEMENT OF DISPUTES OF FINANCIAL NATURE  
Preparation and audit of financial statements. According to Article 18 (3) of the Establishment and 
Operation of a Single Agency for the Out of Court Settlement of Disputes of Financial Nature Law 2010 (L.84 
(I) / 2010), the Agency's accounts are audited by the Auditor General. Additionally, in accordance with 
Article 20 (2) “the Board shall submit to the competent supervisory authorities,  
the Council of Ministers and the House of Representatives for information within one month of the 
completion of the audit of the accounts and the issue of the report of the Auditor General, a financial 
management report, which it publishes on the Agency's website on the internet.” 
The Agency was established in 2010, but  the preparation of accounts and their submission to our Office for 
review is pending since then, in violation of the provisions of Article 109 of the  Fiscal Responsibility and 
Financial Framework Law of 2014 (L.20 (I) / 2014). As a result, the provision of Article 20 (2) of the Law was 
not applied either. 
As we were informed by the Financial Ombudsman, the Board of the Agency has recently assigned to an 
audit firm the preparation of financial statements for the years 2010-2014 and is expected to be able to 
present these accounts to our Office soon for the legally required audit 
 
 
 
 
 
  
4.28   CYPRUS SECURITIES AND EXCHANGE COMMISSION 
Submission of financial statements for audit. The following issues emerged from the audit of the financial 
statements for the year 2013, which were belatedly submitted on 25.11.2014 and the final revised 
statements were submitted on 30.1.2015. 
According to Article 109 of the  Fiscal Responsibility and the Financial Framework Law of 2014 , the CSEC, 
within four months of the end of its financial year, shall prepare and submit to the Minister of Finance and 
the Auditor General for audit the financial statements of the previous year. 
Since the financial statements for the year ended on 31.12.2014, were submitted on 18.5.2015, it is 
expected that from now on the financial statements will be submitted within the time limits mentioned 
above. 
(a)    Annual results. The financial statements for the year ended 31.12.2013 showed a surplus of 
€1.230.498 compared to €785.399 in 2012. The increase of €445.099 resulted mainly from increased 
revenues, as shown below. 

. Recommendation: Our Office expects the preparation and submission of the financial statements for 
the years 2010-2014 as soon as possible and notes that, in future, financial statements must be 
prepared and submitted to the Auditor General for audit within four months after the end of each 
financial year, in accordance with Article 109 of L.20 (I) / 2014. 

On June 15, 2015, the report of our Office on CYTA's financial statements for the year ended 31 
December 2014 was submitted to the House of Representatives, according to Article 3 (5) of the 
Public Corporations (Audit of Accounts) Laws of 1983-2007. The recommendations of that report 
are adopted and are considered an integral part of this Report so that Article 4A (“Compliance and 
implementation report”) of the Provision of Data and Information to the Auditor General of the 
Republic Law, applies also for them. 



 

 

(b)     Revenue. The revenue of the Commission, including the state subsidy amounting to €2.806.000, 
amounted to €5.513.020 compared to €4.493.622 in 2012, representing an increase of €1.019.398. 
 (c)     Expenses.  The expenses for the year amounted to €4.182.055 compared to €3.740.258 in 2012, ie 
there was an increase of €441.797 or a percentage of 11.81%. The increase is mainly due to the increase in 
office operating expenses, namely rents of €145.958 or 72.63%, due to the CSEC relocation to a new 
building and the payment of a higher rent and to the increase in other general expenses by €315.384 or 
89,53% and to the increase of expenses for services of €161.806 and extraordinary expenses of €70.713. 
Staff. 
(a)       Staff costs. The Commission employed 53 people (52 permanent and 1 temporary) on 31.12.2013, as 
well as at 31.12.2012. The total costs for salaries, allowances and employer's contributions to the various 
funds amounted in 2013 to €2.568.637, compared to €2.590.965 in 2012, showing thus a decrease of 
€22.328. 
 (b)      Benefits of CSEC staff. 
            (i)      Educational Leave. At the Board’s meeting dated 25.4.2014, the diversification policy for the 

sabbatical leave when this concerns an exam to obtain a qualification, was decided. 
Specifically, it was decided to grant up to 5 working days leave with pay to staff to prepare for 
these exams. 

                         It is noted that in the Public Service, the acquisition of additional academic / professional 
qualifications is the decision and responsibility of each employee and therefore the time 
required for preparation and examination is deducted from their holiday leave. 

                          The Chairman of the CSEC informed us that the CSEC considers that staff training, either 
through seminars or by obtaining additional qualifications, is necessary, given the ever-
changing environment which it has to supervise, as well as the necessary expertise which a 
number of staff must have to enable them to perform their tasks efficiently. She also informed 
us that this was put forward by the Union of officers and has been included in the collective 
agreement and that other semi-government organisations have recognised the need to 
provide educational leave and have implemented similar practices. 

                         Concluding, the President of the CSEC, informed us that they will promote the 
recommendation for a policy change in order to reduce the days and be consistent with the 
practice of the Central Bank of Cyprus. 

           (ii) Healthcare. The CSEC paid for 2013 €197.541 (2012: € 186.380) to a private insurance 
company for medical cover for staff. It is noted that no deduction is made from the employees’ 
salaries and the cost is born entirely by the CSEC. 

                         The President of the CSEC informed our Office that the provision of healthcare is included in 
the collective agreement. Furthermore, she noted that the provision of health care is expected 
to change and / or removed after the application of the NHIS. 

                         Our Office recommended the reassessment of the issue. Details are included in Section 2.8 of 
this Report concerning the Treasury. 

            (iii) Provident Fund. A defined contribution Provident Fund operates at the CESC. The employees 
contribute 5% or 7.5% or 10% to the Fund and the employer 13%, as from 1.1.2013, under the 
amended Regulation dated 5.6.2012. The employer’s contribution rate is considered high 
since, in similar Provident Funds, this percentage decreased due to the economic situation. 



 

 

                         Recommendation: As part of the rationalisation of public finances, the amount of the 
employer’s contribution should be reexamined and to this effect to obtain guidance from the 
Department of Public Administration and Personnel. 

                         The Chairman of the CSEC informed us that the fund is covered by the collective agreement 
and that they would await to see the rates that will apply to the future establishment of the 
Provident Fund in the public sector and then proposals will be made for adjusting the amount 
of the contribution, if this is considered necessary, for purposes of uniformity. 

                      Our Office considers that the amount of the rate should be re-examined the soonest. 
Imposition and collection of fines. During 2013, the CSEC imposed fines on the basis of Article 37 of Law 73 
(I) / 2009, totaling €1.279.000 (€ 211.000 in 2012) and received an amount of €432,000 (€129.400 in 2012). 
Reports of the International Monetary Fund (IMF) with respect to the supervision of the financial sector 
in Cyprus. As mentioned in our previous reports, the IMF’s study was issued based on the objectives and 
principles of the Supervision of Securities of the International Organisation of Securities Commissions 
(IOSCO) in 2006 and was revised in May 2009 and involved the supervision of the financial sector in Cyprus 
from various authorities: Central Bank - banking system and Cyprus Securities and Exchange Commission – 
capital market, Insurance Companies Control Service - insurance industry. 
In the IMF report on the supervision of Investment Firms (IFs), the attention of the CSEC is drawn to the 
control of firms belonging to foreign owners and providing services mainly to foreign customers. 
In 2013, according to the Annual Report of the CSEC, a total of 11 spot checks for money laundering, 13 
spot supervisory function effectiveness controls and 15 compliance checks, were conducted. According to 
the Head of the CSEC Supervision Department, the number of checks carried out in 2013, were limited due 
to lack of staff. 
On the issue of the failure of the CSEC to secure sufficient resources(both financial and human resources) in 
order to perform its legal obligations, as it is also stated in the findings of the IMF Report, we suggested to 
consider the possibility of additional funding of CSEC activities from the controlled entities, including the 
IFs. The subject of the examination of the funding of the Securities and Exchange Commissions of the 
European Union, is also stated in the Report Jacques de la Rosière, which was prepared in February 2009 
under the terms of the Commission's mandate, in order to advise on the regulation and supervision of 
financial markets. 
With the adoption of Directive R 476/2012 dated 26.11.2012, the annual subscriptions of CIFs increased in 
an effort to increase the CSEC revenues from the supervised entities. Moreover, as we were informed, 
fairer pricing of the controlled entities is being considered, to be  based on the risk assessment of each 
case, which will be applied after the operation of the risk management system, which, as we were 
informed, was completed and partially implemented in 2015. 
Regarding the subject of the European Commission's recommendations and proposals and the Report of 
the Group of Jacques de la Rosière on matters relating to the CSEC, the Director General of the Ministry of 
Finance approved the establishment of a special committee composed by officers of the Ministry of Finance 
and of the CSEC to examine the issues referred in the above Reports. 
As we were informed, the Committee, has prepared draft terms of reference which is pending before the 
Director General of the Ministry of Finance for approval since the 25.11.2010. 
 
 
 

Recommendation: The issue to be put before the Minister of Finance for information and handling. 



 

 

Cyprus assessment report from the Commission «Moneyval». The Moneyval Committee of the Council of 
Europe, which is a member of the Financial Action Task Force (FATF"), aims to ensure through assessments  
of the member countries, compliance with recognised international standards and European Guidelines for 
combating money laundering and terrorism financing. The process of the fourth assessment of Cyprus by 
the Moneyval Committee began in June 2010 and the evaluation report was completed and published in 
December 2011. 
The evaluation report referred to the following issues relating to the functioning and effectiveness of the 
oversight exercised by the CSEC, which were discussed at the meeting of the CSEC Board dated 6.2.2012. 
 (a)    Training: By the end of 2013, the training of the staff of the CSEC on issues preventing money 
laundering and terrorism financing was not finalised. The issue of staff training in money laundering 
prevention issues was raised by Troika, which imposed a program of actions including a time frame for staff 
training. As it was observed, a formal staff training program for 2014 was prepared which included such 
training. 
 (b)   Staff: The staffing of the IF section is insufficient, so the department cannot meet the supervisory 
requirements of the big investment sector of Cyprus. There is lack of human resources with technical 
expertise and inadequate funding for them. The issue of inadequate staffing of the CSEC and, consequently, 
of insufficient supervision, was also put forward by the European Securities and Markets Authority (ESMA) 
in its report on the market of financial instruments. The creation of an efficient and integrated financial 
services market is binding for Cyprus as a Member State of the European Union after the 2004 Lisbon 
Council Resolution, which resulted in the adoption of Directive 2004/39 EC "Markets in Financial 
Instruments» (MiFID) . 
In the Supervision Section, a separate supervision Sector for money laundering and terrorism financing 
operates, staffed, at this stage, by three officers. As we were informed, based on the Troika requirement 
for the strengthening of this Sector, three new positions have been included in the Budget for 2015. In 
addition, we were informed that the CSEC is expected to proceed to hire the services of two additional 
persons who will deal with the above issue. 
The Chairman of the CSEC informed our Office that, since 2015 a separate section has been created for the 
supervision of issues of money laundering and terrorism financing, which has been separated from the 
Supervision Section. 
(c)    Spot checks / control framework: The lack of a supervision framework on the basis of CIFs risk 
management (risk-based approach) and a weakness to conduct regular spot checks, was observed. It is 
noted that the development of a risk assessment methodology was also included in the Memorandum of 
Understanding with Troika. 
As a result, the CSEC, after a tender notice, assigned in November 2013, the development of a framework 
regarding the supervision of the IFs risk management, to an audit firm for €365.000. As we were informed, 
the project has been completed. As regards the controls, the CSEC has decided to give priority to spot 
checks for verifying the compliance of CIFs for issues regarding the prevention of money laundering and 
terrorism financing. Indicatively, as stated in the 2013 Annual Report of the CSEC, they performed 11 
relevant spot compliance controls (9 in CIFs and 2 in IFs). 
 (d)     Imposing Sanctions. Most sanctions which were imposed were in the form of observational letters, 
whereas the legal framework is unclear about the possibility of imposing sanctions to directors and / or 
members of the Board of Directors of CIFs relating to money laundering and terrorism financing. The 
Moneyval Committee also notes that, no sanctions, as provided in the law, were imposed by the date of the 
assessment report and recommends that various sanctions are applied, depending on the offense and not 
necessarily in the form of observational letters. For that matter, the CSEC decided that, in cases where 



 

 

there are violations of the Law and of the Directive on the prevention of money laundering and terrorism 
financing, tougher penalties should be imposed and if the infringements are attributable to the directors 
and / or the members of the Board penalties are imposed also on them. The amendment of the legal 
framework to allow the imposition of sanctions by the CSEC on natural persons was approved by the House 
of Representatives in September 2013. 
 
 
 
 
 
 
Internal Audit Unit (IAU).  At the CSEC Board meeting dated 14.5.2012, it was decided to create the IAU 
and the assignment of the responsibility for the IAU to a particular officer. Furthermore, it was decided, as 
a priority of the Internal Auditor, to coordinate the recording of the Commission's procedures and policies. 
It was found that the Internal Auditor from 2012 up to November 2014, was also performing other tasks 
which affected her independence as Internal Auditor. 
As we were informed, the Statute of the IAU has already been compiled and was approved by the CSEC 
Board on 2.2.2015. In addition, we learned that the CSEC Board, in its meeting dated 2.2.2015, approved 
the recommendation of the Internal Auditor, the amendment of Article 23 of the Law regulating the 
structure, responsibilities, powers, organisation and other related matters of the CSEC in order to allow the 
establishment of the Audit Committee, composed exclusively by independent non-executive members of 
the Board, as provided in the best Corporate Governance practices. 
As the establishment of the IAU Statute and the establishment of the Audit Committee were pending, no 
substantial work was done in terms of internal control up to 2014. 
 
 
 
 
 
 
The Chairman informed us that the work of the IAU was not substantial in the years 2012-2014 because the 
officer was also performing other tasks, as mentioned above, but also because for the full functioning of 
the IAU, it was a prerequisite that the IAU was staffed with at least one officer and a clerk. She also 
informed us that the IAU procedures manual was approved by the CSEC Board in February 2015 and that, in 
July 2015, the IAU was staffed by another officer and is already in operation. 
Regarding the amendment of the legislation to enable the establishment of the Audit Committee, she 
informed us that the matter will be forwarded to the appropriate section of the CSEC for handling. 
 
4.29  TAX TRIBUNAL  
Appointment-Composition of the Tax Tribunal. On 31.12.2013 the Council of Ministers decided to appoint 
a new Tax Tribunal (TT) consisting of the Chairman and four members, with a term of office from 
31.12.2013 until 30.12.2017 and on 1.4.2014 proceeded to the appointment also of a fifth member of the 
TT. In August 2012, our Office, in a letter to the Ministry of Finance regarding the composition of various 

Recommendation: Given that it is expected that a new assessment of Cyprus by the Moneyval 
Commission will be carried out, the actions on the above observations should be continued 
uninterrupted for full compliance with international standards relating to the supervision of the 
financial sector in Cyprus. 

Recommendation: The CSEC should immediately proceed with the amendment of the legislation and 
with the establishment of the Audit Committee. Also, the Internal Auditor should proceed in 
performing a risk assessment of the various procedures followed by the CSEC and, on that basis, to 
proceed without delay to the establishment of an annual audit plan, giving priority to the higher risk 
areas. 



 

 

Collegiate Bodies, including the TT, as well as with relevant letters to the TT, suggested that the possibility 
of reducing the members of TT should be considered, with appropriate modification of the relevant 
legislation. 
The Council of Ministers in its meeting dated 5.11.2014 decided, after the completion of the term of office 
of the members of the Tax Tribunal on 30.12.2017, that the number of members to be reduced from 5 to 3. 
 
 
 
 
 
The Chairman of the TT informed us that the number of members of the TT is connected to the policy of 
the Government for widening the powers of the Board in order to deal with complaints for Value Added 
Tax as well. She also said the bill is pending at the Law Office. 
Operating Cost of the Tax Tribunal. The total cost for the operation of the TT in 2014, including an amount 
of €41.772 relating to the salaries of officials serving / posted at the TT amounted to €425.507, compared 
to €110.228 in 2013. The significant increase in the operating costs of the TT is mainly due to the payment 
of salaries to the members of the TT appointed on 31.12.2013 (the term of the outgoing Board expired on 
15.1.2013). The total operating cost of the TT from the year when it was founded (2000) until 31.12.2014 
amounted to approximately €9,3m. 
Hierarchical appeals. During the period 2000 - 2014 the respective Boards adjudicated and decided on 168 
hierarchical appeals which involved a total amount of €82,4m. of tax (including interest and charges). In 97 
cases the decision of the Director of the TD was upheld and in 8 cases the decision of the Director was 
partially upheld. On 31.12.2014, the examination of 14 hierarchical appeals relating to a tax amount 
€17,8m., was pending, while in September 2015, a total of 21 hierarchical appeals (totaling an amount of 
€9,8m. tax) of which 7 were pending for more than one year, were pending for examination. 
 
 
 
 
The Chairman of the TT referred to the difficult working conditions of TT which throughout 2014 was 
located in two rooms of the Ministry of Finance. 
Annual Report on the operation of TT. The operation of the Tax Tribunal, as stated in the proposal 
submitted to the Council of Ministers on 31.12.2013 for appointing the Chairman and Members of the TT, 
was considered necessary on the basis of the position of the International Monetary Fund. In the Annual 
Report of TT sent on 4.6.2015 by the President of the TT to the Director General of the Ministry of Finance, 
it is noted, inter alia, that despite the operation of the institution for almost 15 years, it remains unknown 
to the general public. 
 
 
 
 
 
 

Recommendation: Our Office recommends a timely and appropriate amendment to the relevant 
legislation / regulations, for the purpose of implementing the Council of Ministers decision dated 
5.11.2014. 

Recommendation: Our Office recommends that measures should be taken for examination of 
Hierarchical Appeals within the time limits set by the legislation. 

Recommendation: Our Office recommends that ways are considered and all necessary steps are 
taken, in cooperation with the Ministry of Finance, for the efficient operation of TT. It is also 
recommended to study alternative solutions so that technical tax staff does not come under the Tax 
Commissioner whose decisions may be appealed for examination by the TT. 



 

 

4.30  CENTRAL AGENCY OF EQUAL DISTRIBUTION OF BURDENS 
Generally. The Central Agency for Equal Distribution of Burdens (CAEDB) was established by Law 141 of 
1989, with the main purpose the equitable distribution of the burden resulting from the turkish invasion 
and occupation and where possible for the restoration of the pre-war solvency of entitled persons. The 
CAEDB announced the beginning of its operation on November 24, 1995. 
Financial statements. The financial statements of 2014 were submitted to our Office on 15.5.2015 and due 
to lack of staff, the relevant audit has not been carried out, but it will be assigned by our Office, after a 
public tender, to a private audit firm. According to the audited financial statements of the year 2013 the 
state subsidy to CAEDB for 2013 amounted to €4.356.433 (€5.622.230 in 2012) to cover operating expenses 
and to €20.582.455 (€17.893.152 in 2012 ) for interest subsidy. On 31.12.2013 the loans receivable and  
payable were €345.009.658 and €364.678.385, respectively. An amount of €17.156.784 at 31.12.2013 
(€9.180.452 at 31.12.2012) granted by the Government, was deposited at the Housing Finance Corporation 
(HFC) and related to the applications which were approved but the applicants did not manage to conclude 
the loans in order for the amounts to be paid to them, mainly due to non-completion of the mortgage 
process. 
Repayments of loans. The repayments of loans under the above scheme, collected by the CAEDB 
amounted to €30.211.954 (€25.463.478 in 2012), an amount which is returned to the State in the same 
year. 
Delays in the repayment of loans. The delays in the repayment of loans at December 31, 2013 amounted 
to €59.826.700 (€49.236.700 in 2012), with an increase therefore of €10.590.000 or 21.5%. 
The longest delays are mainly due to business loans and it is expected that the problem will worsen, in view 
of the economic crisis which has significantly affected businesses. 
The HFO, which grants loans using CAEDB funds, took, until October 2014, legal action against 227 borrowers. 
With the letters of formal notice sent by the HFO, the applicants are invited to contact the CAEDB for 
consultation regarding the solution of the problem of delays, to which a large number of applicants 
responded positively. 
It is noted that the Board of CAEDB, at its meeting dated 27.11.2014, after taking account of the relevant 
legislation which was passed in September 2014, according to which the maximum charge rate for overdue 
installments may not exceed 2%, decided to reduce the charge rate of 3.5% to 2%. Also, at the meeting of the 
Board dated 25.7.2012, it was decided that, if, when considering applications for student loans, it is noted 
that there are delays in the repayment of the applicant's earlier loans and / or loans for which the parents are 
included as co-debtors and / or debtors, depending on the amount of arrears, either the repayment of loans 
or a written arrangement for their settlement, is requested,  the first installment of the student loan is 
granted, as defined in the criteria and the loans are put under observation and, where there are again delays 
or the arrangement is not kept, then to terminate the Agreements of all overdue loans. 
The Central Cooperative Bank (CCB), which also until 31.12.2012 was granting loans to approved applicants of 
the CAEDB, guaranteed by CAEDB, begun a campaign for collecting debts, which was intensified in view of the 
application of the Limitation of Actions  Law. Specifically, in 2012, 112 mortgage borrowers with a total 
overdue amount of €22m., compared with 54 borrowers totaling €5,2m. in 2011 and 227 commercial loan 
borrowers with a total overdue amount of €13.9m., in comparison with 188 borrowers totaling €10,7m. in 
2011,  were referred to arbitration in accordance with Article 52 of the Cooperative Companies Law. 
It is noted that, as stated in the financial statements of CAEDB for 2013, the CCB requested a total 
compensation of €25m. for arrears of  loans which have already been referred to arbitration. As we 
understand, no amount has so far been paid to CCB as compensation and for all cases, an attempt is being 



 

 

made for settlement by arbitration. According to the Chairman of CAEDB, the matter is handled by the 
Ministry of Finance, which, together with the CAEDB, is the guarantor of the loans. 
In order to manage delays as a consequence of the economic crisis, the Equal Distribution of Burdens (Scheme 
of Recovery  of Pre-war Solvency) (Amendment) Regulations were approved by the Council of Ministers and 
published in the Official Gazette on 14.2.2014  which provide for an extension of the repayment schedule and 
the restructuring of loans. 
Given the considerable sums involved, our Office recommendation was that, when the minimum rate (2%) is 
not paid by the debtor as required by the relevant legislation, to consider a proportional interest subsidy 
according to the amount of the installments payable by borrowers during the year. As part of this 
examination, since it is a matter of legislation, we proposed that, in principle, an advice from the Attorney 
General is requested on relevant possible options of CAEDB within the existing Regulations, including whether 
the payment of installments by the debtor (the minimum rate of 2%) is a prerequisite for the CAEDB  to 
provide interest subsidy to a maximum of 3.5%, as well as whether the subsidy can be provided proportionally 
or, if otherwise, it is necessary to amend the Regulations. As we were informed, the Chairman of CAEDB has 
already requested an opinion from the Attorney General and a reply is expected. 
 
 
 
Processing of applications. 
(a)     The total expenditure and the total guarantees granted from 1996 to 2013, for loans through the 
scheme of recovery of pre-war solvency of owners of occupied or inaccessible immovable property are 
presented in the table below: 

Loans with CAEBD funds 
2013 2013 1996-2013 1996-2013 

Number of 
approvals 

Amount spent 
€000 

Number of 
approvals 

Total amount 
spent 
€000 

Student 1.822 53.046 20.436       507.775 
Health Care 44 795 825 17.539 
New Couples - - 2.924 56.595 
Business - - 527 11.792 
Clubs-Organisations - 86 11   2.135 
Total 1.866 53.927 24.723        595.836 

 

Loans guaranteed by CAEDB 
2013 

Number of 
Approvals 

2013 
Amount spent 

€000 

1996-2013 
Number of 
approvals 

1996-2013 
Total  spent 

€000 
Housing                   1.275 33.822 10.763 462.681 
Business                         46             952 2.042 144.355 
Total                    1.321 34.774 12.805 607.036 
Overall Total                    3.187 88.701 37.528         1.202.872 

 

Recommendation: The issue needs to be dealt with by taking a relevant decision, given the  costs 
involved each month. 



 

 

 (b)  As mentioned in the brochure of CAEDB, applications are examined in turn. However, upon written 
request of the applicants, they are sometimes considered as a priority. Priority is also given to the applications 
from the enclave. During 2013, 17 applications were examined first. 
 (c)       Applications issues. 
              (i)   FM  / 9248A. The application was received by CAEDB as far back as 2007. Due to the mishandling 

of a temporary officer of CAEDB, the application was not examined until after a complaint of the 
applicant for undue delay. The application was approved in 2012 on the basis of new criteria which 
were in the meantime adopted, with the result, as shown in the file, the applicant to be approved 
for an amount lower by €13.000 in connection with the amount which would be approved if the 
application progressed normally. The applicant appealed to the Review Authority claiming the 
approval of this amount as it was not her fault but her request was rejected. As shown in the file, 
this was not the only case of mishandling by the Temporary Officer for whom, the Board ordered a 
disciplinary investigation, the result of which was to impose on her a fine  equal to three months 
wages which is deducted in installments of € 350  per month and a strict reprimand. 

 
 
 
 
 
                       The Chairman of CAEDB informed us that a relative computerised monitoring program has 

been created and that the supervisors check regularly each officer. Based on the above 
information, it is expected that no unjustified delay in processing applications will be repeated. 

              (ii)   FS / 3871. The applicant receives a grant from the Scheme of Granting Assistance to Young 
Entrepreneurs under which a subsidy of 50% of eligible costs is obtained. It seems that this was 
not taken into account when examining the application.  

 
 
 
 
 

The Chairman of CAEDB informed us that it was decided to request in writing the relevant 
information from the respective competent Ministry either by CAEDB or by the applicant itself. 

Approval and granting of loans. The average waiting time for loan approval by CAEDB on 31.12.2013, was, in 
the case of mortgage loans 43 months, for student loans 10 months and for professional loans 24 months. 
Healthcare loans are granted immediately. In accordance with the CAEDB, the long delay in processing 
applications for mortgage loans is due mainly to the large number of applications accumulated and the limited 
funds available in the Budget of CAEDB for granting loans and for interest rate subsidy. 
New Scheme of CAEDB for Mortgage Loans with Subsidised Interest Rate Without Guarantees. With the above 
Scheme which begun in February 2007, the interest subsidy amounts to 3.5 percentage points and covers loans 
contracted by applicants from any financial institution for the purpose of purchasing in Cyprus suitable property 
for housing and permanent residence or for necessary substantial improvements or additions to an existing 
house to make it suitable for housing and permanent residence. 

Recommendation: Measures should be taken for an effective supervision of the handling of applications 
by officers. For this purpose, the application of procedures should be considered in order to facilitate the 
electronic monitoring of applications handled by each officer by the supervisors, at regular intervals and in 
case of delays / problems / errors, explanations to be requested. 

Recommendation: Our Office recommends that the possibility of receiving information from the 
Directorate General of European Programs, Coordination and Development regarding the names of 
beneficiaries sponsored by European programs is considered or, if this is not possible, the CAEDB to 
exercise control on applications for business loans in another way. 



 

 

It was found that the method of calculating the amount of the subsidy and the number of years for granting 
interest subsidy, which was defined to a 20 years period by the Board of CAEDB with its decision dated 2.9.2010, 
are not  regulated. 
 
 
 
 
 
The President of CAEDB informed our Office that a note has been prepared addressed to the Board of 
directors , which will consider the matter and our Office will be informed of any decision taken. 
Achieving the CAEDB founding purposes. As mentioned in previous reports of our Office, the Central 
Agency for Equal Distribution of Burdens (Establishment, Objectives, Responsibilities and other relevant 
issues) Law 141/89 establishes that, among other goals and responsibilities of CAEDB, its competence 
includes the assumption of actions to achieve the equitable distribution of burdens resulting from the 
invasion and occupation and the restoration of pre-war solvency as much as possible, according to the 
property of each one and taking into account the financial situation of the State. 
According to a study conducted in 2000 by the University of Cyprus on behalf of CAEDB, which was revised 
in 2012, from a comparison of the accumulated financial aid to those affected with the accumulated private 
costs (final losses and access losses), to achieve equal distribution of the burden, not only a greater but also 
a different form of state assistance is required for the displaced persons and victims of the Turkish invasion 
and occupation. 
The study also states that for the finding of the financial resources in order to grant the above financial 
assistance, a tax on immovable property in the free areas should mainly be imposed, because the increase 
in its value is due to a great extent to the invasion and consequently to the reduction of the available land. 
The reduction of available land led prices in the free areas to increase substantially and thus worsen the 
unequal distribution of the burden of the invasion against refugees. 
Additionally, according to the revised study, the value of the occupied land was estimated at around €70 
billion and the value of the loss of use, at 2011 values,  to €18 billion. 
The Chairman of CAEDB informed us that the Board decided to create an Archive of Owners of Occupied 
Property (Archive) for the implementation of the equal distribution of burdens, in which property owners 
of occupied properties will be recorded, as well as the total assistance that each owner received. The 
CAEDB already notified in writing the Minister of Finance of the above decision of the Board. 
As the Chairman of CAEDB also informed us, the Agency in 2011 submitted in writing to the Committee of 
the National Council specific recommendations for the implementation of the equal distribution of burdens 
and other measures for mitigating the financial burden of refugees but has not yet received the comments 
and views of the Committee. 
The Ministry of Finance in its letter to CAEDB dated 14.5.2015 states that the full implementation of equal 
distribution of burden and the coverage of the loss of use is not possible to be financed by the state budget 
because of the huge costs involved. Furthermore, it is stated in the same letter that the Council of Ministers 
decision dated 14.5.2014, approved the recommendation of the Board to create an Archive for historical, 
economic and political reasons. 
 
 
 

Recommendation: In order to ensure equal treatment of applicants and to avoid any 
misunderstandings / disputes of the CAEDB policy, the method of calculating the amount, as well as 
of the subsidy period, should be regulated. 



 

 

 
 
 
 
 
 
 
4.31  HOUSING FINANCE CORPORATION (HFC) 
Financial Position. 
(a)      Annual results.  In 2014 the HFC showed a surplus before tax amounting to €3,4m., compared to 
€5,8m. in 2013, ie there was a decrease of €2,4m. or a percentage of 41.37%. The decrease in the surplus 
arises mainly due to the increase in the provisions for impairment of loans and advances by €7,9 m., the 
profit recognition of an actuarial pension provision amounting to €2,3 m. and the reduction of interest 
receivable by €5,8m. The decline in the surplus was limited to €2,4m. mainly due to the reduction of 
interest payable by €9,4m. 
 (b) Deposits. The deposits at the HFC on 31.12.2014 amounted to €894,9m., compared to €888,5m. on 
31.12.2013, representing an increase of €6,4m. or 0.72%. 
(c) Loans.  Loans on 31.12.2014, after deducting the provision for doubtful debts of €33,3m., amounted 
to €748,4m., compared to €809,8m. in 2013, representing a decrease of €61,4m., or 7.58%. 
Staff. On 31.12.2014 the HFC employed 60 people (61 on 31.12.2013). Total staff salaries, excluding the 
provision for pensions amounting to €1,6m., was €3,2m., compared to €3,3m. in 2013 (provision for 
pensions €1,5m.), recording a decrease of 3%. 
Employee benefits. 
The HFC, except for the compulsory contributions to Social Security and other Government funds, based on 
collective agreements, provides its employees the following benefits: 
(a)    Health care. Health insurance is provided to employees through an insurance company, the cost of 
which is entirely covered by the HFC both for employees and for their dependents. 
The cost of health care in 2014 amounted to €215.162, compared to €220.193 in 2013. 
The Board of DiRectors (BD), during 2013, decided to deduct 1.5% for health care from the wages of the 
HFC employees, as with civil servants, following legal advice received. The issue was discussed at the 
meeting of the Committee for Personnel dated 15.1.2014 which recommended that this is discussed with 
the Union of Bank Employees (ETYK) within the renewal of collective agreements. As we were informed, 
there was no development on the matter and, as a result, no contribution is deducted from the employees. 
 (b) Welfare fund. Pursuant to the provisions of collective agreements, a Welfare Fund which is governed 
by Regulations and managed by a Management Committee was founded in 1996. The Fund operates 
without approval of its Regulations by the House of Representatives, as it should, in accordance with the 
advice of its legal advisers dated 28.7.2014. The HFC contributes 2% of the total emoluments of staff per 
year. It is noted that new Regulations have been prepared which were approved by the Board and are 
being negotiated with ETYK, in which it is provided that contributions are also made by the members. 

Recommendation: Decisions on the above issues should also be taken at a political level as part of the 
Government strategy for equal distribution of burdens, taking into account the financial capacity of 
the State. For this purpose, after the creation of the Archive, a thorough study should be conducted, 
which should present both the costs and benefits to the State (financial and social) of those decisions, 
particularly where expensive actions / initiatives are concerned. 



 

 

As we were informed by the Chairman of the HFC, the new Fund Regulations have been agreed with the 
Union, approved by the Board of the HFC on 29.10.2015 and will be submitted to the Ministry of Finance 
for approval and submission to the House of Representatives for enactment. 
 (c)  Life insurance.  A group life insurance plan is provided to employees, through a fixed plan from an 
insurance company, the cost of which is entirely covered by the HFC. 
(d)  Loans to employees. Based on collective agreements loans with favorable interest rates are 
provided to employees, a practice followed by all banks. The loans granted by the HFC to staff (housing, 
student and personal loans) amounted on 31.12.2014 to €1.2m. and the lending rates stood at 0.47%, 
0.82% and 0.81%, respectively, below the average borrowing cost of the bank (the deposit rate), which was 
2.48%. 
As we were informed by the Chairman of the HFC, with the new Collective Agreement signed on 30.9.2015, 
the interest rates on new conventional loans have risen to 1.40%, 1.60% and 1.40% respectively. 
 
 
 
 
 
 
 (e)     Increases. During 2013 and 2014, increases were granted to five employees due to the acquisition of 
additional qualifications based on a provision in the collective agreements of the HFC. The concession of 
increases are in contrast to the Concession of Increases and Cost of Living Increases to Officials and 
Employees and to the Pensions of Pensioners of the State and Wider Public Sector Law (L.192 (I) / 2011) 
which provides for the freezing of increases until 31.12.2016 
 
 
 
As we were informed by the Chairman of the HFC, the issue will be considered by the legal advisers of the 
HFC.  It is noted however, that the advice of the legal advisers of the HFC should be taken without delay. 
(f)  Pension benefits of the staff. In accordance with Article 12 concerning the Housing Finance 
Corporation (Pensions and Allowances to Employees of the Corporation) Regulations of 1989 (R. 135/89), 
the HFC is obliged to pay retirement benefits to employees. Based on the latest actuarial study carried out 
in 2014, the contribution of the HFC for pension benefits amounts to 7.6% of staff salaries. The balance of 
the above account together with the contributions for pension transfer, amounted to €16,3m. on 
31.12.2014 (€18.3m. on 31.12.2013). 
Board Remuneration. 
The Board at its meeting dated 15.4.2015 decided to increase its annual remuneration of 2015 by including 
the relevant expenditure in the Supplementary Budget for 2015. According to the decision, the amounts 
they will receive as annual remuneration is as follows: 

Chairman €12.000 
Vice Chairman €10.000 
Members €8.000 
Chairmen  of Committees  Additional €1.000 

Recommendation: In the context of the need to improve the economic situation of the HFC and given 
that the State is its sole shareholder and thus, in case of worsening, may be required to pay funds, the 
HFC should review and revise the policy of paying the above allowances / benefits, so that: 
(i)  Staff to contribute to the Welfare Fund and for life insurance instead of the HFC entirely. 
(ii)  Personal loan interest to be equalized with the interest of other customers of the HFC. 
 

Recommendation: This staff should be retrospectively placed at the salary scale where it was  before 
the acquisition of additional qualifications until increases are allowed. 



 

 

The total cost of the Board’s remuneration for 2014 amounted to € 9.440, while for 2015, if the above 
increases are approved, will total approximately €82.000. 
 
 
 
  
As we were informed by the Chairman of the HFC, the Ministry of Finance in its letter dated 21.10.2015,  
informed them that at present the remuneration of the Board will remain unchanged while in a second 
letter dated 3.11.2015  it is stated that the Council of Ministers intends to review the issue in 2016. 
Loans. 
(a)  Allocation of new loans.  After the events of March 2013, the HFC froze the granting of loans and 
therefore no new loans were granted in 2013 and 2014. Also, no loans were granted under the Special 
Government Plan or loans based on the Unified Government Plan. 
(b)  Loans Folders.  From a sample examination conducted in 15 folders of loans granted in previous 
years, the following were identified: 

 (i)     There were no valuations of mortgaged properties by independent valuers, but these were   
carried out by the HFC employees. As we were informed by the Chairman of the HFC, the HFC  
awarded  tenders for the valuation by independent valuers. 

(ii)       There was no evidence for salaries. 
(iii)      There was no evidence of addresses. 
(iv)      There were no copies of identity cards or other evidence of the identity of borrowers. 
(v)     In a case of a loan, the borrower paid two installments only for the loan received, which then 

were returned from the HFC, upon request. As we were informed by the Chairman of the HFC, 
the reason for the return of the installments in this case was that there was a delay in the 
completion of the borrower’s house and she continued to pay rent. Finally, until the date of 
preparation of our Report, the borrower had not paid any installments and a legal debt 
recovery process is being promoted by the HFC. 

            (vi)   In a case of a loan, the collateral was the B mortgage of the property and there was no 
confirmation of the amount that the borrower stated for the A mortgage which was with a 
commercial bank. 

                        As we were informed by the Chairman of the HFC, the borrower is a bank employee and the A 
mortgage was for a loan from the bank institution where he is working which was obtained on 
the basis of the criteria for preferential loans for bank employees and therefore the amount of 
the loan was limited. 
However, in this, as in all other cases, the amount of the A Mortgage should have been 
confirmed by the HFC. 

             (vii)  An incorrect identity number which is related to another borrower was found in a loan 
agreement. 
As we were informed by the Chairman of the HFC, the HFC acquired the services of ten 
persons to examine the files of the loans for the management of non-performing loans as well 
as for updating the data of borrowers. 

 (c)      Loans with overdue installments.  According to data from the HFC, the delays of loans with HFC 
funds on 31.12.2014 amounted to €70,1m., or a percentage of 8.97% of the total balance of loans with HFC 

Recommendation:  The HFC, as a public body, to comply with the relevant circular of the Ministry of 
Finance dated 8.5.2013, which states that the remuneration of the members of Boards amounts to 
€59,80 per meeting, reduced by 15%. 



 

 

funds amounting to €781,3m., compared with €61,9.m. or 7.5% of the total balance of loans with HFC funds 
amounting to €825,5m. in 2013. 
The Central Bank of Cyprus (CBC) in exercising its powers conferred to it under Article 41 of Banking 
Business Laws of 1967-2013, issued a Directive to credit institutions for the definition of the non-
performing loans and of regulated loans, which was put in force on 1 July 2013. Under the above CBC 
Directive, a loan is considered as non-performing when it presents arrears (either of capital or interest or 
other charges), for a period exceeding 90 days. Moreover, according to this Directive, credit institutions are 
obliged to issue guidelines and procedures for the implementation of the Directive. 
At the HFC Board’s meeting dated 1.9.2014, it was decided that, the total provision for 2014 is calculated at 
12% on the balances of mortgages presenting delays of more than 12 overdue installments and during the 
last 12 months at least 75% of the installments have not been paid, contrary to the provisions of the above 
CBC Directive. 
With regard to the specific provision, the Board approved at a meeting dated 2.6.2014, the method of 
calculating the specific provision this being the amount of loan which exceeds the maximum expected 
recoverable amount, determined as the estimate of the current market value of a house, reduced by 20%. 
As we were informed by the Chairman of the HFC, following the recommendations of the CBC, the HFC 
implemented stricter policies for calculating both the total and the specific provision with respect to those 
decided by the Board, resulting in total provisions rising to 11,3% of non-performing loans in 2014, 
compared to 6.4% in 2013. 
With regard to the evaluation of real estate, according to the 2014 CBC Directive for Loans Impairment and 
the Procedures for Predictions, predictions for real estate prices can be conducted internally by specialised 
staff or by external experts and additionally, predictions for real estate prices should be reviewed regularly. 
Furthermore, in accordance with the International Financial Reporting Standard no. 16 (IFRS 16), the 
valuation of assets should be carried out over a period of 3-5 years depending on when significant changes 
occur in their fair value. 
As we observed in our audit, revaluations of real estate is not  carried out and a rough calculation of the 
value of real estate is made, taking into account the value at the time of the conclusion of the loan, less 
30%, the same in all cases. The increase of the percentage reduction of the value of the real estate from 
20% to 30% did not receive the approval of the Board, but as we were informed, this was made after the 
publication by the CBC of the reduction in the indices of real estate and the CBC's instruction to increase 
the provisions of non-performing loans to 20% by the end of 2015. Because of the risk in the values of 
mortgages and therefore also in the recoverable amounts being overestimated, our Office expresses its 
concern as to the adequacy of the specific provision. As we were informed a massive revaluation of real 
estate has begun. 
The Board in its meeting dated 3.11.2014, decided that external valuations should be conducted every six 
years, while the internal estimates should be carried out by the Risk Management Officer every three years, 
except when it is considered necessary for a new external valuation to be conducted. Furthermore, with 
regard to existing loans, the policy provides that external valuations are mandatory only for loans with a 
balance greater than €150.000 or a balance from €75.000- €150.000 if it presents delays of  360 days. 
Non-performing loans, under the definition of the CBC Directive, amounted on 31.12.2014 to €301,8m. out 
of total loans of €781,7m., ie. a percentage of 38,59%. The total provision for doubtful debts, which was 
based on the policy of the HFC mentioned above, amounted on 31.12.2014 to €33,3m., equivalent to 4,25% 
of total loans and 11,03% of total non-performing loans. As shown, the policy for the calculation of the total 
provision is considered insufficient, as the total provision is a "safety cushion" for a banking institution and, 
according to the CBC guidelines, it is calculated on the basis of all loans for which there was no provision, in 



 

 

order to compensate for the risk to become non-performing. Therefore, the total provision should be 
calculated taking also into account the performing loans, something not done by the HFC. Furthermore, 
during our audit we found that no provision was calculated for an amount of €6.911.059 non-performing 
loans. 
As we were informed by the Chairman of the HFC, this is due to the change in the definition of non-
performing loans and, although in the financial statements the amount of non-performing loans amounted 
to €301,8m., as calculated on the basis of the new European directive on classification of non- performing 
loans, the amount of the provision was calculated under the old directive on a non-performing loans 
amount of €295m. 
Our Office, taking into account the aforementioned, considers that the amount of the provision is much 
less than it would be required under a prudent policy. In addition, the prediction percentage is inconsistent 
with the previous requirement of the CBC for gradual increase to 20% until 31.12.2015 and with the 
practice followed by other Cypriot banks, whose prediction percentage hovers around 40% and, based on 
the most recent decision (November 2015) for the Cooperative Credit Sector, at 50%, after inspection by 
the European Supervisory Mechanism. 
As we were informed by the Chairman of the HFC, the effort will continue in 2015, when they hope to 
succeed in applying, as much as possible, the instruction of the CBC to increase the percentage to 20%. In 
addition, he said that he considers that there should not be a comparison of the HFC with other banks 
because of its specificity. 
Because of the above and of the finding of our Office that HFC would have presented losses if it applied a 
prudent policy for the calculation of the provision for bad debts, the Audit Report on whether the financial 
statements present a true and fair view, will be qualified. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Recommendations: (a)   The HFC re-examines and revises as soon as possible its policy for calculating the provision for doubtful debts, in order to calculate a total provision that would also ensure the reduction of the non-calculated risk, within the exercise of a prudent policy for calculation of bad debts which provides for coverage of risks that happened but have not yet been notified to the HFC (IBNR). For this purpose, according to the CBC guidelines, a prediction on a collective basis should be made using appropriate coefficients of default and loss, in the case also of  default in the performing unregulated loans, namely to cover the risk of an event that would affect the ability of the borrower to repay. (b)   In connection with the above, the possibility of changing the criteria for the examination of non-performing loans that require a specific provision should also be studied, since the specific provision is deducted in calculating tax, whereas the general provision is not.  (c)   To review the policy of revaluation of the market value of mortgaged properties, in 
order that a revaluation is conducted at least for loans with arrears of over 90 days 
and which are therefore considered non-performing under the definition of non-
performing loans of the CBC, regardless of the balance of the loan. 

(d)  The factors to be taken into consideration in order to assess whether a loan requires 
reassessment by an external appraiser in less than six years, should be defined in the 
HFC policy on valuations. Additionally, the procedure to be followed for conducting an 
internal assessment eg indicators to be used, necessary documentation, performance 
of a re-examination and by whom etc, needs to be determined precisely. It is 
important for the internal assessments are carried out by qualified personnel. 

(e)   The calculation of the provision should be made by an Officer and reviewed by the 
Director General (or his Deputy) to detect possible errors. 



 

 

 
 
 
 
 (d)     Restructuring of Loans. The CBC in exercising its powers conferred to it under Article 41 of the 
Business of Credit Institutions Laws of 1997 to 2015, issued in 2013 the “2013 Management of Arrears 
Directive” under which credit institutions are required to develop a management strategy for delays which 
should include, inter alia, the restructuring options and their application framework and the provisions for 
its compliance with the Code of Conduct for Handling Borrowers experiencing financial difficulties. 
In May 2014, the HFC adopted and communicated to its staff the “Guide for the Management of the 
Borrower's Request for Facilities on Loan Repayment” (Guide), which specifies the kind of restructuring that 
will be granted to borrowers. 
Overall, as from 1.7.2013, the date on which the HFC started to implement the policy on restructuring of 
loans, until 31.12.2014, the restructuring of 2,372 loans, totaling €116.5m., were approved. Based on the 
statement that was sent to the CBC on non-performing loans at 31.12.2014, an amount of € 10m. from the 
loans which were subject to restructuring, was not being repaid. 
According to the Guide, the approval of loan restructurings is conducted by the Regulatory Committee the  
members of which are the head of the Department for Monitoring Delays and the Deputy Director General. 
After the approval of restructuring, the changes, which sometimes include zero installments are entered 
into the system by officers. After their recording, the arrangement is not enabled unless it is authorised. 
The approval of the Arrangement is made if it is verified that it is in line with the policy of HFC and that all 
recordings are correct. 
Although in the HFC Guide it is stated that the approvals should be made on a daily basis so that the 
recorded arrangements of the day do not remain in the system without approval, a significant delay is 
observed in both the examination and the approval of applications for restructuring and, as a result, delays 
continue to be shown in the system. 
In the CBC's supervisory audit report dated 7.8.2014, it is stated that in cases of loan restructuring, an 
assessment by independent evaluators is not requested but the value of the property as stated in the 
document of sale or in the original loan application, is taken into account. 
By decision of the Board dated 3.2.2015, at the request of the CBC, it was approved to request tenders 
from four auditing firms for the preparation and submission of reports in relation to the effectiveness of 
the strategies and policies related to the loan arrangements. 
As we were informed by the Chairman of the HFC, the tender has been awarded and the first two semi-
annual reports for the periods July to December 2014 and January-June 2015 are expected. 
 
 
 
 
 
 
 
 
 

Recommendations: The Department of Monitoring Delays, which is expected to be further staffed 
soon, needs to proceed promptly to the examination and approval of applications for restructuring 
in order to reduce delays. 
As we pointed out in the paragraph on loan delays, a re-evaluation of the market value of 
mortgaged property, in accordance with the relevant directive of the CBC, should be conducted. 
For cases of loan restructuring, the re-evaluation could be promoted during the examination of the 
application. 
Additionally, we suggest that cases of loans restructured, but which are still not being repaid, 
should be promptly identified so that a specific provision is made for these cases. 



 

 

 
Annual Report on the Internal Procedures for the Evaluation of Capital Adequacy (IPECA). The HFC sent to 
the CBC on 12.5.2015 the Annual Report with reference date 31.12.2014 on IPECA, which was approved by 
the Board of Directors on 11.5.2015. 
According to the report, the capital adequacy ratio of the HFC on 31.12.2014 amounted to 18.12% 
compared with 15% which was the requirement of the CBC, as reported in its supervisory report dated 
7.8.2014. The report of IPECA refers to an additional prediction of an annual capital adequacy ratio by 
2019, according to which it will fall to 17.3%. In the Report, the negative and positive factors affecting the 
annual capital adequacy ratio are stated. Under the last calculation made for the quarter ending 31.3.2015, 
the capital adequacy ratio stood at 18.15%. As mentioned in the report, in 2014 the capital adequacy ratio 
shows a stabilizing trend, mainly due to the reduction of loans and the actions taken to limit the growth of 
the non-performing loans. 
Our Office considers that the increase in the percentage of the total provision on non-performing loans 
(from 12% to 20%) as required by the CBC, as well as the significant changes which need to be made in the 
calculation of the total provision, as stated more fully in our relevant paragraph for loan delays, is expected 
to affect negatively the capital adequacy ratio and probably it will be shown that the capital adequacy ratio, 
will not exceed the 15% set by the CBC when applying a prudent policy for calculating the provision for 
doubtful debts. 
As we were informed by the Chairman of the HFC, the increase in the percentage of the provision to 20% is 
expected to be achieved through the core profitability of the HFC and therefore the capital adequacy ratio 
HFC will not be affected. Furthermore, we were informed that the minimum capital adequacy ratio set at 
15% by the CBC may be varied downwards when the total provision for bad debts at 20% is achieved. He 
also informed us that on 30.9.2015 the capital adequacy ratio rose to 20.56%. 
Supervisory review process by the Central Bank of Cyprus. The CBC in exercising its powers conferred to it 
under the Business Credit Institutions Law, proceeded in July 2014 in a supervisory review of the HFC, the 
findings of which were sent to the HFC in a report dated 7.8.2014. As we were informed by the Deputy 
Director General, the CBC carried out another supervisory review, in June 2015, the findings of which are 
still pending. 
According to the report, the CBC's main findings were: 
(a)     Problem of segregation of duties because job descriptions were not prepared. As we were informed, 
the duties of the staff have already been recorded and the HFC will proceed with a tendering procedure for 
the recording of the procedures manual. 
(b)     Non-participation of executives to the Board of Directors. We found that the matter is still pending 
since until the date of signing the financial statements (29.6.2015), no executive members were appointed 
to the Board. As we were informed, the matter is handled by the Ministry of Finance. 
(c)    Understaffing at all levels, resulting in problems in the proper functioning of the HFC. That was 
concluded also by our Office in the conduct of the audit. According to the Board minutes dated 15.4.2015, 
it was decided to recruit 10 people with purchasing services from them to enhance the monitoring of 
overdue loans. As we were informed these people have already been recruited, received training and took 
office in mid-July 2015. In addition, the HFC advertised on 25.6.2015 four permanent Officer positions. 
As we were informed by the Chairman of the HFC, the HFC has secured an approval to fill eight vacancies. 
Additionally the HFC had submitted to the Ministry of Finance a Supplementary Budget, which included the 
creation of 24 additional posts, of which 14 were approved, including the position of the Deputy Director 
General and an additional (third) position of a Director. 



 

 

(d)    Uneven yields on interbank deposits. A suggestion was made for reviewing the investment policy in 
order to maximise the HFC revenue taking into account and evaluating the risks involved in these 
investments. At the Board meeting dated 6.10.14, it was decided to award to a private firm the 
development of a study for investing in cash and tenders will be requested from four audit firms.  
(e)  Delays in the adoption of the electronic system with respect to the effectiveness of the measurement 
techniques and assessment of the monitoring process for the loans that are in arrears. As we were 
informed, the acquiring the services of 10 persons for the update of the information in the system so that 
the monitoring of delays can be done electronically, is in progress.  
(f)      Particularly low provisioning coverage ratio for non-performing loans. The CBC recommended that 
the HFC reviews its provisioning policy with a view to its full harmonisation with the CBC Directive and the 
gradual increase to the proportion of 20% by the end of 2015. As we were informed by the Deputy Director 
General, the compliance of the HFC with the increase to 20% is now expected to take place by the end of 
2016 and this was discussed with the CBC representatives during their supervisory examination in June 
2015, the Report of which, with their written views, is awaited. 
(g)    No property valuations by certified independent appraisers are requested during the loan 
restructuring, but the value of the property at the date of the conclusion of the original loan is taken into 
account (extensive reference is made in the paragraph for the loans restructuring). 
(h)      Identification of incorrect entries in respect of the loan restructuring. 
(i)     Delays in the submission of statements to the CBC, as provided for by the Law, for preventive 
supervisory purposes. 
 
 
 
 
 
 
 
 
 
Legal advisers. It is reported that the HFC maintains the same firm of legal advisers for many years without 
applying the relevant provisions of the Coordination of Procedures for the Award of Public Procurement 
Contracts, Works, Supplies and Services Law of 2006 (Law 12 (I) / 2006) and the Circular of the Competent 
Authority for Public Procurement Contracts no.T / AADS 24F dated 8.3.2006, whereby those services which 
are considered specialised services with highly individual characteristics, the acquiring of which by the 
contracting authorities cannot, in many cases, be done by the ordinary procedure but the application of a 
specific process is required, depending on the type of service. The Circular states that given that the 
principles of equal treatment of economic operators and of transparency and given that any process is 
supported by appropriate documentation, the contracting authorities should determine the procedure to 
be followed for the award of such contracts based on the principles of good governance and better 
management of resources. In addition, it is stated that obtaining of such services should be made, 
wherever possible, by the pro rata implementation of the Law.  
  
 
 

Recommendation: 
(a)  To follow promptly the recommendations of the CBC in relation to its observations to   improve 

the HFC procedures for efficient use of resources. 
(b)   The procedures manual should be ready in time in order to implement as soon as possible the 

segregation of duties, mainly by recruiting new staff. 
(c) Regarding the incorrect entries on loan restructurings, we consider that procedures for audit 

of entries in the system, at least on a sample basis, should be defined. 

Recommendation: To implement the provisions of the above circular for determining and recording 
the process of selecting legal advisers for the better management of resources. 



 

 

As we were informed by the Chairman of the HFC, a provision is made in the Budget of the HFC and an 
announcement of a tender for obtaining legal consultancy services is planned, in accordance with the 
above Law and the relevant circular. 
 
 
4.32   CYPRUS STOCK EXCHANGE 
Audit of financial statements. The financial statements for 2014 have been audited by private auditors, in 
accordance with Article 49 (2) of the Securities and Stock Exchange Laws. Under the same Article, the Audit 
Office has carried out additional financial and performance audit. 
(a)     Annual results.   The financial statements for the year 2014 showed a deficit after tax amounting to 
€732.597, compared to €2.604.618 in 2013. The deficit reduction by €1.872.021 or 71.87% is due to the 
increase in revenue and the reduction of costs as shown below: 
(b)    Revenue.  Operating income amounted in 2014 to €4.152.494, compared to €3.390.623 in 2013, 
representing an increase of €761.871 or a percentage of 22.47%. The increase in revenue from operations 
is mainly due to the revenue resulting from an agreement with the Ministry of Finance for the issue of 
unlisted government bonds, which amounted to €500.054. 
(c)    Expenses.   The expenses for 2014, not including taxes, amounted to €5.273.779 compared to 
€6.420.460 for 2013, which showed a decrease of €1.146.681 or a percentage of 17.86%, mainly due to the 
reduction of the provision for doubtful debts and a reduction in the maintenance fee of the common 
platform of Cyprus and Athens Stock Exchanges, under the revised agreement. 
Staff.   
(a)      Salaries and allowances.  The CSE employed 78 employees on 31.12.2014 (54 officials, 23 temporary 
and 1 hourly paid staff), compared with 79 employees in 2013. The total costs for salaries, allowances and 
employer's contributions to the various funds amounted to €3.451.334, compared to €3.406.263 in 2013. 
The increase in expenditure by €45.071 or a rate of 1.32% is due primarily to the increased contributions to 
the Defined Benefit Pension Fund by €40.816, which resulted after an actuarial study. Furthermore, there 
was an increase in the payment of Social Insurance by €28.684, due to the increased contribution rate by 
law and a reduction in the contribution to the Medical Scheme by €30.613 after concluding an agreement 
with a new insurance company. 
(b) Personal benefits. The CSE maintains a Medical Care Plan and a Welfare Fund to which it contributes 
entirely. Additionally, it subsidises by 2% the interest rate on loans to permanent staff for an amount up to 
€51.258 (CYP 30,000) per employee, based on a collective agreement. 
 
 
 
 
 
The Chairman of the CSE informed us that, as far as they know, the above arrangement is identical to 
corresponding regulations in most semi-governmental organisations and therefore in the case where a 
different common policy is adopted, it will be followed by the CSE as well. In addition, he mentioned that 
the CSE,s working hours are as per the private sector , while special agreements have saved substantial 
amounts for overtime issues, shifts and other benefits that are offset from what is agreed in the collective 
agreement and therefore any variation of the collective agreement will bring a substantial number of other 

Recommendation: Given the significant problems faced by the CSE and the Cyprus economy in 
general and considering the policy on economic recovery followed in the public and broader public 
sector, a recommendation is made for a review of the above benefits, in an effort to streamline and 
equalise the benefits in the wider public sector. 



 

 

issues which will increase the cost to the Agency. Finally, he said that the issue of staff benefits working in 
organisations under nationalisation will be settled by the general consultation. 
Our Office notes that recommendations for reviewing such benefits were made to other semi-
governmental organisations and the Ministry of Finance was informed accordingly. 
CSE legal advisers.  It is reported that CSE maintains the same firms of legal advisers (the composition of 
one of them it seems has changed) for many years without applying the relevant provisions of the 
Coordination of Procedures for the Award of Public Procurement Contracts, Works, Supplies and Services 
Law 2006 (L. 12 (I) / 2006) and the Circular of the Competent Authority for Public Procurement Contracts, 
no. T / AADS 24F dated 8.3.2006, on the basis of which a procedure should be established for concluding a 
contract for legal consulting services.   
 
 
 
As we were informed by the Chairman of the CSE, the decision no. 78293 dated 4.2.2015 concerning the 
procedure for concluding a contract for legal consulting services, will be directly applied. Therefore, it is 
expected that the decision of the Council of Ministers, which refers to the procedure to be followed by 
government services, will be followed by the CSE applying pro rata the provisions of the relevant 
legislation. It is also noted that, in any event, any procedure must be recorded and justified and must be 
consistent with the principles of good administration and transparency. 
Board meetings. As we mentioned in our previous reports, during our audit of the minutes of the CSE 
Board’s meetings for the years 2011-2014, it was observed that certain members are systematically absent 
from the meetings of the Board, (more than 50% of the meetings). 
 
 
 
 
4.33  OPEN UNIVERSITY OF CYPRUS 
Financial statements.  The issues raised by the last inspection carried out (on the financial statements 2006 
to 2012) are presented in our Report for 2013. The financial statements of the University for the years 2013 
and 2014 were submitted to our Office (with delay) in September 2015. The audit by our Office for the 
years 2013 and 2014 is expected to begin early next year. 
 
 
 
 
 
 
Promotion of academic staff of the Open University of Cyprus (University) in 2013. The University 
proceeded to the promotion of two members of the Teaching and Research Faculty (TRF), a Lecturer to the 
position of Assistant Professor with retroactive effect from 1.3.2013 and an Assistant Professor to the 
position of Associate Professor as from 1.1.2014. 

Recommendation: Our Office notes that, pursuant to the Fiscal Responsibility and Financial 
Framework Law of 2014 no. 20 (I) / 2014, the financial statements for each financial year shall be 
submitted to the Auditor General for review within four months after the end of each financial year. 
Therefore, the Open University should ensure that there are no delays in the finalisation and 
submission of the annual financial statements, in accordance with the legislation.   
 

Recommendation: It is required to apply the above legislation regarding the provision of legal services 
to the CSE. 

Recommendation:  We expect that with the assumption of their duties as from 3.6.2015, the new 
Board of Directors will display the necessary professionalism so that such phenomena are not repeated 
and if they occur, will receive a timely and effective handling. 



 

 

According to Article 3 (1) of the Law 21 (I) / 2013, published on 18.4.2013, the filling of every position of 
first appointment, every position of first appointment and promotion and every promotion is prohibited 
unless a written offer for the position was given to the candidate on a date before the Law was put into 
force or an exception has been secured from the prohibition of filling the vacancies on the basis of the 
provisions of Article 4 of the Law. It was found that the University did not seem to have made such requests 
to the Finance Minister on the basis of Article 4 of the Law 21 (I) / 2013. 
It must also be stated that the University obtained an opinion from its legal adviser, dated 17.6.2013, 
according to which the prohibitory provisions of Law 21 (I) / 2013 are also applied for the promotion of the 
members of the TRF. 
Our Office, in a letter to the Attorney General raised the issue, requesting him to issue an opinion on 
whether the decisions of the competent organs of the University for the promotion of two members of the 
TRF were legitimate and, if not, to advise the Open University for the appropriate handling that should be 
done. 
With regard to one of the cases, according to the opinion of the Attorney General dated 2.6.2015, sent to 
our Office, doubt arises as to whether the note of the Executive Committee of the University which 
congratulates the said Assistant Professor for his promotion may reasonably be regarded as an “offer” 
document for the position and therefore, if the relevant law does not provide for  a special type of offer, 
the promotion of the Assistant Professor from the position of  Lecturer to the position of Assistant 
Professor  with retroactive effect from 1.3.2013,  is lawful. 
As regards the other case, the Attorney General expressed the opinion that the promotion process from 
the position of Assistant Professor to Associate Professor began and continued after the enactment of the 
Law 21 (I) / 2013 (which prohibits the promotion of the members of the TRF, unless the procedure laid 
down in Article 4 of the Law is met), was in violation of the Law. Our Office, in a letter to the Chairman of 
the Steering Committee of the University dated 22.10.2015, requested the withdrawal of the promotion 
immediately, in order to reinstate the legality of the decisions of the University and stated that it expects 
that the process for the promotion will be investigated and that any responsibility will be attributed and  
the Office will be informed accordingly. 
 
4.34  UNIVERSITY OF CYPRUS 
Financial statements. 
(a)      It was found that the financial statements for the years ending at 31.12.2011 and 31.12.2012, which 
were sent to our Office on October 29, 2014, did not agree with the trial balances of the respective years 
given to us at the beginning of the audit, in December 2014. During the audit, it was found that this was 
due to the fact that, after the preparation of the financial statements, entries were made in the trial 
balance, which were not incorporated in the already prepared financial statements before they were sent 
to our Office. The financial statements for the years 2013 and 2014 had not been submitted until the 
preparation of this Report. 
(b)    We also, reported that, in accordance with paragraph 3 of Article 109 of L.20 (I) / 2014, the Law 
providing for the Fiscal Responsibility and the Financial Framework, the financial statements must be 
submitted to the Auditor General for audit within four months after the end of each financial year. 
 
 
 
 

Recommendation:  Our Office expects that, in future, the financial statements are sent promptly 
every year for the audit and are expected to be in agreement with the relevant trial balance. 



 

 

As we were informed by the Chairman of the Council of the University on 29.10.2015, the University will do 
everything possible so that in future the financial statements of each year, are submitted to our Office for 
audit on time and within four months after the end of each financial year. He also informed us that the 
financial statements for the years 2013 and 2014 will be submitted for audit before the end of the year 
2015. 
Repeated observations.  Our Office found that many of the observations / recommendations are repeated 
for years without measures being taken in time for their settlement. It was noted that there must be 
compliance with Article 4 (A) of the Law regulating the provision of data and information to the Auditor 
General (L.113 (I) / 2002 to 2014). 
As we were informed by the Chairman of the Council of the University on 29.10.2015, the desire and aim of 
the University is that there are no repeated observations and that he expects that issues for which he does 
not fully share the views / positions or our recommendations, there will be constructive dialogue for their 
solution. 
Issues of mismanagement and apportionment of responsibility. There were cases of mismanagement in 
University activities, from which substantial financial losses were incurred without any measures taken 
against those held responsible. The following cases are relevant: 
(a)     Diogenes business incubator for which the University spent until 31 December 2014 in the form of 
investment the amount of €640.311 and in the form of rents €191.914. 
(b)       Filing system 'Iris', for which the University spent until March 2015 the total amount of €341.655. 
(c)       Rental of Tourism College Premises, for which the University spent €119.500. 
(d)     The University paid a tenant of the University’s cafeterias the amount of €17.437, relating to Greek 
students lunch allowance, although he owed to the University, from August 2011, an amount of €30.180 for 
the operation of the University’s cafeterias for the period from January to July 2011. 
 
 
 
 
 
It is noted that for the above cases (a) to (d) there is extensive reference below. 
Evaluation of the University. 
In a related report of the European Development Bank in 2012, it was reported that the University gives 
more emphasis on research than on teaching and learning, that it has a relatively generous budget that 
allows high salaries for Cyprus, which can be compared positively with salaries of many European public 
universities, but there are limitations to the University because of the Public Service regulations. 
Also, a report by the International Monetary Fund prepared in April 2013, stated, inter alia, that the per 
capita cost of the state universities in Cyprus is the largest by far in the European Union. 
 
 
 
 
 
 

Recommendation: To investigate the above issues and apportion responsibilities accordingly. Also, it is 
expected that when mismanagement issues arise, they will be promptly investigated and 
responsibilities will be attributed where they arise. 

Recommendation: The reports / recommendations of the above reports should be studied, but also it 
should also be considered to conduct soon an independent evaluation of the University by 
independent external evaluators with respect to the structure, operation, efficiency, income and 
University fees, which should be repeated at regular intervals in order to continuously improve the 
University in accordance with best practices related to state universities internationally. 



 

 

 
As we were informed by the Chairman of the Council of the University on 29.10.2015, the University has 
already been assessed in its entirety by the European Universities Association (EUA), and, in addition, all 
Departments have been assessed by international independent committees, the results of which can be 
shown to us. 
However, our Office states that this assessment had never been previously reported to us and, after our 
request, we were informed that it dates back to August 2001, ie 15 years ago, with an update in February 
2005. 
Financial Position. 
(a)    Annual results. The results for the years 2011 and 2012, according to the initial draft financial 
statements submitted to our Office, and before the adjustments referred to in the above paragraph, 
compared to 2010, are shown in the table below: 
 

  
2012 

€  
               2011 
                  €  

2010 
€ 

Revenue  88.765.698 100.893.877 90.700.202 
Expenditure  (97.986.065) (101.029.826) (94.480.469) 
Deficit  (9.220.367) (135.949) (3.780.267) 
Number of Students  6.882  6.582  6.240 

Revenue includes a government subsidy amounting to €41.737.523, €56.550.595 and €48.004.763, in 2012, 
2011 and 2010, respectively. Apart from the state subsidy, revenue includes undergraduate tuition fees, 
which are also paid by the State, amounting to €16.553.663, €15.745.717 and € 5.376.996, in 2012, 2011 
and 2010, respectively. 
Expenditure include costs for salaries and allowances of staff amounting to €51.817.459, €54.253.842 and 
€49.756.424,  in 2012, 2011 and 2010, respectively. 
The increase in the 2012 deficit, compared to the 2011 deficit, by €9,1m., is due mainly to the reduction of 
the state subsidy by €14,8m., increased office operating expenses by €1m. and other expenses by €1,5m., 
with a corresponding increase in undergraduate tuition by €0,8m. and deferred income by €1,6m. and a 
reduction in wages and allowances by €2,4m., the research activities / programs by €0,6m., maintenance, 
operation and repair by €1.7m. and other operating expenses by €0.3m. 
The reduction in the 2011 deficit, compared to the 2010 deficit by €3,6m., is mainly due to the increase of 
the state subsidy by €8.5m., the decrease of other operating expenses by €0,5m., as well as to the 
increased salaries and staff allowances by €4,5m. and research activities / programs by €0.9m. 
 (b)   State subsidy. The total state subsidy received in 2012 and 2011 was €45,6m. and €69.1m., 
respectively, compared to €67.8m. in 2010. Out of the amount of the state subsidy, €3,4m. in 2012 and 
€11.0m. in 2011, compared with €19,8.m. in 2010 was spent on buying fixed assets, amounts which are 
presented in the balance sheet as Fixed Assets and are not included in the Income Statement. 
(c) Cost per student. According to the financial statements, the cost per student in 2012, 2011, 2010 
and 2009 were as follows: 

           Year          2012           2011        2010       2009 
Expenditure  €97.986.065  €101.029.826  €94.480.469  €97.885.161 
Number of students*  6.882  6.582  6.240  6.044 
Cost per student  €14.238  €15.349  €15.141  €16.195 



 

 

* Includes students of the following programs: Doctorate, Master and Undergraduate. 
Small fluctuations observed in the cost per student are due to small increases in the number of students 
per year and small variations in the yearly expenditure from 2009 until 2012. 
Also, as mentioned above in our Report, the Report of the International Monetary Fund for education in 
Cyprus, which was prepared in April 2013, states that the cost per student in state universities in Cyprus is 
the largest by far in the European Union. 
 
 
 
 
 
As we were informed by the Chairman of the Council of the University on 10.29.2015, the University agrees 
and supports every effort to utilise the interconnection of its operation with efficiency and performance 
indicators, but does not agree with the method used to calculate the cost per student, since this it seems to 
have included expenditure with which he does not agree and that the necessary methodology  for 
calculating the annual cost per student should be agreed with our Office or to adopt internationally 
accepted performance indicators. 
Budget.   
(a)      Budget Approval for 2011 and 2012. The University budget for 2011 was approved by the University 
Council on 12.7.2010. The Council of Ministers adopted it on 31.1.2011 and was passed into law by the 
House of Representatives on 11.3.2011.  Twelfths have been approved for the period from 1.1.2011 to 
28.2.2011 and the subsequent costs until 11.3.2011 remained legislatively uncovered. 
The University Budget for 2012 was approved by the University Council on 11.7.2011. The Council of 
Ministers adopted it on 27.3.2012 and was passed into law by the House of Representatives on 12.4.2012.  
Twelfths have been approved for the period from 1.1.2012 to 28.2.2012 and subsequent costs until 
12.4.2012 remained legislatively uncovered. 
The budgets envisaged expenditure of €137,2m. In 2011 and €120,1m. In 2012.  
 (b) Supplementary Budget approved for 2012. In February 2012, a proposal to approve a 
supplementary budget which included provisions relating exclusively to the development of the Medical 
School, totaling €1.061.700 was submitted to the Ministry of Education and Culture (MEC). The 
Supplementary Budget of the University of Cyprus for the year 2012 was approved by the Council of 
Ministers on 12.6.2012 and was passed into law by the House of Representatives on 13.7.2012 for an 
amount of €581.709. 
(c)      Transfers of 2011 amounts. 
          (i)       Pursuant to the provisions of the respective Law which provides for the budget of the University 

of Cyprus (Article 4 (1) of the Law L. 24 (II) / 2011), transfers of funds between budget Articles 
for the purpose of allocating and spending them for the coverage of a deficit of any Article of 
the same or another Chapter of the First Schedule should be approved by the Council of the 
University. 

                    It is noted that transfers to Articles of the 2011 Budget were approved retrospectively after an 
Internal Note of the Head of the Financial Services to the Chairman of the Council through the 
Rector and notification to the Vice Rector of International Relations, Finance and Administration 
and to the Deputy Director of Administration and Finance, in the meeting held on 7.4.2014. 

Recommendation:  To extract yearly the cost per student and to compare it with the cost per student 
of other government and private European Universities in order to reduce it gradually, as much as 
possible. 



 

 

         (ii) It was observed that in 2011, a total amount €177.693 was approved to be transferred from 
Articles 3/319 "Bilateral Agreements", 3/320 "Oceanography Centre," 3/334 "Miscellaneous" 
and 3/351 "Miscellaneous" to Article 3/311 "Research and Other Activities".  An amount of 
€177.779 was transferred instead. It is noted that for the change of the amount transferred to 
Article 3/311 "Research and Other Activities" there has not been a new approval for the 
coverage of the deficit, by the University Council. 

 
 

 
 

 (iii) It was noted that, there was a transfer of a total amount of €433.887 from Article 4/412 
“Buying of Electronic and Other Equipment” to Article 3/332 “Maintenance and Operation of 
Computer, Electronics and Other Systems.” This transfer was approved by the University 
Council at the meeting held on 7.4.2014. As provided in Article 4 (3) of the Law L. 24 (II) / 2011 
for 2011 “within three months from the approval of the Council of the University of Cyprus for 
transferring balances of funds from any Article of a Head to any Article of another Head for 
deficit coverage, will be submitted to the House of Representatives, through the Ministry of 
Education and Culture, a report indicating the circumstances and conditions under which such 
approval was given. A copy of this report will be communicated to the Ministry of Finance and 
the Planning Bureau.” During the audit it was found that this process has not been applied as 
provided by Article 4 (3). 

 
 
 
 

 (d)       Transfers of 2012 amounts. 
(i)  Pursuant to the provisions of the respective Law which provides for the budget of the 

University of Cyprus (Article 4 (1) of the Law L. 38 (II) / 2012), transfers of funds between 
budget Articles for the purpose of allocating and spending them for the coverage of a deficit of 
any Article of the same or another Head of the First Schedule should be approved by the 
University Council. 
It is noted that transfers to Articles of the 2012 Budget were approved retrospectively after an 
Internal Note of the Head of Financial Services to the Chairman of the Council through the 
Rector and notification to the Vice Rector of International Relations, Finance and 
Administration and to the Deputy Director of Administration and Finance, in the meeting held 
on 7.4.2014. 

 (ii)  It was observed that in 2012, funds amounting to €92.934 and €244.078 were transferred from 
Article 3/333 “Maintenance and Operation of Buildings, Sites and General Equipment” to 
Articles 3/311 “Research and Other Activities” and 3/332 “Maintenance and Operation of 
Computer, Electronics and Other Systems”, respectively. It is noted that for the transfer to 
Articles 3/311 “Research and Other Activities” and 3/332 “Maintenance and Operation of 
Computer, Electronics and Other Systems” there has not been a re-approval for deficit 
coverage, by the University Council. 

 

Recommendation:  Any additional appropriations needed for specific Articles of the Budget should, 
in every case, be approved by the Council of the University in advance and not retrospectively after 
making the expenditure. 

Recommendation: The University must submit a report to the House of Representatives, analyzing 
cases and conditions under which such approval is given, as provided in Article 4 (3) of the Law. 
 



 

 

 
 
 
           (iii)    It was also noted that, there was a transfer of a total amount €500.000 from Article 4/422 

“Construction and Improvement Works” to Article 3/333 “Maintenance and Operation of 
Buildings, Sites and General Equipment.” This transfer was approved by the University Council 
at the meeting held on 4.7.2014. It is noted that in the minutes of the 206th meeting of the 
University Council, dated 10.9.2012, it is stated that the Council approved an increase of the 
amount of subgroup of expenditure 4/422 “Construction and Improvement Works” and of the 
subgroup of expenditure 3/333 “Maintenance and Operation of Buildings, Sites and General 
Equipment” from the “Own Revenues”. In the decision it was not established from which 
Article the transfer should be made. 

            As provided in Article 4 (3) of the Law L. 38 (II) / 2012 to 2012 “within three months from the 
approval of the Council of the University of Cyprus for transferring balances of funds from any 
Article of a Head to any Article of another Head for deficit coverage, a report will be submitted 
to the House of Representatives, through the Ministry of Education and Culture, indicating the 
circumstances and conditions under which such approval was given. A copy of this report will 
be communicated to the Ministry of Finance and the Planning Bureau.” During the audit it was 
found that this process has not been applied as provided by Article 4 (3). 

   
 
 
 
 (e)    Excesses of Budget for 2012.  In 2012, the way of the budget preparation, in terms of presentation of 
expenditure from “Own Revenues”, changed. Specifically, all expenditure from "Own Revenues" is 
presented in a separate column. 
It was observed that there were no excesses of the total amount of expenditure, however, it was observed 
that there are expenditure items of Head 3 and Head 4 of both the column on State Subsidy and the 
column on “Own Revenues”, where expenditure had exceeded the approved amounts of the 2012  Budget, 
with no relevant approvals by the University Council. The total excess identified in the column concerning 
the State Subsidy is €688.062, while the excess in the column of “Own revenues” is €920.322. 
Our Office, although it had not identified excesses of the total amount of expenditure, highlights the 
following: 

 (i)     The amounts related to the expenditure from State Subsidy should be limited to the amounts 
approved in the Budget. Otherwise, when additional expenditure is incurred, the House of 
Representatives should be informed. 

 (ii)    The amounts relating to the expenditure from “Own Resources" must not be differentiated and 
exceed the approved amount without any decision or approval by the competent bodies of the 
University. A process, to be determined by the University, needs to be followed, with which to 
approve any additional expenditure from "Own Revenues". 

(f)        Monitoring of budget execution. Monitoring of the execution of the Budget presents weaknesses, 
which, as we were informed, will be overcome when a suitable software program is installed through the 
purchase of the Financial Management System. This program was put in operation in March 2015. 
 

Recommendation: Any additional appropriations needed for specific Articles of the Budget should be 
approved by the Board of the University in advance, in each case, and not after making the 
expenditure. 
 

Recommendation: The University must submit a report to the House of Representatives, analyzing 
cases and conditions under which such approval is given, as provided in Article 4 (3) of the Law. 



 

 

 
 
 
Regulations / Rules. 
(a)       Although the University began its operation in 1990, about 25 years ago, the issuance of Regulations 
which are provided in the Basic Law, the University of Cyprus Law 1989-2013, is still pending. Also, it was 
found that significant issues continue to be governed by Rules that are issued internally by the University 
bodies without the approval of the House of Representatives, instead of by Regulations which are approved 
by the House of Representatives, that some circulars continue to be called Rules, although these are not 
based on Regulations or indicate that are based on a specific Regulation which does not provide for the 
issuance of Rules.  Furthermore, it was found that Rules were renamed circulars but the term “Rules” is still 
used in the text. It is important that the content of the circulars may never contradict or provide more than 
what is referred in the Legislation, Regulations and Rules of the University, but should be explanatory as to 
their implementation. 
As we were informed, the University is orientated towards changing the entire law. To this end, the Rector 
with his letter dated 19.11.2014 to universities of Scandinavian countries, requested copies of their own 
laws. 
 
 
 
 
The Chairman of the University Council informed us on 29.10.2015 that the Committee of Personnel and 
University Regulations, taking into account previous observations of our Office, assigned to a legal officer at 
the University the study of the Law / Rules / Regulations / Circulars and the identification of the above 
issues and problems and expects concrete suggestions to be submitted for their correction. 
(b)      Provident Fund of regular hourly paid staff.  Our Office considers that if the University wishes to 
create a Provident Fund, this should be provided in the Regulations and in addition, the approval of an 
appropriate subgroup of expenditure in the budget of the University is required, since both the 
contribution of the University as employer, and the amount for securing the value of the Provident Fund 
will be paid essentially by the State through the University Budgets. 
As we were informed by the Chairman of the Council of the University on 29.10.2015, the University is in 
advanced consultations with the Ministry of Finance and is expected soon to finalise the matter. 
Diogenes Business Incubator. As mentioned in our previous reports, in 2003, the University Council 
approved the establishment of a limited liability company under the name “Diogenes University Business 
Incubator Ltd Cyprus” and paid an amount of £10.000 for the acquisition of all company shares. 
(a)    Our Office recommended that the University seeks legal advice on whether the establishment of the 
company was covered by the University purposes, as these are specified in the Cyprus University Law no. 
144/89, Article 4 (2). 
A legal advice was requested from various legal consultants and 4 related opinions were obtained. 
According to the opinion dated 17.1.2008, “if the company to be established will be active or will be 
subsidised by any assets of the University, this may infringe on the responsibilities and powers of the 
University Council, as defined in Article 6 of the Law" while according to the opinion dated 11.12.2008, “if a 
company's activity which is established by the University promotes one of the purposes of Article 4 (2) (d) 
or (e), and if such activity of a company could be considered as a type or form of exploitation of the 

Recommendation: To confirm that with the introduction of the new software program the above 
weaknesses observed have been eliminated. 

Recommendation: The change of the entire University law should be promoted as soon as possible, 
but, meanwhile, the University should operate lawfully and amend the relevant legislation, Rules and 
Circulars where problems were identified. 



 

 

University’s property, then, the University is entitled to establish legal entities. This is a real matter and a 
matter of interpretation and application of the provisions of the University of Cyprus Law on one hand and 
also the objectives of a company's Memorandum as well as whether the profits of the said company are 
available in reality for the purposes of the University, as revenue of the  University.” 
In view of the above, the University promoted an amendment of its legislation so that it may establish, 
recommend and participate in organisations, companies or other legal persons, partnerships or other 
entities for the fulfillment of its purposes. The approval is still pending. 
 
 
 
 
 (b)    As mentioned in our Report for 2011, at the meeting of the Council of the University dated 
10.11.2008, an overall increase of the Company's nominal share capital by 10,000 shares to 364,460 shares 
of 1.71 euro each, with capitalisation of (i) a loan to the Company by the University of Cyprus amounting to 
€461.322 and (ii) other grants to the Company from the University of Cyprus amounting to €144.803, was 
approved. At the Council of the University meeting dated 18.11.2013 the granting of a loan of €60.000 by 
the University was approved to meet the Company's needs and will be returned when the Company's 
financial situation permits it. 
Subsequently, at the Council meeting dated 16.12.2013, the recommendation of the Ad-Hoc Committee 
that the Company is immediately converted into inactive was approved. 
Since 2008, the capitalised amount of €623.225, is presented separately in the financial statements of the 
University as an investment. The financial statements are audited by a private audit firm, the audit reports 
of which for the three years 2011 until 2013 include an emphasis of matter “... indicate the existence of an 
uncertainty that may raise doubt about the Company's ability to continue as a going concern economic 
entity”. Also, according to the audited financial statements for the years ended on 31.12.2011, 31.12.2012 
and 31.12.2013, the Company had accumulated losses amounting to €590.169, €656.465 and €741.317, 
respectively. 
 
 
 
 
 
 (c)      The University rents from 1.12.2010 an area of 275 sq.m., with an annual rent of €36.300 for a period 
of three years (with the right of renewal for another two years), part of which is used to meet the housing 
needs of the  Company, which is paid by the University and is charged to the Company. The total amount 
that the Company was invoiced with rents rose by 31.12.2014 to €191.915. 
 
 
 
 
As we were informed by the Chairman of the Council of the University on 29.10.2015, the University agrees 
with the recommendations of our Office for the impairment of the above investment and for the write off 
of the amount relating to rents and loans and will proceed to a decision on implementation of our 

Recommendation: Our Office expects that the amendment is consistent with the academic spirit that 
needs to be possessed by the University. 

Recommendation: The University Council to write off the value of the aforementioned investment, 
according to International Financial Reporting Standard 39 “Financial Instruments: Recognition and 
Measurement”. Otherwise, our Office will have to issue a qualified Audit Report. 

Recommendation: Our Office recommends that the University proceeds to write off the amount 
relating to rents, as well as the loan amount, since the Board decided to inactivate the Company. 



 

 

suggestion in the year 2016 when it has before it the final financial data at December 31 2015 of the 
Diogenes Business Incubator. 
He also informed us that the company Diogenes will become inactive until the end of the year 2015 and 
any outstanding liabilities or outstanding matters will be dealt with in accordance with International 
Accounting Standards. 
He also assured us that the promotion of the amendment of the legislation so that it may establish, 
recommend  and participate in organisations, companies or other legal persons, partnerships or other 
entities to fulfill its purpose, will be in line with the academic spirit of the University. 
Filing system “Iris”. The University until March 2015 spent a total amount of €341.655 for installation, 
product customisation, purchase of hardware and licensing for the “Iris” filing system. The use of this 
system began with the completion of the work of a specific company, but this was suspended from 
14.12.2011, due to the presence of important and practical difficulties in its application. Then again it was 
put  into operation on 2.10.2014, but again its operation was suspended on 9.10.2014. 
According to the draft minutes of the meeting of the Rector's Council dated 5.2.2015, regarding the issue of 
the implementation of an upgraded version of the system in all of the University entities, it was decided to 
recommend to the Senate and then to the Council, an adjustment period of one month, during which the 
electronic filing and sending of documents will be mandatory, while allowing for the possibility of sending 
paper documents. After the adjustment period, the circulation of documents will take place only through 
the System. 
Despite our recommendation in our same number letter dated 10.1.2013, for the University to undertake 
an investigation to apportion responsibility, however no responsibilities were attributed to date. Instead, 
an approval by the Senate and then by the Council for implementation of the upgraded version of the filing 
system is awaited. 
 
 
  
As we were informed by the Chairman of the Council of the University on 29.10.2015, for the delay in the 
implementation of the program, there existed certain practices, technical and other difficulties associated 
with the need to keep multiple files in many organisational entities of the University and that the University 
continues the effort to achieve a renewed version of the system, the operation of which is planned in 2016. 
We were also informed that by the end of the process, a study will be conducted for future systems 
utilisation processes. 
However, our Office considers it also necessary to conduct an investigation to apportion responsibility. 
Renting of Tourism College premises. On 1.6.2011 the University signed a contract with A.C. Travel 
Planners College of Tourism and Hotel Management Ltd for the renting of the Tourism College area for a 
period of 10 years from 1.10.2011 to 30.9.2021. According to the lease contract, the annual rent is 
€239.000 for the period until 31.12.2012 payable in advance on a quarterly basis and from 1.1.2013 will be 
adjusted by applying the increases of the official consumer price index of the Republic, with maximum 
3,5%, on an annual basis. The owner, according to the contract, undertook to redevelop the property 
within the period of six months or a period from the signing of the Agreement to be agreed, based on the 
requirements and needs of the tenant. The tenant undertook to repay the amount that would be required 
for the redevelopment of the laboratories within 10 years, with twenty equal semi-annual installments of 
the principal, plus interest and additional costs exclusively related to the amount of funding. Under the 

Recommendation: We repeated the recommendation of our Office that an investigation for 
apportioning responsibility needs to be held and we requested that our Office is kept informed of any 
developments. 



 

 

agreement, the University paid on 8.6.2011 the amount of €119.500, which would be returned to the 
tenant without interest at the end of the Contract. 
While tenders were announced in January 2012 for the redevelopment of the space and have been 
assessed by the Consultants / Designers, the owner company went into liquidation and, as a result, the 
University initiated a lawsuit against the Company (No.of Lawsuit 4579/13 ), for the reimbursement of the 
amount paid with the signing of the agreement. As we were informed, during the audit, the case was 
pending in court. 
Our Office observed the following 
        •       For an agreement of more than €4m., no open invitation to tender took place, but the lease 

agreement was by direct award, after consultations with the owner of the building. Despite 
the fact that the renting of buildings is excluded from the provisions of the Coordination of 
Procedures for the Award of Public Procurement Contracts, Works and Services Law L.12 (I) / 
2006, the contracting authority should observe the principles of good administration, 
transparency and equal treatment. Therefore, open competitions are the responsibility of the 
contracting authorities in the case of the rental of buildings also. Moreover, the fact that the 
contract included a requirement for specific building works, might mean that the agreement 
constitutes a contract for a project, falling under the provisions of Law 12 (I) / 2006. 

       •              There is no guarantee for the advance payment given with the signing of the agreement, ie. of  
€119.500. 

 The University of Cyprus proceeded with the signing of an agreement and undertook to bear 
the cost of the redevelopment of the space, even before the tenders for the project cost were 
submitted. As a result, while the rent under the contract signed is estimated at 9€ / sq.m., 
taking into account the cost of redevelopment of the space, which on the basis of the lowest 
tender price was €1.930.000 plus VAT, the rent would exceed the amount of €19 / sq.m., an 
amount that is too high, since according to data from the University, the rental costs of similar 
types of buildings during this period ranged between €8 - €11 / sq.m. 
 

       •            As mentioned in the Council minutes dated 14.11.2011, the decision to rent the premises of  
the buildings which housed the Tourism College was taken to meet immediate housing needs. 
However, according to the lease contract, the University could not make direct use of the 
premises of the Tourism College before completion of the redevelopment of the sites, 
resulting in a significant loss of revenue for the University from research and other programs. 

       •        The economic viability of A.C. company Travel Planners College of Tourism and Hotel 
Management Ltd was not checked before making the decision to rent the premises of the 
Tourism College and the signing of the lease contract and, as a result, with the bankruptcy of 
the said company, the University is very likely to lose the amount of €119.500 paid as a 
deposit, without guarantee.  

 
 
 
 
 
As we were informed by the Chairman of the Council of the University on 29.10.2015, the University 
considers that the conduct of an open tendering procedure for the redevelopment works of the building 

Recommendation: The University is obliged to publish a notice of invitation to tender on the basis of 
conditions / specifications and evaluation criteria for renting buildings, in order to ensure 
competitive prices. Our Office considers that the way in which the matter was handled constitutes a 
high risk case and of mismanagement for which we requested the comments of the University. 



 

 

had reduced the risk of change of the real economic parameters and that it acted in a responsible and 
transparent manner. 
However, our Office considers that the manner in which the matter was handled constitutes high-risk and 
mismanagement and an investigation needs to be conducted for apportioning accountability. 
Staff issues. Despite the improvement observed in the Payroll Accounts Office, regarding the 
documentation of the payments and the creation of a “statement of changes to payroll”, the adoption of 
Regulations on certain issues is still pending. Additionally, it was found that Bodies / Committees decisions 
in payroll matters are sometimes contrary to the relevant legislative provisions. 
(a)        Number and staff costs. 
(i)    The number of staff employed by the University during the reporting years, at December 31, 
respectively, as well as the total cost which includes the employer's contributions to the various funds and 
the remuneration of students employed on an hourly basis, as well as the expenditure on pension benefits, 
including the amount of additional charge amounting to €19.422.666 for 2010, are presented in the table 
below: 

                     2012                        2011                      2010 
         Category of staff No.      Amount  No.       Amount  No.       Amount 
             €               €               € 
Academic and Other  Staff: 
Salaries and Other Cost of 
Living Allowances: 

              

Permanent 360     361     344    
On Contract basis -     -     1    
Visitors 65     70     67    
Postgraduate  Cooperators 15     31     39    
Post PHD Researchers  29     27     20    
Special Scientists 129     129     154    
Postgraduate students 225 823  29.994.877  213 831  30.551.209  198 823  28.195.810 
               
Special allowances      1.266.509       1.460.983       1.334.805 
Employer’s contributions to the 
Social Insurance Fund and 
other Funds      2.414.995        2.433.661       2.210.579 
Medical Treatment       1.014.103        1.304.911       1.224.337 
Cost of Pension Scheme          535.753           597.473          491.630 
Subtotal    35.226.237     36.348.237     33.457.161 
Administrative Staff: 
Salaries and Cost of Living 
Allowances :               



 

 

                     2012                        2011                      2010 
         Category of staff No.      Amount  No.       Amount  No.       Amount 
             €               €               € 
Permanent 325     321     295    
On Contract basis 162     178     143    
Hiring of Services 3 490  14.268.770  3 502  14.078.892  3 441  12.537.537 
Hourly Paid  Porters  35     748.337   35       815.651   34      728.878 
Hourly Paid Students  136     375.147   127       396.647   110      366.192 
Rights and Overtime 
Allowances         21.415            32.777           30.283 
Shift Allowance         68.708            64.504            54.246 
Employer’s Contributions to 
the Social  Insurance Fund and 
other Funds    1.403.074       1.379.899       1.199.205 
Medical Treatment        852.562           894.057       1.237.684 
Cost of Pension Scheme          47.049           166.406          139.108 
Reprsentation Allowances   of 
the Director of Administration 
and Finance             3.065               6.130               6.130 
Subtotal    17.788.127     17.834.963     16.299.263 
Total    53.014.364     54.183.200     49.556.424 
Charge for pension benefits    ---*     ---*     19.422.666 
Total  1.484  53.014.364   1.495  54.183.200   1.408  69.179.090 

* The recognition for the years 2011 and 2012 will be made in 2013. 
(ii)        In addition, the University in 2012, 2011 and 2010, according to the University data, employed other 
categories of persons (scientists / researchers) totaling 244, 344 and 287 persons, respectively, with 
earnings totaling €7.603.193, €7.394.309 and €6.019.843, respectively, part of which were charged to 
various Budget lines of the Head University 5 "Non-Projected Costs and Reserve (From own revenues)" (not 
included in (i) above) and the remaining part of their remuneration to Head 1 of the Budget (included in (i) 
above), as follows: 

                                      Category       2012 
        No. 

    2011 
      No. 

    2010 
      No. 

Employed by the University     
Special Scientists of Research Projects        157  

      236 
      182 

New Researchers         26         32        49 
Research Officers         37         49        29 
Assistant Research Officers         16         12        12 



 

 

                                      Category       2012 
        No. 

    2011 
      No. 

    2010 
      No. 

Assistant Research Officers (Students)           8         15        15 
Total      244      344     287 
     
Charge of remuneration          €        €       € 
Head 5  6.662.679 5.951.320 5.125.300 
Head 3 and 4  --- ---    410.471 
Head 1     980.514 1.442.989    484.072 
Total  7.603.193 7.394.309 6.019.843 

 
 
 
 
 
 
. (b)  Remuneration payments not as per the payroll system.  
            (i)       It was observed again that the teachers’ and / or professors’ remunerations who are employed 

part-time through the Pre-Service Training Programme of the Postgraduate Programs, of the 
Greek Language School and of the Educational Seminar to Overseas Teachers for teaching the 
Greek language, are not paid through the payroll system and, as a result, no income tax where 
appropriate is deducted through the withholding tax system on earnings (PAYE) and these 
remunerations are not recorded on statement IR. 7 which the University  sends to theTax 
Department. 

 
 
 
 
  
            (ii)   Income Tax Deduction for residents abroad.  According to the 2002-2012 of the Income Tax 

Law (L.118 (I) / 2002), Article 23, 10% income tax should be deducted for residents abroad, but 
the University does not do it. 

 
 
As we were informed by the Chairman of the Council of the University on 29.10.2015, the University is 
already in consultation with the Tax Commissioner for recognition of all cases for which the application of 
Article 23 of the Law should be applied. 
  

Recommendation: In the University budget it is required to include a relevant provision, so that the 
costs of the payroll of the said staff (except, possibly, the salaries of researchers employed in external 
research programs) to be directly charged to the Funds of Head1 of the Budget, as the most 
appropriate Head, instead to different Heads where they are charged today, a tactic which will help 
both to improve the internal control system regarding the payroll and the correct presentation of the 
picture of the total number of staff employed by the University. 

Recommendation: The University to address a letter to the Tax Department with specific data to 
confirm that the remuneration of persons engaged at the University, teaching part time, should either 
be included in the declaration IR.7, without their inclusion in the payroll system or, if this is not 
possible, then the University to prepare a list of the above persons with their remuneration and inform 
the Tax Department. 

Recommendation: To implement Article 23 of the Law. 



 

 

(c)       Issues of Academic staff. 
            (i)     Special Allowances of Academic staff. During 2012 and 2011, an amount of €1.266.509 and 

€1.460.982 respectively, compared to €1.334.808 and €1.229.029 for 2010 and 2009 was 
spent by the University for Special Allowances of Academic staff. 

                       According to the Budget for 2011, the Council may approve a special allowance of up to 
€11.960 for persons elected to the position of Professor and a special bonus of up to €6.834 
for persons elected to the position of Associate Professor. Also, a special allowance of €5.126 
is paid to whoever is elected to the position of Rector and a special allowance of €3.417 to 
whoever is elected to the position of Vice Rector. For 2011 the amounts were paid in 
accordance with the Budget. 

                       In the Budget of 2012, the same amounts, as in 2011, were approved. 
                         On the occasion of the study of the University budget for 2012, the Ministry of Finance in a 

letter to the Director General of the Ministry of Education and Culture dated 23.2.2012, 
notified also to the Rector of the University, expressed the view that there is abuse in the 
granting of that allowance and the view that its tactic of its universal payment should be 
reconsidered. Subsequently, the House of Representatives with its letter dated 25.7.2012 and 
notification, among others, to the Rector, informed the Director General of the Ministry of 
Finance that, regarding his request dated 12.7.2012 for release of the Funds relating to the 
specific allowances of the Academic Staff of the three Public Universities, the Parliamentary 
Education Committee, that during its meeting dated 24.7.2012, it decided to release them with 
a 20% reduction. 

              In the budget of the University for 2013, which was passed by the House of Representatives 
on 11.7.2013 and published in the Official Gazette on 24.7.2013, a special allowance of €2.563 
for the position of Rector and €1.709 for the position of Vice Rector were approved. From the 
audit it was found that Special Allowances were paid to the academic staff for January and 
February 2013, amounting to €218.750 on the grounds of the approval of the twelfths of the 
Budget. After the Budget approval and its publication in the Official Journal on 24.7.2013, the 
Director General of the House of Representatives with its letter dated 30.7.2013 to the 
Director General of the Ministry of Education and Culture, requested that the necessary 
accounting adjustments be made for recovering the amounts paid, since no funds related to 
the allowances were approved in 2013. The Council of the University decided at its meeting 
dated 16.12.2013, that the University will not proceed with the recovery of the allowances 
paid to academic staff for the first two months of 2013. 

 
 
 
 
 
 
 
 

Recommendation: The special allowances paid for January and February 2013, should have been 
recovered on time by the University, just after the approval of the budget of the University. Failure to 
recover them constitutes a circumvention of the Budget. As we know, the University intends to revive the 
issue. Our Office is of the opinion that if these allowances are to be paid in future, they should be given 
very sparingly, based on predefined criteria, for specific reasons and after careful study. We also refer to 
the views set out in the International Monetary Fund Report prepared in April 2013, stating that while 
initially such allowances would be given as an incentive to attract high-caliber academics, they are finally 
given to all Professors and Associate Professors. 



 

 

         (ii)        Sabbatical Leave.  From a sampling audit, the following were observed: 
                      •         There were several cases where requests for obtaining sabbatical leave were                 
                    not sufficiently justified. In none of the cases examined, was a timetable submitted.               
 
 
 
 
                       The Chairman of the University Council informed us on 29.10.2015 that the procedures for full 

compliance are underway. 
                        •       With the return of academics from their sabbatical leave, the Dean of the School does 

not always present a Report to the Research Committee, recording that the purpose of 
granting the sabbatical leave has been satisfied.    

  
 
 
 
                      •          As mentioned in our Office letter for the audit of 2009 and 2010, there was still evidence 

that for the period academics teach at other universities during their sabbatical leave, 
their pay includes, in addition to their University salary, the special allowance (if they are 
Professors or Associate Professors) and subsistence allowance and probably a 
remuneration from the foreign university where they teach. 

 
 
 
                       The Chairman of the University Council informed us on 29.10.2015 that the grounds on which 

the subsistence allowance is given will soon be examined by the competent bodies of the 
University. 

         (iii)     Participation in research programs. According to the Senate, the mandatory teaching hours 
were set to be at least 6 per week. The small number of compulsory teaching hours, was 
apparently determined to provide time for the academics to perform their other duties, 
including research. 

                         However, as repeatedly observed, not all academics are engaged every year in research / 
research programs. Also, in some cases, academics earn additional amounts from external 
research programs undertaken. 

  As it was observed once more, the University does not have a mechanism to track the 
academics who do not conduct any research. 

                         Although the University informed us that the monitoring is done at the time of the 
advancement of the academic, when the academic should present his research work, this is 
not satisfactory because the monitoring should be continuous and not every three or four 

Recommendation: The provisions of the relevant Rule for submission of a documented proposal, 
including a timetable, when applying for sabbatical leave, should be applied. Where it is not 
documented, it should not be approved. 

Recommendation: The provision of the Rule to submit a Report after the sabbatical leave should be 
applied. Our Office recommends the amendment of the relevant Rule so that there will be remedies in 
case of the non Submission of a Report. 

Recommendation: Our Office recommended that the University examines the ground on which the 
subsistence allowance is given during sabbatical leave and especially in the case where academics 
teach at other universities during their sabbatical leave. 



 

 

years during the advancement of the Lecturer and of the Assistant or Associate Professors, 
respectively, much less in the case of Professors for whom there is no further advancement. 

 
 
 
 
     The Chairman of the Council of the University informed us on 29.10.2015 that our 

recommendation to develop and implement a monitoring process as to whether or not 
academics conduct research, will be presented to the relevant bodies of the University for a 
decision. 

          (iv)  Legislation for resignation of academic staff. According to Regulation 2 (7) of Cyprus 
University (Academic Staff) Regulations, “A member of the academic staff may resign with 
effect from 31st August, by submitting a written resignation to the Council no later than the 1st 
of April of that year and with effect from the of December, also of the same year, by 
submitting a written resignation to the Council not later than 1st of October of the same year.” 

                         Based on the opinion of the legal advisers of the University of Cyprus dated 7.6.2011, relating 
to an appeal, “the resignation of academic staff is not required to be accepted but is 
considered that it applies from 31st December of the same year, if submitted by October of 
the same year.” 

                         Because of gaps in the legislation referred to above, in the case of a Professor, who was 
receiving remuneration by a second University without the approval of the competent bodies 
of the University, it was not possible to take disciplinary action against him and he enjoys full 
pension because after submitting his resignation, its approval was not necessary. 

                         It is also stated that, in the case of another Professor, who had submitted electronically his 
resignation on 23.6.2014 with effect from 1.7.2014, this was accepted by the University 
Council on 1.7.2014, in breach of Regulation 2 (7) of the Cyprus University (Academic staff) 
Regulations of 1990 to 2005. Also, while this Professor, was on unpaid leave, which he 
requested for personal reasons, from 1.7.2013 - 30.6.2014, the University was informed that 
the above held the position of Head of a Department at a university abroad. Nevertheless, on 
10.2.2015, a cheque was issued to the above for the amount of €58.444,09, relating to a lump 
sum payment for his service from 1.7.2003 - 30.6.2014. 

 
 
 
 
                       The Chairman of the Council of the University informed us on 29.10.2015 that the 

recommendation of our Office for immediate amendment of the Regulation 2 (7) has begun. 
           (v)  Retirement of Academic Staff. The Regulation 4 (1) of R. 81/91 “The Cyprus University 

(Academic Staff Pensions) Regulations of 1991” relating to early retirement of academic staff, 
states that "retirement of permanent academic staff is provided after completing the age of 62 
years”, while Regulation 4 (2) states that “members of the academic staff retire at the end of 

Recommendation: Monitoring whether academics conduct research or not should and could for 
example be made by the Chairman of each Department by submitting an annual report on the 
research work of each academic member of his Department, through the Dean, to the Senate and / or 
the Research Committee. 

Recommendation: Our Office reiterated that the Regulation 2 (7) mentioned above, needs immediate 
modification, so in case of a disciplinary or criminal offense by a member of the academic staff, the 
University to be able to conduct a disciplinary investigation and impose the appropriate penalty, 
before accepting his resignation. 
 



 

 

the academic year in which they complete the 67th year of age.”  The amendment of the  
Regulation was recommended so that it clearly provides that pension is provided to the 
permanent academic staff who retires early, after completing the age of 62 years, however, 
despite the passing of a long time, such an amendment does not seem to have been 
promoted. 

 
                        The Chairman of the University Council informed us on 29.10.2015 that the University will 

proceed to amend the Regulation so it is clearly provided that to the permanent Academic 
Staff retiring early is provided pension after completing the age of 62 years. 

         (vi)       Deduction of 3% of the monthly earnings of the University Lecturers / Associate Professors to 
ensure the sustainability of the government pension plan or of a pension plan similar to this 
(L. 216 (I) / 2012). It was observed that the University does not deduct 3% from the monthly 
earnings of the Lecturers / Associate Professors of the University in accordance with Article 4 
of the Pension Benefits of the Government Employees of the Public Sector and of the Local 
Authorities (General Implementing Provisions) Law no. 216 ( I) / 2012, which relates to 
permanent employees and was entered into force on 1.1.2013 for purposes of ensuring the 
sustainability of the government pension plan or of a pension plan similar to this. 

  On this point it is stated that in accordance with the opinion of the Attorney General 
addressed to the Director General of the Ministry of Education and Culture, dated 28.3.2015, 
regarding the integration of the academic staff of the University, recruited before 1.10.2011, in 
a professional pension plan, the Lecturers / Assistant Professors who served before 1.10.2011, 
is considered that they hold a permanent position resulting in their inclusion in the 
professional pension plan. 

 
 
 
 
                         As we were informed by the Chairman of the Council of the University on 29.10.2015, the 

University of Cyprus does not disagree with the deduction of 3% of the salary of the Lecturers / 
Associate Professors who served before 1.10.2011, pursuant to Article 4 of L. 216 (I) / 2012, at 
their integration point to the pension plan, provided that the Lecturers and Assistant 
Professors who were recruited before 1.10.2011 are deemed to hold a permanent position 
and have the right to join the pension plan. 

                         Our Office expects the University to implement the advice of the Attorney General and to 
deduct from the salary of each Lecturer / Assistant Professor who served before the 1.10.2011 
3% of their salary with retroactive effect from 1.10.2011. 

Internal Audit - Financial Services. During the audit, a number of shortcomings and weaknesses were 
observed in both the financial management and as regards full compliance with the provisions of the Laws 
and relevant Regulations and Rules. Some weaknesses are attributed to the absence of proper supervision, 
decision making by unauthorised bodies of the University, to the absence of specific procedures and 
monitoring systems, the lack of appropriate computerised systems, to the non-regulation of various issues 
according to the Law of the University and to the non-compliance with the Guidelines, Rules, Regulations 
and Laws of the University. The following paragraphs are indicative. 

Recommendation: The University should proceed to amend the Regulation, without further delay. 

Recommendation: Given the above opinion of the Attorney General, the University will have to 
deduct from the monthly salary of each Lecturer / Assistant Professor who served before 1.10.2011, 
3% of their salary, with retrospective effect from 1.10.2011 in accordance with the relevant legislation 
(Article 4, L.113 / 2011 and Article 4, L. 216 (I) / 2012). 



 

 

(a)   Travelling in the context of research activities. In most cases, the invitation and the conference 
program or details of the research carried out, are not submitted by the academic staff that will make the 
journey, with the result that payments cannot be adequately documented as to the purpose of the travel. 
 
 
 
 
The Chairman of the Council of the University informed us on 29.10.2015 that the University will conduct 
the review of the relevant circular to include the suggestions of our Office. 
(b)    Prepayments (no. 2227 account). The amount of €31.000 relates to the prepayment to the company 
«Israel Oceanographic and Limnological Research (IOLR)» for hiring a research vessel to conduct 
Oceanographic surveying, which would last five days in the EEZ of Cyprus, the Eastern Mediterranean, in 
December 2012 (16 -21.12.2012) according to EPE tender 007/12. The prepayment has not yet been 
cleared because the Financial Services did not confirm that the surveying took pace. The Council, in its 
meeting dated 7.4.2014, approved the recommendation for an administrative inquiry, the findings of which 
were presented at its meeting dated 12.1.2015. At the meeting dated 26.1.2015, the Council adopted the 
report of the above inquiry and decided to consider at its next meeting the issue of the organisational 
structure and supervision of the operation of the Oceanographic Centre. 
 
 
 
 (c)     Implementation of recommendations of the Department of Internal Audit of the University. During 
the period 2011 until 2014, 9 Reports were issued from the Department of Internal Audit of the University, 
in which recommendations are made to the Council to conduct investigations for disciplinary and / or 
criminal offenses, of which only in two cases the Council decided to implement the recommendations. Also, 
for two Reports issued in 2012, the Council did not take any action and, as a result, for one of the two, the 
University incurred costs totaling €101.296. 
 
 
 
 
The Chairman of the Council of the University informed us on 29.10.2015 that the University Council 
supports the institution of the Internal Auditor and takes very seriously his recommendations and that the 
two reports prepared in 2012 and for which no action was taken, will be examined again for by the 
University Council. 
(d)    Non-repayment of graduate and doctoral students’ fees. According to the Regulations and Rules of 
University regarding matters of  Studies and Student Affairs and in particular the point 3.2.3, a student who 
has not repaid the outstanding tuition fees by the deadline in the graduation year, has no right to 
participate in the graduation ceremony and receive his/her diploma. However, during the audit of our 
Office, cases of violation of the above Regulation were observed. 

Recommendation: It is required as quickly as possible to revise the circular regarding the policy for the  
compensation  for travelling abroad so as to include the submission of supporting documents and the 
prior approval of travel by a competent person in each case, otherwise the compensation should not be 
given. 

Recommendation: Our Office recommended that immediate decisions are taken by the University 
Council to allow the Financial Services to clear the amounts, as well as to inform us regarding any 
developments in the Oceanography Surveying. 

Recommendation: The recommendations of the Department of Internal Audit of the University need   
always to be taken into account in decision making by the University Council, in order to minimise any 
financial losses. We asked for information about the reasons why the Council took no action on the 
two reports. 



 

 

 
 
 
 
The Chairman of the University Council informed us on 29.10.2015 that the University will investigate these 
cases and will inform our Office accordingly. 
(e)  Debtor from cafeterias operation of the University. Debtor account - 2290KT01. The debtor owes to 
the University an amount of €30.180 from August 2011 which relates mainly to rents for cafeterias for the 
period from 16.9.2010 to 25.8.2011. 
It should also be noted that during the period from January to July 2011, the University paid to the above 
the amount of €17.437 relating to Greek students meal allowance, even though she had debts to the 
University. 
 
 
 
 
The Chairman of the University Council informed us on 29.10.2015 that the University Council has taken 
corrective action and, in similar cases in future, the method of set off will will apply. He also informed us 
that for the particular case, the University is considering the possibility of taking legal action against her. 
Accounting treatment of expenses in the financial statements.  It was observed that expenses presented 
in "Other expenses" in the Income Statement, are still not presented in the appropriate accounts in 
accordance with the nature of the expenditure. This practice is not consistent with International Financial 
Reporting Standards. 
 
 
 
As we were informed by the Chairman of the Council of the University on 29.10.2015, the accounting 
system used by the University over the years did not allow the classification of expenditure by source of 
funding and that with the implementation of the new Financial Management System, the analysis of all 
expenses by their nature and in accordance with International Financial Reporting Standards, is possible. 
Research programs. 
(a)    Financial management of Research Projects. Revenues for conducting research programs (RP) 
amounted to €15,2m. in 2012 and €15.5m. in 2011, compared with €19,3m. in 2010, while expenditure 
amounted to €16.8 m. in 2012 and €16.6m. in 2011, compared to €17.9m. in 2010. 
 
 
 

Recommendation: Our Office considers that the University is obliged to follow the Regulations and 
Rules which were issued by itself and suggested that the existing Regulations are strictly applied and 
such practices should be eliminated. 

Recommendation: The University should already taken legal action against the above and we 
requested to be informed why there was no set off of her debts against the amounts due by the 
University for Greek students meal allowance and who is responsible for these omissions. 

Recommendation: All of the University expenses should be presented in the financial statements 
according to their nature and the International Financial Reporting Standards. 

Recommendation: The corrective measures on the weaknesses identified by the audit will contribute 
significantly to improve the situation. 



 

 

(b)    Evaluation of a research project. On 17.10.2012, a study was prepared by the Internal Auditor of the 
University, entitled "Evaluation of the mechanism of management of Research Programs of the University 
of Cyprus" at the request of the Chairman of the Council, in which it was suggested to delegate the 
evaluation to an independent audit firm. 
Nevertheless it was found that, since then, no decision has been taken on this issue and that the matter is 
still pending. 
 
 
 
As we were informed by the Chairman of the Council of the University on 29.10.2015, after a University 
Council decision, an effort to redesign the mechanism of the management of research projects, the first 
stage of which  has been completed, is being made and external experts will be used where it is deemed 
necessary. 
(c) Circular regarding research and Research Programs. The “Circular regarding Research and Research 
Projects” presents shortcomings. There were again concrete proposals for improvement with a view to 
facilitate the rational management of RP and especially their monitoring by the Research Committee. These 
proposals stem from weaknesses identified in previous audits by our Office and we pointed out the need to 
create a comprehensive set of written instructions on the management of the RPs. 
It is noted again that the Research Committee took decisions to revise the said “Circular regarding the 
Research and Research Programs” and through circulars, both of the Director of Administration and 
Finance and of the Financial Services some gaps were covered, without, however, the relevant circular 
being amended so that  the changes made to issues / procedures are incorporated therein. 
In addition, there was a suggestion again that the Circular provides for the preparation of a summary report 
at the end of each academic year for all the RPs of the year, which will be submitted to the Senate for 
information and possible opinions. 
As we were informed by the President of the Council of the University on 29.10.2015, the revision of the 
Circular is being reconsidered by the competent bodies of the University. 
(d)   Internal RP and research activities. The budget for internal RP and research activities from 
government subsidy (Head / Article 3/311) for the year 2012 amounted to €2.363.500 and for 2011 to 
€2.548.000, compared to €3.429.500 in 2010. The allocations approved by the Committee on Research, 
based on University data, were as follows: 

          2012      2011         2010 
           €          €            € 
Internal Research Programs     694.243  1.483.814      646.463 
INitial  funding     727.213  1.240.842      181.775 
Co-financing of external projects  2.064.761  3.250.551        83.869 
Research activities 1.700.000  1.700.000  1.551.200 
 5.186.217  7.675.207  2.463.307 

The Senate approved a three-year Internal Research Funding Plan for the years 2010-2012 which included 
commitments made and funding needs for three years. 

Recommendation: To promote the evaluation according to the report of the Internal Auditor and to 
explain the delay. 



 

 

 
 
 (e)       Administrative charge. 
          (i)       Circular provisions for research and research programs related to the administrative charge. 

The purpose of the administrative charge is to cover the cost of administration for the use of 
the University's infrastructure when conducting research programs or services rendered and, 
in accordance with paragraph 3.2 of the “Instructions regarding research and research 
programs” (3.2), part of the administrative charge is withheld by the University to cover 
administration costs. 

                       However, in practice, the amount of the administrative charge is spent for research purposes. 
 
 
 
                       The Chairman of the Council of the University informed us on 29.10.2015, that 65% of the 

administrative charge is used to cover administrative expenses and the remaining 35% is 
credited to research accounts of Academic Departments and Faculties and spent for research 
purposes. 

                       However, since the administrative charge is imposed for the use of the University's 
infrastructure, our Office considers that all of it should be available to cover the costs related 
to the use of the infrastructure. 

         (ii)        Expenses charged to the account of the administrative charge.  Again it was observed that the 
remuneration of the staff employed on a contract basis for their services in the Computer 
Department (CD) and specialists' remuneration, were paid during 2011 and 2012, out of the 
administrative charge, whereas these should be charged to Head 1 which relates to staff 
salaries. Furthermore, it is noted that the eligible expenditure which may be covered by 
research accounts, includes the remuneration of non-permanent research staff and therefore 
the remuneration of non- research staff on contract is not eligible. 

 
 

As we were informed by the Chairman of the University Council, from 2014 onwards, all 
personnel costs other than staff costs funded by external research programs, are charged to 
Head 1. 

(f)   Research Projects with negative balances. It was observed that, according to a list prepared by the 
Department of Financial Management of Research Programs, a number of research projects, with maturity 
date until 31.12.2010, show negative balances due to non-eligible expenditure, to differences in co- 
financing and other reasons, such as exchange rates. 
Specifically, the total of the negative balances amounts to €1.094.313 of which an amount of €712.870 
relates to non-eligible expenditure, €132.391 to differences in co-financing and €249.052 to other reasons. 
 
 

Recommendation: The administrative charge should be used to cover the administrative expenses of 
the University. 

Recommendation: The above charges should be made in Head 1, since they relate to staff salaries. 



 

 

 
 
 
 
 
The Chairman of the University Council informed us on 29.10.2015 that the above cases will be 
investigated, the necessary decisions will be taken and any responsibilities found will be attributed. 
Audit Report on the research program - Policy, Health and Family Learning «The PoHeFa Project». The 
Internal Auditor of the University in his report dated 20.8.2012 relating to the above program, 
recommended the following: 
           (i)         Administrative Investigation to clarify / study the reasons: 
                        •    that led to the request for payment of additional remuneration, amounting to €12.960 to 

two Associate Professors (€6.480 for each) which were not eligible for funding from the 
European Commission, because they were related to «National Official» remuneration, 

                      •   for the absence of an evaluation report in relation to the Intermediate Financial Results of  
the Research Program, and 

                      •     for the non- payment of the second installment of the funding of the research program. 
           (ii)   Requests for financing research programs of the University (in cash or in kind) should be 

submitted and approved by the Research Committee before the signing of the contracts by the 
relevant institutions / bodies and not afterwards. 

It was observed however, that despite the recommendation of the Internal Auditor, an administrative 
investigation was not conducted. However, the Council decided in its meeting dated 2.6.2014, to request, 
by letter only, the repayment of the amount received as an additional reward by the two members of the 
academic staff and also to investigate with the Legal Officer of the University whether the University can 
offset the amount paid as remuneration against other amounts that the University owed to one of two 
Academics. 
It is noted that the University requested reimbursement only by the Associate Professor on 17.12.2014, 
who returned the amount of €6.352,94 (€6.480 was the cost to the University) on 26.1.2015, apparently 
because the Associate Professor had already retired on 1.9.2012. 
 
 
 
 
As we were informed by the President of the Council of the University on 29.10.2015, the University 
Council will review the relevant audit report and will take the appropriate decisions. 
Administrative charge and revenues from postgraduate tuition by the relevant Departments of the 
University. 

Recommendation: The University should hold accountable the researchers who are responsible for the 
non-eligible expenditure which contributes to the creation of negative balances and result in costs / no 
compensation. We asked for these cases to be investigated and to have the views of the University, as 
well as the measures it intends to take. 

Recommendation: Our Office considers that there should be a more effective examination in advance 
regarding the eligibility of expenditure on research projects and take timely action based on the 
reports of the Internal Auditor, to conduct administrative investigations where needed and to attribute 
responsibilities. 



 

 

(a) Administrative charge. The purpose of the administrative charge is to cover the cost of 
administration for the use of the University's infrastructure when conducting research programs or 
providing services.  
Despite the changes that have occurred since 2011 until the date of the audit regarding the allocation of 
the administrative charge, no amount of the administrative charge was retained by the University to cover 
administration costs, hence it is not included in its revenues. 
In accordance with Circular no. 4.8, paragraph 3.6 “for the provision of services, participation in research 
projects, and participation in the bodies for the exploitation of knowledge”, applicable for the years 2011 
and 2012, 60% of the administrative charge charged by the University, is allotted to the Research Account 
of the Researcher in charge, 10% to the Department (Council of the Department) and 30% to the Central 
Administration. Since then, this Circular was revised in 2013 and then again in 2014 and is called 
“Complementary activities: External programs, additional teaching, consulting services, business 
operation.” According to the last revision that took place on 2.6.2014  and is valid until today, paragraph 2 
states that 65% of the  administrative charge is allocated to the central funds (for research), 5% to the 
relevant department or research unit of the researcher in charge and 30% to the research account of the 
researcher in charge. 
 
 
 
As the Chairman of the Council of the University informed us on 29.10.2015,  with the changes made to the 
budget of the University for the year 2014 onwards, the credits regarding administrative charges or  
refunds of postgraduate tuition at a rate based on the decisions of the University Council, do not constitute 
approvals for expenditure or commitments for future expenditure, but simply constitute a system that  the 
University uses to manage incentives in the form  of claims of rights for additional funding for successful 
research teams or successful programs which have put justified requests for development of postgraduate 
programs or for covering operating or other expenses for research. 
He  also informed us that the University believes that this internal management of rights mechanism for 
claiming future allocations from the budget through the virtual percentage allocation of the administrative 
charge, which is obtained from participation in research and other external activities, to the research 
accounts of researchers, constitutes an horizontal, transparent support for research and a support and 
sustainability mechanism of research teams and laboratories in other periods, beyond the period of validity 
of  research or other activities, while providing, in parallel, an incentive for further research. He also  noted 
that the utilisation of the available funds in research accounts and the incurrence of any expenditure, are  
subject to the submission of a documented budget for the financial year and the approval of a specific 
amount / allocation by the relevant bodies of the University. 
However, the position of our Office is that, since the matter concerns the administrative charge covering 
administrative expenses, our recommendation remains as above. 
 (b)   Income from postgraduate tuition fees. According to a University decision, 80% of revenue from 
postgraduate fees is credited to the relevant departments and should be spent for the purposes approved 
on 8.1.2008  by the University Council (eligible costs). 
However, the above tactic: 
•       is dangerous especially at times of financial difficulties, since the proceeds are committed in advance, 

regardless of whether the priorities are changing due to the economic crisis and, 

Recommendation: Since the administrative charge is imposed for the use of the University's 
infrastructure, the total of it should be made available to cover the costs related to the uses of the 
infrastructure. 



 

 

•         is unlawful, since for the University it is, through the preparation and approval process of the Budget, 
which is regulated by law, that the way in which the available financial resources are to be spent is 
determined. 

It is reported that in 2013, the Council of the University approved, during its 213th meeting, the Budget for 
2013, which states that the postgraduate tuition fees expected to be collected in 2013 and part of which 
would have been distributed to individual organizational sectors, should remain central for 2013. This 
decision applied only to 2013. 
 
 
 
 
As we were informed by the Chairman of the Council of the University on 29.10.2015, the matter will 
receive consideration by the Council. 
Pre- Service Training Programme (PSTP). As mentioned in previous reports of our Office, an account is kept 
through which the receipts from the Ministry of Education and Culture relating to the PSTP are settled. The 
Ministry pays these amounts to cover the costs of the programme.  Only the corresponding amount spent 
during the year is transferred to the revenue, which is usually lower than the amount of revenue for the 
year and, as a result, there are unspent amounts, which accumulate. Specifically, the balance of the above 
account, which increases from year to year, except for 2011, was as shown below: 
 

      2009      2010      2011       2012      2013     2014 
        €        €        €         €         €          € 
 Accumulated 
balance 31.12 2.414.047  3.062.360  2.778.002  2.911.235  3.048.954  3.047.968 

Our Office recommended also in the past, that when the amounts intended to be paid by the Ministry to 
the University, which are referred in the agreement between them, which after the last renewal was valid 
until 31.8.2014, greatly exceeded the expenditure needed to implement the program, the accumulated 
amount should be set off against the amount required to be remitted by the Ministry to the University to 
continue the PSPT for the following years, until it is fully used or to be taken into account in the calculation 
of the state subsidy, a recommendation with which, as expected, the University did not agree. 
 
 
 
 
 
As we were informed by the Chairman of the Council of the University on 29.10.2015, the University 
believes that there is a need to use the available amount of the program for the University development, 
based on its needs, taking into account the trend towards non-budgetary increases. However, the position 
of our Office is as our recommendation above. 
Assets. 

Recommendation: The decision of the Council for 80% of revenue from postgraduate tuition fees to be 
allocated to the relevant Department and the handling of such revenues to be decided on an annual 
basis depending on the needs of the University, such as 2013. 

Recommendation:  Decisions on the handling of the accumulated amount should be taken, 
considering that for the academic year 2013-2014 the operation of the program was suspended and 
was resumed again in 2015-2016, with the involvement of the Ministry of Education and Culture, on 
the basis of the previous recommendation of our Office for the non-accumulation of amounts and the 
use of the balances against the government subsidy. 



 

 

(a)       Assets Register. 
           (i)        Reconciliation of the assets register with the accounting system. 
 
 
 
         (ii)        Physical verification of assets.  
                      A physical verification of assets for 2011 and 2012 has not been carried out, but the first 

physical counting has been completed in 2013, according to which there was also a 
registration of assets in the register. 

 
 
 
 (b)    Purchase of a painting.   On 6.12.2012, the University paid an amount of €100,000, for the purchase 
of the painting “The Gynaikopazaro” of Telemachus Kanthos. The purchase of the painting took place after 
a letter of a family relative of the artist dated 7.12.2011, to the Rector, which stated that the offer made to 
the University of the oil painting “The Gynaikopazaro”, framed by 38 drawings was for the price  of 
€100,000 for the painting and €1.700 for each of the 38 drawings. Also, the family of the artist would be 
offering also, as a donation, twelve drawings in order to have the whole collection consisting of the oil 
painting and fifty drawings. 
            (i)     Establishment of a committee. The above letter was presented to the Council at its meeting 

dated 23.1.2012, which decided to establish a 3-member committee the aim of which was, 
inter alia, the negotiation of the purchase of the paintings, finding a sponsor for the purchase 
of the paintings and the consultation with the library architect for the examination of the 
placement and display of the paintings in the Library building. Our Office during the audit, 
requested the minutes and / or the report of the above committee, but they could not be 
found to be presented to us. 

 
 
 
                         As we were informed by the Chairman of the Council of the University on 29.10.2015, the 

views of the committee were verbal and assured us that there are no minutes or any other 
document and that, beyond the recommendations of that committee, the views of other 
external experts, on the estimated value of the collection, have also been obtained, but 
verbally, on the recommendations of which the Council came to the relevant agreement. He 
also informed us that the acquisition of the collection was a unique opportunity that could not 
be repeated. 

          (iv) The market price of the paintings. On 14.5.2012, the Council approved the agreement 
between the University and Telemachus Kanthos family, which involved the purchase by the 
University of the collection “The Gynaikopazaro”, consisting of the oil painting “The 
Gynaikopazaro” and twenty drawings of the same theme, for a total amount of €134.000, 
accompanied by another 20 additional drawings of the same collection as a donation. For the 

Recommendation: Our Office recommends that, now that there is a register of assets, to reconcile the 
additions of assets per class between the register and the accounting system, so that their introduction 
to the Integrated Management System is done correctly with agreed amounts, without differences. 

Recommendation: A physical counting of assets at least once a year should be carried out (even on a 
sample basis, but in a way to cover all the assets over a period of two to five years) and a physical count 
certificate should be prepared for the items counted. 

Recommendation: We requested that the minutes and the relevant report is submitted to our Office as 
soon as possible.  



 

 

purchase of the collection "The Gynaikopazaro", a Council member said that, based on 
research that has been done, the amount should not exceed €40.000 and considered that the 
issue of the price should be further investigated, as well as the achievement of the lowest 
price. 

 
 
 
 
 
 
 
 
                       As we were informed by the Chairman of the Council of the University on 29.10.2015, the 

collection "Gynaikopazaro" consists of an oil painting of dimensions 120cm. X 340m., 
surrounded by 40 drawings, the value of which was set at €100.000 for the main painting (oil 
painting ) and €1700 for each drawing of the same collection and with the relevant agreement, 
the University of Cyprus eventually became the owner of the main painting and 40 drawings of 
the same collection, 20 of which were obtained as a donation to the University, for a total 
amount of €134,000. He also informed us that the costing of the main painting to the amount 
of €40.000 was the view of a member of the Council who had no expertise and experience in 
assessing the value of a great work of art. 
However, our Office recommends that before any purchase, an appropriate process should be 
established for purchasing art works, as our recommendation below. 

           (iii)    Process of purchase works of art. During the audit it was found that the above procedure 
followed for the purchase of works of art was unorthodox. 

 
 
 
The President of the Council of the University informed us on 29.10.2015, that the intention of the 
University is to establish an appropriate policy for the purchase of art works and instructions were given for 
the submission of a proposal to the Council for the procedure which should regulate the purchase of art 
works. 
Subscriptions to magazines and databases of other libraries. Until 2012, the Helenic Academic Libraries 
Link (HEAL-Link) signed agreements with Swets Information Services B.V. (which has agreements with 
several publishers) for access to electronic journals and databases. The University, as a member of the 
Helenic Academic Libraries Consortium, was a party to the above agreements to which the percentage for 
the participation of the University was established. As we learned, from 2013 onwards, the University is no 
longer part of that Consortium, due to financial problems at the universities of Greece and Cyprus 
universities have created a new consortium on their own. 

Recommendation: Our Office requested information with respect to (i) on what basis the 
University considered that the price of €100.000 was reasonable, given the above reference of a 
Council member for a value of €40.000 (ii) how necessary it was, at a time of crisis, to buy such an 
expensive painting for a building not yet built and (iii) whether a search took place for alternative 
paintings that could meet any possible need. 

Recommendation: Our Office recommended that, before any new purchase, an appropriate procedure 
for purchasing art works is established. 



 

 

According to the minutes of the meeting of the University Council dated 12.12.2011 it was decided to 
conduct an administrative investigation to determine whether any resulting disciplinary offenses were 
committed by the Library Director, relating to the management of the case of the University's participation 
in the consortium of Helenic Universities (HEAL-Link) and the payments made to it. 
The survey was conducted by the Head of the Financial Services of the University, who presented her 
findings in a note dated 21.6.2012 and, subsequently, the then Director of the Library responded to the 
findings of the Head. These notes were discussed at the Council of the University meeting on 24.9.2012 
where the Council reached two conclusions: (a) the Tender Board and Finance (TBF) had correctly 
questioned the benefit that the University obtains from such cooperation in relation to the high cost 
involved and (b) the preparation of the questionnaire by the TBF, the Vice Rector for Academic Affairs and 
the Director of Administration and Finance, to be submitted to the Library Director and then the TBF to 
evaluate the answers and brief the Council. 
It is noted that the above questionnaire was either not prepared or was not answered, as there seems that 
no reference was made to it in subsequent Council minutes. 
 
 
As we were informed by the Chairman of the Council of the University on 29.10.2015, the investigation was 
completed, the structure of the questionnaire was prepared and there was a response from the Director of 
the Library. He also informed us that, due to the complexity of the matter, the investigation lasted for a 
long period and that the relevant documents and information are available to our Office for review. 
Cooperative Bookstore of the Cyprus University Ltd. It was found that the “Cooperative Bookstore of the 
University of Cyprus Ltd”, which was registered by the University at the Commissioner of Co-operative 
Societies’ Supervision and Development Authority on 29.12.2010, has still not yet started its operation. 
During our audit, the Statute of the bookstore, as well as the technical and economical study drafted by the 
Vice Rector for Academic Affairs and two officers of the University, were presented to us. As our Office was 
informed there is no final study. Meanwhile, while the Senate of the University at its meeting no. 32/2010, 
dated 11.11.2010, approved the award of a feasibility study regarding the Bookstore to Gutenberg 
publications, the award to this company never took place. 
The draft study done by the University, while it is making reference to the bookstore equipment costs, to its 
annual running costs and its annual revenue, makes no reference to how it intended to obtain the initial 
capital required for the Bookstore in order to begin functioning. Ultimately, the result is that it was unable 
to secure any funding in order to start its operation to date. 
 
 
 
 
The Chairman of the University Council informed us on 29.10.2015 that due to the economic crisis, the 
University cannot finance the operation of the Co-operative Bookshop with a loan and that a tender 
process was announced for the operation of the bookstore by others, without however the expression of 
any interest. He also informed us that, in view of the significance of the project, the tendering process will 
be activated again in the year 2016. 

Recommendation: Because conducting an administrative investigation involves administrative costs, it 
is required to set out in advance timetables for its processing to be completed and utilised accordingly. 

Recommendation: To decide as soon as possible whether the Cooperative Bookstore of the University 
will finally operate and, if so, to have a time schedule for the implementation of the decision. We also 
expect an explanation for the long delay incurred. 



 

 

Cyprus University Theatrical Workshop (CUTW). 
The CUTW was registered as an Association on 10.2.2000, with Register no. 2154. To date, the entire 
accounting work of CUTW is conducted by the University and the relevant receipts and payments are 
included in the University accounts, instead of keeping separate accounts and preparing separate financial 
statements, since it is a separate legal entity. 
 
 
As we were informed by the Chairman of the Council of the University on 29.10.2015, the University 
Council will consider two options to resolve the issue (a) to cancel CUTW as an Association and its 
operation to be included in the University activities and (b) CUTW preparing separate financial statements, 
as a separate entity from the University. 
Promotion of academic staff in 2013. The University, following the advice of its legal adviser dated 
6.11.2013, proceeded in promoting twenty academics. 
Our Office, after investigating the matter, sent a letter to the University dated 6.5.2014 which stated that 
Article 3 (1) of Law no. 21 (I) / 2013 prohibits the filling of every position of first appointment, position of 
first appointment and promotion and  promotion position unless a written offer is given to the candidate 
on a date before the entry into force of the Law or an exemption from the ban on filling vacancies has been 
obtained based on the provisions of Article 4 of the Law and that the University did not receive such an 
exception. 
It was observed that in no case out of the twenty promotions of academics made by the University in 2013,   
a written offer for the position was given to the candidate on a date before the entry into force of the Law 
no. 21 (I) / 2013, ie before 18.4.2013, so that it is lawful and, therefore, we indicated that the above 
decisions of the competent bodies of the University for promotion / advancement of the twenty members 
of the academic staff are unlawful and may have to be withdrawn, noting at the same time, the penalties 
provided for by Article 4 of the Law (L.21 (I) / 2013). 
The Rector in his reply letter to our Office dated 3.7.2014 said that, promotion positions do not exist and 
are not intended to exist at the University because the positions of academic staff are combined and 
therefore, on the basis of the above-mentioned opinion of the legal adviser, the promotion of the twenty 
academics is entirely lawful. 
Ιn view of the above reply of the Rector, our Office raised the issue with a letter to the Attorney General 
dated 11.7.2014, raised the issue, asking to issue an opinion on whether the decisions of the competent 
bodies of the University for promotion / advancement of twenty academic staff was legitimate and if not to 
advise the University for the proper handling that should be done. Until the date of the preparation of this 
report, there was no reply from the Attorney General. 
Employment of a Professor of the University of Cyprus at the Cyprus Institute. A Professor of the 
University of Cyprus joined the Institute of Cyprus, which is a private entity, as Professor with a contract for 
24% of her time. The first contract was concluded for the period 15.10.2008 - 14.10.2009 and the second 
for the period 1.9.2010 - 31.8.2015. Both contracts provided for annual earnings, the first amounting to 
€24.000 and the second amounting to €24.340 which will be varied, after the first year, based on the cost 
of living index. Additionally, under the second contract, the Institute would allocate in advance for the 
entire five years the amount of €200.000 to be used for research or research activities and any costs these 
entail. 

Recommendation: Since CUTW is a separate legal entity from the University, it should prepare separate 
financial statements. 



 

 

The Personnel Committee and Regulations of the Council of the University of Cyprus with various decisions 
approved the employment of the said Professor at the Institute based on Circular no. 4.8 “Provision of 
services, participation in research projects and participation in the bodies for the exploitation of 
knowledge”. 
From an investigation conducted by our Office, the following were found: 
(a)     For the above appointment, the Professor informed the University retrospectively on 10.2.2009, 
whereas she had to seek approval before signing the contract. 
(b)   The approval to the Professor was granted by the Staff Committee and Council Regulations under 
Circular 4.8, and not under Regulation 7 (8) of the Cyprus University (Academic Staff) Regulations of 1990-
2005, which provides for authorization of employment outside the University based on Rules and provided 
the employment is not incompatible with the function of an academic and does not affect the interests of 
the University. 
Under the terms of the contracts and the deductions and contributions made by the Institute for this 
Professor, it is concluded that her employment by the Institute constitutes employment as a temporary 
employee and, therefore, circular 4.8, under which the approval was granted which, it should be noted, is 
not covered legislatively, does not apply in her case. 
 (c)     Even if the procedure which provides for the approval of the Committee under Regulation 7 (8) of the 
Cyprus University (Academic Staff) Regulations of 1990-2005 was followed, our Office considers that the 
above Regulation could not be used in this case because the interests of the University are affected, since it 
is not a matter of cooperation between the two Institutions, but between the said Professor and of the 
Institute, and she could  apply for these research programs on behalf of the University, instead of the 
Institute. The University's position that its interests are not affected, because in the research field there is a 
wide range of scientific competences and the corresponding field and corresponding research unit does not 
exist at the University, is not in agreement with our Office view since we believe that the creation of new 
research fields is to its advantage. 
 (d)     Since the conditions set out in Regulation 7 (8) were not met, the only relevant Regulation for the 
case of the said Professor is, in the view of our Office, Regulation 7 (6) of Cyprus University (Academic Staff) 
regulations of 1990-2005, which provides that leave of absence without pay for one year is granted by the 
Council on the recommendation of the Senate and under Rules to members of the academic staff to work 
in another university or to engage in research. According to the Rules, “the frequency of authorization 
without remuneration depends on the seriousness of the reasons for which it is requested and is subject to 
the satisfaction of the competent bodies.” Also, this reference to the Rules, appears not to be consistent 
with the Regulation which provides for a license for one year only and therefore, the approval to the said 
Professor should have been given without pay, just for a year, for 100 % and not for 24% of the time for a 
total of 6 years and with earnings. 
 (e)     The Professor is paid a full salary from the University, although for 24% of her time she works at the 
Institute of Cyprus, which pays her an additional remuneration corresponding to this time, which is 
calculated on her salary plus the special allowance she receives from the University. 
Without prejudice to our above position as to the illegality of the employment of this Professor at the 
Institute of Cyprus, our Office is of the view that, in accordance with the University's legislation and good 
administration purposes, the University ought to deduct 24 % of the salary paid to her. 
It is noted that the absence of Professor over 24% of her working time, without being regarded as leave 
without pay, will also affect in future the amount of her pension benefits with increased benefit for her. 



 

 

(f)     The University, in order to meet the teaching needs that arise due to the absence of the said 
Professor, employed an Academic Visitor, the remuneration of which is entirely covered by the Institute of 
Cyprus and is about half the earnings of that Professor. 
The Professor works the same length of  time as other University Professors and yet has received for the 
period 1.9.2010-31.12.2004 from the University an amount of around €94.500 as an extra remuneration 
and an amount of around €5.800 as a special allowance, as well as an amount about €13.000 from the 
Institute of Cyprus as additional compensation (special bonus). 
The annual amounts paid to the Professor for the years from 2011 until 2014 and which account for 24% of 
her earnings from the University, as we have seen, include the special allowance which the University paid 
to her until 2012 when it was repealed. 
 
 
 
  
As we were informed by the Director General of the Ministry of Education and Culture, with her letter 
dated 7.7.2015, the University decided not to allow the said Professor to renew her contract with the 
Institute of Cyprus, nor to have any other employment. She also informed us that regarding the issue of 
overpayments, the Ministry of Education and Culture has requested an opinion from the Legal Office and as 
soon as it is received by the Ministry, our Office will be informed of the views of the Ministry and of any 
appropriate action. 
Also, as we were informed by the Chairman of the Council of the University on 29.10.2015, the University 
has signed a revised agreement with the Cyprus Institute in order, on one hand, to avoid the phenomena of 
double employment observed and to enable the two organisations to cooperate with exchange of services. 
Complaint against the University of Cyprus regarding the employment of a University Officer at the 
University Office of Legal Affairs. The University recruited a person on a short-term contract as from 
27.12.2013, to replace the University Officer (Legal Matters) who was absent on maternity leave in 
accordance with the Council of the University's decision of 11.11.2013 to “replace the University Officer 
(Legal Matters) to cover temporary needs during her absence on maternity leave by recruiting staff of the 
same specialty, for a short period for six months which may be renewed up to 31.12.2014” . This person is 
until today employed by the University (22 months), despite the Council's decision and despite the fact that 
the vacancy notice expressly states that “with the return of a permanent official from maternity leave, the 
short-term contract will be terminated automatically”. 
The position of our Office is that the whole employment of the person concerned is not legal and should be 
terminated immediately, since this seems to be in breach of Article 11 of the 2013 Law on the 2013 Budget 
of the University of Cyprus (L.43 (II ) / 2013), which states that “... no charge is made for the recruitment of 
additional persons ... to meet temporary needs ...”. It is noted that corresponding articles with similar 
prohibitory provisions as that of 2013 are included in the later adopted laws on the Budget of the 
University of Cyprus, namely, in the 2014 Budget of the University of Cyprus, Law of 2014 and the 2015 
Budget of the University of Cyprus Law of 2015. 
 
 
 

Recommendation: The above employment and any other similar cases of employment should cease 
immediately. It is also expected that the employment process of the aforementioned person, as well 
as of any other similar case, will be investigated and that responsibility will be attributed with our 
Office updated accordingly. 

Recommendation: The above amounts of the specific allowance incorporated in the salary are in our 
view, overpayments to her and therefore, our Office in a letter to the Ministry of Finance dated 
13.2.2015 requested that they are recovered since there was no intention of the Institute to pay to 
her the special allowance and she knew of its abolition as from 1.1.2013. 
 



 

 

As we were informed by the Chairman of the Council of the University on 29.10.2015, the recruitment of 
the person in 2013 was made legally and pursuant to the Recruitment of Casual Employees in the Service of 
Public Corporations Laws of 1985, the legal opinion of the internal legal advisers of the University and the 
provisions of the Budget of the University of Cyprus Law of 2013, opinions with which our Office disagrees 
and will refer the matter in writing to the Attorney General for advice and appropriate actions to be taken. 
Works in the University Campus. 
(a)     General. The University Campus construction works began in 1999 on the basis of the framework for 
the development of the General Spatial Plan. The latest estimate of the expected cost of all projects, 
carried out in 2006, amounted to €410m., compared to €148m., which was the original estimate in 1995. 
According to the Campus Development Office (CDO), the increase in the amount of the expenditure is due 
mainly (i) to the increase in the number of Departments / Faculties that operate at the University with a 
corresponding increase in the number of students, which resulted in the need for revision the building 
program to increase the built area in excess of 100% , (ii) to the upgraded project design and, (iii) to price 
increases in labour and materials. 
In October 2015, the Chairman of the University Council informed us that the above comparison between 
the amount of the expenditure estimate for 2006 with the equivalent of 1995 relates to different sizes, 
contents and data, without quoting any figures for justification. 
Until now, the buildings of “School of Science and Technology”, “Halls of Residence”, “Administration”, 
“School of Economics and Management”, “Social Activities” and “Sports Facilities”, have been completed 
while the building “Information Centre - Library Stelios Ioannou” is in progress. 
In May 2015, the tender for the project construction of the  buildings of the Faculty of Engineering and in 
June 2015, the architectural competition for the design of the buildings of the Medical School have been 
announced. 
(b)     Work in progress. 
Information Centre - Library Stelios Ioannou. In the development context of the General Spatial Plan of the 
Campus, it was decided to promote the construction of the Information Centre - Library Stelios Ioannou. 
Part of the cost of the construction will be paid - as a donation to the University - from a private donor. The 
amount of the donation amounts to €8.000.000. 
The preparation of the study was assigned in December 2002 to a French architect, as it was provided in a 
relative term of the above donation. The remuneration of the Architect, totaling €1,520,000, was paid 
directly by that donor, in addition to the donation amount for the construction of the building. 
In December 2010, the University announced an open tender for the construction of the project. In March 
2011, 10 tenders were submitted, the assessment of which was completed in May 2011. The project was 
awarded to the lowest tenderer, for the amount of €29.699.967. 
From a site inspection in November 2014, the following was observed: 
         (i)        Progress of works. The commencement of works was on 3.10.2011, with completion date the 

2.10.2014. The progress of work presented considerable delay which was estimated at around 
18 months. Pursuant to the provisions of the contract, the amount of the delay clause sum, 
amounts to €4.000 per day. 

                       Until the day of the audit, the concession of time extension to the Contractor of 57 working 
days, of which 18 days with financial compensation (worth €56.976) was approved by the 



 

 

University. Based on the approved time extension, the project completion date was postponed 
to 22.12.2014. 

                        Much of the delay is due to the slow pace of the Contractor's work, because - according to the 
University – of the economic crisis, which affected the smooth development of the works. 

                         On 24.9.2014, the Contractor submitted to the consultants of the project a claim for 18.5 
months time extension, in addition to the above allotted extension, postponing the date of 
completion to  11.7.2016. This requirement of the Contractor covers events, as he claims, until 
30.6.2014. Simultaneously, the Contractor submitted his financial requirements - because of 
the extension - amounting to €4.141.515, noting that they relate solely to his own claims and 
do not include any claims of the appointed subcontractors / suppliers. 

                       According to the claim of the Contractor, the main causes of the delay are due to the existence 
of a rock found during excavations, to shortcomings / weaknesses of the study (which resulted 
in the revision of the plans), to the shortcomings of Bills of Quantities as well as to the 
execution of high volume of works which were not foreseen in the Bills, to delays in the 
finalisation of static plans and to the issue of revised plans for electromechanical works, the 
issuing of a large number of Architectural Guidelines (128 until 30.6.2014) and to the delay of 
the approval by the Architects of the submitted materials and finally to the adverse weather 
conditions. 

                       Until today, changes / amendments of the plans amounting to €2.040.883 have been approved 
by the competent bodies of the University (Project Coordinator / TCVC / CCVC). Based at the 
University data, the final cost of the project, according to current data, is expected to amount 
to €31.780.700. 

        (ii)       Revision of the Contracts of Consultants. On 15.2.2012 the University signed with the 
consultants of the project an agreement to expand the involvement of the French Architect in 
Charge during the execution of the project, in order to ensure the proper implementation of 
the initial concept of the design, for an amount of €249.850. On 13.3.2013 there was an 
extension of the above agreement for the inclusion also of the services of a specialist on 
sound, for an additional amount of €38.400. In addition to the above, the University secured - 
through a tender conducted by the Local Architect – the services of a  second specialist in 
sound for the supervision of the acoustic work (during the project implementation), for a 
remuneration of  €20.000 . 

        
         (iii)       Updating and upgrading of the study of the sound of the project. The University Council at its 

meeting held on 9.12.2013, approved - by majority – the spending of a maximum amount of 
€850.000, to execute works for the upgrade of the acoustics of the project, based on the 
findings of an updated acoustic study which was prepared by the Consultants for Acoustics, 
after the start of the construction work. According to the above study, the actual sound level 
of the building space was much larger than initially expected, which makes it necessary to 
change the project design and the execution of the aforementioned additional works at a cost 
amounting to about €850.000. 

         



 

 

         (iv)      Granting financial facilities to the Contractor. The University approved the granting to the 
Contractor of the following financial facilities to cope with the consequences of the economic 
crisis: 

                       •      Additional advance payment of 4% (an amount of €795.687) with a corresponding 
increase in the Bank Guarantee. 

                       •      Postponing the start of the deduction of the monthly installment for the repayment of the 
advance for three months, with a new start date on 1.1.2014. 

                       •      Return of the Project detention totaling €804.439, with a corresponding equal amount of 
a Bank Guarantee. 

On 20.11.2014, the University asked the Treasury of the Republic, as to whether it would be possible to 
meet the request of the Contractor for granting a new advance of 15% on the remaining amount of the 
contract on 1.1.2015, date on which the University considered that it would have recovered the full amount 
of the previous advance which had been granted to the Contractor. 
In December 2014, in our letter to the Chairman and members of the University Council Members, we 
noted the following: 
         (i)      The progress of work suffered considerable delay, on the basis of which the Contractor 

claimed extension 18.5 months and financial compensation amounting to €4.141.515. 
         (ii)  Due to the design weaknesses / deficiencies, problems had arisen in the smooth execution of 

the work and the need for modification / revision of the plans by issuing a large number of 
architectural guidelines, leading to significant cost increases. Until December 2014, an amount 
of €1.896.692 was approved by the University for changes and an amount of €850.000 to 
upgrade the audio system of the project. 

          (iii)     The University had begun to review the contracts of the Consultants, to ensure the proper 
execution of the project, for an additional cost €308.250. 

          (iv)      The University had proceeded in granting financial facilities to the Contractor for dealing with 
the consequences of the economic crisis, which was beyond the usual measures contained in 
the Circulars of the Competent Authority of Public Procurement for measures to strengthen 
the construction industry. 

With our above letter we asked to be informed about the measures taken by the University for the 
expeditious completion of the project within the contract provisions, in addition to the facilities mentioned 
above, in view of the fact that the revised date of the completion of the project (22/12/2014) was 
approaching. We also asked to be informed about the estimated final value of the contract, as it was 
expected to be after the changes / amendments until the completion of the project. 
Finally, we suggested that the University considers the possible responsibility of the Consultants for 
weaknesses / deficiencies in the study, as a result of which part of the above delays was caused, as well as 
to assess the cost increase because of the study's weaknesses / deficiencies. 
In January 2015, the Chairman of the Council of the University informed us, among others, of the following: 
The innovative design of the project in conjunction with the lack of previous experience in preparing a 
similar study type, created the need for continued supplementation, correction and revision of the various 
studies, resulting in the alteration of both the construction schedule and the final cost of the project. An 
important factor that caused the delay was the economic crisis, the effects of which have formed the new 



 

 

circumstances and conditions that directly affected the Consultants and the Contractor. The decisions taken 
to grant certain facilities to the Contractor were designed to ensure as far as possible the smooth 
continuation of the work. The requirements of the Contractor for extension of time were examined by the 
Consultants and the Campus Development Office (GAP) and the University Council approved the allocation 
of 12 months extension without financial compensation. Under the new approved time extension, the 
project completion date was postponed to 22.12.2015. 
In April 2015, with our new letter to the Chairman and members of the University Council members, having 
studied further information requested by us  and  sent by the University and, in view of the non-acceptance 
by the Contractor of the above approved time extension, we observed the following : 
The Contractor had submitted on 24.9.2014, on the one hand a claim for 18.5 months extension of time for 
completion of the project and on the other for financial compensation amounting to €4.141.515. 
The above claims of the Contractor were considered by the Consultants, who in a letter to the University 
dated 26.11.2014 stated, inter alia, that they were unable to reach a final decision due to lack (non-
submission) of adequate data for evaluation. 
Subsequently the matter was examined by the TCVC of the University, which in its Note dated 12.9.2014 to 
CCVC, recommended the granting of time extension to the Contractor of 12 months without financial 
compensation, setting a new revised project completion date, the 22.12.2015. 
The CCVC with its own Note dated 12.10.2014, referred the matter to the University Council for decision. 
On 22.12.2014, the University Council at a meeting, decided to approve the above recommendation of the 
TCVC, stating in its judgment that the analytical assessment of the delays caused by the parties, will be 
finalised after the submission of all necessary data by the Contractor and the completion of their study / 
evaluation by the Consultants. 
With our above letter we pointed out that the Consultants should have been requested to implement the 
provisions of the contract regarding the submission / review process of the Contractor's requirements, in 
particular by setting - strict - schedules of compliance. We also noted that because the matter was very 
serious, it was not appropriate to leave the examination pending for so long. 
Regarding the delay in the progress of the project, as a result of the study's shortcomings / weaknesses and 
the non-availability to the Contractor of necessary information / data for the seamless execution of works, 
we recommended that the University considers this matter and, if it identifies any responsibilities of the 
Consultants, to apply the provisions of the contract signed with the University. 
In the same month, the Head of GAP, in a letter to the Consultants, requested that they immediately 
submit their final position as regards the claim of the Contractor for extension of time and possible financial 
compensation in view of the imminent start of negotiations between the University and the Contractor to 
resolve the dispute that had arisen in this matter. 
In May 2015, the CCVC decided to authorise the  TCVC to consult with the Contractor, in order to reach an 
amicable settlement of the above difference and make a contribution to CCVC. 
According to a recent Progress Report (no. 2015/02), which was prepared in June 2015 by the Project 
Coordinator, there is a further significant delay in the progress of work. The project is expected to be 
completed in December 2016, ie a total delay of about 27 months, of which 15 months are related to 
already justified extension of time (until 21.12.2015) and the remaining 12 months are related to potential 
undue delays. By June 2015, the project implementation rate stood at 47%, while the elapsed time 
amounted to 89% of the revised total time of the contract. In the above report it is also stated that the 
progress and development of the works, particularly in the last year, showed extremely low pace. 



 

 

In our letter to the Chairman and members of the University Council Members, in July 2015, we  
recommended - in view of the above, and the Contractor's requirements and taking into account the 
complexity of the project – that the matter is referred for counseling to the Central Committee Variations 
and Claims of the public, which handles matters of a similar nature and, therefore, has the necessary 
experience / expertise, for the best possible safeguard of the interests of the University. 
In October 2015, the Chairman of the Council of the University informed us that the effect on the smooth 
progress of the construction project is due, among other things, to the innovative design of the project, the 
large number of consultants involved and the contribution of an individual donor both in the choice of the 
foreign architect and in its construction. 
 
 
 
 
 
The University agrees with the above recommendation of our Office, taking into account the priorities set 
and the capabilities of checking the adequacy / completeness of studies, as well as the long time between 
the study / design and the start of the project construction. 
(c)      Projects completed.  
Buildings for Social Activities – Claims of Contractor for Time Extension and Compensation. The history 
and our main observations on the implementation contract of the above project, are presented in our 
relevant paragraph of the Annual Report for 2012. 
In July 2014, the Internal Auditor of the University sent to our Office a copy of the report of the findings of 
an investigation he conducted on the subject of an amicable settlement, under which the payment of the 
additional amount of €890.000 to the Contractor had been decided by the University. However, as 
mentioned in our report of 2012, the payment of the above amount had not progressed, initially on the 
recommendation of our Office, so that additional time was provided to complete the investigation we had 
begun regarding the procedure followed which resulted in the agreement for the payment of the above 
amount and then, because of our disagreement for the whole handling of the matter by the University 
Council. 
After a study of the above report and because of the additional aspects that had arisen, with our letter to 
the Chairman of the University Council in August 2014, we observed the following: 
           (ii)      The non-keeping / preparation of minutes and / or supporting documents, certified / signed by 

all members of the University's negotiation committee, in which to record the representatives 
of the Contractor who were present and all those involved in the negotiation between the 
tripartite negotiation committee of the University and the Contractor, during which it was 
agreed to pay the sum of €890.000, under an amicable settlement, was a serious omission. We 
pointed out that  the minutes / documents should have documented- among other things - the 
reasons for which the negotiating committee - by majority -  decided to pay the additional 
amount of €890.000, instead of the amount of €49.633, which was estimated / approved on 
31.3.2011 by the University Central Committee  of Variations and Claims (CCVC), which was 
charged with reviewing / approving changes and claims for the contracts of the University  
works and the reasons for disagreement of the third member of the committee. We noted that 

Recommendation: The examination of the claims should be made as soon as possible and in accordance with the provisions of the contract in order to avoid further problems. Also, before the announcement of tenders, the adequacy / completeness of the study should be checked, in order to avoid delays and additional costs in the implementation of the project. 



 

 

the CCVC members should possess the specialized knowledge required and the experience / 
expertise in order to safeguard the interests of the University in examining variations / claims 
submitted during the implementation of contracts of works. As we were informed by the 
Chairman of the University Council in October 2014, the above amount of €49.633, following a 
partial adjustment, was finally calculated at €28.516. 

        (ii)  The decision of the negotiating committee, especially since it was not unanimous, should have 
been, as the Rector had suggested, referred for decision to the University Board who refused 
to sign the letter to the Director General of the Ministry of Education and Culture, with which 
it was requested to remit directly to the University the amount of €890.000, to be paid to the 
Contractor. That letter was signed and sent by the former Chairman of the Council and the 
former Director of Administration and Finance of the University. 

In view of the above, we suggested that the whole matter is subjected to an examination by the University 
Council, in order to attribute any responsibilities for the entire handling of the issue, the outcome of which 
might have been far different, if not for the immediate examination and prompt submission of the 
observations / recommendations of our Office. 
In October 2014, the Chairman of the University Council informed our Office that the discussion of the 
matter before the University Audit Committee was concluded and the matter is before the University 
Council for study and evaluation. Due to internal disagreements - that led to legal proceedings between the 
parties involved - the Council is examining and evaluating all data for a final decision. 
In January 2015, the Chairman of the University Council informed our Office that the Council of the 
University, after a detailed examination of the Internal Auditor's report, a thorough discussion and 
consideration, decided to refer the matter to the legal advisers of the University for advice whether  
disciplinary cases are substantiated, so that the University proceeds with the necessary actions. 
In May 2015, the Chairman of the Council of the University informed us that the Council concluded its 
examination of the matter, having considered the advice of its legal advisers, in which, although irregular 
actions are recorded and / or acts and / or omissions of the two out of the three members of the 
negotiating committee, of the former Chairman of the Council and of the former Director of Finance and 
Administration of the University, however these - based on the opinion -  could not be included, according 
to the disciplinary rules and regulations of the University, under any disciplinary offenses. The Council 
expresses its deep dislike and condemns the actions of the above, who acted in an irregular way, outside of 
legal procedures and in a manner detrimental to the best interests of the University. 
 
 
 
In October 2015, the Chairman of the Council of the University informed us that he agrees with the above 
recommendation of our Office, but in this case the Council did not alter the position of any of the 
Committee's recommendations and the decision was based on evidence and events which it had before it 
and on advice of its legal advisers. 
He also informed us that the University has proceeded with the repayment of amounts due to the 
Contractor, who has initiated legal proceedings for the appointment of an arbitrator and the matter is 
before the Court. 
 (d)    Notice of Architectural Competition for the Building of the Medical School on the University 
Campus - Remuneration of Consultants.  According to Article 17 of the conditions of the notice of the 

Recommendation: Any variation of the Council of the University from the recommendations of the 
relevant committees, should be fully justified. 



 

 

competition, the total remuneration of the Group of Consultants was determined as a percentage at 8,5% 
on the net amount of the project contract. 
In April 2015, with our letter to the Chairman and the Members of the University Council, we indicated that 
the above fee was too high, given the economic situation that prevailed, the levels at which the fees ranged  
for such Services, the amount of the cost estimate - which amounted to €14m. – as well as the fact that the 
remuneration of the Quantity Surveyor was not included in the above rate (it would be paid directly to him 
by the University) and, therefore, we suggested that the rate is reduced to 6%. 
We further indicated that the comparison of this project with the building of the Polytechnic School, for 
which the same fee rate (8.5%) has been determined in the relevant design competition was not 
representative because that competition took place earlier when other conditions and pay levels were 
prevailing for such Services and, it was a more complex project. 
Finally, we indicated that the total amount of prizes for the best three studies and for three awards 
(€181,000), is considered by our Office too high and we expressed the view that it did not meet both the 
main purpose of participating in a competition (in which the fee should not be an end in itself) and, 
secondly, the economic conditions prevailing in Cyprus. 
In May 2015, after a meeting with the Rector and the Head of the University Technical Services, the 
Campus Development Office expressed its disagreement in the reduction of the Consultants remuneration 
rate and then, after explanations given for the reasons the above pay rate was specified, it was agreed to 
be set at 8%, taking into account that a significant part of the fee was included in the donation. It was 
further agreed that the total amount of prizes for the best three studies and for the three awards, is 
reduced to €136,000. 
 
 
 
(e)   Seismic Upgrade and Renovation of Buildings in the Central Area (Academy) of the University of 
Cyprus - Phase A - Competition number TEX 061/14. The tender documents established as the contract 
budget an amount of €7.500.000 and the duration of its execution 34 months. It was also established that 
the economic operators to participate in the competition should have an average annual turnover over the 
last three years, at least equal to €10.000.000. 
In June 2015, with our letter to the Chairman and the Members of the University Council , we observed 
that, given the budget and the duration of the project, it was shown that the value of the work per year 
was approximately €2.500.000. Therefore, we expressed the view that the amount set for the annual 
turnover was very high and suggested that it is reduced in order to achieve wider participation and the 
development of a healthy competition. 
In September 2015, the University informed us that it has decided to adopt the recommendation of our 
Office and by a clarifying Directive sent to economic operators amended the amount of the annual turnover 
of €10.000.000 to €4,000,000. 
 
 
 

Recommendation: The fee determined in Architectural competitions, and the amount of awards should reflect the prevailing economic conditions and the levels at which the range of fees for similar services. 

Recommendation: The criteria laid down in a competition have to meet the economic conditions and the situation that prevail, ensuring the widest possible participation and the development of a healthy competition. 



 

 

In October 2015, the Chairman of the University Council informed us that the University agrees with the 
above recommendation of our Office, but considers that the criteria may not be such as to jeopardize the 
possibility of execution of a project by the successful Contractor. 
4.35  CYPRUS  UNIVERSITY OF TECHNOLOGY 
Financial statements. The issues raised from our last audit carried out (on the financial statements of 2008 
and 2009) are presented in our Report for 2012. The draft financial statements of the University for the 
years 2010 and 2011 were submitted to our Office with delay on 17.11.2014 and 5.6.2015, respectively, 
while the financial statements for the years 2013 and 2014 had not been submitted to our Office until the 
date of the preparation of this Report and therefore the audit has not been conducted. 
  
 
 
 
 
In addition, our Office has examined the following issues: 
Filling positions of first appointment / election or first appointment / election and promotion / 
advancement and promotion of academic staff in 2013. The University, following the advice of the Legal 
Office of the Republic dated 16.12.2013, according to which the provision of Article 9 (1) of the Budget of 
the Technological University of Cyprus Law of 2013 (L.44 (II) / 2013) (which was passed by the House of 
Representatives and published in the Official Gazette of the Republic on 24.7.2013) could be applied 
instead of the relevant provisions of the Prohibition on filling Vacancies in the Public and Broader Public 
Sector (Special Provisions) Law of 2013 (L.21 (I) / 2013) (which was passed by the House of Representatives 
and published in the Official Gazette of the Republic on 18.4.2013), based on the fact that the adoption of 
the Budget was after the enactment of the Law no. 21 (I) 2013, proceeded to fill nine posts of first 
appointment / election of academic staff and to the promotion / advancement of six members of the 
integrated academic staff and nine members of the elected academic staff. 
Our Office, after investigating the matter, found that the filling of the posts took place while the prohibitory 
provisions of the Budget of the Technological University of Cyprus Law of 2012 (37 (II) / 2012) were in force, 
as from 12.4.2012, which provides for the suspension of filling of the  vacant first appointment posts / 
election and first appointment / election and promotion / advancement unless the recruiting process had 
begun and the candidate interviews before the competent body of the University  had been set and that as 
long as the prohibitive provisions of law 21 (I) / 2013 (passed by the House of Representatives and 
published in the Official Gazette on 18.4.2013), which prohibits the filling of vacancies in the public and 
broader public sector and public entities were in force . 
According to data provided by the CUT to our Office on 24.4.2014, 28.4.2014, 26.5.2014 and 13.6.2014, it 
was found that in no one case, of the nine appointments to the positions of first appointment / election or 
first appointment / election and promotion / advancement and of the 15 academic promotions (6-
integrated and 9 elected) made by the CUT in 2013,  a written offer  for the position had been given to the 
candidate at a date prior to the entry into force of the Law no. 21 (I) / 2013, ie before the 18.4.2013, so that 
it complies with the Law. 
In view of the above, our Office with a letter to the Attorney General dated 11.3.2014, raised the issue, 
asking to issue an opinion on whether the decisions of the competent organs of the CUT for filling the first 

Recommendation: Our Office notes that, pursuant to the Fiscal Responsibility and Budgetary 
Framework Law of 2014 no. 20 (I) / 2014, the financial statements for each financial year shall be 
submitted to the Auditor General for audit within four months after the end of each financial year. 
Therefore, the CUT, should ensure that there are no delays in the finalisation and submission of the 
annual financial statements in accordance with legislation. 



 

 

nine places of appointment / election or first appointment / election and promotion / advancement and 
promotion / advancement of nine members of the elected academic staff and six members of staff being 
integrated was lawful and whether the actions of the CUT were justified on the basis of the Law no. 44 (II 
provisions) / 2013 or were illegal. Until the date of the preparation of this Report there was no response by 
the Attorney General. 
Complaint against the University CUT for keeping fictitious minutes in relation to promotions / 
advancements of the integrated staff. After written complaints submitted to our Office on 7.10.2014 and 
13.10.2014, in which there were claims that there was alteration of the CUT Evaluation Committee’s 
minutes dated 19.9.2014 for promotion / advancement of the staff, our Office in a letter to the Chairman of 
the CUT dated 20.10.2014, asked him to arrange so that the competent body of the University, which was 
responsible for taking the decision for that promotion / advancement, postpones its decision until the 
completion of our investigation. 
Subsequently, with our letter to the Attorney General dated 3.12.2014, we forwarded a copy of the 
minutes which were submitted to our Office by a letter of the Rector of the CUT dated 24.11.2014, as well 
as a copy of the Confidential Report of the Internal Auditor of the University which was submitted to our 
Office on 27.11.2014, regarding his own actions. 
The Attorney General of the Republic on 20.2.2015 informed us that instructions were given to the Chief of 
Police to investigate the possible commission of offenses of forgery and circulation of a false document and 
that he will inform us without delay on the outcome of the investigation, just as he receives information 
from the Police. 
Subsequently, the Attorney General with a new letter dated 26.6.2015 informed us that a criminal charge 
was filed at the Limassol District Court for a total of 5 offenses against the Rector of the CUT, and that the 
case is set for hearing on 4.11.2015. 
About the reported advancements, the University Chairman  informed us on 3.11.2015 that, following the 
advice of the External Legal Consultant of the University which was taken at the suggestion of the Legal 
Office of the Republic in reply to a relevant query raised  by our Office, the Senate at its 51st meeting on 
2.9.2015 considered that the interference of any advisory Evaluation Committee was not necessary and, 
having before it all the necessary material, carried out the reassessment of candidates itself, repeating the 
same unanimous decision taken at the 37th meeting on 8.10.2014, namely the advancement of all of the  
seventeen candidates, for whom the procedures of advancement had stopped being prohibited by a 
decision of the Committee of Finance and Budget of the House of Representatives  on 29.9.2014 and that 
the decision of the Senate was endorsed by the Council by a unanimous decision of the Committee 
Responsible for Recruitment and Promotion taken at its 28th meeting on 24.9.2015. 
Buildings’ rental contracts concluded by  CUT to meet its housing needs.  After the establishment of the 
CUT, based on the Law L.198 (I) / 2003, dated 31.12.2003, with its headquarders in Limassol, the University 
began the process of finding and renovating appropriate buildings for housing its various Faculties and 
Offices. 
In 2004, the Council appointed the Provisional Executive Committee (PEC) of the University aiming for the 
admission of the first students in September 2007. 
At the first meeting of the PEC in April 2004 it was decided to start with the establishment of five schools, 
of which three could be located in Limassol and the other two in Nicosia. 



 

 

In the PEC meeting in November 2005 it was decided, inter alia, to cover the first University housing needs 
with the use of four buildings granted by the State and located in the center of Limassol (Old Post Office, 
the Old Court, the Old Department of Land and Survey and the Tritoftidi Clinic). 
On 2.2.2006, a Ministerial Committee meeting was held at the Ministry of Education and Culture at which 
the Minister of Interior said that the government's position is to house the CUT in the center of Limassol. It 
was also decided at the meeting, inter alia, the to set up a Coordinating Committee chaired by the 
Department of Town Planning and Housing (DTPH) to examine the location and future development of the 
University. 
On 15.3.2006, within the framework of the Coordinating Committee’s work, an information report / study 
on the housing of the CUT was prepared by the DTPH. In this report, it was suggested that for the location 
and development of the University in two sites, the first in the city center around the Old Post Office, the 
Old Court and the Old Department of Land and Surveys and the second in the area of the Old Hospital, the 
Technical School, Urban School and the Limassol Police Division. 
On 28.3.2006, a meeting chaired by the Chairman of the Republic was held in which it was decided, inter 
alia, that a detailed plan of expropriations of a number of private pieces of property for housing the CUT, is 
prepared by the DTPH. 
On 21.6.2006, at the Informal Rector's Council (IRC) meeting, the issue of the University’s location was 
considered and it was decided that, in view of the fact that the land acquisition process is time consuming 
and the number of students and staff is constantly increasing, the CUT proceeds to rent existing buildings 
as a temporary solution to the housing needs. 
On 26.6.2006, at a meeting of the PEC, the Chairman informed the Committee that steps are taken to rent 
buildings in order to meet the immediate housing needs of the University. 
On 27.7.2007, at a meeting of the PEC, the Strategic Plan for the University Development for the years 
2008-2012 was approved, according to which it was planned to start the construction of the campus 
buildings in the areas of both the first site and the second site, in 2010. 
At the Executive Committee (EC) of the University meeting held on 30.3.2009, it was decided to purchase 
from the State five buildings and the renting by the University of 12 other buildings to meet the immediate 
housing needs of the University. During the above meeting, the EC authorised the Head of the Property 
Administration Service (PAS) to proceed with the award procedure of entering into rental contracts. 
On 21.3.2012, the Council of the University, at its meeting, decided the establishment of an Administrative 
Committee for the management and control of the University property. 
On 25.4.2012, the Council decided to review all rental contracts for buildings that CUT concluded, with the 
aim to reduce rents and sign amending agreements after negotiations with their owners. 
On 27.4.2012, the above Administrative Committee of the Board, at its meeting, decided to appoint an Ad-
Hoc Negotiating Committee consisting of three members of the Council to negotiate the new terms of 
rental agreements with the owners of the buildings. 
In December 2012, the negotiation process of the Ad-Hoc Committee with all owners of rented buildings 
was completed. 
Our Office considers that the way in which the handling, over time, of the issue of the rental of buildings by 
CUT to meet the housing needs was an event that entailed a very high risk of corruption and 
mismanagement. 



 

 

Therefore, in September 2014 our Office decided to conduct a large-scale audit regarding the procedure 
followed for the conclusion of contracts to meet the housing needs of the CUT. 
Performance audit of the renting Contracts of buildings for the needs of the CUT. Our Office audited 30 
rental contracts of buildings which CUT concluded with several immovable property owners to meet its 
housing needs. 
          (i)     From the audit carried out, the following general observations arise on the procedure and 

actions that the competent CUT Service was following for the conclusion and implementation 
of rental contracts. 

                       •  CUT was leasing buildings in the natural state they were on the day of the rental, ie very 
old and unusable, paying market rent, the amount of which corresponded to a building 
suitable and ready for use as if it was suitable. Then, at its own expense, CUT was 
proceeding with renovations. Simultaneously, under the agreements,  CUT was paying 
the rent, starting from the day of the signing of the agreements, without being able to 
use them since they were under renovation. As a result, until the day when the buildings 
became ready for use, CUT had paid to owners amounts (rental and renovation works) 
approaching the building purchase costs.  

  With these tactics, CUT benefited certain owners of buildings which were repaired / 
refurbished   at CUT expense, while they received the agreed high rents from CUT. 

                      •          CUT included in the rental agreements and paid to the owners the cost for the necessary 
repairs, which, however, were costed at very high prices, compared with current market 
prices. The amounts were being paid to owners based on a summary cost estimate 
without requiring from and submitting by the owners to submit the necessary evidence 
of the actual cost of the work. 

                      •     Some owners, taking advantage of this tactic followed by CUT, bought dilapidated 
buildings, rented them at high rents to CUT, which also paid the repair / renovation 
costs to them, and then sold them, obtaining huge profits from the increase in the value 
of the property as a result of the renovations made by  CUT spending. 

                      •         In some contracts, CUT agreed and included in the agreements signed, a provision to 
start paying rent some months before the building was handed over to the CUT. With 
this provision it was paying ex-gratia amounts to the owners, which according to 
commercial ethics, was neither expected nor justified to pay. 

                      •         CUT proceeded to rent buildings that were unsuitable to meet their needs, thus incurring 
                                   rent costs for long periods without using the buildings. 
            (ii)     Separate reports on each of 25 rental agreements have been sent to the Attorney General, 

who decided to conduct a criminal investigation and the persons involved, who were handling 
the above agreements concluded by the CUT, and a property owner have already been 
referred to the Criminal Court.   

Tender for the Construction of a "Rehabilitation Clinic" in the Area of the Former Red Cross – No. of 
Comp. YDP (8) / 015/2014. According to the proposal of the notice of the tender, the project involved the 
demolition of the existing premises on the site of the former Red Cross in the area of the old Limassol 
Hospital (B Site of the University Development) and the construction of a new two-storey building, which 
would be the “Rehabilitation Clinic” to meet the housing needs of the Division of Speech Therapy of the 
Rehabilitation Department. 



 

 

According to the terms of the competition for the new building, it was provided to carry out works for the 
completion of the shell of the building, as well as the completion of the ground floor, while it would remain 
to complete the work of finishing and  equipping  the top floor, which would be carried out at a later stage. 
The project budget was set at €665.000. 
In November 2014, with our letter to the Rector of the University, we observed the following: 
On 4.12.2009, the Executive Committee of the University at its meeting decided to approve the amount of 
€ 144.000 for the relocation needs of the Red Cross, as recorded in the minutes of the 47th Session of the 
Commission. 
On the Certificate of Registration of Immovable Property issued on 3.9.201, with Registration Number 
6/36933, it was stated that the owner of the piece of property 609, which includes the old Hospital and the 
Police Directorate of Limassol, as well as the place which housed the Red Cross, is the Cyprus Republic. 
In a note on the title deed, it is stated that part of the property has been given to the Cyprus Red Cross and 
to the Electricity Authority of Cyprus (EAC), on lease. 
In view of the above, we asked the Rector to inform us as to the following: 
           (i)       The ownership of the space, on which it was scheduled to erect the above building and 

whether the lease of part of the space to the Cyprus Red Cross and EAC were taken into 
account. 

           (ii)     To what extent a study of the housing needs of the above Department, as well as of the 
relevant Programme Studies was conducted by the University. 

           (iii)     Whether the siting of the above building corresponded to the overall design and planning of 
the Second Site of the University Development. 

           (Iv)     The planning of the University for the completion of the project (completion of the building   
floor). 

            (v)    To what extent the planning permission and building permits for the construction of the 
building had already been issued and / or the date it was expected that they will be issued, 
taking into account that the submission of tenders expired on 20.11.2014. 

In the same month, the Rector of the University informed us the following: 
The space of the old Limassol Hospital belongs to the State and had been granted by the Council of 
Ministers to the Ministry of Education and Culture for the erection of the CUT. The University proceeded to 
an arrangement with the Red Cross to be relocated to another area. Regarding the EAC, the lease relates to 
the EAC substations located in the area of the buildings of the old hospital and do not affect the 
construction of the project. 
The “Rehabilitation Clinic” is a key part of the Department of Rehabilitation Sciences and includes teaching 
and research infrastructure necessary for this Department. 
Under the Strategic Planning, the Rehabilitation Department has been sited around the area of the Red 
Cross. 
The University, during the first phase, will complete the ground floor area of the building. The entire 
building will be completed in 3-4 years depending on available funds. 
The submission of the study on the issue of Planning Permission took place on 12.11.2014. The tenders will 
not be awarded if the relevant licenses are not secured first. 



 

 

In November 2015, the Chairman of the University Council informed us that, based on the collection  
receipt dated 3.1.2012, issued by the Red Cross for the compensation for its relocation, the amount of 
€160.000 was paid to it. 
 
4.36    CYPRUS RESEARCH AND ACADEMIC NETWORK 
Establishment and operation of the Cyprus Research and Academic Network. The Cyprus Research and 
Academic Network was founded on 31.5.2000 as a nonprofit institution with the Decision of the Council of 
Ministers dated 12.4.2000 and was registered as a Foundation based on the Associations and Foundations 
Law of 1972. 
The aims of the Foundation are, among others, the creation and web management for providing high 
quality services in order to promote, develop and support research and academic activities in Cyprus. 
The Foundation is managed by a six-member Board. 
Financial statements.   The issues arising from the audit carried out for the years 2004-2011 are presented 
in our report for 2012. The corrected draft financial statements for those years were submitted to our 
Office for review late, which is ongoing, on 23.6.2015. The financial statements for 2012 were submitted to 
our Office with delay on 3.2.2014, while for the years 2013 and 2014 were not submitted until the 
preparation of this Report. 
The President of the Board of the Foundation informed us on 4.11.2015 that the Cyprus Research and 
Academic Network is putting every effort so that in partnership and on the basis of recommendations of 
our Office to complete the audit of the financial statements up to 2012 and that, on the basis of the 
changes that will occur, the financial statements will be differentiated for the years 2013 and 2014 and will 
be submitted to our Office for the required audit. 
4.37 CYPRUS SPORT ORGANISATION 
 
 
 
 
 
 
 
4.38 CYPRUS THEATRE ORGANISATION 
Part A    
Submission of financial statements. The following issues arose from the audit of the financial statements 
for the year ended 31.12.2013, which were submitted to our Office on 30.7.2014. The draft financial 
statements for 2014 were submitted to our Office with delay on 6.11.2015 and therefore they have not 
been audited. We noted that the delay in submission of financial statements reduces significantly the 
taking of remedial and other measures on any weaknesses or gaps that may be observed. 

On June 15, 2015 the Report of our Office on the financial statements of the CSO for the year ended 
31 December 2014 was submitted to the House of Representatives, according to Article 3 (5) of the 
Public Corporations (Audit of Accounts) Laws of 1983-2007. The recommendations of that report are 
adopted and are considered an integral part of this Report so that Article 4A (“Compliance and 
implementation report”) of the Provision of Data and Information to the Auditor General of the 
Republic Law, applies also for them. 



 

 

Annual results. The income and expenditure of the Organisation for 2013 amounted to €7.999.187 and 
€8.908.771, respectively, compared to €7.784.790 and €7.275.830 for the previous year. The revenue for 
the year 2013 includes government subsidy amounting to €6.542.721, compared to €7.361.496 in 2012. 
Investments - Fair value of investments. During 2008, a total amount of €1m. was invested in 1m. 
convertible bonds of the Bank of Cyprus, listed on the CSE. According to the provisions of the Rescue with 
Equity Instruments of Cyprus Public Company Ltd Order of 2013, issued on 29.3.2013 by the Central Bank of 
Cyprus, the above bonds were converted into 1m. Class D shares of nominal value €1 each. Pursuant to the 
provisions of the amending Order dated 30.7.2013, the nominal value of all shares of Class D was reduced 
from €1 to €0.01 per share and these shares were combined into an ordinary share of nominal value €1. 
Therefore, as mentioned in a letter received by the Organisation on 28.8.2013, the current investment 
amounts to 10,000 ordinary shares of €1 each. 
From the valuation of securities at fair value, there was a loss of €990.000 in 2013. 
Budget. The budget of the Organisation for the financial year 2013 was approved by the Board of the 
Organisation on 11.6.2012, by the Council of Ministers on 23.10.2012 and passed into law by the House of 
Representatives on 30.4.2013. It is noted that the House of Representatives approved twelfths for January 
and February 2013. Therefore, the expenditure incurred in the period 1.3.2013 - 30.4.2013 was not legally  
covered. 
Excesses. It was observed that, while the provision in the Budget for the contributions to the Pension Fund 
amounted to €362,000, the Organisation transferred to the Fund an amount of €732,000, which resulted 
from savings of the same group of expenses, without seeking the approval of the Ministry of Finance for 
the transfer of the above amounts. It is noted that, based on an actuarial study, the annual contribution of 
the Organisation to the Fund was estimated at €262.145. 
  
 
 
Grants to free theaters.  A grant is paid to free theaters under defined conditions and criteria. The amount 
of the grant of free theaters in 2013 amounted to €1.260.320, compared to €1.358.150 in 2012. The grant  
paid to free theaters “Satiriko”, “ENA”, “E.TH.A.L.” and  “SCALA” in the context of Scheme C amounted to 
€227.744, €245.451, €243.861 and €250.944, respectively, compared with €241.810, €245.785, €236.220 
and €245.860 in 2012, respectively. 
Conditions and Criteria for Theatrical Creation - Plan C - Annual Grant for Theatre Group of Non Profit 
Form. The conditions and criteria for Scheme C of the Organisation for subsidising the Theatrical 
Development came into force in 2003 and has since been revised according to the needs arising. 
Of the total amount of €1.260.320 granted in 2013 as a grant to the free theaters, an amount of €968.000 
or a percentage of 76.80% was granted as an annual grant to four theaters participating in Scheme C. 
The same practice is followed over time, resulting in the highest percentage of the total subsidy granted to 
free theaters to be granted to the same four theaters. 
The Scheme determines that the Organisation is not required to approve any application, even if it satisfies 
the formal requirements, but act according to the theatrical needs and the available funds. It was observed 
that, due to the discretion given by the above condition, there were, occasionally, requests from other 
groups which, although they met the conditions and criteria, were rejected on the grounds that the 

Recommendation: To obtain an approval from the Ministry of Finance for the use of the above 
amount. Otherwise, the amount of €469.855 will need to be returned to the Republic.  



 

 

“current circumstances do not allow it” or that " the accession of new groups would bring negative changes 
in the sustainability of existing subsidised groups.” 
To this point, it is noted that our Office recommended, as a matter of good administration and equal 
treatment of all artistic groups, to reconsider the relevant decision of the Board dated 18.5.2005. 
In reply to our Office dated 16.3.2015 it is stated verbatim: "The Development Committee is considering a 
new process of subsidising the theatrical creativity in the light of new criteria that would be relevant to 
each proposal submitted and that it will enhance the equality of assessment of all operators and / or 
groups.” However, as observed and reported both by our Office and members of the House of 
Representatives Committee for Education and Culture, in the new relevant Scheme "Thymeli" which was 
prepared and submitted to the Committee during this meeting, the term that “In this context, 
competitiveness among the proposals, the CTO is not bound to fund all proposals submitted to it even if 
they have secured a rating such as to permit their financing." is repeated in the same way.  Our Office, 
given the written report and commitment to compliance that was given by letter dated 16.3.2015, 
requested written explanations on the subject. 
 
 
 
 
 
Staff.  The tables below present the staff employed by the Organisation in 2013 and 2012, together with 
the associated costs. 
 (a)  Number of Staff. 
  

(b) Expenditure for salaries, allowances, overtime and  employer’s contributions 
            2013 

              € 
         2012 
            € 

Salaries and cost  of living allowances 1.994.963  2.204.865 
Allowances and Overtime       34.711        43.086 
Employer’s contributions (Social Security etc )     225.672      256.666 
Medical Treatment     296.681      328.396 
Indirect benefits and Insurance      109.944      119.319 
Total Remuneration 2.661.971  2.952.332 

Based on the above data, the annual average cost of employment per employee, without taking into 
account the cost of covering the actuarial deficit of previous years and the compensation payments, which 
in 2013 amounted to €22.976, is estimated at €47.535, compared to €50.902 for 2012. 

           2013           2012 
Permanent             26            28 
Temporary (fixed term of office)             24            24 
Temporary               5               5 
On contract               1               1 
Total             56             58 

Recommendation: In the context of good administration and equal treatment of all artistic groups, the 
decision of the Board dated 18.5.2005, whereby  only four specific theater groups are subsidised from 
Scheme C, should be re-examined so that all stakeholders are fairly and objectively evaluated and 
according to the program submitted  the conditions and criteria should be redefined if necessary. 



 

 

In addition, the Organisation employed 19 hourly paid staff, with total remuneration €466.458 (€420.903 in 
2012) and temporary staff on a part-time basis, for the needs of production and promotion of theater 
projects with total remuneration €461.377 (€568.719 in 2012). 
Cyprus Theatre Organisation’s Cast.  In 2013, the total payroll costs for the cast members amounted to 
€962.273, while for the needs of theatrical performances which were staged, 33 temporary actors were 
employed additionally for specific periods of time, depending on the needs of each performance, at a total 
cost of €188.761. It is noted that in addition to the aforementioned costs, various benefits and employment 
termination compensation in case of non-renewal of their contract before completion of the 60th year of 
age were paid to the actors who are cast members, under the provisions of collective agreements. These 
amounts totaled in 2013, to €3.712 and €22.976, respectively. 
Cases were identified again where, during the theater period 2013-2014, actors, members of the cast 
participated in only one or two performances from the 12 staged and therefore their services were not fully 
utilised for most of the theatrical season. According to the Organisation, an actor member of the cast can 
work in up to four productions each year. 
 
 
 
 
 
Allowances of the staff of the Cyprus Theatre Organisation.  In the year 2013 staff was paid an amount of 
€58.270 compared to €80.603 for 2012 for various allowances, as follows: 
•  Meal allowance, which amounted to €15.846 (2012: €20.515) and is paid to the actors and 

technicians for the away performances, while to the technicians it is paid for the performances at 
home, as a lump sum. 

•  Irregular hours allowance, which in 2013 amounted to €31.916 (2012: €43.998), and is paid to 
actors and technicians who work during the evening performances. An allowance of 8% of the 
hourly salary for three hours of work for each performance in Nicosia is granted to actors, while for 
performances outside Nicosia the transportation time is also calculated. The technicians are paid a 
15% bonus on the hourly wage for actual hours worked. 

•          It was noted no attendance record where to record the time of arrival and departure from work of 
the technicians is kept, so the number of hours worked on the basis of which they receive the 
allowance cannot be confirmed. As for the actors, it was found that the allowance is paid even 
when they do not work all of their normal working hours, which amounts to 33.5 hours a week, 
instead of 37.5 hours. As we were informed, the difference is due to the hours estimated that are 
required for learning their role at home. 

   
•  
 
 
 

Recommendation: Considering the cost of the cast, the incomplete utilisation of its members and the 
needs arising for recruitment of temporary actors, our Office recommends again to evaluate the 
potential coverage of all the needs of the Organisation’s performances by recruiting actors for 
covering the needs of each performance individually and for whatever period is required from the 
start of the performance, in accordance with the provisions of Regulation 7 of R. 229/74. 

Recommendation: Since due to the nature of the work of the actors and theater technicians, it is 
expected that they work usually in the evening, during the hours of performances, our Office 
recommends that the provision of the above allowances granted is reassessed. 



 

 

Compensation for the termination of the employment of the actors and ex-gratia increased 
compensation. 
(a)    General. Actors, members of the cast, whose contracts are not renewed and have not completed the 
60th year of age, are granted employment termination compensation. In 2013 seven members whose 
contracts were not renewed were compensated, with a total amount of €22.976. The corresponding figures 
relating to 2008, 2009, 2010, 2011, 2012, 2013 and 2014 amounted to €134.155, €35.000, €16.336, €4.007, 
€122.272, €22.976 and €0. 
It is noted that, under the collective agreement provision, for the calculation of compensation a larger 
number of weeks per year, compared with the number of weeks provided in the provisions of the 
Termination of Employment Law is taken into account. Also, no ceiling is applied on the amount of wages 
on the basis of which the compensation is calculated. As a result, higher compensation arises. 
(b)   Ex-gratia increased compensation. In the context of relevant information given to our Office in the 
form of a complaint we have raised the issue of compensation for the termination of employment of an 
actor whose contract was terminated on 30.8.2015 and of 16 actors whose contracts were terminated on 
30.9.2015, the total cost of which amounts to €449.449,93 and which is additional to the amount to be paid 
to retired actors from the Provident Fund to which the Organisation contributes 7% of gross earnings, 
compared to 2% contribution paid by the actor (overall amount of the Provident Fund is 15% of average 
monthly earnings during the last 36 months for each one completed month of contributions to the Fund, to 
a maximum of 504 complete months, reduced by the Organisation by six percentage points (6%) from the 
date of entry into effect of the Article 87 (I) of the the Social Insurance Law of 1980, L.41 (I) / 1980), ie for 
their service from 6.10.1980 until the retirement date). 
Specifically, in addition to the amount of Provident Fund which the Organisation will pay to any beneficiary 
actor whose employment was terminated, the Organisation will possibly pay additionally, depending on the 
years of Office of each employee, the following amounts as ex-gratia increased compensation for 
termination of employment. 

Actor Years of service Amount of compensation 
                       € 

1 26 153.545,07 
2 22 122.638,94 
3 17   66.148,86 
4 10    36.303,39 
5 8    19.924,58 
6 7    16.769,86 
7 3      4.704,49 
8 2      3.136,32  
9 3      5,384,91 
10 3      4.704,49 
11 3      2.163,83 
12 2       3.136,32 
13 2       2.217,95 
14 2       2.365,21 



 

 

Actor Years of service Amount of compensation 
                       € 

15 2       2.043,88 
   
16 2       2.217,95 
17 2       2.043,88 
Total   449.449,93 

 
Indicatively the following four examples of actors in relation to the total amounts which they will possibly 
receive from the Provident Fund and the amount of ex-gratia increased compensation, are given: 

Actor 
Years of service Amount of compensation 

€ 
Amount from Provident Fund 

€ 
Total 

€ 
1 26 153.545,07 123.000 276.545,07 
2 22 122.638,94 105.000 227.638,94 
3 17    66.148,86    60.000 126.148,86 
4 10    36.303,39    43.000   79.303,39 

For example, as mentioned above, an actor may receive a total amount of €276.545, which represents ex-
gratia increased compensation of €153.545 in addition to the amount of €123,000 (not including the 
amount secured and interest from 1.1.2014 - 30.9. 2015) which will receive from the Provident Fund. Also 
another actor will receive the total amount €227.639, which represents ex gratia compensation amounting 
to €122.639 in addition to the amount of €105.000 (not including the amount secured and interest from 
1.1.2014 - 30.9.2015) of the Provident Fund. Indeed, this second actress has already been re-recruited  at 
the CTO for a  monthly salary of €2.571. 
In our letter to the Chairman of the Board of Directors dated 15.10.2015, we asked for an opinion to be 
requested  as to whether the Organisation has a legal obligation to pay such compensations and not to 
proceed with any appropriate payment for compensation of termination of employment to obtain until the 
advice of its legal adviser is obtained. Also, if the above opinion is positive, we requested for our Office to 
be informed on the measures and actions of the Organisation in order to end this practice 
In addition, we asked the Organisation to inform us of the detailed rules governing the Provident Fund in 
which the actors also participate and whether they comply with the provisions of the Establishment, 
Activities and Supervision of Pension Funds for Occupational Retirement Benefits Law of 2012 (L.208 (I) / 
2012) and if it considers that the actors whose employment is terminated, are entitled to gratuity (ex gratia 
compensation) in excess of the Provident Fund and whether the deduction of 3% on monthly earnings  
according to the Law on the Payment of Gratuity to Employees Employed under Contract in the 
Government and in the Wider Public Sector including Local Authorities (General Implementing Provisions) 
Law of 2014 (L.14 (I) / 2014, which entered into force from 14.2.2014, is made. 
Also, we requested from the Minister of Finance, to which our letter was notified,  to personally consider 
the matter, since we believe that the entire handling provokes the public feeling, over and above any 
possible legitimacy problems and other issues that may arise. 



 

 

The Deputy Head of Administration and Personnel of the Organisation with his reply on 21.10.2015 
submitted to our Office a copy of the legal opinion prepared by the legal adviser of the Organisation on 
19.10.2015 and  sent to the Chairman and the Members of the Board of the Organisation. He also informed 
us that these actors are appointed to temporary public positions after notice of the position and no gratuity 
is paid to them (but Provident Fund) and, therefore, no deduction of 3% from their monthly salaries takes 
place as provided in the Law no. 14 (I) / 2014. 
However,  it was observed, that to the actors who are members of the Provident Fund and whose 
employment is terminated, in addition to the amount of Provident Fund, additional ex gratia increased 
compensation is provided depending on the years of their service, without deducting the 3% on their 
monthly earnings . Therefore, this issue will be investigated by our Office. Also, with regard to the other 
issues, about which updating is expected by our Office, no reply was received by the preparation date of 
our present Report. 
It is also noted that our Office has serious doubts as to the legality of the provisions of the agreements 
signed between the Director of CTO with the trade unions. According to these agreements, the CTO regains 
the right to announce the 23 temporary positions with the consent of the trade unions, which withdraw 
their request for application of the Law (L.98 (I) / 2003) on Employees with Fixed-Term Work (Prohibition of 
adverse treatment) Law of 2003 and in return, the CTO with the consent of the Public Administration and 
Personnel Department of the Ministry of Finance, agreed on a  Draft Voluntary Retirement Scheme and 
New Ex-gratia Increased Compensation for the actors when their contract is not renewed. 
Therefore, our Office before proceeding to the audit and certification of the accuracy of the calculations, 
referred the whole issue on November 24, 2015 to the Attorney General. In our letter we explained that 
the ex-gratia increased compensation is paid entirely via the Budget of CTO which is fully funded by the 
State through the Budget of the Ministry of Education and Culture, which, like the Budget of the CTO, is 
passed by the House of Representatives. It is pointed out that the Explanatory Memorandum on the Budget 
of the CTO for the year 2015, which explains the legislature's intention for the said amount provided for the 
" Scheme of increased compensation benefit to the actors whose service is terminated or their contracts 
are not renewed” is not in line with the compensation the CTO intends to pay, since  it states that “The 
Board of Directors at its meeting no. 19/2014 (827) decided to adopt the recommendations of the Auditor 
General” and concludes that “Therefore, the compensations which will be given will be calculated based on 
the Termination of Employment Law”, which are much less than those which CTO intends to allocate. 
Furthermore, our Office expressed serious reservations as to the legality of the provisions of the 
agreements signed between the Director of CTO with the trade unions, which may not comply with the 
relevant legislation, since they include the condition that the consideration for the granting of ex-gratia 
compensation is the withdrawal of the request of the Unions for the application of the Employees with 
Fixed-Term Work (prohibition of adverse treatment) Law of 2003 (L.98 (I) / 2003. Our reservations concern 
the question whether the application or not of a law may constitute an “exchange” in an agreement. 
We also informed the Attorney General that in paragraph (e) of the said agreements, the Director of CTO 
had agreed that "... the Organisation makes appropriate changes in the Legislation, the Regulations and 
Schemes of Service of the actors in order to ensure in future and legally, the exclusion of actors from Law 
98 (I) of 2003 [the on Employees with Fixed-Term Work (Prohibition of adverse treatment) Law of 2003]”, 
we wondered one can assume responsibilities which essentially belong to the House of Representatives 
and not to himself. 
Additionally, it was found that neither the condition which was set in the Agreements for the consent of 
the Ministry of Finance was satisfied, nor for ensuring the positive opinion of the Legal Office. 



 

 

 
 
 
 
Board of the Directors’ Minutes.  It was found that 17 minutes of the Board for the period 2012 to 2013 
had not been ratified. 
 
 
 
Exploitation of cafeteria and staff canteen of CTO.  For the exploitation of the cafeteria and the staff 
canteen two offers were submitted, the first for a monthly rent amounting  to €1.740 and the second for a 
monthly rent amounting to €4,000. The second tenderer submitted on 31.1.2011 after consultation with 
the former Director of the Organisation, an alternative offer and the Organisation's Board of Directors, in its 
meeting dated 9.2.2011, authorised the Director to negotiate with the two tenderers. At the Board of 
Directors’ meeting dated 5.5.2011, the Director of the Organisation presented the final offers of the 
tenderers, after the negotiations, according to which the first tenderer offered  monthly rent amounting to 
€2,500 (incl. VAT), which will start to be paid at the end of the second year from the date of signing the 
agreement, while the second tenderer offered monthly rent amounting to €4,000 (incl. VAT), which will 
start to be paid at the end of the fourth year from the date of signing of the agreement. 
Following the recommendation of the Director, the Board of Directors awarded the tender to the second 
tenderer on the ground that he is more professional in its kind and in the long term, the Organisation will 
have higher revenues. 
From the above, it was found that: 
(a)    Alternative tenders were accepted, although, according to the terms of the tender, this was not 
allowed, neither for all nor for part of the contract. 
(b)      The grounds for the award requires further renewal of the contract to the same tenderer, since for 
the first five years the first offer was the more advantageous economically. 
(c)     The Board of the Organisation, after consultations, accepted the tenderer’s request for signing the 
contract with a company. It is noted that the structure of the company which signed the contract changed 
in 2014, and 51% of its shares are now held  by a  person who, until 31.7.2012, was a member of the Board 
of the Organisation, during the period in which the tender was announced, evaluated, awarded and 
subsequently additional rights were granted to the tenant and he participated throughout the decision 
making  process. 
 (d)     The Board of the Organisation accepted as a guarantee for the proper  performance of the contract 
the personal guarantee of the tenderer, instead of a deposit of a bank cheque or a bank guarantee from a 
credit institution which, in accordance with clause 10.5. (1) (3) of the tenders, should have been for an 
amount equal to 50% of the contract value. It is noted that after changing the composition of the company, 
the tenderer who signed the contract mentioned above, requested that the above personal guarantee is 
terminated. 

Recommendation:  Measures should be taken for their retrospective approval and to ensure the early 
approval of the minutes in future. 

Recommendation:  To avoid actions and manipulations that provoke the popular feeling, especially at 
times of economic crisis in our country like the present one. 



 

 

(e)      The equipment, which was purchased by the tenderer and which, after the first five years, will come 
to the property of the contracting authority, ie of the CTO, according to the terms of the tender and the 
contract, has not yet been recorded. 
(f)      The contractor has not paid, until today, the electricity costs, water and telephone as provided in the 
terms of the tender and the contract. 
 
 
 
 
Theatrical Plays. Based on the statistics kept by the Organisation in relation with the plays staged in 2013, 
the following were observed: 
           •        All plays show a loss, which ranges between 9% and 1.288% (2012: 9% and 937%) of their total 

revenues. It is noted that the calculation of the loss, which in 2013 amounted to a total of 
€606.940 (2012: €584.779), does not take into account the administrative costs of the 
Organisation. 

           •         Of the total of 79. 691 (2012: 82. 036) of viewers who watched the plays, to 26.038 spectators 
(2012: 32.723) or a percentage of 32,67% (39,89%), were granted free invitations. 

           •          There is a substantial fluctuation in the number of performances per play, ranging between 12 
and 135 (2012: 4 and 90). As a result, the plays with low performances have low yield. 

           •        The revenues recognised in the financial statements amounting to €328.570 (2012: €290.538), 
show a difference of €54.805 (2012: €53.005), compared with the statements - statistical polls 
data kept by the accounting department. 

 
 
 
 
Scheme of Supplementary Medical Care.  An amount of €88.909 is included in the creditors of the 
Organisation,for a number of years, which relates to retrospective deductions for the Scheme of  
Supplementary Medical care of the Organisation resulting from increases retroactively granted to 
employees. 
 
 
 
 
 Details are included in Section 2.8 of this Report concerning the Ministry of Finance. 
Schemes of Service – Administrative Staff Positions. For certain positions of administrative staff, which 
were first presented in the 2011 Budget, no Schemes of Service have been prepared, although these 
positions have been filled. 

Recommendation: It is imperative that all the provisions of the relevant Laws and Regulations are 
followed and to take all necessary measures for compliance of the contractor with the provisions of the 
contract. 

Recommendation: We reiterate our recommendation to make a real effort for more efficient use of 
human and financial resources of the Organisation, in order to increase its revenues and reduce its 
dependence on government subsidy. Also, revenue should be reconciled in time with the ballot box 
data and any discrepancies should be investigated. 

Recommendation: Efforts should be made to ascertain from which officials the above deductions were 
made to enable the transfer of them to the Scheme of Supplementary Medical care of the 
Organisation, while crediting the individual account of the beneficiaries. 



 

 

 
 
 
Actuarial study.   According to the actuarial valuation of the  Pensions and Gratuities Scheme of the 
Organisation’s staff, the Scheme’s deficit at 31.12.2005, compared to previous service, was €4.288.590 and 
the amount of the annual contribution was set at 29% of the salaries. 
The contribution of the Organisation for the year 2013, based on the rate of annual contribution of 29% of 
the salaries was €262.145. In 2013 the Organisation paid an additional amount of € 469.855 to cover part of 
the actuarial deficit, which on 31.12.2013 amounted to €1.134.066. As mentioned in paragraph 3 of our 
letter, for the payment of the additional amount of €469.855, no approval was obtained from the Ministry 
of Finance. 
 
 
 
 
 
 
Cyprus Theatre Museum. As reported in more detail in our previous reports, the Organisation signed in 
1995 an agreement with the Municipality of Limassol establishing a Theatre Museum. The two parties 
appointed a Managing Committee and set their financial contribution to 50%, which rose to €555.296 for 
the Organisation and was paid in 2008 and 2009. 
At the request of the Organisation and the Municipality of Limassol, the Theatre Museum was registered on 
21.2.2011, as a Foundation, based on the 1972 Law of Associations and Foundations. 
Although the financial statements for the year ended 31.12.2012 were audited by a private audit firm, no 
audit has been conducted for the period until the registration of the museum as a foundation (1995 - 
21.2.2011), nor for the period since its registration from 21.2.2011 to 31.12.2011. Additionally, it is noted 
that in the audited financial statements for 2012, do not present the contribution of CTO and of the 
Limassol Municipality is not shown. 
Purchase of Services.  According to a circular of the Ministry of Finance, the purchase of services on the 
basis  of the Law 12 (I) / 2006 is not possible when, among other things, the nature and conditions of work 
are associated with any particular position in the Organisation or where the obligations  deriving from it do 
not concern specific services / deliverables. From an audit carried out on a sample basis, it was observed 
again that, in some cases, services were purchased, for which there were specific positions filled in the 
annual budgets of the Organisation (illuminator, technician), while in the relevant contract  no specific 
deliverables are mentioned (eg services for specific theatrical performances) so, based on the above 
circular, the purchase of services was not possible. 
It was also observed that in the contracts prepared by the Organisation for purchase of services, it is 
mentioned, inter alia, that, in case of delay in the delivery of the agreed services, the Organisation has the 
right to deduct an amount equal to 5% of the price of the contract for each month of delay. However, no 
official timetables for the implementation of the tasks assigned to the contractors, are prepared, thus, in 
case of a delay, it is not possible to implement the above provision. 

Recommendation: Given that more than seven years had passed after the date of the actuarial valuation and that, meanwhile, there have been very significant changes in the assumptions underlying the previous study (pension calculation method, retirement age, salary increase, etc.), we repeat our recommendation that the necessary procedures are made for carrying out a new actuarial valuation. Due to the significance of the issue, our opinion on the financial statements of the Organisation is qualified. 

Recommendation: We recommend that Schemes of Service are immediately prepared  and approved, 
in accordance with the prescribed procedure. 



 

 

It is also stated that in none of the above mentioned cases, nor in the case of hiring consulting services for 
communication and promotion, was there a tender notice in advance, in accordance with the provisions of 
Law 12 (I) / 2006. 
 
 
Tenders. 
(a) General. It was observed that certain provisions of the relevant Laws and Regulations governing 
supplies, works and services, such as the evaluation of a tender by a committee (rather than a person), the 
updating of the tenders’ folder with all the necessary data, the preparation of cost estimates and 
assessment reports and the practices of opening of tenders and the keeping of the prescribed timescales, 
are not applied. Additionally, the non- maintenance of a Tenders’ and Contracts’ Register was noted. 
 (b)     Stamping contracts. It was observed that the CTO signs contracts without them having been 
stamped, as provided by the Law on Stamp Duty. 
 (c)       Accelerated tender procedures. There were cases for which the appropriate tender procedure, ie 
the accelerated tender procedure, was not followed, such as in the case of the purchase of printing services 
(€36.025) and the purchase of consumables cleaning items (€11.493) which were directly awarded, without 
requesting written or oral tenders from a limited number of economic operators. 
It was also found that no notice of a tender for the provision of security services was given. The services 
continued to be provided on the basis of a prior agreement, which expired on 31.7.2013. 
 
 
 
Greek Epidaurus Festival. The Organisation participated in the Greek Epidaurus Festival with two 
performances of the production "Samia", on 19 and 20 July 2013. To this end, on 15.7.2013, an agreement 
with the "Greek AE Festival" was signed, which sets out the allocation of revenue from sale of event tickets, 
having deducted the VAT, at the rate of 50% for each of the parties and the coverage of certain costs from 
the Greek Festival. Under the contract, the "Greek AE Festival" will have, inter alia, to cover the costs for 
the space for rehearsals and the public performance of the play, the publicity and promotion expenses, the 
internal travel costs, accommodation and subsistence of the protagonist, the internal travel expenses in 
Greece and the accommodation of artists and supporting team in Epidaurus for services of ushers and 
ticket sales etc. 
Based on the budget prepared, the share of CTO from the income from the performances at Epidaurus 
would amount to €44.398 and, having taken into account also other revenues, a surplus of €49.162 would 
result. 
From the audit the following were observed: 
 (a)   Income from performances.  Based on data provided by the CTO, total receipts from the 
performances at Epidaurus, amounted to €38.075 (minus €2.155,18 6% VAT), and the share of the CTO 
amounted to only €17.960, compared to €44.398 budgeted, ie actual receipts fell by €26.438 or 59.5% 
compared to the budgeted. 
(b)     Expenditure.   The total expenditure recorded amounted to €36.485. It is noted that the above costs 
do not include the travelling abroad costs (flights tickets) which were covered by sponsorship, 

Recommendation: To take steps to promote direct corrective actions. 

Recommendation:  It is imperative that for all supplies / purchases, the provisions of the relevant Laws 
and Regulations are applied. 



 

 

administrative costs for the organization of the festival, the sharing of costs for production costs such as 
scenery, costumes and so on, the salaries of extraordinary actors as well as staff overtime. Given the above, 
the damage resulting from the entire organisation, was  estimated at more than €18.525, resulting from 
the difference between total receipts and expenditure. 
It was also found that the above amount of costs including costs which should be paid by the "Greek AE 
Festival", under the terms agreed, relating to promotion expenses (€ 4.092) and advertising and other 
expenses (€3.507 ). 
 (c)      Transportation  costs of stage items and electrical and mechanical equipment for performances. An 
amount of €12.862 was spent for transportation of stage items and electrical and mechanical equipment, 
while for this purpose an amount of €6.850 only was budgeted. It is noted that on 25.6.2013, tenders were 
invited from two companies, but although an award letter dated 10.7.2013 was found, the corresponding 
tender was not found and was not presented for audit. Also, it was found that the delivery note was 
prepared in the name of another company, apparently of the same group of companies. 
(d)     Expenses by the CTO Director.  A total amount of €816 was paid to the Director for expenses that 
were related to the following: 
 10 receipts for the purchase of fuel of a total amount €654,54 of which only one receipt (€78) was 

in relation to the purchase of fuel during the Epidaurus period, while the others were for the 
periods after, for purchasing fuel from stations in Nicosia. 

 Receipt dated 20.7.2013 for an amount €161 for hospitality expenses. It is noted that all the people 
mentioned that attended the dinner were members of the CTO group, to whom the relevant 
subsistence allowance was paid. 

 
 
 
 
 
Internal control system. There were weaknesses in the internal control system, some of which were 
pointed out in our previous letters, without any corrective actions to have been taken. 
(a)     Registers of receipts counterfoil boks . The above register and the inventory of counterfoil books is 
kept by the cashier. For purposes of strengthening the internal control system, we reiterate our suggestion 
to have segregation of duties, so that the register and inventory counterfoil books to be kept by an officer 
who is not a collector. 
(b)     Register of tickets. To monitor the receipts and issues of tickets, as well as of the tickets unsold stock, 
handwritten records are kept per ticket price. For better monitoring of the above, we suggest again the 
computerisation of these records. 
(c)    Deposit of receipts.  From a sample audit it was found that the receipts by the cashiers are not 
deposited in time as provided in the Financial and Accounting Instructions nos. 30 and 31. 
(d)      Monitoring  of expenditure and recording of amounts due.   From a sample audit carried out on 
payment vouchers, it was found that in several cases, payments were made in 2013 relating to 2012 
expenditure, for which no relevant provision was made in the financial statements. It is noted that many of 
the costs are pending for several months. Specifically, in a sample of 202 more than 39 payment vouchers 

Recommendation: Although the promotion of artistic work of CTO abroad is an integral part of its 
objectives, all necessary measures to promote the program within the framework set out in relevant 
Laws / Regulations, with a view to efficient and economic management should always be taken. 
Amounts paid wrongly and illegally, should be recovered immediately. 



 

 

were found involving amounts exceeding in total €24,300, while some of them were pending from August 
2012. 
(e)       Monitoring of amounts receivable.    There is no monitoring of the amounts due to the Organisation 
from third parties and the appropriate recovery measures are not taken. 
 
 
Declaration of employer IR 7. It was found that the Organisation has not submitted the declarations of 
employer since 2003. According to the Assessment and Collection of Taxes Law, this statement must be 
submitted each year before 30 April of the following year. 
 
 
 
 
Warehouses CTO. The CTO has a number of stores, both in new buildings and in other places (Strovolos 
Industrial area and at the "New Stage") in which costumes, stage items and theater furniture are kept. 
It was observed that, for these stores, no ledgers are kept, but only statements (lists) which are delivered to 
the warehouse with the goods, after the end of the performance. 
Additionally, no stock take of these items is carried out and the confirmation of the balances is not possible, 
since individual accounts are not kept. 
 
 
 
 
Outstanding issues. Although every year we are given assurances that our recommendations / 
observations on the following matters will be implemented immediately and that  all corrective actions will 
be taken to comply, once again we observed that this does not apply and, as a result, they are repeated for 
a number of years: 
(a)  Structure of the Organisation’s Services.  The amendment of Article 4 of the Cyprus Theatre 
Organisation (Structure and Terms of Service) Regulations of 1974, so that the structure of the 
Organisation's Services set out in the above Article is consistent with the presentation of permanent posts 
in the Budget, is pending. As we were informed in the past, the Organisation will proceed to the 
amendments once the final organizational structure of the Organisation is agreed and approved. 
 
 
(b)   Artistic Personnel positions.  The positions of such personnel, in accordance with relevant Regulations, 
are temporary and appointments are made by contract for a period not exceeding three years, with a 
renewal option. It was found that the above positions, except for the actors positions, are shown in the 
respective budget as permanent. 

Recommendation:      Immediate measures to address the above weaknesses. 

Recommendation: Our Office recommends that procedures to determine how the ledgers are kept, 
the relevant forms to be created, the lending terms of the items (borrowing time, rent, warranty, etc.) 
to be complied with in all cases, should be prepared and approved. 

Recommendation: The issue to be promoted directly for resolution. 

Recommendation:   We consider the failure of a Public Corporation not to comply with key provisions 
of the legislation unacceptable and the outstanding employer declarations should be prepared and 
submitted soon. 



 

 

After the Board of Directors decision dated 27.3.2008, instructions were given to prepare a new 
organisation chart of the Organisation, which, despite the lapse of more than six years, is still pending. 
 
 
(c)  Budget Excesses.  Excesses were observed amounting to €54.000 and €29.979 in the account of 
Expenses "Production and Promotion of Theatre Plays" of the Budgets of 2000 and 2002, respectively, as 
well as an excess of €5.452 in the item "Equipment Purchase" of the Budget 2003 for the cover of which the 
Organisation submitted to the Minister of Finance a supplementary Budget. The Ministry of Finance in a 
letter dated 1.8.2007 informed the Organisation that, since the supplementary budget that was prepared is 
for years that expired, the enactment of an Amending Budget Law is required. Since then the matter is still 
pending. 
Building of the Cyprus Theatre Organisation.  
(a)     Final Account / Architectural Guidelines and Remuneration of the Project Architect - Arbitration. 
The history of the award and the main observations of our Office are referred to in our Report of 2011. It is 
noted that the amount of the contract amounted to €20.532.000 and the contractual period of execution 
of the project was from 22.9.2008 to 16.3.2011. However, further to extensions given, the project 
completion date was postponed to 14.3.2012, the date on which the temporary acceptance took place. 
The Organisation repeatedly asked the contractor of the project to submit the final account by the 
prescribed deadline, but he delayed submitting it in parts instead. The submission of the final account was 
completed – with some outstanding issues relating to subcontractors - on 14.4.2014, ie. 2 years and 1 
month after the provisional acceptance of the project. It is noted that the Contractor had been paid in 
advance - for the work which was planned to be executed until the completion of the project - an amount 
of €2.092.000 by producing a bank guarantee and because our Office estimated that the executed - 
eventually - work was of a lesser value than it had already been paid for in advance to the Contractor, the 
Organisation was requested to give  strict warnings to the Contractor for compliance with the provisions of 
the Contract regarding the deadline of the submission of the final account. 
On 28.8.2014, after strict warnings by the Organisation to the Contractor, the Consultant Quantity Surveyor 
(CQS) presented the final account of the building to the CTO, which amounted to the sum of €22.243.284. 
On 27.4.2015, the CQS submitted a revised final account for the reduced amount of €21.699.980, since he 
did not approve - and deducted among others - an amount of €537.846, which concerned the requirement 
of the Contractor for compensation for extending the duration of the contract. Thus there was an excess in 
the amount of the project’s budget of €1.167.980, in addition to the amount of contingencies amounting to 
€1.698.000, which was included in the amount of the contract and which was spent, because - above all – 
of the large number of Architectural Guidelines - about 510 - that had been given to the Contractor. 
Due to the aforementioned large number of Architectural Guidelines, our Office recommended - before the 
acceptance of the project – for the Organisation to ask the Architect to submit a report, quoting - in detail - 
for each Architecture Directive, the reasons for its adoption. However, the Architect did not respond to the 
request of the Organisation, despite repeated requests made. 
Because, according to the amount of the final account, the Contractor was required to return an amount of 
about €300.000 approximately, the CTO  asked the Bank to redeem the above amount from the guarantee 
which had been provided by the Contractor, amounting to €2.092.000 . The Contractor, however – 
apparently, following receiving information, that was unacceptable - obtained a provisional court order for 
non-payment of the above amount, until the matter was considered by the Court. 

Recommendation:   Immediate measures for completion of the new Organisation chart to be taken. 



 

 

The Architect of the project, based on a provision of the contract, according to which the consent of the 
Employer is not required to issue the Final Payment Certificate of the project, proceeded with the 
determination of 11.5.2015 as the final date for receiving the project and, accordingly, approved on 
19.5.2015, the payment to the Contractor of the amount of €537.846, as compensation for extending the 
duration of the contract, although the CQS had not approved it. 
Because the project appears to have been modified without the prior approval of the Employer (as 
provided in the contract), as well as the existence of errors, omissions and imperfections that were not 
recorded and taken into account in the final account, the Public Central Committee of Variations and Claims 
- at the request of the CTO - appointed in April 2014 an ad-hoc Committee as an advisor to the Organisation 
in the Arbitration process between the Architect and CTO, which was already in progress, after the dispute 
that had arisen between the Organisation and the Architect on the amount of his remuneration was 
referred to it (the reference was made by the Architect) and then, in October 2014 broadened its mandate 
to include the monitoring of the preliminary final account of the project (with which, the evaluation of the 
above changes, errors, omissions and defects and the attribute of responsibilities is connected- to the 
Contractor and / or to the Architect) to enable the CTO to decide how - and to whom - to turn for 
compensation claims based on legal procedures. The ad-hoc Committee presented its report to the CCVC in 
October 2015 for information and further action. Based on this report, our Office recommended to the CTO 
to - in consultation with the CCVC - assign to a team of consultants the costing of counterclaims of the 
Organisation, based on the findings of the ad-hoc Committee’s report. 
On the question of arbitration between the Architect and CTO, the referee gave judgment on 9.10.2015, 
rejecting all the individual claims of the Architect, totaling €1.8m., except the requirement in relation to the 
additional services offered during the period 15.3.2011 to 14.3.2012, due to the time extension of the main 
contract of the developers. For this reason, the amount of €153.069 was awarded to him- on the admission 
of the then President of the Board (GB) of the Organisation that this amount was approved by the Board of 
the CTO - plus 19% VAT and legal interest (5.50% ) from 16.5.2011 up to the repayment of the amount. 
(b)  Construction of the Architect’s house who undertook the study / supervision of construction of the 
building of the TRS, executed by the Contractor of Building of TRS. In our letter to the Attorney General in 
June 2015, we reported that, following an investigation by our Office, it was found that the architect who 
had been responsible for the design / supervision of the building of the CTO, had an agreement with the 
Contractor of the building of the CTO, to perform works in his listed building in Agios Andreas for an 
amount around €400,000. The agreement was made in May 2011, ie. within the period of execution of the 
project of the CTO building. 
As we were informed, the Architect, until now, has not paid any amount to the Contractor and, instead, the 
Contractor agreed to be paid with the corresponding square meters building factor, which he still has 
neither utilised nor transferred. As we were informed by the Director of the Department of Town Planning 
and Housing, the demand for the building coefficient was very limited (due to the econ omic crisis), and, 
therefore, the time at which the transfer and utilization rate will be made, cannot be forecast . In view of 
the above, our Office reported that the transaction of the Architect of the project with the Contractor is 
considered suspicious. Considering that the Architect concluded an agreement with the CTO for the study 
and supervision of the building of the Organisation, the execution of works which had been undertaken by 
the same Contractor that undertook the work in his preserved building at St. Andrew, the period during 
which he  performed the work in the house of the Architect and the actions of the said Architect’s office to 
certify the amount of €537.846, which was not approved by the Consultant Quantity Surveyor project and 
despite the disagreement of the Employer, we observed that there may be an issue of a peculiar 



 

 

relationship between that Contractor and the Architect and the said certification is therefore seriously in 
doubt. 
As we were informed, the Attorney General instructed the police to conduct a criminal investigation. 
 
4.39  CYPRUS CULTURAL FOUNDATION 
Establishment and operation of the Foundation for Culture. The Foundation was initially registered as a 
charitable foundation under the Law on Charitable Institutions on 9.11.2005. On 9.11.2006 the said 
registration was cancelled and the Foundation was registered under the Associations and Foundations Law 
on 13.5.2008. 
The Foundation's main objective was the creation and management of the Cultural Centre for which there 
is a reference in the Chapter of the Cultural Services of the Ministry of Education and Culture of this Report. 
According to the Memorandum and Articles of Association of the Foundation, the Foundation is governed 
by a ten member Board. 
On 5.12.2013, the Council of Ministers at a meeting decided, inter alia, to approve the temporary 
suspension of the implementation of the project for the construction and operation of the Cultural Centre 
and the Foundation to continue to exist as a legal entity which will be managed by a Board. It also decided, 
on the one hand for the Foundation staff to be seconded to the Ministry of Finance to be placed in various 
government departments in need and, on the other, to terminate  the Foundation's Director General’s 
contract. As to the building that houses the Foundation, it was decided that it was to be used for the 
housing of government offices. 
The Foundation Board of Directors, at its meeting on 26.1.2014, after being informed of the above decision 
of the Council of Ministers, unanimously decided to submit to the Minister of Education and Culture, the 
resignation of its members. 
The Director General of the Ministry of Finance on 11.7.2014 informed us that the Minister of Finance has 
already instructed the Assistant Accountant General of the Republic to conduct an administrative 
investigation which is still not finished. 
As mentioned in the paragraph of this Report regarding the Cultural Services of the Ministry of Education 
and Culture for the  Cultural Center, at the Council of Ministers meeting held on 26.8.2015, it was decided, 
inter alia, the indefinite suspension of the construction of the project for the building of the Cultural Centre 
and the appointment of a Staff Committee, consisting of representatives from the Ministries of Education 
and Culture, of Finance and from the Transport, Communications and Works (Audit Department), as well as 
the Auditor General, as Observer, with terms of Office the management of the Foundation's outstanding 
matters and the implementation of the decision to dissolve the Foundation and updating of the Council of 
Ministers. 
Financial statements.  The issues arising from the audit carried out for the periods 9.11.2005-9.11.2006, 
13.5.2008-31.12.2008 and the years 2009, 2010 and 2011 are presented in our Report for 2013. The 
provisional corrected financial statements of the said years were submitted to our Office for review on 
8.7.2015 and the relevant audit is in progress. The draft financial statements for 2012 were submitted to 
our Office on 20.3.2014 and for the years 2013 and 2014 were not submitted until the preparation of this 
Report. 
 
 
 

Recommendation: The Cultural Foundation must, as soon as possible, present its financial statements 
for the years 2013 and 2014, to the Auditor General for audit. 



 

 

Payroll for staff employed by the Foundation and working in the Public Service. Our Office in a letter to 
the Director General of the Ministry of Finance dated 3.2.2015, informed him that, as revealed by the 
relevant audit by our Office of the Foundation, some of the appointments, promotions, upgradings, annual 
increases, salary placements and allowances were unjustified, unsubstantiated and without the required 
approvals from the relevant Government Departments and without a provision in the relevant budgets. 
However, due to the suspension of its operations, the Foundation staff is actually employed in the Public 
Service in accordance with the Council of Ministers decision dated 5.12.2013 and continues to be paid in 
accordance with its payroll placement at the Foundation. Additionally, it receives the same allowances it 
received at the position held (irregularly or otherwise) before. 
In view of the above, we asked for an immediate study as to the proper remuneration of all of the 
Foundation's staff employed in the Public Service, which must take into account the new tasks and to 
evaluate whether the allowances received are justified to be continued at the same level as before, in 
relation to their new tasks and current circumstances in the Public Service. In addition, we asked to be 
informed on the basis of which legislation the Foundation’s staff is employed in the Public Service and the 
relevant terms of service applied in each case. 
In his reply dated 21.9.2015, the Director General of the Ministry of Finance informed us that the above 
issues will be studied in the context of the implementation of the decision of the Council of Ministers dated 
26.8.2015, by which the Council of Ministers decided, inter alia, to authorise the Minister of Finance to 
prepare legislation for the transfer of the Foundation’s staff to the Public Service. 
 
4.40  CYPRUS SYMPHONY ORCHESTRA FOUNDATION  
Financial statements.  The issues arising from the audit that was conducted for the years 2007 to 2011 are 
presented in our Report for 2012. The financial statements of the Foundation for the years 2012, 2013 and 
2014 were submitted to our Office with delay on 6.2.2015 and therefore their audit has not been 
conducted. The audit of the financial statements for the years 2012, 2013 and 2014 expected to begin in 
early 2016. 
 
 
 
 
 
 
Complaint regarding the appointment of members to the Board of the Cyprus Symphony Orchestra 
Foundation, who have first-degree relatives who serve or have applied for positions of musicians in 
Cyprus Symphony Orchestra. Following an investigation of the above complaints, our Office sent a letter to 
the Chairman of the Board of the Foundation dated 15.10.2014, with a copy to the Director General of the 
Ministry of Education and Culture, in which it was stated that a conflict of interest issue may arise with the 
Board member participation in the session dated 2.4.2012 in which it was decided, inter alia, for a change 
of policy on the participation of extraordinary musicians in Cyprus Symphony Orchestra, given her relation 
with musicians who were on the list and suggested that the member should have revealed her relation with 
these musicians and to leave the meeting. It was also found that the list of exceptional musicians which is in 
place since June 2012 had not been approved by the Foundation Board and that there are shortcomings, 
since temporary musicians who are not included in this, participated in some concerts. 

Recommendation: Our Office notes that, pursuant to the Fiscal Responsibility and Budgetary 
Framework Law of 2014 no. 20 (I) / 2014, the financial statements for each financial year shall be 
submitted to the Auditor General for review within four months after the end of each financial year. 
Therefore, the Foundation should ensure that there are no delays in the finalisation and submission 
of annual financial statements, in accordance with the legislation. 



 

 

Additionally, it was observed that no minutes of hearings and records of the selection criteria are kept for 
temporary musicians who appear on the list and for those that were rejected, a practice which is 
incompatible with the principles of good administration and transparency. 
The Director General of the Ministry of Education and Culture in her reply dated 22.1.2015, informed us 
that at the meeting dated 2.4.2012, it was decided to change the policy for the participation of temporary 
musicians in the Orchestra, the Board member who had a relation with the orchestra musicians did not 
participate in the discussion of this issue and that the list of temporary musicians was retrospectively 
approved by the Foundation's Board of Directors on 20.1.2015. 
She also informed us that, regarding the recruitment processes during the recent hearings that took place 
last summer, minutes were kept which were laid before the Board of Directors. 
 
 
 
 
 
4.41  FUND FOR THE CONSTRUCTION OF CYPRUS MUSEUM 
 Financial situation. According to non-audited financial statements of the Fund, the proceeds for the year 
2014 amounted to €772.369, compared to €633.877 in 2013. These were derived from entrance fees to 
museums and archaeological sites (€754.765), from the sale of copies of Cypriot antiquities (€17.604). The 
Fund had no expenditure for 2014, as in 2013. At 31.12.2014 the accumulated balance of the Fund was 
€42.085.610, compared to €41.313.241 at 31.12.2013. 
According to the Council of Ministers decision dated 22.6.1990, the Minister of Finance had approved that 
interest at 6 ¾% per year is calculated on the Fund reserves maintained in a Government Deposit Account, 
with which the public is charged  for the benefit of the Fund. With the enactment of the Liberalisation of 
Interest Rate and Related Matters Law (L160 (1) / 99), which entered into force on 1.1.2001, the Minister of 
Finance decided that the Fund's reserves earn interest at the Lombard Rate, as determined by the Central 
Bank minus 0.5%. As from 1.1.2008, with the accession of Cyprus to the Eurozone, interest is calculated 
using the Minimum Bid Rate on the Main Refinancing Operations, as defined by the European Central Bank 
minus 0.5%.  
It is noted that the minimum bid rate on the main refinancing operations for the period 1.1.2014-10.6.2014 
was 0.25%, for the period 11.6.2014-9.9.2014 0.15% and for the period 10.9.2014-31.12. 2014 0.05% and 
therefore, no interest incurred in 2014. 
Abolition of the Fund. Within the context of the simplification of accounting procedures and a more 
representative presentation of the Government transactions, the Treasury of the Republic proposed to the 
Ministry of Finance and the Ministry of Finance has agreed, that the Fund, amongst other Special Funds, is 
cancelled. 
The Director General of the Ministry of Transport, Communications and Works in his reply letter dated 
10.3. 2014, to the Accountant General of the Republic expressed his opposition to her suggestion to abolish 
the Fund, because, as he stated, the purpose for which the Fund was created which was for the 
accumulation of the required amount in order to allow its construction continues to be valid. We agree 
with the views of the Director General. 
 
 

Recommendation:  It is expected that when there are reasons of conflict of interest, at a meeting of 
the Board, the members are required to make disclosure of the fact and to refrain from it. Also, the 
good administration and transparency principles should always be applied in the selection and 
recruitment procedures of musicians. 



 

 

4.42  YOUTH ORGANISATION   
Annual results and financial dependence of the Organisation. 
The income and expenditure of the Organisation for 2014 amounted to €4.936.747 and €5.373.692, 
respectively, compared to €6.139.138 and €5.800.983 in 2013 and,as a result,  the Organisation to present 
a deficit of €436.945,  compared with a surplus of €338.155 in 2013. In the revenue of the Organisation a 
state subsidy of €2.809.655 (€3.822.252 for 2013), which constitutes 57% of the revenue in 2014, is inclued. 
It is noted again that the continuation of the organisation depends solely on the state subsidy. 
Staff issues.  
(a) Staff.  In 2014 the Organisation employed 27 people in permanent positions, two hourly paid and 
four temporary clerks. 
Expenditure for salaries, allowances and employer staff contributions amounted to €1.055.256, compared 
to €1.199.438 in 2013. 
 (b)    Gratuity Fund. The Council of the Organisation, at its meetings dated 29.9.1994 and 6.10.1994, 
approved the terms of employment of the employees on contract, which stated that, at the end of their 
work, they will be granted gratuity, but without regulating this decision by issuing the relevant Regulations. 
With the filling of permanent posts of the Organisation on 21.12.2007, the staff on contract became 
permanent and the contributions to the above Fund, which at 31.12.2011 showed a balance of €98.252, 
were terminated. 
On the basis of a statement prepared by the accounting department of the Organisation, the total amount 
attributable to the Gratuity Fund until 31.12.2013, for staff which, in accordance with their contracts, 
participate in the above Fund, amounts to €273.157 and concerns twelve employees, whose recruitment 
was between 1991 and 2005, ie there is a  deficit of  €174.905. 
With the approval of the House of Representatives on the Youth Organisation (Pensions and Allowances) 
Regulations of 2013 which will have retroactive effect from 1994, the above Fund will be abolished. 
On 6.5.2015 the Organisation applied to its legal advisers for legal advice on the matter. 
 
 
The President of the Organisation informed us that the Organisation has this issue in its immediate 
priorities and is examining it in connection with the issue of the pension plan, the Regulations of which are 
pending for approval by the House of Representatives. To handle this issue, the Organisation sought advice 
from legal advisers. 
European programs. 
The Organisation participates in the European Programs “Youth in Action" and "Erasmus +” covering the 
periods 2007-2013 and 2014-2020 respectively. Within the framework of the above programs, the 
Organisation subsidises various organisations / youth groups to carry out such actions, according to the 
Guides of the Programs, which have been prepared on the basis of the relevant EU requirements. By 
signing the contract, a prepayment of 80% of the sanctioned grant is paid in most cases, while the 
remainder is paid upon approval of the final report, which must be sent not later than two months from the 
expiry date of the period of the action plan. 
It was found that in several cases, the reminders of the Youth Organisation to the organisations which are 
delaying to submit the final report, are not sent within the time limits indicated in the Guides of the 
programs but with a delay. Additionally, where the final reports are submitted late, the sanctions, as 
provided in the Guides, are usually not imposed. Also several cases were identified where organisations 
have submitted final reports in 2014 or 2015, but have not yet been examined by the Organisation. 

Recommendation:  We suggested that the procedures for resolving the matter are accelerated. 



 

 

We noted that the non imposition of sanctions, implies non-compliance of the Organisation with the 
Regulations of the European Commission's Guide, and increases  administrative costs for the monitoring of 
these applications. 
 
 
The President of the Organisation informed us that he agrees with our findings and all possible steps will be 
taken to ensure strict compliance with the prescribed procedures and terms / schedules of the Guide of the 
Program. 
Youth Initiatives.  
The relative expense for 2014 amounted to €1.096.131 (2013: €1.191.271) and relates mainly to subsidizing 
specific actions taken by young Cypriots. From a sampling examination of the grants given in 2014, the 
following were revealed: 
 (a)    Level of grants. With the submission of applications from organisations, the applications are 
examined by an official Evaluation Committee, which sets the level of the grant, within the highest range as 
determined in the Program Guide for each activity. Subsequently, the amount of the proposed grant is 
examined by a three-member Committee for Initiatives of the Board, which adjusts the level of the grant, at 
its discretion. It was found that in several cases, the amount of sponsorship is adjusted by the three 
members Committee of the Board without their decisions and the reasons for the adjustment to be 
documented. 
 
 
 
The President of the Organisation informed us that, since 2015, when the new Guide was implemented for 
the “New Initiatives Programme”, the three-members committee of the Board does not exist. All 
applications are considered at an official level on the basis of specific criteria, set out in the Guide of the 
Program and a recommendation is submitted to the Board, which essentially approves it. Where the 
required amount, based on the applications and the suggestion, is not enough, the plenary of the Board 
proceeds to the impairment of the amounts based on a predetermined and precise formula, so as to 
allocate to the beneficiaries the amount available. 
(b)   Action 2.1 “Environmental protection” and Action 2.5 “Youth and Sports”. During the audit of the 
financial statements of 2012 and 2013, grants cases under the above actions were identified, for which we 
expressed our reservations as to whether the information submitted to the Organisation was sufficient for 
documenting the implementation of the actions and we requested that, in those cases, to request the 
organisers to submit relevant documents. The Organisation has requested the relevant documents from 
the organisers, but they stated that it is not possible to produce them, because they were not requested 
during the events.  
 
 
 
The President of the Organisation informed us that he agrees with our finding, and that from now on the 
responsible officers are verifying the compliance with the criteria and conditions set out in the new Guide 
of the Program and request the timely submission of the appropriate documents, as per our 
recommendation. 

Recommendation: The Organisation should strictly comply with the prescribed procedures and terms / 
schedules. 

Recommendation:  For purposes of transparency, we believe that minutes of the Tripartite 
Committees decisions of the Board should be kept and its decisions are properly documented. 
 

Recommendation: The responsible officers should adhere strictly to the criteria and conditions set by 
the Organisation in the new Guide of the program and for the timely production of the appropriate 
documents. 



 

 

(c)   Action 4 "Educational excursions".  Within the above Action, the total amount of subsidy of €113.337, 
was approved by the Board in 2014. It was found that the applications of the organizations, which are 
considered by an administrative committee and then are approved by the Board, are not treated in the 
same way, but the amount approved varies depending on the organisation. Examples include the case of an 
Organisation which submitted applications for the sponsorship of four three-day excursions of 45 people at 
a  camping site and the Board decided that the trips are subsidised with an amount of €4,700 / trip 
(suggestion by the Staff Committee: €2.000), while in another case of a the three-day excursion with 250 
persons of another Organisation, with accommodation in apartments, the Board decided to grant a sum of 
€2,000. It is also reported that the letter, which was sent to the first Organisation, states that the budget 
for each excursion is the amount of €2.750 and the amount of sponsorship is €4,700, implying that the 
subsidy of the Organisation for the excursion is of a greater amount than the estimated total cost. It is 
noted that according to the final report and the invoices submitted, all excursions, regardless of the starting 
point and the number of participants, cost €4.700 each, a fact that in our view, raises questions as to their 
validity. 
 
 
 
 
The President of the Organisation informed us that he agrees with our finding  on this issue and said that, 
with the adoption as from 2015 of the new Program Guide , such manipulations are avoided and all 
applications are processed under the same conditions and criteria. 
(d)     Action 7.1 “Financial support of Youth Coordinating Associations”.  In 2014, an amount of €368.000 
(2013: €378.000) was paid, under the above Action, to a total of ten beneficiaries, but without justifying the 
calculation of each grant. On this point, it is stated that, in accordance with the Project Guide for 2013-
2014, with respect to this Action, the submission of financial statements certified by an approved audit firm 
is required only for the grant to the Cyprus Youth Council and the Cyprus Youth Organisation Centers. It is 
noted that, according to the new Guide of the program which applies from December 2014, all 
beneficiaries of the above Action must submit audited financial statements of the previous year. 
 
 
 
 
The President of the Organisation informed us that he agrees with our finding on this issue and told us that, 
with the adoption of the new Program Guide, everything mentioned in our recommendation has been 
implemented. 
(e)   Verification of income and expenses of a subsidised event / activity. According to the Guide of the 
program, beneficiaries must, after the end of the activity, submit original invoices and receipts or, if the 
beneficiary wishes to have the original documents returned to him, then he is obliged to submit them 
together with a copy, which will be certified. From a sample check on grants paid in 2014, it was found that 
the above are not applied in all cases. 
 
 
 
 

Recommendation: All applications to be examined under the same conditions and criteria so that no 
inequality results and the sponsorship amounts to be calculated on the same basis (eg a specific grant 
amount per person to be determined for excursions that include accommodation, provided that they 
will not exceed the actual cost, on the basis of supporting documents submitted for substantiation). 

Recommendation: We expect that as from 2015, the provisions of the new Guide regarding this 
particular Action will be fully implemented. Additionally, we suggest that the method of calculation of 
each annual grant is detailed in a minute / statement, which should be approved by the Board of the 
Organisation. 

Recommendation:  We suggest that, before a payment of a sponsorship takes place, a thorough check 
of all documents is carried out. Where the beneficiary wishes that the original documents are 
returned to him, it would be more appropriate to stamp them with a stamp stating that these were 
submitted to the Organisation for a grant to prevent the possibility of their resubmission to another 
Government Organisation or Service, to receive additional sponsorship. 



 

 

The President of the Organisation informed us that he agrees with our finding relating to the verification of 
the income and expenses of a subsidised event / activity and that, inadvertently, in some cases, the 
provision of the Guide relating to the submission of the original invoices and receipts, has not been applied 
accurately. He also informed us that, from now on, our recommendations will be implemented. 
Also, despite the fact that the program guide for 2013-2014 states that the revenue of the subsidised 
activity must be reported and presented with all relevant documents, it was observed that this condition is 
not met. It is also noted that the new Guide which was implemented in December 2014, states that the 
applicant must indicate any other sources of funding beyond the Organisation's grant, without requiring 
the production of evidence. Therefore, the Organisation may not be able to know with certainty that there 
is no surplus for the beneficiary. 
 
 
 
The President of the Organisation informed us that he agrees with our observation and that the Program 
Guide will be amended, as our recommendation. 
(f)     Promotion of the program Youth Initiatives. According to the Guide of the program, beneficiaries are 
required to use the official logo of the Organisation, provided that they are informed about the acceptance 
of their application, at least 30 days before the start of the activity. In addition, beneficiaries must send 
their brochures to the Organisation in electronic form. It was found that, in some cases, there is no 
evidence of the projection of the Organisation by the beneficiaries. It was also found that, in some cases, 
despite the fact that the applications are submitted in time, their evaluation and approval is delayed and 
the beneficiaries are not informed promptly. 
 
 
 
 
The President of the Organisation informed us that he agrees with our findings, indicating that the problem 
is because the function of this program is very demanding in relation to the operating procedures and 
requires the involvement of more members of staff than those the Organisation can make available, taking 
into account other needs. The Organisation considered in particullar this subject and included an item in 
the Budget for 2016 for the computerisation of the operation of the "New Initiatives Programme" in order 
to gain time to manage it and achieve the best functioning. 
(g)    Verification of information described in the applications. According to the Guides of the program, 
officers of the Organisation may at any time carry out spot checks to verify the information described in the 
applications. Although, as we have been informed, a small number of spot checks was carried out, no 
written report or other document, that shows they have been carried out, was presented to us. As stated in 
the President’s letter to our Office dated 5.6.2015, as from July 2015 spot checks will be carried out on at 
least 10% of approved activities of each year and, for this purpose, forms have been prepared, which will 
be completed when conducting spot checks. 
 
 
The President of the Organisation informed us that the verfication of the information described in 
applications by beneficiaries is considered a priority, so relevant forms have been prepared, which will be 
completed during the field inspections. He also said that spot checks are not applied, because most of the 

Recommendation: We proposed the amendment of the program Guide, so that beneficiaries are 
obliged to submit full details of their income. 

Recommendation: The Organisation should improve its procedures so that the applications are 
examined as soon as possible and to provide the time for projecting the Organisation in all activities. 
Evidence of the Organisation's projection should be submitted by all Organisations and for all 
activities. 

Recommendation:  To implement the reported commitments of the Organisation. 



 

 

activities were carried out before informing the beneficiaries by the Organisation that they  were approved 
for funding. 
Relocation of the Cyprus Youth Organisation’s premises.  
After the initial approval given by the Ministry of Finance on 2.7.2013, the call for interest by the 
Organisation and the evaluation of the various proposals submitted, the Organisation signed a lease 
document for renting part of a building on Athalassa Avenue, for a period of seven years, from 1.1.2015, 
with a renewal option for further seven years. 
After examining the matter, the following arose: 
(a)    Housing needs of the Organisation. Based on a table prepared by the Public Works Department, the 
need for an area of the Organisation, including common areas, toilets, storing space, conference halls, etc., 
was estimated at 885 sq.m. Although the offered area (920 sq.m.) of the building that was eventually 
rented covered the needs of the Organisation, it was decided after the award, to rent an additional floor of 
a total area of 150 sq.m., increasing the total rented area by 185m. or by 21%, compared with the area 
calculated by the Public Works Department. It is also noted that the invitation of interest it was not 
mentioned that proposals would be accepted for larger rental spaces, something which probably limited 
the proposals submitted. 
We asked to be informed of the reasons why the Organisation decided to increase the rented premises 
after the decision to rent the particular building. 
The President of the Organisation informed us that, due to the low rent compared with the current, it was 
considered useful to rent additional space for the Organisation’s functions. 
(b)    Evaluation of proposals. According to the schedule, prepared by the Committee, from all 19 proposals 
submitted, seven buildings did not meet the minimum requirements. Based on the data in the schedule, 
four other proposals, including the one relating to the building that was rented, should have been excluded 
for the same reasons, as it did not meet the minimum requirements regarding the submission of the 
building permit and final approval of the building. Also, the planning approval submitted dates back to 2001 
and it is likely that it had expired, while the building has not been incorporated in the title deed. 
 
 
 
The President of the Organisation informed us that the four-member committee wrongly considered that 
the documents submitted by the owner of the existing agencies meet the required standards and, 
therefore, the Board did not have the correct information when making its decision. After our observation, 
the Organisation asked the owner to proceed with the necessary procedures for incorporation of the 
building in the title deed, as per our suggestion and the Board will take the necessary investigative 
measures on the responsibility of the members comprising the four members committee. 
(c) Building inspection by the competent State Services. While all relevant Government Services 
inspected and provided, at least four months before the beginning of renting the building, reports with 
various requirements, it was observed that in September 2015, ie thirteen months after the initial 
notification, the settlement of a number of works is still pending. 
 
 
The President of the Organisation informed us that, in cooperation with all competent Government 
Services and after correspondence with the owner of the building, on 27.10.2015, all pending works have 
been completed, except one, which is expected to be completed shortly. 

Recommendation: We asked to be informed of the reasons why the proposal to rent the said building 
was accepted, since on the basis of the above, it should have been rejected. We also suggested to take 
all the necessary measures to integrate the building in the title deed. 

Recommendation: To identify all pending tasks and request from the owner their immediate 
settlement. 



 

 

Youth hostel. 
It was observed that the operating costs of the Youth Hostel are disproportionate to the corresponding 
revenue. On this point it is noted that, according to the World Bank report submitted on 23.5.2014 on the 
role and work of the Organisation, a number of programs, including the operation of the Hostel may not fall 
within the competence of the Organisation and a recommendation is made for the granting of the Hostel to  
an idividual, to whom a commensurate consideration can be paid when the need arises for the 
Organisation to use it. 
According to the position of the Board, in relation to the above report, the operation of the building must 
not continue, since the benefit to young people is limited because of its small size and high operating costs. 
  
 
 
 
 
 
The President of the Organisation informed us that, the  matter of continuing or not the operation of the 
Youth Hostel, and the other programs of the Youth Organisation, will be decided after the completion of 
the study being carried out regarding the restructuring of the Organisation as a whole 
Staff pension benefits. 
According to the Law on Youth Organisation of 1994, as amended by Law 2007 (L.151 (I) / 2007) and 
pursuant to the Youth Organisation (Structure and Terms of Office of Employees) Regulations 2007 (R. 
513/2007), the retirement benefits are determined by Regulations made under article 33 of the Law. We 
observed that, despite the passing of five years from the date of the amendment of the legislation, the 
relevant Regulations governing the retirement benefits of Organisation staff have not yet been adopted. 
Due to the above pending matter, the obligations of the Organisation in relation with the retirement 
benefits are not evaluated and are not recognised in the financial statements. 
 
 
 
As we were informed by the President of the Organisation, the relevant regulations have been approved by 
the Council of Ministers on 6.5.2015 and on 20.5.2015 were submitted to the House of Representatives for 
approval. Following the adoption of the Regulations, the Organisation will make an actuarial assessment of 
the cost of the retirement benefits. 
 
4.43   HEALTH INSURANCE ORGANISATION 
Establishment. The Organisation was established under Article 3 of the National Health System Law no. 89 
(I) of 2001, which came into force with the R. 565/2002 on 22.11.2002. According to the Law, the 
Organisation is a public corporation and its purpose is to implement the National Health System (NHS). 
Financial situation. The income and expenses of the Organisation, as well as the surplus / deficit for the 
years 2013 and 2012 according to the unaudited financial statements are as below: 
 
 

Recommendation: We understand that both the Youth Hostel, and other infrastructure of the 
Organisation are considered as benefits for young people and therefore are not for profit making, 
however, taking into account the observations of the World Bank and the respective positions of the 
Board, we expect that with the completion of the study being carried out regarding the restructuring 
of the Organisation, the  procedures for taking the necessary decisions to bring about savings in the 
budget of the Organisation will be speeded up. 

Recommendation: With the introduction of the above Regulations the Organisation to proceed 
immediately with an actuarial assessment of the cost of retirement benefits. 



 

 

                2013              2012 
                   €                  € 
Income 3.750.693 2.669.982 
Expenses 3.154.923 3.575.630 
Surplus (Deficit) 595.770 (905.648) 

It is reported that the audit of the financial statements of the Organisation for the years 2013 and 2012 will 
be assigned to private auditors, under Article 8 of the Provision of Data and Information to the Auditor 
General and the House of Representatives Laws of 2002 to 2014. 
Budget.   The budget for 2013 was submitted to the Ministry of Health on 21.6.2012. In view of the Ministry 
of Finance circular letter dated 7.1.2013 for inclusion in the budget of the Public Corporations 
arrangements, which were approved by the Budget Law of 2013 for the reduction / elimination of 
allowances in the Public Service, a revised budget has been prepared and submitted to the Ministry of 
Health on 1.2.2013, which was passed in Law and published in the Official Gazette on 29.4.2013. 
The House approved twelfths for January and February. For payments made during the period 1.3.2012 - 
29.3.2012 and 1.3.2013 - 28.4.2013, there was no legislative coverage. 
Staff and allowances. On 31.12.2013 the Organisation employed 54 people. The related costs amounted to 
€2.7m. In 2013 (85.7% of total expenditure), compared to €2,8m. in 2012 (78.3% of total expenditure), ie a 
decrease of € 0,1m. or 3.6%. was recorded.  
With regard to health care, our Office commented that the employees of the Organisation should also have 
to contribute as it is the case in the public sector. Additionally, we recommended that the Welfare Fund 
should not be financed by the Organisation. 
The Chairman of the Organisation informed us that, although under the terms of employment of the staff 
and the collective agreements which have been concluded, the Organisation is obliged to provide free 
medical care to the staff, the Organisation, in an effort to limit its expenditure, has recently agreed with the 
staff to participate in the cost of the health care scheme, introducing a co-payments amount and a 
decrease in the services provided in the package. 
Regarding the Welfare Fund, as most Public Corporations which also provide similar benefits to their staff, 
the Organisation is bound by the Collective Agreements. 
Implementation of the NHIS.  
(a)   According to the original schedule for the implementation of the NHIS, which was prepared in 2005, 
the implementation of the scheme was expected to take place at the end of 2008. In the reassessment 
report for the progress of the project, which was prepared by the Ministry of Health and the Ministry of 
Finance and was submitted to the Council of Ministers in February 2009, the introduction of the NHIS was 
postponed to 2012. With the Council of Ministers decision in June 2012, the implementation of the scheme 
was postponed to the middle of 2015. According to the revised Memorandum of Understanding of 
September 2014, the project would have been implemented / will be implemented gradually in three 
phases: 
Phase A:   Primary Health Care Services - visits to a family doctor and pediatrician (date of application 
1.7.2015). 
Phase II:   Introduction of additional health services, including services provided by specialist doctors for 
outpatient care and outpatient medicines (date of application 1.1.2016). 
Phase III:   Full implementation of the NHIS, which additionally includes all secondary and tertiary health 
care services, laboratory and clinical examinations, hospital inpatient etc. (date of application 1.7.2016). 



 

 

With the revised Memorandum of Understanding of June 2015, the full implementation of the NHIS         
was transferred to 2017. According to the Memorandum, the bill on the autonomy of public hospitals 
should by 30.6.2015 be approved by the Council of Ministers and laid before the House of Representatives, 
to prepare a roadmap for the autonomy and until 30.9.2015, to prepare a restructuring plan for state 
health centers. The tender process for the computerised system, which also presents a great delay, will 
have to continue in parallel. 
The amendment of the law to enable the autonomy of state hospitals, is pending since 2007. The original 
bill which was laid before the House of Representatives for the amendment of the 2001 National Health 
System Law no. 89 (I), was withdrawn due to serious disagreements between stakeholders and it was 
requested to present a new bill. The new bill was submitted to the Ministry of Health in December 2013. 
The Chairman of the Organisation informed us that with regard to the delays presented in the 
reorganisation / autonomy of state hospitals and the costing of health services provided by public hospitals, 
these concern matters that do not fall within the competence of the Organisation. We were also informed 
that the Organisation has completed the second phase of the Competitive Dialogue (Board Decision: 
3.9.2015) for the NHIS Information System and will invite the participating companies to submit their bids 
the moment it obtains  a compliance certificate from the Treasury. 
(b)     As mentioned in our previous reports, from the beginning of the operation of the Organisation, large 
amounts (approximately €10.5m.) have been spent for the purchase of consultancy services for various 
procedural projects, such as consultancy services for the implementation strategy of NHIS (€6,3m.), leasing 
services for the purchase of an information system (€1,2m.), purchase of services for the development of  
an actuarial model and calculation of health expenditure (€2,0m.), while significant projects necessary to 
implement the NHIS such as the reorganisation / autonomy of state hospitals and the costing of health 
services remain pending. 
The Chairman of the Organisation informed us that the expenditure was deemed necessary for the 
Organisation to develop the appropriate expertise and be ready to go ahead successfully in the 
implementation of the NHIS . 
(c)    The Tax Department (formerly IRD) and the Social Security Department expressed the view that it is 
impossible to cope with the additional workload that will be required to make the necessary changes to the 
computer systems and to operate the contributions deductions and collection system, due to lack of 
human and financial resources. In October 2013, they submitted to the Ministry of Health their needs for 
staff to meet their obligations relating to the NHIS, as well as a timetable for their preparation for the 
collection and deduction of contributions for the NHIS. According to the Action Plan for the implementation 
of the plan, these Departments will begin to prepare their computer systems after the enactment of the 
relevant legislation. 
It is noted that the final draft on the National Health System (Recovery procedure, payment and 
withholding of contributions) Interior Regulations of 2013 which is expected to be sent to the Minister of 
Health for approval after the enactment of the amending legislation, has been prepared. 
 
4.44   CYPRUS FOUNDATION FOR MUSCULAR DYSTROPHY RESEARCH  
Cooperation agreement with the Ministry of Health. On 26.11.2010, a new agreement between the 
Ministry of Health (on behalf of the Government) and the Foundation entered into force, replacing the 
memorandum of understanding in place since 26.10.1999. The agreement provides for the establishment 
of the financing of the budget of the Institute of Neurology and Genetics (CING) of the Republic of Cyprus, 
while the CING provides services to the Republic of Cyprus at an agreed fee (price list). The financing 
consists of an annual grant through the State Budget to cover a possible deficit of CING, after taking into 



 

 

account the revenues from services (research and education, pharmaceutical and medical services, 
cooperation of state officers / doctors / scientists). Apart from the above grant, the State bears the cost of 
medicines since under the agreement, medical treatment is provided to all eligible patients monitored at 
CING under the administrative and financial control of the Director of Pharmaceutical Services. 
It was found that the agreement had no expiration date and does not include a provision for the procedure 
to be followed in case of modification of its terms. There are also uncertainties which affect the 
cooperation between the Government and the Foundation. 
In his response, the Chairman of the Board said that the Council does not believe that the cooperation 
agreement with the Ministry of Health needs renegotiation and that there is a safeguard in the agreement, 
which provides for the existence of a special committee consisting of by the Director General of the 
Ministry of Health, the Director General of the Ministry of Finance and the Director General of the 
Foundation, which will agree the annual budget (and therefore the funding of the Foundation by the 
government) on a three year basis. Therefore, once the financing funds are agreed through the above 
process, it is extremely unlikely to have a deficit in the budget of the Foundation. Referring to the 
cooperation agreement which has no expiration date, it was an essential condition of the agreement that 
aimed at the historical and continuous relationship with the State by establishing the Foundation and its 
relationship with the State. 
The Foundation was created and developed in the form that is now with the consent of the State and with 
the substantial involvement of the State in the Board of Directors, since the majority of the directors are 
appointed by the Government. 
Government grant. The amount of the grant and the cost of medicines paid by the Ministry of Health in the 
last five years is shown in the table below:  

  2014 
€ m. 

 2013 
€ m. 

 2012 
€ m. 

 2011 
€ m. 

 2010 
€ m. 

Government Grant  4,9*  8,3  8,4   7,8    6,7  
Cost of Medicines  5,0  5,7   5,7   5,2     4,9  
Total  9,9  14,0  14,1  13,0   11,6 

 * In the Budget of 2014, the provision for the support of research infrastructure of the Institute of Neurology 
and Genetics, amounting to €3,2m., is included under the General Directorate for European Coordination and 
Development Programs. 

Income. The total revenue of the Foundation in 2014 amounted to €13,2m., of which the revenue from the 
services offered (except those to the Ministry of Health) and student fees, amounted to only €2,6m. or 20% 
of the total revenue. 
Expenses.  The total expenditure of the Foundation on 31.12.2014 (excluding depreciation) amounted to 
€11,9m. 
Staff costs. On 31.12.2014, the Foundation employed 182 people. Staff costs amounted to €8.3m. and 
represents 69% of the total costs of the Foundation. As seen above, the government grant is the largest 
source of the Foundation's income, since the income from other sources make up 20% of the revenue. 
Filling the position of the Director. On 16.11.2015  the Contract was signed with the Director of the 
Foundation (Chief Executive / Medical Director) for a period of five years, with a renewal option for another 
five years and an annual salary of €104.532, plus allowance of €12.851 and similar benefits, as fuel costs 
(up to €3.464), telephone costs (up to €2.078) and free medical coverage. Our Office noted that the Board 
had not consulted with the Ministry of Health before finalizing the Director’s Contract. 
Scope of Services provided by the Foundation. The absence of a system to refer patients / laboratory 



 

 

analysis from public hospitals to the Foundation as well as the failure to carry out controls on the number 
of cases brought before, results in the Ministry not being able to control the scope of services provided by 
the Foundation to the Republic of Cyprus. 
The Chairman of the Council said that, under the cooperation agreement, at the end of each quarter a 
statement of the volume of services provided to the Ministry of Health in the previous year is sent by the 
Foundation to the Ministry of Health to have knowledge of the extent of these services. 
Commissioner for State Aid. The Commissioner for State Aid, in a letter dated 18.8.2008, informed the 
Foundation for its obligations under the Community Framework for State Aid research organisations. 
According to the Commissioner, the Foundation, as a research organisation funded by the State, should, 
from 1.1.2009  keep separate accounts for its economic and non-economic activities. Otherwise, the annual 
funding from the State constitutes State aid incompatible with the Community law or is subject to 
restrictions and conditions of the State aid rules. As shown in the financial statements of the Foundation for 
2014, a distinction was made in the annual deficit between economic and non-economic activities, but 
without preparing separate accounts. 
Non invasive prenatal diagnosis of Down syndrome. The Foundation, on 26.1.2011, filed an application for 
patent registration with respect to the invention of non-invasive diagnosis for Down syndrome by its staff. 
In November 2012, (on the basis of a relevant decision of the Board dated 5.10.2010), the Foundation 
granted by written agreement, 99% of revenues from future exploitation of the patent to the private 
company NIPD Genetics Ltd. 
The agreement provided: 
(a)     Allocation of all patent rights by the Foundation to NIPD Genetics Ltd in exchange of the receipt of 1% 
of the net operating revenue of the patent in any country, and 
(b)    Payment by NIPD Genetics Ltd to the Foundation, of the cost paid by the Foundation both for the 
registration of NIPD Genetics Ltd and for the preparation of its business plan. 
Initial shareholders of the NIPD Genetics Ltd was the company CING Innovations Ltd (the institution holds 
100% of shares), the Researcher 1 and the Researcher 2. Then by increasing the share capital, new 
shareholders were added as shown below, leading to a further dilution of the Foundation’s share in the 
company. 

Shareholders  
Initial capital  
No. of shares  

Capital today  
No. of shares 

CING (CING Innovations LTD)  6.233(44%)  6.233 (36%) 
Researcher 1  6.517(46%)  6.583 (38%) 
Researcher 2  1.417(10%)     1.417 (8%) 
Others  ---    3.214 (18%) 

It is noted that according to Article 11 of the Law of Intellectual Property Rights (N.59 / 1976), the 
recognised copyright initially belongs to the inventors, however, where the creation of the work is done 
during the inventor's employment, as part of his tasks under his contract of employment, the copyright 
shall be deemed to be transferred to the inventor’s employer, without prejudice to any agreement 
between the parties which would exclude or restrict this transfer. The employment contracts of the two 
researchers do not seem to include such a provision that excludes or restricts the transfer. 
It is noted that, the Foundation's Board of Directors, at a meeting held on 5.10.2010 approved the signing 
of the Foundation Agreement with Genome Research Ltd (Sanger Institute) for the allocation of 10%, from 



 

 

1% of the revenues received from the exploitation of the patent (the agreement was signed on 26.7.2010). 
The commercial exploitation of patents began, according to reports in the local press, in May 2015, since 
the above prenatal diagnosis is offered in Cyprus and abroad. 
Additionally, it is stated that on 30.10.2012, the Board of CING decided the remuneration of the Researcher 
1 from NIPD Genetics Ltd. The remuneration consisted of 100 shares per year and an amount of €50.000 
per year for a period of three years with effect from October 2011 to October 2014 and its review at the 
end of this agreement. As we were recently informed, the current value of the share amounts to €1,150 
(nominal value of the share is € 0,10). Simultaneously, the Researcher 1 held the position of the Director of 
the Foundation, with benefits as those mentioned above in the section entitled “Filling of the Director’s 
position. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Recommendations: 
In view of the above, our Office recommends that the Ministry: 
 (a)        Proceeds immediately to renegotiate the agreement if it decides on the amount and the terms of the sponsorship it will grant the Foundation and after consultation with the Attorney General and the State Aid Superintendent. Our Office considers that the Ministry should not cover the annual deficit of the budget of the Foundation and the new agreement should have an expiration date. 
(b)       (i)     Separates the research services from the other services provided by the CING and, after requesting to be granted the annual research program, to evaluate and adjust its contribution. As for the other services, the State  to assign the services in compliance with the public procurement legislation with a view to secure the best economically advantageous prices. For services which are provided only by the CING, an agreement, through negotiation on the basis of the existing public procurement legislation, could be concluded. 
              (ii)   Until the signing of the new agreement, the Ministry should, in cooperation with the Department of Medical and Public Health Services,  proceed to carry out all the necessary checks to verify that the provisions of the circular issued apply, in order to limit the services offered by the Foundation and by extension the State subsidy received. 
(c)      Investigate the reasons why the patent rights were granted to the private company NIPD Genetics Ltd, since the commercial exploitation of the patent may greatly enhance the Foundation's revenue and consequently to reduce the government subsidy. The patent was the Foundation's property, in which the two researchers worked with the appropriate fee (annual salary of Researcher 1 as from 20.6.2011 €103.103, plus the most important benefits referred to in the paragraph above as remuneration from NIPD Genetics Ltd). 
(d)    Investigate whether there was a conflict of interest in the procedure followed in establishing the private company NIPD Genetics Ltd, where the researcher was a member of the Board of the Foundation and Executive Director and the largest shareholder of NIPD Genetics Ltd. 
(e)     Investigate the reasons why it was decided that the Foundation participates in the share capital of NIPD Genetics Ltd through the private company CING Innovations Ltd, which was created for this purpose. 
 (f)  As we were informed recently, the Board of the Institute decided that the 
Researcher 1 remains at the Institute as the Head of the Translational Genetics 
Department, without pay. We have serious reservations as to whether it is legally possible 
and in any case we believe that this would create an unacceptable situation regarding the 
division of roles and responsibilities and also of accountability. 



 

 

The Chairman of the Board in his response stated that the legislation of the Republic (the Law of Patents, L. 
16 (I) / 98) provides that the inventors are entitled to a fair remuneration and benefits from the employer. 
For the determination of this right of the inventors, but also for the management and exploidation of the 
intellectual property process, academic institutions should have special regulations for intellectual property 
rights. This applies to all academic institutions in the whole world, which according to the special 
regulations for intellectual property rights, inventors receive part of the benefit of the commercialisation of 
their inventions. The specific regulation on intellectual property rights of the Foundation adheres to these 
practices and it had been the subject of suggestions and approval by the Commissioner for State Aid Office 
in 2011, after having been evaluated by the Directorate General of the European Commission for 
Competition. In addition, it received a very positive external evaluation in 2014 through the initiative of the 
Research Promotion Foundation called "Support and development measure of internal policies regarding 
intellectual property management in universities and research institutions”. 
The procedures followed in connection with the rights of the inventors and the commercial exploitation of 
the patent for the non-invasive prenatal diagnosis for Down syndrome, were according to the provisions of 
the Foundation's regulation on intellectual property rights. The percentage of the inventors and of the 
Foundation in the share capital of NIPD Genetics arose through the application of the regulation. Based on 
international best practice, when the commercial patent exploitation requires significant funds, «spin-off» 
companies are created in order to raise the necessary funds and for the commercial exploitation of the 
patent. The needs for funding of NIPD Genetics company Ltd  ( which have been covered by increases in the 
share capital by third parties) have risen so far in excess of €6 million, an amount which practically the 
Foundation itself cannot contribute. 
Regarding the stay of the Researcher 1, as Head of the Translation Genetics Department, he said that, 
following the advice of the legal counsel, it has not been adopted by the Board. 
Our Office does not share the above position of the Foundation for the rights of inventors, since the said 
Regulations on intellectual property rights are essentially prepared by those who would benefit from the 
policies which would be determined by them. The Foundation is funded by the State and policies that, in 
one way or another, lead employees to enjoy such provocative benefits, cannot be applied. 
 
4.45  BANK OF CYPRUS ONCOLOGY CENTER  
Establishment and operation of the Center.  The Centre was established and began to offer medical 
services in 1998. Its operation is based, to a large extent, on the financial support of the Government, 
which, according to the Declaration of Trust and the agreement signed with the Medical Foundation of the 
Bank of Cyprus, undertook to cover the operating costs of the Centre in perpetuity. The annual state 
subsidy, including the cost of medicines provided by the Pharmaceutical Services, amounted in 2014 to 
€22.7m. (2013: €25,6m.) 
Medical fees receivable. It was observed that no satisfactory measures for the collection of the medical 
fees have been taken for cases where the expected response from the insurance companies do not respond 
as expected. 
The Director General of the Center informed us that since 2013 the Centre is requesting the payment for its 
services from non-beneficiary patients, with this resulting in a significant reduction of the debts of patients. 
He also informed us that, at the Board of Trustees meeting held on May 5, 2015, it was decided, inter alia, 
to avoid legal proceedings and make appointments with insurance companies to discuss the issue of debt 
to the Centre. 
 
 



 

 

 
 
 
Payroll of medical staff. The salary and the benefits of the medical staff are specified in their employment 
contracts, while the contribution of the State is determined by relevant approvals by the Ministry of 
Finance and any difference is covered by the Medical Foundation of the Bank of Cyprus. 
Our Office noted that, by 2013, the proportion which the State contribute for all specialist doctors, 
regarding the contribution of the Centre to the Provident Fund amounted to 25% of the salary which the 
State covers, while the contribution cost of the Centre is only 10% on their total earnings. 
The Director General of the Ministry of Health informed us that a meeting was held on 28.5.2015 at which 
the competent Ministries of Health and Finance agreed that the matter is re-examined in the context of 
implementation of the reorganisation and the granting of autonomy to public hospitals. 
 
 
 
 
Clinical laboratory Services. Since 2002, the Centre is purchasing services from the same private clinical 
laboratory. The cost in 2013 and 2012 was €1.56 m. and €1.68m., respectively. 
Because such expenditure under the agreement is born by the Government, the Ministry of Health  studied 
the possibility of these services being provided by the Archbishop Makarios III (AMH III) Hospital. According 
to the minutes of the meeting held on 14.2.2012 at the Ministry, all necessary procedures would have been 
completed and the AMH III would have been able to serve the Centre since February 2013. However, due 
to the delay in the expansion of the Integrated Health Information System (IHIS) at AMH III, it was not 
possible for such services to be provided. As a result, in January 2014, the Centre proceeded to open a 
tender notice, which was awarded in March 2014 to the only bidder (the same as in previous years) for the 
period 1.1.2015 - 31.12.2016 with a renewal option for another year. 
 
 
 
 
 
4.46   ADVOCATES PENSION FUND 
Annual results.  In 2014 the Fund recorded a surplus before taxation amounting to €6.577.278, compared 
to €5.063.861 in 2013. The increase shown in the 2014 surplus, compared with 2013, amounting to 
€1.513.417 or 30%, is mainly due to the impairment of bank deposits and securities incurred in 2013, 
amounting to €1.633.340. 
Bank accounts. On 31.12.2014 the total amount which was deposited with financial institutions amounted 
to €38.230.966 compared to €32.358.110, at 31.12.2013. This amount is deposited in six commercial banks 
(€35.544.856), and the Housing Finance Corporation (€1.046.104), the Limassol Cooperative Savings Bank 
Ltd (€715.963) and the Cooperative Savings and Commercial Sector Entrepreneurs Cyprus Ltd (€924.043). 
Investments. In the year 2014 a total amount of €1.212.927 was invested in 1,113,817 shares of Cypriot 
banks listed on the Cyprus Stock Exchange (CSE). The average fair value of the above shares in force on 

Recommendation: The Centre should take all necessary measures to recover the medical fees. 

Recommendation: The Ministry of Health, which bears significant costs for the salaries of staff, to 
carry out, in cooperation with the Ministry of Finance, a review of the State's contribution to the 
remuneration package and benefits of the Centre's staff. 

Recommendation: In view of the Council of Ministers decision on 16.7.2014 for the implementation of 
IHIS in all government hospitals and health centers, the Ministry should consider again the possibility 
such services to be provided by the AMH III. 



 

 

31.12.2014 was €220.562, compared to €221.909 on 31.12.2013, ie in 2014 there was a decrease in the 
value of the shares of €1.347 or 0.6%. 
On 1.1.2014, the Fund owned corporate securities and securities with a fair value of €7.720.382. From the 
valuation of corporate bonds and government bonds at fair value on 31.12.2014, there was a profit of 
€36.870 and €1.170.088, respectively, resulting in a total gain from the valuation of the Fund's investments 
at fair value at 31.12 .2014 amounting to €1.208.305 (31.12.2013: €2.285.048). 
Provision of investment advisory services. According to an “Assets and Liabilities” study, prepared by the 
Consultant of the Fund's investments on the identification of performance objectives, configuration and 
setting of investment policy principles, it has been shown that the existing investment policy’s prospect is 
an average net yield of 1.9%, while the Fund's target for the next three years is to increase the annual yield 
to 3% - 5%, a policy which is expected to be implemented and to continue for the next three years. 
The Consultant suggested that the Fund transfers a significant amount of the cash and deposits available, 
mainly to government and corporate bonds. 
The President of the Fund informed us that the Fund proceeded to obtain tenders for the services of a fund 
manager, according to the recommendations of the Fund's investment consultant. The aim of this 
cooperation is the implementation of the investment policy of the Fund by persons skilled and properly 
trained in asset management. 
Receipts from lawyers’ stamps. Total revenues for the year 2014 amounted to €4.863.477 compared to 
€4.936.333 in 2013, while an amount of €85.257 was paid as commission for their sale to the Bar 
Associations and a commercial bank. 
The lawyers’ stamps are printed on special security paper from the Government Printing Office and was 
delivered to a specific commercial bank, which sells either directly to lawyers, or from the Bar Associations. 
The bank sends to the Fund monthly lists of the quantities of lawyers’ stamps sold and the corresponding 
amount is credited to the bank account of the Fund. 
It is noted that to date no contract has been signed  between the bank and the Fund in terms of their safe 
keeping and management of the lawyers’ stamps, the value of which at 31.12.2014, amounted to 
€17.258.359. 
On 31.12.2013, at the suggestion of our Office, an inventory counting of lawyers’ stamps kept in the bank 
was conducted, resulting in a surplus of lawyers’ stamps, held by the Bank, totaling €389.735. Because the 
Fund's records on the sale and stock of lawyers’ stamps is incomplete, the Board of Directors, at a meeting 
dated 14.1.2014, decided, that for the counting and reconciliation of inventory, to take into account the 
initial balance recorded by the bank as stock on 31.12.2013. 
On 23.12.2014 an inventory stock of lawyers’ stamps was held again and there was 500 lawyers’         
stamps deficit of €20 each (€10.000) and 2.000 lawyers’ stamps of €5 (€10.000) surplus. 
Due to the above, we could not verify the accuracy of sales of lawyers’ stamps and consequently cannot 
confirm their correctness. 
 
 
 
 
The President of the Fund informed us that realising the seriousness of the problem and the immediate 
need to solve it, a meeting with the Bank will be arranged, in order to find better and more stringent 
mechanisms for the continuous monitoring of inventory. 
 

Recommendation: In cooperation with the bank to adopt procedures for strengthening the internal 
control system on the storage / disposal of lawyers’ stamps. Also to launch procedures to conclude an 
agreement for storage / management of solicitors’ stamps, which would clearly define the rights and 
obligations of each party. 



 

 

Actuarial valuation of the Fund. 
The last actuarial study was carried out with an assessment date 31.12.2011, whereby the Fund shows a 
deficit of €89.8m. (31.12.2011: €86,2m., 31.12.2007: €62,4m. and 31.12.2004: €72,3m. or £42.3m.). In the 
actuarial study it is also stated that the present contributions and income from lawyers’ stamps as 
increased by the R 52/2007, can meet the needs for payments of benefits of the Fund for the next 40 years, 
up to 2052. As shown, the viability of the Fund showed no improvement, but instead it worsened, as 
according to the previous actuarial study and data then in force, the Fund could make payments until 2057. 
The President of the Fund informed us that the actuarial study report in 2014 was delivered to the Board of 
the Fund on 14.10.2015 and according to its results, the fund has an actuarial deficit of €107.800.000. 
Therefore, the actuary of the Fund recommends an immediate increase in the percentage of the Fund 
financing. 
 
4.47    CENTRAL COOPERATIVE BANK 
Recapitalization of the Cooperative Credit Sector (CCS). Based on the Economic Adjustment Programme 
signed in April 2013, the total capital shortfall of Cooperative Credit Institutions (CCIs) was calculated by the 
Central Bank of Cyprus (CBC) to €1.5 billion, based on the adverse scenario of PIMCO. 
After approval of the Restructuring Plan by the European Commission Directorate-General for Competition, 
the CCB increased its share capital by €1.5 billion which is entirely covered by the Republic of Cyprus (RC) 
through the granting to CCB of a debt instrument of an equal nominal value of the European Stability 
Mechanism (ESM), of 18 months duration, which at the end of it, is renewed or exchanged in whole for 
cash. The debt instrument was issued by the ESM in the name of the RC and was transferred on 10.3.2014 
to CCB by signing a subscription agreement between the RC, the CCB and the ESM. The debt instrument 
may be used by the CCB as collateral to the European Central Bank (ECB) for liquidity purposes. 
According to the Recapitalization of the Cooperative Central Bank / Central Agency (CCB / CA), Amendment 
Ordinance of 2014, based on the valuation report of the value of CCB shares carried out by an independent 
firm under paragraph 6 of the basic Ordinance, the percentage participation and voting rights of the 
Republic in the ownership structure of the CCB stands at ninety-nine percent (99%) and of the existing 
shareholders of CCB at one percent. 
Recently, after the exercise carried out by the Single Supervisory Mechanism, the CCB increased its 
coverage ratio of Non Performing Loans to 50% (accumulated provisions of €3,4 billion), resulting in the 
Ratio of Common Equity Tier (CET1) to retreat from 13.5%, which was at the end of June 2015 to 12.01% at 
the end of September. The Ministry of Finance, in agreement with Troika has decided to strengthen the 
CCB funds with an additional capital buffer. On November 13, 2015, the Minister of Finance announced the 
intention of the State to proceed with a new, proactive, capital injection which will not exceed €150m.  As 
he stated, this should be done before the end of the year, since on January 1, 2016 the directive on the 
reorganization and recovery of banks, which provides a different recapitalization process comes into force, 
while the CCB, as one of the systemic banks, will be placed under the supervision of the Single Supervisory 
Mechanism and therefore will not be allowed state aid. To give the amount of €150m., the authorisation of 
the Directorate General for Competition of the European Commission must first be obtained. Based on the 
reports of the Minister, if approval is not given, then the gap will be filled by creating funds through the 
operating profitability of the bank. A prerequisite for obtaining approval is the preparation and submission 
of a restructuring plan. At the same time, a supplementary budget should be prepared which will need to 
be approved by the House of Representatives. 



 

 

Audit.   According to Article 109 of the on Fiscal Responsibility and Budgetary Framework Law of 2014 (L.20 
(I) / 2014), “in addition to any other reporting requirement under any other relevant law, any entity of 
General Government, Local Authority, government agency and state enterprise shall submit to the Minister 
and the competent Minister the annual financial statements prepared in accordance with internationally 
recognized accounting standards, within four (4) months after the end of each financial year” which also 
“are submitted to the Auditor General for audit within four (4) months after the end of each financial year”. 
According to Article 2 of the Law, the group of CCB falls within the definition of “state enterprise” and 
therefore is audited by the Auditor General. It is noted that the audit of financial statements is conducted 
by a private audit firm and our Office conducts additional relevant audit. For the year 2014, this additional 
audit was not completed, however,  the following issues  arose  from the audit of CCB, until the preparation 
of this Report.  
Management Division of Non-Performing Loans (MDNPL). In May 2014, the MDNPL began its work to 
manage the high level of non-performing loans (NPL) of the CCS. The MDNPL consists of 5 regional centers 
which follow a common policy in relation to the restructuring and settlement of loans. After the Finance 
Minister's request, an IMF team visited CCB and various CCI and prepared a Technical Assistance Report, as 
a result of the evaluation work of the organisational structure of and functioning of MDNPL, with the aim to 
provide practical suggestions for improving the efficiency in the sector of management of non performing 
exposures and delays. The report was submitted by the IMF to the Minister of Finance in March 2015. 
MDNPL launched and implemented actions and measures to improve its performance and identified 
actions required at the strategic level and their implementation is expected. 
In the Technical Assistance Report prepared by the IMF within the framework of the evaluation of the 
organisational structure and operation of MDNPL, the need to purchase services from external experts for 
the implementation of specific projects to be undertaken by MDNPL and to manage the change in MDNPL, 
is highlighted. Specifically, the IMF report concludes with important findings and recommendations for 
weaknesses at organisational and functional level, for incomplete classification / mapping / hierarchy of the 
portfolio and for inadequacy in determining specific strategies, unevenness in the handling of cases, 
incomplete administrative reporting, monitoring of performance etc. 
Although the MDNPL has launched and implemented a number of actions to improve performance in 
managing the NPLs, in accordance with the Team's report,   an overall strategy at CCS level is urgently 
required, for an effective solution of the problem of NPLs, which would focus on strategic areas of 
importance such as the overall design of uniform and innovative solutions, on the analysis and mapping of 
the portfolio and determination of their management strategies, on global management of change, on 
development of strategic partnerships for sustainable management of the CCS balance sheet etc. 
Moreover, as noted in the IMF report, there is a need for comprehensive and integrated solutions at the 
operational level in terms of systems and technology, such as the need to use an integrated platform for 
the whole of CCS, the need for the whole picture of the balance sheet and the impact of the strategies 
presented in the balance sheet of CCS, the need to implement a single central system of collections, to 
develop strategies which will be integrated into the computer systems, etc. Also, the IMF recommended 
revision of approval limits, the review of the restructuring policy, the preparation of a delay of 
management policy (0-90 days), etc. 
Non-performing loans at December 31, 2014 were €7.32 billion, accounting for 55.86% of the total of the 
portfolio of loans to customers. On August 31, 2015 non-performing loans were €7.66 billion or 59.35%, 
showing an increase of €341.4m. or 4,7%. The share of NPLs is considered very high compared with 
published recent comparative data of other banks. According to the consolidated data for all banks 



 

 

(including CCS) released by the CBC, the NPLs amounted in August 2015 to 47.8% of total loans, compared 
with 59.35% in CCS alone, ie over 24% more than the overall rate for all banks in Cyprus. 
Provisions for bad debts at December 31, 2014 were €3 billion (2013: € 2,6 billion) or 22.67% (2013: 
19.35%) of the total portfolio of loans and advances to customers. Loans with terms that were renegotiated 
in December 31, 2014 were €2 billion (2013: € 1,5 billion) while on June 30, 2015 amounted to €2,3 billion. 
It is noted that until the completion of our report,  the CCB announced in November 2015, that the 
Cooperative will need additional funds of around €150 - 200m., after an increase of the accumulated 
provisions for NPLs (based on estimates of an inspection carried out by the European Single Supervisory 
Mechanism) and that it is the State which will be called again to strengthen the capital of Cooperative 
before 2015 expires, provided the prior consent of the Directorate General of the European commission for 
Competition is obtained. 

 
As we were informed by the Chairman of the Committee of the CCB, based on the strategic plan prepared 
by the MDNPL and approved by the Committee in May 2015, the CCB proceeded to purchase Services from 
an international firm providing consulting Services for project implementation and management changes 
made by the MDNPL in accordance with the IMF recommendations. At the same time the restructuring and 
write-off policies have been revised in terms of the credit limits and procedures for an effective and faster 
management of NPLs. In addition, he informed us that MDNPL in December 2015 will install a technological 
system for monitoring efficiency and that it promotes the installation of a uniform technological NPLs 
management platform. 
Staff.  On 31.12.2014 the CCB paid remuneration to 351 persons (311 permanent employees, including the 
Director-General, 31 employees under contract and nine members of the Committee), compared with 305 
in 2013 and 307 in 2012, ie there was an increase of 15.1% in 2014 and a decrease of 0,7% in 2013. The 
total remuneration of the staff and of the members of the Committee for 2014 amounted to €11m., 
compared to €11.7m. in 2013 and €12,1m. in 2012. Despite the departure of 11 persons with the Voluntary 
Retirement Plan of 2014 and the scaling down of wages which was applicable from 1.2.2014 (according to 
the Recapitalisation of the Cooperative Central Bank / Central Agency of the Amendment Ordinance of 
2014), the cost of the staff for 2014 did not have a corresponding  reduction due to new recruitments made 
in 2014, as stated in the relevant paragraph below. In 2015, staff costs are expected to amount to 
approximately €12,1m. The cost of the 2014 staff includes remuneration for overtime amounting to 
€276.714 (€60.018 in 2013 and €135.417 in 2012). 
From the audit it was noted that during the year 2014, the earnings of the majority of the staff ranged 
between €20.000 and €40,000, however a significant number of staff, namely 93 persons plus the Chairman 
of the Committee had earnings that exceeded the amount of €40,000. A breakdown is given below. 
Annual earnings for the year  
                     (€) 

Number of       staff 
2014 

 
    % 

Number of staff 
2013 

 
        % 

Number of staff 
2012 

 
        % 

>120.000   1 0,28 - * - 1 0,33 
100.000 - 120.000 - - 1 0,33 2 0,65 
  80.000 - 100.000 4 1,14 12 3,93 11 3,58 
  60.000 -    80.000 20 5,70 23 7,55 26 8,47 

Recommendation: The increase in NPLs and the very high percentage of total loans that they 
represent, make the problem of NPLs the highest priority of CCS. 



 

 

  40.000 -    60.000 62 17,67 74 24,26 73 23,78 
  20.000 -    40.000        210 59,83 148 48,52 141 45,93 
  10.000 -    20.000 51 14,53 44 14,43 51 16,61 
             0 -    10.000 3 0,85 3 0,98 2 0,65 
                                            TOTAL       351 100 305 100 307 100 

The differentiation of the earnings of staff, including overtime is shown below. 
Annual earnings for the year 

(€) 
Number of staff 

2014 
 

% 
Number of staff 

2013 
 

% 
Number of staff 

2012 
 

% 
>120.000   1* 0,28 - ** - 1** 0,33 
   100.000 - 120.000 - - 1 0,33 2 0,65 
     80.000 - 100.000 4 1,14 12 3,93 11 3,58 
     60.000 -   80.000 21 5,99 23 7,55 26 8,47 
     40.000 -   60.000 68   19,3 74 24,26 78 25,41 
     20.000 -   40.000 206   58,6 148 48,52         136 44,30 
     10.000 -   20.000 49   13,9 44 14,43 51 16,61 
               0 -   10.000 2 0,57   3   0,98 2 0,65 
TOTAL 351 100 305 100 307 100 
* It is noted that the annual remuneration of the former Director General who resigned in 2015 was €200,000. 
** Please note that the annual salary (including benefits) of the former Director General who resigned in September 
2013, was €269.713. Also, an amount of €35.897 was paid to him, for accumulated 56 days extra leave. 
The earnings of employees under contract for the year 2014 amounted to €1,1m. and in 2015 is expected 
to amount to €1,4m. ( an increase of around 27%). A breakdown is given below. 

Total earnings for the year 
 
                      (€) 

Number of staff 
       2015 

 
          % 

Number of staff 
2014 

 
          % 

>80.000   3 7,32 2 6,45 
  60.000 - 80.000 2 4,88 3 9,68 
  40.000 - 60.000 5 12,20 2 6,45 
  20.000 - 40.000          26 63,40 21 67,74 
            0 - 20.000 5 12,20 3 9,68 
                    TOTAL          41 100 31 100 

The total remuneration of the non-executive members of the Committee (Chairman, Vice Chairman and 
members) amounted to €234.834 in 2014, compared with €72.850 in 2013 and €48.000 in 2012. The 
increase is due to the increased number of non-executive members of the Committee from four to nine 
members, and the simultaneous increase in their salaries. Additionally, and according to the letter of the 
Ministry of Finance dated 15.4.2014, the annual salary of the Chairman of the Committee of the Bank 
increased from €45.000 to €50,000, and of the Vice Chairman of the Committee of the Bank from €35.000 
to €38.000 irrespective of the number of Sub-Committees in which they take part. 



 

 

Benefits and allowances of permanent staff.  The Bank, apart from the mandatory contributions to Social 
Security and to other Government funds, based on collective agreements, contributes also to: 
(a)    Provident Fund. As from 1.1.2012 the Provident Fund plan was introduced with monthly employer 
contributions of 14% on the official's salary (basic and indexation) and 3% to 10% employee contributions 
(on his own choice). 
It is noted that from 2.1.2014, under the Recapitalisation on the Cooperative Central Bank / Central Agency 
(CCB / SOC), the Amendment Ordinance of 2014, the employer contributions to the Provident Fund of the 
CCB employees decreased by 7%. 
The amount paid as employer contributions in 2014 amounted to €750.805, compared to €1.584.581 in 
2013. 
(b)  Health care.   Health insurance is provided to employees through the Health Fund - Union of Bank 
Employees, for which the Bank contributes a defined contribution of 2.5% on the total year earnings 
(additionally, €7 per month is covered for each dependent child) and the employee 1,25% (for the spouse, 
if covered, there is a deduction of 1.25% and also for each dependent child €7 per month). The amount 
paid as employer contributions in 2014 amounted to €283.977, compared to €317.095 in 2013 
(c)    Life insurance. A scheme of group life insurance is provided to employees, through a fixed plan with an 
insurance company, the cost of which is fully covered by the Bank. The amount paid as annual premium for 
2014 amounted to €180.010. 
(d)   Loans to employees. Based on collective agreements, loans are provided to employees with favorable 
interest rates (lower rates offered for deposits), a practice followed by banks including CCB. The loans 
granted by the CCB relate to mortgages, students, cars, weddings, cleaners together with interest-free 
loans for tuition for AIB / ACIB (Chartered Institute of Bankers) and on 31.12.2014 amounted to €4.842.594 
with interest rates of 0.56%, 0.97%, 0.83%, 0.83% and 0.83% for each category, respectively. The balance 
on 31.12.2013 amounted to €4.729.225. It is noted that, by a decision of the Director General, conventional 
loans stopped being granted early in 2014. 
In such difficult times which the Cypriot economy goes through, especially with the problems in its financial 
system, our Office considers provocative that a bank Institution, for which they received support measures 
at great cost to the taxpayer, including strengthening its capital base and recovery of its capital adequacy 
(capital deficiency to remedy problems), to continue to lend its staff, as before, at preferential rates, and 
even lower than the cost to the bank (the deposit rate). 

 
As we were informed by the Chairman, on the instructions of the Director General, the loans with the 
conventional rates stopped being granted to employees since January 2014. With regard to staff recruited 
from other commercial banks, their conventional mortgage loans are transferred, but with the interest rate 
charged for conventional loans of the CCB. He also mentioned that credit facilities continue to be granted 
to staff, amounting to 4 gross wages, at a preferential interest rate. In addition, he informed us that the 
interest rates on loans granted to staff will be negotiated on the renewal of the Collective Agreement. 
However, given the recent supervisory inspection of the CCS and the increase in the accumulated 
provisions for NPLs which revealed the need for additional capital support of Cooperatives by the State / 
taxpayer, we suggest that the issue of preferential rates / benefits should be reviewed and reduced / 
terminated immediately. 

Recommendation:  A prompt examination of the matter should be made in order to review the said rates in order for them to comply with those charged to other citizens / CCI customers. 



 

 

(e)   Allowances.   The allowances to staff amounted to €93.752 on 31.12.2014, compared to €92.928 on 
31.12.2013. 
The monthly personal allowances granted based on collective agreements include: dealer allowance, 
internal control allowance, responsible for internal control allowance, programmer allowance, responsibe 
programmer allowance. 
Furthermore, to all married staff a family benefit (marriage allowance) is provided, which on 31.12.2014 
amounted to €35.035, compared to €35.191 on 31.12.2013. While other benefits are given monthly, that is 
they are calculated for 12 months, the marriage allowance is given also with the 13th salary (€13 per 
month). 

 

As the Chairman informed us, in the context of the renewal of the Collective Agreement of the CCB with 
ETYK, the allocation and the amount of allowances will be negotiated. 
Our Office reiterates that, given the need arising from the recent evaluation of the CCS for additional 
capital reinforcement, the revision and / or elimination of these benefits and allowances, must be done 
immediately. 
Executive Committee’s allowance. Based on the decision of the Executive Committee of the CCB (02-2 / 
2015) dated March 30, 2015, the Executive Board members receive a bonus of €750 per month from 
1.1.2015. Given that nobody should receive more than €98.800 per year including the allowance, one 
member receives a reduced monthly allowance for his participation in the Executive Committee of the CCB 
(€316) because his fixed annual gross salary is at €95.000 and a second member  does not receive an 
allowance because his annual gross salary is already at €98.800. 
Staff recruitment. The CCB proceeded in a significant number of recruitments in the years 2014 and 2015. 
Specifically, in 2014 it recruited 60 persons (29 officials and 31 with contract) and in 2015, until September, 
it additionally recruited 21 personss (11 officials and 10 with contract,). Also, three persons were 
transferred from various CI. We were informed that the CCB Human Resources Department received advice 
from its legal adviser in April 2015, according to which, under the provisions of section 7 of the Employees 
with fixed-term work (Prohibition of Unfavourable Treatment) Law 2003 (L.98 (I) / 2003), the contract of an 
official who is employed for a total period exceeding 30 months or more will be considered as an 
agreement for an indefinite period and any provision in the contract limiting its duration will not apply 
unless the employer can prove that the employment of the employee with a fixed-term contract can be 
justified by objective reasons. Therefore, the CCB is of the view that all appointments made, even the 
agreements of employment of fixed-term, are permanent and as we were informed, the CCB proceeds 
from now on to conclude employment agreements up to two years duration to avoid concluding 
employment agreements which could be considered indefinite. However, our Office contacted the 
Administration and Personnel Department, which stated that the law relied upon by the legal adviser of 
CCB refers to successive renewals of fixed-term employment contracts the duration of which in total 
exceeds 30 months. 

Recommendation: With regard to the benefits and allowances for staff,  to proceed immediately to 
the renewal of the  collective agreements, with a re-examination of all staff benefits and allowances 
and take measures to limit and / or remove them considering the fact that they are covered from the 
state budget. A proof of this is the new capital injection of € 150m. On this point it is stated that 
remuneration reductions / benefits restriction in the public sector took place long before and it is 
estimated that to date these are a multiple of those in the banking sector, although the banking 
sector and particularly the cooperative was rescued with the taxpayers money. 



 

 

In a sample of twelve new recruitments the following, regarding the procedure followed, arose: 
           (i) An investigation was not always carried out at the primary stage for the filling of the vacant  

positions from the existing staff, since the notice of the positions of those of our sample were both 
internal and external and candidates had to apply to a firm which was responsible for carrying out 
the announcement and / or interviews. Moreover, priority was not always given to the existing staff 
of the Group, since, as it was observed from the examination of three positions, employees of the 
Group who were also candidates and were assessed by the said firm that they met the qualifications, 
were not invited for a personal interview. 

           (ii) For one post there was no internal notice and additionally, the external notice was very limited, 
since it was published only on the website of the firm which made the assessment of the 
applications. The firm in this case alone, was different from the firm which, on the basis of a contract 
with the CCB, undertook the notices of all other positions. Moreover, as mentioned below, the 
person who was recruited did not meet the required academic qualifications. 

           (iii) For two recruitments, the individuals did not meet the criteria of the notice for the post. 
Moreover, in one case, the acquisition of the relevant academic title was not confirmed before the 
employment of the individual, since, as noted by the audit, although the specific title was included in 
the curriculum vitae, it had not been produced (this was requested to be produced by the person 
already employed by our Office during the audit ). Moreover, in the decision taken for employment 
of the person concerned, the Candidates Nomination Committee, recommended the further 
examination of a possible cooperation with the second runner-up, who fulfilled the necessary 
academic qualifications under the notice of the position and the Committee authorised the Director 
to examine, in cooperation with the Human Resources Department, the possibility for the second 
runner-up to work with the Bank either as the second in rank in the Human Resources Department or 
as an affiliate for specific major projects. Although eventually this person did not accept the position 
of consultant, this raises legitimate questions if in fact there were doubts whether the person 
recruited was fit to perform the duties of the position for which she was recruited. In addition, as 
shown by correspondence given to us, the original approval of the Candidates Nomination 
Committee dated 2.6.2015, for the conclusion of the employment agreement of the chosen 
candidate was for one year with a renewal option for another three, but finally, after consultation of 
the candidate with the Senior Manager of Operating and Administrative Operations a five-year 
agreement was signed, with a higher salary, an increase at the end of the trial period and other 
benefits, a fact which is noted in the correspondence of the Senior Manager of Operating and 
Administrative Services. We were told, that the decision was taken by correspondence and no 
minutes had been prepared. It is noted that the preparation of the relevant minutes of the 
Candidates Nomination Committee were still pending on October 2015. Questions arise also by the 
fact that, since the opinion of the legal adviser was that the CCB was proceeding to the conclusion of 
two-year contracts, how the employment agreement was signed for five years in this case. 

           (iv) For four recruitments made, the persons selected did not apply in accordance with the specific 
notice and therefore had not been assessed by the firm which undertook the recruitment process. 

           (v) In several contracts  increases were provided at the end of the trial period of one year and in one 
case, two increases were given during the year under the employment agreement, totaling €2.200 or 
10% of the annual salary (at the end of 6 months and 1 year). From a statement given to us by the 
CCB, it appears that the CCB continues to grand increases in three cases: (a) due to permanency, (b) 
to holders of a degree or professional qualifications and (c) for other purposes, which are not 
specified and therefore this can be exploited. Furthermore, it was found that in some  contracts of 



 

 

employment signed for a specific period, a provision was included for increases at the end of the trial 
period. 

           (vi) For one position which was opened, two persons were eventually recruited, creating thus an 
additional position which was not provided for in the organisation chart. Later, one person was 
transferred on the former Director General’s instructions to his office to cover for a position which 
was not opened to other potential candidates to declare interest. The audit also found two other 
cases in which persons were recruited for a specific position and later filled other positions which 
were not opened. This practice does not ensure, in our view, the application of the principles of 
sound administration and transparency, since for the posts filled no opportunity to apply was given 
to other potential candidates, who may have been more appropriate. 

            (vii) For one other position it was identified that the firm carrying out the assessments of the 
candidates  prepared a statement, after the first interview of the candidates, which split the persons 
to those who met all of the criteria (3 persons) and those who met them partially (5 persons). On the 
statement prepared regarding the second interview conducted by the CCB, it was revealed that out 
of the three individuals who met the criteria fully, only one person was chosen and two persons from 
those who partially fulfilled the criteria were called for an interview. This raises suspicions that it may 
have been done on purpose to justify the engagement of the said person.  

            (viii) As established from the audit, at the Office of the Chairman, apart from the private secretary, 
the Chairman appointed an Assistant, for whom there were no recorded tasks, since such a position 
did not exist and the Assistant was originally recruited for another position. It is noted that the 
Assistant of the Chairman has himself his own Assistant. We requested that our Office is informed as 
to  the reasons considered to be necessary for three persons, including the Chairman, to perform the 
duties of the Chairman, whereas all Departments have Directors and Managers. 
(ix) The Ministry of Finance has set an overall maximum salary threshold of 80% of the salary of a 
Ministry Director (€98.800), and not by category, so there is essentially no control over payrolls given 
to new recruits and, in some cases, these are far in excess of the salaries of existing staff, since for 
any given intake, a salary for up to €98.800 can be paid. As reported to us, higher salaries were given 
to persons who were considered that they possessed more experience than others. However, it is 
expected that if all candidates possess the prerequisites of the notice, including the prior experience, 
for equality purposes and good governance, there should be no differentiation in their salaries. 

As it arises from the above, the CCB has made a significant number of staff recruitments in the midst of the 
economic crisis in a way that, on one hand it does not comply in any case with the principles of sound 
management of public money and on the other is contrary to the principles of equality, transparency and 
meritocracy. 
As the Chairman informed us, where possible and when there is sufficient time, the notice of new posts is 
firstly done internally. Where there is not enough time for the recruitment process, the process is done in 
parallel, giving priority to persons within the CCI.  
As we were informed by the Chairman, apart from applications received after a notice, the internal 
database maintained by the Personnel Departments is also used. 
As the Chairman also informed us, the assessment of candidates is with regard to their overall qualifications 
and experience and is not based only on individual qualifications. However, this tactic constitutes an 
uneven treatment of individuals who did not apply because they did not meet all the required qualifications 
of the notice. Furthermore, we were informed that the recruitment policy which has been prepared by the 
CCB and is in the process of being approved, provides for the identification of candidates from the internal  



 

 

database in parallel with the acceptance of curriculum vitae with the announcement of the position. 
 

As the Chairman informed us, where possible and when there is sufficient time, the notice of new posts is 
firstly done internally. Where there is no time, the recruitment process is done in parallel while giving 
priority to persons within the CCI. 
As the Chairman informed us, apart from the applications received after a notice, the internal database 
maintained by the Personnel Departments is also used. 
As the Chairman also informed us, the assessment of candidates is for their overall qualifications and 
experience and is not only based on individual qualifications. However, this tactic is an uneven treatment to 
individuals who did not apply because they did not meet all the required qualifications of the notice. 
Furthermore, we were informed that the recruitment policy which has been prepared by the Human 
Resources Department and is in the process of being approved, provides for the identification of candidates 
through the internal database in parallel with the receipt of curriculum vitae with the announcement of the 
position. 
As we were informed by the Chairman of the CCB, this opinion applies for officers and not for managers 
because of the different approach that must be given to positions at this level. The contracts which have 
been signed with over 5 years duration, concern managers who perform specific tasks, so there is no 
necessity for their conversion into contracts of  indefinite length, unless this is considered necessary after 
an evaluation is carried out by Management. 
On the issues (i) - (ix) above, the Chairman informed us, additionally, of the following: 
On issue (i), he informed us that it was considered that the existing employees based on their knowledge 
and experience could not cope with the duties of the position. 

Recommendations: 
•       The mergers of the 93 old Cooperative Credit Societies to 18 CCIs obviously brought savings 

in personnel and therefore the new vacancy notices should be done, at the primary stage, 
internally, at Group level, so that the existing staff shows its interest. External notices, 
should be limited to cases of non demonstration of interest from qualified candidates 
internally and, moreover, should be broadly announced and not in a limited way in order 
that interest is shown by the maximum number of candidates. 

•        For purposes of transparency and good administration, the positions advertised should be 
filled by candidates who applied and who certainly have the required qualifications as per 
the notice. Persons who were not included in the whole recruitment process, since they 
had not applied for the position, may not be recruited. 

•       No position should  be filled without prior notice and furthermore, as part of the effort to 
reduce staff, no position can be filled by two persons. 

•         Since the Public Administration and Personnel Department stated that the law to which 
the opinion of the Legal Adviser of the CCB referred to, as to whether five-year contracts 
signed are considered indefinite, is not applicable because it relates to cases of an 
employment contract successively renewed. It is pointed out that even though the 
contracts at the end are renewed, they do not become indefinite. 

 •        Take steps to reduce the costs of staff, in a similar way as in the wider public sector. 



 

 

On issue (iii) he informed us that a mistake was made during the preparation of the agreement. 
On issue (vi) he informed us that the original decision was based on the increased needs of the 
Department, and with the completion of the projects, it appeared that the work could be carried out at 
officers level and therefore the Senior Officer was transferred to the Office of the Director General due to 
needs that arose. 
For the issue (vii) he informed us that one of the two persons who met the criteria in full, was recruited for 
another position and that the other was already an employee of the CCB. Our Office notes that the fact that 
he was an employee of the CCB is not a reason for not inviting him to the interview for the position for 
which he met all the criteria, since he showed his interest for this position. 
For the issue (viii) he informed us that the Directors and Heads do not report to the Chairman but to the 
Director General. In the case of the CCS, because of the complexity and volume of projects handled by the 
Office of the Chairman, the challenges to be faced and the new structure of the Organisation, it was 
considered necessary to staff the Office of the Chairman with another person other than the Personal 
Assistant and the Director of the Chairman's Office, who have completely different tasks between them. He 
also added that the duties of the Director of the Office of the Chairman were defined from the beginning. 
The tasks were not differentiated but, simply, the name of the position was changed without the individual 
receiving any pay upgrade. As he additionally informed us, in all large organisations, including banking 
institutions, it is customary to employ a small team at the Office of the Chairman. 
For the issue (ix), he informed us that, before determining the salary range of a position, the salaries of staff in similar 
or existing positions is taken into account, so as to ensure uniformity in personnel salaries. The Human Resources 
Department is in the process of establishing a policy that ensures the method of defining the payroll and the benefits 
of each announced position. 
Benefits for new recruitments.  As mentioned, in addition to the benefits listed in collective agreements, with the 
restructuring and the compilation of a new structure, there were persons recruited on contract and / or permanent 
basis, who got benefits depending on the position they were recruited for, which in many cases are more favorable 
than those of the existing staff. It is noted that in the notices of such positions, the pay and benefits are not 
predetermined, but it is only stated that "an attractive remuneration and a benefits package is offered”. 
The additional benefits provided include: official car, travelling costs, office phone and phone costs (up to €51 per 
month), medical care for the officer, his/her husband / wife and their minor children, contribution to the Provident 
Fund and annual position risk allowance. 
From a sample examination held on recruitments for the years 2014-2015, the following were observed: 
(a)    In a case of a Senior Manager (permanent position), to whom the maximum salary, as set by the 
Ministry of Finance (€98.800) was granted, the car, which the individual used in his previous work was also 
purchased by the Bank for €29.000. In addition, all of his traveling expenses are covered and he is granted a 
telephone. 
(b)    For a specific member of the staff under contract, there is a provision in the contract for the granting 
of an increase after 12 months, at the end of the trial period. Specifically, her fixed annual gross salary is 
€60.000 and is increased to €65,000. In that regard, it is noted that under the Restructuring Plan, it was 
decided to reduce the payroll of the Group by 15% on average. This reduction was achieved by staggered 
cuts in wages of all permanent staff as from 1.2.2014. 
(c)     With respect to health care, in March 2014, a separate group insurance agreement of the type "life 
insurance, accident and health”, to cover all new staff on contract was prepared. The purpose of the 
agreement was life insurance, the coverage of hospital and outpatient care to a large extent and insurance 



 

 

cover at hospital level from accident or illness. The annual premium for each insured member amounts to 
€512 and the cost is incurred by the Bank exclusively, without them contributing anything, unlike what 
happens in the case of permanent staff who themselves contribute 1.25% of their gross salary  (and the 
respective contributions of the employer amounts to 2.5%). In addition, it is noted that for seven members 
of the above group insurance, the insurance costs of their family members was also covered. 
(d)   Two members of staff on contract, participate in the Provident Fund of employees with them 
contributing to the fund, but also the Bank with 7%. 
(e)      An amount of €20.000 was given to an official recruited under a contract for the purchase of her own 
car which was originally purchased by her in 2009. For the market value of the car an estimate was 
requested from an estimator rather than from the company that supplies the market with the particular car 
brand. It is noted that, in this case, the employee uses the vehicle to go and return from work to her home 
in Limassol and for other private travelling, with all the costs born by the CCB. 
It is noted that the Minister of Finance, in exercising of the powers conferred to him by Articles 4 (1) (a) (iii), 
5, 6, 7 (2), 8, 9, 14 and 15 of the on Restructuring Financial Organisations Laws of 2011 to (No. 3) of 2013, 
on the recommendation of the CBC and its concurring opinion, issued on 29.1.2014,  the on 
Recapitalisation of Central Cooperative Bank - Central Body (CCB-SOC) Amending Order of 2014, where, 
inter alia, the scaling down of the salaries and benefits of the CCB staff is provided. 
The Committee in its meeting dated 31.1.2014, decided the reduction of gross salaries and benefits of staff 
as from 1.2.2014. 
The audit of our Office found that the decrease of remuneration applied only to staff working on 31.1.2014, 
while in subsequent recruitments, the reduction was not applied without such separation being provided in 
the Order and the decision of the Committee.  

 
As we were informed by the Chairman, the Bank is in the process of establishing a policy for the granting 
and use of a car so that such cases and their handling is transparent in order to avoid any wrong practices. 
In addition, the possibility of setting a maximum monthly fuel consumption, is also being considered. 
With regard to the other benefits mentioned above, it seems that there is no intention to revise and / or 
abolish them. 
Voluntary Retirement Scheme. In February 2014 the Group announced the Cooperative Voluntary 
Retirement Scheme (Scheme), for the existing staff which was addressed to all employees, with priority of 
those who had completed the 45th year of age. It is noted that the CCIs’ employees retire at 65 years of 
age, while the CCB officers at 62 and if they have completed 35 years of Service at 60. The compensation 
provided for in the Scheme, in accordance with the letter of the Director of TD, is not subject to income tax. 
Under the above Scheme, 25 persons, of which 14 were from the commercial sector and 11 from the CCB, 
retired in 2014, with total compensation of €1,9m. and 272 persons from CCIs with a total compensation of 
€21,6 m., compared to 282 employees expected to retire at a cost of €20.7m. 

Recommendation:  In view of the support measures adopted for the CCB, including the 
strengthening of its capital base and restoring its capital adequacy with taxpayers money and given 
also the reductions in salaries and benefits of the existing permanent staff, which should have been 
imposed, it was expected that the CCB would not grant to the staff on contract, such additional 
benefits, higher than those of the permanent staff in many cases. Our suggestion as to this issue, and 
in general on the issue of containment and reduction of the operating costs of the CCB, is for the 
Minister of Finance, representing the main shareholder of the bank, to take immediate action. 



 

 

During the audit it was found that for 3 persons of the commercial sector of the CCB and 1 person of the 
credit sector of CCB, on the decision of the Director, their application for retirement under the Scheme was 
accepted and they were compensated as if they were leaving on 30.4.2014, while they continued to work 
until 30.10.2014. This resulted in them receiving both compensation and their salary for six months. The 
justification for this decision was that their Services were necessary for the smooth conduct of business. 
Although the CCB had the right to reject the application for early retirement, however, it did not do so. 
Additionally, we found that one person of the above would normally retire on 31.12.2014 and therefore if 
he retired normally, he would receive two additional monthly salaries, while the compensation he would 
receive under the Scheme and the decision of the Director General for his work extension until 31.10.2014, 
was for eight monthly salaries. Eventually he was granted salaries of nine months as compensation and 
additionally, a separate payment was made to him for part of his 13th salary. 
Moreover, for one person, it was not possible to confirm the date of appointment, on the basis of which 
the compensation was granted to him. 
For two persons who retired prematurely from a CCI, the Committee approved, in addition to their 
compensation, amounts of to €15.000 and €23.920 each,  as financial assistance due to health problems. 

 
As the Chairman informed us, as a general principle, he agrees with the fact that no new recruitments 
should be made while the Voluntary Retirement Scheme applies. On the other hand, as he stated, the 
recruitments made were specific and were related to persons with specialist knowledge, experience and 
qualifications that did not exist within the CCS and were considered necessary to achieve its objectives. 
Resignation of the Director General (DG). On 22.6.2015 the DG gave a resignation letter with three 
months' notice in accordance with his contract. The reasons for his resignation, as he mentioned in his 
letter, were personal, while in a letter to the CBC dated 11.8.2015, the grounds for his departure focus on 
the Corporate Governance of CCB. He stated, specifically, that there was no clear role separation between 
the executive management and the Governing Body and that the Chairman of that Institution acted as 
Executive Chairman. In addition, he states that the role of the DG and that of the Executive Committee 
were not clear. It is noted that the above issues are also mentioned in the report of the International 
Monetary Fund issued in March 2015. In response, the CCB said that the above reasons do not exist and 
that there is a harmonious relationship between the executive and the non-executive. Also he reported 
that the various corporate governance problems which existed because of the recapitalization of the CCS 
from the State and the implementation of the restructuring plan, have been identified and actions have 
been initiated by the Committee for their resolution. Regarding the separation of roles, as mentioned in the 

Recommendation: Our Office considers that the Voluntary Retirement Scheme should definitely 
exempt persons who if they retired normally, the payment for their salaries and therefore the cost 
to the CCB and the CCIs would be less than the amount of compensation they would receive due to 
early retirement. 
Furthermore, it is inconceivable that an employee should receive a salary and the corresponding 
period to be counted as a period for which the compensation is paid. In cases where the CCB 
considers that the release of an employee affects the CCB’s smooth operation, then it has the right 
to reject such an application and it should have done so. 
We note that it is not possible on the one hand to promote voluntary retirement schemes and on 
the other to recruit new staff. It is particularly noted, as confirmed during the audit, that instead of 
exploiting the existing qualified personnel, new persons were recruited, resulting in additional cost 
and staff. 



 

 

letter, the Committee achieved the transparent and clear distinction of responsibilities of the executive and 
of non executive, with the approval of the Terms of Reference of the Executive Committee and of the 
Committee’s and the tasks and role of the Director General  and of the Chairman of the  Committee. 

 
Appointment of new General Manager. With the resignation of the DG on 22.6.2015, the recruitment 
procedures started with the award of the process to a specialised agency on 30.6.2015, for the sum of 
€35,000. The Chairman of the Committee was among the candidates for the post of DG. The Committee, at 
its meeting dated 9.7.2015 (not attended by the Chairman) decided to appoint the Chairman of the 
Committee to the position of the General Director. 
Regardless of any issues of principle raised concerning the ethical correctness or otherwise of the direct 
appointment of the Chairman of the Committee of the Bank to the position of DG, through the decision of 
the Committee which he presided for a long time, serious concerns result in relation to the following points 
identified during the audit by our Office: 
(a)    The vacancy notice was advertised only on the CCB website on 1.7.2015 and the applications were due 
by 8.7.2015. The notice did not mention the necessary qualifications and skills which the person being 
evaluated should have, neither the necessary experience and the information and data that should be 
presented for evaluation purposes. Furthermore, no reference was made to the remuneration package on 
offer. Our Office is of the opinion that for such an important position, the publication should be done both 
in the national daily press, and the external financial press and in financial magazines in Cyprus and abroad 
in order to ensure maximum participation and the selection of the most appropriate / most competent 
candidate for the position, given the situation / problems of the Bank. Furthermore, the timeframe which 
was given, was very short, which is also a limiting factor as regards  broad participation in order to find the 
most suitable candidate. 
(b)     At a meeting of the Committee dated 9.7.2015, the specialised agency prepared the final selection list 
(short list) of 8 «potential" candidates , including the Chairman of the Committee, who was proposed by 
the shareholder of CCB, the Cooperative Central Holding Company, as an internal candidate. The Chairman 
did not participate in the Committee’s hearings for the recruitment procedures. According to the minutes, 
the agency, in order to facilitate the process, realizing the need for the rapid filling of the post, evaluated 
the Chairman, as an internal candidate, in order to obtain a comprehensive picture through a two-hour 
interview and references. 
As for the other candidates, it is stated in the minutes that in order to prepare an assessment report a 
fortnight was still required. The Committee, citing the forthcoming visit of Troika on 15.7.2015, decided 
that the post should be filled immediately and without the agency completing the evaluation and chose the 
Chairman for the position of DG. Based on the Assessment of Competence and Suitability of Members of 
the Governing Body and Directors of Licensed Credit Institutions 2014 Directive, the Bank should have 
requested from every candidate of the final list of candidates to fill in the specified individual 
questionnaire, so that an evaluation could be carried out under the procedure and criteria laid down in the 
Directive. Moreover, the relevant provisions / procedure should be applied to all candidates uniformly, 
after which the best candidate to be chosen. 

Recommendation: The implementation of sound corporate governance on the basis of best 
international practices is a sine qua non for the protection of the taxpayers’ money which was 
entrusted to the CCB. This, among others, requires a clear distinction between management and the 
administration of the CCB. 



 

 

Our Office also has the view that the process should have been completed by an independent firm and that 
the Committee, which was presided by the candidate, should take the final decision based on the 
recommendations of the agency. The way the Committee acted violates the principle of transparency and 
cancels the procedure which has been set by itself. 
(c)    The agency, amongst others, as indicated in the minutes of the Committee, stressed that the Chairman 
“is eminently a Private Banker and should be assisted by a team to cover the part of retail banking and that 
he will focus on the coordination of the senior managers and on the objectives and the strategy.” 
(d)     Although the agency had not completed the task entrusted to it, an amount of €36.064 (€35,000 plus 
travel / accommodation expenses) was paid to it, a relatively high amount in relation to the Services it 
provided. 
(e) It is noted that as regards the contract of employment, it was decided to recommend to the 
Chairman, a contract to expire on December 31, 2018 and a remuneration package commensurate to the 
existing DG packet, ie of €200.000 per annum plus other benefits. 
On 12.11.2015 the Single Supervisory Mechanism (SSM) preliminarily approved the appointment of the 
Chairman to the post of DG. There remains the ratification of the appointment by the Council of the SSM. 

 
As we were informed by the Chairman, the agency has made a comprehensive assessment of the Chairman 
of the Committee. However, our Office notes that the work which was assigned to the agency and the 
amount that was paid, involved the evaluation of all candidates. 
Regarding the reasons for the direct filling of the position, the Chairman informed us that there is a specific 
decision by the Committee of the CCB where specific timetables have been set on the basis of operational 

Recommendations: 
(a)   The selection of the DG an organisation of such size, especially a banking organisation, is 
paramount to its successful course. It is expected that in future due weight will be given to this 
issue  and that, in order to choose the most suitable person to assume the position, transparent 
procedures will be followed on the basis of best practices and of the related Evaluation of 
Ability and Suitability of Members and Directors of a Governing Body  of Licensed Credit 
institutions Directive 2014. 
(b)     Given the austerity policy that the CCB needs to apply and also in view of the fact that it is 
the State and the taxpayer who bears the full capitalisation, it is recommended that the 
remuneration package for the Director General (€200,000 per annum plus other benefits) is 
revised accordingly. 
(c)    The position of DG should, as a matter of principle, be open to tender in Cyprus and 
abroad, providing adequate time for the applications of interested parties and that in the 
notice, the qualifications and skills as well as the package of salaries and other benefits for the 
position should be indicated. Also, in every case, principles of ethical issues  regarding 
candidates, including the issue as to whether the previous position held is inconsistent with the 
position of DG (for example, in this case, whether from the position of the Chairman of the 
Committee, a person can be appointed immediately to the position of DG, without any time 
interval) should be examined. 



 

 

and strategic issues. The Bank considers that there is no violation or non-compliance with any supervisory 
directive rules and approved policy of the CCB. However, during our audit we found that this does not apply 
since the rest of the candidates have not been assessed on the grounds that the position, which remained 
vacant until then, needed to be filled immediately. Moreover, the Chairman informed us that the CBC 
Directive on the Assessment of the Competence and Suitability of the Members of a Governing Body and of 
the Managers of Licensed Credit Institutions, refers clearly to the assessment by the Supervisory Authority 
(fit and proper) and not to the evaluation of the ability of the candidates and of their choice, which is the 
exclusive obligation and right of the Committee. 
Our Office notes that the Directive sets out the policy, procedures and criteria for assessing the ability and 
suitability of the evaluated individuals and is applied by the Licensed Credit Institutions. 
Staff leave. During the audit of the staff’s leave for the year 2014, the following were observed: 
(a)    The monitoring of the staff’s leave is carried out by the Director of each Department. In case of a 
transfer of an official, his personal file is delivered to the new Department. This practice is not appropriate 
because it can lead to non-uniform handling of staff and also because the Directors should perform their 
main tasks without distinction. 
 
 
 
As we were informed by the Chairman, the necessary actions have already been initiated so that the 
management and monitoring of leave to be made centrally by the Human Resources Department. 
(b)     There are weaknesses in the software used for recording the time of arrival and departure of the 
staff, both as regards overtime and in recording the attendance and departure time of staff working in 
shifts. Additionally, in case of the justified absence of an employee, for example due to leave, the software 
does not record the hours of absence of the employee neither as working time, nor as time deficit. With 
regard to overtime, this is monitored by maintaining a handwriting system. The consequence of the above 
weaknesses of the system are to issue incorrect statements  for working time deficit and time of absence, 
which complicates and makes the checking of staff absences by the Directors of the Departments time 
consuming. 

 
 As we were informed by the Chairman, the weaknesses in the existing software have been noted and 
its change in 2016  is under consideration. 
(c)     It was found that no settlement of the accumulated time deficit through the leave of staff or through 
deductions from the staffs’ salaries at the end of each year, is made. 

Recommendation: CCB to proceed to take immediate steps to replace and / or modernise the existing 
time recording software for the attendance and departure of staff in order to meet fully the needs of 
the organisation to the relevant supervision and to the issue of appropriate user friendly statements 
with correct  data. 

Recommendation:   The monitoring of the staff’s leave should be done centrally, by the Human Resources Department, so as to ensure a uniform treatment of the staff and without Directors having to spend time in monitoring their leave. 



 

 

 
 
As we were informed by the Chairman, the current system of recording the arrival and departure does not 
keep correct data and the application of the practice of deducting time deficit requires a software that 
records the staff hours with absolute correctness. 
Our Office expects that the above recommendation is implemented with the replacement of the system. 
Unjustified absences of CCB staff on a regular basis. According to the leave file of a specific official, he was 
very often absent from work, either on sick leave or on leave, or with unpaid leave, but also for unjustified 
reasons, ie without the approval of his superiors. The unjustified absences ranged from a few hours during 
the day up to months, without the CCB knowing the reason of his absence. For long absences he would file 
a medical certificate retrospectively in order to be granted sick leave. 
The above phenomenon was observed from the date of his appointment, in 2004, and continued until the 
preparation of this Report. The actions of CCB since 2004 until today were to make oral and written 
representations for him to comply, as well as to warn him for disciplinary measures and dismissal in the 
case where he did not comply, but despite his non-conformity, no such measures being taken. 
Also, because of his constant absences and his whole attitude a bad climate and problems were created in 
each Department where he was working, the CCB transferred him constantly from Department to 
Department and from Administration to Administration. However, as it is apparent from the notes and 
letters in his leave file, because the systematic and long-term absences continue, the assignment of new 
tasks to him and the performance of such duties becomes very difficult. In addition to the above, in the 
notes in his file it is stated that “he has several links with members of political parties” and personal 
friendship with very high-ranking individuals whose names are mentioned, that he is a municipal councilor 
in an occupied municipality and because of his pursuits with politics he was absent from work without 
permission, for meetings with members of the House of Representatives. In September 2015, he also 
requested to be placed in a separate room, alone if possible, to be able to deal with the political issues in 
which he is involved.  
Despite the above, unacceptable in our view, the CCB did not refer that officer, as it should have, to the 
Disciplinary Committee for investigation of possible disciplinary offenses committed, according to the 
Disciplinary Code of the CCB, which should be applied to all cases. Instead, his absences without pay, 
instead of not being regarded as service, they were taken into account also after he obtained a Master's 
degree and with the completion of five (5) years of Service, during which he was absent on leave without 
pay for more than 18 months, he was placed at the Special Scale and was granted an increase on 1.11.2009. 
In addition, the annual leave of the said employee, was not reduced each year according to his leave/ 
absences without pay. 
  

Recommendation: It is imperative that time deficit and unjustified staff absences, are deducted either 
from their leave or their salary, with a corresponding transfer of their increment date, if applicable. 
The above recommendation should be implemented starting from this year and staff should be 
informed accordingly. 



 

 

 
 
As we were informed by the Chairman on 21.10.2015, the Director of Human Resources of CCS, in her letter 
to the Committee there was specific reference to an investigation for committing disciplinary offenses 
being carried out with further referral to the disciplinary committee of the CCB. The Bank said that it will 
proceed immediately with the calculation of his actual service in order to place him on the correct salary 
scale and for 2015 his remaining leave will be calculated in proportion to the actual months of service. He 
argued that the reasons why the CCB did not act in accordance with the Disciplinary Code, is that, although 
there was a framework and procedures, there has been inadequate monitoring by the  Human Resources 
Service and weakness in handling similar cases, resulting in the delayed detection and handling of the 
matter. 
Vehicles.  In 2014 an amount of €89.800 was spent for the purchase of four cars. The Bank owns 16 
vehicles, of which 8 were transferred from a CCI during 2014. From the audit the following were observed: 
(a)  There is no defined policy or regulations as to what constitutes an official vehicle, to whom it is granted 
and how it is used. As for the exclusive use of an official vehicle, ie on the use of an official vehicle on a 24 
hour basis, our Office is of the view that it should be terminated, in the same way it will be terminated in 
the public sector on December 31, 2015 . 

 

As we were informed by the Chairman, the Human Resources Department is in the process of establishing a 
policy. 
(b)    There are no conditions and limitations on the purchase of official vehicles, such as engine cylinder 
capacity and carbon dioxide commissions and a technical inspection of used vehicles is not carried out. 
Moreover, the purchase of official vehicles is not carried out based on a predetermined program and does 
not seem to correlate with the needs of the Departments, but instead is correlated to the personal needs 
and / or preferences of the beneficiaries. 

 

As we were informed by the Chairman, the purchase of vehicles must be decided on the basis of a recorded 
policy. 

Recommendation: The above practice should be terminated and the purchase of official vehicles 
should be based exclusively on a policy/regulation of the CCB to serve its needs, within the austerity 
policy which the Bank should apply. 

Recommendation: To set a policy and promote regulations governing the use an official vehicle. No one should use a vehicle exclusively.  

Recommendations: 
(a)    The file of the particular employee should be referred, without delay, to the Disciplinary Committee for investigation of a possible commitment of disciplinary offenses and if found guilty to impose on him the appropriate penalty under the Disciplinary Code. 
(b)    A calculation of his actual service should be made, having first deducted all of his leave and absences without pay, which were wrongly considered as service, and to place him on the appropriate salary scale, in case it is found that he is positioned at a higher scale, than he should be (c)     For 2015, to review his leave so as to be in proportion to the months of his actual service, ie after deduction of his leave / unpaid absences. 



 

 

(c)     The vehicle of the former Director General which was purchased in 2008 (market value €109,000), 
was sold during 2014, following a decision of the Committee dated 8.5.2014, because the vehicle had too 
high maintenance costs, and because of its class (deluxe) which is incompatible with the austerity policy 
that must be applied by the Bank. The vehicle was sold at a price of €30.000, (the net book value was 
€43.570). 
The Chairman of the CCB, informed us that the car of the former DG was assessed by an approved auto 
appraiser in July 2014 to €30.000 - € 35.000. 
(d)     The CCB pay the vehicle costs (fuel, maintenance, service, etc.) for the vehicles owned, as well as for 
the vehicle of a Director on contract to whom, it was decided, to pay the costs of use of his private vehicle, 
including the insurance by the CCB. 
 
 
 
As we were informed by the Chairman, in this case instead of purchasing a new vehicle, where the costs 
would be higher for the Bank, it was preferred to cover the transportation costs, insurance costs, etc. for 
the use of his own car. 
(e)     It was found that for vehicles granted for official use, the trips are not checked, nor the consumption 
of fuel of each vehicle, since no records are kept for each trip, the mileage per trip and the fuel and there is 
no procedure for monitoring the consumption average. 
(f)     As observed, in the case of used cars purchased during 2014, no estimate of their market value  was 
made (except in one case when it was made by an appraiser). With regard to the two cases of vehicles 
purchased from other banks (those vehicles were used by bank staff who were later recruited by the CCB), 
it was found that an estimate of the market value was not requested, but the amount that was paid was 
the one requested by the banks. Moreover, in the case of the purchase of a new vehicle for the Chairman, 
oral tenders were invited only from one company. 

 

As we were informed by the Chairman, the valuation in the case of purchase of used vehicles will be based on 
the policy which is being prepared. 
Possible disciplinary and / or criminal offenses.  Similar issues as those raised in relation to the case of the CCI  
Agias Fylas, for which charges against six persons and a number of offenses are investigated, including 
conspiracy to commit a felony, conspiracy to defraud, forgery and detachment of property under false 
pretenses, committed during the period 2006-2009 for a total of 22 cases of loans of €9.5m. and were recorded 
in the Criminal court , may derive from observations which were raised in previous reports of the Audit Office of 
Cooperative Companies (AOCC), but which seem not to have been dealt with in time.  Indicatively, the following 
examples are set out below: 
 
•       In a CCC of Larnaca District there was a complaint against the Secretary and other officers of the 

Company, with respect to irregularities, mismanagement and conflict of interests of the Company's 

Recommendation:  The CCB should always ask an independent estimate of the market value of used 
vehicles which it intends to buy, from the company that supplies the market with the specific model, 
provided that such market is consistent with the relevant policies and regulations of the CCB. 

Recommendation:  To terminate the payment of insurance for private personal vehicles, for which 
only the travel expenses for trips made for official purposes should be paid. The official purposes do 
not include the travelling of staff from their home to the usual place of work and vice versa. 



 

 

affairs and the Committee had the Secretary suspended, while the officials continued to be 
employed by the Company. 

 In 2011, a Cooperative Bank, which is classified as an SME, granted a loan to a legal person 
amounting to €16.200.000 with insufficient collateral. The same Institution has several cases of loans 
receivable amounting to €307 m. or 19.06% of total loans, which did not show any movement during 
2012. 

 A CCC of Limassol District, which ranked as an SME, showed on 31.12.2012, large exposures in 27 
cases of clients and related parties, which were granted credit facilities of €10,3 m., representing 10% 
to 35% of the Company's equity. According to the Banking Law of Cyprus and the Regulatory Decision 
of the Supervisory Authority for the calculation of the capital requirements and of the large 
exposures (R. 2/2008 dated 4.1.2008), the total value of exposures that a bank provides to a client or 
group of connected clients is prohibited to exceed, at any time, 25% of its capital base. 

  A CCC of Nicosia District, showed on 31.12.2012, large exposures in 2 cases of clients and related 
parties, which were granted loans amounting to €18,2m. and €14m., representing 31.61% and 
24.46%, respectively, of the Company's equity. 

 In the same CCC, excesses of current accounts of officers and employees amounting to €385.000 on 
31.12.2012 and excesses of loans of fixed period of officials and employees amounting to €1,4m. 
were observed, while the delays in the repayment of their loans at 31.12.2012 were €372,000.  

 In the same CCC, 723 loans with an initial amount of €14.5m. and a balance at 31.12.2012  of 
€54.6m., ie exceeding by €25.6m. double the original amount of the loan were noted. For these 
cases, the Company may be unable to collect the double amount. 

 In 2008, a CCC in Troodos region granted a loan of €650.000 without any collateral. 
            It is noted that in the case  of the CCC Agia Fyla, for many years (since 2008) the related matters 

were raised in the AOCC reports, but were not addressed / promoted, as was appropriate depending 
on the different offenses which have resulted, until March 2015 when a complaint  was made to the 
police. 

  
 
 
 
 
As we were informed by the Chairman of the CCB, the body responsible for monitoring and taking the 
necessary measures was the Registrar of the Cooperative Societies and the previous management of the 
CCIs and not the CCB to which the reports of the AOCC were not communicated. After the completion of 
the investigation by the Internal Audit Unit of CCB, the Management of the CCC (with which the CCC of Agia 
Fyla had merged) together with the Management of the CCB, filed a complaint with the police. 
In addition, the Chairman of the CCB informed us that, due to the acquisitions made in the Cooperative 
Sector, some of the above entities have merged with larger entities and the issues raised in the reports of 
AACC are being attended to. 
The Chairman of the CCB, informed us that through-the-on the site inspections at CCIs, the CCB evaluates 
the findings and proceeds, after obtaining legal advice, to make recommendations to the CCIs for 

Recommendation: It is required that the CCB promptly studies and promotes appropriately all cases 
raised in previous reports of AOCC, since disciplinary and / or criminal offenses may result. As shown 
from the audit of our Office, in these reports important references relating to sound financial 
management rules, violation of processes, as well as more serious irregularities, mismanagement and 
conflict of interests are made. 



 

 

conducting disciplinary procedures for persons still employed and for the civil / criminal prosecution of 
individuals who have left the CCIs. 
Furthermore, they informed us that several studies on past cases have been conducted and are ongoing by 
the Internal Audit Unit and that the necessary measures (for potential disciplinary and / or criminal 
offenses) have been taken or legal advice is awaited in order to take necessary measures. 
Construction of New Building Offices and Warehouse Premises for the Cooperative Computer Company 
at Latsia. 
(i)   Progress of Work. The commencement of works was on 1.3.2012 for a contract amount of 

€12.695.000. 1.7.2014 was set as the completion time. There is a significant delay in the progress of 
the project. According to a report submitted by the consultant of the project, in October 2015, to the 
Director of the Cooperative Computer Company (CCC), based on the revised schedule submitted by 
the Contractor, the project is expected to be completed on 30/11/2015. The consultant of the 
project, however, considering the progress of the work, has the view that, if the Contractor 
accelerates the pace of his work, the project could be completed by the end of February 2016. To 
date there is a total delay of 16 months which has not yet been evaluated by the consultant of the 
project and, therefore, the date of the completion of the work is not known. As a result, the 
Employer (CCC) remains exposed to any of the Contractor's claims for delays and financial 
compensations. It is noted that in Article 23 of the contract terms, an amount of € 1.300 per day is 
set as compensation for delays which are due to the Contractor . 

(ii)     Appointment of a Clerk of Works.  In Bill no. 3 of the Bills of Quantities of the contract of the project, 
Article 3 (c), a provisional amount of €140.000 is provided for appointing a Clerk of Works, for 
monitoring the project’s purposes on behalf of  the Employer, under the guidance of the consultant. 

           After the start of the works, the consultant of the project appointed a member of his office to 
perform the duties of the Clerk of Works, for a fee of €5.000 per month, for the entire contract 
duration of the project which is 28 months. Then, due to the non-completion of the project, it was 
agreed between the Employer (CCC) and the consultant that, for the months of August, September 
and October 2014 a total amount of €8.000 to be paid by the CCC to the consultant, with the fee of 
the Clerk of Works to decrease from November 2014 until the completion of the project, to €1.800 
per month. We noticed that the CCC, instead of choosing to follow the open procedures for the 
appointment of a Clerk of Works, or at least to negotiate with the consultant of the project for the 
ascertaining of a reasonable remuneration rate for the Clerk of Works, it used the above provisional 
amount of €140.000 which was included in the project contract for budgetary purposes, distributing 
over the 28 months duration of the contract (€140.000 ÷ 28 months = €5.000 per month). In this way 
it increased, in a non-transparent way, the total remuneration of the consultant. 

            In November 2015, the Chairman of the Committee of the Cooperative Central Bank informed us 
that the main reason that the project is not completed in accordance with the contractual 
completion date, is the unpredictable economic situation in Cyprus. Furthermore, he informed us 
that the delay was due to the Contractor and the assessment of any damages that arise and the 
settlement of the final account, taking into account the data gathered by the project consultants, will 
be dealt with on the delivery of the building. We disagree with this position of the CCB since it is in 
contradiction with the basic principles of contracts management which require timely consideration 
of issues for delays which if not justified, should lead to the imposition of damages. 

           On the issue of the remuneration of the Clerk of works, he informed us that the Committee of CCC 
initially thought, based on previous experience of similar projects, that the above amount of 



 

 

remuneration €5.000 per month is reasonable, while later, after negotiating with the consultant, the 
fee was reduced to €1.800 per month. 

(iii)    Offer for installing structured cabling in the building of the new office and warehouse facilities of 
EDP Cooperative Society (SEM) Ltd in Latsia. In March 2015, the Cooperative Computer Company 
(CCC), requested through its private Consultants from 4 companies to submit a tender for installing 
structured cabling for its new building premises at Latsia. On the basis of the tender documents, the 
main criterion of the tender evaluation / award was the lowest price, while in forming the final 
decision by the employer the experience of the tenderers in similar projects in the last five years, the 
equipment to be provided, the staffing of scientific and technical personnel to be occupied in the 
project and the projects that were in progress at the time of submission of their tender, would be 
taken into account. As regards the period of execution of the works, it was stated that it would have 
been agreed later, while the tenderers were required to submit with their tender, a participation 
bank guarantee amounting to €25,000. 

            In May 2015, the private Consulting Engineers submitted to the CCC a tender evaluation report, 
according to which only 3 out of 4 tenderers who had been invited had finally submitted a tender 
(one of which submitted two different tenders). One of the tenders submitted was rejected because 
it was accompanied by a tender guarantee of €10.000, instead of €25.000 which was required by the 
terms of the competition. In their report the Consultants recommended the award of the contract to 
the lowest bidder for the amount of €69.654 + VAT, which - as stated in their recommendation - it 
was found that, after evaluation of the tenders based on the tender documents, submitted the best 
competitive price, quality and quantities offered. 

           They also suggested that, prior to the award of the tender to the above prevailing tenderer, CCC, if 
they wished, could invite the three tenderers at a meeting to present their offers and to negotiate 
the final price and the successful tenderer to submit a work program that is consistent with that of 
the main contractor, so as to avoid delays in the project. However, it is noted that the above process 
of negotiation, was not provided in the tender documents. 

            In July 2015, after negotiations between the two of the three tenderers with representatives of CCC, 
the tenderers submitted revised offers, reducing the value of their offer. The first (which originally 
was recommended by the Consultants - as mentioned above - for award) reduced its price from 
€69.654 + VAT to €69,000 + VAT, and the second from €89.554 + VAT to €75,000 + VAT. 

            Based on the above and following clarifications requested and granted by the two tenderers during 
negotiations, the price of the lowest tenderer was increased by the Consultant Engineers to €70.952 
+ VAT, - on the basis of an evaluation of the unit price - the cost of the works, which had not been 
included in the tender - justified by the Consultants – was added to it as it related to work resulting 
from an Instruction which had been given - according to their report - by another Consultant 
Engineer. 

            Finally, the Committee decided in July 2015 to adopt the recommendation of the Consulting 
Engineers and to award the tender to the highest bidder for the amount of €75,000 + VAT, on the 
grounds that it was the nominated subcontractor for electrical installations of the project, the 
materials that would be used would come from one of the best companies in Cyprus and 
internationally and the difference in cost, compared to the lowest tenderer, was small. 

           However, the above procedure that was followed and the final decision of the Committee, were not 
envisaged in the tender documents, based on which the first evaluation by the Consultants was 
completed and it was considered that the offer of the lowest tenderer was the best competitively in 



 

 

price, quality and quantities offered. In view of the above, we believe that the Committee's decision 
infringes the principles of equal treatment and transparency. 

            In addition to the above, the requirement to submit a participation guarantee amounting to €25.000 
in a competition of around € 75,000 + VAT, was in our opinion excessive and restrictive. It is noted 
that a tenderer was excluded because he submitted the lowest tender guarantee and one did not 
even make an offer, thus only two valid tenders were submitted, a number that is not considered 
sufficient for such a task. 

            Also, the tender documents did not include clear and objective award criteria, so the final decision to 
award the contract to be - in our opinion - questionable. 

            In November 2015, the Chairman of the Committee of CCB informed us that the negotiation 
procedure which was followed, had inadvertently not been included in the tender documents, but 
he considers that it does not infringe any principles of transparency or equal treatment, since all the 
tenderers were able to submit revised offers, which were evaluated again on merit and with full 
transparency. He also reported that the modification of the initial decision / recommendation of the 
Consulting Engineers, due to the fact that the difference in the price of the revised tenders, was not 
enough to sufficiently justify the lower quality of the cheapest tenderer’s materials, nor to overlook 
that the more expensive tenderer was the nominated subcontractor for the electrical installations of 
the project. 

            He agreed with our position, however, that the requirement for a tender guarantee of €25,000, as a 
condition of participation in the competition, was excessive and that in future tenders, the 
corresponding amounts will be determined more carefullly. 

           The position of our Office, that the entire process violates the principles of equal treatment and 
transparency should not be rejected since the fact that the negotiation process would be followed 
should have originally been included in the tender documents, to the knowledge of the tenderers 
who participated when submitting their initial offer. We express our concern as to the fact that, even 
after the submission of our observations, the CCB continues to insist on the correctness of a process 
that obviously violates the principles of equal treatment and transparency and clashes with the best 
practices that ensure wide participation. 

 (iv)   Tender Procedures. The CCC applies a Process for Concluding Agreements / Orders of Software, 
which is included in an internal memo of the Director of Internal Audit, approved by the Committee 
on 19.4.2007, which relates - as mentioned in the memo – to the purchase of new or additional 
software licenses. According to the information we had during our field audit carried out on 
22.10.2015, for all other goods procurements, purchase of services and execution of works 
processes, there was no recorded approved procedure until May 2015, when the Director General of 
CCC informed staff, including the Director of the Internal Audit and the Director of Finance of CCC 
with an electronic message, that, on his decision, the Audit Committee recommended to the 
Committee of the CCB that, until the final stage of integration of CCC with the CCB, CCC should use 
the approved tender Manual of CCB, as a base of reference, plus that any negotiations for the 
purchase of software and computer equipment from now on would be carried out through the 
tender process at the presence in a representative of the Internal Audit Unit of the Bank. 
In November 2015, the Chairman of the Committee of CCB informed us that the CCC is now following 
the manual of the CCB tenders. 

(v)      Tender Manual of the Cooperative Central Bank Ltd. In April 2015, the Cooperative Central Bank Ltd 
(CCB) issued a Tender Manual in order - as mentioned in its introduction - to increase of competition 



 

 

among suppliers, under the same conditions, so as to obtain agreements that will deliver better 
prices and quality products and services. It also states that the tendering, the detailed coding of 
procedures to be followed and their disclosure, are a strategic decision of the CCB, so that further to 
the economic benefits that will arise, to upgrade the organisation in the eyes of the society in which 
it operates, winning the respect of its associates as a body acting with transparency, without 
discrimination and with professionalism. 
From the study of the above Manual by our Office, certain deficiencies / ambiguities were observed, 
for which suggestions for modification / completion of the relevant provisions were submitted to the 
CCB, to ensure the above CCB’s objectives /  strategic targets through  this Manual and, especially, to 
achieve transparency and equal treatment of tenderers. The Chairman of the Committee informed us 
that he agrees and will adopt our recommendations, except for one recommendation on the 
assessment of tender costs, for which the CCB expressed its disagreement as to its possible 
notification to the prospective tenderers. 
Our Office maintains its views on the subject of evaluation, since its publication ensures the 
transparency of open competitions and provides to the CCB the right / option to cancel a 
competition in a justified way where the values submitted will exceed the estimated cost. Moreover, 
the cost estimate before the announcement of a competition, is required, for purposes of deciding 
on the procedure to be followed and for the preparation of the annual budget. Similarly, the CCB 
disagreed with our recommendation to inform the tenderers who participated in the competition, as 
to the name of the successful tenderer, the award amount and the reasons for not selecting their 
tender (tender invalid, high price, etc.). As it was reported to us, CCB, as a non-governmental 
organisation, has chosen not to apply the disclosure policy of the successful tenderer, considering 
that it results in significant operational costs to the Bank, while there is also the risk of influencing 
the Bank's relations with suppliers who are also its customers . Our Office disagrees with this position 
since this also constitutes lack of transparency. 
File System and Office Automation. It has been found that the CCB does not have a system that 
ensures that all documents are properly treated and protected as appropriate. We would expect that 
the Bank would have a suitable office automation system that minimizes the risk of loss / alteration 
of documents. 

 
As we were informed by the Chairman, in his view, the correspondence of CCB operates successfully on a 
decentralised basis, with the responsibility of ensuring the principles of information security 
(confidentiality, integrity, availability) placed on each unit and its relevant Senior Director or Head. 
However, it was reported that the organisation will evaluate our recommendation and will take corrective 
action where necessary. It is finally stated that the Bank has purchased an electronic document 
management system which will start being used gradually for optimisation issues of the functioning of the 
Bank. In the above context the use of the system for centralisation of the Bank's correspondence will also 
be assessed. 
 
 

Recommendation:  It is necessary to apply a reliable file system to fully ensure the safety of all 
documents received and sent by any means to and from the CCB, whether electronic or not. This issue 
is considered very serious and urgent and we recommend that the implementation of a modern and 
proven office automation system is considered as soon as possible. 



 

 

4.48    AUDIT OF POLITICAL PARTIES 
The financial statements of political parties are audited by the Auditor General in accordance with the 
provisions of the Political Parties Laws, for the year 2012 in accordance with the provisions of the Political 
Parties Laws of 2011 (which has been abolished by the Political Parties Law of 2012) and for the years 2013 
and 2014 in accordance with the provisions of the Political Parties Laws of 2012-2015. 
According to Article 6 of the Political Parties Laws of 2012-2015, the financial management of the political 
parties is audited by the Auditor General. To this end, political parties are required to keep full records and 
proper books of account and to prepare for each calendar year separate and integrated with associated 
organisations, financial statements, in accordance with the respective valid International Financial 
Reporting Standards (IFRS). The financial statements, having been subjected to independent internal audit, 
are submitted to the Registrar Maintaining the Political Parties Registry (Registrar), who is the Director 
General of the Ministry of Interior, at the latest three months after the end of the year to which they relate. 
Under the legislation, the Registrar shall submit for audit the consolidated financial statements to the 
Auditor General not later than four months after the end of the year to which they relate. The Auditor 
General of the Republic shall issue a report regarding the findings of the audit conducted and publish it in 
the Official Gazette. When he finds a violation of the provisions of the Law, he forwards the report to the 
Registrar. 
Regarding the financial year ending December 31, 2012, it is noted that pursuant to Article 12 (2) of the 
legislation, the provisions of Article 6 shall not apply. For that year, the corresponding provisions of Article 
6 of the Political Parties Law of 2011 are in force, according to which the financial management of political 
parties, the revenues and expenses, as well as the contributions made to the Special Common Fund, as 
provided by subsection (4) of Article 5 are audited by the Auditor General annually. Political parties are 
required to publish in the daily press a summary of their financial reports. On this point it is noted that the 
Special Fund provided in the legislation has not been established. 
Our Office pointed to the Registrar that the provisions of the aforementioned Laws apply to all political 
parties, regardless of their inclusion or not in the Political Parties Registry and that in the opinion of the 
Attorney General, the obligation to submit financial statements to the Auditor General exists for the year 
2012 as well. We also highlighted that, in addition to the political parties registered in the Registry, other 
parties also participated in the Parliamentary Elections of 2011 and it was then expected that they would 
submit their financial statements for audit, as they continue to fall within the definition of a political party. 
For purposes of the audit of the consolidated financial statements, we noted that it is considered necessary 
for each party to keep a full account of its associated organisations. 
According to the Political Parties Register on 20.10.2015 there were 12 registered political parties (two 
were registered in 2015) which are presented in the following statement in which it is also shown as to 
whether they have submitted to the Auditor General financial statements for audit. It is noted that it has 
not been assessed as to whether the submitted financial statements comply with the relevant legislation 
No NAME OF POLITICAL PARTY DATE OF REGISTRATION IN THE REGISTER OF POLITICAL PARTIES 

      2012                            2013                            2014 
STATEMENT OF INCOME/ EXPENSES 

INDIVIDUAL FINANCIAL STATEMENTS OF THE PARTY 

CONSOLIDATED    FINANCIAL STATEMENTS 
INDIVIDUAL FIANANCIAL STATEMENTS OF THE PARTY 

CONSOLIDATED FINANCIAL STATEMENTS OF THE PARTY 
1 DEMOCRATIC RALLY 20.5.2013 Χ ✓ ✓ ✓ Χ 
2 PROGRESSIVE PARTY OF WORKING PEOPLE    4.6.2013 Χ ✓ ✓ ✓ ✓ 

3 DEMOCRATIC PARTY 28.5.2013 ✓ ✓ ✓ Χ Χ 



 

 

No NAME OF POLITICAL PARTY DATE OF REGISTRATION IN THE REGISTER OF POLITICAL PARTIES 

      2012                            2013                            2014 
STATEMENT OF INCOME/ EXPENSES 

INDIVIDUAL FINANCIAL STATEMENTS OF THE PARTY 

CONSOLIDATED    FINANCIAL STATEMENTS 
INDIVIDUAL FIANANCIAL STATEMENTS OF THE PARTY 

CONSOLIDATED FINANCIAL STATEMENTS OF THE PARTY 
4 MOVEMENT OF SOCIAL DEMOCRATS EDEK 

20.5.2013 ✓ ✓ ✓ ✓ ✓ 

5 EYROPEAN PARTY 23.5.2013 ✓ ✓ ✓ ✓ ✓ 
6 CITIZENS ALLIANCE 19.12.2013 N/A ✓ * ✓ * 
7 ECOLIGICAL AND ENVIRONMENTAL MOVEMENT 

20.5.2013 ✓ ✓ ✓ ✓ ✓ 

8 FREE INDEPENDENT CITIZENS MOVEMENT 28.6.2013 N/A ✓  
* 

✓  
* 

9  OFFICE OF  CITIZEN’S RIGHTS  (LASOK) 10.4.2014 Χ Χ  
* 

✓  
* 

10 NATIONAL POPULAR FRONT 29.4.2014 Χ Χ  
* 

✓  
* 

11 ANIMALS PARTY 15.4.2015 N/A N/A N/A N/A N/A 
12 ORGANISATION FOR JUSTICE FIGHTERS 21.8.2015 N/A N/A N/A N/A N/A 

Χ No financial statements were submitted. 
✓ Financial statements have been submitted. 
N/A Not Applicable. 
*           There is no information as to whether there are associated organisations so that the preparation of 
consolidated accounts is requested.  
Our Office, until the preparation of this report, has completed the on site audit of the individual and the 
consolidated with associated organisations financial statements, of two political parties. The audit of the 
financial statements of a third political party, which began at the beginning of May 2015, was interrupted 
because of failure to produce data and information for its completion and, since then, the relevant 
information is expected for the audit reprogramming. Regarding the audit of the financial statements of a 
fourth political party, which was scheduled by my Office to start, it was postponed at the request of the 
party, in order to complete the independent internal control provided in the legislation. 
It is noted that it would not be possible to plan the audit of the parties which have not submitted financial 
statements for the year 2012. 
On 19.11.2015 the Political Parties (Amendment) (No. 3) Law of 2015 was passed by the House of 
Representatives and is expected to be published. It will be read together with the Political Parties Laws of 
2012 to (No. 2) of 2015, both of which will then be referred to as the Political Parties Law of 2012 to (No. 3) 
of 2015. With the amending legislation, a more comprehensive legal framework is established that ensures 
transparency and accountability in the finances of political parties and addresses gaps and weaknesses in 
the implementation of the 2012 Law on Political Parties to (No. 2) of 2015 and responds to a series of 
proposals / comments made by the Group of States against corruption (GRECO) of the Council of Europe. 
Important changes / modifications are summarized below: 



 

 

•  Audit of financial statements. Political parties are required to keep full records and proper books of 
account and to prepare for each calendar year financial statements in accordance with the respective valid 
International Accounting Standards, which will be subject to an independent audit, in accordance with 
International Standards on Auditing and pursuant to the Statutory Audits of Annual and Consolidated 
Accounts Laws. The Auditor General of the Republic will carry out an additional audit and will prepare a 
report regarding the findings of the audit conducted, which he will publish in the Official Gazette of the 
Republic, as well as in the website of the Audit Office of the Republic. 
The Auditor General of the Republic has the power to request information from the political party or the 
independent auditors and the political party should send comments on the report of the Auditor General 
within one month. The same applies to youth organisations, women's and agricultural organisations, for 
which the conditions provided in legislation are met. 
It therefore appears that, although political parties are no longer required to prepare financial statements 
consolidated with their associated organisations, the financial statements of the parties, and those of the 
youth organisations, the women's and farmers' organisations, are subject to an independent audit by 
external private auditors, as opposed to an independent internal audit, as previously provided for in the 
legislation and then to additional audit by the Office of the Auditor General of the Republic. 
The new above provisions apply to financial years beginning on 1.1.2016. 
 Contributions. With the new Law, anonymous contributions are prohibited and there is a ceiling of 
€50.000 with regard to private contributions, financial or otherwise, from natural or legal persons whose 
activities are legal, while they will not be able to be sponsored by Public Corporations, excluding the Youth 
Organisation. Each private donation will be accepted against receipt and will be registered in the 
contributions record with the name and identity number or registration number when it comes to a 
company. Also, any political party, until 31 March of each year, will display on its website in the internet 
and will transmit to the Registrar a list of people who contributed over €500, during the immediately 
preceding year. If the parties violate the law, a fine will be imposed. 
 State sponsorship.   15% of the regular state subsidy will be allocated to the parliamentary parties 
equally and 85% proportionally, based on the percentages received in the last parliamentary elections, in 
contrast with 22% and 78% previously in force. Sponsorship granted for parliamentary elections and any 
other sponsorship decided by the Council of Ministers, will be allocated to the parliamentary parties 
proportionately, based on the percentages received in the last elections (previously 22% equally and 78% 
proportionally). The non-parliamentary parties are entitled to sponsorship if they obtain, among other 
things, at least 3% in the last parliamentary elections or in the elections for which the sponsorship 
(previously 1.5%) was given. 
 Movement of funds. It will be carried out at least 90% exclusively by credit institutions. 
 
 
 
 
 
 
 

Recommendation: The Registrar should confirm that before the financial statements of political 
parties are submitted to our Office for review, they are accompanied by a signed statement from an 
independent internal auditor, that they were subjected, in accordance with the law, to an 
independent internal audit and that they have been prepared in accordance with IFRS and are 
consistent with the Law on Political Parties. Also, the Registrar must establish and maintain a fully 
updated list of affiliated organizations with any political party. Additionally, when the Registrar 
identifies any violations of the Law, including Article 6 which relates to the audit, he needs to take 
timely appropriate actions which are provided for in Article 8 of the Law for the imposition of an 
administrative penalty, something not shown to have been done by today. 



 

 

 
 
 
 



 

 

  



 

 

CHAPTER D - PROGRAMS FINANCED BY THE EUROPEAN UNION (EU) VIA THE 
GOVERNMENT BUDGET 
General.  Cyprus as a full member of the EU, has access to the European Structural and Investment Funds 
(ESIF), namely the European Regional Development Fund (ERDF), the European Social Fund (ESF), the 
Cohesion Fund, the European Agricultural Fund for Rural Development (EAFRD) and the European Maritime 
and Fisheries Fund (EMFF). Furthermore, for the Programming Period (PP) 2014-2020, Cyprus has access to 
a newly created Fund of ESIF, the Initiative for Youth Employment. 
The use of ESIF from Cyprus for the year 2014, is associated with both the PP 2007-2013 and the 2014-2020 
PP since the implementation of PP 2007-2013 lasts until 31.12.2015, while the implementation of the PP 
2014-2020 began on 1.1.2014.   
A.      Programming Period 2007-2013. 
(a)     European resources and Strategic Development Plan 2007 - 2013. In the context of allocation of the 
EU budget for the PP 2007-2013, an amount of €822.6m. has been committed for Cyprus, which is available 
through programs which are an integral part of the Strategic Development Plan. The European funds 
represent, according to the Strategic Development Plan, about 12% of Cyprus' budgeted annual 
development expenditure for this period. 
Their allocation is done through the following programming documents:  
(i)       National Strategic Reference Framework (NSRF) related to EU Cohesion Policy which has been drafted 
in accordance with the provisions of Chapter II (Articles 27-28) of Regulation 1083/2006 of the EU Council. 
            On the basis of the NSRF two Operational Programs were adopted and are implemented: 
•         The Operational Program for Sustainable Development and Competitiveness. 
•         The Operational Program for Employment, Human Resources and Social Cohesion. 
           Managing Authority of the above two Operational Programs are the General Directorate for 
European Programs, Coordination and Development (DG EPCD - former Planning Bureau). 
(ii) National Strategic Plan for Rural Development (NSPRD) financed by the EU Agricultural Fund for   
Rural Development and implemented through the Rural Development Program. 
            A more detailed record of the Rural Development Programs 2007-2013 is made in the part of our 
Annual Report for the Department of Agriculture, which is the Managing Authority of the Programs. 
(iii)  National Strategic Plan for Fisheries (NSPF) which is financed by the EU Fisheries Fund and is 
implemented through the Operational Program for Fisheries. Managing Authority of the above Operational 
Program is DG EPDA. 
(b)    Implementation. A summary table of the Community funding for the PP 2007-2013, under the 
Operational Programs for which the managing authority is DG EPCD until 31.12.2014 is given below: 
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Community  
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(from certified 
expenditure) 

 
(5)=(4)/(1) 

                     €              €               €               €  
European Regional 
Development Fund 279.461.354 25.151.522 216.824.337 221.340.622 79,20 

Cohesion Fund 213.204.484 22.386.471 134.157.230 138.927.456 65,16 
European Social 

Fund 119.769.154 10.779.224 93.113.699 95.188.391 79,48 
European Fisheries 

Fund 19.724.418 2.761.419 17.238.786 15.976.779 81,00 
Total 632.159.410 61.078.636 461.334.052 471.433.248 74,57 

* According to the General Directorate for European Programs, Coordination and Development, the recoveries include 
amounts recovered from the application of the mechanism "increase of the recovery rate of the Community 
contribution by 10%» (top up 10% - ie for each certification of costs in the EU, an amount increased by 10% is 
recovered until the available resources last) by the European Commission, given in the context of facilities - liquidity 
increase, to countries under the Memorandum from 2013 onwards. 
Summary table of the implementation course of the Programs of Structural Funds on 31.12.2014 for 
which the Management Authority is DG EPCD 

Programs 
Budget of 

integrated Co-
financed Projects 

Budget of 
National and 
Community 

Contribution 

Budget of 
Community 
Contribution  

Certified 
Expenditure 

% Recovery 
against 

Certified 
Expenditure 

 

% 
Cover Rate 
of Certified 
Expenditure 

Recovery of 
Expenditure 

 (1)  
          € 

(2)  
€ 

(3)  
€ 

(4)  
€ 

(5)=(4)/(1) 
% 
 

(6) 
€ 

(7)= 
(6)/(3) 

Sustainable 
Development 

and 
Competitiveness 729.072.432 579.606.868 492.665.838      412.919.490  71,24  360.268.078 73,12 

Employment, 
Human 

Resources and 186.469.188 140.904.888   119.769.154      109.545.528 77,74 95.188.391  79,48 



 

 

Social Cohesion 

Fisheries 36.344.366 36.148.836 19.724.418        28.424.127   78,63  15.976.779 81,00 
Total 951.885.986 756.660.592 632.159.410 550.889.145 72,80 471.433.248 74,57 
The last date of eligibility of expenditure for the above projects is 31.12.2015 
  
B.        Programmatic Period 2014-2020. 
European Resources 2014 - 2020.  According to the EU Multiannual Financial Framework, Cyprus is 
expected to receive an amount of about €956m. from ESIF for the PP 2014-2020. Their allocation to each 
Fund is as follows: 
 

1 Includes €32,7m. for the  European  Territory Cooperation 
                                                2 Includes  €48,4m. for the Initiative Connecting Europe   
For the efficient utilisation of resources of ESIF, strategic planning documents under the responsibility of 
DG EPCD, have been prepared and submitted to the European Commission. 
The content of all of Programming Documents was modified through constant cooperation and 
consultation of DG EPCD with the competent Ministries, Local Authorities, social and economic partners 
and organisations of the wider public and private sectors, as well as with the European Commission. The 
programming documents drawn up are: 
 (i) The Partnership Agreement (PA), which lists the general development priorities of the country and 

the stated strategic objectives for the development of ESIF. The PA was approved by the European 
Commission on 20.6.2014. 

(ii)  The Operational Program for Competitiveness and Sustainable Development 2014-2020, co-financed 
by the ERDF and the Cohesion Fund. The Program was approved by the European Commission on 
16.12.2014.  

             €m. 
(a) Cohesion Policy 784,1 
 European Regional Development Fund 3251  
 Cohesion Fund 3182  
 European Social Fund 129,5 
 Initiative for Youth Employment 11,6 
(b)  Agricultural Policy 132,2 
 European Agriculture Fund for Rural Development 132,2 
(c) Fisheries Policy 39,7 
  European Maritime and Fisheries Fund  39,7 
Total 956 



 

 

(iii)  The Operational Program “Employment, Human Resources and Social Cohesion”, which is co-funded 
by the European Social Fund and the Initiative for Youth Employment. The Program was approved by 
the European Commission on 25.2.2015. 

(iv)  The Operational Program "Sea", which is funded by the European Maritime and Fisheries Fund. The 
Program was approved by the European Commission on 2.7.2015. 

(v)  The Rural Development Program, which is funded by the European Agricultural Fund for Rural 
Development. The program has not yet been approved by the European Commission. 

C.      Allocation of resources to and from the European Union in 2014. According to data from the 
European Commission, the total payments to Cyprus for 2014, which include payments by the State but 
also directly to individuals or other organisations, is €264.108.164, while the corresponding figure for 2013 
was €242.671.333. This figure includes an amount of €3.822.630 (2013: €18.560.762) relating to assistance 
to support the Turkish Cypriot Community and an amount of €77.137.164 related to EU payments to the 
Agricultural Payments Organisation (2013 : €77.137.164). 
In 2014, as reported in the Financial Report for the same year, the Republic of Cyprus contributed 
€165.693.285 to EU funds (2013: €189.496.753) and received grants from the EU to the amount of 
€125.158.393 (2013: €156.478.269). It is noted that in the accounting system of the State (Integrated 
Management Information System of the Treasury - FIMAS) there have not been created revenue lines for 
revenue from the EU, stemming from the Structural Funds, but these are presented in a deposit account, 
the balance of which is transferred at the end of each year in a revenue line of the DG. 
 
 



 

 

CHAPTER E - FINANCIAL REPORT AND FINAL ACCOUNT OF THE STATE BUDGET  
Approval of the State Budget for the year 2014. The State Budget for 2014 was submitted to the House of 
Representatives on 17.10.2013 and after its enactment into the Law (L.52 (II) / 2013), was published in the 
Official Gazette of the Republic on 31.12.2013. 
Submision of the Final Report of the Financial Report. According to paragraph 2 of Article 81 of the 
Constitution and Article 78 of the Fiscal Responsibility and Budgetary Framework Law, the Final Report 
which is included in the Financial Report, must be submitted to the House of Representatives within three 
months of the end of the financial year. The Financial Report for the financial year ended on 31.12.2014 
was presented by the Accountant General of the Republic to the Minister of Finance on 20.3.2015 and, 
after approval by the Council of Ministers, was submitted to the House of Representatives on 30.3.2015. 
The Financial Report is audited by the Auditor General under subsection (1) of section 116 of the 
Constitution. 
It is noted that since 2014 the content of the Financial Report is specified in the Fiscal Responsibility and 
Budgetary Framework Law of 2014 (L.20 (I) / 2014), under which the Financial Report contains the Final 
Report of the State Budget and is separated from the financial statements of the State. The financial 
statements of the State, as from 2014, will consolidate the financial results of all General Government 
bodies and shall be submitted separately after their inspection by the Accountant General of the Republic. 
According to Article 79 (5) of the Law, the financial statements and the consolidated financial statements 
for 2014 of the General Government are submitted to the Auditor General for audit within six months from 
the end of the reference year. Until the preparation of our Report the financial and consolidated financial 
statements had not been prepared. Regarding the consolidated financial statements, these were not 
prepared, because out of the 800 organisations only 319 sent their financial statements to the Treasury of 
the Republic, in breach of Article 79 (2) of the Law, which states that all General Government entities and 
Local Authorities submit annual financial statements to the Minister of Finance and the Accountant General 
of the Republic within four months from the end of the reference year. 
Consolidated Fund / Revenue Reserve. The Consolidated Fund of the Republic, which was renamed in the 
Financial Report 2012 as Revenue Reserve, presented on 31.12.2014 the following movement: 

         2014         2013 
        €000         €000 
Debit balance 1.1   7.870.490   8.713.760 
Add:Payments   8.021.744   9.373.154 
 15.892.234 18.086.914 
Less: Receipts    8.261.252 10.216.424 
Debit balance 31.12    7.630.982   7.870.490 

Annual results.  2014 showed a surplus of €239.5m., compared to €843,3m. in 2013 and, according to the 
Budget for 2014, the deficit amounted to €1.006,6m., compared to €2.755 2m. in 2013. The decrease in the 
surplus, compared to 2013 was mainly due to the reduction in the withdrawals of loans by €2.128m., as 
shown below: 
 
 
 



 

 

                                           2014                                        2013 
  

     Budgeted 
 
 
 
          Actual 

  
Deviation 

 
 
 
     Budgeted 

 
 
 
      Actual 

  
 Deviation 

         € 000            € 000        %           € 000          € 000         % 
Receipts 7.945.882 8.261.252 3,97 7.624.282 10.216.424 34,00 
Payments 8.952.453 8.021.744 (10,40) 10.379.536 9.373.154 (9,69) 
(Deficit) 
/Surplus 

 
(1.006.571) 

 
239.508 

  
(2.755.254) 

 
843.270 

 

Receipts. Total receipts decreased by €1.955,2m. or 19.13%, compared with 2013, which is mainly due to 
the reduction in the withdrawals of loans by €2.128m. 
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€23,766 ths
€609,524 ths

€1,689,182 ths

€31,325 ths
€304,466 ths

Analysis of 2014 Indirect Taxes

Import Duties(1%) Excise Duties (23%)

VAT (64%) Motor Vehicles Taxes (1%)

Other indirect taxes (11%)

Total
€2.658.263ths

23%1%
11% 1%

64%



 

 

Payments. Payments in 2014 were reduced by €1.351,4m. or 14.42%, compared with 2013, mainly due to 
reduced repayments / issues of loans and transfers by €586,9m. and €434,8m., respectively. At the same 
time there was a reduction of public debt service costs of €121.8m. 
The receipts and payments of the last two years are presented in table 2.1 of the Financial Report for the 
year 2014. 
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GENERAL 
Excesses on the Budget. Again it was observed that payments were made further than the initially 
approved amounts, for which the approval of the Minister of Finance was requested and was granted. 
Special Warrants. According to Article 168 of the Constitution or under the Budget Law issued by the 
Minister of Finance, a total of 102 Special Warrants (SW) for a total amount of €1.429.202.434 were issued. 
These are as follows: 

 
 

No. 
SW 

      Amount 

                € 
Direct Charge of Consolidated Fund 20  1.081.183.740 
With Supplementary Budget Laws 3  182.079.737 
Others-in accordance with the Budget Law  79  165.938.957 
Total 102  1.429.202.434 

The category of Other Special Warrants is analyzed as follows: 
 
Description 

  
Amount 

  € 
Transfer from Reserves  58.706.077 
Transfer from Aggregate sub-heads  58.915.268 
Transfer from savings to sub-heads  of the same Head   48.317.612 
Total  165.938.957 

Overall, 1111 sub-heads were affected one or more times. After 31.12.2014, 6 S.W. totaling €35.842.940 
were issued for the year 2014. The last SW which was issued was dated February 5, 2015. 
Protection of deposits in Financial Organisations. The Deposit Protection and Resolution of Credit and 
Other Institutions Scheme (DP &RCOIS)  was established by the publication of the Establishment and 
Operation of the Deposit Protection and Resolution of Credit and Other Institutions Scheme Law (L.16 (I) / 
2013) in the Official Gazette of the Republic. In addition, under Article 31 of the Law, the Operation of the 
Deposit Protection and Resolution and Other Credit Institutions Regulations (R.92/2013) were published. 
For the purpose of achieving the DP&RCOIS objectives, which is a separate legal entity, including the 
management of the three funds which constitute the Scheme, namely the Deposit Protection Fund (DPF for 
banks), the Deposit Protection Fund for Cooperative Credit Institutions (DPF for CCI) and the Resolution of 
Credit and Other Institutions Fund, a Committee was established consisting of representatives of the 
Ministry of Finance and the Central Bank of Cyprus. 
It is noted that the above legislation was adopted in accordance with the Directive of the European 
Parliament 94/19 / EC dated 30.5.1994 concerning the systems of Guarantee of the Depositors as amended 
on 11.3.2009. With the new Directive of the European Parliament 2014/49 / EC dated 16.4.2014, the 
Directive is repealed as from 4.7.2019, subject to the obligations of Member States relating to the time 
limits for transposition into the national law and the dates of the directives’ application. 



 

 

According to the DPS Regulations of the Scheme, the deposits in all currencies of all natural and legal 
persons with certain exceptions as specified in the operation regulations of the related two Funds are 
covered, while the maximum amount of compensation per depositor, per bank, amounts to €100,000, 
including accrued interest. 
The Regulations of the DPS provides that when the funds of the Funds are insufficient to cover the deposits, 
they may request additional or special contributions from their members (Financial Institutions) or borrow 
the required amount for their purposes. If the above measures do not deliver the expected results and 
there is still a matter of liquidity or solvency of the financial system, the Council of Ministers may take a 
decision to support the DP&RCOIS and the depositors in general, according to the provisions of Article 4 of 
the Restructuring of Financial Institutions Law of 2011-2013. 
According to the Funds Management Service for the Protection of Depositors and Client Investors of Banks 
of the Central Bank of Cyprus, the total amount of deposits in relation to which  compensation is paid in 
case of the activation of the DPS amounted to €29,9 billion on 31.12.2014 (2013 : €29,3 billion) and the 
total repayment would amount to €14.0 billion (2013: €13,9 billion). Additionally, for the Co-operative 
Credit Institutions the corresponding amounts on 31.12.2014 amounted to €11.6 billion and €9,4 billion 
(2013: €12,1 billion and €9.7 billion), respectively. 
Basis of preparation of the Final Report of the State. The Final Report has been prepared on the basis of 
actual receipts and payments. According to the basis of actual receipts and payments, revenues and 
expenses are recognised on the date of receipt or payment. 
The Council of Ministers at its meeting dated 5.2.2013 decided (No of Decision 74.643) to approve the 
transition from the basis of the actual receipts and payments to the accruals basis for the preparation of 
the financial statements of the Cyprus Republic. It also authorised the Accountant General of the Republic 
to take all necessary steps, in cooperation with all Ministries, Departments and Independent Offices, to 
enable the application of that base. 
As stated in the Proposal submitted to the Council of Ministers, the gradual transition to the accruals basis 
which is foreseen in the medium term (3-5 years), is considered essential for compliance with the EU 
Directive 85/2011, which provides for accounting systems to generate data on the basis of accruals so that 
data can then be developed based on the European System of Comprehensive Financial Accounts 95 
(ESCFA 95). 
To assist in the implementation of the project for the transition of the public sector to the accruals basis of 
accounting of income and expenses, a Steering Committee was established chaired by the Accountant 
General of the Republic. As mentioned in the first meeting on 11.9.2015, the Committtee’s responsibilities 
is to monitor the project’s progress, its updating on problems that may arise, as well as to decide how to 
tackle these problems. 
CERTIFICATION OF FINANCIAL REPORT 
Audit. The Financial Report, which includes the Final Report of the State Budget for the financial year 
ended December 31, 2014, has been audited in accordance with the provisions of Article 116 of the 
Constitution. 
Emphasis of Matter. We draw attention to the comments of our Office to the Ministry of Finance which are 
referred to in the Agreement signed between the Republic of Cyprus, the Central Bank of Cyprus and the 
European Support Mechanism (ESM), to facilitate the financial support from the ESM and the IMF for the 
period April 2013 - March 2016, amounting to €10 billion. 



 

 

It is noted that under the agreement with the ESM, a Memorandum of Understanding (MOU) was signed 
between the European Commission and the Republic of Cyprus, which includes the agreed Economic 
Adjustment Program to be implemented by the Republic of Cyprus during the funding period. The program 
is primarily aimed at restoring the soundness of the banking sector by restructuring banks and 
strengthening their monitoring and at correcting the excessive financial deficit of the General Government 
by reducing public spending while increasing revenue, through a series of legislative and regulatory 
reforms. The loan will be granted in installments depending on the progress of the program. 
As mentioned in our previous reports, it is necessary to introduce systems of internal control, which, inter 
alia, should include specific goals and measurable criteria with performance indicators, on the basis of 
which both management and citizens to be able to assess the performance and achievement of the 
objectives which each Ministry, Department or Service should keep, as well as expanding the use of 
computerised systems in all areas, with staff training in the use of technology, in order to provide timely 
and effective service to citizens at the lowest possible cost. The adoption and amendment of legislation, 
which contribute to reducing the weaknesses and shortcomings noted in some areas, particularly in the 
imposition and collection of public revenue, should be promoted the soonest possible. 
Opinion.  Except for the considerations set out in this Report, the Financial Report gives, in my opinion, a 
true and fair view of the Final Report of the State Budget, of the receipts and payments, of the arrears of 
income, of the outstanding liabilities, investments, loans and guarantees for the year ended 31.12.2014. 
Statement of Assets and Liabilities. The following unaudited statement, which is not included in the 
Financial Report for the year 2014 is prepared on the same basis by the Treasury of the Republic and 
presents the assets and liabilities of the Republic of Cyprus as at 31.12.2014 and 31.12.2013. 
 

 
 
STATEMENT OF ASSETS AND LIABILITIES AS AT 31 DECEMBER, 2014 
  

 
2014 

€ 
2013 

€ 
 ASSETS   
 Non-current assets     
  Sinking Funds        28.146.262      25.776.130 
  Loans granted     820.844.153     764.294.153 
   Investments    1.638.551.176  1.638.551.176 
        2.487.541.591  2.428.621.459 
           
 Current assets     
   Bank Balances   1.232.501.770  993.848.707 
  Special Funds’ Balances            9.400     72.695.744 
  Advances and Debit Balances      33.710.524  83.910.601 
  Stocks Advances         3.684.609  4.548.685 
  Sinking Funds   0  0 



 

 

   Loans granted        37.518.210  43.474.361 
        1.307.424.513  1.198.478.098 
        3.794.966.104  3.627.099.557 
           
 LIABILITIES        
 Current Liabilities      
  Bank Overdraft      
  Special Funds’ Balances  -258.807.347  -273.072.120 
  Deposits and Credit Balances -283.466.817  -232.386.828 
  Treasury Bills   -904.008.831  -934.351.008 
  Borrowings    -2.608.747.455  -3.024.983.156 
  Promissory Notes      -6.096.664  -15.800.043 
  Loans for Co-financed Projects    -14.519.628  -18.618.000 
        -4.075.646.742  -4.499.211.155 
 Non-current Liabilities     
  Special Fund Investments -7.454.604.410  -7.585.682.779 
  Borrowings    -15.324.668.134  -14.446.506.259 
  Promissory Notes  -1.661.484      -7.758.148 
  Loans for Co-financed Projects -134.152.874  -238.388.333 
        -22.915.086.902  -22.278.335.519 
        -26.990.733.644  -26.777.546.674 
           
 NET LIABILITIES   -23.195.767.540  -23.150.447.117 
           
 RESERVES       
           
  Revenue Reserves    -7.630.981.100  -7.870.488.997 
  Reserves from Investment and Financial Activities -15.564.786.440  -15.279.958.120 
           
 TOTAL RESERVES  -23.195.767.540  -23.150.447.117 

 
RESERVES Revenue Reserves Reserves from Investment and  Financial Activities 

Total 

                  €                    €               € 
Balance 1 January 2013     -8.713.758.865       -11.597.523.694 -20.311.282.559 
Surplus for the year          843.269.868         843.269.868 



 

 

Net movement in Investment and Financial 
Activities for the year 

         -1.735.940.271    -1.735.940.271 

Write off of the accounting value of the Cyprus Popular  
Bank Public Co Ltd and Eurocypria Airlines Ltd 

         -1.853.997.869    -1.853.997.869 

Adjustment on the basis of the actual receipts 
 and payments for the year  

               -92.496.286         -92.496.286 

Total revenue/expenditure for the year         843.269.868           -3.682.434.426    -2.839.164.558 
Balance 31 December 2013    -7.870.488.997         -15.279.958.120  -23.150.447.117 
Surplus for the year         239.507.897          239.507.897 
Net movement in Investment and Financial 
Activities for the year 

             -200.317.366       -200.317.366 

Adjustment on the basis of the actual receipts 
 and payments for the year 

                -84.510.954         -84.510.954 

Total revenue/expenditure for the year         239.507.897               -284.828.320         -45.320.423 
Balance 31 December 2014     -7.630.981.100          -15.564.786.440 -23.195.767.540 
 
Shares.  The Government was the owner of the following shares at 31.12.2014 

                                     Organisation 
                  Share of the Government 
Nominal value  Purchase Price   Percentage 
           €000          €000          % 

Ordinary shares    
Cyprus Petroleum Storage Co Ltd      41.407 35.319 100,00 
Cyprus Forest Industries Public Ltd       2.672       697 51,06 
Cyprus Immovable Property Development Ltd           595        595 82,66 
Cyprus Pipes Industries Ltd       4,3             4,3 0,10 
Cyprus Airways Ltd 1         18.386 100.906 93,67 
Pancyprian Company of Bakers Ltd2    488,4        488 11,09 
Bank of Cyprus5        0,2          3 0,00 
Eurocypria Airlines Ltd 3       8,6 - 0,00 
Natural Gas Public Co Ltd  300       300 100,00 
Cyprus Stability Investment Fund Ltd          1,7 - 100,00 
Cyprus Organisation for Standardisation Ltd       239,4         239,4 100,00 
ΚΕΟ Plc (Owner of shares of nominal value of €45) - - 0,00 
Cyprus Hydrocarbons Company Ltd      1.000 - 100,00 
Cyprus Popular Bank Public Co Ltd 4&5 1.796.060 - 81,54 
Cooperative Central Bank  Ltd6 1.500.000 1.500.000 99,00 



 

 

Total  3.361.162,4 1.638.551,7  
1The company is under voluntary liquidation on the decision of the Board of Directors dated 9.1.2015 and  
the Sate is not expected to recover any amount. 
2  The company is since 18.7.2014 under receivership. 
3 The company is under liquidation and it is not expected to recover any amount. Therefore the value of the 
investment is nil. 
4 In July 2012, the government acquired 84% of the issued share capital of the bank  by issuing Government 
Bonds at an original nominal value of €1.888.562.000. After the issue of new shares relating to the 
mandatory conversion of the Convertible Enhanced Capital Securities on 4.2.2013, the share of the 
Government decreased to 81.54%. The Bank is in liquidation and it is not expected that any amount will be 
recovered. Therefore the value of the investment is nil.  
5  On March 25, 2013, the Government of Cyprus agreed with the Eurogroup to adopt the reorganisation 
measures of the two major Cypriot banks (Bank of Cyprus and Laiki Bank). For the purpose of 
implementation of the above measures, the House of Representatives passed the Resolution on Credit and 
Other Institutions Law of 2013. The main measures for both banks which affect the participation of the 
Government are:. 
(i)      Bank of Cyprus. The existing bank share capital is converted into new class D shares. 
(ii)   Laiki Bank. The resolution of Laiki resulted in its separation into “good” and “bad” bank. The current 
share capital is transferred to the "bad" bank which is effectively liquidated. 
6 On March 10, 2014, Cyprus Government granted a bond of €1,5 billion of the European Stability 
Mechanism to the  Cooperative Central Bank of Cyprus in return for acquiring 1.171875 billion shares, in 
connection with the provision of finance for  recapitalisation purposes. 
It is noted that because of the basis on which the financial statements of the Republic are presented using 
the accounting policy of historical cost, the value of shares are stated at cost which, however, is different 
than the current price at the date of preparation of the financial statements. 
Additionally, in accordance with the Financial Report, the following Private Organisations are controlled by 
the Government, without an investment in their share capital. 
                                    Organisation                                 Government position 
Cyprus Investment Promotion Agency 
 100% participation of the Government in the capital 
Cyprus International Institute for the  Environment and 
Public Health in co-operation with Harvard School of Public 
Health 

With Government Guarantee 

Borrowing. 
(a)      The total of domestic and foreign loans, according to the Financial Report, excluding Treasury Bills, 
Promissory Notes and loans of co- financed projects amounting to 904m., €7.8m. and €148.7m. 
respectively, amounted to €17.933,4 m. at the year end, compared to €17.471,5 m. in 2013. 
The sinking fund for the repayment of loans by the end of the years 2014 and 2013 was €28,1m. and 
€25.8m., respectively. 
(b)       Promissory Treasury Bills. 



 

 

  €000 
Public Corporations – University of Cyprus 3.533 
Companies with the Government participating in their share capital:  
Cyprus Immovable Property Development Ltd 4.225 
 7.758 

The amounts include also the interest on the Promissory  Notes until their maturity. 
 (c)      Other obligations. 
• Non transferable bills. The Government has deposited at the Central Bank interest-free non-

transferable promissory notes, which will be paid to international organisations. On 31.12.2014 the 
value of these bills amounted to €211.4 m., As follows: 

        €000 
International Monetary Fund      110.049,0 
International Bank for Reconstruction and Development            6.176,9 
International Development Association           2.636,1 
Multilateral Investment Guarantee Agency         92.567,8 
       211.429,8 

•      Loans for Co-financed projects. The balance of the Government's contribution to the loans of co-
financed projects was €148.7m. at December 31, 2014 (31.12.2013: €257m.). These mainly 
concerned Municipalities, Community Boards and Sewerage Boards. This balance results from the 
data presented to the Accountant General of the Republic, as a result of the Treasury of the Republic, 
taking over the monitoring of the above loans on 1.1.2004, under the redesign of the presentation of 
the annual Budget. 

•          Of the total of €148.7m. loans of co-financed projects, €148.4m. were guaranteed by the State. 
•        Guarantees. The guarantees given for loans and credit facilities amounted to €3.024,8m.  (€3.122,2m. 

on 31.12.2013). 
 
 
 
 
 
 
 
 
 
 
 



 

 

 
 
  
 



 

 

CHAPTER F - APPENDICES 
APPENDIX Ι 

BUDGETARY RESULTS 
 

HEAD Initial Budget Final Budget 
Actual 

Expenditure Unspent Amounts 
         €  €          €   €      % 
Presidency and Presidential 
Palace 5.546.823 5.748.490 5.172.992 575.498 10,01 
Council of Ministers 1.735.169 1.740.169 1.369.930 370.239 21,28 
House of Representatives 19.908.909 20.283.191 19.653.579 629.612 3,10 
Judicial Service 26.287.483 27.027.694 24.843.524 2.184.170 8,08 
Law Office 15.798.704 20.169.094 16.554.727 3.614.367 17,92 
Audit Office 5.641.347 5.686.147 5.030.118 656.029 11,54 
Public Service Commission 913.914 953.914 904.015 49.899 5,23 
Educational Service 
Commission 655.218 655.218 645.513 9.705 1,48 
Office of the Commissioner for 
Administration (Ombudsman) 1.957.892 2.090.879 1.830.582 260.297 12,45 
Competition Protection 
Commission 1.537.698 1.632.391 1.472.734 159.657 9,78 
Office of the Commissioner for 
Personal Character Data 
Protection 244.629 245.629 206.310 39.319 16,01 
Office of the Commissioner for 
State Aid Control 179.758 180.758 97.415 83.343 46,11 
Internal Audit Service 1.789.587 1.896.587 1.792.084 104.503 5,51 
Tender Review Body 524.539 528.539 434.470 94.069 17,80 
Co-Operative Societies' Service 3.143.578 3.143.578 2.350.341 793.237 25,23 
Refugees’ Review Body 428.275 429.370 353.210 76.160 17,74 
Ministry of Defence –
Administration 6.084.834 6.137.747 5.614.892 522.855 8,52 
Cyprus Army 136.083.445 136.083.445 129.944.214 6.139.231 4,51 
National Guard 106.000.000 109.000.000 105.086.423 3.913.577 3,59 
Defence Expenditure 70.787.067 67.787.067 29.048.258 38.738.809 57,15 
Ministry of Agriculture, Rural 
Development and 
Environment-Administration 7.319.619 9.792.731 9.556.796 235.935 2,41 
Department of Agriculture 21.125.840 21.925.840 18.774.077 3.151.763 14,37 
Veterinary Services 15.405.096 15.420.096 12.898.861 2.521.235 16,35 
 Department of Forests 29.719.978 31.189.978 29.238.195 1.951.783 6,26 
Water Development 
Department 132.452.720 220.419.273 201.796.027 18.623.246 8,45 



 

 

HEAD Initial Budget Final Budget 
Actual 

Expenditure Unspent Amounts 
         €  €          €   €      % 
Geological Survey Department 4.210.601 4.121.451 3.527.534 593.917 14,41 

Department of Meteorology  4.104.993 4.087.493 3.555.557 531.936 13,01 
Land Consolidation 
Department 3.051.908 2.990.461 2.950.340 40.121 1,34 
Mines 727.575 727.575 683.724 43.852 6,03 
Agriculture Research Institute 6.754.319 7.087.254 6.353.084 734.170 10,36 
Department of Fisheries  and 
Marine Research 7.107.349 7.256.749 5.478.870 1.777.879 24,50 
Department of Environment 3.311.266 3.282.145 2.922.531 359.614 10,96 
Ministry of Justice and Public 
Order – Administration 3.289.627 3.289.627 2.671.394 618.233 18,79 
Prisons 17.344.098 17.344.098 15.279.577 2.064.521 11,90 
Police 216.677.246 217.114.846 195.821.858 21.292.988 9,81 
Fire Service 31.491.854 32.107.054 28.406.582 3.700.472 11,53 
Ministry of Energy, 
Commerce, Industry and 
Tourism-Administration 35.622.341 38.691.488 26.763.431 11.928.057 30,83 
Commerce and Industry 
Services 1.878.858 1.885.268 1.488.477 396.791 21,05 
Department of Registrar of 
Companies and Official 
Receiver 5.129.885 5.676.885 4.718.327 958.558 16,89 
Ministry of Labour, Welfare 
and Social Insurence – 
Administration 458.900.609 495.861.695 469.201.176 26.660.519 5,38 
Labour Department 8.527.135 10.461.929 7.347.190 3.114.739 29,77 
Social Insurance Services 326.069.168 330.796.766 330.054.358 742.408 0,22 
Social Welfare Services 41.929.754 42.967.900 35.095.581 7.872.319 18,32 
Productivity Centre 8.579.054 8.583.317 4.700.123 3.883.194 45,24 
Department for Social 
Inclusion of Persons with 
Disabilities 31.860.262 31.695.533 30.116.977 1.578.556 4,98 
Cyprus Higher Hotel Institute,  1.822.749 1.916.009 1.618.736 297.273 15,52 
Department of Labour 
Relations  2.529.441 2.547.441 1.993.111 554.330 21,76 
Department of Labour 
Inspection  5.624.200 5.500.410 4.921.261 579.149 10,53 
Ministry of Interior-
Administration 198.641.251 207.835.324 177.418.973 30.416.351 14,63 
Nicosia District Administration 36.113.911 36.493.911 21.900.137 14.593.774 39,99 
Famagusta District 
Administration 6.163.658 7.690.318 7.415.426 274.892 3,57 



 

 

HEAD Initial Budget Final Budget 
Actual 

Expenditure Unspent Amounts 
         €  €          €   €      % 
Larnaca District Administration 22.504.782 23.004.782 20.556.378 2.448.404 10,64 
Limassol District 
Administration 34.260.169 33.334.676 24.135.243 9.199.433 27,60 
Paphos District  
Administration 17.997.211 18.709.211 15.741.996 2.967.215 15,86 
Kyrenia District  
Administration 55.288 55.288 51.660 3.628 6,56 
Department of Town Planning 
and Housing 59.479.645 59.479.645 39.073.588 20.406.057 34,31 
Civil Registry andMigrant 
Department 3.369.062 3.436.713 3.132.072 304.641 8,86 
Department of Lands and 
Surveys 117.362.520 120.899.933 114.522.478 6.377.455 5,27 
Press and Information Office 7.423.506 7.444.926 5.642.910 1.802.016 24,20 
Service for the Care and 
Rehabilitation of Displaced 
Persons 4.873.889 5.763.889 5.376.291 387.598 6,72 
Civil Defence 3.913.411 4.454.511 4.110.506 344.005 7,72 
Asylum Service 1.103.954 1.105.759 633.711 472.048 42,69 
Ministry of Foreign Affairs – 
Administration 29.084.698 37.108.066 33.791.960 3.316.106 8,94 
Foreign Services 45.416.009 45.831.009 39.998.077 5.832.932 12,73 
Ministry of Finance – 
Administration 515.391.544 534.778.812 468.875.750 65.903.062 12,32 
Customs and Excise 200.666.036 240.829.796 236.367.820 4.461.976 1,85 
Tax Department  51.652.272 51.652.272 49.860.918 1.791.354 3,47 
Statistical Service 8.858.387 8.858.387 7.955.175 903.212 10,20 
Department of Public 
Administration and Personnel 121.041.997 121.421.275 105.487.078 15.934.197 13,12 
Printing Office 4.542.856 4.542.856 3.683.793 859.063 18,91 
Department of Information 
Technology Services 26.141.322 26.443.472 16.390.716 10.052.756 38,02 
Public Debt Management 1.794.684.626 2.834.782.129 2.513.307.017 321.475.112 11,34 
Pensions and Gratuities 618.941.000 635.784.002 588.720.260 47.063.742 7,40 
Contingencies and Reserve 74.000.020 27.472.851   27.472.851 100,00 
Directorate General for 
European Programmes, 
Coordination and 
Development 99.252.121 45.863.424 28.270.178 17.593.246 38,36 
Treasury 42.391.743 69.814.418 67.161.703 2.652.715 3,80 
Ministry of Education and 
Culture – Administration 96.810.203 96.080.860 86.240.776 9.840.084 10,24 



 

 

HEAD Initial Budget Final Budget 
Actual 

Expenditure Unspent Amounts 
         €  €          €   €      % 
Higher and Tertiary Education 122.012.596 124.878.831 118.528.261 6.350.570 5,09 
Secondary Education 331.263.169 331.263.169 317.897.559 13.365.610 4,03 
Secondary Technical and 
Vocational Education 30.127.694 30.194.174 29.440.037 754.137 2,50 
Primary Education 319.902.883 320.395.592 310.748.216 9.647.376 3,01 
Pedagogical Institute 7.367.825 7.405.700 4.550.035 2.855.665 38,56 
Cyprus Research Centre 630.508 630.508 414.908 215.600 34,19 
Cultural Services 14.819.788 14.822.369 11.340.381 3.481.988 23,49 
Ministry of Transport, 
Communications and Works – 
Administration 3.624.793 3.638.343 2.056.282 1.582.061 43,48 
Department of Public Works  101.720.370 101.089.870 76.652.920 24.436.950 24,17 
Department of Control 2.909.348 2.909.348 1.305.813 1.603.535 55,12 
Department of Electronic 
Communications 1.399.575 1.416.115 1.331.338 84.777 5,99 
Department of Antiquities 11.780.047 12.791.459 11.609.237 1.182.222 9,24 
Department of Civil Aviation  33.058.105 35.118.105 29.522.014 5.596.091 15,94 
Department of Merchant 
Shipping  7.514.796 8.398.860 7.320.406 1.078.454 12,84 
Postal Services Department 24.657.101 25.741.456 24.135.228 1.606.228 6,24 
Department of Road Transport  67.609.180 67.509.180 56.945.787 10.563.393 15,65 
 Electrical and Mechanical 
Services Department 21.430.925 21.745.925 20.246.792 1.499.133 6,89 
Ministry of Health – 
Administration 157.154.230 158.399.264 144.587.617 13.811.647 8,72 
Medical and Public Health 
Services 238.900.948 251.968.082 226.808.782 25.159.300 9,99 
Mental Health Services 10.075.347 10.082.847 9.230.801 852.046 8,45 
Dental Services 4.848.274 4.848.274 4.304.713 543.561 11,21 
Pharmaceutical Services 111.667.963 112.172.963 109.379.118 2.793.845 2,49 
State General Laboratory 7.880.743 7.898.423 7.226.206 672.217 8,51 

TOTAL 7.712.309.713 8.952.452.591 8.021.744.132 930.708.459 10,40 
 



 

 

APPENDIX ΙΙ 
ARREARS OF REVENUE AS TA 31ST DECEMBER 2014 

 
 For previous 

years 2014 31.12.2014       31.12.2013 
 € € €        € 

JUDICIAL SERVICE     
District Court of Nicosia 10.215.181 1.251.205 11.466.386 11.204.629 
District Court of Limassol 9.808.515 2.133.026 11.941.541 9.596.921 
District Court of Larnaca 7.721.577 1.255.302 8.976.879 8.049.720 
District Court of Paphos 5.828.842 524.156 6.352.998 6.440.131 
District Court of 
Famagusta 2.875.354 649.658 3.525.012 3.211.632 
Military  Court1 283.479 8.000 291.479 283.479 
LAW OFFICE2 - 4.431 4.431 13.806 

AUDIT OFFICE 406.552 77.750 484.302 610.477 
TREAURY 4.112.230 389.079 4.501.309 11.279.554 
Competition Protection 
Commission3 2.949.210 - 2.949.210 3.108.936 
Officer for  the 
Commissioner of Personal 
Character Data 
Protection4 28.007 9.960 37.967 32.717 

MINISTRY OF DEFENCE     
Administration 33.261 1.169 34.430 33.261 
Defence Fund5 219.600 919 220.519 879.506 

     
     
 
 
 
 
 
 

    

                                                           
1 The amount of €7.195 difference that occurs in the balance of 31.12.2013 in relation to the amount shown in the Financial Report for 2013, is due to 
adjustments resulting from errors in the statements. Adjustment from €276.284 to €283.479. 
2  It relates to awarded costs receivable from public officials because for individuals no statement is prepared. 
3 .The amount of €2.100.000 difference that occurs in the balance of 31.12.2014 in relation to the amount shown in the Financial Report for 2014 
relates to adjustments resulting from the audit of our Office. 
4 The difference of €1.000 presented in the balance of 31.12.2013 in connection with the Financial Report for 2013 is due to adjustments arising after 
the audit of our Office 
5 The amount of €672.353 difference that occurs in the balance of 31.12.2014 in relation to the amount shown in the Financial Report for 2014 relates 
to adjustments resulted from the audit of our Office. 



 

 

 For previous 
years 2014 31.12.2014       31.12.2013 

 € € €        € 
MINISTRY OF 
AGRICULTURE, RURAL 
DEVELOPMENT AND 
ENVIRONMENT  
Administration6 - 2.203 2.203 - 
Department of Water 
Development 162.390.719 27.623.272 190.013.992 183.755.139 
Department of Forests 4.913.987 1.056.307 5.970.294 4.168.714 
Department of 
Agriculture7 8 275.599 62.776 338.375 582.256 
Mines  105.084 2.991 108.075 107.610 
Veterinary Services 2.772.572 932.322 3.704.894 3.530.348 
Land Consolidation 
Department 862.367 266.193 1.128.560 1.128.088 
Other 
Departments/Services     
Agriculture Research 
Institute - 15.040 15.040 16.911 
Department of 
Environment 41.506 10.250 51.756 49.389 
Department of Fisheries 
and Marines Research9 21.516 37.953 59.469 129.698 
Department of 
Meteorology 2.210 758 2.968 2.786 
Geological  Survey 
Department 3.395 1.689 5.084 3.395 

     
MINISTRY OF JUSTICE AND 
PUBLIC ORDER     
Police Headquarders - 551.867 551.867 434.647 
Nicosia Police Division 571 3.248 3.819 20.005 
Limassol Police Division 6.636 77.246 83.882 53.974 
Larnaca Police Division 10.567 5.395 15.962 14.496 
Paphos Police Division - 2.233 2.233  7.129 

                                                           
6  The Ministry has not submitted statements of arrears of reveue at 31.12.2014. The amount of € 2.203 concerns due rents receivable in respect of the running of the 
cafeteria of the Ministry. 
7 The difference of €1.000 presented in the balance of 31.12.2013 in connection with the Financial Report for 2013 is due to adjustments arising after 
the audit of our Office 
8  The difference of €210.033 concerns interest (according to the Court) which had not been calculated by the Department and was corrected following an audit by our 
Office. 
9 The difference amounting to €12..503 presented in the balance of  31.12.2013 in connection with the Financial Report for 2013 is due to adjustments arising after the 
audit  of our Office 



 

 

 For previous 
years 2014 31.12.2014       31.12.2013 

 € € €        € 
Morphou Police Division - - - 154 
Famagusta Police Division - - - 462 

MINISTRY OF ENERGY, 
COMMERCE, INDUSTRY 
AND TOURISM 

    
Administration10 11 3.717.417 3.391.437 7.108.854 5.434.232 
MINISTRY OF FOREIGN 
AFFAIRS     
Foreign Services12 472.042 98.184 570.226 472.042 

MINISTRY OF LABOUR, 
WELFARE AND SOCIAL 
INSURANCE 

    
Administration13 14 - - 4.583.566 4.583.566 
Higher Hotel Institute of 
Cyprus 701 4.783 5.484 3.330 
Social Welfare Services15  31.552.690 4.745.945 36.298.635 33.673.966 
Productivity Centre16  25.213 55.092 80.305 120.967 
Department for Social 
Inclusion of Persons with 
Disabilities 

35.142 45.144 80.286 47.581 
Department of Labour 
Inspection 18.589 12.325 30.914 28.356 

MINISTRY OF INTERIOR     
Administration 168.838 32.342 201.180 1.240.811 
Department of Town 
Planning and Housing17  4.585.323 1.338.223 5.923.546 8.015.450 
Nicosia District 890.798 534.684 1.425.482 1.107.046 

                                                           
10 The amount of €1.684 difference that occurs in the balance at 31.12.2014 in relation to the amount shown in the Financial Report for 2014, relates 
to revenue due which has been recorded twice. 
11 In the arrears of revenue for 2014, the uncollected fines imposed by the Director of the Competition and Consumer Protection under the Unfair Commercial Practices 
Business to Consumer Laws of 2007 to (No 2) 2013, which amounts to €135.000 on 31.12.2014, are not included. 
12 The balance at 31.12.2013is  not included in the Financial Report for 2014 nor in the Annual Report of our Office for 2013 for the reason that the Ministry of Foreign 
Affairs had not submitted a report of Arrears of Revenue at 31.12 both to our Office and to  the Treasury.  
13 An amount of € 177 relates to an overpayment in 2011, which inadvertently was not presented in the arrears of revenue statements for the previous years. In the 
Financial Report 2014 it not included in the arrears of revenue at 31.12.2013. 
14 A total amount of  €4.583.389 relates to overpayments of grants to low income pensioners (€4.169.280), for child allowance (€316.628) and allowance to single parents 
(€97.481) It is noted that in the arrears of revenue reports, these revenues are not separated between the previous years and the arrears for the period (2014), because of a 
problem in the presentation of the  2014 receipts. It is also noted that the Financial Report 2014 included a note according to which the amount of €4.583 .389 was not 
included in the 2013 Financial Report.. 
15 The amount of €360 difference shown in the balance at 31.12.2013 in connection with the Financial Report 2013 is due to adjustments during the audit carried out by 
our Office and the submission by the Department  of revised statement of arrears of revenue after the adoption of the Financial Report 2013. 
16  The amount of €2.964 difference that occurs in the balancet of 31.12.2013 in relation to the Financial Report for 2013 is due to a correction made by the Centre 
17 The amount of €139.653 difference that occurs in the balance of  31.12.2013 in connection with the Financial Report 2014, is due to corrections arising after the auditl 
of our Office. 



 

 

 For previous 
years 2014 31.12.2014       31.12.2013 

 € € €        € 
Administration 18 19 
Famagusta District 
Administration  20 21 230.321 146.118 376.439 263.213 
Larnaca District 
Administration  1.459.010 571.750 2.030.760 1.680.060 
Limassol District 
Administration  379.402 153.259 532.661 412.366 
Paphos District 
Administration 22 23 117.426 37.646 155.072 145.310 
Department of Lands and 
Surveys24 25 26 8.724.302 3.162.233 11.886.535 10.841.960 
Civil Registry and 
Migration Department27 
28 

4.770.485 552.914 5.323.399 6.062.802 
Press and Information 
Office29 - 5.100 5.100 - 

 
 
MINISTRY OF FINANCE 

    

Administration 1.513.133 2.633 1.515.766 11.808.928 
Government Printing 
Office 17.620 15.674 33.294 37.039 
Customs & Excise 9.997.809 907.564 10.905.373 11.050.563 

                                                           
18 Τhe arrears of revenue for 2013 have been adjusted by the District Administration from €1.106.197 to €1.107.046 due to errors identified in the 2013 statement. 
19 The differences of €849 and €24.949 presented in the balances of 31.12.2013 and 31.12.2014 respectively, compared to the Financial Report for 2014, due to 
corrections by the District Administration that emerged after the audit of our Office. 
20 The arrears of revenue for 2013 have been adjusted by the District Administration from €263.775 to €263.213 due to errors identified in the 2013 statement. 
21 The difference of € 62 shown in the balance of 31.12.2013, compared to the Financial Report for 2014, is due to corrections made by the District Administration due to 
errors detected. 
22 The amount of €3.837 difference shown in the balance of 31.12.2013, compared to the balance of the Financial Report for 2013, is due to the cancellation of a contract 
that was presented as outstanding in 2013..  
23 The amount of €2.204.512 difference shown in the balance of 31.12.2014, compared to the Financial Report for 2014, is due to an incorrect entry of the balance in the 
Financial Report.. 
24 The difference amounting to €69.270 shown in the balance of 31.12.2014 in connection with the Financial Report 2014 is due to discrepancies identified during the 
audit of our Office and the corrections were made.  
25. The amount of €463.812 difference shown in the balance of 31.12.2013 in connection with the Financial Report 2014 is due to an incorrect entry by the Nicosia District 
Land Registry in the arrears of revenue satatements. 
26 In the above total amount of €11.886.535, interest on amounts due for state land leases for both  the previous periods (until 31.12.2013) and the period in which the 
arrears of revenue Report are submitted (2014) which have not been audited by our Office.is included. 
27 The amount which is referred  in our statement is in accordance with the Report of Arrears of Revenue for 2013, submitted to our Office with the Report for 2014. The 
comparative amount indicated in the Financial Report 2014 has been calculated by the Treasury and the calculations were not submitted to us. 
28 The amount in the Financial Report for 2014 does not include the arrears of  revenues amounting to €6.046.437 for administrative fines. 
29 The difference of €2.006 shown in the balance of 31.12.2013 compared to the Annual Report of our Office for 2013 and the Financial Report for 2014 concerns the 
inadvertent omission of the amount of the Press and Information Office. 



 

 

 For previous 
years 2014 31.12.2014       31.12.2013 

 € € €        € 
Department30  
VAT Service   424.726.214 421.181.682 
 
 
Tax Department31 

    

Estate Duty   5.208.937 4.939.924 
Income Tax   714.272.315 457.211.150 
Capital Gains Tax   62.496.866 33.192.577 
Immovable Property Tax 
(Law 24/80)    73.948.937 47.694.985 
Special Contribution   6.293.568 6.319.436 
Income Tax  
(P.A.Y.E.)   110.921.882 43.942.806 
Contribution for Defence   178.347.021 125.901.561 
Employers Contribution32   408.736 - 
Stamp Duty   460.384 406.794 
Other taxes   2.318.312 2.332.691 
Interest and Charges33   - 398.990.450 

     
MINISTRY OF EDUCATION 
AND CULTURE 354.470 395.275 749.745 928.174 
MINISTRY OF TRANSPORT, 
COMMUNICATIONS AND 
WORKS 

    
Administration - - - 98 
Department of Civil 
Aviation 19.672.737 641.085 20.313.822 20.408.357 
Department of Merchant 
Shipping  2.358.692 450.097 2.808.789 1.892.258 
Department of Public 
Works  1.713.205 2.973.827 4.687.032 2.900.230 
Department of Antiquities  25.878 7.609 33.487 31.205 
Department of Postal 94.168 3.133.528 3.227.696 2.450.021 

                                                           
30 The difference of €1.981.588 in the balance of 31.12.2013 in relation to the Financial Report of 2013, is due to a write off of  €926.136 without the approval of the 
Ministry of Finance, to the  inadvertently write off of €1.054.896 and to the inclusion of a collection of  €555 which took place in 2014. 
31 In the Financial Report of 2014, an amount of €1.153.793.689 which concerns the total amount of the Department, compared to €1.154.676.978 which is presented in 
the Annual Report of 2014 is included.  The difference of €883.269 is due to the inclusion of an amount of €874.578 tax on immovable property and an amount of €8.691 
for tax on immovable property  L30/77 outstanding at the Nicosia Tax District Office. 
32 Τhe amount of €222.348  which constitutes arrears of Employees Special Contributions for 2013, is included in the arrears of Income Tax (an amount of €206.805) και 
in Witheld Income Tax (PAYE) (an amount of €15.543). 
33 During  2014 interest is included in other taxes. 



 

 

 For previous 
years 2014 31.12.2014       31.12.2013 

 € € €        € 
Services  
 Department of Road 
Transport 33.365.905 7.476.316 40.842.221 35.347.208 
Electrical and Department 
of Mechanical Services  18.983 2.037 21.020 22.170 
Department of Electronic 
Communications34 - 4.636.805 4.636.805 2.200.000 

MINISTRY OF HEALTH     
Αdministration35  241.777 80.951 322.728 313.330 
Medical and Public Health 
Services 36     
Central Offices 69.192 812.888 882.080 3.519.081 
Government hospitals 20.769.950 4.269.506 25.039.456 21.785.496 
Mental Health Services37 1.233 3.244 4.477 1.233 

 363.250.988 77.652.616 2.024.890.343 1.979.692.475 

                                                           
34 Arrears of revenue of €2.200.000  were not included in the Financial Report for 2013. 
35 The difference amounting to €82.432 shown in the balance of 31.12.2013 compared with  the Financial Report of 2013 relates to a revised statement sent by the 
Ministry since the issue of the Financial Report. 
36 The differences in the balances of 31.12.2013, compared to the Financial Report 2013 are due to revised statements sent by some hospitals since the issue of the 
Financial Report and / or to corrections made by certain hospitals after the issue of the Financial Report for 2013, but which have not been confirmed by our Office, as the 
relevant audit has not been carried out. 
37 The difference of €3.244 concerns the arrears of revenue of the Department for 2014 which inadvertently were not included in the Financial Report 2014. 
 



 

 

APPENDIX ΙΙΙ 
STATEMENT OF PERMANENT POSTS OF THE GOVERNMENT BUDGET1 

 
Approved 

Posts for 2014  
Filled in Posts 

31.12.2014  Vacant 
Presidency and Presidential Palace 1 1 - 
Council of Ministers  12 9 3 
House of Representatives2 102 87 15 
Directorate General EPCD 64 62 2 
Supreme Court 27 21 6 
District Courts3 244 212 37 
Rent Control Tribunal 3 2 1 
Military Court 2 1 1 
Family Court 10 10 - 
Industrial Disputes Tribunal 3 3 - 
Law Office 126 103 23 
Audit Office 113 81 32 
Internal Audit Service4 29 29 1 
Public Service Commission 1 1 - 
Office of the Commissioner for Administration 21 20 1 
Office of the Commissioner for Personal Character Data 1 1 - 
Competition Protection Commission 15 12 3 
Co-operative Societies Service5 54 37 17 
Treasury6 241 179 62 
Ministry of Defence    

Administration 100 78 22 
Cyprus Army   2.933 2.854 79 

Ministry of Agriculture, Rural Development and Environment    
Administration7 10 7 3 
Agriculture Research Institute 78 53 25 
Department of Agriculture 381 291 90 
Veterinary Services Department 184 137 47 
Department of Forests 309 241 68 

    Department of Water Development 8 274 183 90 
                                                           
1  The posts which in the Budget are referred to as Officials of the Republic are not included.   
2 1 post of Director of International Relations is supernumerary. 
3 On 31.3.14,  5 posts for District Judges were announced (no.4259 Appendix 1 of part 2 of Law). 
4 1 post of an Internal Auditor is supernumerary.  
5 1 Principal Officer of the Cooperative Companies has been appointed as Deputy Commissioner Of Cooperative Companies. 
6 2 posts of Accounting Officers and 1 post of an Assistant Accounting Officer have been abolished. 
7 On 28.2.14, the on the Transfer of the Responsibilities and the Officers of the Cyprus Wines Products Council to the Department of Agriculture 
Law (L25(Ι)2014, on the basis of which staff and posts were transferred to the Ministry of Agriculture was published .    



 

 

 
Approved 

Posts for 2014  
Filled in Posts 

31.12.2014  Vacant 
 Department of Geological Survey9 51 34 17 
 Department of Meteorology 69 56 13 
Land Consolidation Department 66 57 9 
Department of  Fisheries and Marine Research10 66 52 13 
 Mines Service 11 9 2 
Department of Environment 32 27 5 

Ministry of Justice and Public Order     
Administration 19 17 2 
Prisons 366 311 55 
Police 4.530 4.052 478 
Fire Service 736 632 104 

Ministry of Energy, Commerce, Industry and Tourism    
Commerce and Industry Services11 162 121 42 
Registrar of Companies and Official Receiver 67 59 8 

Ministry of Labour,  Welfare and Social Insurances    
Administration12 4 3 1 
Department of Labour Relations 34 30 4 
Department of Labour  95 87 8 
Social Insurance Services13 299 239 63 
Social Welfare Services14 340 272 66 
Productivity Centre 35 29 6 
Department of Labour Inspection 79 69 10 
Higher Hotel Institute of Cyprus 18 14 4 
Department for Social Inclusion of Persons with Disabilities 26 10 16 

Ministry of Interior    
Administration15 91 73 18 
Department of Town Planning and Housing 224 156 68 
Civil Registry and Migrant Department 1 - 1 
Department of Lands and Surveys 736 588 148 
Press and Information Office16 87 66 19 

                                                                                                                                                                                                 
8 1 post of Assistant Foreperson was abolished.  
9 1 post of Geological Officer (Α9-11-12) is supernumerary. 
10 1 post of Fisheries and Maritime Research Officer (Α8-10-11) is supernumerary.  
11 1 post of  Industrial Officer is supernumerary. 
12 5 Officers were transferred on 21.7.14 subject to the provisions of L82(Ι|2014, without the existence in the Budget of  respective organic posts. 
13 3 posts of Social Security Officers (.Α8-10-11) are supernumerary. 
14 2 posts   of Cleaners (Α1 και Α3) were cancelled after becoming vacant.  
15 3 posts were created on the basis of  Law 82(Ι)2014, dated 20.6.14 “Law providing for the transfer of the permanent monthly staff of the Central 
Slaughter House of Kofinou to the Public Sector” 



 

 

 
Approved 

Posts for 2014  
Filled in Posts 

31.12.2014  Vacant 
Civil Defence  38 33 5 

Ministry of Foreign Affairs    
Administration 206 186 20 
Foreign Services 25 20 5 

Ministry of Finance    
Administration17 18 166 156 12 
Custom and Excise Department 395 306 89 
Value Added Tax Service19 257 245 12 
Tax Department 20 339 272 66 
Statistical Service 116 97 19 
Department of Public Administration and Personnel Service 48 44 4 
Cyprus Academy of Public Administration 13 12 1 
Printing Office 66 51 15 
Department of Information Technology Services21 164 134 31 

  Ministry of Education and Culture    
Administration 456 339 117 
Education 11.102 10.554 548 

   Ministry of Transport, Communication and Works    
Administration 1 1 - 

   Department of Public Works  293 214 79 
Department  of Antiquities  68 45 23 
Department of Civil Aviation  318 235 83 
Department of Merchant Shipping  79 61 18 
Department of Control  8 6 2 

   Department of  Postal Services  321 284 37 
Department of Road Transport  110 86 24 
Department Electrical and Mechanical Services  88 70 18 

  Department of Electronic Communications 13 11 2 
    Ministry of Health    

Administration 3.116 2.380 736 
Medical and Public Health Services 1.079 723 356 

                                                                                                                                                                                                 
16 2  posts have been abolished once they became vacant. 
17 1 post of  Financial Audit Officer is supernumerary. 
18 1 post of a Senior Insurance Audit Officer is supernumerary. 
18 1 post of a Senior VAT Officer is vacant since its holder is with leave without pay and has the post of the Assistant Commissioner. 
 
19 1 post of a Senior VAT Officer is vacant since its holder is with leave without pay and has the post of the Assistant Commissioner. 
20 1 post of Director has been abolished. 
21 1 post of Information Technology Officer Α is supernumerary 



 

 

 
Approved 

Posts for 2014  
Filled in Posts 

31.12.2014  Vacant 
Mental Health Services22 92 63 28 
Dental Services 73 48 25 
Pharmaceutical Services 151 100 51 
State General Laboratory 91 67 24 

Other Services:    
General Administrative Staff 355 319 36 
General Clerical Staff 2.218 1.723 495 
General Auxiliary Staff 144 108 36 
TOTAL 35.591 30.771  4.825 

 

                                                           
22 1 post has been abolished once it became vacant on 31.12.2013 due to the holder’s retirement. 



 

 

APPENDIX IV 
 

MUNICIPALITIES – OPERATING RESULTS 

Municipality Audit Year 
Revenue Expenditure Surplus/(Deficit) Liabilities 

Long term Short Term 
Current 

Year 
Previous 

year 
Current 

Year 
Previous 

year 
Current 

Year 
Previous 

year 
Current 

Year 
Previous 

year 
Current 

Year 
Previous 

year 
  € € € € € € € € € € 

Nicosia 2012 29.971.480 34.294.208 31.049.896 32.831.130 (1.078.416) 1.463.078 100.598.174 100.068.404 16.364.802 12.581.190 
Nicosia 2013 28.780.456 29.971.480 28.779.072 31.049.896 1.384 (1.078.416) 95.595.885 100.598.174 18.545.391 16.364.802 
Deryneia 2013 2.813.280 2.874.922 2.780.526 3.128.394 32.754   (253.472) 9.136.896 9.380.745 940.004 973.956 
Aradippou 2011 8.191.389 8.118.669 8.824.321 8.252.085 (632.932) (133.416) 8.381.059 8.431.069 7.071.932 4.334.048 
Aradippou 2012 7.886.182 8.191.389 9.653.898 8.824.321 (1.767.716) (632.932) 8.525.363 8.381.059 8.592.275 7.071.932 
Pegeia 2010 5.419.799 5.907.300 5.074.744 6.738.604 345.055   (831.304) 6.711.584 7.505.503 3.463.404 2.417.260 
Pegeia 2011 5.580.614 5.419.799 5.405.609 5.074.744 175.005   345.055   6.337.507 6.711.584 3.322.785 3.463.404 
Pegeia 2012 5.559.812 5.580.614 5.083.688 5.405.609 476.124   175.005   6.004.637 6.337.507 3.778.573 3.322.785 
Geroskipou 2008 5.467.290 5.478.362 5.699.448 5.275.582 (232.158) 202.780   17.065.914 16.520.158 2.666.790 1.229.062 
Geroskipou 2009 5.789.989 5.467.290 5.892.059 5.699.448 (102.070) (232.158) 19.503.119 17.065.914 2.467.857 2.666.790 
Geroskipou 2010 5.644.439 5.789.989 5.941.855 5.892.059 (297.416) (102.070) 21.311.234 19.503.119 3.071.759 2.467.857 
Geroskipou 2011 5.634.387 5.644.439 6.125.702 5.941.855 (491.315) (297.416) 22.131.188 21.311.234 4.840.576 3.071.759 
Geroskipou 2012 5.454.557 5.634.387 5.451.064 6.125.702 3.493   (491.315) 20.948.044 22.131.188 5.160.515 4.840.576 

Note: The financial statements of Municipalities not listed above were either not audited until the preparation of this Report, or their audit was in 
progress and therefore no data is presented for these Municipalities. 

 



 

 

APPENDIX V 
MUNICIPALITIES-STAFF 

Municipality 

Employees Labourers Permanent 
employees and 

Regular 
labourers 

emoluments to 
expenditure 

Permanent Casual Permanent Employees 
Cost* Average Cost Regular Casual/ 

seasonal 
Permanent 

Employees Cost* Average Cost 

2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 
          € € € €         € € € € % % 

Nicosia 162 164 10 9 6.485.547 7.105.792 40.034 43.328 257 259 12 11 7.407.163 7.562.060 28.822 29.197 53,4 50,7 
Limassol 326 339 18 18 16.808.585 17.865.549 51.560 52.701 44 44 20 38 1.150.282 1.162.040 26.143 26.410 56,8 55,9 
Larnaca 86 89 11 11 4.552.168 4.762.975 52.932 53.517 215 218 14 16 6.018.670 6.198.817 27.994 28.465 53,3 51,8 
Paphos 70 75 10 12 3.169.247 3.737.253 45.275 49.830 142 147 4 - 4.076.669 4.261.603 28.709 28.990 45,0 46,5 
Strovolos 88 90 12 13 3.580.035 3.901.847 40.682 43.354 182 188 5 5 4.598.965 5.036.934 25.269 26.792 54,3 51,8 
Agios Dometios 18 18 6 7 899.786 953.848 49.988 52.992 44 54 4 4 1.070.645 1.401.716 24.333 25.958 47,7 54,4 
Athienou 9 9 3 3 376.309 376.472 41.812 41.830 9 10 - - 225.408 252.060 25.045 25.206 29,4 28,9 
Aradippou 25 25 - - 1.257.310 1.234.911 50.292 49.396 56 48 - 19 1.371.291 1.312.385 24.487 27.341 32,3 31,8 
Polis Chrysochous 12 12 - - 516.041 498.996 43.003 41.583 18 18 - - 462.854 485.234 25.714 26.957 37,5 33,2 
Paralimni 35 36 5 5 1.736.817 1.756.019 49.623 48.778 113 120 15 15 2.935.483 3.321.921 25.978 27.683 35,3 36,1 
Agia Napa 29 29 9 11 1.420.274 1.360.976 48.975 46.930 65 66 74 52 1.744.503 1.820.794 26.839 27.588 28,1 29,9 
Deryneia 9 9 - - 437.336 442.434 48.593 49.159 12 12 3 3 225.691 211.860 18.808 17.655 24,3 23,5 
Lefkara 6 6 1 1 208.551 203.011 34.759 33.835 6 6 - - 187.450 185.943 31.242 30.991 39,9 36,8 
Geroskipou 17 17 1 1 728.771 734.072 42.869 43.181 41 41 - 3 1.165.751 1.212.574 28.433 29.575 39,5 38,5 
Pegeia 10 10 5 5 532.444 514.137 53.244 51.414 29 29 - - 795.593 808.174 27.434 27.868 28,8 25,5 
Mesa Yitonia 30 30 5 4 1.395.670 1.396.900 46.522 46.563 34 34 10 9 1.103.738 1.166.524 32.463 34.310 57,1 55,5 
Germasogeia 24 27 - 1 988.788 1.218.086 41.200 45.114 44 47 - 10 1.361.395 1.534.432 30.941 32.647 50,9 53,3 
Kato Polemidia 28 30 - 1 1.119.138 1.451.451 39.969 48.382 17 17 20 8 500.217 551.563 29.425 32.445 37,9 44 
Agios Athanasios 35 35 2 2 1.432.946 1.451.972 40.941 41.485 33 33 1 1 827.028 876.482 25.061 26.560 59,3 58,9 



 

 

Municipality 

Employees Labourers Permanent 
employees and 

Regular 
labourers 

emoluments to 
expenditure 

Permanent Casual Permanent Employees 
Cost* Average Cost Regular Casual/ 

seasonal 
Permanent 

Employees Cost* Average Cost 

2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 
          € € € €         € € € € % % 

Aglantzia 25 26 2 2 1.207.149 1.283.442 48.286 49.363 48 50 3 4 1.275.653 1.350.801 26.576 27.016 43,1 40,1 
Engomi 29 29 0 0 1.399.397 1.513.729 48.255 52.198 87 87 - 1 1.916.648 2.248.791 22.030 25.848 65,2 71,9 
Latsia 27 27 0 - 1.305.187 1.440.052 48.340 53.335 50 55 4 - 1.282.530 1.386.125 25.651 25.202 53,3 62 
Dali 16 17 1 1 578.665 691.737 36.167 40.690 12 12 - - 333.132 317.363 27.761 26.447 26,8 27,1 
Lakatamia 47 50 2 - 2.427.682 2.314.200 51.653 46.284 78 79 - - 1.962.075 1.971.832 25.155 24.960 45,3 41,7 
Yeri 5 5 - - 185.653 196.167 37.131 39.233 15 16 6 - 257.350 292.538 17.157 18.284 33,3 36 
Yeri 4 4 3 6 120.224 122.091 30.056 30.523 11 11 - 1 211.698 216.120 19.245 19.647 15,7 18,4 
Ypsonas 5 5 0 - 186.335 191.255 37.267 38.251 20 21 - - 431.232 452.296 21.562 21.538 18,3 14,3 
Sotira 4 4 2 2 191.753 177.261 47.938 44.315 6 7 6 7 159.357 167.128 26.560 23.875 17,1 14 
Livadia 2 3 2 4 120.483 154.142 60.242 51.381 14 15 1 35 382.897 406.473 27.350 27.098 19,4 19 
Dromolaxia-
Meneou 3 5 1 - 167.480 261.444 55.827 52.289 12 13 2 - 340.859 336.356 28.405 25.874 24,7 31,3 

 *   The term costs includes salaries, various allowances and employer contributions. 
 
 
Note: The above data comes from audited or unaudited financial statements or from financial statements, the audit of which, during the preparation of this 
Report, was in progress or from data given to us by Municipalities. 
 
 
 



 

 

APPENDIX VΙ 
 

DISPLACED MUNICIPALITIES - STAFF 
 

Municipality 
Employees Labourers 

Total Cost   Permanent Έκτακτοι Permanent 
Employees Cost * 

Casual Employees 
Cost* Regular Casual/ 

seasonal 
Regular 

Labourers Cost* 
Casual Labourers 

Cost* 
2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 2013 2013 2014 2013 

          € € € €         € € € € € € 
Famagusta 6 6 2 2 268.49

3 
286.17

4 49.822 50.815 2 2 - - 36.1
84 

35.8
60 0 0 354.49

9 
372.84

9 
Lefkoniko - - 2 2 0 0 9.600 9.600 - - - - 0 0 0 0 9.600 9.600 
Akanthous - - 1 1 0 0 18.810 19.933 - - - - 0 0 0 0 18.810 19.933 
Lysis - - 1 1 0 0 19.399 19.224 - - - - 0 0 0 0 19.399 19.224 
Karavas 1 1 1 1 28.089 27.973 19.999 20.025 - - - - 0 0 0 0 48.088 47.998 
Lapithos 1 1 1 1 31.645 31.590 21.234 21.234 - - - - 0 0 0 0 52.879 52.824 
Kythrea - - 2 2 0 0 15.780 13.434 - - - - 0 0 0 0 15.780 13.434 
Morphou 2 2 1 1 68.143 68.143 18.731 18.730 - - - - 0 0 0 0 86.874 86.873 
Kyrenia 1 1 1 1 41.044 45.612 19.856 21.439 - - - - 0 0 0 0 60.900 67.051 
Total 11 11 12 12 437.414 459.492 193.231 194.434 2 2 0 0 36.184 35.860 0 0 666.829 689.786 

*       The term costs include salaries, various allowances and employer contributions. 
 

Note: The above figures are derived from audited or unaudited financial statements or from financial statements, the audit of which, during the preparation of this 
Report, was in progress or from data given to us by Municipalities. 
  
 



 

 

APPENDIX VII 
 

MUNICIPALITIES – LOANS 

Municipality 
2014 2013 

Total 
Amount due 

by the 
Municipality 

Amount due 
by the 

Government 
Total 

AmountDue 
by the 

Municipality 
AmountDue 

by the 
Government 

  € € € € € € 
Nicosia 52.480.396 42.480.396 10.000.000 65.483.325 45.421.503 20.061.822 
Limassol 59.335.018 58.810.090 524.928 75.017.463 61.452.618 13.564.845 
Larnaca 59.819.101 37.915.638 21.903.463 87.871.120 52.792.661 35.078.459 
Paphos 47.518.255 31.902.595 15.615.660 51.584.398 35.029.622 16.554.776 
Strovolos 56.094.028 24.471.254 31.622.774 60.632.870 25.403.179 35.229.691 
Agios Dometios 10.267.425 5.785.447 4.481.978 10.222.236 5.737.598 4.484.638 
Athienou 4.951.865 4.951.865 0 4.616.046 4.616.046 0 
Aradippou 6.063.942 1.069.965 4.993.977 6.396.274 1.132.923 5.263.351 
Polis Chrysochous 9.268.165 6.079.004 3.189.161 10.937.139 6.475.037 4.462.102 
Paralimni 10.851.274 7.628.088 3.223.186 12.884.263 7.996.707 4.887.556 
Agia Napa 10.808.111 5.866.734 4.941.377 14.414.484 6.278.627 8.135.857 
Deryneia 7.224.658 2.604.265 4.620.393 7.334.521 1.499.005 5.835.516 
Lefkara 1.626.735 1.323.024 303.711 1.584.326 1.263.717 320.609 
Geroskipou 14.131.392 7.269.354 6.862.038 18.978.564 10.972.842 8.005.722 
Pegeia 5.892.937 5.734.756 158.181 6.663.711 6.496.742 166.969 
Mesa Yitonia 10.832.021 7.162.794 3.669.227 12.997.975 7.003.981 5.993.994 
Germasogeia 9.711.009 6.265.187 3.445.822 12.775.646 6.685.428 6.090.218 
Kato Polemidia 8.603.658 5.713.104 2.890.554 9.976.687 5.991.666 3.985.021 
Agios Athanasios 6.352.674 5.062.347 1.290.327 14.803.619 5.428.395 9.375.224 
Aglantzia 24.468.608 11.034.065 13.434.543 26.651.456 12.372.825 14.278.631 
Engomi 2.020.515 1.970.736 49.779 2.539.586 2.439.915 99.671 
Latsia 7.408.617 5.594.367 1.814.250 18.337.826 4.529.356 13.808.470 
Dali 2.464.569 647.648 1.816.921 5.869.869 685.745 5.184.124 
Lakatamia 25.526.536 11.369.917 14.156.619 29.244.021 11.784.303 17.459.718 
Yeri 66.973 66.973 0 111.318 111.318 0 
Tseri 16.782 16.782 0 36.952 36.952 0 
Livadia 1.459.232 316.681 1.142.551 2.229.905 384.556 1.845.349 
Ypsonas 1.443.293 1.443.293 0 1.530.368 1.530.368 0 
Sotira 170.616 170.616 0 262.214 262.214 0 
Dromolaxia-
Meneou 150.175 150.175 0 188.113 188.113 0 
Total 457.028.580 300.877.160 156.151.420 572.176.295 332.003.962 240.172.333 
Note: The above figures are derived from audited or unaudited financial statements or from financial statements, the audit of 
which, during the preparation of this Report, was in progress or from data given to us by Municipalities. 
 

   



AR 2014 ABBREVIATIONS  

(ACD)                   Assessment Centre of Disability  

(ACI)               Administration of Communication and Information     

(ACU)          Amusement Centers Units        

(AEC)        Advisory Evaluation Committee 

(AG)          Attorney General 

(APO)       Agricultural Payments Organisation 

(ARDE)      Agriculture Rural Development and Environment 

(CAA)                   Cyprus Automobile Association 

(CCB)        Central Committee of Beaches 

(CCB)  Cooperative Central Bank 

(CCC)  Cooperative Computer Company 

(CCI)  Cooperative Credit Institution 

(CCOD)                Cyprus Confederation of the Organisations for the Disabled  

(CCPS)       Competition and Consumer Protection Service 

(CCS)  Cooperative Credit Sector 

(CCVC)                 Central Variations and Claims Committee   

(CFA)         Cyprus Football Association 

(CM)          Council of Ministers 

(CPA)        Cyprus Ports Authority 

(CPC)          Competition Protection Committee 

(CPK)                    Cost Per Kilometer  

(CRMD)               Civil Registry and Migration Department 

 (CSE)          Cyprus Stock Exchange 

(CSIF)                   Christos Stelios Ioannou Foundation  

(CSTC)         Cyprus Scientific and Technical Chamber  

(CTSO)        Cyprus Transmission System Operator 



(CUT)  Cyprus University of Technology 

(CYS-CYSAB)       Cyprus Organisation for the Promotion of Quality-Cyprus Accreditation Body 

(CWC)  Community Welfare Council 

(DA)            District Administration 

(DAO)           District Agricultural Offices 

(DCRM)       Department of Civil Registry and Migration 

(DCVC)         Departmental Committee of Variations and Claims 

(DF)              Department of Forests 

(DITS)           Department of Information Technology Services  

(DLS)            Department of Land and Surveys 

(DMS)          Department of Merchant Shipping 

(DPAP)          Department of Public Administration and Personnel 

(DPF)      Deposit Protection Fund 

(DP&RCOIS)   Deposit Protection and Resolution of Credit and Other Institutions Scheme 

(DPS)   Deposit Protection Scheme 

(DRT)          Department of Road Transport 

(DRCOR)      Department of the Registrar of Companies and Official Receiver 

(DSE)            Department of Saving Energy 

(DSIPD)                Department for Social Inclusion of Persons with Disabilities 

(DSQC)             Division of Studies and Quality Control   

(DTPH)  Department of Town Planning and Housing 

 (DVS)            District Veterinary Services 

(EAC)            Electricity Authority of CYPRUS 

(EAFRD) European Agricultural Fund for Rural Development  

(ECJ)              European Court of Justice 

(EDA)              European Defence Agency 

(eGC)  e-Government Council 



(EMD)           Executive Medical Director  

(EMFF)  European Maritime and Fisheries Fund  

(EPCD)                European Programs, Coordination and Development 

(ERDF)  European Regional Development Fund 

(ESF)  European Social Fund 

(ESIF)  European Structural and Investment Funds 

(ESM)               European Stability Mechanism 

(EU)              European Union     

(FAI)             Financial and Accounting Instruction   

(FD)                  Financial Division (of National Guard Headquarters)                  

(FPZ)             Foreshore Protection Zone 

(FVMS)          Fishing Vessels Monitoring System 

(GBS)           Grants and Benefits Service 

(GIA)           Government Industrial Area 

(GGL)                   Government General Laboratory  

(GRDS)         Government Registered Development Stocks      

(HIO)          Health Insurance Organisation 

(HFC)         Housing Finance Corporation  

(HIS)           Health Information System 

(HRDA)       Human Resource Development Authority 

(ICU)           Intensive Care Unit    

(IIWM)                Integrated Installation of Waste Management  

(IRC)  Informal Rector’s Council 

(J.B.C.C.C.)     Joint Building Contracts Committee of Cyprus 

(KNC)  Kyrenia Nautical Club 

 (LA)            Local Authorities  

(LDO)         Limassol/Larnaca District Officer 



(LSB)     Larnaca Sewerage Board 

(LWB)   Larnaca Water Board 

(MEC)         Ministry of Education and Culture 

(MARDE)    Ministry of Agriculture Rural Development and Environment 

(MD)            Ministry of Defence   

(MDNPL)             Management Division of Non- Performing Loans 

(MECIT)      Ministry of Energy, Commerce, Industry and Tourism 

(MLWSI)              Ministry of Labour, Welfare and Social Insurance 

 (MPS)       Municipal Parking Spaces 

(MPHS)       Medical and Public Health Services 

(MTCW)               Ministry of Transport, Communications and Works  

(NC)              Negotiation Committee 

(NDCC)         National Decease Control Centre 

(NGH)          Nicosia General Hospital  

(NGHs)                 National Guard Headquarters       

(NHIS)          National Health Insurance Scheme 

(NSB)          Nicosia Sewerage Board 

(NSPF)  National Strategic Plan for Fisheries 

(NSPRD) National Strategic Plan for Rural Development 

(NSRF)   National Strategic Reference Framework 

(OAS)          Office Automation System              

(PC)            Productivity Centre 

(PDMO)     Public Debt Management Office 

(PEC)  Provisional Executive Committee 

(PREU)      Permanent Representation to the European Union 

(PP)  Programming Period 

(PRNY)      Permanent Representation to New York 



(PSB)     Paralimni Sewerage Board 

(RC)             Republic of Cyprus          

(RES)           Renewal Energy Sources 

(PHCC)        Primary Health Care Centers 

(SBLA)  Sewerage Board of Limassol-Amathus 

(SGL)             State General Laboratory 

(SIS)             Social Insurance Services 

(SW)   Special Warrant 

(TAS)               Technical Area Services      

(TC)              Tenders Committee 

(TLAS)         Taking  Legal Action Section 

(TO)               Travel Operators 

(TRA)            Tenders Review Authority 

(TSD)               Technical Services Division       

(TT)  Tax Tribunal 

(UIC)           Unit for Increased Care 

(VRCD)                Vocational Rehabilitation Centre for the Disabled  

(VS)            Veterinary Services 

(WDD)          Water Development Department  

(WMD)                War Material Division         
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