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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 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 by the staff of our Office. 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. I welcome with satisfaction the new legislation placing greater importance
to our reports, whereby each auditee must submit, together with its Budget to be approved, a note with the
actions taken towards the solution of problems and the adoption of our recommendations. Our aim is to help
in the best possible use of public resources in an economical, efficient and effective manner.
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 the assistance and cooperation they provided us in conducting our
audit and anticipate that together we will contribute to the recovery of the economy of our country the
soonest possible.

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.

Τhe staff of the Audit Office (13 of November 2014)

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

AG
DAG

AUDIT DIVISIONS

AUDIT DEPARTMENTS

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.

Vision and Values
The Audit Office expects to contribute through its suggestions and points raised, to the improvement of the
efficiency and effectiveness of the management of public resources in the combating of corruption and the
apportionment of responsibilities, where they exist. Through the improvement of the public sector, it aims
to consolidate the trust of citizens and the improvement of society. The main values, that are the pillars of
our work, is independence, objectivity, professionalism and reliability.

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
PERFORMANCE OF AUDITS

SENDING OF LETTERS
(RECOMMENDATIONS /
AUDIT FINDINGS)

SELECTION OF IMPORTANT
ISSUES

THE EXECUTIVE

ANNUAL REPORT

HOUSE OF REPRESENTATIVES

PUBLIC AND MEDIA (posting
on the web side)

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.
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 Organisation 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
Management of Cyprus beaches. The beaches of Cyprus, known worldwide for their beauty and purity, are
one of the most important tourism products of our land and their management brings significant benefits to
our economy. In addition to their importance to the economy and the entertainment of both the tourists
who visit our island and our fellow citizens, Cypriot beaches are an important habitat for many species of
flora and fauna, some of which have been identified by the International Union for the Conservation of
Nature (IUCN) as endangered with extinction, such as the turtle caretta caretta, the green turtle and the
mediterranean monk seal (a critically endangered species) and the critically endangered endemic plant
malcolmia glabra var. nana, the sole population of which on the island is limited to a small area within the
network area «Natura 2000».
On the other hand, this attractiveness of Cypriot beaches inevitably creates pressures as to their
development, something which is expected, but where measures should be taken so that this is done in a
way that ensures the sustainability of beaches in order that no catastrophic, non irreversible consequences
occur.
Our Office, recognising the importance of the proper management of beaches, carried out an audit in order
to ascertain whether the competent institutions take all necessary measures for their protection,
enhancement and rational economic and environmental management, within the current legal framework.
It also examined whether appropriate action is taken to address risks that threaten our beaches, as well as
whether the opportunities arising for improved management are properly exploited.
The range of beaches management is very large and is governed by an extensive number of legislation, EU
Directives and Regulations, as well as by international conventions ratified by the Republic of Cyprus.
Recognising that it would be practically impossible for an audit to cover all aspects of such a complex issue,
we focused in the areas we felt our audit would add the most value. This was done after studying and
analysing the strengths and weaknesses of the management of the beaches, as well as the opportunities and
threats that exist. The main issues on which we focused our attention, concern the supervision and the
financial management of beaches by the relevant Local Authorities, their environmental management with
emphasis on the measures taken for the protection of beaches which are important habitats for turtles, the
interventions within the Foreshore Protection Zone (FPZ), the measures taken to protect the coast from the
waste from pleasure boats and the general management issues, such as the accessibility of beaches by people
with disabilities and the measures taken to ensure the quality of bathing waters and to combat
eutrophication and erosion.
For the audit we used, both traditional techniques (questionnaires, conducting on site visits, collection and
data and information analysis), as well as more innovative, such as the use of the digitized cadastral, on which
the FPZ was placed, in conjunction with satellite images, to identify interventions in the FPZ. Our findings
were sent through letters to stakeholders, the opinions of which were requested. All stakeholders responded
and their comments were incorporated into the text of our report, except from the Ministry of Interior and
the Community Council of Agios Tychonas.
The main audit findings are summarised below:
Supervision of Beaches.
•

The Central Committee of Beaches (CCB) is not able to exercise adequate supervision of the beaches.

•

The management of beaches by certain Local Authorities is done in the absence of approved beach
utilisasion plans by the CCB, while in other cases, a larger number of services other than those defined
in the beaches utilisation plan are provided.

•

The Local Committees of Beaches are underperforming and the decisions for revisions / variations of
beach utilisation plans are taken only by the respective Boards of Local Authorities.

•

The Regulations determining the license fees for services / facilities provided by individuals need to be
revised due to recent changes in legislation.

•

No supervision is exercised in the pricing of the services and facilities provided to the public.

•

The sandguards allocation to the District Administrations is uneven, while a register regarding the
inspections they carry out and their results is not maintained by the sandguards of all District
Administrations,.

•

Some Local Authorities have not assigned the task of the beach inspector to any person.

•

The monitoring of the provision of services, carried out by the beach inspectors is inadequate, since
the inspections are not conducted on a regular basis and only in two cases of Local Authorities fines
were imposed or actions were taken against the offenders.
Financial management of beaches.

•

It appears that, based on current data, the rational management of beaches by the Local Authority
itself generates more revenue, which seems to be due to the fact that the assignment to the private
sector is not made through a competitive process. It is our recommendation that, in order that the
assignment to the private sector becomes more profitable, competitive processes, which should
include the provision of adequate information to the interested economic operators should be
introduced as soon as possible,in order to understand correctly the profitability prospects of each
beach. Because of the small capital expenditure required for the management of a beach, the contracts
with the private sector should, for the first few years at least until more experience is obtained and a
more reliable database is developed, have a relatively small duration, which should not exceed two
years. In the cases where today the management of beaches is done by the local Authorities
themselves, it should be gradually enriched with the assignment of services to individuals through a
competitive process and only if the rental rates that will be offered lead to greater revenue compared
to the current situation.

•

The tourist product offered on the beaches remains seasonal, since the beach services are provided
only during the period April 1 to October 30.

•

Based on recent changes in legislation, licenses issued for services and facilities expired on 31.10.2014
and, in cases where the relevant Local Authorities decide not to provide services on their beaches
themselves, timely action for procurement procedures should be promoted.

•

The Protection of the Beach (Licenses and Rights) (Amendment) Regulations 2013, discriminate in
favor of the existing providers of facilities of each beach area and are in contrast to the provisions of
the Directive 2006/123 / EC.

•

In six beaches situated at a state forest, services are provided without obtaining the approval of the
Department of Forests.

•

There were deficiencies in the Local Authorities licensing process for the provision of services e.g. the
provision of services by individuals without authorisation, issuing of a license with delay, disparity in
invoicing the beneficiaries.

•

It was found that, for the provision of services in private plots of land falling within the FPZ, licenses
have not been issued by the relevant Local Authorities in all cases.

•

Although several years have passed since the setting of upper and lower limits for the issuance of
licenses for the provision of service facilities, in most cases, Local Authorities continue to charge fees
that are consistent with the current data.

•

A case of a Local Authority which does not apply a uniform pricing policy of licensees was identified.
Also, unevenness was observed in the way licenses were issued / renewed between Local Authorities.

•

From the verification of the amount of cash kept by the collectors of Local Authorities, cases of
surpluses in their funds were identified, because, as we were told, they keep their own money with
the proceeds.

Environmental management of beaches.
•

A national list with all the rare and endangered species of flora and fauna and their habitats, has not
been established, although, under the Protocol on Specially Protected Areas and Biodiversity in the
Mediterranean, this is an obligation of Cyprus.

•

The monitoring programs implemented by the Department of Fisheries and Marine Research (DFMR)
for the species globally classified as endangered, were not included in official protocols or action plans
for their protection as endangered / protected marine fauna.

•

According to the six-year implementation report of the Directive 92/43 / EEC in Cyprus, the
conservation status of the green turtle and of the mediterranean monk seal is evaluated as "poor" and
"insufficient” with the trend in the species conservation status be described as "improving" for the
green turtle and "stable" for the mediterranean monk seal.

•

The Sea Turtle Protection Scheme is implemented by external experts. DFMR should ensure that the
expertise in this field will be gradually transferred to the State.

•

Despite the preparation of Management Plans for most coastal areas included in the network “Natura
2000”, no notification has yet been issued in which to designate the area as a Special Zone of
Conservation, under the provisions of Directive 92 / 43 / EEC.

•

For coastal and maritime areas of the network “Natura 2000”, management plans have been prepared,
with the exception of three areas. However, for none of these areas has a relevant Order for the
management and nature conservation, in accordance with the provisions of Law 153 (I) / 2003, been
issued.

•

In a letter of formal notice for violation of the obligations of the Republic under the provisions of
Directive 92/43 / EEC, the European Commission (EC) highlights the lack of taking the necessary
measures to establish and implement an effective system for the strict protection of sea turtles
Caretta caretta and the green turtle in the Chrysochous bay area.

•

The plan of a private company to create a golf course that partially extends into the network «Natura
2000» in the «Polis-Gialia" area, one of the most important sites of turtles nesting in Cyprus, was
accepted in breach of the provisions of the announced policy for creating golf courses. In a related
opinion, the Environmental Authority admits not taking adequate measures to meet basic preventive
and protecting principles in relation to the environmental protection. In the same area, upon the
request of the Town Planning and Housing Department (TPHD), a pedestrian’s street of six meters wide
was built in front of an existing villas complex, resulting in leveling dune formations and the destruction
of a significant part of the turtle breeding area. The EU has sent a warning letter on these issues, for
breach of the obligations of the Republic under Directive 92/43 / EEC.

•

The ability of the State to deal with pollution of the maritime environment from a potential accident
during oil extraction processes in the exclusive economic zone of Cyprus appears to be significantly
limited.
Interventions in the FPZ.

•

The FPZ was established several years ago and was not adjusted to take account of the changes made
to the coastline, mainly due to corrosion. Due to the above, FPZ is located, at some points, within the
sea. Also, its definition is not consistent with the relevant Protocol of the Barcelona Convention, which
has been ratified by the EU.

•

No satisfactory explanations were given to us concerning the manner in which the FPZ was determined,
particularly in relation to the substantial fluctuations shown in width and to specific areas where the
FPZ seems to exclude certain plots of land.

•

Several relaxations for the construction of buildings or for structures within the FPZ are allowed and in
case of detection of an illegal operation or non-compliance to the terms of the licensed relaxation, no
effective measures for the restitution of the illegality are taken. As a result, the achievement of the
objectives provided by the legislation, in connection with the determination of the FPZ (protection or
preservation of the character of the beach and its amenities or its approach by the public) is being
questioned.

•

The documentation by the Authority of the great importance and of the reasons of public interest,
justifying the relaxation allowed is, in most cases that we audited, inadequate.

•

Substantial tolerance is shown in cases of applications which are submitted retrospectively for the
securing of the necessary approvals for operations in the FPZ, which are at the construction stage or
have already been implemented, since instead of punishing the wrongdoers, they are given coverage
retrospectively.

•

Great tolerance is shown by the competent Authority, in cases where the conditions imposed with the
relaxation or with the planning and building permit are not met.

•

Constructions were identified within the FPZ, even on Government plots of land which were not leased
and for which not even an application for obtaining a relative relaxation by the Council of Ministers
was submitted and are therefore illegal.

•

Not all District Administrations record systematically the illegal operations in the FPZ, so that timely
measures can be taken to restore the legality.

•

Cases of illegal operations in the maritime area, which were known to the competent Authorities, were
identified, but no measures were taken against the offenders.

•

The ownership titles of the pieces attached to applications for obtaining relaxation and planning
permission are not updated.

•

The recommendation of the Department of Public Works (DPW) is not always called for the creation
before granting approval of the District Administration, for the removal of sand from the beach.

•

According to the District Administration, most interventions identified within the maritime area
concern cantilevered structures which date back to earlier decades.

Leisure boats waste.
•

Overlapping of competencies between District Officers and the Minister of Communications and
Works Minister, in terms of waste disposal ban at sea was identified.

•

The issue of the sewage management of vessels is handled by a number of bodies, without a central
coordinating body being designated. Moreover, there is a legislative gap regarding the exercise of
control of sewage disposal of private yachts and vessels bound to piers.

•

Not enough nonscheduled inspections of vessels are carried out by the Department of Merchant
Shipping (DMS) on the management of sewage, while in no case was an administrative fine imposed.

•

A discrepancy between the records of the Departments involved was identified, which demonstrates
that the competent institution is not updated in all cases, with respect to foreshore tourism vessels
moored in fishing shelters, with the result that no control is exercised with respect to the disposal of
their sewage.

•

The cases of non-delivery of the vessels’ sewage to the facilities of the fishing shelter are investigated,
but the reasons for their non delivery are not documented.

•

The DMS does not keep updated information in relation to the size of the sewage retention tanks of
vessels.

•

Vessels of capacity under 12 passengers capacity are not obliged by law to deliver sewage to the
relevant facilities of the marinas, as these vessels may, under the MARPOL Convention, dump diluted

sewage at a distance of over three nautical miles from the coast. Compliance with the above provision
is almost impossible to control.
•

Vessels bound at Protaras’ pier do not pay any fee, while the management of their waste, as well as of
a number of vessels anchored in the "Islands" area, does not appear to be monitored by any body.

General issues.
•

The management of beaches is covered by a wide range of legislations, which in many cases have not
been updated, so there is fragmentation of responsibilities to various bodies, without any coordination
mechanism to exist. The absence of a national strategy for the management of beaches complicates
the situation further because there are often conflicting objectives among the bodies involved.
Loopholes and overlapping of responsibilities were also found.

•

The specified "bathers areas" are not entirely consistent with the "bathing water areas", resulting in
beaches where a large number of bathers is expected, not to have buoys installed for their safety.

•

A unified national strategy for the management of beaches in Cyprus has not been established. With
a view to drawing up an integrated management program of coastal zones, the Department of
Environment has implemented the Coastal Areas Management Program CAMP-Cyprus, as the National
Strategy for the Integrated Coastal Zone Management. The Program’s proposals were not
implemented due to budgetary constraints.

•

Despite the fact that the Protocol on Integrated Management of Mediterranean Coastal Zones has
been ratified by the EU, Cyprus has not yet proceeded to ratification, due to the incompatibility of its
provisions with the Protection of Beach Law, as regards the area in which building construction is
banned.

•

During the period 1963-2008, the coasts of Cyprus, suffered erosion of a total area of 2.2 square
kilometers, due to anthropogenic and natural phenomena. In particular, the coastline of Cyprus
suffered, over the period 1963-2008, an average erosion of 14.0 meters (a maximum erosion of 260
meters and a minimum of 3.5 meters) in a front of a total length of 92.338 meters, a figure of 19.8%
of the coastline. However, a risk assessment study in relation to the coastal areas of the island exposed
to the phenomena of erosion and submersion has not been conducted.

•

The DPW did not assess the illegal protection works of the coastline identified, with the exception of
areas for which coastal protection studies were prepared, nor evaluation reports of the effectiveness
of the coast protection works constructed were prepared.

•

Dam construction minimizes the transport of sediment to the sea by rivers, contributing in this way to
the phenomenon of coastal erosion, a problem likely to be addressed by building pre-dams to trap
upstream sediments of the main dam and their use for feeding beaches.

•

Only 37 beaches in Cyprus are accessible to people with disabilities, 25 of which provide only partial
access up to a point on the beach. The implementation of the suggestion of the CCB, to the local
authorities, which took place on the recommendation of the Ombudsman, to install accessibility
infrastructure in at least one of their beaches, was not monitored.

•

In many beaches there are no lifeguards, while the employment period of lifeguards and their working
hours vary depending on the Local Authority and the beach.

•

The eutrophication phenomenon first appeared in Cyprus around 1990, with periodic outbreaks that
later focused in a specific bay of Agia Napa, the circumstances in which seem to favour the emergence
of the phenomenon. In recent years, the annoyance caused becomes stronger with each reoccurrence
of the phenomenon.

The entire text of the report is posted on our Office website (www.audit.gov.cy).

CHAPTER C - FINANCIAL AND PERFORMANCE AUDITS
GENERAL OBSERVATIONS
Public sector reform. The reform consists of inter alia, the modernisation of the Public Service, the
simplification of the structures and procedures followed and the strengthening and / or restructuring of
services. Additionally, it entails the use of modern technological tools, the provision of tools for enhancing
the human resource skills, the modification and modernisation of the Public Service evaluation system and
the extension and support of the mobility concept.
For the reform of public administration, the MoU provides for (a) Reduction of the barriers for the staff
mobility in the public and wider public sector; (b) Amendment of the public service working hours to assist
in reducing the cost of overtime; ( c) Conduct of studies by an independent external consultant to examine
further possible reforms of public administration, based on pre-agreed terms of reference. These studies will
examine: (1) horizontal matters of human resource management, ie the remuneration system and the terms
of employment of civil servants, as well as the introduction of a new system for their appraisal; (2) sectoral
issues relating to the examination of the role, responsibilities, the organisational structure and size of
ministries, of departments and independent authorities, the possibility of abolishing or the merging of semigovernment organisations or Boards under the respective Ministries and the reorganisation of local
government.
The Government of Cyprus, based on a recent decision, assigned the monitoring of the Public Service Reform
to the Deputy Minister to the President, as part of a wider effort which also includes the Development
Reform.
Internal audit. The Fiscal Responsibility and the Financial Framework Law (L.20 (I) / 2014) provides that all
ministries should set up audit units (primary audit), which may undertake internal audit issues, investigations
and inspections at management level, which are under and are accountable to the head of the financial entity
(the respective Minister). It is also envisaged that each financial entity (ministries, departments, bodies with
constitutional powers and services and independent offices, included in the Budget of the Republic) shall
make the necessary arrangements for the implementation and function of an internal control system for the
activities that are under its control. With the exception of the Ministry of Communications and Works, the
audit units set up are at an initial stage of organisation.
The scope of internal audi is supplemented by the Internal Audit Service which was established based on the
2003 Internal Audit Law (L. 114 (I) / 2003) and has the authority to conduct secondary internal audits in
government organisations (Public Service, Public Education Service, Police, Army and National Guard). The
Commissioner, who is heading the Service, is acting under the instructions of the Board of Internal Audit
which is appointed by the Council of Ministers.
In several Departments / Services omissions and weaknesses are still observed in the individual systems of
internal control. As a result, the recovery of arrears of revenue and the recovery of overpayments are not
rationally monitored in all cases, the stores management presents weaknesses, spending is made without
full compliance with the relevant legislation, the necessary registers for monitoring expenditure, revenue,
tenders and fixed assets are not always kept and the execution of the Budget is not fully achieved, notably
the development part of it.
Introduction of computerised systems. There is a long delay in initiating and implementing strategic projects
of the Computer Master Plan of the Public Service, with serious consequences on the economic and efficient
operation of the Public Service and also, the quality of services to the public. Also, weaknesses continue to
be observed in supporting the Plan by the Services under computerisation, their full and effective operation,
the evaluation of the projects after completion and operation, as well as difficulties in accepting systems by

several users. A weakness is also noted in the comprehensive operational support of systems by the
Department of Information Technology Services, with the result that several years after their operation, in
most Departments / Services where computerised systems operate, their functional support is provided by
the private sector, at a substantial cost. Finally, it is noted that the annual maintenance cost (license fees) for
software systems (application, operating systems, database), is increasing along with the increasing number
of systems in use and their users, absorbing a significant part of the budget.
Insufficient coordination between Departments, Services and Ministries. Due to the lack of sufficient
coordination between Departments, Services and Ministries, a delay in the promotion of projects or other
matters is observed, with a consequential increase in associated costs. Also, there is not enough electronic
interconnection between Departments / Services for receiving data / information, resulting in non timely
updating and the non taking of measures where necessary.
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 remaining unspent.
Expenditure - expenditure overruns. Although the Integrated System of Administrative and Financial
Reporting of the Treasury has safeguards which prevent the conduct of overruns on the Budget, overruns
result due to expenditure incurred through regional computerised systems and in cases of transactions
between Government Departments. Such excesses were covered retrospectively by supplementary Budgets.
Arrears of revenue (not collected). According to data obtained from the various Ministries / Departments /
Services, the total arrears of revenue, after including interest and penalties, as at December 31, 2013, was
€1,966 billion, compared with €1,692 billion in the previous year. Of this amount, €1,121 billion (57%), €421.2
mil. (21.4%) and €183.7 mil. (9.3%), represent arrears, including interest and penalties, of the Tax
Department, the Department of Customs and Excise and the Department of Water Development
respectively, compared to €968,7 mil. (57.2%), €316.1 mil. (18.7%) and € 190.1 mil. (11 , 2%), in 2012.
It is noted that, as stated in the Financial Report of the State, the arrears of revenue in 2013, includes an
amount of €670.8 mil. (without interest and penalties), the collection of which is considered doubtful.
Review of the amount of fees and charges. In many cases, it is observed that the level of fees and charges
received are not reviewed in time and at a level which is consistent with current data, resulting in a loss of
public revenue, which in some cases is significant. Also, in several cases, no fees are set for services offered
by the State as provided in the relevant legislation for the imposition and collection of fees, whereas services
are provided, for which there are no provisions for the imposition and collection of fees in the relevant
legislation.
Outstanding liabilities. Until 24.2.2014, outstanding liabilities for the year 2013 of a total amount of €9,4mil.
(2012: €18,3 mil.) were recognised in the Financial Report of the State. The most significant liabilities relate
to the Ministry of Health (€4,7 mil.), Ministry of Defence (€3,4 mil.) and Ministry of Communications and
Works (€0.4 mil.). In some cases a delay is observed in the payment of invoices, resulting in the suppliers
claiming interest causing the amounts due to rise.
The above outstanding liabilities do not constitute the total liabilities of the State, since they do not include
significant amounts relating, inter alia, to expropriation of property, VAT refunds and pension benefits for
civil servants.
It is noted that, in accordance with the Director of the Department of Lands and Surveys, the amount due for
expropriations on 31.12.2013 amounted to €480,8 mil. (31.12.2012- €508,5 mil.). This amount does not
include compensation for expropriations for which no offer has yet been made to the beneficiaries (including
those relating to T / C properties). With regard to VAT refunds, in accordance with the Tax Commissioner,
the amount due on 31.12.2013 amounted to €293.7 mil. (31.12.2012- €331,2 mil.). With regard to the

pension benefits liability for civil servants, the last actuarial study conducted with reference date 31.12.2010,
showed that the value of the pension benefits of civil servants and pensioners, until 31.12.2010, amounted
to €10,2 billion . No new actuarial study for the present value of pension benefits of active civil servants and
pensioners was conducted.
Renting of buildings for housing government services. More than 30% of government services are housed
in rented buildings resulting in the payment by the Governmentt of a significant amount for rent. Indicatively,
it is noted that rents of around €184.3 mil. for 2007-2013 were paid for buildings rented by government
services. It is noted that an amount of €27.7mil. relates to rents paid in 2013 (including the rental costs for
embassies and embassy residences abroad). In April 2014 the Council of Ministers decided to establish a
Central Housing Agency of Government Services which will have a central role in the management of all
housing issues, covering both government property as well as the property rented by the government. The
terms of reference of the Agency concern the preparation and maintenance of a government property and
rented property register, the establishment of a common government policy on housing, the assessment of
housing needs of all government services, the preparation of a long-term strategic plan to meet the housing
needs of the government services, the assessment of the costs and benefits of alternative housing options,
the setting and monitoring of performance indicators, identifying available properties, the identification and
exploitation of opportunities of purchasing or leasing of buildings, the examination of requests by the
government services for housing / relocation and the evaluation of needs for storage spaces.
Expropriations of immovable property by the Government. It was observed that in several cases where the
Republic expropriates immovable property in order to serve the public interest, there is a significant delay in
the commencement of works to achieve the purpose of the acquisition, so that the individuals, the former
owners of the property, take recourse to the court citing relevant provisions of the Constitution (Article 23.5),
according to which, if in three years the purpose of the expropriation is not achieved, then the acquiring
authority must offer the expropriated property to its original owner at the value acquired. As a result, in
some cases the Republic is forced to purchase or re expropriate the private property at a higher price.
Hire of services. Some Services proceed to hire services of individuals, without complying with the provisions
of Law 12 (I) / 2006 and the requirements of the Circular of the Ministry of Finance no. 1372, dated 17.9.2008,
under which contracts – inter alia - for services, should be assigned after the invitation of tenders concerning
the specific services / deliverables and also should not include provisions that indicate a relationship/ status
of employer-employee, and should not cover permanent needs.
Also, in many cases, services for specific tasks, such as associates of the Ministers, are hired, after prior
exemption of the contract from the provisions of Law 12 (I) / 2006 by reference to Article 11 of the same law.
Our Office considers that, although the right of Ministers to select their very close associates should be
accepted, this need, if it cannot be filled by secondment from the public sector, it should be done in a predetermined way, for only those specific positions approved by the House of Representatives within the
Budget, with terms of employment and a salary that would have been approved by the House of
Representatives and on the basis of a legal procedure of employment of staff, to ensure that the employment
of these associates and advisors will automatically be terminated upon termination of the Minister's office.
The Office considers that Article 11 of the Law does not cover the reported recruitment and therefore an
appropriate legal framework for the employment of such persons should be formed by the executive.
Hiring of seasonal hourly paid staff for 2013. During 2013, several Departments recruited seasonal hourly
paid staff, for which there was no need to be hired and were employed, from their appointment date, in a
number of other government Departments and hospitals. We noted that the recruitment of seasonal hourly
staff was done with the approval of a supplementary budget, according to which the hourly paid staff would
be employed in specific Departments and not in other Departments or hospitals. We expressed the view that,
within the context of the general financial recovery, the possibility of covering at least part of the

Departments needs with seasonal staff from other Departments who are overstaffed should be considered
and that no recruitments should take place if there are no real needs.
Replies by audited Services on observations of the Auditor General of the Republic. In some cases, auditees
did not respond promptly to letters or observations of our Office. If no reply is received by audited Services
within a reasonable time, then a statement of unanswered letters on important issues is prepared, which is
sent to the President of the Republic for information and appropriate action.
Notification of the matters contained in the Annual Report to the auditees for their views. As part of good
audit practice, our Office, before the inclusion of any matter in the Annual Report, informs on these issues in
a letter signed by the Auditor General, the relevant Directors of Departments / Services to whom they relate,
asking them to submit any comments / opinions.
Stores. The Accountant General informed us that in 2013 none of the major and minor stores was examined.
Also, none of the National Guard stores was examined. In some major stores no examination has been
conducted for many years. The Accountant General attributes the stores examination weakness mainly to
staff shortages.
It was observed that some Departments did not perform a physical count of inventory and inspection of their
stores. Also, in some cases, there were weaknesses in the recording of stocks in the appropriate books, in
their storage in appropriate places and in general in monitoring the accuracy of inventory quantities.

1.

INDEPENDENT OFFICES

1.1

HOUSE OF REPRESENTATIVES

Remuneration of Members of the House of Representatives. At 31.12.2013 the monthly remuneration of
the Members of the House of Representatives amounted to €6.611,24, consisting of a salary of approximately
€3.640,33, a representation allowance of €1.945,75, as well as an allowance €1.025,16 for secretarial
services.
It was observed that, a Member of the House of Representatives, who served as Chairman of the House of
Representatives receives, pursuant to the Benefit (President and Vice President of the Republic, President
and Vice President of the House of Representatives) Law no. 131 (I) 1988, a monthly allowance, totaling
€3.019, for the employment of a particular secretary. Also, pursuant to the Ministers and the President, the
Vice-President and Members of the House of Representatives Law no. 22/1960, he is entitled to the monthly
fixed rate allowance for secretarial services amounting to €1.025,16.
Recommendation: The Ministry of Finance to promote legislation to abolish the payment of a double
allowance for secretarial services where a member of the House of Representatives served also as
Chairman of the House of Representatives.

1.2

JUDICIAL SERVICE

Due to a serious lack of staff in our Office, it was not possible to audit the District Courts.
Supreme Court.
Commuted overtime pay to Bailiffs. Bailiffs who due the nature of their duties work outside the normal
working hours of civil servants, are paid from 1.1.1980, in accordance with the Council of Ministers Decision
dated 19.6.1980, a commuted overtime pay as a bonus. It was observed that, the criteria to be met by a
Bailiff to be entitled to the above allowance are not clearly defined. Indicatively we stated that, even in cases
where the Bailiff needs to work overtime for just one day of the month, he receives the full allowance. The
Chief Registrar informed us that, in order to reduce the overall cost of the allowance, instructions have been
given for a new work program after normal working hours to be implemented, for a trial period of three
months, in order to identify and solve any problems.
Recommendation: The practice currently followed should be immediately revised and the criteria by
which a Bailiff becomes entitled to the allowance should be set.
Civil rights and obligations of applicants in civil cases and law suits. Article 6.1 of the European Convention
for the Protection of Human Rights and Fundamental Freedoms and Article 30.1 of the Constitution of the
Republic ensure the right to recognise civil rights and obligations within a reasonable time.
For the purpose of compliance by Cyprus with the relevant judgments of the European Court of Human
Rights, which diagnosed a violation of both the said Article and also of Article 13 of the Convention, which
provides for the establishment of effective treatments, the House of Representatives voted the Effective
Theatment for the Violation of the Right to Recognise Civil Rights and Obligations within a Reasonable Time,
2010 Law (L.2 (I) / 2010). Based on this Law, 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 Republic, whereas the remaining
cases, with claims that exceed € 500,000, are pending before the courts.
Recommendation: The matter falls within the jurisdiction of the Supreme Court. Respecting fully the
independence of the judiciary, our Office does not submit any recommendation.
Prompt issue of Court decisions. According to the Procedural Regulation on Timely Issue of Decisions by
Courts of 1986, as amended by the Amending Procedural Regulation of 2002, any decision / final verdict and
an interim decision shall be issued as soon as possible after completion of the process and shall not be
reserved for more than six and two months, respectively. Also, if the decision or interim decision remains
reserved for more than nine and three months, respectively, the case is set automatically before the Supreme
Court to issue the relevant decree, either for review of the case before another Court or for issuing a decision
within a given deadline or for issuing any other decree necessary for the proper and timely apportionment
of justice.
It is noted that, according to data of the Supreme Court, on 31.12.2013 there were outstanding a total of 5
and 2 political cases, in which the final and interim decision, respectively, were pending for a period longer
than that specified in the Regulations.
The Chief Registrar informed us that the aforementioned Regulation is applied at the District Courts by the
Supreme Court as Supervisory Authority, while the Supreme Court has not hitherto legislated internal selfchecking procedures concerning cases involving its own jurisdiction. She also noted that the Supreme Court
is very sensitive in matters of early adoption of decisions and, to that end, undertakes to take all necessary
measures to eliminate delays.
Recommendation: The matter falls within the jurisdiction of the Supreme Court. Respecting fully the
independence of the judiciary, our Office does not submit any recommendation.
Security of Supreme Court. As reported in more detail in our previous Reports, the installation of a closedcircuit television system, which covers around the whole area of Nicosia Courts and the Supreme Court, is
pending since 2007. The Chief Registrar stated that the delay in installing a closed circuit television system
does not depend on the Judicial Authority.
Recommendation: To immediately set a timetable for the installation of a closed circuit television system.

Computerisation of Courts. We proposed that in order to reduce the Courts operating costs, reduce
bureaucracy, properly monitor the timely execution of court decisions and directly update all stakeholders,
the computerisation of the Courts is promoted. The Chief Registrar informed us that the matter is handled
by the Department of Information Technology Services which have already prepared tender documents.
Recommendation: To immediately set a timetable for the computerisation of the Courts.

1.3

COMMISSION FOR THE PROTECTION OF COMPETITION

Establishment and operation of the Competition Protection Commission (CPC). The CPC was established in
1990, it operates as an independent authority of the Republic under the Protection of Competition Laws of
2008 and 2014 and is responsible for ensuring a healthy competitive environment in the Cyprus market. In
performing its work, the Commission is assisted by the Office of the CPC.
Pending decisions. The taking of a new decision of the CPC, in its new composition, for the decisions Nos.
66/2009 - 69/2009 which were cancelled in May 2011 by the Supreme Court, is pending, since the
appointment of the then President of the CPC, has been considered illegal. These decisions relate to four oil
companies, which were fined for the total amount of €42.9 mil.
As we know, the CPC Office proceeded at the Commission's instructions, in conducting a new preliminary
investigation of these cases and in the submission of a note, which was reviewed by the CPC.
It is noted that the CPC had taken new decisions regarding the other 13 decisions, which were also cancelled.
Overall, the CPC issued 86 decisions.

1.4

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, a view with which our Office agrees.
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.
It is further noted that, as reported by the former General Auditor in the Annual Report for 2012, and without
questioning in any way the role or the quality of the work of private auditors, they express an opinion on the
Bank's financial statements but they do not disclose performance audits which they may conduct in relation
to efficiency, effectiveness and financial management of its functions, information which is significant for the
transparency and accountability that needs to be maintained by everyone, without impairing their
independence.
In the same report it was also reported that after the dramatic developments with respect to the economic
crisis, Eurozone countries are reviewing the question of audit of the National Central Banks (NCBs) and
proceed to modifications returning the audit to the Auditor General. A recent example is the case of the
Netherlands, a member of the European Union and the Eurozone, where the issue has been resolved in
favour of the Audit Office, after the intervention of the Minister of Finance and President of the Eurogroup.
In Cyprus, despite the results of a special investigation which revealed a number of weaknesses in relation to
the supervision of banks exercised by the CBC and the criticism CBC occasionally accepts for its
responsibilities in relation to the management of the crisis, no political will to review the matter has until
recently been demonstrated.

The problem is made more complex after November 2014, the date on which the ECB undertakes the banking
supervision function within a Single Supervisory Mechanism (SSM).

Recommendation: Our Office considers that, as a matter of principle and with the effective support
of the former Auditor General and current 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.

Transfer of CBC profits to the State. Article 59 (b) of the Central Bank of Cyprus Law provides that the net
CBC profit is transferred to the Government General Account to the credit of the Consolidated Fund of the
Government, after deducting the transfer 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) to its General Reserve.
According to the financial statements of the CBC for 2013, a surplus of €226.7 mil. (€111.6 mil. in 2012)
occurred, resulting also from the inclusion in the profit and loss account of an amount of €8.5 mil. (€60 mil.
2012) concerning the release of part of the obligation for banknotes in Cyprus pound. As reported in a note
to the financial statements, the Board of Directors, in exercising the powers conferred to it by Article 58 (1)
of the Central Bank of Cyprus Law, decided on the basis of ensuring the continuous and smooth operation of
the Bank and the need for financial independence for achieving its objectives, the preservation of the
provisions account against the risks arising from its main activities, at the same levels, without additional
provision. As a result, in 2014 an amount of €181.4 mil. (80%) was transferred to the Consolidated Fund of
the Government and an amount of €45.3 mil. (20%) to the General Reserve Fund of the Bank, compared to
the amounts of €89.3 mil. and €22.3 mil., respectively, which were transferred in 2013 and concerned
surpluses of 2012. On 31.12.2013 the total capital and reserves amounted to €170.4 mil., compared to
€148,1 mil., €144.8 mil., €116.7 mil. and €63.6 mil. in 2012, 2011, 2010 and 2009, respectively, that is since
the year 2009 there is an overall increase of 167.9%.
From an investigation of the matter it has been revealed that in similar laws of NCBs of the Eurozone
countries, which also received approval from the ECB, together with or after the accession of Cyprus to the
Eurozone, there are provisions relating to the maximum setting (ceiling) or criteria governing the level of
total reserves. For example the cases of Estonia and Slovenia are sited where criteria are provided or a ceiling
regulating the amount of total reserves and the case of Malta also, where the entire surplus of the year after
deducting all expenses and liabilities, any provisions and bad debts, was paid to the government.
Recommendation: As mentioned in the last Annual Report of the former General Auditor, it is required
to set a maximum amount (ceiling) and / or objective criteria governing the amount of total reserves,
in accordance with subsection (1) of Article 58 of the Central Bank of Cyprus Laws, in which it is now
generally provided that in general the level of the General Reserve Fund is formed by a deduction from
the net profit of the Bank, is determined by the Board based on ensuring the continuous and smooth
operation of the Bank and the need for its financial independence for achieving its purposes.

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.
For the CBC, it is stated that, there was concern for this amendment regarding the clarity of the provisions
concerning the nature of the powers of the executive directors and the division of responsibilities between
the Board and the Governor, the decision-making by the executive directors, their position in the internal
structure of the CB, compared, in relation, for example, with the Bank's staff and the reporting of the staff
directly to executive directors or not. It is noted, however, that the amendment of the legislation took place
in the summer of 2013 under very specific and pressing circumstances.
It is also noted that the overall structure (chart) of the CBC has not been reviewed for a very long time and
given the changes in the CBC operation in connection with the accession of Cyprus to the Eurozone, there is
a significant need for its reform and improvement within the principles of corporate governance for the, as
much as possible orderly functioning of the CBC and as required by the current conditions. The CBC informed
us that its structure is under review, within the framework of reviewing its entire organisational structure.
After this general briefing of us by the CBC, the report of the German Federal Bank (Bundesbank) prepared
in December 2013 under the provision of assistance to the CBC regarding its structure, was published.
Recommendation: Given the above, the whole structure (organisation chart) and method of operation
and corporate governance of the CBC need to be reexamined as soon as possible, in relation also with
the best practice applied in other countries of the Eurozone members and in order to achieve the more
orderly, economical and efficient operation of the CBC as much as possible.

Staff. On 31.12.2013 the CBC (including the Governor, and the executive directors who served for only part
of 2013) employed 324 staff (306 permanent and 18 on contract), compared with 319 employees in 2012
(310 permanent and 9 on contract). Their total remuneration amounted to €17.8 mil., compared to €19.3
mil. in 2012, ie there was a decrease of €1,5 mil. The total remuneration of the officials (Governor, Deputy
Governor since the 4.2.2013 until 8.04.2013 and of the Executive Directors since 19.9.2013) amounted to
approximately €250,000, compared to €220.000 in 2012.
The audit noted that during the year 2013, the number of employees, earnings which exceeded the €40,000,
amounts to 221, ie. about 70% (68.2%) of the Bank’s staff, as follows.

Total remuneration
For the year 2013
(€)
>140.000

Number of
permanent
staff*

%

2

0,63

120.000

-

140.000

3

0,95

100.000

-

120.000

25

7,91

80.000

-

100.000

15

4,75

60.000

-

80.000

62

19,62

40.000

-

114

36,08

20.000

-

40.000

73

23,10

10.000

-

20.000

6

1,90

0

-

10.000

16

5,06

316

100%

60.000

ΣΥΝΟΛΟ

*Including the Governor and the Deputy Governor and the executive directors who served for only part of
2013

Total remuneration
for the year2013
(€)
>80.000

Number of
staff on
contract

%

1

3,20

60.000

-

80.000

2

6,45

40.000

-

60.000

16

51,61

20.000

-

40.000

2

6,45

10.000

-

20.000

9

29,03

0

-

10.000

1

3,20

31

100%

ΣΥΝΟΛΟ

According to the relevant contracts, the annual salary of the former CBC Governor totaled €181.972
(€158.067 plus Representation Allowance of €23.905) and the annual remuneration of the current CBC
Governor is totaling €192.822 (€168.917 plus Representation Allowance €23.905 ).

The former Governor further to the interruption of his employment contract with the Central Bank, received
from the Bank the lump sum of €75.944 under Article 9 of the contract. He will also be entitled to an annual
pension of €16.274, which according to a legal opinion given by the legal advisers of the Bank, will have the
starting date that applies to Ministers, namely the completion of the 60th year of age (Law providing for
certain officials of the Republic).
It is also noted that at the date of resignation of the former Governor, namely on 10.3.2014, he was paid the
amount of €265.000 from a relevant subgroup of expenditure of the Law Office of the Republic "Allowances
and expenses of Law Suits".
After the enactment of the Central Bank (Amendment) Law of 2013 (L.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 Directors General of the Ministries is provided.
Additionally it is noted that in 2013, the CBC spent on related staff benefits an amount of € 841.719 (welfare
fund €49.121, healthcare €493.232, life insurance €260.892 and family allowance € 8.474 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 31.12.2013 amounted to €21.504.624.
CBC informed us that it has already proceeded with reductions in the salaries of staff, similar to those of the
public sector and that the overall trend in the other European central banks and the ECB, is that the
remuneration of their staff exceeds those of the wider public sector.
Additionally, it is noted that, as we were informed, the permanent staff of the Bank is entitled to large
discounts, of around 40% for membership in the Bank of Cyprus Athletic Center. Also, it is entitled to further
significant benefits in banks in Cyprus (e.g. reductions in interest rates from the Bank of Cyprus). Our Office
requested to be fully informed regarding the arrangements / agreement with the Bank of Cyprus and the
other banks for these benefits (and any other) and whether the CBC considers that this creates a conflict of
interest. The relevant information was not received until the preparation of this Report. The CBC informed
us that the policy of granting loans to employees is primarily designed to avoid, as much as possible, conflicts
of interest that would arise from dependence of the staff in extensive borrowing from credit institutions
supervised by the CBC. Nevertheless, the CBC's intention is to reexamine the issue. The matter regarding the
benefits provided by third parties, such as the Bank of Cyprus Athletic Center, will be investigated for ethical
reasons.

Recommendation. Considering that the remuneration of the CBC staff is clearly higher than in the wider
public sector, for the respective positions of responsibility, our Office considers it necessary to impose
cuts on those remunerations, thereby increasing the CBC's profits to be transferred to the State. We
also consider it necessary for the immediate lifting of any measure or practice that creates conditions
of conflict of interest.
Audit Committee. The Audit Committee was established with a decision of the CBC Board of Directors at its
meeting dated June 18, 2013 as a result of the enactment of the Central Bank of Cyprus (Amendment) Law
of 2013 (L.86 (I) / 2013) which included a relevant provision. The Committee, in accordance with the relevant
legislation, consisted of three non-executive members of the Board and its responsibilities, according to its
statute, relates to examining the enforcement of the corporate governance code, the supervision of carrying
out internal performance auditing and the submission of a relevant report to the Board for approval.

During the audit it was found that the Committee expects that, before and after the performance of the audit
by our Office a meeting will be taking place with the Committee. It is noted that the holding of at least two
meetings with the external auditors is included in the terms of reference of the Audit Committee, in
accordance with its statute. However, at the meeting held at the Office of the CBC Governor on October 14,
2014 for purposes of the audit for the year 2013 and in other meetings, none of the Audit Committee
representatives attended.
In that regard it is noted that, during the audit of our Office, the Committee's work since its establishment
was not addressed and that, although it was requested, the minutes of the Committee’s meetings were not
given to us, but instead it was requested that our Office presents to the Audit Committee the program of
audit so as to give us only extracts of the minutes for matters which are relevant to the audit program.
The CBC confirmed the intention of the Audit Committee to work towards ensuring good cooperation with
our Office.

Recommendation: Our Office, as the external auditor of the Bank, expects the cooperation of the
Audit Committee regarding the implementation of the recommendations / suggestions arising from
the audit conducted at the CBC. It is noted that the setting of the audit program is the sole
responsibility of the Auditor General of the Republic and it is expected that the Audit Committee will
work in a helpful manner towards the work of our Office by providing all relevant facilities relating
to the full and free access to all the data, information and records of the CBC and to remove any
obstacles / discomfort during the audit, including the selective presentation of data requested, which
may be proved to be incomplete. Regarding the audit of the work of the Committee, our Office
requested that all relevant minutes of the Committee meetings to date to be submitted for review
as expected from each auditee and without obstacles. Until the date of our Report, the minutes had
not been received.

Safety of information and minutes of the Governing Board. As mentioned in the Board minutes dated
21.10.2013 the CBC would have taken measures to prevent a conflict of interest on any actions, issues and
decisions of the Bank. While there may be a conflict of interest in relation to persons who have access to the
Board minutes (or any other relevant information / documents / information), we believe that the foremost
issue that arises is the security of information. Therefore, our Office requested from the CBC to be informed
on the way with which it ensures that these people (at all levels) are suitable to handle such classified
information, as well as to whether all the people involved in each case sign a relative statement. Until the
date our Report was issued, no reply was received.
Additionally, it was observed that certain minutes of the Board which were provided to us during the audit,
were not duly signed as expected while it was also observed that the minutes are not signed by all Board
members. The CBC informed us that it is taking all appropriate measures in this regard.

Recommendation: It is necessary to ensure that, in all cases and at all levels, there is no conflict of
interest with the strict application of a relevant Bank policy and that there is information security. Also,
all minutes of the Board of Directors should be duly signed and should be signed by all Board members.

Filing System and Office Automation. It has been found that the CBC does not have a system that ensures
that all documents are properly handled and protected as appropriate, resulting in important documents to
have been probably destroyed / stolen. We would expect that the CBC would have an office automation
system that minimises the risk of loss / counterfeiting of documents. The CBC informed us that the
introduction of such a system is planned.
Recommendation: It is necessary to implement a reliable filing system in order to fully safequard the
safety of all documents received and sent by any means to and from the CBC, electronic or otherwise.
This issue is considered very serious and urgent. We suggest that the implementation of a modern and
proven office automation system is examined the soonest.

Audit of the hiring process / provision of services by third parties in relation to the needs arising in the
banking system of Cyprus. As mentioned in the 2012 Annual Report of our Office, data / documents which
we requested in order to conduct an audit on the hiring process / provision of services by third parties in
relation to the needs arising in the banking system in Cyprus, were submitted at the end of November 2013
when our Annual Report was already prepared and therefore it was not possible to complete the relevant
audit. However, in our Report we stated that, prima facie, the information submitted to our Office was
incomplete.
Also, as we mentioned in our subsequent letter dated 20.12.2013, in the meeting of the House of
Representatives Committee on Institutions Merits and the Commissioner for Administration held on
3.12.2013, we indicated, in the context of a discussion of the above issue, that from the preliminary
examination of the data / documents submitted, it was found that these were not complete and documented
and the Bank, as the former Governor said, gave assurances that it would submit all information / documents
requested for carrying out the above audit. For this purpose, the list previously sent to the Bank (by letter
dated 29.11.2013) was attached to our aforementioned letter and noted in bold with the points where there
were omissions / incomplete records marked in bold. While there was a letter of reply dated 20.4.2014 from
the former Governor, from the examination of the above documents / data carried out in the context of the
CBC audit for 2013, our initial finding, that the data / documents given to us, was not complete, was
confirmed. Specifically, with the exception of documents / information related to the assignment of the
diagnostic examination for the assessment of the Banks’ portfolio by PIMCO, where the data / documents
that we obtained were satisfactory, for the remaining hiring of services, we obtained the relevant Board
decisions and the contracts which have been signed, however, we were not given the reports / minutes of
the evaluation carried out in order to audit the handling and the adequacy of the justification of the choices
made.
We also noted the fact that the assistance to our work was assigned by the CBC to the private secretary of
the former Governor. This does not ensure the reliability of the data given to us, especially because of
inadequate records kept, which makes it easy to hide data during the audit, but also due to the fact that this
officer seems to have been involved (indirectly, as private secretary to the former Governor) in taking the
relevant decisions and therefore her involvement does not provide the guarantees of an impartial handling
of the matter. Particularly, since for some of these contracts there are still outstanding payments and claims
of contractors, we have the view that the CBC should appoint a suitably qualified person to manage such
contracts, a task which is not compatible with the tasks and skills of a secretary. CBC informed us that changes
have been made to the organisation chart and other changes in internal instructions are being promoted so
that the contracts will be managed with a specific process and with clear roles and adequate segregation of
duties.

CBC asked us not to publicise information concerning the procedures for hiring and provision of services from
third parties on the ground that these matters relate to pending legal proceedings and therefore their
publicity presents considerable legal risks. For reasons not explained to us, we were also asked not to
publicise our reports in relation to the private secretary of the former Governor. Our Office does not share
these positions of the CBC since they are not consistent with the requirement for transparency in the activity
of public administration, without actually giving sufficient reasons for doing so. Considering the significant
impact of these issues to the difficult economic and social situation of our country, we believe that the need
for transparency is increased.
During the audit of our Office for the year 2013, we requested again the required documents / information
and the following occurred:
(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 the establishment of 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 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 representative of the Ministry of Finance (member of the CC), proposed to request from the two
predominant companies to submit revised offers with details of the relevant group composition and a revised
price, in order to achieve the best quality of services to be offered. This suggestion was not accepted by the
representatives of Troika and PIMCO, being the choice of the majority of members was finally chosen to carry
the diagnostic check.
The main weak points raised for Blackrock was the ambiguity of the answers to the questions of the CC,
mainly on the issue of the manpower that would be used for the diagnostic checks and the possibility of
conflict of interests deriving from the Blackrock investment in the two biggest Cypriot banks and in major
customers of these banks. According to the CC, PIMCO was accompanied at its 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 check. One of its advantages, in the opinion of the CC, was that “it had the
expertise in predicting the course of the balance sheet under macroeconomic scenarios and on
deleveraging", which was very useful in the case of the Cypriot banks. The disadvantage was that its offer
was quite higher than that of Blackrock - estimated cost of €16,95 mil., compared to €9.65 mil. to €11,30 m.,
which was estimated by Blackrock.
Troika expressed the view that Cyprus has a problem of credibility abroad, that great importance is given in
the diagnostic check, which includes extensive accounting / audit work and that the cost of the check should
not be a criterion for selection. As mentioned above, PIMCO was finally selected for the cost of €16,95 mil.
(of which €5,4 mil. concerned the remuneration of Deloitte) and this amount was recovered in proportion
from the audited banks. The examination was completed in February 2013.
Observation: Our Office requested the CBC's comments on the fact that Blackrock had experience in exactly
similar work carried out at almost the same period in Greece, but its offer was rejected, and the cost was
substantially half compared with that of PIMCO. We also requested the CBC's comments on the position that
if the expected Credit Loss Projections - CLPs on loans granted to Cyprus, had been calculated on the basis of
the respective assumptions used in Greece by Blackrock, then the needs that would arise for the

recapitalisation of Cypriot banks would be much lower than the needs of EUR 10 billion as calculated by
PIMCO. CBC did not comment on the above reports.
(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,
Works and Services) 2006 Guidelines, proceeded to the process of negotiation with the company Alvarez &
Marsal Financial Industry Advisory Services LLP (A & M) in order 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
€1,6mil., plus actual costs. Under the agreement, the CBC paid an amount of €1,6 mil. for services rendered
and €225.989 for actual costs. Until the date of the audit there were still invoices pending for actual costs
totaling €143.083, of which €52.651 are disputed by the CBC.
(aa) Award procedure. Questions arise as to how the candidate experts were selected, before finally ending
up in the group of five. Also, there are questions about how A & M turned up, ie whether the company was
contacted at 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 contacted the other
companies before choosing A & M. Additionally, the question arises as to the reason it was considered
appropriate that this investigation is carried out as an internal CBC process (instead of being conducted by
an Investigation Committee to be appointed by the Council of Ministers), which was the reason for the
rejection of the terms of reference by the five experts.
Regarding the legal basis chosen to be 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, Works 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 investigation was to verify, retrospectively, the conditions under which the two largest banks suffered
damage. But even if these conditions were met, no one seems to have been preventing 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 it is shown in official records, the same firm 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.
(bb) Non-implementation of Board decisions. It was found that the terms of reference included in the
annex to the agreement (“Subscription Agreement Independent Expert”), do not constitute a true copy /
transfer of the terms of reference of the investigation, as they were approved by the Board in its meeting
dated 16.7.2012. As we were informed, after the issuance of the final report findings, the issue of the terms

of reference occupied the House of Representatives Committee on Institutions, Merit and the Commissioner
for Administration in its meeting dated 14.5.2013, when the former Governor was requested to attend the
meeting for the examination of his possible violation of the Deposit on Data and Information to the House of
Representatives and the House of Representatives Committees Law of 1985 and 1993, in response to reports
in the media that the Committee was misled as to the scope of the investigation, since it is not fully extended
to matters relating to the Laiki Bank. Our Office requested the relevant data in order to determine whether
this issue still exists or whether it is considered closed, data which as at the date of preparation of this report
were not received.
Despite the above, and regardless of the outcome of the investigation, our Office is of the view that there is
still a question about the alteration of the terms of reference which were decided by the Board, since the
issue discussed in the House concerned, as mentioned above, a possible violation of the Deposit of Data and
Information to the House of Representatives and the House of Representatives Committees Law of 1985 and
1993, while it obviously remains a violation of the Board's decision.
(cc) One sided provisions of the Agreement. It was found that the agreement did not provide for interim
payments on the basis of the progress in the implementation of the investigation (for example when
submitting an interim or final progress report), while the agreement did not include any binding delivery
timetables of the various reports provided in the agreement. As a result, the remuneration of A & M was
paid on a monthly basis and without documenting any corresponding acceptance / receipt of services.
Also it had not been provided in the contract that A & M should present detailed time sheets so that it would
be made possible to carry out relevant monitoring οf the implementation of the contract, as well as of the
payments. Even if these had not been entered in the contract as claims/ provisions of the contract, the
payment should, in our view, be authorised following a check of the deliverables so that no overpayment
occurs. Moreover, the contract did not provide for specific conditions for the payment of actual costs, nor a
limit as to the total amount that could be claimed by the company, which led to excessive charges.
(ii) Restructuring of Banks – First Phase. The contract was awarded to A & M on the basis of Article 35
(1)(c) of the Award of Public Contracts (Supplies, Works and Services) Guidelines and it was signed on
31.12.2012. The agreement provided for two phases with the first phase to include 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 on
the closing date and on a 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
(aa) 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 to ways of restructuring the banking sector (it is noted that some companies’ presentations
included the issue of the evaluation of PIMCO’s preliminary conclusions). Also, no detailed assessment report
was conducted since, as it was found out, 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 of Article 35 (1) (c) of the Award of Contracts (Supplies, Works 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.
(bb) Informing the Governing Board. From the examination of extracts from the minutes of the meetings
dated 3 and 17 of December, 2012, we realise 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.
(cc) One sided provisions of the Agreement. It was found that in this case also the agreement did not
provide for interim payments on the basis of the progress in the implementation of the investigation, neither
did the agreement include any binding delivery timetables of the work done. As a result, the remuneration
of A & M was paid on a monthly basis and without documenting any corresponding acceptance / receipt of
services and without the submission of analytical time sheets so that it would be made possible to carry out
relevant monitoring οf the implementation of the contract, as well as of the payments. As it is stated above,
even if these had not been entered in the contract as claims/ provisions of the contract, the payment should
have been authorised following a check of the deliverables so that no overpayment occured.
CBC did not comment on the above reports.
(iii) Restructuring of Banks – Second Phase. The contract of the Second Phase constitutes an annnex 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 of 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
(aa) Award procedure. The legal basis on which this contract was awarded and the procedures followed
have not been clarified, 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, Works 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 of 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.
(bb) Informing the Governing Board. From the minutes of the Board given to us, it is not clear whether
the said contract / annex was submitted to the Board for discussion and whether it was approved. As is clear
from the Board minutes of 8.4.2013, its members were informed of the continuation of the A & M services
but it is not indicated whether or not they were informed of the signing of the new agreement. At the same
meeting, the members had requested that A & M presents a reasoned invoice for its services until this day,
which we have not determined whether it was submitted.
(cc) One sided provisions of the Agreement. It was found that in this case also the agreement/annex did
not provide for interim payments on the basis of the progress in the implementation of the investigation,
neither any binding delivery timetables of the work done. As a result, the remuneration of A & M was paid
on a monthly basis and without documenting any corresponding acceptance / receipt of services. The
company also charged the maximum amount entitled under the agreement, and not based on the actual
hours as it was provided in the contract. Additionally, it was paid without providing analytical time sheets so
that it would be made possible to carry out relevant monitoring οf the implementation of the contract, as
well as of the payments.
CBC did not comment on the above reports.
(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 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 have been 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 1.3.2013 - 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 €4,75mil., which
is reportedly, a compromise on the amount of €11 mil. 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 to 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 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 Board, states that it is ready to accept
the amount which will be determined by the 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 the termination date being that
of 30.9.2013. According to an extract from the minutes of the 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
(aa) Award procedure. The legal basis on which this contract was awarded and the procedures followed
have not been clarified in this case either. However, it is noted that Article 74 of the Award of Public Contracts
(Supplies, Works and Services) of the 2006 Guidelines states that it does not apply to additional works not
included in the project initially. Since the contract of 31.12.2013 does not include recapitalisation operations
and their cost, the use of this Article is not justified.
(bb) 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.
(cc) Signature of a double contract and possible criminal offenses. As we were informed by a Senior Legal
Adviser 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.
(dd)
Non-adoption of legal counsel’s advice. The audit revealed that the advice of the legal adviser 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 billion). 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, which in fact did,
even if it had not managed to attract private investors. 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.
(ee) 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. Our Office
requested to be informed whether the legal adviser of the CBC had considered the matter and whether he
advised the CBC as to the validity or otherwise of the said agreement.
CBC did not comment on the above reports.
(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 for recapitalisation. The 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, Works 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 recapitalized, 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, organization or body
affiliate to the Republic of Cyprus or any entity, organization 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.
Under the agreement, the CBC paid the amount of €800.000 for recapitalisation services, as well as €44.700
for actual costs while an invoice amounting to €400.000 is pending together with an invoice of actual costs
of €9.000. It is noted that the applicant requested a total amount of €1 mil. as a success fee for the sale of
the branches of banks in the United Kingdom and Greece and additional success fee for the sale of branches
in Romania. CBC in a letter to the company dated 21.5.2013 disagreed with the payment of any success fee
and terminated the contract with a termination date the 21.6.2013. The company with a further letter dated
5.9.2013 suggests to compromise on the success fee at the amount of €400.000 for which we did not find
any reply by the CBC.
OObservation
(aa) Award procedure. As is revealed in electronic correspondence between CBC and A & M dated 1.2.2013,
Rothschild was put forward 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.
(bb)
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. A question also arises in this case
as to the signing of the contract before informing the Board.

(cc)
Evaluation of the contract by the legal advisers. During the audit we found no correspondence of
the CBC with the legal counsel (or the legal department of the CBC), which gives a consent for the signing of
the contract in the form signed.
(dd) 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%.
CBC did not comment on the above reports.

(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 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: It appeared, from the electronic correspondence dated 1.2.2013 between the CBC and A & M
that in this case also, the firm Slaughter & May was put forward 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, as a matter of urgency, from 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 in which, inter alia, the service
cost per hour (from €220 to €350 per hour depending on the legal counsel who would be involved) is stated.
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, as we were informed, the law firm Andreas Neocleous & Co LLC was appointed as legal advisor
to the Special Administrator of Laiki Bank, upon the suggestion / approval from the then Resolution Authority
to provide advice and legal services relating to the increased lawsuits. As we were later informed by the
Special Administrator, the appointment was made on 10.4.2013 and the charges of the law office until
16.10.2014 amounted to €528.601 which, according to the Administrator, are approved by the Resolution
Authority before they are paid.

Observation: Our Office requested additional information in relation, for example, to the payments made,
but as we were informed by the Administrator, instructions were given to her by the Resolution Authority,
that is the CBC, not to give further details, citing a relevant legal opinion. Our Office requested comments
from the Governor of CBC on this issue, given that it was after a discussion of the issue during our meeting
with her on October 14, 2014 and at her own prompting that our Office requested specific information from
the Administrator. CBC reported that the money managed by the Administrator does not constitute public
money and therefore, in her view, the issue is not within our competence.
(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 an 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 in
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 said contract to Blackrock
on 8.1.2013. Our Office also requested to be informed as to 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.
CBC did not comment on the above reports.
(g) Recovery from banks. The recovery of certain amounts paid to the aforementioned companies was
based on Article 3 of the Resolution and Other Credit Institutions Law which came into force on 22.3.2013.
Specifically, according to an internal memo dated 24.5.2013, a total amount of €6.161.020 was recovered
from the reserve accounts of the Hellenic Bank, Laiki Bank, Bank of Cyprus and the Central Cooperative Bank.
The amount recovered from each bank was apportioned in accordance with the time spent by the consultants
on each bank. The recovery of the funds was for invoices pending on 20.5.2013 which were related to the
critical period for the companies Alvarez & Marsal, Rothschild, Slaughter & May and Zepos & Yiannopoulos
and for the restructuring and recapitalisation of the banks.
Observation: There was no recovery of the amounts on invoices issued after 31.5.2013 or for any invoices
paid by the CBC before 20.5.2013. Our Office requested to be informed as to whether the CBC would recover
and whether it intends to recover additional amounts / costs and, if not, the reasons why they cannot be
recovered.

1.5 TREASURY OF THE REPUBLIC
Balances of arrears of revenue. According to the Financial Report, the total arrears of revenue of the Treasury
for the year 2013 were €11,3 mil., compared to € 4,1 mil. for 2012, including an amount of €1.7 mil.
representing loan arrears to government agencies (€1.9 mil. for 2012). As we were informed by the
Accountant General of the Republic, the increase is due to a fee of €7 mil., related to the granting of a
government guarantee, which was collected on 31.1.2014. In the arrears of revenue, an amount of €2,1 mil.,
is included which relates to loans to Turkish Cypriots or works in 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 in 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 2013 an amount of €89,3 mil. was transferred to the credit of the
Government Consolidated Fund, representing 80% of the Central Bank's net profit for the year 2012,
according to the financial statements audited by private auditors. For the year 2013 the corresponding figure
was €181.4 mil.
Pension benefits. In 2013 the amount of €679,2mil. was paid for pension benefits, compared to €628.3 mil,
paid in 2013. According to the Accountant General, given that included in this amount, is an amount of€116.5
mil. (€ 107.2 mil. in 2012), 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, there was an
increase pension benefits compared to 2012 amounting to €41.6 mil. or 7.98%. According to data of the
Pensions Department of the Treasury, the increase is mainly due to the increase from 1081 in 2012 to 1542
in 2013 in the number of government employees 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 2013 the pension
benefits of 76 civil servants were audited.
Process / update of the Pensions Department with the pensioners’ deaths as recorded by the Civil Registry.
The Pensions Department has access to the Civil Registry. Every month the Pensions Department contrasts
the deaths from the Civil Registry to the computerised pension system and the deceased pensioners are
identified. During the audit, a weakness was identified in the registration of deaths by the Civil Registry and,
as a result, the interruption of the recipient's pension payment is not made on time. As we were informed
by Treasury, only three cases were found which were reported to the police for misconduct in taking
ownership of the deceased pensioners’ pensions and subsequently, the Attorney General was requested to
take legal measures to recover the overpayments which occurred.
Financial Information and Management Accounting System (FIMAS)
Operation of the system.
(i)

Fixed assets. As mentioned in our previous reports, the fixed asset register subsystem has not been
implemented. The application of the subsystem was expected to be the implemented with the
upgrading of the FIMAS system, which was completed in June 2013 without starting the application of
the subsystem.

(ii)

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
Financial Framework (L.20(I)/2014), raised the most pressing need for the acquisition of an Integrated
Management Information System, 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
Management Information System needs to be applied. The work of the consultants is currently
continuing with the calculation of the cost of such a system and the study of methods with which it
can be acquired and implemented.
(iii)

Emergency plan. As mentioned in previous reports of our Office, an Emergency Plan has not been
established. The compilation of a draft business continuity and recovery plan from any disaster, is
necessary and should include all procedures for the continuation of works. As we were informed by
the Accountant General, a provision for preparing an Emergency Plan has been included in the ERP
planning.

(iv)

Exract of data for the preparation of the statements on the basis of the accrual basis. Given that the
Treasury promotes a change in the basis of the preparation of the government accounts, from the
receipts and payments basis to the accruals basis and, to this end, it has submitted a proposal to the
Council of Ministers, we expressed the view that it is appropriate when developing the ERP, to take
into account the information required to change the above basis of accounting. It is noted that the
Council of Ministers approved in February 2013 the above proposal and a steering committee was set
up for this purpose.

Repayment of advances – Deduction from the state subsidy. According to the Financial Report, the total of
the advances of the Treasury at 31.12.2013 was €67.763.201, compared to €53.862.611 at 31.12.2012.
Because there are advances, which remain uncollected for many years, we have recommended and it was
accepted that, in cases where state subsidy is granted and at the same time there are overdue advances, to
deduct from the state subsidy the outstanding amount of the advance. The Accountant General of the
Republic informed us that existing advances do not relate to organisations that receive state subsidy.
Payments due to guarantees The above amount includes amounts which, as mentioned in our previous
Reports, the State paid as guarantees for loans concluded by Public Organisations, companies and individuals,
the collection of which has been pending for several years, resulting in a risk of losing this money. The
Treasury, upon payment of these guarantees, briefed the competent Ministry, which is responsible for taking
legal action against debtors

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 amounted, in
2013, to €700.499 (2012: €758.210).
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 the establishment of the Housing Agency of
Government Services, published an invitation for interest for the purpose of finding and renting a new
building, in order to co-house all of the Ministry’s Departments and the National Guard Headquarters (NGH).
The Director General of the Ministry of Defence informed us that, after claiming rent reductions, these have
been further reduced from €441.181 to €403.601, while efforts for a further reduction are ongoing.
Recommendation: To expedite the procedures for finding a suitable building for housing as much as
possible more Departments of the Ministry and of the NGH.
Military personnel of the Ministry of Finance. We found that, while the civilian personnel serving in the
building of the Administration of the Ministry of Defence has increased in 2013,by three people or 7.3%,
military personnel serving in the same building increased by 10 persons or 31.3%. Several of these people
are engaged in non-military nature of tasks, which is inconsistent with the alleged deficiencies and problems
in the operation of the Administrations- General Staff and Units as per the relative Proposal of the Ministry
of Defence to the Council of Ministers, for the determination of the number of students in Military Schools
in 2013,. As we were informed by the Director General of the Ministry of Defence, the reorganisation of the
Ministry is expected to be completed by the end of 2015. In addition, transfers have taken place, in order to
reduce the number of military personnel in the Ministry of Defence by about 30%.
Recommendation: The number of military personnel serving in the Ministry to be reassessed and to keep
there only the necessary military personnel.
Computerisation of the Ministry of Defence and the National Guard. We noted a significant delay in the
promotion of the computerisation of the Ministry of Defence and the National Guard (Works Division, Cost
estimates, plan for transportation of soldiers, stores for the 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 modernisation which will bring significant savings in administrative costs. With regard
to the existing computerised systems, despite our repeated suggestions, many of them still have weaknesses
and shortcomings (computerised systems for supplies, rents payable, rest and sickness leave, payroll of
soldiers, transactions for materials of the National Guard). The Director General of the Ministry of Defence
informed us that it was agreed with the Information Technology Services Department to define the
requirements of the programs in order to study and to decide on how to implement them
Recommendation: To promote, as soon as possible, the development of new computerised applications
where required and to solve the problems occurring in existing systems.

2.1.1 CYPRUS ARMY
Overseas allowances
(a) Participation of Cyprus to the Multinational Force UNIFIL (United Nations Interim Force in Lebanon).
Based on a Decision of the Council of Ministers dated 14.11.2007, a monthly allowance amounting to €3.588
(£2,100) reduced by an amount equal to any emoluments from the United Nations (UN), is paid to Officers
serving in the above Force. As we have seen, until January 2009, the Ministry of Defence paid to the affected
Officers the entire amount of the allowance, without deducting the amount paid by the UN, thereby there
was an overpayment to three Officers, totaling €52.000 approximately . The Ministry proceeded, from
November 2009, to the monthly reduction of EUR €300 from the salaries of these Officers, in order to recover
the overpayment. The three Officers took a recourse to the court against the above action and, in accordance
with the decisions of the Supreme Court dated 5.7.2012 and 26.1.2012, the two appeals succeeded, the first
mainly because the beneficiary was not informed in respect of any obligation to reduce the agreed allowance
and the second due to missing data in the file put before the Court and the amount which had been deducted
was returned to them. The Republic has not filed an appeal against the above decisions. The third recourse
was dismissed by the Supreme Court on 31.12.2012 and the applicant filed an appeal, the hearing of which
is pending.
Recommendation: The Ministry to consider possible disciplinary responsibilities for the loss /
overpayment by the State, of the above amount, due to negligent implementation, precisely, of the
relevant decision of the Council of Ministers. It is noted that, in the judgment on one action that
succeeded, the Judge stated, inter alia, " indescribable, casual and totally irresponsible attitude of the
Ministry of Defence in handling the whole issue."

(b)
Participation of Cyprus in the mission EUSEC in the Democratic Republic of Congo. The Council of
Ministers, in its Decision dated 4.4.2007, approved the participation in the above task, of a Military Officer
for a period of up to one year, with an allowance of €3.417 per month, regardless of the subsistence
allowance abroad of the Ministry of Finance, because of the increased risk profile and unhealthy conditions
prevailing in the mission area. The Defence Ministry was informed by the Deputy Head of Mission on
17.5.2007 that, pursuant to the EU Council Decision dated 17.6.2003, the Officer was paid, by the European
Union, a daily allowance of €153. In view of the above, the Council of Ministers with its Decision dated
29.8.2007, terminated the payment of the allowance to the Officer, but he was not informed immediately.
On 25.5.2009, the said Officer, filed a lawsuit against the Ministry of Defence, with a requirement to be paid
a compensation equal to the above allowance. Further to the suggestions of the Legal Office and the Public
Administration and Personnel Department, it was paid, in 2013, to this Officer the allowance he was entitled
amounting to €30.755, plus an amount of €2.000 plus VAT for legal costs. We recommended to immediately
put in place a procedure for informing immediately the members of the army representing the Republic in
missions abroad, as to the amount of allowances to be paid to them before their transfer abroad and to be
informed immediately in the event that these allowances are differentiated while they serve abroad. In
accordance with the Director-General of the Ministry the above are already applied.

2.1.2 NATIONAL GUARD
Requisitions / private land leases for purposes of the National Guard. The utilization of 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 needs of defence.
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 are 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, with the result that they are deprived of their property, for a longer period than is required
for defense needs.
Recommendation: To promote the creation of an electronic register of requisitions / expropriation /
rents, since it will assist in the monitoring of Requisition Orders. It is noted that this is also a commitment
of the Ministry of Defence to the Ombudsman.

Water consumption and garbage collection. The cost of water consumption and garbage collection, from
the premises of the National Guard, for the year 2013 amounted to €593.634 (2012: €589.307) and €343.030
(2012: €351.211), respectively.
As discussed in more detail in our previous Report, overcharges were observed in the fees charged by local
authorities on water consumption and collection of refuse from the premises of the National Guard. Although
the Ministry of Defence, with its letters dated 4.7.2012 and 10.4.2014 asked the responsible District Officer
to examine the charges to the National Guard and to mediate for more rational pricing, the matter is still
pending. The Director General of the Ministry of Defence informed us that he requested from the Ac.
Director-General of the Ministry of Interior to call a meeting of all parties involved, for final settlement of the
matter.

Recommendation: The Ministry of Defence to take immediate steps to resolve the issue without further delay.

National Guard Officers Clubs and Health Rehabilitation Center (HRC). Clubs are established with the
decision of the Minister of Defence and their operation is governed by the relevant Standing Order of the
National Guard. Currently five clubs (Nicosia, Limassol, Paphos, Paralimni and Kakopetria) are operating in
the National Guard. All clubs, except Paphos, are housed in rented premises. The operation of HRC Kition is
also governed by a Standing Order, whereby it has the mission, at times of war, of the recovery of casualties
of the National Guard personnel and at peace times, of the serving of military personnel and other
beneficiaries in terms of housing, food and entertainment. At the HRC, a kitchen / restaurant, canteen and
15 houses / apartments operate. Additionally, there are three houses / apartments for the exclusive use by
the Minister of Defence, Chief of the National Guard and the Governor of HRC, respectively.
Clubs and HRC are staffed by personnel of the National Guard, and by soldiers. From an overview of
expenditures and revenues we observed that, in 2013, total revenues amounted to €474.701 and the
corresponding cost of food and beverages amounted to €400.471, so the clubs and the HRC show an overall
"profit" of €74.230, which according to R. 27/91, was allocated 40%, to National Guard and the remaining

60% to the Officers’ Clubs/ HRC. We noted once again that the above amount in no way can be called a
"profit" since the calculation of the operating costs of the Clubs and HRC, such as salaries, electricity,
telephone, water and rubbish have not been taken into account. Considering all of their expenses, totaling
€1.268.054, we found that, in 2013, no profit occurred, but a total loss of approximately €1.193.826 loss,
which is charged to the budget of the Ministry of Defence.
Profits by Amusement Center Units (ACU). According to the Regulations of the National Guard relating to
the Composition, Operation and Management of the Amusement Center Units, of 1991-2002, the purchased
items by ACUs are sold at a profit, which is determined by an Order of the Head of the National Guard.
According to Regulation 15, 40% of the profit from the operation of ACUs, of the Officers Clubs, of the
National Guard House (NGH), the Health Rehabilitation Centre (HRC) and of the National Guard Station (NGS),
is given to the National Guard to cover urgent needs of the NGH or National Guard Units at the discretion of
the Head and the remaining 60% remains in the Unit, to generate sufficient capital to cover the operational
needs of ACUs and for petty cash expenses for the Unit’s needs.
According to information held in the Management of Resources of the National Guard, in 2013, the total
profit of the above amounted to €800.510, of which €320.204 (40%) were passed on to the National Guard
and €480.306 (60%) remained in the Units. We observed that these gains are largely used to cover needs for
which there are relevant subgroups of expenditure in the budget of the Ministry, which are considered by
the Ministry and the NGH as inadequate.
It is our Office’s opinion that this practice violates the concepts of the Budget and of fiscal discipline and may
be unconstitutional since Article 165 of the Constitution stipulates that "every income and every monetary
amount in any way collected or received by the Republic is deposited, in compliance with the Constitution
and laws, to an account of the Government called "Consolidated fund account of the Republic.".
Recommendation: To amend the relevant Regulations and Standing Order, so revenue from ACUs be
deposited in the Consolidated Fund of the Republic
Facilities and military camps projects. The House of Representatives Committee on Development Plans and
Public Expenditure Control examined at its meeting dated 3.12.2013, the reports of our Annual Report for
2011 concerning the Ministry of Defence. One of the issues discussed related to the facilities and military
camps projects which, in a short time from their completion, were abandoned or were converted to be used
for other purposes.
In discussing the matter, the former Minister of Defence said that he had given instructions for carrying out
an investigation on the matter, which had not yet been completed. As we were informed by the Defence
Minister, the investigation is ongoing.
National Guard Units. In auditing the National Guard Units, the following weaknesses and shortcomings were
observed:
(a) Storage Weapons and Ammunition. We noticed that stock of weapons and ammunition in some units
of the National Guard is still kept in warehouses in the camps, in which an alarm system is not installed. We
also found cases where camp facilities are adjacent to the National Guard fuel stores, as well as to houses
and a gas station, something which creates dangers, both for the safety of warehouses and homes and
residents in the vicinity. Also, bunkers and surface sheds made of zinc are used for the storage of ammunition,
which may be dangerous, especially during the summer months.

The National Guard informed us that all appropriate measures are taken and there is no risk. The Director
General of the Ministry of Defence informed us that the National Guard, gave instructions to those involved,
for the effective and continued implementation of the recommendation of our Office.
Recommendation: All facilities of the National Guard should be evaluated and whenever is considered
that danger exists, to take all necessary measures. The evaluation should be done in a structured manner
and recorded so that it can be checked that it was actually done.
(b) Storage at Base of Sanitary Materials (SBSM) - Beneficiaries of health care and provision of medicines.
As discussed more fully in our previous Report, free medical and dental care is provided to the parents of the
beneficiaries (permanent staff in active service and retired, civilian personnel of the National Guard and of
the Ministry of Defence), regardless of their financial situation. We noted that, as regards civil servants,
according to the Medical Institutions and Services (General) Regulations of 2000-2007, the parents of public
servants are not included in healthcare beneficiaries.
Recommendation: To reconsider the matter, and at least exempt parents of direct beneficiaries from
the indirect beneficiaries.
Changes in projects of the National Guard. It was observed that, often, the NGH / Administration of Units,
were asking various changes / additions to works contracts, retrospectively, resulting in delays in the
completion and in cost increases. In view of the above, our Office reiterated its previous recommendations
to update the studies in consultation with the NGH / Administration Units at the stage before the invitation
of tenders from the Technical Services of the Ministry, in order to eradicate the problem. The Director
General of the Ministry, in a letter to the National Guard dated 30.7.2014, requested to inform all units for
our comments / suggestions, and for them to act accordingly.
Recommendation: To establish a reliable procedure for updating of the studies before the invitation of tenders.

2.2

MINISTRY OF AGRICULTURE, NATURAL RESOURCES AND ENVIRONMENT

The Agricultural Research Institute, the Geological Survey Department and the Department of Meteorology
and all District Offices of the Ministry, could not be audited due to severe lack of staff of our Office.

2.2.1

DEPARTMENT OF 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 allowances relating to the
trading period 2013-2020 for the first time in 2012, delegating the task of auctioning to the Cyprus Stock
Exchange (CSE) as auctioneer, for quantities corresponding to 2013 allowances. The total auction revenue
for the Republic of Cyprus amounted to €1.928.000.
For the good administration and distribution of these revenues, the Department submitted, in 2013, a
proposal and draft statutes for the " Foundation of Environmental Protection and Green Development", to
promote the CM, but our Office expressed serious reservations about setting up a separate legal entity under
private law, which involves extra cost to the State (staff, offices, etc.), and recommended the establishment
of a Management Committee. As a result of what we pointed out, the Competent Authority re-submitted a
proposal to the CM which was adopted on 19. 12..2013, which provides, inter alia, the establishment of a
four-member Management Committee, at the Ministry of ANRE , which will advise the Government on the
sound and rational allocation of revenues from the auctioning of the said rights. As we were informed, the
preparation of the Committee's operating manual and of the management and selection procedures of
projects are in process, while the Management Committee prepares appropriate medium-term programming
proposals for funding of selected actions for the period 2014 - 2020, for approval by the CM. It should be
noted that the aforementioned Law and other obligations arising, such as the briefing of the European
Commission (EU) briefing, of the public and of the House of Representatives for the use of the revenues.
Recommendation: To accelerate the appropriate action for the implementation of the above obligations.
Major cases against the Republic, reasoned opinions / warning letters from EU and complaints on
environmental issues examined by the EU.
(a) EU action Hearing C-340/10 and complaint EU PILOT FILE ref. no. 5385/2013 ENVI. The European Court
of Justice (ECJ) in its judgment dated 15.3.2012, condemned the Republic for infringement of Directive 92/43
/ EEC, since it did not include the area of Paralimni Lake in the national list of proposed Sites of Community
Importance (SCI), tolerates activities which seriously endanger the ecological characteristics of Paralimni Lake
and failed to take the necessary protective measures to safeguard the population of the species «Natrix natrix
cypriaca» (Cypriot grass snake). It is also noted that on 24.7.2013, the EU initiated the process of exploratory
questions, after a new complaint to EU for infringement by the Republic of Cyprus of the execution
requirement of the above ECJ decision.

The Director of the Department informed us that the Republic of Cyprus has sent a reply, informing the EU
of the developments in the matter, which includes the measures taken to address the problem.
(b) EU action Hearing C-412/12. According to the decision of ECJ dated 18.7.2013 the Republic of Cyprus
has failed to fulfill its obligations under Article 14 of Directive 99/31 / EC on the landfill of waste, by not
closing all landfills operating in the territory of Cyprus. The Director of the Department informed us of the
measures taken and the expected timetables for closure of the landfills and the compliance of the Republic
with the acquis communautaire.
(c) Warning letter / violation no. 2014/4091. The breach concerns the authorisation of development
including, inter alia, a golf course and villas in the "City-Gialia" (SCI, part of 'the Natura 2000' network),
without complying with the requirements of Article 6 (3) of the Directive 92 / 43 / EEC on the conservation
of natural habitats and lack of taking the necessary measures to establish and implement an effective system
of strict protection of sea turtles Caretta Caretta and Chelonia Mydas in Chrysochous bay area. The EU points
out weaknesses in the Environmental Impact Assessment and Appropriate Assessment. A more detailed
reference is made in our Report on the management of the beaches of Cyprus, a summary of which is
included under "Performance Audits" of this Report.

2.2.2 WATER DEVELOPMENT DEPARTMENT
Purchase of water from desalination plants.
(a) Production - cost. The cost of buying water from desalination plants, for 2013, amounted to €30.7 mil.,
plus VAT and represents the value of 10.9mil. cub m. water, compared to €34,17 mil. for 17.4 mil. cub m. in
2012. The increase in the average cost of production of desalinated water from €1.96 / cub m. in 2012 to
€2.82 / cub m. in 2013, due mainly to the fact that Paphos desalination units, Episkopi, Vasilikos and Garyllis
were placed in reserve and, although they did not produce water throughout the year, had a total cost to the
State amounting to €16 mil.
The Director of the Department stated that, despite the fact that given the current consumptions of water
desalination units have more capacity than the water supply needs, government water systems are expanded
and upgraded to serve suburban communities and tourist areas, currently facing water adequacy problems.
Recommendation: To intensify efforts for optimal use of desalination plants, in connection with the
rational management of water reserves in the dams, through the implementation of the Drought
Management Plan.
(b) Paphos mobile desalination unit. The operating contract of the Paphos mobile desalination plant, which
was in reserve from 12.4.2011, expired on 22.11.2013. The total spending on the reserve period amounted
to €19.873.000.
It is noted that further to a Proposal of the Ministry of Agriculture, Natural Resources and Environment
(MANRE), the Council of Ministers approved on 26.2.2009, the increased capacity of the above plant from
20,000 to 30,000 cub m. of water per day. Our Office expressed its reservation on the above decision, since,
according to information available at the submission of the Proposal, the amount of water that could be
pumped from wells, combined with the initial capacity of the plant, were sufficient to cover the needs of the
Province. It also noted that, three weeks before the signing of the agreement, the water reserves in Paphos
dams were sufficient to cover the water needs for the next three years. It is relatively stated that, according
to a letter of the Water Development Department (WDD) dated 20.11.2013, to the Director General of the

Ministry of ANRE, the decision to increase the capacity of the plant was taken without the recommendation
of the Department.
Considering the above actions, as well as the extremely high cost of the backup unit which ultimately
operated only for five months, the Council of Ministers instructed the Minister of ANRE to appoint an
investigating officer to investigate the matter.
Recommendation: The construction of desalination plants should be done on the basis of a technoeconomic study, which would indicate their capacity and type on the basis of scientific observations.
Arrears of revenue.
(a) General. The arrears of revenue of the Department amounted on 31.12.2013, to €149.5 mil., plus
interest of €34,2 mil., compared to €156.1 mil., plus interest of €34,1 mil. on 31.12.2012, ie there was a
decrease of €6,4 mil. or 3.3%. The decrease is mainly due to the cancellation of the debt of the Municipality
of Germasoyeia, totaling €13.5 mil., after the Council of Ministers Decision, because of its inclusion under the
Limassol Water Board. The most significant amounts are owed by the Water Boards of Nicosia, Limassol and
Larnaca, as well as a number of Local Authorities, which price water to consumers and receive its value, but
do not pay the cost to the WDD.

Recommendation: The Department should intensify its efforts to reduce the arrears of revenue. It
should also directly promote the implementation of the recent legislative regulation for recording the
revenue from the sale of water of Local Authorities in a separate subgroup of revenue in the Budget,
which will only be available for the purpose of supplying and management of water.

(b) Offsetting debts. In the conduct of the annual audit of the Agricultural Payments Organisation (APO)
by our Office, over 2000 cases of farmers who received in 2014 a total hectaric subsidy of €5.792.421, who
owed to WDD, on 31.12.2013, a total amount, excluding interest, of €3.060.772 were identified. 378 cases
of farmers with debts amounting to €1.264.863 (plus interest) to the Department, who received
compensation from APO of €2.065.997 during the period 1.1.2013 - 13.6.2014 were also identified.
Recommendation: The Department, in cooperation with the APO and APO, to examine either the
possibility of offsetting the sums received by farmers from the APO / APO with any debts to the
Department for the allocation of irrigation water, or to include a provision that makes mandatory the
submission of a declaration issued by the Department for the settlement of their debts, together with
the application for payment / compensation.
Production and water management of wastewater of tertiary treatment. In 2013, 28.3 million cub m. of
recycled water was produced by urban wastewater treatment plants (including the production of the plant
at Mia Milia of an amount of 8.5 mil. cub m.) of which only 9.1 mil cub m was used for irrigation. The inability
of the Department to provide recycled water, is attributed mainly to the lack of necessary infrastructure, due
to financial constraints. The Department stated that, for the utilisation of recycled water produced by the
wastewater treatment plant at Mia Milia, additional infrastructure is needed for its transfer to the free areas.

The Department has already sounded the alarm regarding the increase of recycled water quantities and the
disposal problems expected to arise with the completion of the second phase of the sewerage Larnaca system
and promotes actions to ensure project co-financing from the structural funds of the European Union
Recommendation: To promote actions to make better use of the recycled water produced in order to
release the stored water in the dams for other uses.

Construction of sewerage systems. Although the Department proposed the inclusion of a provision
amounting to €131,3 mil. in the Budget for 2013 for the implementation of the required construction works,
no expenditure was approved in the 2013 Budget. The total liabilities of the State to the Boards, including
works completed amounted to €366 mil.
The Council of Ministers, in its Decision dated 16.5.2012, approved the obtaining of loans by the urban
Sewerage Boards, with government guarantee, in order to cover the State debt for projects carried out or
planned to be executed by the Boards. According to the Decision, the annuity would be paid annually by the
State. However, no Board succeeded in securing a loan for the above purpose and therefore there is a serious
delay in the implementation of the projects, with the risk of being fined by the European Union for nonfulfillment of the State's obligations under Directive 91/271 / EEC, for the construction of sewerage systems
in all communities with a population of over 2,000 inhabitants.
Recommendation: To promote actions to find funds to complete the constructions and the compliance
of the State with the provisions of Directive 91/271 / EEC.

Pending financial issues between the Department and the Sewerage Boards. Significant economic
differences remain pending between the Department and the Sewerage Boards, which relate to the
government contribution towards the construction costs of the stations paid by the Boards on behalf of the
State for the implementation of the Directive 91/271 / EEC and also for tertiary water treatment plants, flood
protection, as well as the maintenance and operation of the tertiary wastewater plants. In addition, no
progress has so far been achieved with respect to the determination of a unit purchase price of recycled
water from all sewerage systems due to excessive workload of the Department.

Recommendation: To promote the necessary actions for settling economic disputes and the
determination of a unit market price of the recycled water.
Framework Directive 2000/60 / EC of the European Parliament and of the EU Council for the establishment
of a framework for Community action in the field of water policy. For implementing the obligations resulting
from Directive 2000/60 / EC, the Council of Ministers approved on 9.6.2011, the River Basin Management
Plan, while the procedures for implementing the Measures Program prepared under the Directive, continue.
According to the Directive, all the measures included in the program should be made operational by the end
of 2012, at the latest, however, in view of the present financial difficulties, it was decided to extend the
implementation of the measures associated with considerable financial outlay, up to 2015.
The Department, in a letter dated 4.9.2013 to the DG of the Ministry of ANRE stresses that, due to large cuts
in the annual budgets, it is extremely difficult or impossible to comply with the schedules of the Directive,

with the visible risk of financial penalties imposed by the European Commission. In the same letter a
suggestion is made to inform the Minister of ANRE , for the possible promotion of action at political level, to
allow flexibility in the implementation schedules of the Directive.

Recommendation: To promote the necessary actions to ensure the extension of the Directive's
implementation schedules in Cyprus.
Illegal dams / water abstraction. According to the Single Water Management Act, the Director of the
Department maintains a register recording every large raised reservoir and specific information on each
reservoir. For purposes of compliance with the above provisions, the Construction Division of the Department
shall keep a register, of which smaller capacity barriers, including private and unlicensed dams are recorded.
According to the register, 16 illegal dams in the provinces of Nicosia, Paphos and Famagusta were identified.
As we were informed, the Department is aware of the existence of three unlicensed dams in Limassol, which
are not registered in the register. Besides the reservoirs registry the recording of all diversions nationwide is
in progress.
Recommendation: The Department should proceed to fully update the registers and in the examination
of cases of unlicensed dams and diversions, and make a decision about their treatment.

(b) Rental of a Building for Housing the Head Office and District Office of the 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 and ending on 5.5.2058. 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 at the
last month of the end of every three year period.
The annual maintenance of the building was set at £175,000 (€ 299.005) for the first five years, to £325,000
(€555.296) over the next five years, and to £625.000 (€1.067.876) in 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 to 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.
The Director of the Department informed us that the decision to rent the building was based on the needs
of the Department, taking into account its increased responsibilities that arise from the Law on the Single
Water Management and the reorganisation study of WDD. He also informed us that the reorganisation of
the Department was not completed due to the freezing of the recruitments in the public service and more
than 30% of permanent posts remain vacant, while efforts were made to relocate to the building other
departments of the Ministry of Agriculture, Natural Resources Development and Environment and to reduce

rent and maintenance costs. He also informed us that the possible purchase of the building would be
examined, according to our suggestion.
In April 2014, the Director of the Department informed us that at a meeting held at the Ministry of
Agriculture, Natural Resources Development and Environment on 8.4.2014, it was decided to renegotiate the
contract for the renting of the building aimingto reduce the amount of rent 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.

(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.

Recommendation: The Department, drawing on legal guidance from the Legal Office, should consider
all the solutions proposed so that either the agreement improves significantly and becomes balanced
or is terminated in a way that does not leave the State exposed.

Construction of Sewerage Network in the Sotira Municipality Coastal Area and Additional Works in
Frenaros Community. No. of Competition WDD 4/2014. In July 2014, following the publication by the
Department of a Supplementary Document for this competition, which precluded the use of prefabricated
sewerage manholes, with our letter to the Director of the Department, we suggested that the Department
reconsiders its position in order not to exclude Cypriot companies that manufacture suitable prefabricated
sewerage manholes, at such critical economic conditions which the country is going through, specifying in
the competition requirements / specifications for the special treatment and checks that should be made so
that the sewerage manholes show no inflow / outflow of water, allowing thus the tenderers to choose the
type of sewerage manholes they would supply, increasing competition and reducing costs, to the benefit of
the public.
In the same month the Director of the Department informed us that the Department, as the designer of the
project, considered that the best solution for this contract was to use sewerage manholes cast in situ, to
avoid problems due to the topographic status of the area. He informed us, however, that, in future

competitions the prefabricated manholes will be included again in the documents, where technical
conditions allow it.
Recommendation: The Department should take measures to extend the specification of the manholes
for the benefit of competition and the reduction of the cost of the works performed.

Xylofagou Sewerage System. Complaints by the Xylofagou Community Council for Problems created in the
Community Road Network by the Construction of the Sewerage System. No. of Contract WDD 55/2009. In
May 2014, the Chairman of the Xylofagou Community Council, in a letter to our Office, reported serious
problems created in the Community road network by the construction of the sewerage system. These
problems, as mentioned in the letter of the Community Council, continually worsened, causing subsidence
in the streets.
In June 2014, with our letter to the Director of the Department we requested to investigate the matter and
inform our Office of the results, while indicating the measures it intends to take to resolve the above
problems.
In the same month, the Director of the Department informed us that the final delivery of the project was
held on 31.3.2013, but the Contractor of the project, although the defects liability period had elapsed, was
proceeding with repairs of the asphalt surface of the streets, where subsidence was caused.
Design, Construction and Operation of Sewerage Treatment Plant and Related Works in Achna - No. of
Competition WDD 10/2013. In August 2013, after studying the documents / requirements of the above
competition, we recommended to the Department, for the purpose of development of a fair competition
and in order to avoid exclusion of tenderers because of their possible failure to submit even one document
/ certificate out of the huge number of documents / certificates required to be submitted with their offer, to
include the following provisions in the tender documents:
(i)

The submission of documents to substantiate the economic, technical and professional capacity of the
economic operators, to be provided within a given period, only by the prevailing tenderer before the
contract is signed. At the stage of the submission of the tender, to require the citing of the elements
of the projects and the submission of a formal statement that the projects and the financial statements
of the tenderer meet the requirements of the competition. If the predominant tenderer fails to
produce the documents / information that would substantiate his statements within the period
determined, to be excluded from the competition, his guarantee of participation to be redeemed, and
the process to continue with the immediately next tenderer.

(ii)

For the professional capability of the staff that would form the project team, to be provided that - at
the stage of the submission of the tender- it is acceptable for the submission of a formal statement by
each tenderer regarding his compliance with the requirements of the tender documents, as to the
qualifications and experience of the people in the project team. The analytical evidence / CVs to be
submitted only by the prevailing tenderer before the signature of the contract and, within a given
period, otherwise to be excluded from the competition and to redeem the participation guarantee.
With our above suggestion, we expressed the view that the risk of exclusion of tenderers who may
have omitted to submit a form (from the huge number required), as well as the possible cancellation
of the decision by the Tenders Review Authority, due to incorrect application and / or interpretation
of the provision for submitting clarifications subsequently by tenderers who did not submit all the
required information with their tender, was limited. Also, the time evaluation of the tenders would be
significantly reduced.

(iii)

The non-exclusion – in advance – of specific sewerage treatment methods, since it was required by the
tenderers - as a criterion for admission - to present three projects which functioned in a similar to the
proposed method and secondly the design and the implementation and successful operation a a
similar project by the same tenderers.

In October 2013, the Director of the Department, in his letter, informed us that the recommendations of our
Office had been adopted by the Department and were included in a Supplementary Document which was
issued on 23.9.2013, with the difference that the submission of documents / data at a later stage (evaluation
phase) would be done by all tenderers.
In November 2013, 9 tenders were submitted and the price of the three lowest valid ranged from €45.77mil.
- €57.56 mil., while the cost estimate was €74 mil. In July 2014 three appeals were filed to the Tenders Review
Authority, decisions which are pending to date.
Recommendation: The Department should adopt best practices for the preparation of the tender
documents of the competitions so that competition is extended and prevents unnecessary barriers and
distortions.

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). Due to the large number of outstanding issues identified in the
forests for which some work has been done, it was 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. It is noted that, neither
the area of 357.2 hectares which has been declared as National Forest Park, under the Council of Ministers
Decision (CM) dated 6.6.1985, is included in the state forest land.
Recommendation: To promote a Proposal to CM for creation of an Interministerial Committee between
the Ministry of Agriculture, Natural Resources Development and Environment and the Ministry of
Interior, or an interdepartmental committee between FD and DLS, which would define the schedules,
supervise and coordinate the efforts of both Departments and submit progress reports.
Arrears of revenue. The arrears of revenue at 31.12.2013 amounted to €4.168.715 (31.12.2012: €3.472.137).
These include arrears of revenue of fees for use of forest land for agricultural purposes, amounting to
€369.622. The increase by an amount of €696.578 is mainly due to the non receipt of rental income in 2012
and the inclusion of interest as provided in the agreements for forest land lease, based on the relevant
circular of the Accountant General dated 7.11.2011. The Department considers the above amounts as
collectible. It is noted that arrears of revenue, totaling €3.487.128, relate to four companies, the cases of
which were forwarded to the Law Office for legal action.
Recommendation: The Department should prepare an actions and activities program for the reduction
of arrears of revenue.

Exchange of private land of the Holy Archbishopric of Cyprus (HAC), with forest land in the area of Ag.
Nikolaos Stegis in Kakopetria. Our views regarding the above exchange are extensively reported in our
Report for 2012. In addition, we observed that, after recent consultation with the HAC, it was clarified that,
if the exchange was promoted, HAC will proceed in a statement that it wants forest land instead of financial
compensation, against the piece of land expropriated. The Ac. Director of the Department, expressed the
view that the exchange instead of compensation, is a preferred choice, particularly in the present economic
conditions. However, he informed us that they will seek relevant advice from the Legal Office as to the legality
of this action. We expressed our reservations as to the legality of the above action (ie the granting of state
forest land as compensation for expropriated land).
Recommendation: The Department to request a relevant opinion from the Attorney General to ensure
the legality of its actions and, with appropriate handling, to safeguard the public interest and avoid
actions that might be a bad precedent for the thousands of cases of expropriation for which
compensation is pending.

Disposal of forest land and premises in Troodos.
Leasing of a house in state forest land at Troodos National Forest Park. On 10.10.1960, a state forest land
lease at Troodos of an area of 4 donum and 3 prostathia was signed between the Government and an
individual, for a period of 96 years, for the construction of a house for residential purposes, at an annual rent
of £20. The leased property is still held, as per the judgment of the Supreme Court, by the heirs of the lessee.
As we were informed by the Ac. Director of the Department a way to increase the rent, which is unrealistically
low, is sought.
Amiantos Mine. Of the 26 houses, 11 have been recovered while for the remaining 15, which are illegally
held by individuals, their judgement before the court is awaited.
Environmental Information Center at Cape Greco. As mentioned in our previous reports, the Department
proceeded to terminate the contract with the contractor of the above project and proceeded to award the
contract to a new contractor, following the tenders procedure, with an estimated cost of €1.477.000. The
project is financed by European funds and for its completion, an extension of 28 months has been obtained,
that is until 31.10.2014 with the last date for submission of a payment request the 30.11.2014. The Ac.
Director of the Department informed us that, after a 3-month extension granted to the contractor of the
project, after approval of the CCVC, the project is expected to be completed in February 2015. He also said
that, according to information he received from the Agricultural Payment Organisation, the payment can be
made until 31.10.2015, so there seems to be no risk of losing EU funding.
Recommendation: The Department should take all necessary steps so that the work is completed within
the above deadlines, to avoid the loss of EU funding.
Forestry College. According to the Department, the operating costs of the Forestry College (FC), for 2013,
amounted to €549.460.
In the academic year 2012-2013, 25 students were enrolled in the FC, ie the cost per student amounted to
€21.978 an amount which is considered excessive. By the end of the academic year 2012-2013, 11 students
completed their studies and therefore with the beginning of the academic year 2013-2014, 14 students
remained in the Forestry College. According to the Decision of the CM dated 20.2.2013, the recruitment of

new students in the FC has been suspended and from the academic year 2014-2015, only five students are
expected to attend.
As we were informed, the issue of the FC continuation, is considered by both the Ministry of ANRE and the
Ministry of Education and Culture.
The Ac. Director of the Department informed us that the FC submitted on 25.6.2014 a study on the future of
the FC, which recorded the manner of its operation, the importance and the contribution of the College, the
costs incurred and the various options offered and their consequences. The report concludes with the
suggestion that the FC continues to operate, with the modernisation of its program of studies and a reduction
in costs by integrating the teaching of the subject in CUT, while a recommendation is made for the
continuation of the FC operation as Training Center.
The Report is assessed by the Ministry of ANRE which is expected before the end of 2014 to submit a proposal
to the Council of Ministers for final decision.

Recommendation: To complete immediately the assessment of the study for the future of the FC in order
that decisions are taken by the CM for its future.

2.2.4 DEPARTMENT OF AGRICULTURE

Checks by the Payment Authorisation Section (PAS). We found that in some cases of applications for
significant amounts of funding through Measures of the Natural Rural Development Programme 2007-2013,
the checks carried out by PAS, as a contractor of the Agricultural Payments Organisation (APO), did not have
the expected effectiveness, with the risk of financing of ineligible applications or the failure to find sums
wrongly paid.
The Director of the Department expressed the view that, for the handling of such cases, the PAS implemented
in cooperation with the APO, the appropriate procedures. It was also informed that it was decided to improve
the instructions in the relevant manuals for the implementation of Measures and conducting individual audits
by the Department with a view to early identification of similar cases in the future.
Recommendation: The PAS should assess the checks procedures applied in order to make the checks
more effective and avoid similar occurrences in the future.
Compensation scheme for voluntary demolition of livestock buildings. 41 applications were received in
2012 under the Compensation Scheme for voluntary demolition of livestock buildings (without relocation).
Although 24 applications were approved, for which an assessment was carried out as being disturbing
premises, the applicants accepted the offer of the Department in relation to the amount of compensation
payable in only five cases. It was also observed that the examination of the obligations undertaken by the
beneficiaries on receipt of their subsidies, is not documented. The Director of the Department also informed
us that they have included relevant provisions in the new Scheme prepared in order to ensure the obligations
of the applicants.

Recommendation: Within the implementation of the above Scheme for 2014-2020, to include a term
according to which, the applicant to pay an application fee, representing the administrative cost of
processing the application (including the conduct of the assessment) which will be returned in case
the offer of the Department is accepted by the applicant. The Department should document their
examination of the compliance of the recipients with their subsequent obligations arising from the
terms of the Scheme, the failure of which would result in the return of the amount of the
compensation, including interest. We also recommended the inclusion of a term according to which,
the applicant would be required to present, at the application stage, a certificate of settlement of their
financial obligations to the State.
Products of Protected Designation of Origin (PDO) and Protected Geographical Indication (PGI). As
extensively reported in our previous reports, the registration of "Halloumi" designation is pending since 2004.
Pending also is the registration of eight other applications submitted for other names, while the only products
that have been registered so far as products PGI is the "Geroskipou Loukoumi " and the "Geroskipou Sugared
Almond". The Director of the Department informed us that the applications for securing the name “Halloumi”
and “Hellim” as a PDO and the name “Pafitiko Sausage” as a PGI were submitted to the European Commission
for examination at Community level. As for the other applications, she stated that they are under
examination at national level.
Recommendation: Promoting vesting PDO and PGI products, especially halloumi should be brought
forward, taking into account the expected benefits from the export of Cypriot products critical to the
economy, a period we are going through.

Official Controls on Groups and Producers’ Organisations (Gr. And P.O.). We found that the Department,
as the competent authority, does not perform sufficient checks to verify the ability of Gr. and P.O. to operate
as going concern entities and implement financially viable projects, so as to ensure the rational use of
national and community aid paid to them for assistance in their operation, so that the policy of the
Department is achieved. It was also found, that the settlement of debts to producers in certain cases members, for similar products of the same class, at the same time - has not been conducted in a uniform
manner. The Director of the Department informed us that the Department will request from the external
auditors, additional information and statements about the viability of the companies and from the Gr. and
P.O., the presentation of a relevant study to evaluate their ability to implement their development programs.
Where Gr. and P.O. do not comply with the instructions of the competent authority, the relevant provisions
of the law will be applied. Additionally, as part of the Department's controls, the compliance to a uniform
settlement of debts to producers - members of Gr. and P.O. will be examined.

Recommendation: The Department should conduct an economic evaluation of companies, during
the examination of their application and during the implementation of their development programs,
using recent audited financial statements. Where problems, which affect their viability, are identified,
the Department should apply the provisions of the legislation, to suspend or withdraw their
recognition as Gr. and O.P., so as to avoid the possibility of Gr. And O.P., which may be put into
liquidation and will be unable to meet their obligations. The Department should also include in its
audit, the verification of the payment of debts to the producer members uniformly and without
discrimination, so as to prevent cases of abuse of power or influence by one or more producers in
relation to the management and operation of Gr. and P.O.

Determination of plant health fees. We found that the Department established the level of the plant health
fees as the minimum flat fee which the EU legislation 2000/29 / EC provides, without however calculating
the cost, so as to ensure its recoverability.
Recommendation: To ensure the recovery of the costs involved.
Private employment and interest of an officer in a private company. It was found that an Officer of a
Department was presenting himself as director and main shareholder of a company engaged in activities
related to his duties without obtaining, contrary to Article 65(3) of the Public Service of Laws of 1990-2006,
the required authorisation of the Minister of Finance.
Recommendation: The competent authority must arrange for a disciplinary investigation into the matter,
according to the Public Service Law.

2.2.5 VETERINARY SERVICES
Verifying the reliability of goat identification and registration system. Under EU and national legislation,
each Member State should adopt a reliable goat identification and registration system for sheep and goats
in order to trace the holding of origin or the transit of animals intended for intra-Community trade. For this
purpose the Veterinary Services (VS) are obliged to keep 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 in the number of animals they keep due to movements, deaths or slaughtering.
From inspections carried out by the VS in the year 2013, it was found again that in the case of 7.5% of sheep
and goat farms, corresponding to 236 farms and 64.204 animals, the database shows important differences
in relation to the actual number of animals identified in farms, and this makes the database unreliable.
Specifically, 25% of the sample was not detected in farms, 1.924 animals did not have any marking and 1.316
animals which had marking, were detected in farms without being registered as per the database.
Additionally, it was observed that the data relating to sheep and goats slaughtering in 2013, as it was provided
to us by the Veterinary Public Health Dιvision (VPHD) (268. 004 sheep and goats), is not in accordance with

the number of animals slaughtered and registered in the database (256. 650), while 800 other sheep and
goats, which breeders obviously had marked without informing the VS, were pending. From auditing the
update process of the VS by farmers, we also found that they do not inform in time, in all cases, the VS when
they mark animals. When the VS detect cases as the above, they request the submission of the required
forms by farmers, but do not enforce any fines in accordance with the provisions of the legislation. For
purposes of resolving the problem of database reliability, the VS decided to carry out, in 2014, a national
census in all sheep and goat farms.
The Ac. Director of VS, informed us that the measures taken to ensure compliance of farmers with the
provisions of the legislation include informing farmers about their obligations, inspections and sanctions for
non-compliance stating that in 2013, fines were imposed in 90 cases. In addition to implementing the above
measures, the simplification of the system for the identification and registration of sheep and goats is
promoted, as well as the implementation of the amending bill for the identification and registration of sheep
and goats, the technical legislative checks of which has been completed and which provides for measures
addressing issues relating to the updating of the VS for the transfer of animals to fattening farms or to farms
for sale. In addition, the updating of the farmers for the use of the data of the database for the application
of the payment scheme regarding the subsidisation of every sheep and goat head, will provide a lever for
compliance of the farmers with the legislation associated with timely notifications of all necessary documents
for animals.
Recommendation: On the basis that the VS had again conducted a census in all sheep and goat
breeding farms in 2010 for the same reasons, we expressed the view that, given the high
administrative costs involved and the serious shortage of staff in the public service, its repetition is
not a solution to the problem if it is not accompanied by corrective measures. We reiterated our
suggestion for the VS to implement stricter measures and impose penalties on wrongdoers farmers,
according to the provisions of the law. These measures would contribute to solving the problem of the
reliability of the database, which becomes even more urgent, given the willingness of the Ministry of
Agriculture, Natural Resources and Environment (ANRE), for the payment of aid in the livestock sector,
through the specific support provided by the Community funds, under Regulation 73/2009, since the
implementation of this scheme presupposes the use of the above database.

Administrative fines on dairy and sheep farms . As mentioned in our previous report, the VS has not
progressed to the approval of fees for administrative fines on farms and dairy and sheep farms. Therefore,
under current legislation, the only actions that can be promoted against non-compliant is the legal measures,
which are considered by the VS as strict and lengthy, so they are not promoted. The Ac. Director of VS
informed us that a draft procedure for imposing administrative fines on primary production and transport of
raw milk has been prepared and was submitted for consideration to the Directorate of VS.
Recommendation: The VS should immediately promote the setting and adoption of relevant regulations
Arrears
revenue. The
arrears of revenue
amounted to €3.530.347 (31.12.2012: €2.931.601).
for theofimposition
of administrative
fines at
in 31.12.2013
the above cases.

These include an outstanding amount of €1.864.391 from the Kofinou Central Slaughterhouse (KCS), as well
as amounts due amounting to €1.557.387 from three other private slaughterhouses. The recovery of the
amount due from the KCS, 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 KCS becomes
doubtful due to the suspension of slaughterhouse operations since October 2013. The VS sent in October

2013, to the Attorney General, relevant events reports, for the taking of legal measures against the above
debtors, while since 1.6.2014, the slaughter / destruction charges are collected daily, to avoid accumulation
of other debts. The Ac. Director of VS, informed us that they informed the liquidator of KCS for the debts to
the VS. She also informed us that on 19.6.2014, a full report of events for the total debts of a slaughterhouse
was sent, as requested by the Legal Office, while they are preparing to send event reports to other
slaughterhouses.
Recommendation: The Department should prepare an actions and activities program for the reduction
of arrears of revenue.
Legislation for having animal species dangerous for the man. As mentioned in our previous Report, the VS
undertook, since 2010, the preparation of a bill regarding the matter of having in possession dangerous
species to human beings and, although the technical legal review was completed by early 2012, it has not yet
been forwarded for approval and enactment, since matters of practical application are pending. The Ac.
Director of VS informed us that, at a meeting held on 15.5.2014, the Ministry of AΝRE, decided that the issue
of the preparation of the legislation regulating the import and possession of dangerous animals was assigned
to the Environment Department, along with the preparation of the legislation to regulate the import and
possession of invasive animals.
Recommendation: To define a schedule and to promote the necessary actions for approval and
implementation of the bill.
Illegal slaughter incident tolerated by VS. On 11.2.2014, there was a technical problem in the pig slaughter
line in a private slaughterhouse and because it could not be resolved before the end of normal working hours
of public service, instructions were given to the responsible veterinary officer of the slaughterhouse, to
proceed to ante- slaughter inspection of the animals and update the administration of the slaughterhouse
that slaughtering would take place the next morning.
According to a complaint by the responsible coordinator of the Slaughterhouse, the next day he was informed
that an officer of the VS, acting arbitrarily, without any official information and using falsly the name of the
coordinator, had gone in the afternoon in that slaughterhouse, after coming to a personal agreement with
the production director of the slaughter house and oversaw the conduct of the slaughter. As rightly
mentioned by the responsible coordinator, to act as such, the said officer of the VS legalised the conduct of
an entirely illegal slaughter, since during slaughtering he did not have the necessary support of another VS
staff, which makes it impossible to simultaneously carry out post slaughter control, control of stunning and
slaughter of animals and trichinosis control. In our Office’s view, the above action is a disciplinary offense
that endangers public health and we recommended the immediate investigation, according to the Public
Service Law. As we were informed by the Ac. Director of the VS, a letter was sent to the Director General of
the Ministry of Agriculture, Natural Resources and Environment, which sought approval from the Minister to
appoint an investigating officer and the appearance of the said Officer before the medical council.

Recommendation: The competent authority must arrange for a disciplinary investigation into the matter,
according to the Public Service Law.

Tenders.
Tender for the collection, transport, processing and disposal of animal waste. The 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 on 1.12.2006 (when the Contractor completed the development of the necessary
infrastructure), with a duration of contract for 5 years, which was subsequently extended to 7 and ended on
30.11.2013. 30% of the contract amount - in accordance with its provisions – was adjusted according to the
increase in fuel prices, because the Contracting Authority estimated that the above percentage, accounted
for part of the total cost based on the price of fuel. The above estimate was too high - as was finally
determined in practice -, bringing the total amount of the contract amount in 2012 to approximately
€2.860.639 (€648.000 adjustment due to fuel price increase).
For by-products of Category 2, the Veterinary Services gave notice of three competitions (one with an open
procedure and two with the negotiation procedure, with companies which either had the license for the
management of animal by-products of Category 2 or it was estimated to have had the possibility of obtaining
the license). The first competition has been canceled because the only tender submitted did not meet the
conditions of the competition and the second because the prices of the two tenders which had been
submitted, even after the negotiation, were judged as unrealistic in relation to the cost estimate of the
Veterinary Services. The Veterinary Services, issued an invitation in November 2013 a third competition for
Category 2, with the process of negotiation with two companies, which were the only licensed for this
Category, increasing – further to our recommendation - the cost estimate, but again no tenders were
submitted and the tender was canceled. It is noted that the cost estimate was originally calculated at €87.040
a year, then at €108.000 a year, while the lowest tender submitted amounted to €252.000 per year.
For Category 1, which is the most expensive, there was a serious delay in the start of the award procedure of
the contract and since the existing contract expired on 1.12.2013, we asked to be informed of the measures
taken and the time schedule of the Veterinary Services to ensure timely delivery of these services before the
expiry date of the existing contract.
In February 2013, the Veterinary Services submitted a request to the Tender Board of the Ministry of
Agriculture, Natural Resources and Environment for the use of the negotiated procedure with the existing
contractor, which was the only licensed unit for anima by-products management of Category 1, which was
approved in March 2013. The estimated cost, which was estimated at €6.693.120 for a period of 2 + 1 years
(ie. €2.231.040 per year), was considered by our Office too high, and we asked the Veterinary Services to
present in detail the method of the cost calculation. In September 2013, the Treasury of the Republic (to
which the veterinary Services referred to in May 2013), informed the Veterinary Services that the cost of
providing the services, should not exceed the amount of €152 per ton for a quantity of 6.500 ton a year (the
quantity was calculated by the Veterinary Services). Therefore, it suggested to start the negotiations on the
basis of the amount of €988.000 per year, ie €3.952.000 in total for 2 + 1 + 1 years of the contract. In view of
the fact that our Office had expressed serious reservations about the annual quantity calculated by the
Veterinary Services in November 2013, at a meeting at the Treasury, in the presence of representatives of
the Contracting Authority, the Treasury and of our Office, it was unanimously decided – as a cost estimate that the management costs of animal by-products amounted to €104,35 per ton, because the previous
estimate of €152 per ton did not take into account the fact that the investment of the Contractor, should
have been reasonably written off during the period of the current seven-year contract. Also, based on data
supplied by our Office which was held in the Files of Veterinary Services, the maximum annual quantity was
estimated to amount to 5.000 tons. Based on the above two parameters, the calculation accuracy which was

essential to safeguard the public interests (having in mind that for the award of the contract the negotiation
process with one tenderer - the existing contractor- would be followed), the annual cost estimate was
calculated at €521.750 (a total of €2.087.000 for 2 + 1 + 1 years of the contract). Based on the above
assessment, the negotiation process with the existing contractor, was approved by the Tender Board of the
Ministry.
The initial price which was presented by the aforementioned company amounted to €2.600.000 per year for
an annual volume of 5.000 tons, which after negotiations, was reduced to €2.195.000 per year for an annual
quantity of 4000-5500 tons. Alternatively, the company had proposed a price of €1.995.000 per year for the
same annual amount and, in that price to include the provision of the same services for Category 2 (the cost
of which, as estimated by the Veterinary Services, amounted to €108.000 per year), but for an increased
duration of the contract (six instead of three years). That is, even the lowest price required by the bidder was
unrealistic (about 3-4 times higher than the cost estimate) without any indications of coming to a final
agreement. In view of the above, we recommended in December 2013 to investigate the reasons for the
delay in the completion of the above procurement procedures and, as a consequence, the State was forced
to directly award the contract to the existing contractor, as described below, for €50.000 for the first month,
€100.000 / month for the second to seventh month (until June 2014), while the actual cost, as estimated by
our Office, was €43.500 / month.
Finally, the above tender was cancelled because of the very high price submitted. As a result, the contract
was awarded for a month to the existing contractor, for €50,000 (until 31.12.2013) and then, the Minister
approved - de facto - the award of the contract for Category 1 to the same contractor – since he was the only
licensed financial operator - for three months, with an option to extend the contract for a further three
months duration, for the amount of €100.000 per month, according to the relevant provisions of R 201/2007,
invoking urgency. It is noted that in June 2014, we informed the Minister that, in our view, the above
assignment was not covered by the provisions of the above Regulations - although we understood the
difficult situation in which things were driven to and that some may have been responsible - since the article
on the basis of which the award was made provides that the urgency must be due to events unforeseen by
the contracting authorities and, on the other hand it was awarded at a price 50% higher than the maximum
cost projected by the Treasury (100% higher than the cost estimate of our Office).
In February 2014, we asked the Director General to inform us of the findings regarding the delay in the award
of the contract and as to whether any liability was arising, as well as the information on which the excessively
high initial estimate of expenditure of €2.231.040 was based which was prepared by the Veterinary Services,
as well as the calculation of the amount of 6.500 tons of waste per year, provided by the Veterinary Services,
as Contracting Authority of the previous seven-year contract, had all the elements and should be able to
accurately assess the cost of the above services. Finally, we asked to be informed whether the Contractor
was complying with all of the provisions of the legislation and had the necessary licenses for the services
assigned to him.
In August 2014, the Director General of the Ministry informed us - among other things - that in February 2014
he had informed us about the intentions of the Ministry, which were developed in consultation with a
representative of the Treasury, considering also seriously the recommendations of our Office, particularly
with regard to creating competition.
Regarding the actions that had been taken, he informed us that two open competitions were in progress,
one for the collection and transport to the processing unit of Category 1 and 2, with a total cost estimate
€248.000 + VAT + transport per year and one for processing and final use or disposal of animal by-products
of Category 1 and 2, for a period of one year which may be renewed for another year, with a cost estimate
€315.000 + VAT to €550.000 + VAT per year, depending on the processing method of animal waste the

contractor would select. The cost estimate - for the above two ongoing competitions - was made by an
independent three-member committee. Meanwhile, as we were informed, the Ministry had concluded in
July 2014 an agreement with the existing 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.
From investigation of the above process by our Office it was found that the Veterinary Services invited for
negotiations two economic operators who had declared an interest in providing these services, after an
approval by the Council of Ministers was given for exempting the procedure from the provisions of the Award
of Public Contracts Law, Law 12 (I) / 2006. With his letter of June 2014 the Ac. Director of Veterinary Services,
informed - amongst others - the Director General of the Ministry that they had inspected the premises of
one of the two operators and found that it had no possibility of obtaining authorisation for providing the said
services. Therefore, they requested and received approval for direct negotiations with the second financial
operator, who is also the existing Contractor since, as mentioned, he was the only licensed for this purpose.
However it is noted that, as the Director General informed us in August 2014, the aforementioned economic
operator (the existing contractor) had until then obtained only the planning permission and expected the
building permit to be issued, which would allow the issue of a waste management license. Namely, the
existing Contractor did not have a fully licensed unit, hence the reference of the Ac. Director of Veterinary
Services, with which the approval for direct negotiation with the current Contractor was obtained, did not
correspond to reality.
As seen from the above, the problem is focused on the monopoly created for the provision of these services,
which has led the public to pay in 2012 (for which the data was given to us) the amount of €2.860. 639
approximately, for services the estimated cost of which as per our Office, does not exceed €521.750 per year,
while the Treasury had expressed the view that the maximum annual amount that can be allocated for the
purchase of such services should not be exceeding €800,000. The Veterinary Services Department, although
it knew of the conditions created and despite repeated recommendations of our Office did not act in time,
with the result that the existing contract expired and the only licensed economic operator to ask unrealistic
amounts to continue providing services, exposing the public and causing to adopt, in recent months, costly
temporary solutions, the cost of which is estimated to be double than that of actual / reasonable.
Finally, it is noted that, while the cost estimate for the provision of these services was estimated by our Office
in cooperation with the Treasury, the Director-General in April 2014 requested the Accountant General of
the Republic and the Commissioner of Internal Audit, to decide on their representative, who will participate
in a committee along with the Accountant of the Ministry for the cost of the study and, by extension, the cost
estimate of the above services. That is, while the most relevant Departments / Services - in cooperation with
the Veterinary Services - had estimated the cost of these services, the Ministry decided to entrust the costing
of the said services to another committee, in which a representative of our Office was not involved
Anyway, this Committee finally concluded that the cost of the above services amounted to €563.000 to
€798.000 per year, depending on the treatment method chosen. That is, the assessment of our Office for the
annual cost of providing these services had been verified and the delay in awarding the contract favors the
existing Contractor, who provides the above services at a cost of €1.320.000 per year (€110.000 per month,
not including all services, as mentioned above).

After the long delay by the Veterinary Services in the contract notice, an open tender competition was finally
launched in April 2014 with the aim of ending the unacceptable monopoly in force today. The competition is
under way and therefore no comments can be made thereon in this Report.

2.2.6 LAND CONSOLIDATION DEPARTMENT
Consolidation Schemes. After the Council of Ministers Decision dated 29.5.2013 for the secondment of
almost the entire staff of the Department to other Departments / Services, the completion of 12 land
consolidation projects which were ongoing and of 35, which were under study, has been suspended.
Council of Ministers decision on the Land Consolidation Department.
(a) Based on the Council of Ministers Decision, 41 officers from the staff of the Land Consolidation
Department were seconded to the Department of Lands and Surveys (DLS). The secondment of six people
was revoked on the ground that the Department will give approval for real estate transactions, mortgages,
divisions of plots (for completed projects) and will collect the installments of the loans. Our Office believes
that the people who have remained are not fully employed.
The Ac. Director of the Department stated that the staff manages issues, apart from those mentioned above,
arising from the suspension of operations in 12 regions of consolidation, where processes must be
completed. He also noted that the extension of the suspension of consolidation work will result in further
accumulation of interest, which the affected landowners will be asked to pay. Finally, he said that the staff
whose secondment was terminated was performing operations of the DLS in parallel.
(b) The Council of Ministers by a Decision dated 11.9.2013, approved the transfer of the Land Consolidation
Department responsibilities to the DLS and its integration in the DLS values as a separate and specialised
entity, and authorised the Minister of Interior, in cooperation with the Attorney General, to proceed to the
consideration of all relevant amendments to the legislation governing the work of the Land Consolidation
Department. The Consolidation Department submitted its views on the bill, however, the Ac. Director of the
Department informed us that it has not yet been prepared.
As we were informed by the Ac. Director of the Land Consolidation Department, the Minister of Interior gave
instructions for the immediate promotion of laws and other regulations for the transfer of the Land
Consolidation Department to the Ministry of Interior.
Recommendation: to promote actions for the as much as possible faster implementation of the
Council of Ministers Decisions and further staff reductions.
Rents. Although during 2013, a reduction of the annual rent, from €144.600 to €81.211, of the office which
houses the Central Office and the Nicosia District Office of the Department was achieved, most of rented
office space, covering 1,346 square meters, remains unutilised, as it is used only by the 12 remaining
employees of the Department, mainly due to the secondment of the Department's employees. According to
the minutes of a meeting dated 30.10.2013, the Director General of the Ministry of Interior said that the
Ministry has concluded that this building will have to continue to be rented, in order to allow the return of
seconded staff after June 2014, for the continuation of its work and mission, as a division of DLS. We
expressed the view that it is unacceptable for public buildings to remain unexploited, especially where rent
is paid for them. As we were informed by the Ac. Director of the Land Consolidation Department, the Minister
of the Interior gave instructions to addressing directly the issue of housing and for the release of the
unnecessary buildings.

Recommendation: To promote actions immediately, either for better use of the building, or for releasing
it.

2.2.7 DEPARTMENT OF FISHERIES AND MARINE RESEARCH (DFMR)
Monitoring System of Fishing Vessels (MSFV). In applying the provisions of Regulation (EC) 1224/2009, the
Department proceeded to establish a Monitoring Centre of Fishing Activities and to purchase and install
satellite tracking devices (STD), on fishing vessels of 12 meters or more. The cost for the installation, repair
or replacement of STD was born by the Department. According to an opinion of the State Aid Control
Superintendent dated 26.8.2013, the assumption by the State of the costs relating to STD constitutes illegal
state aid to fishing businesses. The Department has prepared a draft Decree to regulate the commitment of
fishermen to cover the costs of purchasing satellite services for the operation of the STD and the costs that
may arise due to damages to the appliances or in the system of each vessel themselves.
Monitoring fishing activities. The Department assumes the entire cost of mooring the vessels which, because
of lack of depdth cannot be moored in fishing shelters and necessarily use ports. During the period
September-December 2013, the Department found that four of the vessels that have high mooring costs,
with a fishing license, remained, for various reasons, moored at Larnaca port throughout the period
considered. The Ac. Director of the Department informed us that the issue of payment of mooring costs by
the DFMR is under study in the context of sound financial management.

Recommendation: To set a timetable for the study of cases of vessels which, although they possess a
fishing license, remain in ports for a long time and for which the renewal of their licenses should be
reviewed.

2.3

MINISTRY OF JUSTICE AND PUBLIC ORDER

The State Archives, the Fire Service and the Prison, as well as all district police departments could not be
audited because of a serious lack of staff in our Office.

2.3.1 POLICE
Execution of criminal warrants.
(a) Number of criminal warrants pending at the Police. According to data obtained from the Police
Headquarters, during 2013, 58.240 criminal warrants, compared with 55.325 in 2012, were executed by the
Police, ie there was a slight increase of 2,915 warrants or 5.3%. The uncompleted warrants at 31.12.2013
amounted to 201.154, compared with 182.796 in 2012, representing an increase of 18.358 warrants or 10%.
Of the uncompleted warrants, 14.225 were returned in 2013 as unexecuted, a number that, despite the
reduction compared with last year, is still considered too high. The remaining 186.929 unexecuted warrants
remained in the Police for execution.
(b) Unexecuted warrants. According to data of the Research and Development Department of the Police
Headquarters, on 3.6.2014, a total of 195.745 warrants worth €188.929.254, compared with 172.367
warrants worth €149.501.646 at 23.4.2013, were pending for execution by the Police. An amount amounting
to €115.738.228 or a percentage of 61.26% is related to Social Security warrants, various criminal cases and
traffic offenses and are essentially revenue of the public in general.
The Social Insurance warrants outstanding amounted to 32.019 (16.4% of the total), with a value of
€96.568.927 (51,1% of the total amount). Of these, 24 totaling €4.771.614, relate to amounts greater than
€100.000 and have been issued for 19 entities. In connection with these warrants we found that both were
pending against a company which, after obtaining authorisation from the police, provides security services.
Also, a warrant for an amount in excess of €1 mil., in relation to social security debts, is due from a known
company, which operates in the tourism industry and pays in discharge of the debt, the monthly amount of
approximately €25,000, which we consider inadequate. A total amount in excess of €1 mil. is due by sports
clubs, while we identified two cases of companies that owed warrants of a value greater than €100,000,
which seems to have received from the Republic, over the intervening years after the issuance of the
warrants, a total amount in excess of €80,000.
Warrants relating to traffic violations, pending on the above date amounted to 74.638 (38.1% of the total)
with a value of €19.169.301 (10,1% of the total amount). Of the above, 58.406 warrants (78%) of a total value
€11.145.055 (58%) relate to amounts of less than €300.
Also 9.923 Warrants totaling €9.5 mil. relate approximately to people over 65, which in all reasonable
probability, receive a pension from the Social Insurance Services.
Given the importance of the earliest possible quick execution of warrants, with the collection of amounts
due, both for fair treatment and also for strengthening of the States financials, our Office made the following
recommendations:
(i)
Due to increased administrative cost brought about by the execution of warrants, we suggested that
the efforts of the Police focus, at this stage, on the warrants that relate to amounts greater than €300.
The Ac. Director General, informed us that recommendations are made and regular meetings with the Squad
for executing warrants, with a view to their more effective execution. Additionally, he said that it the
improvement of the computerised application of warrants for fines continues, in order to achieve better
registration and updating all over Cyprus and that efforts will focus on warrants relating to amounts greater
than €300.

(ii) The intensification of efforts to find a solution in relation to the recovery of 4,111 unexecuted warrants
issued in the years 1980 to 1999, totaling €4.340.410, since as time passes their settlement becomes difficult.
The Ac. Director General, informed us that the unexecuted warrants for the years 1980-2000, currently
amount to 3.551 with a total value of €3.760.000.
(iii) To facilitate the immediate execution of the large volume of outstanding traffic warrants of small value
(below €300) and for saving administrative costs, to examine with the Road Transport Department and the
Legal Office, whether it is legally possible that the repayment of warrants relating to traffic violations, to be
a condition for the renewal of the road tax of the vehicle and / or the driver's license.
The Ac. Director General, informed us that appropriate actions will be taken in consultation with the Road
Transport Department and the Legal Office. In addition, he informed us that at a meeting held on 29.8.2014,
it was agreed to have a 3 months intensive campaign for the collection of warrants under €300.
(iv) To investigate whether it is possible to apply a process whereby the amounts due by individuals who
receive a pension from the Social Insurance Services are settled by cutting a very low monthly installment
(eg €10 - €20) from the pensions of debtors.
The Ac. Director General expressed his agreement with our recommendation, indicating that the issue should
be explored between the Social Insurance Services and the Treasury.
(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 the companies offering security services, the repayment of outstanding
warrants. As we were informed by the Ac. Director General, the matter has been forwarded to the Legal
Office.
(vi) For very large amounts, such as the case of the company against which a warrant of more than € 1 mil.
is pending, as mentioned above, to take, in consultation with stakeholders, more effective measures to
recover the debt.
The Ac. Director, informed us that the appropriate steps will be taken in consultation with the Social
Insurance Services. In addition, he informed that until the 23.9.2014 an amount of €125.000 from the above
warrants was executed by the Police.

Recommendation: To set a timetable for the implementation of all of our above recommendations.
(c)
Form for the Actions for the Execution of Warrants for Fines. It was found again that it cannot be
established whether all the necessary efforts were made for the execution of warrants which remain
unexecuted at the police, since the actions of police officers for the collection of the amounts due are not
recorded anywhere , although a relevant form has been included in the electronic register of warrants for
fines.

Recommendation: Strict compliance with procedures and to complete the relevant form in the
computerised system.

Bonuses and overtime. During 2013, allowances and overtime totaling €25.188.436 were paid to members
of the Police, which represent 13.6% of the total annual salary (€183 mil.). The most important amounts
concerned “Allowance on Sundays and Public Holidays during Shift period” (€13.483.456), “Shift Allowance”

(€ 8.510.449) and “Overtime Pay”(€ 1.601.402).
The amounts paid annually for shift allowances and Sunday and holiday benefits are significant and relate to
work performed within the specified total of weekly working hours of members of the Police. Our Office
expressed the opinion that working irregular hours is interrelated with the duties of a member of the Police.
We proposed an immediate review of the amount of the above allowances and the assessment as to whether
the irregular working hours of the Police members is taken into account when setting the salary scales or
whether they qualify for review, with the possible elimination of the above allowances. The Ac. Director
General indicated that the reductions made in the salaries and allowances significantly influenced the payroll
of the Police members and expressed the view that no further cuts are justified.
Recommendation: There should be rationalisation of the way salaries are calculated, without this
meaning that there should be reductions in the salaries of staff.
(b)
Overtime work. In 2013, 19.542 members of the Police, worked overtime which was partly
compensated with a total amount of €1.601.402 (2012: €1.766.719) and partly by free time. It is noted that
on 31.12.2013, a total of 91,367 hours were charged on overtime sheets of members, as free time which was
granted as compensation for overtime duties which has accumulated over recent years. The most important
consideration which was paid (€995.492 or 62%), concerns again overtime paid for policing sports events.
After recent checks of overtime forms, conducted by Police Directors / Governors, errors relating to
overcharges of about 43.500 hours were identified. The Ac. Director General, informed us that to avoid
mistakes in the future, the Police Directors / Governors were requested to submit quarterly lists, by name,
with the balance of the hours due to their members, with the aim to reduce these hours as much as possible.
This data is gathered in the Accounts Department of Headquarters where it is evaluated and monitored.
We noted that the accumulation of a large amount of free time should seriously be considered by the police
in order to avoid the problems encountered in the past which resulted in substantial payments from the
State.
Recommendation: To define a policy for the handling of the matter in the best way. At the same time an
effective internal control system to confirm the correctness of entries in order to avoid mistakes of the
size recently discovered, should be immediately put in place.

Tenders.
Competition D.O. 33/2013 - Supply and installation of equipment and software to upgrade the Coastal
Radar System and renewal of the maintenance contract. As mentioned in our previous reports, the Tender
Board of the Ministry of Justice and Public Order, approved in September 2010 a request by the Police, to
renew the contract for the maintenance of the system for five more years, with the negotiation process with
the manufacturing company, which was the supplier of the system. During the examination by the Tender
Board, our Office expressed serious reservations about the procedure followed, which is recorded in detail
in our previous Reports, noting that much of the necessary / required software upgrades, which were
recommended by the Police at a substantial cost, were included in the obligations of the Contractor in
accordance with the provisions of the original agreement.
After a series of meetings and decisions, for which extensive reference is made in our report for 2012, in July
2013, a note was submitted to the Minister of Justice and Public Order with our suggestions for upgrading /

maintenance / operation of the system over the next five years, at the lowest possible cost, so that in the
meantime the purchase of a modern system that meets the current needs of Cyprus is studied, since with
the proposed - by the Port Police - upgrade, these were not fully covered.
In August 2013, the Director General of the Ministry of Finance, informed the Ac. Director General of the
Ministry of Justice and Public Order, that he agrees with the proceedings proposed by our Office.
In view of the above, the Chief of Police appointed an ad-hoc committee, which, in accordance with the
recommendations of our Office and the consent of the Minister of Justice and Public Order, had as terms of
reference to ensure that the operation and maintenance of a system, at the lowest possible cost, for the next
five years is achieved.
In July 2014, the proposal evaluation report submitted by the manufacturer was examined by the Tender
Board of the Ministry of Justice and Public Order. The representative of our Office at the Tender Board,
expressed serious reservations about the procedure which had been followed for the said competition since,
in our view, the above committee, despite its clear terms of reference, proceeded to negotiate and
recommended with its evaluation report, the upgrade of the system (at a cost of $1.733.000 + VAT), bringing
the total cost of the tender amount to $2.982.367 + VAT.
In view of the above, we suggested to separate the upgrading works from those which were set in the original
approval / terms of reference of the ad-hoc committee, and the Contracting Authority to proceed with the
assignment of only the services / works provided in the Ministry of Justice and Public Order decision which
were of a value much lower than the $2,982,367 + VAT, which the ad-hoc committee suggested.
Finally, the Ministry of Justice and Public Order Tender Board awarded the tender in accordance with the
recommendation of the ad-hoc committee, for a total amount of $2,982,367 + VAT, which included the
upgrade of the system, various parts / accessories, the repair and maintenance of Pedestals, as well as three
years of its maintenance, although with the above costs much of the EEZ of Cyprus will not be covered, since
the increase in the coverage area of the system will be minimal.

2.4 MINISTRY OF ENERGY, COMMERCE, INDUSTRY AND TOURISM
Petroleum products prices.
A. Introduction. 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 fortyfive (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 at an excessively higher level than justified
by the international and domestic conditions.”
The Council of Ministers, in its Decision dated 30.3.2005, approved the establishment of a Committee to
monitor the prices of petroleum products, which consists of officers of the Competition and Consumer
Protection Service (CCPS), the Energy Service of the Ministry of Energy, Commerce, Industry and Tourism,
the Treasury, the Customs Department and the Statistical Service and has the following responsibilities:
•

To determine the parameters that will be used to calculate the level of acceptable selling price for each
product type.

•

To be convened only in those cases where there is a significant deviation between the acceptable and
the actual selling price of petroleum products in the market, which will be agreed in advance, and
advise the Minister accordingly.

• To study and propose to the Minister of Energy, Commerce, Industry and Tourism the level of acceptable
profit.
•

To have a meeting every 6 months to review the calculation parameters of the acceptable level of the
petroleum products selling price.

The Decision also states that CCPS will conduct systematic calculations, taking into account the parameters
laid down by the Committee, for the level of the acceptable sales price of the petroleum products.
For price monitoring purposes, the CCPS prepares for each import of specific fuel load (95 octane gasoline,
diesel and heating oil), a relative costing calculation by means of which it arrives at the expected (accepted)
wholesale price per litre which is compared with the wholesale price of petroleum companies, as declared
by the companies themselves.
CCPS, in order to reach the expected wholesale price, uses the weighted average price (cif) per litre
(calculated based on data from the Department of Customs), to which the consumption tax is added, the
burden on biofuels (where applicable), the costs of the Cyprus Organisation for Storage And Management of
Oil Stocks (COSMOS), the import costs (customs, port, demurrages etc.) and the expenses and net acceptable
profit of oil companies [parameters], are added.
It is indicated that, for a recommended retail price for gasoline of 95 octane of EUR €1.38 / litre which was
in force in February 2014, the total amount paid to the State (consumption tax, VAT and COSMOS costs)
amounted to €0.71, ie about 52% of the retail price.
B.
Audit Findings by our Office. The Ministry, taking into account some of the recommendations of our
Office, has revised the petroleum price monitoring and control process, which however still has considerable
weaknesses and gaps which are mentioned below:
(a) Implementation of legislation. According to the Law, the Minister, as mentioned in the introduction,
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 in how to implement this provision of the Law for the issue of an
order when he reasonably believes that the level of prices is at “excessively highest level” so that the
decisions as to issue or not to issue an order to be better substantiated.
(b) Expenses and acceptable profit of companies per litre. According to the minutes of the meeting held
on 27.2.2013, it was decided that regarding the amount of expenses and the acceptable profit of the
companies that is incorporated in the estimate, the amounts of the audited financial statements of the
companies of the past 2 years (average) are used every year.
Regarding the above, our Office noted the following:
•

Since the acceptable profit which is included in the costings of each company is equal to the actual
profit, it is impossible to indicate any excess profit which may exist. The logical approach would be to
use an acceptable profit for all companies.
The Ac. Director General of the Ministry in his reply of October 2014, informed us that if the Minister
determines the acceptable profit at a lower level than what the company actually considers viable,
then in case of a recourse to the Court, the Ministry is likely to be exposed. However, our Office
considers that, since the acceptable profit to be determined is sufficiently substantiated, then the risk
alleged by the Ministry, basically does not exist.

•

CCPS calculates / determines the amount of the costs of companies per litre excluding certain costs
which are not related to the trade of petroleum costs, after this was indicated by our Office. However,
these were reported simply as an example after a review of the financial statements of an oil company
was carried out and, as it was observed again, our recommendation to request additional information
from the companies was not adopted and an analysis of the various operating expenses which our
Office deems necessary in order to establish whether their inclusion in the calculation of the costs of
companies is justified, has not been done. Indicatively, according to the financial statements of
companies, while there are revenues from other services, it has not been examined whether there are
also related costs which should be excluded.
The Ac. Director General of the Ministry informed us that the Ministry will ask the companies to
provide further analysis of the costs contained in the audited accounts in order to assess them.
According to information sent by the oil companies to the Ministry regarding the amount of costs
which themselves include in their calculations when pricing fuel, it was found that, in some cases, the
amount of the costs used as a parameter in the estimate as calculated by the CCPS, is higher than that
used by companies in their own calculations.
Under the Framework Agreement for the supply of fuel in the Public and Wider Public Sector and the
amount of the discount granted by the supplier oil company (5,7 cents per litre for retail fuel from
petrol stations and 7 cents per litre for fuel delivery into storage) is very much higher than the
acceptable profit of the said company included in the cost estimates, but this has not been considered
by the Committee.

(c) Delay in preparation of costings. Significant delays of 2-3 weeks, in the preparation of costs estimates,
while in some cases these are prepared up to 1 month after the importation of the load.
The Ac. Director General of the Ministry told us that the delays are mainly due to the Customs Department
practices. As we reported, according to the Law on Customs Code, the time limit set for the submission of
the final price is one month and that Customs cannot require oil companies to submit the final data in
advance. The companies, however, as we said, submit them earlier. As we also said, in the meantime, an

interim costs estimates preparation process has been established on the basis of preliminary price
information from the companies and that the companies will be requested to send their stocks information
in order to expedite the process.
(d)
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.
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. "
The Ac. Director General of the Ministry informed us that in fact the cost estimate prepared by the CCPS
concerns the wholesale level, but it is de facto impossible for CCPS to conduct control in 280 stations and
prepare cost estimates for them. But as the CCPS informed us, through the price observatories it prepares, it
promotes transparency in the prices of petrol and through its announcements as to which are the cheap and
which are the expensive stations it creates pressure to the petrol stations aiming at a more rational economic
behavior. He also noted that the prices do not change every day, but when a new fuel load arrives, however,
the Ministry, in cooperation with the stations, will ensure that they submit their prices on a daily basis
through an electronic platform.
Our Office considers that if prices are submitted on a daily basis, then there is also the possibility of preparing
cost estimates for all stations.
(e) Significant deviation limit. According to the minutes of the meeting dated 27.2.2013, the amount of
the significant deviation between the wholesale price and the expected price as derived from the preparation
of the cost estimate, was determined without justification and / or documentation of the method of
determining that threshold.
In that regard it is stated that, in case the said deviation is observed during the year, then the gain of the
companies, according to the acceptable profit included as a parameter in the estimate, can be more than
doubled (with the same volume).
Our Office noted that since the significant deviation limit is the basis for deciding the Committee’s
convergence and of informing the Minister and not for issuing an order, the limit may be high.
The Ac. Director General of the Ministry informed us that, given that the prices of petroleum products in the
market are free based on the Law and given that sometimes companies do not adjust their prices based on
the amount of the load value, but on the market conditions and the actions of their competitors as well, the
Ministry considers that the significant deviation limit set by the Committee is reasonable.
(f)
Since the Pancyprian sales (for 95 octane gasoline, diesel and heating oil) for 2013 amounted to
approximately 850 mil. litres (2012: 1.1 bn. litres), for each 1 cent per litre increase in the selling price for a
year, the revenue and consequently the profits of the companies / gas stations increase by approximately
€8.5 mil. (2012: €11 mil.) a year, which constitutes extra costs for consumers.
(g)
In that regard it is stated that the Director of CCPS, by his letter with File no. 8.13.1.17.1 and dated
2.6.2014, informed the Attorney General that the Petroleum Products (Determination of Higher Selling Prices
in Special Cases) Laws of 2004 and 2010 were not notified to the European Commission, as in his view it
should have, based on the Directive 98/34 / EC of the European Parliament and of the Council of 22 June
1998 on the provision of information in the field of technical standards and regulations, seeking advice on
whether:

•

There is an obligation or it is appropriate to be notified even at this stage.

•

A problem is created in their application if they are not notified.

•

They are considered compatible with the Community Acquis particularly in the field of free movement
of goods considering that all fuels available in Cyprus are imported.

Our Office however, noted that, regardless of the above, the provisions of the Law should be applied from
the date of its enactment, in 2004.
(h) Our Office points out, in relation to this matter, that a fine of €42.9 mil. was imposed on 4 Cypriot oil
companies by the Competition Protection Commission (CPC), as the competent authority for ensuring a
healthy competitive environment in the domestic 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 CPC is pending.
Our Office considers that the imposition of such a significant amount of a fine by the CPC on 4 oil companies,
should seriously be considered by the Ministry.
C. Conclusion. As it can be seen, despite the fact that the Commission proceeded to change the price
monitoring process, the weaknesses and gaps that continue to occur are such that still no firm conclusions
can be taken as to whether, as stated in the Law, the level of the prices at which these products are marketed
are or not at an excessive high level than that justified by international and domestic conditions. Our Office
notes that, ten years after the enactment of the relevant law and while there may be the impression to the
consumers that satisfactory control of prices is carried out, this actually is not taking place.

Recommendation: Given the significance of the work of CCPS and that of the Committee, which
is directly related to consumer protection and, taking into account the above, our Office
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 an "excessively higher level" so that
decisions to issue or not to issue an order to be substantiated better.

•

The significant deviation limit between the acceptable and the actual selling price of
petroleum products which, when exceeded, should lead, according to the Council of
Ministers decision, in the Committee's convergence must be reviewed / substantiated.
The calculation of the amount of expenses and of the acceptable profit of companies
needs to be corrected. For this:
- The Committee 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 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 Committee after studying
and processing all data at its disposal and not the actual profit of the companies.

•

Ways should be found and all necessary steps should be taken immediately for the timely
preparation of costings since the delays observed render the whole control process
unnecessary.

•

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 Committee 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 costs etc.

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 over the past years, relating mainly to rents of industrial areas,
are shown in the table below:

Arrears of revenue
Out of which
industrial areas

rents

for

31.12.2013

31.12.2012

€

€

31.12.2011
€

31.12.2010
€

31.12.2009
€

5.434.232

6.444.342

3.372.784

1.390.525

1.302.862

4.394.268

3.158.558

2.016.208

1.312.622

1.223.078

(b) Several cases of arrears of rent of industrial plots are related to tenants who delay the payment of their
annual rent for a period longer than five years. Despite the fact that the Ministry refers promptly to the Legal
Office to take the necessary legal measures, the cases of the tenants who delay or refuse to pay their rents
as per their contract obligations, in accordance with data included in the above arrears of revenue reports,
in many cases the related debts continue to be pending for several years after their referral to the Legal
Office. Several tenants, in accordance with their letter to the Ministry, seem to refuse to comply with court
orders to pay their rents.
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 of Finance, the Accountant General and of
our Office. According to the minutes of that meeting, the representative of the Legal Office referred to
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 is given to the tenants regarding, not only the specific measures intended
to be taken by the Ministry, but also as to their timing.
Recommendation: To define a schedule for the introduction of a package of measures and procedures
for increasing the rents collection capacity.
Government Industrial Areas.
(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 the Internal Audit Service 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.
As we were informed, according to a recommendation of the Internal Audit Unit of the Ministry, which was
approved by the Director General and the Minister in July 2014, the whole matter will be studied by the
Sector of Industrial Areas, which is in a position to know the problems of this institution. The Ac. Director

General of the Ministry informed us that the Cyprus Chamber of Commerce has undertaken, with the consent
of the Ministry, as well as with the participation of an officer of the Ministry, the preparation of a study with
suggestions for the evaluation / evolution of the Government Industrial Areas.
Recommendation: To undertake immediate action to assess the institution.

(b) Sub-letting of industrial plots. Our Office observes that in cases of sub-letting of industrial plots, tenants
receive multiple amounts of money in relation to the rent they pay to the Ministry which, in fact, in our
opinion, is not only due to the buildings erected on the plots but also to the advantage of the location of
certain industrial areas, which ultimately benefit financially the tenants of industrial plots and not the
founder and owner of the plots, ie the State. In some cases the subtenants are governmental departments,
as in the examples listed in the table below.
In the cases of lease contracts renewed, an addition of a term was made, according to which, the lessor may
reassess and revise the rent at any time, if it is considered incompatible with the European Community law.
The Ac. Director General of the Ministry informed us that the relevant provision gives the Ministry the
possibility of increasing the rent.

Industrial
Area

Annual rent as
per the lease
Government Department
€

Annual rent for
subletting
€

Strovolos

6.660

Pharmaceutical Services

135.000

Larnaca

1.581

Electromechanical Services Department

77.486

Larnaca

2.751

Public Works Department

31.200

Government Purchasing and Supply Department

66.000

1.973
48)
Limassol

(plot

1.007
(plot 49)

Recommendation: To define immediately a timetable and an appropriate process for the review of all
cases of sublease / assignment of the rights of industrial plots.

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:

Budget

Actual
expenditure

Percentage of
implementation

€ mil.

€ mil.

%

2011

17,1

11,8

69,0

2012

14,5

10,5

72,4

2013

11,5

7,1

61,7

Year

(b) Our Office noted that as far as the Scheme for the Development of Electronic Commerce in Cyprus,
companies were identified by the Ministry, in cooperation with the VAT Service, which tried to take
advantage of the Scheme by submitting false data in order to receive a larger amount of subsidy. The
Ministry, in accordance with the provisions of this Scheme, demanded that all companies return the subsidy
already paid with interest of 5% per year. Also, in accordance with a provision of the Scheme which gives the
authority to the Ministry, additional measures were taken against the above companies, with their exclusion
from all aid Subsidy Schemes managed by the Ministry for three years, while, the Legal Office was requested
to take legal action against them for submitting false data, which is a criminal offense.
Our Office noted that, regarding two companies that responded and refunded the amount due in
installments, the legal action against them for making false statements was suspended, upon
recommendation of the Ministry to the Attorney General, for reasons of “equal treatment” with another
company for which the Ministry recommended to the Attorney General that its request for suspension of the
legal action against it is accepted, provided that it will pay the total amount due. It is noted that the company
did not respond to the payment of the amount due and therefore the legal action against it was not
suspended. We note the obvious provision of the general principles of the administrative law that no equality
in illegality can be recognised. Therefore, such an approach by the Ministry does not promote good
administration and, in our view, should not be repeated in future.
(c)
In the sponsorship schemes, a provision is included, under which applicants, who were convicted of
fraud in relation to the Ministry grants schemes are excluded from these, a provision which already applies.
Our Office recommended that the Ministry considers its expansion, so as to exclude also applicants convicted
of fraud in connection with any government sponsorship scheme. The Director General of the Ministry
informed us that such issue, as well as possibly that of creating an electronic platform falls under the
jurisdiction of the Ministry of Finance, however, it does not seem that the Ministry proceeded in making
consultations with it.

Recommendation: The issue of the creation of a central register should be considered in collaboration
with other concerned Departments / Ministries, as well as with the State Aid Control Commissioner
and the Ministry of Finance. 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, our
Office suggested to review the inclusion of the above provision in the Ministry’s schemes for grants.

Weights and Measures Division.
The metrology infrastructure of the Division, continues to present deficiencies. To this point it is stated that
according to a Note of the former Superintendent of Weights and Measures to the Director General of the
Ministry dated 31.10.2013, the activities of the New Metrology Laboratory, which was delivered in July 2013,

are scientific metrology activities, which require knowledge and laboratory experience that the existing staff
did not have the opportunity to acquire nor to receive the specialised training provided by experts in the
years 2005-2007 (the personnel trained has retired).
Also according to a Note of the Internal Audit Unit of the Ministry to the Director General dated 8.5.2014,
the Weights and Measures Division is facing serious operational problems and understaffing, some of which
relate to the following:
•

The new metrology laboratory, which as mentioned in the above note cost about €4,6 mil., is not yet in
operation, nor is accredited by an approved European Agency. It is noted that for the accreditation to
succeed, apart from staffing and staff training, it is required to finalise the operational procedures and
controls methodology to be followed and to prepare a Quality and Policy manual.

•

Part of the metrological equipment and specifically the instruments for the checking of weighbridges
have not been established, so the measurements of weighbridges have stopped.

•

National legislation has not been changed / updated.

The Ac. Director General of the Ministry informed us that the Ministry is working on an Action Plan to solve
all problems at the Weights and Measures Division and that the weights used for verification of weighbridges
have recently been established and the relevant controls resumed in October 2014.
Recommendation: The Ministry to determine a schedule of actions in order to solve the above
problems and the immediate use of the new metrology laboratory.

Science Technology Park (STP).
(a)
The Council of Ministers, in its Decision no. 60.131, dated 29.4.2004, approved the creation of STP in
Cyprus and with its decision no. 2/2006 dated. 8.2.2006, authorised the then Minister of Commerce, Industry
and Tourism to take all necessary actions for the expropriation of the selected area.
(b)
The Ministry, as the acquiring Authority proceeded to publish the Expropriation Decree on 7.9.2007,
prior to completing the feasibility study, the preparation of which was approved by the Council of Ministers
Decision no. 61.896 dated 21.4.2005 (completed and accepted by the Ministry on 14.4.2009). The
expropriation involved private land of a total area of 255 plots of 1,565,679 sq.m.
(c)
The Council of Ministers with its Resolutions Nos. 69.222 dated 5.8.2009 and no. 74.140 dated
10.10.2012 approved the limitation of the total area of land for the STP to 324.170 sq.m. and also the
withdrawal of the expropriation of the remaining plots of land intended to be used for the STP.
(d)
Despite the passage of about 8 years since the publication of the first expropriation and because the
Ministry of Finance did not approve payments to be made for the specific project, no compensation for
expropriation to the beneficiaries has yet been paid.
It is noted that, in accordance with Article 23 of the Constitution and Article 12 of the Law of compulsory
acquisition, the compensation due for expropriation is paid in cash and in advance. As a result of the delay in
the payment of the compensation, the State is charged with additional amounts in the form of interest. The
outstanding amount of compensation with interest until 31.12.2013, as per the Department of Lands and
Surveys data, is €14,1mil., while the payment of compensation for expropriations made for the development
of the road network for the servicing of the STP is also pending with the outstanding amount with interest
for the same period being €3,0 mil. approximately.

(e)
The Council of Ministers at its meeting held on 10.10.2012, decided to establish a Management
Committee (MC) in accordance with the recommendation of the competent Ministerial Committee on
23.12.2009, with terms of reference, powers, functions and responsibilities for the preparation of any studies
and documents, the processing procedures, publications, evaluations, negotiations and the promotion and
management of the whole issue, as well as the publication for expression of interest by companies,
organisations and investors who wish to be located and / or invest and engage in the creation and operation
of the STP. In December 2013, the MC published an announcement for expression of interest from those who
wish to be located and develop activities at the STP and from investors who wish to undertake the
construction and operation of the STP. According to the minutes of the meeting of the MC held on 9.4.2014,
until then, five in Principle Statements for Investments and thirty in Principle Statements for Rentals
(Businesses / Organisations) had been received. In this meeting, the MC decided, inter alia, that the creation
and operation of the STP is assigned to a Strategic Investor. This was confirmed by the competent Ministerial
Committee on 29.5.2014.
(f) The Council of Ministers, in accordance with its Draft Decision which was taken at its meeting held on
22.8.2014, decided to promote the creation and operation of the TSP with a Strategic Investor in accordance
with the relevant decision by the competent Ministerial Committee and the recommendations of the
Ministry, by modifying them so that the area of Pentakomo not to be the area in which the establishment of
the TSP will be promoted, as well as the authorisation of the Minister of Energy, Commerce, Industry and
Tourism, to explore the possibility of finding State land, the size and the choice of which could be promoted
for the creation of STP instead of in the Pentakomo area. The Ac. Director General of the Ministry informed
us that the Ministry is promoting rapidly the processes for creating the TSP and is putting every effort so that
this is done at no cost to the State. Also, he informed us that studies are being prepared, in collaboration
with the Department of Lands and Surveys and the Department of Planning and Housing, to find State land.

Recommendation: Considering the significant delay in promoting the project implementation and
consequently the pendency of the payment of the compensation for expropriations to the beneficiaries,
which as mentioned above amounts approximately to €17 mil., specific timetables for the
implementation of the above decision of the Council of Ministers should be set.

2.5

MINISTRY OF LABOUR, SOCIAL INSURANCE AND WELFARE

2.5.1

SOCIAL INSURANCE FUND

Legislation. On 9.7.2010 the Social Insurance Law of 2010 (L.59 (I) / 2010 came into force), 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.
(a)
Results for the year. The consolidated financial statements of the SIF for the year 2013, showed for
the first time, a deficit of €49.8 mil., compared with a surplus of €156.6 mil. in 2012.
(b)
Receipts. The Fund's revenues for 2013 was €1.320,3 mil., compared to €1.472,6 mil. in 2012, i.e it
fell by €152,3 mil. or 10,3%, mainly due to the reduction of contributions (€116,5 m.) and the reduction of
the proceeds from interest (€3,6 mil.).
(c) Payments. The Fund’s payments for the year 2013 were €1.370 mil., compared to €1.316 mil. in 2012,
ie there was an increase of €54 mil. or 4.1%, mainly due to the increase in pension payments (€45.7 mil.) and
unemployment benefits (€25.8 mil.), while there was a reduction mainly to allowances (€10.8 mil.) and aids
and benefits due to death (€4,3 mil.).
The balance of the Fund at 31.12.2013 was €7.475,5 mil., compared to €7.466,9 mil. on 31.12.2012. Of this
amount, €6.997,5 mil. was deposited to the General Government Account in the form of deposits and €341.3
mil. was invested in stocks of the Republic, €29,3 mil. in Government Development Bonds and €50,6 mil. in
Treasury Bills. It therefore transpires, that 99.2% of the funds were deposited with the State out of which a
percentage of 93.6% 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 dated 30.4.2013, as unreal reserves. It is noted that the 2013 Auditor General’s Report for
the Fund 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 mil. at financial institutions, whose credibility is influenced by
the unstable economic environment.
Arrears of revenue.
(a) Adjudicated cases. On 31.12.2013, the following amounts relating to cases which were adjudicated in
favour of the SIF and of the other Funds were pending for collection. Their management and / or the
responsibility for the monitoring of their receipt is under the Director of Social Insurance Services (SIS).

2013
€

2012

Increase/
(decrease)

€

€

%

Percentage

Social Insurance Fund

97.035.891

89.296.622

7.739.269

8,7

Central Holidays Fund

17.423.610

16.042.556

1.381.054

8,6

5.181.008

4.703.568

477.440

10,2

2.305.792

2.118.076

187.716

8,9

Defence Fund

4.003.076

4.085.791

(82.715)

(2,0)

Social Cohesion Fund

9.032.081

7.963.145

1.068.936

13,4

124.209.758

10.771.700

8,7

Redundancy Fund
Human
Fund

resources

Development

134.981.458

During 2013, 4,452 new cases were adjudicated for all Funds, compared with 8627 in 2012, for a total amount
of approximately €23,8 mil. (€39,2 in 2012) and an amount of approximately €7,5 mil. (€8 ,1 mil. in 2012) was
received. Also, for adjudicated amounts of €5,6 mil. (€11,9 mil. in 2012), clearance orders have been issued
for which debt verifications were submitted to the liquidators.
The reduced number of adjudicated cases is estimated to be due, inter alia, to the reduced number of criminal
cases registered (due to non-registration or withdrawal or suspension of the litigation), as a result of the
economic conditions that prevailed in 2013 and due to the reduced number of public prosecutors for
promotion and handling of cases in court, as well as, as a consequence of the Council of Ministers Decision
no. 75.521 dated 26.7.2013, within which and in consultation with the Attorney General, the criminal
proceedings pending before the court and relating to debts for 2013 contribution periods were suspended.
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, based on a specific requirement
from the Computer Unit, on 31.12.2013 the collection of an additional amount was pending, relating to non
adjudicated debts to the SIF and other Funds, from employers and self-employed, amounting to €97.895 .107
(including surcharges), as it had developed up to 4.8.2014 (date of the specific demand of the data), which is
presented in detail in the table below.

Arrears under 6 Arrears more
years
than 6 years
(€)

Social Insurance Fund (note)

(€)

Total Arrears
(€)

70.251.920

2.790.701

73.042.621

Central Holidays Fund

9.566.244

459.489

10.025.733

Redundancy Fund

3.413.826

125.913

3.539.739

Human Resources Development Fund

1.432.629

200.302

1.632.931

421.266

421.266

8.514.529

718.288

9.232.817

93.179.148

4.715.959

97.895.107

Defence Fund
Cohesion Fund
Total

-

Note: The amount of €70.251.920 and €2.790.701 debts from self-employed amounting to €23.132.287
and €992.615, respectively are included.
Out of the total arrears under 6 years, the procedure for prosecution for debts amounting to €65.641.241
has already started. Criminal proceedings had been brought also for debts of employers amounting to
€15.300 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 person 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, amounting to €3.708.044 from employers and €992.615 from
self-employed not to be able to be collected. It is relatively stated that the 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 and the continuous increase observed at the level of both the adjudicated, and
current debts, we asked to be informed about the actions of the SIS and the measures taken to collect the
debt.
As we were informed by the Director of Social Insurance Services, efforts are made to curb the uncollected
contributions, but several problems due to the economic crisis and understaffing are being faced. He also
informed us that the Inspectors Sector has intensified its efforts for the purpose of employers to comply with
their obligations, that an investigation for the identification and adoption of best practices followed by other
European countries is carried out and, at the same time, plans are made for use of the SIS computerised
system capacities.
Recommendation: Define a schedule for the establishment of the action plan that will enable you to find
and implement ways and mitigation methods of amounts due.
Internal control. There are still weaknesses in the internal control system that covers the benefits, including
the reduced checks rate by the Internal Control Division of the SIS in certain types of benefits, as well as
weaknesses as listed in the paragraphs below of the computerised system of benefits and the check of the
monthly statements of financial changes. We proposed the need for the reassessment and redesign of checks
carried out, with emphasis on risk areas of each benefit. In his response, the Director of SIS informed us that
at this stage the recommendation of our Office may not be realised, due to the strong problem of
understaffing of SIS and a sharp rise in applications, particularly for unemployment benefit and redundancy
compensation payments. Our Office insists on the need to set such a timetable.
Recommendation: To set a schedule for the reassessment and redesign of checks carried out, with
emphasis on risk areas of each benefit.

Reserves
(a)
Unemployment Benefit Account. Payments of unemployment benefits, in recent years, exceed the
total receipts and the reserve of the above Account at 31.12.2013 showed a debit balance of €77 million.
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, for the transfer of €50 mil. and of €170 mil. from the Account of
Supplementary Pensions to the Unemployment Benefits Account of SIF, to cover the deficit presented by the
Unemployment Benefits Account, for the year 2012 and years 2014 and 2014, respectively.
Having regard to the continuous increase of the number of unemployed in recent years and the economic
forecasts that the unemployment rate is expected to increase further or/and to remain at a relatively high
level, we pointed out the need to find a definitive solution to balance the payments and receipts of the
Unemployment 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 (benefits, aids, grants,) significantly
surpassed the total proceeds and the reserve. At 31.12.2013 the debit balance increased to € 26 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: To set a timetable for the re-evaluation of the distribution of contributions to the
Fund's Accounts and to study the possibility of adopting other alternatives, to ensure from the start the
adequacy of their reserves.
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 1.1.1970, 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 interest 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 being set occasionally 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
31.12.2013 the balance which was deposited at the General Government Account was 7,6 bn, which is
analysed as €6.997,5 mil. for the SIF and €65,3 mil., €368,9 mil. and €156,4 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 0.40% on 11.6..2014 and hence the return on the
SIF, from 2.75% to 0.15%, 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, as well as of
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 a Ministerial
Technical Committee, of two Ministers, was established for the processing of the study.
The main recommendations identified in the study, regarding the investments 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 of SIF is only €80 mil., which is invested in banking organisations 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 mil.
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 been
informed, 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, 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 Committee, having ensured the creation
of sufficient reserves. Until the completion of the audit, this seems not to have been done.

(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 mil. was approved to create a "real" reserve at SIF,
the first installment was paid to the SIF. Simultaneously, the Ministry of Finance, in cooperation
with the Ministry of Labour and Social Security, in consultation with the social partners (Social
Insurance Council), began the preparation of an investment policy framework for the investment
of the "real" reserve.
The second installment of €200 mil. for 2010 was paid on 1.11.2010, while the third, fourth and
fifth installments of €200 mil. 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:

31.12.2013
€

31.12.2012
€

341.278.968

341.278.968

Government Development Bonds

29.348.298

29.348.298

Treasury bills

50.647.344

48.279.798

Bank Balances

56.665.931

78.578.175

477.940.541

497.485.239

Stocks of the Cyprus Republic

We noticed that during the years 2012 - 2013, on the instructions of the Ministry of Finance, SIF held a
liquidation of deposits in commercial banks, as well as other items totaling €58 mil. (capital and interest),
which was not reinvested in the 'real 'reserve, but was deposited in the Deposit Account that is retained by
SIF at the Treasury at a very low rate ( 0.5% at 31.12.2013 and 1.25% at 31.12.2012). For this reason, our
Office recommended again that the fund liquidated and the interest it earns, is reinvested immediately,
wherever possible, so that it continues to be part of the "real" reserve under the investment policy of the
funds of the "real" reserve, in the interest of the Fund.
The Director of SIS, informed us that 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 1.9.2014, 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.
Recommendation: To submit to the Council of Ministers a Proposal on the options available on the
timetable and procedures for the implementation of commitments, decisions and legislative
requirements with regard to the creation of an independent Committee or other institution for the
efficient management of the Fund's reserves, the payment of due installments and the preservation of
the "real" reserve created, without the return of part of the capital and the interest it earns to the State,
namely the Deposit Account at the Treasury.
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. According to the report of the actuary, the financial position of the Fund had
improved significantly compared to the situation which the previous actuarial review indicated, with a
reference time the 31.12.2006, due mainly to the measures taken under the Fund's reform package.
As we were informed a new actuarial review is expected to be prepared, early in 2015 with a time reference
the 31.12.2014.
(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 paragraph 3.1 of the Memorandum which refers to the manner of
conducting the study and the reform measures included in the Amendment Law no. 193 (I) / 2012, show that
these reforms ensure the long term viability of the Fund, making it financially sustainable until 2060 and
therefore no additional measures are required.
Gender discrimination in the provision of a widow's pension. As mentioned in our previous report, in
accordance with Article 41 of the Social Insurance Law, beneficiaries in providing widows' pension are the
widows of insured men, who lived with their spouse before he died or were maintained solely or mainly by

him and widowers of insured women, provided that they are permanently incapacitated and were
maintained exclusively or mainly from their wives before they died.
The application of the above article, in practice, result in the exclusion of the greater number of men (those
who lived with their spouse before she died, as a proportion to what is applicable for widows) from the right
to receive a widow's pension.
The above matter was examined and the Ombudsman, who, in the light of the constitutionally guaranteed
principle of gender equality, as well as judgments of the Court of Justice and the European Court of Human
Rights concluded that with the above, there is an unjustified discrimination between the sexes and suggested
that the right to provide widow's pensions is extended also to men widowers.
We noted that the specific aspects of the modernisation of providing widow's pension, including the above
matter, were discussed over time both at the Social Insurance Board, to which different scenarios were
brought by the actuary, for which all members were requested to submit recommendations / views, and at
the meeting of the House of Representatives Labour and Social Insurance Committee on 4.11.2013, where
the SIS Director stressed that this issue will be put before the Minister of Labour, Welfare and Social Security
and after the policy decisions are taken, the Social Insurance Board will be called again for final decisions. As
we were informed by the Director of the SIS, it was decided that the scenarios to be updated by the actuary
and their submission is expected.

Recommendation: The issue is pending for several years and a precise timetable is essential to be set for
further action and final decisions, as well as for legislative regulation of the issue.

.5.2 DEPARTMENT FOR SOCIAL INCLUSION OF PERSONS WITH DISABILITIES (DSIPD)
Centre of Vocational Rehabilitation of Disabled (CVRD). As mentioned in our previous reports, from an
investigation regarding the vocational rehabilitation of disabled persons, it was observed that the degree of
the engagement of those trained in the CVRD in the labour market decreased drastically. Additionally, cases
were observed where people who were trained in CVRD continued to be employed in the CVRD for years,
staying at the boarding house or travelling daily to and from their home, taking advantage of all the rights of
trainees. Our Office repeatedly expressed the opinion that the way in which CVRD, which in recent years is
under the supervision of DSIPD, operated, no longer appears to serve the purpose for which it was founded.
In its judgment no. 68.425 dated 18.2.2009, the Council of Ministers approved the reorganisation and
modernisation of vocational training and rehabilitation of people with disabilities, based on a new
institutional framework within the competence of the Ministry of Labour and Social Security and authorised
the Minister of Labour and Social Security to consult with all stakeholders, to undertake the practical
transition from the existing to the new legal framework and to promote the preparation of a bill for the
establishment and operation of the Vocational Training and Rehabilitation of Persons with Disabilities Agency
as a public entity , in which the Christou Steliou Ioannou Foundation (CSIF) and CVRD will be integrated.
As we were informed by the Director of the DSIPD, in parallel with actions for the establishment and
operation of the Agency, the Department held a series of measures for the modernisation and upgrading of
CVRD and in cooperation with other relevant bodies, proceeded to the deinstitutionalisation of persons
accommodated in the boarding house of CVPD and to the shutdown of the boarding house in January 2013.
It also proceeded to the vocational rehabilitation of persons employed in workshops (sheltered employment)
of CVRD and the phasing out of their operation.

On 14/02/2013, an agreement was signed between the Government and Christos Stelios Ioannou
Foundation, which provides, in a first phase, changes in the Management of the Institute and in the second
phase, the integration of the Foundation to the Agency. In this agreement a timetable of two years is provided
for the submission and adoption by the House of Representatives of a bill for the establishment and operation
of the Agency. Our Office indicated that in the said agreement there is a relevant provision, according to
which, in case of the non-enactment of this bill within the above timetable, the provisions that are directly
connected with the establishment and operation of the Agency shall become inoperative.
As we were informed by the Director of the DSIPD, the Ministry of Labour, Welfare and Social Security, taking
into account the position of the Ministry of Finance (based on the memorandum’s commitments for the non
creation of new Government Organisations and State Enterprises (GOSE) until passing a relevant bill and to
reduce the number of employees in the public and broader public sector), for the non-promotion of the bill
and the reaction of the Cyprus Confederation of Organisations of the Disabled (CCOD) to the establishment
of the Agency, has accepted a proposal of her Department to freeze the actions taken for the establishment
of the Agency .
It is our view that the piecemeal actions taken and the passage of a considerable time without taking a final
decision, is not contributing, in our view, to the timely, efficient and effective achievement of the objective
of the reorganisation and modernisation of the vocational training and rehabilitation of people with
disabilities.
Recommendation: There was a long delay in implementing the decision of the Council of Ministers of
18.2.2009. In case new data emerges that suggests the postponement or its non application, this
should be reassessed as soon as possible and a new decision by the Council of Ministers should be
taken.

Provision of a special allowance to 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
undertaken as from 31.3.2011 by DSIPD.
According to Article 5 of the Provision of the special allowance to the Blind, Law of 2011 (L. 11 (I) / 2011), the
existing recipients who became entitled before the 1.1.2008, under the Law on the Provision of Special
Allowances Law of 1996-2009, are referred for examination to a special multidisciplinary Committee,
composed of two ophthalmologists. It was found that this provision is not applied, since, as we were
informed, no re-examination of such recipients is carried out after the initial approval of their applications
and the granting to them of a special allowance. It is noted that the amount paid in 2013 for this grant
amounted to €10,3m. (€11,3 m. in 2012).
The Director of DSIPD, informed us that actions are taken to identify recipients who became beneficiaries
before 1.1.2008 without having been examined by a medical board and cases requiring, in accordance with
the provisions of the Law, to be evaluated, will be referred to the Assessment Centre for Disabilities.
Recommendation: The Department to proceed, as soon as possible, to take the necessary steps to
comply with the requirements of the Law.

2.5.3 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 and 31.12.2013 were not submitted to our Office and
therefore their audit has not been conducted. It is noted that the financial statements for the years ended
31.12.2010 (revised) and 31.12.2011 were submitted for audit, with a long delay on 28.7.2014. However,
their audit is pending, since, as we have seen, 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 integration of People with Disabilities and is
charged to the Budget of the Department. Our Office view is 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 promoted and that the issue of the time of its abolition will be discussed during
the legislative processing of the relevant amending bill by the Legal Office.
Recommendation: The Special Committee of the Fund, in consultation with the competent
Departments / Services, to address the issue and to take a final decision on whether the Fund
terminates its operation and when and to promote the necessary legislative changes.

2.5.4 SPECIAL FUND FOR THE CENTRE FOR THE VOCATIONAL REHABILITATION OF DISABLED
PEOPLE.
Submission of financial statements for audit. According to Article 10 of the Special Fund for the Centre for
the Vocational Rehabilitation of the Disabled Law 103 (I) / 2000, the financial statements of the above Fund
are prepared at the latest by May 31 of the next financial year to which they relate and are audited by the
Auditor General.
Until the preparation of this Report, the financial statements of the Fund for the years ended on 31.12.2011,
31.12.2012 and 31.12.2013 were not submitted to our Office and therefore no audit was conducted. We note
that the financial statements for the years ended on 31.12.2009 and 31.12.2010, were submitted late in
February 2014 and their audit is also pending. In view of subsequent developments which have occurred in
the functioning of the Centre (termination of the operation of the boarding school and workshops), our Office
requested in July 2014 to submit the financial statements up to the year 2013 in order to proceed to the
audit of all years.
As we were informed by the Director of the Department for Social Inclusion of Persons with Disabilities, as
Chairman of the Administrative Committee of the Fund, they have taken the steps necessary for the
preparation of the pending financial statements, which should be submitted to our Office by 31.12.2014.
Recommendation: The Fund Management Committee to take immediately all steps necessary for the
preparation and submission of the financial statements for both their audit and for compliance with the
requirements of the Law and to ensure that all relevant accounting and administrative files will be
available for the smooth conduct of the audit.

2.6 MINISTRY OF INTERIOR
European Funds.
(a
Management of Projects co-financed by European funds. The total approved budget relating to five
projects co-financed from European funds within the programming period (PP) 2007 - 2013 amounts to
€172.4 million. In the Budget for the year 2013, although a provision for expenditure of € 5,05 mil. was
included, the actual expenditure amounted to € 1,83 mil., ie. the implementation rate was 36.3%. By the end
of the year 2013 only a total amount of €3,38 million was spent, ie. the implementation rate was 1.97%.
(b)
Projects financed by the Structural Funds which are implemented by Non-Governmental Services.
In the Budget of 2013, an initial provision amounting to €20 mil. was included, which involved four projects
of the Limassol Municipality, four projects of the Nicosia Municipality, one project of the Larnaca Municipality
and one of the Paphos Municipality and the final cost amounted to €9 mil. The total approved budget for
the above projects which are co-financed by the Structural Funds and implemented by non-governmental
services for the Programming Period (PP) 2007-2013, amounts to €108,6 mil.
By the end of the year 2013 a total amount of €65,5 mil. was spent, ie. there was an implementation rate of
60,3% of the total approved Budget of the projects. According to the Ac. Director General of the Ministry,
despite the adverse economic conditions, the targets set by the European Commission for the year 2013
were achieved.
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 it is entitled.

Housing Projects.
(a)
Housing Loans and subsidies of Housing Schemes. The total expenditure incurred for the year 2013
for housing loans amounted to €108.986 (€14.531.354 for 2012) and the subsidies of the housing schemes
amounted to €2.940.131 (€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.
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 2013 an amount of €510.633 was paid to the
Housing Finance Corporation (HFC) to cover, inter alia, bank charges, without conducting adequate checks
on the amounts paid.
(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.

The Ac. Director General of the Ministry informed us that the issue will be studied in collaboration with the
District Administrations and the Department of Lands and Surveys.

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.

Expenditure on meeting social needs to bodies and citizens in financial need. In 2013, an amount of
€597.795 (€499.816 in 2012) was spent to meet social needs of bodies and of citizens in financial need.
Specifically €68.250 was allocated to Local Authorities, €218.145 to citizens, €196.400 to clubs and €115.000
to social grocery stores. These costs are incurred on the approval of the Minister of Interior, without the
existence of written criteria about who are the beneficiaries and the amount of assistance / sponsorship they
are entitled.
The Ac. Director General of the Ministry informed us that since the beginning of 2014, in consultation with
the Ministry of Agriculture, Natural Resources and Environment, approvals on granting financial assistance
to Communities and Organised groups are notified to the Ministry of Interior, to prevent approval for the
same purpose.

Recommendation: Grants / assistance granted to individuals, associations, ATA or other bodies, should
be allocated from the competent Ministries / Departments / Services, so that a better assessment is
made of the scope of the grant / assistance and the concession of assistance for the same purpose /
reason of different Ministries / Departments / Services is controlled / avoided. Also criteria and
amounts that are common to all operators and citizens should be defined and sponsorships and by
grace donations should be given in accordance with the provisions of Articles 24 to 28 of the Accounting
and Financial Management and on Financier Control of the Republic Law of 2014 (L.38 (I) / 2014).

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 the Districts of Larnaca and Famagusta.
In accordance with the terms of the contract (of which the Ministry of Interior remains guarantor), in cases
where the incoming waste quantities are less than the lower limit for each category of waste, the unit price
of the category is increased by 15% and due to this provision, during the first two years of the operation of
the unit, there were additional charges of €2.313.178. It also emerged that the operating cost of the unit is
much higher than other units due to the terms of the awarded competition, which could lead to the transfer
of part of the construction costs to the annual maintenance cost.
The Council of Ministers, recognising the need to avoid to charge the citizens with the increased operating
cost of the plant and for strengthening the Council of Exploitation, decided initially to allocate an amount of
€650.000, to address its financial obligations and then pay an amount of €1,5 mil. per year to the Council for

the next seven years while the contract lasts. The invoiced services in connection with the project exceed €5
mil., excluding the arrears of interest amounting to approximately €400.000 and the penalty for failure to
achieve the minimum quantities for the third year of the operation of the unit, which is €1,3 mil.
The Ministry, after receiving complaints from the local authorities served by this unit, for the high operating
costs with which they are charged, assigned to a Senior Officer of the Ministry of Communications and Works
to conduct the relevant administrative investigation, which revealed errors and omissions during the tender
procedure and the evaluation of the tenders and the existence of terms in the contract which are unbalanced
in favor of the Contractor and which have resulted in an excessive increase in operating costs. The
investigation has been sent to the Legal Office to examine whether any criminal offenses have been
committed and to the State Aid Commissioner for consideration whether an issue of state aid is raised for
the Contractor of the project. The Council of Ministers approved on 6.11.2013 the renegotiation with the
Contractor, in order to rationalise the terms of the contract and remove the unbalanced provisions and
authorised the Minister to appoint a Negotiation Committee, which will negotiate the terms of contract with
the Contractor.
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
considered as draft and unsubstantiated. The first proposal (without extension of the duration of the
contract) includes, 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.
Our Office, considering that:
(i)

The Attorney General advised that the time extension of the contract does not comply with the
legislation governing public procurement.

(ii)

The Commissioner for State Aid Control considers that the existing contract requires rationalisation.

(iii)

For the IIWM Limassol plant, a project of about the same technology, the prices of the tenders recently
submitted for its operation range between €19 / ton- € 35 / ton, while the price of the offer of the
Contractor of IIWM Koshi plant is €35 / ton for its operation, recommended to the Ministry - after
receiving guidance from the State Aid Control Commissioner and the Attorney General – to reduce
the operating unit price of the project (as against - temporary - payment until the exact amount of the
payment to be made to the Contractor is clarified) while the matter to be referred to the European
Commission for review of the contract as to the compatibility of state aid with European Law.

(b) Transit Waste Transfer Stations (WTS) of Larnaca and Famagusta Districts at the positions "Xylofagou"
and "Skarinou." The contract, which was signed by the Ministry of Interior on 12.10.2006, provided for the
design, construction and operation for ten years of two transit waste transfer stations (WTS), one in
Xylofagou (about 90,000 tons per year) and one in Skarinou (10,000 tons per year), for €6.627.000 + VAT for
their construction and € 14,80 per ton for the 10-year operation of the stations. The Ministry of Interior in a
letter dated 27.7.2012, informed the Contractor that the Xylofagou WTS will not be built due to social
reactions and, therefore, the Skarinou WTS only will be constructed and invited him to come for the revision
/ adjustment of the terms of the contract. Because the contractor submitted a proposal with excessive
requirements, the Management Board terminated the contract on 16.8.2012.
On 10.9.2012, the Contractor submitted a claim for time extension until 27.7.2012 together with financial
compensation amounting to €9.792.520 for the cost of works carried out, for loss of earnings from the non-

operation of Xylofagou WTS, for the cost of preparation of studies for the new posts of the WTS and time
extension, as well as for other general / financial expenses. After evaluating the request and a related
recommendation by the Departmental Variations and Claims Committee, the Central Committee for
Variations and Claims, to which the issue was referred to, negotiated with the Contractor and decided to
approve the amount of €2.200.000 plus VAT, as the final amount of a friendly arrangement for full and final
settlement of the matter. At the same time it was decided to keep an amount of €200.000 for payment of
vehicle maintenance and for the payment of the remaining amount (€2,0 mil.) to the Contractor.
(c)
Areas of Uncontrolled Waste Disposal (AUWD) Larnaca - Famagusta. The project was procured on
16.12.2011 with an estimated expenditure of €29.5 mil. After an examination of the tenders submitted, the
contracting authority decided to cancel the competition and the decision was ratified by the Tenders Review
Authority on 3.12.2013.
Because the project is scheduled to be financed by the EU Cohesion Fund for the PP 2007 - 2013 and therefore
to be completed by the end of the year 2015, the whole delay in the procurement process may have serious
impact on the ability of absorption of valuable community resources. Following actions by the Ministry of
Interior, the project was separated / sectioned in 3 smaller contracts, drastically reducing the construction
time to minimise any loss of Community resources. As we were informed by the Ministry of the Interior, the
three relevant competitions took place and the contracts were signed with the Contractors, as follows:
(a)

Section 1 (27.8.2014 - 27.8.2015), contract amount €6.717.000 + VAT

(b)

Section 2 (6.10.2014 - 6.10.2015), contract amount €4.789.000 + VAT

(c)

Section 3 (13.10.2014 - 13.10.2015), contract amount €5.982.510 + VAT

That is, the total cost amounts to €17.488.510 + VAT.
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.
Recommendation: Given the delays in starting the projects for the Limassol IIWM and especially that
of Nicosia, the possibility of the non-absorption of available Community resources and the imposition
of fines from the ECJ, the Ministry should take the necessary steps to ensure adherence to timetables.
Rehabilitation/Improvement of Piale Pasha Street in Larnaca - “ex-gratia” payment of aid to entrepreneurs
of recreation centres. At the suggestion of the Ministry of Interior, the Council of Ministers approved on
13.8.2012, the “ex-gratia” payment 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 "ex- gratia" payment 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.

Before submitting a proposal to the Council of Ministers for a decision to grant “by grace” assistance, the
facts were not submitted to the Attorney General for guidance and receiving advice as to whether such a
decision is justified and whether there is a legal base and that its implementation is in line with the provisions
of the Constitution. It is noted that, according to a letter of the Legal Office of the Republic dated 27.11.1996,
a process was established, whereby each case of a request for a "by grace" concession of assistance is
submitted to the Legal Office for an opinion whether it is justified under the circumstances.

Recommendation: We expect to be updated on the measures the Ministry intends to take with respect
to all the issues raised above, especially for the three of the entrepreneurs who were given “by grace”
assistance and T / C plots which they have not been used for the relocation of their businesses, which
was the purpose for which the assistance was approved by the Council of Ministers.

2.6.1 DISTRICT ADMINISTRATIONS
General.
Arrears of revenue. According to data kept by the District Administrations, the arrears of revenue, relating
mainly to installments of leased property, rent of shops in self-housing settlements, demolition costs and
accrued interest of installments due, on 31.12.2013 amounted to €3.611.546 compared to €2.715.906 on
31.12.2012.
Recommendation: The 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 with which the procedures for the collection of State revenue are established.

Deposit Accounts. The total of the deposit accounts at 31.12.2013 amounted to €17.049.346, compared to
€18.679.952 in 2012. In many cases, the balances relate to retention money of contractors, deposits of
Community Boards for development projects or unspent balances of deposits outstanding for many years.
Recommendation: Deposits should not be kept beyond the requisite period and any amounts that
remain unclaimed after 5 years should be transferred to State revenue.
Building Permits/ land division. During the examination of applications, problems and delays are observed.
Also, as it was found, because of the time required for the processing of applications, the administrative costs
borne by the State is substantial. It was also observed that a number of applicants for building permits do
not pay the related fees to receive them, even though their applications have been examined and processed.
As we were informed by the Acting District Officer of Nicosia, the construction sectors of all District
Administrations are included in the computerisation tender of the Town Planning and Housing Department
which is before the Tenders Review Authority. He also informed us that the Ministry of Interior submitted
to the House of Representatives a bill on the obligation of the applicants for payment of the fee with the
application.

Recommendation: A timetable should be set for the completion of the computerisation of he
procedures for the receipt, examination, monitoring and issuing of permits. Also, it is required to
expedite the issue of a fee to be paid with the submission of applications for construction / division of
land permits. All cases of licenses which have been examined and are pending should also be
investigated with the necessary steps taken accordingly.

Various licenses issued by the District Administrations. A large number of petroleum stations and petroleum
storage premises are operating without having obtained the license provided in the relevant legislation. In a
related opinion of the Attorney General it was stated that the failure to obtain the required license is a
criminal offense, in accordance with Article 11 of the Regulation of Petroleum Stations Law. Also, a number
of premises, which sell alcoholic beverages, do not renew their license to sell in accordance with Article 3 of
the Sale of Spirits Law.
Recommendation: The District Administration to record all petroleum stations and petroleum storage
premises and where there is no compliance with the obligation to obtain the necessary permits to ensure
effective measures are taken against the offenders.

Tenders.
(a) Examination of the changes and requirements in contracts financed by the State and the Community
Councils are the Contracting Authorities.
Due to problems which arose repeatedly in the management of contracts by the Community Councils, the
Central Committee for Variations and Claims (CCVC) decided on 25.2.2014 and 18.3.2014 the following:
(i)

Changes, the value of which will not exceed the rates of 20% and ± 10% of the amount of the contract
respectively, to be approved by the Head of the Technical Services of the District Administrations,

(ii)

changes, the value of which exceeds the percentages 20% or ± 10% of the amount of the contract
respectively, will be assessed - after a report by the coordinator of the contract is submitted – by an
Advisory Committee for Changes and Claims of the Community Councils, in which a representative of
the District Officer will also participate. The Committee will then submit its recommendations to the
relevant District Officer for decision / approval. The said Committee’s decisions will be communicated
to our Office,

(iii)

the contracting authority to deal with tenders of a total value in excess of €854,000, in which a
contribution of the State is included, will be the competent District Administration,

(iv)

in cases of existing contracts with contracting authority a community and a contracted private
consultant, a supplementary agreement should be signed between them, whereby the consultant will
receive instructions from the government department concerned that manages the construction
contract, while for new contracts this arrangement to be included in the contract terms

(v)

any change implemented without approval, will not be financed from the state budget, and should
be covered by the Community's own resources and

(vi) before a final payment is made in cases of existing contracts with additional work which is not included
in the original contract or in excess of the quantities provided for in the contract, the decision of the relevant
District Officer / Head will be forwarded to the CCVC and to our Office for information / comments.

2.6.2 LARNACA DISTRICT ADMINISTRATION
Scheme for Incentives to encourage the relocation of the residents of Mari Community. Because of the
expected problems due to the operation of the new power station at Vasilikos, after nearly nine years of the
non-implementation of previous Schemes, the Council of Ministers (no. of Decision 66.751 dated 6.2.2008)
approved a new Scheme for Incentives to encourage residents of the Mari Community to relocate, which
provides for the granting of increased financial assistance. In accordance with that Decision, part of the cost
for the implementation of the Scheme will be covered by funds from the Electricity Authority of Cyprus (EAC)
to the Mari Community in accordance with the provisions of the EAC (Provision of Financial Assistance to
Communities near the Vasilico Area) Law no. 67 (I) / 1995 and part from various government funds for selfhousing purposes.
The total cost of the Scheme amounts to €2.220.106 and relates to 56 beneficiaries. An amount of €919.062
will be covered by the overall allocation of €2 mil. of the financial assistance granted to the Community by
the EAC. Until 31.12.2013, a total amount of €1.058.468 (€545.582 from government subsidy and €512.886
from the EAC) was given to the beneficiaries, in accordance with the progress of works.
With reference to the above Scheme we observed the following:
(i)

The decision to finance the increased financial support to the beneficiaries from the financial assistance
provided to the Mari Community by EAC, in our Office is view, does not seem to be within the scope
of EAC Law no. 67 (I) / 1995 referred to above, which is to provide financial assistance to the seven
affected communities for financing development projects of the community, but it constitutes an
individual financial assistance to a number of residents who were deemed beneficiaries.

(ii)

While the Scheme provided that the beneficiaries should erect their residence within a two year period
from the signing of contracts and in spite of the fact that the contracts were signed in 2010, by
31.12.2013, ten beneficiaries had not expressed any interest in building a house.

(iii)

According to the Scheme, the residents who will benefit from the Scheme may, if they wish, continue
to hold the T / C houses for business (agriculture and stockbreeding) purposes, provided that they have
a responsibility for their maintenance and pay reasonable / nominal rent. Until 31.12.2013, the
construction works of 13 beneficiaries’ houses were completed, while 12 beneficiaries have been
approved for granting to them of a house in Zygi for elders. We inquired whether the 25 respective T
/ C houses have been abandoned and whether the conditions of the proposal referred to above have
been complied with.
As we were informed by the Ac. District Officer of Larnaca, all cases will be investigated and
appropriate action and the necessary measures will be taken where possible.

Recommendation: The District Administration should set a timetable for the investigation of the cases
mentioned above.
Co-financed Projects of the Programming Period 2007 - 2013. For the 2007-2013 period, the Larnaca District
Administration is the proprietor of two co-financed projects which have been included in the Operational
Programme of Sustainable Development and Competitiveness and ten projects which have been included in

the Operational Rural Development Programme. From a sample check the following are shown:
(a) Renovation of the Square and restoration of facades of private buildings located in the centre of
Kalavasos. Works on this project, which is funded by the Rural Development Programme 2007 - 2013 (EU
contribution €354.600, national contribution €354.600 and local contribution€78,000) began in April 2011
with a duration of 20 months. In April 2013, the contract with the contractor amounting to €589.000
(excluding VAT) was interrupted, without the project being completed, due to his fault, as he did not respond
to the relevant terms of the contract.
As we were informed by the Ac. District Officer, the contract is awarded to a new contractor and the project
is expected to be completed in May 2015.
(b) Projects of Axis 4: Leader of the Rural Development Programme 2007 - 2013. In 2013 it was decided
to co-finance six new projects of a total cost of €2.049.064 under the said Axis. The implementation works
on five projects have started in 2014, while one has been completed.
Recommendation: Given the time constraints that exist for the absorption of Community funds, based
on Article 29 (1) of Regulation (E.C.) No 1290/2005 ( Rule N + 2), ie up to 31.12.2015, the District
Administration should closely monitor the above projects, so as to carry out and submit expenses on
time, for maximum absorption of Community funds.
Scheme for the allocation of plots of land to families with low incomes. Under the provision of the Scheme,
which was included in the contract signed, the beneficiary is obliged to erect a residence within two years of
signing the Lease Agreement. From a random check it was found that no sufficient spot checks in plots
granted are conducted for monitoring the compliance with the recommendations of the District
Administration and the terms of the contracts.
The Ac. District Officer informed us that, in recent years, due to financial difficulties of the beneficiaries for
the completion of their houses, they may be granted time extension.
Recommendation: The terms of the contracts need to be respected in each case, in accordance with the
provisions of the Scheme for uniform application to all beneficiaries, unless the Council of Ministers
decides to amend the relevant decision.

Building Permits/ land division. During the examination of applications, problems and delays are observed.
Also, as it was found, because of the time required for the processing of applications, the administrative cost
borne by the State is substantial. It was also observed that a number of applicants for building permits do
not pay the related fees to receive them, even though their applications have been examined and processed.
We proposed the computerisation of procedures for the receipt, examination, monitoring and issuing of
licenses, with the implementation of an integrated computerised program. We also recommended that the
District Administration considers setting a fixed amount as a processing fee for building / land division
permits, which will be charged on submission of applications.
As we were informed by the Larnaca Ac. District Officer, the issue of the computerisation is promoted.
Regarding cases where the planning permission has expired without having paid the relevant fees for the
issuance of the building permit, then spot checks are carried out and where it is found that the building works
have started or have been completed, legal action is being taken. As we were also informed, the issue of
charging a fee to be paid with the submission of applications for building permits / division of land is under
consideration at the Ministry of Interior.

Recommendation: All instances of applications that have been examined and are pending without
paying the relevant fees for their issue, should be investigated in order to take the necessary measures.
The issue of computerisation should also be promoted as soon as possible.

Final approval certificates. A number of applicants who were granted a building permit, have not notified
the District Administration, as the competent authority, of the completion of the building and have not
applied for an approval certificate contrary to Article 10 (1) and (2) of the Streets and Buildings Law. Also, it
has been observed that no control is exercised as to whether final approval certificates have been issued for
all buildings that have been completed, resulting in the non collection of the charges provided and the nonimposing of an administrative fine as provided for in the relevant regulations. Additionally, the non-issuance
of an approval certificate has as a consequence the loss of other important revenue provided for in other
laws.
As we were informed by the Ac. District Officer, the problems that arise will be resolved with the
implementation of the computerised system.
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Recommendation: The District Administration should pursue the matter of issue of the approval
certificates with the aim of collecting the government revenue legally due.

Various licenses issued by the District Administration. As it was observed, for the 296 premises out of the
343 that store petroleum products and are included in a relevant register, a petroleum storage license for
the year 2013 has not been issued, for the 22 of the 35 active petroleum stations an operation license has
not been issued because the building permit is pending, while for a significant number of premises the license
for the sale of alcoholic beverages has not been renewed.
Recommendation: The District Administration should investigate the cases for which there is nonhas
not renewed
compliance
for obtaining the required permits and should promote measures against offenders.
Tenders
(a) Contract number 101/2010 - Erection of the Pano Lefkara Multipurpose Conference Centre. As we
mentioned in our Report of 2012, serious weaknesses were observed in the management of the contract
during the implementation of the project and, therefore, in June 2013, we submitted our comments to the
Larnaca District Administration (LDA) requesting also to inform us about the manner of handling the issue
regarding the penalty enforcement on the Contractor - in accordance with the provisions of the contract for undue delay. It is noted that, according to the letter of the contract coordinator to the Contractor dated
2.7.2013, the legitimate extension of time approved was 39 calendar days, while for the remaining 218 days
a penalty amounting to €109.000 was imposed.
On 17.9.2014, the Larnaca Ac.District Officer informed us that the project was not completed by then,
because the execution of part of the engineering works was pending. A report to the Central Committee of
Variations and Claims (CCVC) started being prepared for a comprehensive settlement of the issue, by granting
a justified extension of time in accordance with the Circular of CCVC no. 9 – in addition to the penalty already
imposed amounting to €109.000 for undue delay – so that the work is completed as soon as possible.

He also informed us that, prior to the notice / assignment of such future contracts, the conducting of soil
studies should be confirmed, as well as the updating of the relevant studies / plans and to carry out checks
on whether all the works of the study / plans have been included in the respective bills of quantities.
Finally, the report was submitted to the CCVC on 9.10.2014, requesting the granting of a legitimate extension
of time for the period from the contractual delivery date of the project until completion, provided that there
are no claims for damages. With this arrangement, a penalty would be imposed on the Contractor and these
funds could be used to pay subcontractors for electrical works and the elevator, in order to complete their
works, which are the only ones pending for the full completion of the project.
The CCVC expressed its reservation to reply at its next meeting, after first clarifying whether payments could
be made to subcontractors of the said Contractor, for whom a court decree for non-payment of debts owed
to him by the state is pending.
(b) Consultants Remuneration - Tender no. 55/2006 of the Larnaca District Administration (LDA). It was
observed that the payments to the Consultants of the project were being made from 2006 until 2009 under
the terms of the contract notice and not under the terms of the contract, which had been differentiated.
According to the opinion of the Attorney General in April 2014, the long-term application of an incorrect
method of calculating the remuneration of the Consultants created obligations for the LDA.
In view of the above, our Office expressed the view that the problem may be due to weaknesses in the control
of payment / authorisation system and, therefore, we recommended the review of the procedures in order
to avoid similar problems in future.
In his reply, in June 2014, the Larnaca Ac. District Officer informed us, that, from the result he concludes that
the manner with which the control of the interim payment certificates to the Consultants was made and also
the authorisation of their payment, was not appropriate. He also informed us that it was not possible to
ascertain the reasons why the terms of the contract have changed in relation to the terms of the competition
notice.
The Larnaca Ac. District Officer informed us on 20.10.2014 that essentially, the problem was not due to
weaknesses in the system of control / payment authorisation, but to the interpretation of the relevant
contracts signed, based on the above tender, among various Community Boards and various Consultants. He
also informed us that for some of these contracts, which presented a problem, efforts are made for their
settlement and sending them to the CCVC for modification. For the above tender (no. 55/2006), it has not
been possible to achieve a settlement and was send to the CCVC which, in its meeting on 9.10.2014, decided
to promote the procedure of appointing arbitrators.

2.6.3 PAPHOS DISTRICT ADMINISTRATION
Tenders
(a) Competition Paphos D.A. no. T.S.01 / 2014 - Supply of Ready Concrete for various regions of Paphos
District. The competition was awarded by the Tender Board of the Ministry of Interior on 13.5.2014, in
accordance with the recommendation of the Evaluation Committee which also recommended / pointed out
that, in future similar invitations of tenders, the possibility of reducing the individual sites included in the
competition is seriously considered in order to achieve a fair competition. The suggestion was made because,
firstly, it was observed that the number of economic operators that had submitted a tender was almost that
for the individual sites (the award would be made separately for each site) and, secondly, the prices
submitted did not have a reasonable basis.

In view of the above, in our letter to the District Officer of Paphos dated 29.5.2014, we expressed the view
that, while taking account of the significant differences which were presented between the prices of the
contracts awarded for the 6 Paphos areas within the above competition and the corresponding prices of the
2012 and 2013 contracts of the District Administrations Limassol and Nicosia and, secondly, the fact that each
of the five economic operators who participated in the competition had submitted the lowest price in one of
the six areas and indeed for all individual types of concrete of the same area (except one to which two areas
were awarded), a healthy competition was not developed in this particular competition. In addition, we
observed that in some cases, the location of the successful tenderer was such - in relation to the geographical
distribution of the region for which he was awarded the contract – that it did not justify the low price he had
submitted. In view of the above, we recommended that the Paphos District Administration Office examines
the manner / methods of procurement in future competitions, in order to ensure the development of a
healthy competition. We have suggested that one way would be to reduce the areas of competition, as it had
also been applied to respective competitions of the Limassol District Administration, thus reducing
significantly - since then - the contract price.
The District Officer of Paphos informed us in June 2014 that the cost of supply of the product (concrete), was
mainly formed from the cost of raw materials (which in Paphos are higher), production costs, distribution
costs and operating expenses. Because the sale price of ready-mix cement depends on the market price of
cement, this variable is the most important for the final product price at the Paphos market. He also informed
us that, with regard to our recommendation to reduce the competition areas, Paphos District Administration
would take into account this possibility, for the next competition.
(b) Paphos D.A. competition no. T.S.17 / 2014 for (a) Supply, transport and coating of asphalt concrete
(premix), (b) Removal and supply, transportation and installation of asphalt concrete (premix) for the
needs of the District Administration Paphos ( areas A, B, C and D). The competition was awarded by the
Tender Board (TB) of the Ministry of Interior on 5.6.2014, in accordance with the recommendation of the
Evaluation Committee.
With our Office letter to the District Officer of Paphos dated 5.7.2014, we observed that while the cost
estimate for all 4 regions ranged from €85 / ton to €87 / ton for the binder coating of asphalt concrete AC20
and €90 / ton for the respective surface layer AC14, the corresponding values awarded for the contracts of
the Limassol District Administration (LDA) in 2012 and 2013 were €57.80 / ton and €60 / ton respectively for
the layer AC20 and €62.60 / ton and €63.50 / ton respectively for layer AC14.
In view of the above significant difference between the cost estimate values for the supply / placing of asphalt
concrete of the above competition and the respective values of the LDA contracts for the years 2012 and
2013, we asked the Paphos District Officer to inform us about how the calculation of the cost estimate was
made, citing data / parameters on which they had been based.
The District Officer of Paphos informed us in June 2014 that the cost estimate was prepared by the Technical
Services of the Paphos District Administration Paphos based on the prices and quantities of previous years.
Our Office maintains its view that the values for the layers of asphalt concrete AC20 and AC14 of PDA
contracts is significantly higher compared with the corresponding values of the LDA contract for the two
previous years.

2.6.4 DEPARTMENT OF LANDS AND SURVEYS
Budget. The Budget of the Department for the year 2013 provided for €106 mil. revenue and expenditure
of €127,3 mil. The actual revenue for the year amounted to €74,2 mil. and of expenditure of €117,5 mil.,

compared with €118.4 mil. and €118,4 mil. in 2012, respectively. The reduction of the Department's revenue
in 2013, is due to the reduced revenue from fees and charges which amounted to €68,7 mil. (€110,1 mil. in
2012), mainly due to the reduced number of property transfers, as well as of mortgaging.
Arrears of revenue. According to the Department, the arrears of revenue, which concern mainly state land
leases and the contribution of Municipalities for engineering projects, amounted to €10.841.960 at
31.12.2013, compared to €10.488.019 in 2012. It is noted that, an amount of €7.821.632 relates to the total
of due rents from leasing state land in all Districts, while an amount of €2.983.188 relates to the total of due
amounts to the Estimates Division in all Districts, which mainly includes the debts of municipalities /
communities for their contribution to urban development projects, which were not paid to the State.
Indicatively, according to the Department, Strovolos Municipality owes for the period 2011-2013 to the
Department, as a contribution for expropriations for engineering projects an amount of €814.099 and the
Municipality of Paralimni an amount of €215.649 for the period 2003-2013. It is relatively noted that the
Ministry of Interior, according to the Council of Ministers decision dated 21.10.2009, deducted in 2013 part
of the arrears of some Municipalities’ from their share of subsidy, totaling €1.001.995.
Recommendation: An action plan should be formulated and deadlines should be set for the collection
of arrears of revenue, including the strict implementation of the relevant circular of the Treasury with
which the procedures for the collection of State revenue have been established.

Projects under the Memorandum of Understanding with the European Stability Mechanism which refer to
the Department of Lands and Surveys. In the Memorandum of Understanding between the European
Commission on behalf of the European Stability Mechanism and the Republic of Cyprus projects relating to
the Department of Lands and Surveys, among others, are included. The main projects are:
(a)
Immmovable Property Assessment. About 1,1 mil. pieces of land and 900,000 building units,
department stores and other property items should, according to the Memorandum, have been assessed at
1.1.2013 prices by June 2014, work which seems to have been completed within the relevant schedules.
(b)
Issue of Property Titles for all developments. By the end of 2014 there should be no delay of more
than one year in cases of issuing individual titles for units which are the subject of sale in more than 2,000
sales contracts. From the Department's estimates, based on the registered sale deeds, 60,000 titles,
approximately, should be issued by the end of 2014.
The Ac. Director informed us that, according to the Department, approximately 14.000 titles should be issued
by the end of 2014, that the Department is in constant communication with all stakeholders, with several
Municipalities, however, not responding to the request for accelerating the issue of the final approval
certificates, whereas, as the Department informed us, it is expected to be very close to the target set by
Troika but it is estimated that it is impossible to solve the problems for 4.000 property titles.
(c)
Assignment of the jurisdiction to conduct the auction of mortgaged real estate to the private sector.
The responsibility to conduct the auction of mortgaged real estate will also be given to private companies by
amending the relevant legislation.
The Ac. Director informed us that the amendments to the relevant legislation (Law 9/65) are sent to the Legal
Office for processing and it is expected that, by the end of November, the amendments will be adopted.
(d)
Electronic access to the Department's files. Based on the Memorandum, by the end of 2014 there
should be electronic access to the Department's files (properties, encumbrances, mortgages, contracts of
sale, etc.) so that other governmental services and the financial sector may obtain information .

As the Ac. Director informed us, access has been given from 30 September, 2014.
(e)
Evaluation of the parameters used in the General Assessment. By the end of 2014 , an evaluation for
the parameters used in the General Assessment should be made – reassessment of the parameters which
were disregarded and the deviations between the General Assessment and market prices.
Related to the above, we requested to be informed whether the Department is taking all necessary steps to
implement the projects of the Memorandum and comply with the deadlines set, the progress to date on each
project and any problems faced by the Department in achieving the above objectives of the MoU.
The Ac. Director informed us that at this stage, the necessary preparation by the Department in order to
complete the study (A / S Ratio) is being made, as well as the study to identify any parameters that were not
taken into account in the overall process assessment, which will be conducted by the Troika expert. Both
studies should be completed by the end of 2014, according to the schedule set by Troika.
Regarding the General Assessment at 1.1.2013 prices, it is stated that, according to the Department's data,
it seem that problems related to the values of the Technical Assessment according to the computerised
system of the Department have been identified, leading to the calculation of several pieces of land value to
be much higher and / or lower than the actual. Indicatively (a) where plots fall into two or more urban areas,
the estimate for the entire area of the property is done by the system based on the value that is specified as
a key area, (b) in many cases, pieces of much larger scale are overestimated, since, according to the
Department, the system adopted the same per sq.m. value with normal or small-scale properties, (c) coastal
properties appear to have been underestimated and (d) cases of properties were identified where, while the
system had a registered value at 1.1.1980 prices, they have not been evaluated at 1.1.2013 prices ( eg farms
that are not synchronised with the geographical database of the System of Land Information (SLI).
Recommendation: To prepare an action plan and set a timetable for the correction of the assessments
of the General Assessment.
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 June 2014, according to the Department’s data, a total of
206 seizure warrants, were pending against the Republic of Cyprus for compensation amounting to €11,4
mil., including interest and other costs. Also, according to a letter of the Ac. Director of the Department,
dated 5.4.2013, the amount for compensations due for expropriation to affected owners as at 31.12.2013,
including interest until the same date, amounts to about €480,8 mil. The amount, according to the analysis
of the Department consists of amounts offered to landowners but not accepted by them (€204,3 mil.) and
accepted amounts, including amounts relating to Court judgments, but not paid to the beneficiaries until
31.12.2013 (€276,87 mil.).
Indicative expropriation examples are mentioned below:
For the construction and operation of the Cyprus University of Technology, a Notification of Acquisition for
23 properties was published on 3.11.2006, a Notification of Acquisition of one property on 4.5.2007 and a
Notification of Acquisition of 32 properties on 22.5.2009. By July 2013, compensation was paid to owners of

15 pieces, totaling €15,7 mil. plus interest amounting to €1,8 mil. (11.5% of the amount of compensation),
an amount of €120.000 to a specific tenant of a plot whereas according to the Department, a payment of
compensation totaling €30,8 mil. is pending, including interest up to that date amounting to approximately
€9,5 mil.. By July 2014 all other payments were not made and until the same date, the outstanding amount
of interest on the amount of compensation not paid is estimated at €11 mil. Some other projects for which
large amounts of compensation for expropriation to the owners are pending on 31.12.2013 are, according to
the Department, the expropriation of the energy centre at Vasilico for which there is an outstanding amount
of €17,3 mil. including interest of approximately €5,8 mil., the expropriation for the new Larnaca Kofinou
road - amount owed €6,1 mil. including interest about €4,1mil., the expropriation for building a Gymnasium
in Engomi - amount owed €3,7 mil. including interest €0,8 mil., the expropriation for the vital vertical road
new hospital - new Limassol port - amount owed €9,7 mil. including interest €3,3mil., the acquisition for
antiquities in Kouklia - amount owed €7 mil. including interest of €2 mil. and the expropriation for creating a
Technological / Scientific park - amount owed €8,9mil. including interest €3,5 mil.
We noted that, in accordance with Article 23 of the Constitution and Article 12 of the Law of compulsory
acquisition, the expropriation compensation are paid in cash and in advance.

Recommendation: It is recommended that, in cooperation with the Ministry of Finance, a timetable for
payment of all compensation (the accepted amounts or amounts with court judgment) is prepared.
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 the 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 - March 2013, 20 land acquisition projects, for which the
amount of compensation which will not need to be paid is more than €133 mil, were recalled, while up to
August 2014 three additional expropriation projects were withdrawn and the amount of compensation which
will not need to be paid for these projects is in excess of € 18 mil., not including interest. It is noted that, due
to the revocation of expropriation works, complex problems arise relating, inter alia, to the outstanding
references and / or decisions of the court on the amount of compensation for pieces for which the revocation
had already been published, to the movable property seizure warrants related to the plots of land for which
also revocation was published etc. It is noted that in all cases of revocation the State will bear, inter alia, the
legal and appraising costs.
Recommendation: It is expected that the State carries out expropriation of immovable property for
projects that have the potential to take place as provided in the Constitution and the Law and that
there is, inter alia, close cooperation of the acquiring Authorities with the Ministry of Finance, to avoid
the problems created .
Interest on the amounts of compensation for expropriation purposes. Due to the payment of large amounts
of interest on the amounts of expropriation, we had recommended since 2006 to study the possibility of

amending the relevant legislation to reduce the interest rates payable (9%), especially in view of the drastic
reduction in interest rates in recent years, an issue which was resolved in 2014 with the adoption and
publication on 16.5.2014 in the Official gazette of the Republic of the Compulsory Acquisition (Amendment)
Law of 2014 L.61 (I) / 2014, according to which the interest rate is reduced from 9% to 3%.
Owners of immovable property without Civil Identity number. According to data of the Department, in July
2014 there were registered in the computerised system of the Department, a total of about 305.000
individuals (of whom about 207.000 are Greek Cypriots) without an identity card number. These are major
property owners in the free areas, the value of which amounts to €1,7 bn. at 1.1.1980 prices, equivalent to
10,1% of the total value (€16,5 bn.) for all properties. Given the above and the fact that for the purpose of
imposing taxation on immovable property, the municipality charge, the improvement fee and sewerage
charges, data is taken from the Department, this results in substantial loss of revenue for both the State and
Local Authorities since for this property it will not be possible to enforce the relevant taxes.
As stated by the Ac. Director of the Department, in all District Offices, teams have been formed in order to
correlate the fictitious data with an identification number, which, after the start of MoU works, were reduced
because it was considered more effective to obtain the identification number from tax authorities, the Inland
Revenue Department (now Department of Taxation), Municipalities and Communities. The Ac. Director also
informed us that the new updated memorandum has included a provision on the matter, adding that the
troika expects close cooperation of the Department with the Inland Revenue Department to solve the
problem.
Recommendation: To prepare an action plan and set a timetable for solving the problem, both through
other government departments and local authorities and with the help of property owners bordering
them.

Issue of title deeds – Town Planning Arrangement / Town Planning Amnesty. In April 2011, the House of
Representatives approved 4 bills into laws in order to facilitate the issue of a final approval certificate for
housing units and apartments, including cases presenting irregularities and / or discrepancies as to the terms
of the license granted, and then issue the relevant title deeds.
Based on "the Department’s scheme of action plan for the issue of the deeds which are pending until
31.12.2014, in accordance with paragraph 5.3 of the updated Memorandum", which was sent to the Ac.
Director General on 11.7.2014, 23.330 property titles are pending, while a deadline for their issue is set for
December 2014. It is noted that based on an obligation in the MoU, only 2.000 titles which are pending for a
year should remain pending in the Department, by the end of 2014. According to the Department, during the
first six months of 2014, 7.014 titles were issued and 13.431 in 2013. Considering the above, we expressed
the view that achieving the above target, as provided in the MoU, is considered doubtful unless further
measures are taken.
It is additionally noted that, according to the Department, in July 2014, approximately 35,000 property titles
were pending, to be issued via the process of forced modernisation, in accordance with the relevant
legislation, cases for which the DLS is not obliged under the MoU to issue the title deeds.

Recommendation: Our Office recommends that, inter alia, the efforts of the Department are
intensified in cooperation with the Municipalities / Local Authorities for obtaining immediately
all necessary certificates and / or data, including approval certificates of division permits, which
are necessary for the issuing of title deeds. To this end, the periodic employment of unemployed
could be considered through appropriate procedures. It is also recommended to find ways for
close cooperation between the Department and Financial Institutions regarding their consent for
mortgages transfer where necessary, for the purpose of issuing title deeds. Our Office also
recommends the development of an action plan with specific timetables for the issuing, with the
process of modernisation of the pending titles. To this end, it is recommended to find
mechanisms for full cooperation with the Municipalities / Local Authorities and, where
appropriate, the Director of the Department to act on its own initiative, without delay,.
In view of the above we requested to be kept informed of the Department’s actions for achieving
(a) its MoU obligations concerning the issue of the title deeds, and (b) its objectives regarding
the “Urban Regulatory / Building Amnesty” based on the latest legislation (April 2011) and about
the public response and generally the results to date.
General Recommendation: Our Office recommends that a study is carried out of the possibility
to implement, in cooperation and coordination with the competent building and planning
Authorities, a monitoring system of the licensing of developments in connection with the
issuance of title deeds and keep our Office updated.
The Ac. Director informed us that he agrees with the recommendations of our Office and added
that the Department proceeded with the preparation of an action plan, in which there is a
timetable for issuing title deeds. He also said that the issue of the Financial Institutions consents
will be resolved by amending the existing legislation (L.9 / 65).

Complaint regarding the issuing of search certificates by a Department Officer. Following a complaint dated
28.5.2012, our Office conducted a relevant audit over the issuing of search certificates (SC) by officers of the
Department. The complaint was preceded by an investigation by the Department dated 10.5.2012, on the
instructions of the Director of the Department, which however we considered incomplete.
From a test examination by our Office, several issues were encountered that are considered serious and
require further investigation, the most important being the printing, by non-authorised officers of the
Department, of SC for immovable property without the consent of the persons concerned and their final
destination being unknown in breach of the relevant legislation, while the State appears to have suffered
significant loss of public revenue.
Indicatively we mentioned, inter alia, the fact that an Officer in Nicosia District Land Office issued without
this falling under his responsibility, for the period 1.1.2008-18.6.2012, a total of 20.411 SC for 12.630
different owners, about as much as were issued by each of the three officers of the Nicosia District Land
Office whose sole task is the issuing of such certificates (an average of 23.000 for each officer). Also, a second
Officer in Paphos District Land Office, proceeded with printing 4.722 SC for 3.666 different property owners,
for the period 1.1.2008-18.6.2012 without this falling within the duties of his position. For that matter, on
the instructions of the former Minister of Interior, an investigating officer was appointed and, in accordance
with a letter of the Ac. Director General of the Ministry dated 7.4.2014, the report of the investigating officer

in relation to the conduct of a disciplinary investigation for Officers of the Department, has been forwarded
to the Attorney General for an opinion and for considering the possibility of starting a police investigation
against the specific Officers. The matter is pending.
As we were informed by the Ac. Director of the Department, the matter is pending until the police
investigation against the specific Officers is completed.

2.6.5 DEPARTMENT OF TOWN PLANNING AND HOUSING
The audit by our Office for the year 2013 could not be carried out by the date of preparation of this Report.
Here are the most important issues arising from the audit conducted at the Department of Town Planning
and Housing in 2012 and are still pending, as well as issues relating to tenders.
Arrears of Revenue.
General. According to the arrears of revenue report of the Department, all the arrears of revenue at
31.12.2013 amounted to €8.015.450, compared to €6.620.841 at 31.12.2012. An amount of €7.887.131
relates to arrears of revenue of Local Authorities (LA) for their contribution to urban development projects
and an amount of €128.317 relates to outstanding rents of shops in shopping centres and houses in the
government housing estates.
The Ac. Director of the Department informed us that he has intensified all the appropriate steps to recover
the amounts owed by the LA. As for the due rentals of shops in the shopping centres, it is expected that the
implementation of the computerised registry in early 2015, will facilitate the monitoring of the timely
collection of rents.

Recommendation: An action plan should be formulated and deadlines should be set for the collection
of arrears of revenue, including the strict implementation of the relevant circular of the Treasury with
which the collection of State revenue procedures are established.
Renting of buildings for the temporary relocation of the Head Office of the Department. In view of the
construction of the Cultural Centre in the space previously used by the Chief Secretary , where among other
government buildings were also the headquarters of the Department, the search for finding a building for
temporary relocation began, while the construction of new privately owned offices was promoted. The
Department, having obtained the required approvals from the Ministry of Finance and the District Rents
Determination Committee (DRDC), concluded a lease agreement for the building “Athanasia” in Iasonos
Street and the building “Kritikos” in Diagorou, for 5 years duration, at an estimated cost of €3.761.359. Our
Office, regarding the need of a temporary relocation of the headquarters of the Department in rented
buildings, noted that, while the construction of the Cultural Centre ultimately did not proceed, the State
incurred unnecessary rental costs for 2 building, one of which was at an unreasonably high rent, with a 5year lease agreement without clauses that safeguard the State in the event of interruption, while it was
known that the privately owned buildings of the Department would be completed within two years.
It is noted that the Department had then expressed strong reservations about the above decision because it
considered its relocation unnecessary.
(i)

“Athanasia” building. The building remains empty since the 1.1.2012, the date of the relocation of
the Department in its privately owned building, despite efforts to relocate to this other government
departments and with the owning company claiming the payment of the rent due until the expiry of

the contract on 10.5. 2014, which is estimated at approximately €236.632 (including depreciation),
reserving its rights.
The Legal Office in its relevant opinion dated 3.1.2012, stated, inter alia, that the lease period which
the Department agreed was roughly twice than what was necessary and it was a failure of the
Department not to make a provision in the contract to safeguard the Government in the event that it
would leave the building before the end the five-year period, with the possibility to pay all of the rents
and other amounts provided for in the agreement until the end of the contract period as well as
amounts for damage which the owner can prove. It was also noted that, no Government commitment
for long-term contracts is appropriate without safeguarding its rights and without having the right of
early termination.
(ii)

“Kritikos” Building. The Ministry of Finance approved the lease of the building despite the opposition
of DRDC, regarding the high cost of renting. The Department, after residing for 31 months, left the
building on 1.1.2012. After attempts to find other government offices to house them in the building, it
was eventually agreed to house the Cyprus Securities and Exchange Commission, the Labour Court and
the Family Court as from 3.1.2013 . The Department paid rent for the period from 15.8.2012 until
1.3.2013 amounting to €306.178.
By its legal action no. 6420/13, one of the co-owner companies, claims a payment, among others,
totaling €411.059 for unpaid rent for the period from 15.12.2011 until 15.06.2014, on the basis of a
tripartite Lease contract dated 22.5.2009. It also claims an amount of €2.320.000 for loss of profits,
based on the written Agreement for Granting the Right of selling the building, dated 8.3.2010 between
the applicant and the owner of the other company, which was not exercised as a result of the breach
of the lease by the Department, in accordance with its claims.
The Legal Office in its letter dated 15.5.2014 states that, according to the information sent to it, the
upcoming relocation of the Department in its own building was notified by a letter dated 12.9.2011
only to one company and not to the other party and particularly the applicant company and the reason
why the Department addressed only one company is not explained. Also, the Department refers to
two people as "representatives" of the building, without specifying the basis on which the above
persons are considered to be acting in each case as authorised and / or on behalf and / or in agreement
with the applicant company's opinion. It is also not clarified whether a written agreement with the
contracting parties in relation to the arrangement under discussion has been signed.
The Ac. Director of the Department informed us that the reason why the Department addressed only
one company was because one of the two companies confirmed in writing to the Department and to
other Government Agencies that it was acting for both co-owners. She also informed us that the
Department is already cooperating with the Legal Office.

Recommendation: The Department, in cooperation with the Legal Office, should clarify the above issues
which have caused considerable costs to the State. Also, the necessary steps should be made to ensure
that the Department will not make any further unnecessary expenditure as a result of incorrect actions.
Tenders.
Weaknesses in Procurement Management - Project Final Accounts.
(a) Contract no. 4.2.02.21.12.02 / 01 dated 7.9.2010, for the redevelopment of a part of the traditional
centre of Arsos community - Final Account. After a random check was conducted by our Office in November

2013, differences were found in the quantities of certain tasks between the actual – on site - quantities
measured and the corresponding quantities were included in the final account, amounting to €16.019
(deductible).
In view of the above, we suggested that to avoid similar problems in the future and to safeguard the public
interest in projects involving private consultants, the Department performs random inspections of the final
quantities and, if satisfied of their correctness, then to send the final account to our Office, for audit.
The Ac. Director of the Department informed us in January 2014 that, after measuring of the works executed
for verification purposes, the total deduction eventually amounted to €15.723 (instead of €16.019), an
amount which would be deducted from the amount of the final statement project. She also informed us that
instructions have been given to the Department officers - in projects involving private consultants - such as
the competent Surveyor of the projects and the Coordinator of the contract, in addition to the Inspector of
the Construction Site, to make - every two months - spot random checks, before certifying interim payments
to the contractor in order to ensure that the amounts included in the final account of works are correct.
As we were informed in October 2014, the discrepancies in the quantities of certain works between the
actual – on site - quantities and the corresponding that were included in the final account have been taken
into account and were deducted from the final project account.
(b) Tender no. 25/2013 for the construction of sewerage system in pedestrian walkways, yards and
residential buildings in the Government Housing Estates of Kokkines Strovolos, Agios Eleftherios and St.
Andrew in Latsia. For the above competition, we observed in January 2014, that the third in ranking
economic operator included in his tender some pages that were not original (ie exact copy) of the original,
as he was obligated on the basis of the tender documents and therefore he should be excluded. We also
observed that economic operators who participated in the competition had not complied with the
requirement of the tender documents, according to which the original document of their tender, should
necessarily have been the one they had received from the Department and therefore, all of the pages of the
Bills of Quantities and of the Preliminary should bear the original stamp of the Department, making thus their
tender invalid. We proposed that the Department reconsiders, in future competitions, whether to include
this requirement in the tender documents and, in this case, to take care of its implementation. We also
observed that until the day of the audit, the second competent officer and the replacement officer for
safekeeping / managing the Tender Box keys, as well as of the special storage area of the Department tenders
had not been appointed.
The Ac. Director of the Department, to which we submitted our observations and suggestions, informed us
in February 2014 that a new officer had been appointed for the safekeeping / managing the Tender Box keys
and for the special area of the Department for safekeeping the tenders and had also applied the 2 locks
system for opening the Box by the two appointed officers. Subsequently, the Department proceeded with
the cancellation of the above tender and its reissue (competition no. 8/2014).

2.6.6 PRESS AND INFORMATION OFFICE
Translations.
•

The total costs for translations during 2013 amounted to €829.507 (€843.880 in 2012), while the total
revenue from translations in 2013 amounted to €934.871 (€935.370 in 2012). However, it is noted that
the total remuneration for officials employed exclusively in the Sector, amounting to €268.360, was
not taken into account in the costs and neither was a ratio of the operating and other expenses.

•

to a letter of the Press and Information Office dated 1.6.2012, to the Director General of the Ministry
of Justice, random checks of the accuracy of the translations made by private translators were not
carried out, although the translations are certified by the Press and Information Office (PIO).
In its decision dated 7.7.2004, the Council of Ministers authorised the Minister of Interior 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 was prepared entitled "The Law on Establishing
the Institution of Certified Translator" and the final draft of the bill was sent on 8.7.2013 to the Director
General of the Ministry of Interior for promoting it to the Law Office of the Republic for legal vetting.
As we were informed, the aforementioned bill has been submitted to the Ministry of Interior for
promoting it to the Council of Ministers and then to the House of Representatives.

•

The following table lists by category the annual salary of translators and the cases where the pay is
more than €20.000 which we recommended to be investigated.

Annual emoluments of the
translators for the year
2013

€11.000

€1.0015.000

€5.00110.000

€10.00120.000

€20.00150.000

More
€50.001
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9
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2
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The Director of the Office informed us that an effort is made so that documents for translation are distributed
to the translators in a rational and equitable manner, depending on the specialisation of the translators on
specific issues.
Recommendation: The issue of the introduction of the Institution of Certified Translators should be
promoted quickly for economic reasons (total costs €1.097.867, revenue €934.871) and for purposes
of ensuring transparency and sound administration with regard to the assignment of translations.

Committees for Enlightenment issues. In our last Annual Report we mentioned that there were two
committees for enlightenment issues: the Ministerial Enlightenment Committee (MEC) and the Advisory
Enlightenment Committee (AEC), which were created with decisions of the Council of Ministers. We also
mentioned that, although the issue of the AEC, was a matter of policy for which the Auditor General had no
responsibility to comment, from the study of the minutes of meetings and claims approved by the AEC and
our general experience of the operation and financing of the operation of the institution, serious questions
arose as to the effectiveness of its existence. Taking into account that political parties are subsidised by the
State (expenditure of €7,2 mil. is included in the Budget for 2013) concerns were raised as to the usefulness
of continuing its operation.
In light of the above, our Office with its letter dated 1.11.2013 to the Government Spokesman, who chaired
the AEC, suggested the evaluation of the need for the continuation of AEC. After a proposal was submitted
by the Ministry of Interior dated. 7.1.2014 to the Council of Ministers, the Council of Ministers with its
Decision dated 23.01.2014 decided to suspend the operations of the AEC. It was also decided to continue the
existence of the enlightenment budget at the Press and Information Office which should be spent, within the
Action Plan of the Ministerial Enlightenment Committee, on the approval of the Government Spokesman and
the Director concerned.

2.6.7 SERVICE FOR THE CARE AND REHABILITATION OF DISPLACED PERSONS
Allocation of housing assistance. From a test examination which was carried out in a number of applications
which were first approved by the Housing Aid Commission for the purchase of an apartment / house, cases
of applicants were observed who, although they became entitled at a period when there were no strict
criteria, they delayed for more than one year (as provided in the scheme) to submit the necessary documents
in order that the applications are forwarded to the District Administrations for the signing of contracts. For
example, there was a case where the application was submitted on 18.1.2011, ie 13 months before the
introduction of more stringent criteria and yet it is still pending.
Given the efforts made to consolidate public finances and the amendments to the criteria of housing schemes
for better management of the reduced available funds, we recommended to re-examine the approved
applications that have been extended further than the permitted period of one year as provided in the
legislation, in order to avoid unfair treatment of applicants with potentially much greater need for housing
assistance.
As we were informed by the Ac. Director of the Service, the issue of extensions has been reassessed and
specific criteria have been set while the timetables are kept more strictly.
Recommendation: The schedules described in the attached Housing Schemes should be adhered to in
all cases.
Computerisation of applications for housing grants. All the necessary information and any other relevant
information for the purpose of granting the relevant sponsorship, were recorded on cards which were the
only record to which it was possible to make any reference. The cards that were not pre-numbered, were
exposed to risks such as destruction or theft, without backup.
On the recommendation of our Office for computerisation of the cards, an image management software was
installed with which all existing cards have been scanned for security purposes. In the process of confirmation
of the data, some 6.000 cards had a problem. As we were informed by the Ac. Director of the Service, a
request for the increase of the number of staff for the purpose of immediate updating / correction of the
electronic file has been submitted.
Recommendation: It is necessary to establish an integrated and reliable management system for
applications and all the details of the applicants to be registered electronically correctly. Also, the data
of the scanned cards which showed a problem should be corrected / updated as soon as possible.

2.6.8 CIVIL REGISTRY AND MIGRATION DEPARTMENT
Deposit Accounts. At 31.12.2013, the total balance of the deposits accounts amounted to €3.147.942
(€2.902.243 at 31.12.2012) 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.

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.

Implementation of European Directives.
(a) Initiative EUPilot 4404/12 / HOME - Regulation 1030/2002 - Establishment of a Uniform Format for
Residence Permit for third country nationals. The European Commission (EC) considers that the Republic of
Cyprus does not comply with certain obligations laid down in EU legislation for the security of documents
concerning the residence permits, passports, travel documents and visas and decided to initiate infringement
proceedings against it.
(b) Sanctions and measures against employers who employ third-country nationals staying illegally (EU
PILOT 5680/13/HOME). The EU has not received the report of the Republic of Cyprus relating to inspections
for the employment of illegally staying third-country nationals which was carried out in 2012 by the Republic
of Cyprus and pointed out that if the Republic of Cyprus authorities do not communicate the relevant report
by 19.12.2013, an action against the Republic at the European Court of Justice (infringement of Article 258
of the Treaty on European Union) will be registered. To this point it is stated that, our Office has repeatedly
pointed out that under Article 18NZ of the Aliens and Immigration (Amendment) (No. 2) Law 2007, 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 citizen of a third country.
Recommendation: The Civil Registry and Migration Department should ensure the timely preparation
and sending of EU required reports. Also, it can and should impose fines which can be an additional
deterrent to illegal work.

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. The Ministry of Interior in a letter dated 11.4.2013
said that for this issue a general folder has been created for the archiving of copies of the letters in the
department archive, relating to the illegal employment of foreign students, which, during the audit of our
Office in January 2014, was found to be empty .

Recommendation: The Department should prepare records / summary reports regarding foreign
students, third-country nationals who have residence permits as students and are working, so that these
cases are monitored in cooperation with the Department of Labour and the Police.
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 and 2013 amounted to 21.704.
According to this data, only 15.469 students, a percentage of 71%, have left the territory of the Republic,
while 3.407, a percentage of 16%, are still living illegally in the territory of the Republic. For the remaining
2.828 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. In summary, the findings of our Office are 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.

Recommendation: The Department should, in cooperation with the Department of Information
Technology Services, arrange for the proper interface of its software with the police system to ensure
the correctness of the data, as well as to instruct officers to monitor all cases which need to be
investigated, using the data export capabilities of the said software.
Reconciliation of receipts. It was found that the receipts collected for the Civil Registry and Migration
Department at the District Administrations and the Citizen Service Centres in the whole of Cyprus are not
controlled and reconciled by the Accounts Department, while there is no uniform procedure to be followed
by the Districts and, as a result, the supporting documents sent to the accounting department of the
Department, vary significantly from District to District.

Recommendation: The Department should develop a common process with clear instructions for the
daily deposits of the receipts and the monthly submission of the necessary documents to the accounting
office of the Department, which in turn should carry out, at regular intervals, on a test basis, an
examination and reconciliation of the receipts of the Districts, to ensure the accuracy of revenue.

Imposing fines on transporters in relation to violations of the Aliens and Immigration (Responsibility of
Transporters) Law of 2000 and 2005 and the Law 146 (I) / 2007. Based on the Aliens and Migration
(Responsibility of Transporters) Laws of 2000 and 2005, from May 2004 until November 2nd, 2007, 2.533
suggestions to impose fines on 90 airlines, totaling €4.678.920, were submitted by the Aliens and Migration
Service of the Police to the Director of the Civil Registry and Migration Department.
Within the audit, our Office requested information regarding the fines imposed and collected from air carriers
until 31.12.2013, as well as for the total amount outstanding at 31.12.2013. Also, we requested information
and data on cases submitted for examination to the Attorney General, however, the Department did not give
any relevant data or information to our Office until the preparation of this Report.
Recommendation: An action plan should be formulated and timetables should be set for the collection
of fines imposed on carriers and the Attorney General to be informed for the companies which refuse
to pay, for the purpose of taking legal action.

2.6.9 CIVIL DEFENCE
The financial audit for 2013 by our Office did not take place until the date of the preparation of this Report.
The following issues emerged from the audit of the Civil Defence for the year 2012 and are still pending.
Rents.
(a)

Rental of a new building for the needs of the Civil Defence Administration (CDA) and the Nicosia

District Civil Defence (NDCD). At the signing of the above agreements, the issue of the planning permission
and the building permit for the conversion of a 3-storey building, from apartments to offices was pending. It
is noted that the fourth floor, which also serves as offices, is not mentioned in the application for the issue
of the above permits. Also, this building was used since August 2012 for the needs of CDA and NDCD Nicosia,
although an approval certificate had not been issued, contrary to Article 10 subsections (1) and (2) of the
Roads and Building Law (Cap. 96), which states that no person may use any building until an approval
certificate is issued by the competent authority, regardless whether a building permit was issued for the
building or part of it.
Recommendation: All necessary steps and all necessary measures should be taken in order to ensure
that all owners obtain the necessary approval certificates for the buildings that are rented.
Creation of Civil Defense shelters and informing the citizens. According to the Council of Ministers Decision
dated 26.4.2000, Civil Defence undertook the responsibility for implementing the program for creating Civil
Defence shelters. For this purpose, a number of Civil Engineers and Technicians were engaged in order to
create / improve 3.000 shelters, with an expected cost of €5,1 mil. By 31.12.2012, 2.380 shelters were
completed and maintenance was carried out on other shelters, costing approximately €4,3mil. In addition,
the mapping project for the shelters and the population distribution was completed, so as to identify gaps
and the areas where new shelters need to be created.
The Council of Ministers, taking into account that a long time will be required to achieve the goal of covering
70% of the population (only a coverage of 46.9% had been achieved) and the implementation of the program
will last for decades, as well as the current financial conditions and after evaluating the usefulness of
continuing the Program for the Creation of the Shelters, it approved in its Decision dated 10.7.2013 the
suspension of the Program and the transfer for a period of 18 months of the Civil Engineers and the
Technicians to the District Administration to meet the needs of accelerating the licensing of developments
by the end of 2014. The shelter maintenance program, as well as informing the general public to know in
which shelter they can be accommodated, will be undertaken for this period by members of the Civil Defence.
As
it
transpired,
however,
it
is
necessary
to
inform
the civilian population about the way it should act in order to be protected in the event of hostilities or other
risks.

Recommendation: Civil Defence should strengthen its structures and programs in the areas of
prevention, preparedness and its response to address disasters with a view to protect the citizen and
his property in accordance with the current policies as these are set through its participation in
activities of the European Union. Also, the population should be regularly updated and receive
training on the specific action plans drawn up by the Civil Defence, for its protection from calamities
such as war, earthquake, fire, floods, accidents and other destructive events, such as provided in the
Civil Defence Law.

2.6.10 ASYLUM SERVICE
Welcome Centre and / or Hospitality of Asylum Applicants at Kofinou. The Centre which operates since
2004, houses asylum seekers, who at the submission of their application for political asylum, are unable to
secure adequate housing immediately and, under the relevant Regulations, are granted a stay in the

Reception Centre until their independence from the Centre becomes feasible. In the year 2013, the Centre's
operating costs amounted to €528.408 (€533.384 in 2012) with a maximum capacity of 70 beds.
The Centre's operation was orally entrusted to the Kofinou Welfare Community Council (KWCC) on
26.11.2013 by the Ac. Director of the Civil Registry and Migration Department, which was acting on the
instructions of the Minister of Interior. On 22.12.2005, the Asylum Service and the KWCC signed a note with
which the terms of the above oral agreement were confirmed, which continues until today, without
concluding an agreement in which to determine, inter alia, the cost and time duration. Although according
to Article 18 (3) of the Refugee ( Conditions for Receiving Applicants) Regulations, which came into force on
30.12.2005, the Asylum Office may hire the services of other bodies for the management and operation of
the reception centres (according to the provisions of the award of contracts law), no actions were taken after
the above date for the procurement of tenders. The Head of the Service informed us that the matter had
already been discussed with the Minister of Interior and the required actions will be promoted immediately.
Recommendation: Given the completion of the construction works for expanding the Centre's capacity
from 70 to 400 beds in 2014, lawful procedures will have to be followed for the hiring of services for
managing the operation of the Centre and for the signing of a relevant contract.

2.7

MINISTRY OF FOREIGN AFFAIRS

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 31.12.2013, 47 Diplomatic
Missions and specifically 38 Embassies, 4 High Commissions , 2 Permanent Representations, 2
Representations and 1 independent General Consulate (7additional General Consulates operated under
Diplomatic Missions) were operating. It is noted that in 2013, the operation of three Embassies (Prague,
Ljubljana, Jakarta) and 1 of UNHCR (Nairobi) were suspended following the Council of Ministers decision no.
74.887 dated 10.4.2013.
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 2013, the rent which was paid for the buildings of Embassies and embassy residences, as well as
for maintenance costs amounted to €6.129.192 and €264.906 compared to €7.217.797 and €295.217 for
2012, respectively. As we mentioned in previous Reports of our Office, the issue of the management and
maintenance of government buildings abroad is still not regulated, with all the consequential negative,
economic mainly, consequences.
Recommendation: To consider co-location of the other Diplomatic Missions of the Republic abroad in
the buildings of Embassies, in the light of the new financial requirements for economic recovery.
(d) Renovation of the ambassador’s residence in Washington. An extensive reference was made for this
issue in the Annual Reports of our Office for the years 2011 and 2012. Initially, the Ministry of Foreign Affairs
which undertook the whole process, conducted a competition and addressed its recommendation to the
former Foreign Minister for the award to be made to a company of Cypriot interests for a cost of $2.500.000
The former Minister canceled the competition and requested that the whole process is undertaken by the
Public Works Department. After a reassessment of the issue, it was decided that the total cost of the
renovation is limited to $800.000 (€600.000), with the consequent updating of the plans and tender
documents for the procurement of the renovation project. The tender for the renovation of the
Ambassador's residence was awarded at a total cost amounting to $700.000 (€534.351 approx.) The start of
the works according to a letter dated 3.10.2013 of the Department of Public Works to the Ministry of Foreign
Affairs was on 3.9.2013, while the renovations were completed in January 2014.
Our Office reports that:
(i)

There was a long delay until the start of the renovation works as nearly five years had expired after
the identification of serious problems. Initially, the responsibility was assigned to the Public Works
Department, then to the Ministry of Foreign Affairs and then again to the Public Works Department.

(ii)

Over time, a lot of time had been spent for changes / revisions of the Council of Ministers decisions,
theoretically in order to reduce the scale / cost of the renovation due to the financial crisis, not
including the negative impact on the state of the residence because of the delays and additional cost
by renting another property to house the Ambassador, the cost of which - from April 2009 until the
December 2013 amounted to $926.060.

(e) 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 is 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 renovation was studied over time, however, it continues
to remain unutilised for almost five years.
Recommendation: Efforts should be made to utilise the old building.
High Commission in 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 its decision.
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 forcing 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 examine with
the Attorney General whether criminal offenses arise.
Embassy of the Holy See. Extensive report on the subject was made in the previous Reports of our Office.
As pointed out, it was revealed that the Ambassador still comes back with claims for retroactive coverage of
costs relating to prior years. Additionally, the Ambassador with his letter dated 18.2.2014 requires a payment
of an amount of €379.551 approximately, which he considers to be the balance of the grants for the period
2003 - 2009. It is also reported that the Ambassador concluded on behalf of the Embassy a loan of €200.000
to cover liabilities, without obtaining any approvals.
Recommendation:
•

It is required to find a way to permanently resolve financial issues and debts so as not to expose
the Republic before the Authorities and / or Courts abroad.

•

Since the conclusion of the loan was not authorised, the loan should be transferred in the name of
the Ambassador.

Allowances.
(a)
General overseas and special allowance. Under Regulation 19 (1) (a) of the Overseas Service of the
Republic (Special Terms 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 in 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 2013, amounts of €6.469.350 (€ 9.594.475 for 2012, Head 17.02 Ministry of Foreign Affairs - External
Services) and €180.521 (€249.469 in 2012, Head 17.01 Ministry of Foreign Affairs – Administration) 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, it is excessive 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.

Recommendations:
•

As we have also noted in the Annual Report of our Office for the year 2012, 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.

•

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 apparently is not the
case.

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

PDΕU

87.133.67

58.282,80

66,89

PDΝΥ

87.133.67

47.509,32

54,52

The Director General of the Ministry of Foreign Affairs in his letters dated 30.8.2013 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.
As observed, up to the completion of the Annual Report there has not been any progress on the above issues.

Recommendation: The Ministries should immediately proceed to review the above allowances.
(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 2013 to Officers of the Overseas Service and other
Officers who are seconded to Diplomatic Missions and to Officers of the Administration, amounted to
€1.484.402 and €63.591 (€2.172.603 and €142.432 for 2012), respectively.
As regards the payment of the above allowance, we noted and recommended the following:
•

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.

•

The highest general allowances abroad seem to apply in Ireland and Germany, but in calculating the
rent allowance that takes into account the general allowance abroad, London, Paris, Washington and
New York were considered as the most expensive cities.

It is specified that the Director General of the Ministry with his letter dated 6.3.2014 to the Heads of the
Diplomatic Missions recommends that they are especially careful and costs conscious in respect of requests
submitted to the Centre for granting the rent allowance.

Recommendation: In the light of today's difficult economic situation of the State, 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.

(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 (85% of the actual annual tuition amount for the
first child, 90% for the second and 95% for the third). Regarding the above allowance, a total amount of
€379.479 was paid in 2013 (767.810 in 2012) 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.

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 officer serves and to review the provisions for boarding
costs, bearing in mind that the use of the education allowance should be used sparingly with caution
and rationality.

Remuneration of Honorary Consuls. Extensive report on the subject was included in previous letters of our
Office. It is noted that, as in previous years, disparities both in terms of calculation and the amount of
remuneration of the Honorary Consuls, continue. It is noted that the remuneration of the Honorary Consuls
was determined by the Council of Ministers decision, no. 42.421, dated 19.4.1995, as 50% of collected fees
up to the amount of £500 (€854) per year and with the authorisation of the Ministry of Foreign Affairs to
cover reasonable and necessary expenses. It is noted that remuneration of 33% of the collected fees, without
taking into account the ceiling was decided by the Ministry to be granted to the Honorary Consulates of the
Republic in Kiev (until an Embassy was established), Minsk and Mariupoli.
Given the lapse of 19 years or more after the taking of the above decision of the Council of Ministers, our
Office has already recommended in 2006, to study the possibility of its revision.
Deposit Accounts and Advances. Despite repeated observations over the years in previous Reports of our
Office, on the need to settle the advances accounts and deposits, the whole matter is still pending (there are
amounts dating from 1976). It is noted that the delay in settlement of outstanding advances is a limiting
factor for their recovery.
On 31.12.2013 the balance of the deposit account amounted to €897.940 (€884.920 in 2012) and includes
mainly amounts relating to income from returned VAT for Embassies and Permanent Representations, as
well as to officers serving abroad.
On 31.12.2013, the balance of the advances account amounted to €692.745 (€1.011.021 in 2012) and
includes mainly advances for rent and other expenses for the Offices of the Cyprus Tourism Organisation
abroad, and various advances to Diplomatic Missions and officers of the Ministry of Foreign Affairs.
Nevertheless, it is noted that, advance payments totaling €48.087, relating to the accommodation costs in
London in 2000, of a former President of the Republic (not during his presidential term of office), as well as
of others are also included. Also, an amount of €6.738 relates to subsistence abroad between 1995 and 2003
of a former President of a Parliamentary Party.
Recommendation: These amounts to be investigated and, if they relate to debts, to request their
immediate recovery.
Stockholm Embassy. As it is stated in a previous Report of our Office, according to monthly statements of
cash examination, unpresented cheques were pending, most of which related to the salaries of a Press
Advisor of the Embassy, the amount of which was greater than that referred to statements of income
submitted by the Embassy to the Swedish authorities. By May 2013 the amount was SEK 670.230 (€ 77.845)
and related to part of his emoluments for the period December 2007 to December 2009. The above cheques
were replaced with a new cheque cashed by the beneficiary in November 2013. The Treasury of the Embassy
paid in January 2014 an amount of €17.096 relating to employer’s contributions - social security 2011 because of a delay in the declaration of the difference in actual incomes of the above Officer.

Recommendation: The issue needs further investigation for possible disciplinary responsibilities of the
then Officer and / or Chief of Mission, who allowed with their own tolerance the declaration to the State
Authorities of Sweden of lower income than the actual.
Special contribution payment under the Law 112 (I) / 2011, not granting scale increases and cost of living
increases in salaries under the Law 192 (I) / 2011 and reduction of salaries and pensions under Law 168 (I)
2012
As mentioned in the 2012 Annual Report of our Office, the Attorney General with his letter dated 28.1.2013,
reaffirmed that local staff falls within the provisions of the aforementioned Laws. The Ministry, with its
circular letter dated 4.2.2013 to the Diplomatic Missions, gave instructions to apply the provisions of the said
Laws from 1.2.2013. Because there was reaction from the local staff citing local legislation and warnings of
taking measures, upon review by the Ministry of Foreign Affairs and the Legal Office, instructions were given
on 29.5.2013 to the Diplomatic Missions to reimburse the deductions made, but at the same time requested
them to inform the Head Office of any retrospective deductions in the remuneration of the local staff in
compliance with local legislation, under the circumstances of the unfavorable economic situation that the
State goes through. It is noted that deductions are made to a limited number of Diplomatic Missions, after
negotiations with the local staff.
The Ministry of Foreign Affairs in a further letter dated 11.4.2014 to the Attorney General sought legal advice
as to whether the application of the above mentioned legislation to the local staff is legally permissible.

Recommendation: The Department should study the local legislation to safeguard the financial interests
of the State and in cooperation with the Attorney General to finally resolve the matter.

2.8 MINISTRY OF FINANCE
Public debt.
(a) Public Debt Amount. Public Debt is calculated by the Public Debt Management Office (PDMO) in
accordance with the methodology set out in the EDP process (Excessive Deficit Procedure) of the European
Statistical Office (ESO). According to the methodology, Public Debt is defined as the gross General
Government debt at nominal value and consolidated within the various sub-sectors of the General
Government. In Cyprus, the subsectors of the General Government are the Central Government (consisting
of the operations of the state budget, special funds and public corporations), the Local Authorities and the
Social Security Fund (SSF).
The elements that compose the Public Debt are presented in the Annual Debt Management Report (ADMR)
which, at this stage, is not subject to audit by our Office, before is issued. However, this information is
expected to be included in the General Government consolidated accounts which will be prepared by the
Treasury and will be audited by our Office, based on the Fiscal Responsibility and Financial Framework Law
of 2014. It is also important to be mentioned that these reports are submitted on a regular basis by the
Ministry of Finance to the ESO.
According to the ADMR Public Debt on 31.12.2013 showed the following picture:

31.12.2013

31.12.2012

€

€

DOMESTIC BORROWINGS
Domestic Treasury Bills

698.440.000

976.042.000

Domestic Loans

2.075.260.000

2.230.505.996

Domestic Bonds

4.426.440.000

4.390.778.009

7.200.140.000

7.597.326.005

FOREIGN BORROWINGS
Euro Commercial Paper

51.905.000

-

Foreign Loans

8.751.730.000

3.933.487.925

Foreign Bonds

2.403.720.000

3.818.720.000

11.207.355.000

7.752.207.925

18.407.495.000

15.349.533.930

TOTAL

According to the Statement of Assets and Liabilities of the Financial Report for 2013, which was audited by
our Office, the obligations of the Government, including intergovernmental borrowing of €8.143 mil. and
excluding outstanding government guarantees amounting to €3.122,3 mil. and other significant amounts as
stated below, amounting to €26.777,5 mil. on 31.12.2013, compared to €23.672,1 mil. on 31.12.2012,
showed an increase of €3.105,4 mil. or 13.1% as a percentage, mainly due to increased external borrowing
due to the loan concluded with the European Stability Mechanism (ESM) and the International Monetary
Fund (IMF).
Based on the definition EDP, the liabilities presented in the Financial Report are the non-consolidated Public
Debt of the Central Government excluding the debt of the Public Corporations within the definition of the

Central Government. For comparison purposes, the relevant elements of the Financial Report for the
categories of Borrowings, Treasury Bills and Loans for Co-financed projects are listed below :
31.12.2013

31.12.2012

€

€

DOMESTIC BORROWINGS
Domestic Treasury Bills

882.445.437

1.159.862.316

6.257.897.945

6.297.603.603

Government Promissory Notes

23.558.191

39.543.676

Loans for Co-financed Projects

161.504.154

175.688.879

7.325.405.727

7.672.698.474

Domestic Loans

FOREIGN BORROWINGS
Foreign Treasury Bills
Foreign Loans

51.905.571
11.213.591.469

7.798.387.225

95.502.179

109.853.442

11.360.999.219

7.908.240.667

18.686.404.946

15.580.939.141

Loans for Co-financed Projects

Total

-

In 2013, euro was the almost exclusive borrowing currency.
Domestic borrowings amounted at 31.12.2013 to €7.325,4 mil., compared to €7.672,7 mil. in 2012, ie there
was a decrease of €347.3 mil. or 4.5% and consists mainly of the domestic bond issued in support of the
former Laiki Bank, which, after the collapse of the bank, was transferred to the Bank of Cyprus with a balance
at 31.12.2013 amounting to 1.987,2 mil. and a percentage of 27.1% of total domestic borrowing and of the
loan by the Central Bank of Cyprus (CBC) with a balance of €1.350,8 mil. and a percentage of 18.4%.
Foreign borrowings at 31.12.2013 amounted to €11.361 mil., compared to €7.908,2 mil. in 2012, ie there was
an increase of €3.452,8 mil. or 43.7%. The main sources of external financing, was the loan from the European
Stability Mechanism (ESM) with a balance of €4.600 mil. and a percentage of 40.5% of the total foreign debt
at 31.12.2013, the European Medium Term Notes (EMTN) with a balance of €2,745 mil. and 34,7% and the
loan from the Russian Federation with a balance of €2.500 mil. and percentage of 31.6%.
Loans for Co-financing Projects presented in the Financial Report are the balance of the contribution of the
central government which on 31.12.2013 amounted to €257 mil. (€285,5 mil. on 31.12.2012). This balance
is, since 2012, included in the Asset and Liability statement as these loans are recognised as Public Debt of
the Central Government. The total balance of these loans at 31.12.2013 amounted to €290 mil. (€321 mil. on
31.12.2012), which constitutes Public Debt of the General Government and was included in ADMR.
The Intergovernmental lending amounted in 2013 to €8.143 mil. of which €7.585,7 mil. related to deposits
in the Central Government to the credit of the Social Security Fund (SSF), the Central Holiday Fund, the
Termination of Employment Fund, the Fund for the Protection of the Rights of Employees in case of
Insolvency of the Employer and the Unemployment Benefits Account, €424.4 mil. related to SSF investments
in Government Bonds (domestic bonds, EMTN) and Treasury Bills and the remaining €133 mil. related to
Treasury bills of the five Administered Funds by the Central Government.
The amount of outstanding guarantees in 2013 according to the ADMR 2013 and the Financial Report 2013
was as follows:

Local Authorities
Public Corporations
Businesses
Credit Institutions
Natural Persons
European Financial Stability Facility
Total

31.12.2013

31.12.2012

€ mil.

€ mil.

219,9

229,3

1.506,4

1.406,4

72,4

73,4

1.000,0

1.000,0

1,4

1,4

322,0

360,1

3.122,1

3.070,6

It is noted that the management of outstanding guarantees is carried out by the Treasury and not by PDMO,
however, based on the Public Debt Management Laws of 2012 and 2013, PDMO has the responsibility of
assessing, on a regular basis, the risk of executing these guarantees.

Recommendation: Our Office considers that the intergovernmental lending, although it is not
included in Public Debt, should be properly taken into account in the management of public
debt, as it does not cease to be a contractual obligation towards the SSF and thus to the
insured.
Additionally, outstanding guarantees should be taken appropriately into account in the
management of public debt and, although they are not included in Public Debt, they affect
the economic situation of the State, since they constitute contingent liabilities. Therefore, it
is imperative to have regular and adequate assessments of the risks regarding the execution
of guarantees.
Also, we consider that pension benefits of permanent officials, temporary and regular hourly
paid staff, as well as other direct or indirect obligations of the State for pension benefits of
public bodies, state enterprises and other organisations should be taken into account in the
management of public debt. It is noted that the pension benefits of permanent civil servants,
according to an actuarial study conducted ( with reference date 31.12.2010) were estimated
at €10,2 bn. which is related to the present value of the pension benefits of the permanent
active state employees and pensioners accumulated until 31.12.2010.
However it is noted that the above amount was calculated prior to the application of the law
(L.113(I)/ 2011) on 1.1.2012, whereby the employer (Government of Cyprus) deducts 3% from
the monthly emoluments of each employee for the purpose of ensuring the sustainability of
the Government Pension Fund.
The amount of the pension benefits of the regular hourly paid staff, according to an actuarial
study conducted with reference date 31.12.2012 was estimated at €385 mil. As regards the
obligations of the State to the Provident Funds of other organisations, no actuarial study has
been conducted on the overall liability arising.

In addition, amounts payable for compensation due to expropriation should be taken into
account which, according to the Department of Lands and Surveys, amounted on 31.12.2013 to
€480.895.766 including interest, as well as the obligation of reimbursement of Value Added Tax
(VAT) to taxpayers, which, according to the Ministry of Finance on 31.12.2013, amounted to
€293.719.165.
Finally, for the management of Public Debt, there should seriously be taken into account the
overall situation of the Cyprus economy and in particular the situation of the organisations in
which the State has a financial interest. Additionally, there should be systematic monitoring of
the financial system in cooperation with the CBC for additional recapitalisation needs that may
arise, although this risk seems to have been minimised after the results of stress tests of Cypriot
banks which were announced on October 26, 2014 .
As we were informed by the Director General of the Ministry of Finance with his letter dated 13.9.2014, the
Ministry does not disagree with the above recommendations, however, it notes that these do not fall under
the responsibilities in relation to the Public Debt management. Within the medium-term Public Debt
management strategy, the PDMO provides for the coverage of the financial needs arising from the budget
and the need for refinancing of the existing Public Debt. The various risks arising from contingent liabilities,
can only be covered to the extent that a provision was included in the budget. Furthermore, it is noted that
these risks are included in the Financial Risk Statement issued by the Minister of Finance and is prepared by
the Financial Directorates of the Ministry of Finance, which are responsible for the budget and fiscal policy.
The PDMO contributes with the submission of its forecasts: (a) for public debt management risks (eg interest
rate risk, currency risk, etc.) and (b) the financial risks arising from government guarantees. However, the
PDMO does not prepare this statement. The inclusion of a provision for contingencies is decided on the basis
of the framework of the fiscal policy and not within the medium-term Public Debt management strategy.
(b) Essential Activities/Actions. Major activities / actions that must be taken to improve public debt
management, as reported in previous reports of our Office, in the report of the organisation “Support for
Improvement in Governance and Management” SIGMA (Organisation of Common Initiative of the European
Union and the Organisation of Economic Cooperation and Development), in the relevant department reports
of the Ministry of Finance and in accordance with international practice are:
•

Issue and publication of annual and quarterly indicative auction program.

•

Modernisation and upgrading of infrastructure and preparation of a computerised system of data
maintenance for the management of Public Debt.

•

Establishment of a policy regarding available cash and appropriate investment of surpluses. It is noted
that with the enactment of L.195 / 2012 and L.162 (I) / 2013, the investment of available cash must be
made in accordance with a written framework of investment policy of available cash.

•

Quick reaction capability to market conditions and establishment of appropriate mechanism of taking
decisions

•

Appointment of primary dealers, to ensure more effective functioning of the market and minimisation
of borrowing costs.

Recommendation: For the improvement of the public debt management mechanisms, the
implementation of the above recommendations should be promoted as soon as possible.

(c)
Ensuring independence between fiscal policy and public debt management. The European Central
Bank (ECB) in its opinion expressed on 14.5.2010 concerning the transfer of rights and obligations in relation
to the issuance, distribution and redemption of public debt from the CBC to the Ministy of Finance, stated
that the management of the Public Debt should be separated from the budget operations and financial
control in order to avoid the risk of using the Debt management as means of fiscal policy. It is noted that with
the enactment of L.195 (I) / 2012 and L.162 (I) / 2013, the powers and duties of the Head of the PDMO, as
well as the authorised by the Minister PDMO officers, so as to separate the responsibilities, powers and tasks
between the political leadership and the PDMO. Specifically, before any issue of borrowing, the agreement
of the Head of PDMO is required, but also the approval of the Minister of Finance who is responsible for fiscal
policy.

Recommendation: Our Office considers that the adoption of the above legislation partially achieves
the separation of PDMO from the political leadership, but not to the extent that the PDMO could
be regarded as an independent authority. As a long-term goal, we recommend to consider the
conversion of PDMO to an independent authority, like the relevant authorities of other countries,
which would operate in coordination with the Ministry of Finance but would not be subject to its
administration. Alternatively, our Office is of the view that the independence of PDMO would be
further enhanced if the provisions of the Law on the appointment and maintenance of the position
of the Head of PDMO, for a predetermined time, would not allow any ministerial intervention
except in cases of defined failure or other similar reasons, as provided for in the case of the position
of the Commissioner of Taxation.
Additionally, we believe that it is required to put in place a legal framework according to which,
before the taking of a political decision for budgetary matters affecting significantly the Public Debt
management, the views of PDMO should be requested and submitted to the Minister of Finance.

(d) Organisational structure / Segregation of duties. According to international standards on the efficiency
of monitoring of Public Debt management (ISSAI 5411, 5422 and 5440), there should be an organisational
structure that ensures that there is adequate separation of duties. As we were informed by the head of the
PDMO, the segregation of duties in the PDMO is not sufficient at this stage mainly because of lack of staff
since, despite the recent increase in staff by 4 people, the problem persists due to the undertaking by the
PDMO of additional responsibilities as a result of the enactment of L.195 (I) / 2012 and L.162 (I) / 2013 and,
additionally, due to the assignment of work not related to Public Debt issues.

Recommendation: We recommended to the Ministry of Finance to take appropriate action so that the
PDMO establishes an organisational structure ensuring adequate segregation of duties.
Agreement for Facilitating Financial Support from the European Stability Mechanism (ESM). Due to the
ongoing liquidity problems of the State, which resulted from the continued significant downgrading of the
Cyprus economy by the rating agencies and the lack of liquidity of the Cypriot banks and their need for State

support, the Republic of Cyprus, not having other lending sources, submitted on 25.6 .2012 to the President
of the eurogroup a request for financial support from the ESM. On 15.3.2013 and 25.3.2013, Eurogroup
decided to provide financial assistance from the ESM to Cyprus amounting to €10 billion with the
participation of the International Monetary Fund (IMF). In order to limit the size of the financial assistance,
Cyprus Republic committed to take additional measures as to the utilisation of internal resources, including
the participation of depositors.
In April 2013, an agreement was signed between the Republic of Cyprus, the Central Bank of Cyprus (CBC)
and the ESM, the Agreement on Facilitation of Financial support from the ESM for the period April 2013 March 2016 totaling €10 billion. To finance the project, an amount of €2,5 billion for the recapitalisation of
the financial sector, with the exception of Laiki and Bank of Cyprus was estimated, as well as an amount of €
3,4 billion to cover the budgetary needs of the State and an amount of € 4,1 billion to repay and service public
debt, excluding the repayment of the Russian loan (€ 2,5 billion) and the security of the Laiki Bank (€1.9
billion). It was also agreed that the IMF contribution is limited to €1billion, which cannot be used to
recapitalise the financial sector and the contribution of the ESM to €9 billion.
Under the agreement with the ESM, an MoU (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 aims mainly
to restore the soundness of the banking sector via the restructuring of banks and strengthening their
monitoring and correcting the excessive General Government deficit by cutting public expenditure, while
increasing its revenue through a series of legislative and regulatory reforms. The loan is granted in
installments, depending on the progress of implementation of the agreed program, which according to the
results of each evaluation, is updated.
Until 30.9.2014, an ESM loan of €5,35 billion and from the IMF a loan of €420.5 million were taken in five
installments. As we were informed by the Ministry of Finance, the Troika visit scheduled for October 2014
was postponed because of the pending issue regarding the amendment of the legal framework for the
divestitures, which, according to the updated Memorandum of Understanding, was a prerequisite for the
release of the installment.
Granting of government guarantees to support the financial system. During the audit, we were informed of
the intention of the Ministry of Finance το grant government guarantees amounting to €2,9 billion, not
secured for the benefit of the Government, under the Concession of Government Guarantees for Βorrowing
and / or Bonds Issue by Credit Institutions Law of 2012, so as to allow any banks wishing to use the guarantees
to issue bonds. The decision to grant these guarantees was taken by the Minister of Finance, after a request
by BOC on 20.11.2013, taking into account the recommendation of the then Governor of the CBC and the
views of the Head of the PDMO, submitted to him in accordance with the provisions of the Public Debt Laws
on Public Management of 2012 and 2013. The granting of these guarantees was approved by the Finance
Committee of the House of Representatives on 27.1.2014, after a Proposal by the Minister of Finance. As we
know, these guarantees have not yet been issued.
As the Director General of the Ministry of Finance informed us, the PDMO considers necessary to conduct a
new risk assessment before the granting of the requested government guarantees.
From the audit of 2013, our Office, raised the following issues to the Ministry of Finance :
(a) Examination of conditions of conduct. According to Article 6 of the Minister of Finance Decrees dated
16 and November 23, 2012, under which government guarantees amounting to €1 billion were issued in
November 2012 to Laiki Bank, which, with the collapse of the bank were transferred to the Bank of Cyprus,
the credit institution benefiting from guarantees should respect specific conditions of conduct, including the

abolition of any kind of variable remuneration to the bank officials. As we have observed, no related
examination has been carried out so far by the Ministry of Finance, since, as we were informed, there is no
appropriate mechanism in the Ministry of Finance. Our Office requested to be informed about the way in
which the Ministry of Finance intends to conduct this audit and that the report is sent to our Office.
As we were informed by the Director General of the Ministry of Finance, the Ministry of Finance has
requested information on the matter from the Bank of Cyprus, which also confirmed the abolition of all kinds
of variable remuneration to officers / directors of the Bank referred to above.
(b) Acceptance of the invitation for participation in the scheme of government guarantees. Following the
adoption of the aforementioned decree, invitations were sent to all Cypriot banks for participation in the
scheme and a deadline was set for the call acceptance or rejection until April 2013. During the audit it was
noted that in the Proposal submitted to the Council of Ministers on 22.1.2014 for the issue relating to the
granting of guarantees to the Bank of Cyprus, it was stated that only Laiki Bank had responded positively to
the initial call and that the request of the Bank of Cyprus was received in November 2013 (that is after the
deadline). Our Office requested that the Ministry of Finance comments on the issue and inform us about the
relevant actions that will be taken.
(c) Total contingent liabilities to the Bank of Cyprus. It is noted that the Bank of Cyprus holds a domestic
security of approximately €2 billion, which was issued to the Laiki Bank under the State support granted to it
in June 2012 for the State’s participation in its share capital. This security, after the collapse of Laiki Bank,
was transferred to the Bank of Cyprus without the provision of shares or any other consideration.
At the date of our Annual Report, the balance of that debt instrument amounted to €1,1 billion, after the
June 2014 repayment of part of the debt instrument (€950 mil.), an amount which, as we were informed,
stemmed mainly from the issuance of 5-year European Medium Term Notes totaling €750 mil. which become
payable in 2019. The remaining €1,1 billion falls due in June 2017.
As stated in the note of the Head of the PDMO, in case of execution of the existing guarantees which were
transferred from the former Laiki Bank (€1 billion) and the available guarantees which have not been granted
(€ 2,9 billion), it should be considered that the debt instrument (€ 1,1 billion) will also become due for
repayment. Therefore, the total of the contingent liabilities of the Government to the Bank of Cyprus will
reach €5 billion, which is considered extremely high. Our Office requested the Ministry of Finance comments
on the above subject.
We expressed the view that the above issues must be resolved before the issue of new State guarantees to
financial institutions. The Director General of the Ministry of Finance informed us that under current
conditions it is not expected to be used in view of the “stress tests” results.
Cyprus Airways (CA). Until the 15.1.2014, when the relevant audit of our Office was completed, the total
amount of the government support to CA amounted to €65,83 mil. The opinion of the Commissioner for State
Aid Control, as expressed in his letter dated 28.6.2013, was that the European Commission under the formal
investigation procedure conducted, will seek to recover the full amount from CA on the ground that the
increase in CA's share capital (€31.3 mil.) has already been recorded by the European Commission as
"unlawful aid".
The Council of Ministers with its decision No. 75.510 dated 18.7.2013 approved a new CA Restructuring Plan
and authorised the Minister of Finance to submit it to the European Commission. The new Plan was
submitted to the European Commission on 23.10.2013 for approval, which up to the date of our Annual
Report, had not been given. Our Office requested to be informed about developments on the subject of
approval by the European Commission.

In addition, our Office raised with the Ministry of Finance the following issues:
(a) Compensation Bonus and Provident Fund deficit coverage. As stated in a letter of the Commissioner
of State Aid Control, dated 28.6.2013 to the Minister of Finance and to the Minister of Communications and
Works, the European Commission considers that the granting of ex gratia compensation to CA employees
constitutes state aid since it is the State that has the financial responsibility of CA and therefore the European
Commission's guidelines are not met. The only cases where this would not constitute State aid would be: i)
if the compensation is granted directly to the employees of CA, on the condition that the Government has
not been committed for this and CA paid entirely its own obligations to the employees, and ii) CA to be
liquidated in which case the State will cover the deficit of the compensation to the employees of CA.
The Director General of the Ministry of Finance in his reply letter to the European Commission dated 7.8.2014
on the above matter, informed the European Commission that the Government has decided, for socioeconomic reasons to directly compensate the staff who resigns or retires as excess staff. As emphasised in
the same letter, it is a legal responsibility of the CA and since it is directly given to the employees by the
Government (and not to CA), the amount of €4 mil., which is expected to be paid as compensation does not
constitute state aid.
With regard to the Provident Fund of CA employees (excluding pilots), an actuarial study conducted with
reference date 31.12.2012, showed a deficit of €11 mil.. The deficit issue was discussed by the Ministerial
Committee for CA in its meeting on 5.2.2013, which decided to submit a Proposal to the Council of Ministers
to authorise the Minister of Finance to cover the deficit by issuing an advance as part of the rescue grant to
CA .
Our Office requested to be kept informed about any developments on the above issues and as to whether
any actions have hitherto been taken. We also requested to be informed about the reasons for which the
State may cover the fund deficit, as well as whether an advice on whether there is clear legal obligation of
the Government to meet the Fund's deficit or whether it constitutes State aid has been requested.
Recommendation: Our Office considers that in case a political decision is taken for the payment of the
above amounts, the Ministry of Finance should, before making any payment, requests the Attorney
General’s opinion on whether there is a clear legal obligation of the State for the payment of these
amounts and obtain the prior approval of the European Commission, in order to avoid the subsequent
recovery of the amount from CA, with all that this entails.
(b) Liability Coverage of members of the Board of Directors. On 14.12.2013, a Proposal was submitted to
the Council of Ministers for the issuing of a liability cover letter to the members of CA Board of Directors.
Specifically as the liability cover letter mentions “... the Republic of Cyprus assumes the explicit and
irrevocable obligation towards the Directors, together and separately, to ensure and / or cover and / or
protect and / or indemnify the Directors in relation to any claim that may be brought against them and to
compensate them fully for any expenditure and output for any damage, cost and / or loss that they may incur
as a direct or indirect result of their effort to find investors for the Company and / or the application of an
alternative plan by the Company or for any other relevant reason or cause. "
However, it does not refer to the obligations / responsibilities of the members of the Board of Directors to
act in "good faith" and, on the basis of the conditions that they knew or should have know that they did their
best, given the existing conditions at the specific time . Therefore, this letter may be be considered as an
advance waiver of any responsibility / liability regarding their actions and impacts in their service, even if
they exhibited behavior that would constitute a severe negligence.

The Director General of the Ministry of Finance informed us that the Council of Ministers decided to approve
the issue of such a letter and the letter was sent to all members of the Board of Directors on 7.1.2014. This
letter, the Director General of the Ministry of Finance said, in no way exempts, in his view, the Board
members of their obligations and responsibilities as defined in the Companies Law.

Recommendation: Our Office, in view of the situation in which CA found itself, is of the opinion that,
after the ongoing strategic investor finding process, an independent investigation is conducted
whether the former directors and others involved acted, during their term of office, in the interests
of CA and whether having a complete picture of events / data, of which they have been aware due to
their position, took the right decisions at that time and , accordingly, to apportion blame where it
arises.

Delays in the approval of the budgets of Public Corporations. During the audit it was found that by January
2014, only eight budgets for the year 2014 of 38 organisations were submitted to the House of
Representatives. It is noted that this delay is observed over many years, and constitutes a failure by the
Government to conform with the Public Corporations (Adoption of Budgets) Law which provides for the
submission of the budget to the House of Representatives not later than three months before the start of
the financial year concerned.
As we were informed by the Ministry of Finance, the delays are mainly due to the fact that several
organisations are slow in sending their budgets to the competent Ministries, while in other cases some
organisations do not follow the Ministry of Finance guidelines and, as a result, a lot of time is spent by the
Budget Division of the Ministry of Finance to discuss and resolve issues. As we were informed, these
discussions concern mainly differences in personnel matters. It seems that a similar problem will appear in
the budgets for 2015. The Director General of the Ministry of Finance informed us that every possible effort
will be made to ensure that the budgets for 2015 will be submitted in time to the House of Representatives.
Recommendation: We proposed an immediate review of the effectiveness of existing procedures and
timetables for submitting budgets set by the Ministry of Finance to provide sufficient time to resolve
outstanding issues. We consider the issue as serious and expect immediate action to remedy it.
Various Local Contributions – “Ex -gratia" payments . Of the total approved amount of the above subhead
of the 2013 budget of €2.000.000, which is under the control of the Accountant General, an amount of
€1.143.321, as per the explanatory memorandum of the budget, is related to specific grants and
contributions. The remaining amount of €856.679 is referred to as "Other Contributions" and is given over
time as "ex-gratia financial assistance" to various natural or legal persons with the approval of the Finance
Minister, without this though being mentioned in the explanatory memorandum of the budget in which
neither the conditions under which it is provided are stated.
According to a related with the issue opinion of the Legal Office, dated 19.8.1986 “in very exceptional
individual cases where there is no legislation governing the matter, but there are serious justice or
humanitarian reasons, an “ex-gratia” payment can be made, but only where the case is really exceptional
and there is a particular economic problem and where there is a moral obligation to pay or would be unfair
not to do so.”

In 2013, a total amount of €514.311 “ex-gratia” sponsorships was granted with the approval of the Minister
of Finance. In addition to the cases where "ex-gratia" financial assistance is given, as covered by the above
opinion, cases of “ex-gratia” financial assistance to a political party (United Democrats), organisations, clubs
and associations, have been observed. The above cases do not appear to meet the conditions laid down in
the above opinion.
From the audit, it was also revealed that in some cases, the amounts allocated to non-physical persons were
higher than those provided in the Council of Ministers Decision dated 30.7.2008, under which the “ex-gratia”
financial assistance may be granted up to €1.000 to organisations, associations and social groups and up to
€2.000 to communities which organise festivals and dances. Additionally, in 2013, under the same subhead,
sponsorships for the payment of VAT debts of two individuals were made, after the approval of the Minister
for Finance under Article 33 of the Management of Revenue and Expenditure and Accounts of the Republic
Act 2002 (Law 12 ( I) // 2002).
Regarding the “ex gratia” payment of debts of individuals to the State, we pointed out that with the
enactment of the Accounting and Financial Management for the Financial Control of the Republic Law (L.38
(I) / 2014), the Law 12 (I) / 2002 on the basis of which the above “ex-gratia” payments for VAT were made is
repealed. Therefore, based on Article 35 of L.38 (I) / 2014, the withdrawal of requirements of irrecoverable
public money must be approved by the Technical Committee made up by the Accountant General, the
Director General of the Ministry of Finance and the Auditor General (or their representatives).
The Director General of the Ministry of Finance informed us that the debt write off process of VAT is based
on Article 59 (7) of the VAT Laws and in case the write offs of VAT are not allowed by the above Article, the
concession process of ex gratia financial assistance to natural or legal persons pursuant to Articles 24 and 25
on the Accounting and Financial Management and Financial Control of the Republic Law, is followed. He also
reported that requests for write offs are mainly for humanitarian reasons due to lack of financial resources
or because of health problems.

Recommendation: Ex-gratia sponsorships should be granted in accordance with predetermined
criteria, based on the opinion of the Attorney General referred to above. The Ministry of Finance
should create as soon as possible a relevant applications / approvals register which should be
properly kept. Additionally, adherence is expected to the Accounting and Financial Management
and the Financial Control of the Republic Law (L.38 (I) / 2014) and in particular to Articles 24 and 25
relating to the granting ex-gratia sponsorships.
We also consider the immediate abolition of "ex-gratia" payments to political parties neessary, as
this is not provided in the advice of the Attorney General. It is added that the award of state grants
to a non-parliamentary political party which is not registered in the Register of Political Parties, is
contrary to the 2012 on Political Parties Law (175 (I) / 2012).
Regarding the "ex-gratia" payment of personal debts to the State, because we have found that L.38
(I) / 2014 may not apply where there is a relevant Law / Regulation which allows the competent
Minister to approve the cease of claiming of receivables (for example VAT debts, Income tax and
Medical Services), our Office proposes, for the purpose of effective control of these write offs, a
modification of L.38 (I) / 2014 so that it takes precedence over any relevant Laws.

Benefits to certain Officers.
(a) Secretarial allowance. The secretarial allowance of €2.832 per month, is paid to former Presidents of
the Republic and of the House of Representatives, based on benefits (President and Vice President of the
Republic, President and Vice President of the House of Representatives) Law 131/88, without confirming that
the beneficiaries actually employ a secretary. Additionally, it was observed that the above Law does not
restrict the payment of the secretarial allowance in case of "multi position holders", ie where a former House
of Representatives President receives also a secretary allowance as a member of the House of
Representatives, thus benefiting with a double secretarial allowance.
Recommendation: The Ministry of Finance to promote legislation so that the double secretarial benefit
is limited and that the actual employment of a secretary is confirmed, for example, with the submission
of evidence of payment of social insurance.
(b)
Driver’s allowance. The driver’s allowance €1,200 euros per month (reduced by 15%) is given to
certain officials due to the non approval by the Chief of Police of the replacement of their drivers (policemen)
who retired. The amount is paid to the officials, without submitting any evidence of the employment of a
driver.
Recommendation: To modify immediately the relevant procedure so that the the allowance is paid only
upon presentation of relevant evidence confirming the employment of a driver.
(c) Official cars. In 2013, the amount of €35.123 was spent for the purchase of fuel and maintenance for 23
official cars. As it is clear from a relevant statement of the Ministry of Finance, during the year the seven cars
were used by former officials (former Presidents of the Republic, former Presidents of the House of
Representatives and, according to the Council of Ministers decision dated 28.8.2002 no. 56.269, by former
spouses of Presidents of the Republic in the event of widowhood), the two by the Minister of Finance and
the Director General, one (of low displacement) for the needs of the National Lottery and the Internal Audit
Service, one (of low displacement) for the needs of the Grants and Benefits Service, two (of low displacement)
to transfer mail and the remaining ten as pool vehicles for the Minister and the Director General, for the
needs of other Ministries, for the transport of foreign officials and for the transport of mail and materials
from Government Stores.
During the audit, it was not possible to verify the actual use of the aforementioned vehicles since it was
established that the required vehicle movement forms (GEN. 70) that show the mileage, the user of the
vehicle and the destination were not completed.
It is noted that, as regards the seven official cars allocated to former officials, they are granted with two
policemen drivers each and full coverage of fuel costs, car wash, maintenance and repair. In 2013, with a
decision of the Ministry of Finance, the fuel consumption was limited to 6,000 litres per year, however, no
limit was set for car wash.
Recommendation: In all cases, except for the vehicles of current and former officials for whom there is a
provision in the law for Granting Certain Benefits to Specific Beneficiaries of the Public Sector and Wider
Υπηρεσία
Χορηγιών
και Επιδομάτων
(YXE). and in the newly adopted relevant Regulations, the vehicle
Public Sector
(Conditions
and Procedure)
movement forms (GEN.70) must be completed. Also the fuel consumption threshold is deemed too high
and its reduction is recommended.

(a) Confirmation of Information / statements. As observed during the audit, there are serious weaknesses
in the verification of data submitted by the applicants on the basis of which they claim grants / allowances,
with the risk that grants / allowances are paid to non-beneficiaries. Specifically, problems were identified
regarding the confirmation of the actual value of the assets of applicants, as well as in ascertaining their
income, especially when they are self-employed.
As we were informed by the Director General of the Ministry of Finance, the GBS has already proceeded to
interface archives with the Social Welfare Services, the Social Insurance Services, the National Guard
Headquarters, the Department of Lands and Surveys and the Cyprus Agricultural Payments Organisation and
further than those interfaces, intersection of income data contained in the child allowance system and
student sponsorship is regularly carried out. In addition, GBS applied to the Registrar of Companies and
Official Receiver and the Department of Civil Registry and Migration Department, for file interface. The GBS
recognises that the identification of real income of the self-employed becomes problematic in cases where
tax returns are not submitted and points out that the amount stated at the Social Insurance Services is not
representative because it is based on professional categories (deemed income) rather than on the actual
income.
Recommendation: To extend the archives interface with other Services / Departments of the
Government as well, like the VAT Service and the Inland Revenue Department.
Also, in each case where it is observed that false / incorrect data is given, to forward the case to the
Attorney General to consider the possibility of a criminal offense. The current practice of simply asking
to return / deduct the overpayment is deemed unacceptable by our Office.

(b) Delays in refunding VAT and non -satisfactory control of applications. During the audit, it was observed
that there were long delays in the examination of applications for refund of VAT based on the Special
Allowance (Purchase or Construction of Houses) Law (L.91 (I) / 2006). Specifically, in February 2014, GBS was
examining applications received in July 2012. As we were informed by the Director General of the Ministry
of Finance, the delay is due to the reduction of staff. The lack of personnel, in addition to the delay, creates
also problems in the control of applications for child benefit, ex gratia sponsorships to veterans and grants
to pensioners, without even carrying out a second check on a sampling basis.
Recommendation: To determine an action plan and timetable for resolving the problem.
(c) Return of a grant by an applicant. The issue of the return of the special grant for the construction of
a house received by a specific applicant from the GBS, was investigated by our Office after complaints and it
was confirmed that a clear issue of false statements for the purpose of defrauding the State arises, for the
unlawful receipt of economic benefits. However, as we were informed, although a long time has lapsed, no
legal measures were taken against the applicant because the Legal Office referred the case to private lawyers
for taking court action, who did not promote the case.
Recommendation: We consider the issue of deceiving the GBS by applicants very serious. Our Office
expects GBS to bring again the matter to the Attorney General in order to update him and make the
promotion of the relevant legal action possible.

Installation and operation PET / SCAN by private initiative and expression of interest for cooperation from
the Government. As mentioned in our previous reports, in February 2011, the Ministry of Finance signed a
contract with a private medical centre to provide PET / CT SCAN examinations (combined diagnostic imaging
technique of positron emission tomography - PET - and computed tomography - CT), to patients who were
referred to this centre by the Ministry of Health. The Council of Ministers decided in February 2011 to
authorise the Minister of Health to implement the provisions of the Agreement.
With regard to the implementation of the contract, we observed that after the Contractor repeatedly violated
the schedule defined in the contract (June 2011) for the authorisation of the Centre as a radioisotope
laboratory (FDG Plant), and since in December 2012, the Council of Ministers approved a Proposal of the
Ministry of Finance, to extend the period of the agreement up to 12 months and given the persistent failure
of the Contractor to meet the commitments made, in May 2013, the Director General of the Health Ministry
recommended to the Director General of the Ministry of Finance to send a proposal to the Council of
Ministers to terminate the Agreement, in consultation with the Legal Office, for non-response of the Medical
Centre in its implementation but also because there had been proposals from other Medical Centres to
provide such services to the public.
After our Office requested an explanation, the Director General of the Ministry of Finance sent in July 2014
a Report of the Events, with a recommendation to terminate the cooperation agreement with the reported
Medical Centre under the provision of Article 6.2 of the Agreement for non-compliance of this Centre with
the provisions of the contract, requesting our views on the matter.
With this Report of Events, he informed us - among other things - that in March 2014 the Council of Ministers,
taking into account the non-response of the Medical Centre to its contractual obligations, decided to approve
the termination of the Agreement and in April 2014 the Minister of Finance sent to the Medical Centre a
termination letter of the agreement, as required by its terms. He also informed us that the Medical Centre,
in a letter to the Minister of Finance in June 2014, requested an extension of the Agreement up to 12 months
in order to have the time required for the completion of the necessary buildings and installation of the
equipment. He also asked, for as long as the proper supply of the radioisotope material can be made from
abroad, the provision for the creation of its production workshop, be optional, with the right of the Medical
Centre to decide at any time to start its own production of such material.
In August 2014, we informed the Minister of Finance the following:
(a) The above proposal of the Contractor does not comply with the provisions of the signed contract, since
it involves the creation of a production laboratory of radioisotope material, which is the most expensive and
complicated part of the project.
(b)
In the long time that has elapsed since the date of signing the contract, the facts may have changed
and there may be other interested parties to install /operate PET / SCAN for the provision of such services
to the public.
In view of the above, we informed him that our Office agrees with the recommendation to terminate the
cooperation agreement with this Medical Centre because of failure by the Contractor to comply with the
provisions of the signed contract.
In August 2014, the Minister of Finance informed the Medical Centre that, based on the views of our Office,
and the fact that the deadline which was given for the lifting of the contract violations had expired without
any response from him, the agreement was terminated.

Recommendation: The only recommendation is for this to be an example for the future. As it is clear
from the above, the agreement was problematic and in our view, in contrast to the relevant public
procurement legislation. This case is an example of serious mismanagement and misuse of power since
the Ministry of Finance without any authority and responsibility promoted and signed, with a direct
award, a contract for health issues, in breach of the relevant procurement legislation without ensuring
the public interest in case of delays. As a result, in addition to abusing the good administration rules,
there was a delay of 3½ years in the creation and operation of a service Center for performing PET /
CT SCAN examinations in Cyprus, in the private sector.

2.8.1 INLAND REVENUE DEPARTMENT (IRD)
Revenue. The IRD revenue in 2013 was €1.872,83 mil., compared to €1.945,76 mil. in 2012, ie there was a
decrease of €72.93 mil., or 3.75%. The reduction is mainly due to reduced revenues from the income tax
withheld by employers (PAYE), the self-employed income tax, corporation tax and capital gains tax by a total
of €212,79 mil. There was simultaneously an increase in revenues from immovable property tax, special
contribution for defense and special tax of Credit Institutions, by a total of €144,96 mil.
Details of the Department receipts are as follows:

Category of tax

2013
€ mil.

Income Tax
Immovable Property Tax
OtherTaxes/Fees/
Charges/Fines
Direct Taxes*
Total

Percentage
%

2012

Increase/
Decrease)

€ mil.

€ mil.

%

Percentage

1.208,84

64,55

1.376,94

(168,10)

(12,21)

100,99

5,39

23,52

77,47

329,38

87,89

4,69

126,19

(38,3)

(30,35)

475,11

25,37

419,11

56,0

13,36

(72,93)

(3,75)

1.872,83

100

1.945,76

* The amount of €475,11 mil. (€419,11 mil. in 2012) shown in the above table is the Department's collections
for special contribution for defense.

Income tax. The total amount of income tax of €1.208,84 mil., received by category of taxpayers is classified
by the Department as follows:

2013

2012

€ mil.

%

€ mil.

Government Employees

157,63

13,04

206,63

15,00

Private Employees

294,32

24,35

356,81

25,91

641,86

53,10

662,38

48,11

Self employed

34,99

2,89

81,65

5,93

Other Categories of Taxpayers

80,04

6,62

69,47

5,05

1.208,84

100,00

1.376,94

100,00

Legal Entities and Companies
International Activities

%

of

Tax refunds. Tax refunds amounted to €27.46 mil. (€27,90 mil. in 2012).
Assessments under appeal. On 31.12.2013 there were 18. 612 assessments of income tax, capital gains tax,
immovable property tax and special contribution for defence for which there was an appeal, for a total
amount of tax of €356,65 mil. It is noted that assessments under appeal are not included in the statements
of arrears of revenue, except for the appeals of capital gains tax 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 largest percentage of income tax appeals, which in 2013
amounted to 12.255 and related to disputed tax of €261.44 mil., submitted by the self-employed and
managers of private companies. At 31.12.2013, there was outstanding a total of 5.063 appeals from selfemployed and managers of private companies or a percentage of 41.31% representing an amount of disputed
tax of €59,14 mil. and 2.656 appeals or a percentage 21.67% of private companies representing an amount
of disputed tax of €73,98 mil.
Overdue taxes. The total arrears of tax, without interest, as submitted to our Office from the Department
was €721,99 mil., compared to €605,14 mil. of last year, ie there was an increase of €116,85ek. or 19.31%.
Tax arrears by category are as follows:

2013

Percentage

2012

€mil.

%

457,21

63,33

392,22

16,57

Income Tax withheld by employers (P.A.Y.E.)

43,94

6,09

34,86

26,05

Immovable Property Tax (Law24/80)

47,70

6,61

18,70

155,08

Capital Gains Tax

33,19

4,60

36,92

(10,10)

Other Taxes

14,05

1,94

12,96

8,41

125,90

17,43

109,48

15,0

721,99

100,00

605,14

19,31

Income Tax

Special Contribution for Defence

€mil.

Increase/
(Decrease)
%

The amount of overdue interest, which is not included in the table above, according to the Department’s
data on 31.12.2013 was €398,99 mil. So, based on the above data, the total arrears (tax arrears plus interest)
amounts to €1.120,98 mil.
It is noted that, according to the Department, from the total amount of arrears on 31.12.2013 (tax arrears
plus interest) amounting to €1.120,98 mil., an amount of €406,88 mil. or 36.3% is considered uncollectable.
Based on the data of the above paragraphs, the main categories of taxes and related results are listed below:
Category of Tax

Income Tax

Collections

Collections

€mil.

€mil.*

Noncollectible
€mil.*

Appeals
€mil.

1.208,84

824,38

336,72

261,44

Immovable Property Tax

100,99

56,45

4,61

1,10

Special Contribution for Defence

475,11

167,68

36,34

88,70

*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 selfassessment system, is expected to improve the efficiency of the Department.
Unification of tax departments. In order to deal with the economic situation of the Republic, the
Government has decided to take various measures to reform the public sector, including 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.
Tax Investigation of primary debtors of loans related to mortgages registered at the Department of Lands
and Surveys. From a sample audit at the Income Tax District Offices in Nicosia, Limassol and Larnaca, we
observed the following:
(a) There are individuals who, according to the "Mortgage Documents" are principal debtors of loans and,
in most cases, the mortgage is simultaneous with the transfer of property in their own name. These persons
are unknown to the Income Tax Division, do not submit tax returns and therefore no income tax is imposed
on them, while in some cases these individuals have registered in their name a motor vehicle.
A typical case is that of one taxpayer who, while unknown to the Inland Revenue, on 3.9.2009 he registered
at the DLS a mortgage to the benefit of a financial institution for the amount of €420.000 for which, according
to the "mortgage document" he is the principal debtor. This mortgage is simultaneous with a transfer
declaration, under which the taxpayer registered in his name an apartment which he purchased, by a Sale
Document of 2007, an apartment worth €478.408. Furthermore, in 2004, the taxpayer registered in his name
an apartment which he purchased, the market value of which on 1.1.1980, amounted to €13.669.
Recommendation: The Department to proceed to investigate whether these persons are subject to tax
and, where appropriate, to request the submission of tax returns for verification of possible undeclared
income.

(b) Cases of taxpayers - primary debtors of loans - who were recently registered in the IR system and possibly
their registration was made by the Department for property taxation purposes, were identified.
Typical is the case of a taxpayer who on 29.7.2010 registered at the DLS a mortgage to the benefit of a
financial institution for the amount of €700,000, for which, according to the "Mortgage Document", he is the
principal debtor. The mortgage is simultaneous with a transfer declaration according to which the taxpayer
has registered in his name a two-storey house the value of which was declared by him at €450.000 and was
evaluated by the DLS at €500,000. It is noted that, according to the DLS system the taxpayer is unknown in
the Income Tax Division, he is liable only for immovable property and was registered in the system on 31.7.
2013.
Recommendation: In such cases the Department to proceed with a tax investigation and imposition of
taxes for income tax purposes where appropriate.
(c)
Cases were identified where, while on the "Mortgage Document " filed in the Department of Lands
and Surveys (DLS), the particulars of the mortgage debtors and / or debtors of the loan are written, the details
of the primary debtors who possibly have income subject to taxation, given the ability of repayment of loans,
are not identified and are unknown to the Department.
Typical is the case of a taxpayer who on 12.6. 2008 registered in the DLS a mortgage to the benefit of a
financial institution for the amount of €770,000. However, in the "Mortgage Document" filed with the DLS
the principal debtor of the loan is not identified and possibly it is the taxpayer who is the mortgage debtor.
According to the tax returns submitted to the Department by the taxpayer and his wife, their incomes for the
period 2009 - 2012 amounted to a total of €134.700 (average €33.675 per year). For the period 2006 - 2008
the Department imposed on both taxpayers taxes on income of a total amount of €118.033 (average €39.344
per year) resulting on tax on the taxable total amount of income of €587 (average € 196 per year).
A reference is also made to the case of two specific taxpayers who may be the principal debtors of a loan
related to a specific mortgage registered on 22.12.2011 at the DLS to the benefit of a financial institution for
the amount of €555,000. The mortgage was registered simultaneously with a transfer declaration whereby
the taxpayers registered in their name a piece of land purchased at €600.000.
According to the IRD system, one of the taxpayers did not submit tax returns for the years 2011 and 2012,
while according to his income tax return for the year 2010 submitted to the Department, his income from
employment and dividends amounted to €20.133. Furthermore, for the year 2010, he received also an
amount of €6.705 from the Social Security Department as unemployment benefit. For the years 2007 – 2009,
the Department imposed taxes on total income of €93.092 (average €31.031 per year), giving a total amount
of tax on taxable income of €4.686 (average of €1.562 per year).
The second taxpayer is a self-employed architect. Based on the returns she submitted to the Department for
the years 2011, 2010 and 2009, her revenues amounted to €34.975, €31.579 and €29.040, while for the fiscal
year 2008, the Department imposed a tax on income of €30.000, giving a tax on taxable income of €1.334.
It is noted that, according to the file of the taxpayer, in July 2011, the Department completed the Capital
Statement (CS) examination for the period 31.12.2003 - 31.12.2008 which revealed undeclared income
amounting to €20.503 (£12,000). It is noted that there was also undeclared income amounting to €22.212
(£13.000) for the period 1998 - 2002. Overall, additional tax amounting to €10.557 plus interest and charges
was imposed.

It is noted that, according to data of the Department of Road Transport, on 28.5.2010 the taxpayer registered
in her name a Mercedes car, while on 1.2.2013 the taxpayer registered another Mercedes car.

Recommendation: The Department to investigate these cases and, where taxpayers are subject to
taxation and they are unknown to the Income Tax Division, to proceed to their registration in the IRD
system and / or the imposition of taxes and / or capital statement examination.
The Commissioner informed us that in the first case a capital statement was requested for the period
1.1.2008 - 31.12.2013. Regarding the second case, he informed us that it was requested that the taxpayer
submits income tax returns for the years 2011 and 2012 as well as a capital statement for the period 1.1.2008
- 31.12.2013, while instructions were given to request also that the taxpayer submits a capital statement and
tax returns.
(d) Individuals who have not submitted income statements for one or more years were identified, so no
tax was imposed on them and the Department did not request the submission of a declaration.
Typical is the case of a taxpayer who is the mortgage debtor and the principal debtor of a mortgage registered
on 22.5.2008 at the DLS to the benefit of a financial institution for the amount of €635,000.
As revealed by the IRD system, the taxpayer had not filed returns for the years 2009 - 2012, while for the
period 2005 - 2008 for which the Department had imposed taxes, tax on taxable income occurred only for
the fiscal year 2006 for an amount of €1.504. It is noted that the taxpayer's spouse is unknown to the
Department.
Recommendation: The Department to request taxpayers to submit income tax returns and capital
statements for the purpose of tax investigation and / or to impose taxation under the provisions of The
Assessment and Collection of Taxes Law.

As the Commissioner informed us, on 15.4.2014 income tax returns for the years 2009 to 2013 and a property
statement for the period 1.1.2008 - 31.12.2013 were requested. Because the taxpayer did not respond, the
Department started a criminal prosecution procedure.
(e) Cases were identified where taxpayers submitted Capital Statements relating to previous years and the
Department delays their examination, significantly.

Recommendation: The Department to proceed directly to an examination of the Capital Statements
pending and / or of a Capital Statement of a more recent period, to the imposition of the relevant taxes
and to the collection of any taxes due in order to avoid irreversible situations.
(f) Cases were identified where taxpayers registered a mortgage for which they are the principal debtors
and / or to the registration of property in their name the value of which is not consistent with their declared
incomes. Cases were also identified where taxpayers registered in their name property which they acquired
before the date of their professional career which raises questions as to its source of funding.
Examples include the case of a taxpayer who on 2.12.2009 registered with his wife at the DLS a mortgage for
the benefit of a financial institution for the amount of €700.000 for which, according to the "Mortgage
Document", he is the principal debtor. The mortgage is simultaneous with a transfer declaration whereby

the taxpayers registered in their name a piece of land which they purchased for a value, as declared by them,
of €500.000 and was evaluated by the DLS at €750.000.
According to the IRD system, although taxpayers were active professionally in 2001 and were registered into
the system in the same year, their obligation to submit tax returns are for the years 2010 to 2012 only, for
which until the audit date, these statements were not submitted. However, from information obtained from
this system, it seems that the taxpayer's income was subject to taxation since 1994, when he was employed
in a private company, while his earnings for the year 2008 amounted to €45.500. Also, based on the same
source of information, during the period 2000 - 2010 taxpayers registered in their name property, the total
value of which was declared by them at €278.396 and was evaluated by the DLS at €325.230.
The Commissioner informed us that a capital statement was requested for the period 1.1.2009 - 31.12.2013.
The Commissioner referred to significant lack of staff and informed us, among other things, that, it is
expected that the consolidation of the tax departments and the planned transition to a self-assessment
system will save personnel and improve the efficiency of the Department. He also said that the Tax
Department is currently establishing a process for full exploitation of the available data at the Lands and
Surveys Department regarding mortgage loans.

General Recommendations: Our Office recommends that the Department:
(i)

Requests the submission of income tax returns for all years for which they were not
submitted, proceeds to a full tax investigation and the imposition of relevant taxes and,
for those cases likely to fall within the provisions of section 49 of the Assessment and
Collection of Taxes Law 4 / 78 (as amended), activate the procedure for imposing penalties
under this Article.

(ii)

Implements the provisions of the law for (a) imposition of taxation at the discretion of the
Commissioner in cases where taxpayers have not submitted an income declaration (b)
increasing the time margin for imposition of tax from six to twelve years in cases where
less tax had been imposed due to deliberate omission or deception on the part of
taxpayers and (c) taking measures to impose penalties in relation to cases where
taxpayers submit false declaration and / or information to the Department.

(iii)

Intensifies efforts to identify new cases of persons who are subject to tax but are unknown
to the Department and / or to the Income Tax Division.

(iv)

Proceeds to take immediate and drastic measures to combat tax evasion, given the dire
economic situation troubling the place, so that on one hand, state revenue is increased
and on the other, to ensure the fair sharing of burden and to satisfy the sense of justice
of the people.

Tax investigation of individuals who practice the medical profession and individuals registered in the
Pension Fund of Lawyers. From a sample audit at the District Revenue Offices the following were observed:
(a) Individuals who may exercise a medical or legal profession, are unknown in the Income Tax Division, do
not submit income tax returns and therefore no income tax is imposed on them, were identified. An

investigation by our Office at the Departments of Road Transport and Lands and Surveys revealed that a
number of the above persons have registered in their name a car and / or immovable property.
(b) Individuals were identified who, although it appears they have been active professionally for some time,
, were unknown to the Department until recently, so they do not submit income tax returns.
(c) Several persons who may exercise the medical or legal profession, did not submit income tax returns
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 had requested an income tax return to
be submitted and the taxpayers did not comply with the request, the Department appears not to have taken
legal action against them promptly. Also, cases were identified where the Department had not requested the
submission of a capital statement in accordance with the provisions of the relevant legislation, while in some
other cases investigated by our Office, the Department requested the taxpayers to submit income tax returns
and capital statements after the audit by our Office.
Our Office recommended, among other things, that the Department requests the submission of income tax
returns and / or capital statements and investigates the possible existence of undeclared income. In some
cases, our Office recommended the conduct of a field investigation to determine the real income of
taxpayers.
The Director informed us about the Department's action in each case and said that the Department created
a tax file for those persons who were unknown to the Department, in some cases requested the submission
of tax returns and / or capital statement while in other cases the Department will proceed to take legal action
against the taxpayers.
Examples of the above are mentioned below:
(a) From the examination of the capital statements of a couple of doctors taxpayers in the Larnaca District,
covering the period from 1994 to 2007, as well as from a field examination that was carried out, according
to the Department, the wife, for the years 2008 and 2009 revealed undeclared income of €1.396.683 which
was taxed under the provisions of the relevant laws. The said couple in the period 2009-2010 registered in
their name properties, the value of which declared was €440.000 and was estimated by the DLS at €600.000.
It is noted that in the years 2008 and 2011 the taxpayer acquired two luxury cars, while according to the
taxpayer's income tax return for the year 2008, the taxable income amounted to €29.603 and tax of €525
was imposed. We recommended that a field study is conducted to determine the actual income of the
taxpayer. The Director informed us that the Department has requested the submission of a capital statement
for the period 1.1.2008 - 31.12.2012. As we were informed, the capital statement was submitted to the
Department in February 2014 and is being examined.
(b)
A doctor taxpayer in the Nicosia District, in his income tax return for the period from 2006 to 2009
declared income totaling EUR €241.705 and the Department for the period 2006 to 2008 imposed on him a
total tax of €18.104. In addition to the aforementioned income, the taxpayer received a grant for renovation
of a listed building and had income from the said building totaling €116.828. Thus, the total income of the
taxpayer, according to his income tax returns 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 an immovable property. Despite the fact that all the above information existed in the IRD, the
Department appears not to have requested the submission of a capital statement. We recommended that
the Department requests he submission of a capital statement and investigates the possible existence of
undeclared income. The 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 know the capital statement was submitted to the
Department in May 2014 and is under review.

(c)
A lawyer taxpayer in Larnaka District, has not filed tax returns for the years 2007 to 2010 and the
Department did not promptly proceed to take legal action against him, despite the fact that, according to
information that exists in the IRD, the taxpayer in 2009 registered in his name a property which he purchased
worth €800.000. The Director informed us that the taxpayer submitted a Capital Statement and income tax
returns for the period 2007 - 2010, which is being examined.
Recommendation: The tax investigation to be completed as soon as possible.
Taxpayers who owe significant amounts of taxes. From a sample audit at the Larnaca District Tax Collection
Office, we observed the following:
(a) Delay in taking legal action. Cases were identified where, despite the long time that has elapsed since
the date of the tax was imposed, the Department proceeded in taking measures for the collection of taxes
due with delay, resulting in the amounts due to remain outstanding, which makes their collection by the
State difficult if not impossible.
Recommendation: The Department to proceed promptly in taking legal and other measures under the
relevant legislation in order to collect taxes owed, while in cases of significant debts, to implement the
provisions of the Law (L.80 (I) / 2014) relating to the freezing and seizure of amounts in bank accounts
or placing a lien on movable property or an encumbrance on immovable property for tax due.

Professional artists taxation. According to Article 23 of the Income Tax Law, the gross income from the
exercise in Cyprus of any profession or vocation or for any reward for providing entertainment services to
the public by an individual, who is not resident in the Republic, , is subject to a rate of taxation of 10%. From
an audit at the Tax Division of professional / artists, the following were observed:
(a) Performances / events for which the relevant tax was not paid. From our investigation it was shown
that 261 of 477 performances / events identified by our Office that took place in 2013 were declared and /
or identified by the IRD and the Department taxed only 89 cases, resulting in a significant loss of state
revenues.
Recommendation: The Department to determine an action plan and a timetable for the introduction
of procedures for identifying all performances / events taking place and artistic agents / organisers
as well as specific procedures for submission of relevant data to the Department. In the absence of
data, the Commissioner shall impose tax at its discretion, based on the provisions of the relevant
legislation and to take all appropriate measures to recover amounts due.
(b) Artistic Agents / Organisers. Our Office identified, among others, 13 representatives of artists or
organisers of performances / event organisers who in 2013 organised a total of 153 performances and it
seems that they did not withhold / paid the relevant tax. It is noted that these artistic agents / organisers are
registered in the computer system of the Department with relevant contact information, which should be
used by the Department to collect the tax due.

Recommendation: Based on the available information and in cooperation with other relevant bodies,
the Department to identify all artistic agents / organisers to submit information on their behalf and the
payment of the relative tax. If they do not respond, the Department must apply the provisions of article
24 by imposing taxes at the discretion of the Registrar.

(c) TV channels that work with foreign artists / professionals. In recent years, an increased cooperation
of Greek actors with Cypriot TV channels by their participation in various television series is observed, as well
as participation of Greek journalists, presenters, chefs and other artists in various television programs
without the relative tax being paid in all cases .
It is reported that, as our Office has identified, that, over the past five years, seven television series involving
30 Greek actors were shown on public and private TV. It is also reported that more than 20 Greek artists, in
the period 2011-2013 (journalists, presenters, singers), participated in seven television programs presented
by the Cypriot television channels (public and private).
Recommendation: The Department to proceed immediately to investigate these cases and, in
cooperation with the Department’s Division of Employers (IR7), to examine whether the Greek actors
have a tax file and are taxed with income tax where they are residents in the Republic, otherwise to
investigate the payment of tax under the provisions of section 24 of the Income tax Law.

(d) Municipalities and Local Authorities. Various events/performances were identified which were hosted
in 2013 by Municipalities and Community Councils and were attended by prominent foreign artists, without
having paid the relevant tax.
It is indicated that in 2013, 46 performances / events were hosted by the Municipalities of Ag. Napa,
Paralimni, Limassol, Paphos, Larnaca, Nicosia, Lakatamia and Strovolos and the Community Councils of
Arminou, Palaiometocho and Tala, without the relevant tax being paid.
Recommendation: To have a close cooperation between the district offices of the Tax Department and
other government departments, Municipalities and Community Councils involved in performances /
concerts so that with appropriate information to identify the artists and / or their representatives who
give performances in Cyprus and be notified in time to pay the tax due.

(e) Computer department System and Taxation of Artists / Professional. There is no comprehensive IT
support of the related taxation, resulting in a weakness in imposing taxation on artists profits or on other
professionals through the computerised system, while any monitoring and/ or taking of legal action against
those who do not comply with the relevant legislation is difficult and / or impossible. The Commissioner
informed us that requests have been submitted to DITS to establish a computerised taxation system for
artists profits which have not been met due to multiple requests submitted to DITS as a result of the
amendments to the tax legislation in the context of implementation of the Memorandum of Understanding.
He added that the Department is making efforts to accelerate the creation of the program.

Recommendation: To define a schedule for taking the necessary measures / acceleration of related
processes that enhance the computerised system of the Department so that the application of the
legislation is supported by a comprehensive IT system, as soon as possible.
(f) Internal control weaknesses. From the audit of artists / professionals taxation system, it was found that
there is a weakness in the enforcement and complete monitoring of the relevant taxation by the Department.
It is stated, among other things, that the Department is still not able to detect all cases of performances /
events held by foreign artists / professionals in Cyprus, no measures are taken against those who do not
comply with the relevant legislation, the Department does not impose taxes on the basis of the discretion of
the Commissioner where appropriate, the relevant electronic register in which the performances / events
are recorded is not updated or there is an unevenness in its updating or it is not properly updated by all
District Offices of the Department and no record is kept of the various documents relating to the
performances and the relevant tax.

Recommendation: The Department to assign to a specific working group to study and prepare a
manual in which to define clearly the procedure and the forms / records to be kept. It is also
recommended to find ways to solve all shortcomings in order to ensure the imposition and collection
of the relevant taxation under the current legislation.

Possible capital gains tax evasion. A preliminary investigation of a complaint referred to our Office revealed
that a large number of property owners in Limassol villages, sold their property to companies within the same
group without the purchase/sale documents to be presented to the relevant Departments during the
transfer. Therefore, the imposition of capital gains tax was based on the sales price declared by the parties
and not on the sale price as indicated on the documents of sale, which is much larger, and therefore a
significantly smaller amount of tax was paid to the State.
From an investigation of a number of cases, which constitute only a part of those reported to our Office, it
was shown that the sale amount was reduced by €4.274.813.
On the recommendation of our Office, the Department proceeded with the investigation of the case and,
according to the Director, the deviation detected was estimated to the amount of €26,41 mil., while the one
that was established was about €21,08 mil.. In some cases, the Department already imposed revised capital
gains taxes, which indicated additional tax of €1.686.041, in other cases the Department is considering
imposing revised taxes, while, in accordance with the Director, it remains to establish an amount of €5,3 mil.
As we were informed by the Commissioner, the full amount of €26,41 mil. has been established and the Tax
Department will proceed with the enforcement of revised capital gains taxes.

2.8.2 CUSTOMS AND EXCISE DEPARTMENT
Revenue. Revenue in 2013 amounted to €612,39 mil., compared to €619,08 mil. in 2012, ie there was a
decrease of €6,69 mil. or 1.08%.
Arrears of revenue. According to data kept by the Department, the total arrears of revenue at 31.12.2013,
including interest and charges, was €9,1 mil., compared to €29,5 mil. in 2012. The decrease is due to the

writing off of €19.6 mil. of financial charges imposed by the Ministry of Energy, Trade, Industry and Tourism
in 2006 to sugar importers, which the Court reversed on 21.3.2013.
Overtime work.
(a) The amount of overtime in 2013 amounted to €2.927.377, compared to €3.487.244 in 2012, ie there
was a decrease of €559.867 or a percentage of 16.05%. The revenue from the chargeable hours was
€1.208.137 and the corresponding cost €863.165. The non chargeable overtime concerns mainly the work in
airports and roadblocks checkpoints. Our Office expressed the opinion that methods of reducing these costs
should be examined.
(b) As mentioned in our previous Reports, many employees of the Department work more than 48 hours
a week, which are the maximum working hours set out in the Organisation of Working Time Law of 2002.
(c)
Fixed overtime compensation for supervising officers. As we mentioned in our previous report,
according to the decisions of the Council of Ministers dated 25.1.1990 and 10.5.1984, the monthly fixed
overtime compensation to Customs and Assistant Customs 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 €541,63 (minus 15% in accordance with the Budget Law). It stated that the expenditure for
2013 amounted to €266.422.

Recommendation: There should be a re-examination of the need for the payment of this overtime
allowance. Where the presence of a senior officer is necessary, the compensation to be made per hour
of overtime.

The Ac. Customs Director, informed us that the Department, in the context of our recommendations, has
sent a letter to the Director of the Public Administration and Personnel Department for re-examination /
investigation of the issue of the fixed overtime to supervising officers.
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 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. The Department issued in 2009 an ex-post
Assessment of Customs 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. The company took
recourse to the Court, which on 22.12.2011 rejected the recourse and subsequently, the company filed an
appeal against the judgment of the court. The Department, on 18.4.2013, issued an ex post Assessment of
Customs Tax for the amount of €219.678, to the second company in relation to the customs charges on the

machinery, based on their residual value. So far an amount of €131.858 (€63.704 cash retained from a
passenger upon his arrival at the airport under Law 53 (I) / 2009, for which reference is made to the following
paragraph and €68.154 with a refundable tax offset) was collected and the payment of the remaining amount
is pending.
It was also noted that the company in an out of court settlement of debts, submitted a proposal for
immediate payment without the payment of interest, which on 31.5.2013 amounted to €63.082. The Director
of the Department submitted a recommendation to the Director General of the Ministry of Finance to accept
the proposal with partial payment of interest amounting to €20.000 which was approved. It is reported that,
in accordance with Article 52 (2) of the Customs Law Code (L94 (I) / 2004), interest constitutes civil debt and
its writing off can only be done when it is not possible to collect it and when all appropriate measures for its
collection are taken.

Recommendation: We consider the whole handling by the Department unacceptable. Effective
measures for the collection of the company's debt, should immediately be taken as it does not meet
its obligations and to inform our Office accordingly. The Ac. Customs Director, informed us that
instructions for filing a new criminal case for the collection of the remaining amount due, have been
given.

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, it was
observed that 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, by obtaining testimony immediately after
the incident, is not immediate and effective and, as a result, the advantage of the immediate investigation is
lost.
The Ac. Director of Customs informed us that, where there is evidence of the origin of cash from illegal
activities, the Department immediately informs the competent authorities and for that purpose the
guidelines to the officers involved have been renewed. He also informed us that there is no time for taking a
testimony at the time of the passenger’s departure on the grounds that he will leave in a short time and that
the number of officers working overtime at Larnaca airport is very limited. He also informed us that the
immediate investigation and the taking of testimony requires at least two officers making it extremely
difficult to conduct a direct interrogation, but this may not be excluded in the case of serious matters.
Regarding the movement of cash from the occupied territories, he informed us that the Department as part
of its efforts to investigate the verification of the origin of cash in such cases, makes every effort in line with
the particularities of the matter.

Recommendation: When handling large amounts of cash, there should be a thorough investigation
to ascertain the origin of cash in order to establish beyond doubt that they are legitimate. Also, the
incidents in other competent services (Law Enforcement Unit, MOKAS, Police, Tax Department),
should be disclosed as to their own actions. The investigative testimony by the Department of the
persons concerned should be made as soon as possible after the event, if possible on the same day,
so as not to give the option to the investigated person to devise excuses which are not true. The
Department, in cooperation with the competent services of the State, should determine a policy on
the handling of cases concerning the occupied territories, that is, whether the statement that the
cash comes from the occupied areas will be accepted.

2.8.3 VALUE ADDED TAX SERVICE
Receipts. The value added tax receipts (VAT) in 2013 amounted to €1.628 mil., compared to €1.716 mil. in
2012, ie there was a decrease of €88 mil. or 5.4%.
Overdue taxes. According to data kept at the VAT Service, the total arrears of taxes including surcharges and
interest on 31.12.2013, was €421.2 mil., compared to €316.1 mil. on 31.12.2012 (an increase of €105.1 mil.
or 33.2%). This amount is due by 23.860 taxable persons (TP). The amount of arrears does not include the
amount of €4,9 mil., which resulted from tax assessments of 280 TP who did not submit their tax returns. It
also does not include the amount of €49 mil. which concerns financial charges imposed to 11.328 TP for not
filing tax returns. The above amounts are actual debts under the Law. The Commissioner of Taxation
informed us that within the memorandum obligation, the application of new recovery measures which are
envisaged to contribute positively in the efforts to collect the amounts which can be immediately demanded,
is expected.
Recommendation: The Department should develop an action plan and set deadlines for the collection of
overdue revenues, starting from those which do not present particular difficulties in their collection.

Registration in the VAT register. As mentioned in our previous Reports, the VAT Service should take the
necessary steps to identify persons who are not registered in the VAT register. Under the legislation, the
entry in the Register of VAT is mandatory when the turnover exceeds €15,600. The Commissioner of Taxation
informed us that the risk analysis program of the Tax Department, in conjunction with the Central
Information Store, will allow the detection of persons not registered in the VAT Register.
Recommendation: The Department to prepare a timetable for the implementation of an appropriate
plan for identifying persons who are obliged to register in the VAT Register, but do not do so and to
inform our Office accordingly.

Refunds of VAT. Tax refunds which are at the request of the TP, amounted to €219,8 mil., compared to €170
mil. in 2012. It was noted that during 2013, there were tax refunds of large amounts without checking them
firs. It is reported that out of the 11.425 overall controls carried out for tax refunds (from 1992 to 2013) in

6.957 cases (60%) there was a tax assessment amounting to €68.6 mil.
The total amount of refundable tax on 31.12.2013 in accordance with the tax returns of TP was €293.7 mil.,
compared to €331.2 mil. in 2012. The Commissioner of Taxation informed us that for all of the claims, a desk
audit is arried out by officers of the Computer Department and Refunds before the tax refunds. If the claim
is not approved, then an examination on site is carried out.
Recommendation: To make control visits, on a risk analysis basis, before the tax refund. For purposes of
ensuring public revenue, the return of large amounts of tax to be conducted after control checks.
Failure to submit tax returns and estimated taxes. On 31.12.2013, 11.328 TP had debts arising from
estimated taxes totaling €646,3 mil. It is reported that 3.618 TP did not submit a tax return for more than ten
tax years. The Commissioner of Taxation informed us that a campaign to identify hidden traders has already
been implemented in order to effectively manage the chronic problem of the increase in the assessments of
estimated tax resulting from non-compliance of TPs to submit their tax returns. He also informed us that the
Department will continue its campaign on a permanent basis.
Recommendation: The Department to determine a detection mechanism of TP and to develop an action
plan and a timetable for the identification and control of TPs who do not submit tax returns for many
years and inform our Office accordingly.
Criminal prosecutions.
(i) During 2013 there were 1.814 prosecutions out of which 1.296 cases were finalised and a total amount
of €16.6 mil. was received. 252 cases were withdrawn due to non-performance of the indictment. It is
reported that one of these cases relates to a company operating in the Limassol harbor area with a debt of
€976.632.
The Commissioner of Taxation informed us that the installation and access to a more updated register of
addresses with information from other Government Departments and Organisations has been initiated, in
order to create a Central Intelligence Store for the identification of the accused. Regarding the case of the
above company, he informed us that, because it is under liquidation and moreover, because of the long
period from the date of commitment of the offenses, the company will not be included in the taking of legal
action.
Recommendation: The Department to investigate the reasons for non-delivery of indictments and take
measures as soon as possible, informing our Office.
(ii)
It is noted that the Department does not file criminal prosecutions for fraudulent avoidance of tax
payment, but instead, proceeds to out of court settlements.
The Commissioner of Taxation informed us that with the new employment of lawyers under contract, the
respective arrangements will be made to also file criminal prosecutions for fraudulent tax avoidance.
Recommendation: The Department to study ways to reduce tax evasion by imposing heavier penalties,
which would act as a deterrent. Also, to immediately review its policy and to proceed with the
registration of criminal cases for fraudulent tax avoidance in all pending cases, which will be a deterrent
to tax evasion.

Inspection visits.
(a)
The Department in 2013 conducted 706 inspection visits to TP, (0.8% of all registered persons), during
which tax of €62.1 mil., was assessed, compared to 752 visits and an assessment of tax amounting €39.3 mil.
in 2012. In the majority of inspection visits (77%), there was an assessment of tax .
(b)
In some cases there is a long delay in the completion of the inspection. Over the years, the financial
position of the TPs may deteriorate and, as a result, they may not pay their debts.
The Commissioner of Taxation informed us that in the new Tax Department there will be a computerised
system to record the development of the work which will provide for time schedules as well.
Recommendation: There should be deadlines for the completion of tax audits which should be
monitored by the responsible officers.

(c)

In relation to TP inspections, the following ware observed:

(i) Delay in the delivery of tax assessments. From the inspection of a particular consortium which was
completed by the Department on 1.8.2011, a tax assessment amounting to €31.8 mil. was arrived at which,
according to the inspection report, had to be paid on 6.3.2007, as provided in the Regulations (R. 314/2001).
It was observed that the delivery of the tax assessment was made too late, on 11.4.2013. The consortium
submitted an objetion on 7.6.2013 and, as a result, the assessment was reduced to €11.96 mil.
We requested that our Office is informed of the reasons for the delay of two years in delivering the tax
assessment and the steps taken to recover the debt which in April 2014 amounted to €18.7 mil.
From the handling of this case, it was found that, in case a TP is a partnership, under the provisions of the
Partnership and Business Names Law (Cap.116), the Department does not demand any debts from the
partners of the TP. This practice violates the essence of a partnership (CAP.116), as opposed to companies
(Cap. 124), that is, each partner of a firm is responsible, together with the other partners for all debts and
liabilities of the firm.
The Commissioner of Taxation informed us that the delay in delivering the Tax assessment is due to the
allegations of the partnership representatives that there was an imminent issue of the decision of the
arbitration for the disputes with the Cyprus Government. Then, it was decided on 4.4.2013 to deliver the
letter because of the risk of loosing the right of delivering the Tax Assessment.
Recommendation: The Department to proceed directly to the assignment of the debts of the above
partnership to the partners of the consortium and to promote their setting off against payments received
from the State.

(ii)
Cancellation of tax assessments without adequate documentation. A tax assessment of €1,4 mil.,
issued on 20.12.2013 to a TP by the Limassol District Office on input tax for a given project, was canceled on
the Commissioner's decision of 27.12.2013, one working day after the submission of an objection by the TP
(an appeal was filed against the assessment on 23.12.2013).
From the above, questions are raised as to the evaluation process since, on one hand, it does not seem that
the proper investigation has been done and on the other, the decision of the Commissioner that the original
version of the tax assessment is incorrect is not documented in the file. Also, it has not been taken into
account in the examination of the objection that the project includes a listed building which is not subject to

VAT (Circular dated 30.11.2006) and therefore no input tax can be claimed. It was also observed that the
examination of the objection was made by an officer at the Headquarters of the Service instead of the head
of the Limassol District Office, as it is the usual practice of the Office.
The Commissioner of Taxation has informed us that it has decided to reopen the case and that its completion
will be in 2014.
Recommendation: The handling of the issue seems to be blamable and it possibly involves misuse of
powers. The case should be re-examined and also, all the data from the Department of Investigation
should be studied in order to determine whether the objection was correctly accepted. The findings
should be transmitted to our Office.

(iii) Reduction of tax assessment amount without adequate documentation. After investigating TP for the
period 1.2.2008-31.10.2012, a tax assessment was delivered on 21.6.2013, totaling €245.840. On 19.8.2013
an objection was submitted which was accepted and the tax assessment was revised to €96.110. The
reduction in the amount of the tax assessment by €149.729 is due primarily to an input tax of €137.250 on
the purchase of apartments in 2010 from a connected TP to which reference is made below. It is important
to note that the relevant purchase invoice of the apartments is dated 13.4.2010, while the previous in the
series invoice is dated 31.5.2013.
It was also observed that from the investigation of the Department, serious errors were found, omissions
and irregularities affecting the tax obligations of the TP and consequently the public revenue. It was also
found that the TP is linked to other TPs (common directors, shareholders, etc.) for which it has not been
confirmed that the services they offer are genuine and there are reasonable suspicious for fictitious invoices.
Recommendation: The Department to proceed with the immediate investigation of possible criminal
offenses for prosecution, for both the said TP and the TPs found to be associated with. To investigate
and identify all the companies associated with the said TPs, so that the tax investigation is extended to
all companies. To examine the reasons for the invoice acceptance to reduce the tax assessment, while
there were reasonable suspicions that it was issued after the tax assessment was issued and update
our Office accordingly .

Further to the above, it was observed that in the Department's letter dated 27.12.2013 regarding the
objection to the tax assessment, it is stated that the stamped agreement submitted by the TP regarding the
sale of a right in rem to an associated TP was for the amount of €500.000, while the same agreement which
was presented to the Ministry of Energy, Trade and Industry was for an amount of €4,4 mil. It seems that no
investigation was carried out in order to identify which of the two contracts was real. It is noted that the
Department assessed output tax for the first TP amounting to €65.217, based on the €500.000 contract.
The Commissioner of Taxation, informed us that all associated companies were audited or verified by the
Department. For the stamped sales contract of the right in rem on the lease of land, an investigation by the
Famagusta District Office is being conducted.

Recommendation: The Department to proceed with the investigation of the TP in collaboration with the
Department of Energy, Commerce, Industry and Tourism and to inform our Office accordingly. On the
issue of the existence of two agreements, the Legal Office should be informed, as it may constitute a
criminal offense.
Audit of an associated TP which is a land development company. The TP, which was recorded in the VAT
register in February 2009, did not submit tax returns for the period 1.2.2009 - 30.11.2009 and avoided to pay
output tax amounting to €538.417. The total debt at the audit day, amounted to €679.105. From the related
file, the following were observed:
•

On 4.1.2011, the file was referred to the Division of Taking Legal Measures for filing a criminal
prosecution. Until the completion of the audit, no measures against the TP were taken.

•

There was no tax assessment for the amount of output tax which was not declared, but it was indicated
to the TP to submit tax returns for the above period.

•

From an examination of the tax return for the tax period 1.12.2009 - 28.02.2010, it was found that the
TP failed to state an amount of tax of €109.725 and no tax assessment was issued for this amount.

•

From bank statements of the TP (which, as mentioned above, was registered as a land development
company) which were obtained by the Department after a Judicial Decree, it seems, that the TP
performed numerous payments during the period 2007-2009 to associated companies (operating in
manufacturing and marketing of tobacco products) for hundreds of thousands of euros. There was no
further examination to determine the legality of those transactions. For information purposes it is
stated that one of these companies owes €1,5 mil. to the Department.

Recommendation:
(i) The Department to inform our Office for the reasons it did not proceed with the issue of a tax
assessment for the amount that the TP failed to declare (€109.725).
(ii) To give explanations to our Office for the reasons legal measures were not taken against the TP,
which, in any event, should be promoted immediately.
(iii) To inform our Office with the measures the Department intends to take so as to recover the debt
from the TP and for the transactions identified in the bank statements of the TP.

According to the Tax Commissioner, the holding company of the TP is registered in the British Virgin Islands
and the director and shareholder of this company cannot be prosecuted because of the lapse of three years
from 4.1.2011. The TP has no staff and therefore it is not possible to deliver any new tax assessment.
The above reference to a weakness in prosecuting the director / shareholder because of the lapse of three
years cannot be accepted since there is no such provision in the Law.
Debts of football 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 Insurance Fund, provided
that they will respond promptly to future tax liabilities. Most clubs appear not to have fulfilled their
obligations for a number of years. According to data from the Department, the football clubs debts on

10.1.2014, amounted to €12.98 mil. (€2.81 mil. for the period up to 31.12.1998, €4.98 mil. for the period
1.1.1999 until 31.5.2007 and €5.19 mil. for the period 1.6.2007 to 10.1.2014). Also, on the same date, there
were debts of companies related to clubs amounting to €0.98 mil., and from other non-football clubs €1,35
mil.
The Commissioner of Taxation informed us that the Council of Ministers, in its meeting dated 4.6.2014
adopted a new Scheme of Repayment of the Football Clubs Debts to the State as well as that a Project
Monitoring Committee has been established which would have overall responsibility for monitoring the
implementation of the Scheme and inform regularly the Minister of Finance. He also informed us that the
Ministry of Finance will be informed for those clubs which do not comply with the new Scheme in order to
activate the relevant provisions of the Scheme and the measures provided by the law.
Recommendation: The Department should ensure that there are no deviations from the approved
Scheme. For those Clubs which do not respond, the statutory criminal proceedings should, from now on,
be taken.

2.8.4

DEPARTMENT OF PUBLIC ADMINISTRATION AND PERSONNEL

Department’s mission. The Department of Public Administration and Personnel (DPAP) has as its mission the
development, rational management and optimisation of human resources and rationalisation of
organisational structures and procedures, depending on the resources available in order to maximise the
efficiency and effectiveness of the public and the broader public sector, the improvement of services
provided to citizens and to establish transparency with regard to decision-making processes.
In difficult economic times, the need for rational management and development of human resources of the
public service in order to increase efficiency and improve the quality of services provided becomes more
important than ever.
New staff appraisal system in the Public Service. As it is generally recognised and noted every year in the
Annual Reports of the Public Service Commission (PSC), the civil servants appraisal system has serious
shortcomings mainly due to the phenomenon of leveling of appraisals, which is an obstacle to increased
productivity since it does not provide incentives for the improvement of the performance of employees.
As mentioned in our previous reports, thirteen years have passed since the decision of the Council of
Ministers no. 53.669 dated 16.5.2001 for promoting a new evaluation system, but so far it has not been
feasible. With the same decision, the services for the design, implementation, monitoring and supervision of
the staff appraisal system in the civil service were assigned to a private firm with a steering committee. The
proposal made by the private firm involved the creation of a new specific evaluation system which, however,
was not implemented.
The DPAP informed us that, in the context of the Strategic Development Plan 2007 - 2013, it has completed
the development and revision of the provisions of the new appraisal system and submitted a draft of the
appraisal system for development / education purposes of civil servants to the trade union with the aim of
finalising it, however, it was not discussed as planned since, paragraph 3.9 of the Memorandum of
Understanding with Troika and in particular, with regard to the measures for the reform of the public
administration, provides for the conduct of a study relating to the “introduction of a new appraisal system,
based on performance in the public sector, for the purpose of development and promotion, linking
performance to the pay / salary increases system”. This study is conducted by the World Bank and the British
Government and includes also the study on the adoption of an appropriate remuneration system and on

employment conditions. Based on the timeframes of the updated Memorandum, the study should have been
completed by the end of October 2014 and, based on the findings, to prepare the reform plan, which, once
agreed by the lenders, to be promoted for approval to the Council of Ministers by the end of January 2015.
The related legislation should be approved in the first quarter of 2015, while time is allowed for full
implementation of horizontal issues of reforms, in the fourth quarter of 2015, according to the reform plan.
Recommendation: It is expected that the DPAP will monitor the developments in order to confirm the
completion of the relevant actions within the timeframes, as provided in the Memorandum of
Understanding with Troika.
Sick leave. As mentioned in our previous reports, our Office observed that, in some cases, civil servants
provide health certificates on which the description of the illness appears at first sight not to be such so as
to prevent the carrying out of their duties, in whole or in part, as provided in the relevant Service Plan.
The above was noted for consideration and for the actions of the DPAP as part of the study for the
modernisation of the Public Service (Granting of Leaves) Regulations.
The DPAP, had taken steps to consolidate and modernise the Public Service (Granting of Leave) Regulations
and had prepared draft consolidated Regulations. As we were informed by the DPAP, there are no
developments and the whole process has been frozen pending the study of experts on the reform of the
public sector, which had been provided in the Memorandum of Understanding with Troika.
Recommendation: It is expected that the DPAP will study the suggestions of experts and will make the
necessary amendments to the Regulations as soon as possible.
Reorganisation and improvement of the administrative capacity of Departments of the Public Service. The
DPAP has undertaken the design, management and implementation of the above project, which is funded by
the European Social Fund of the European Union (85%) and national resources (15%). The project is part of
the Operational Programme “Employment, Human Capital and Social Cohesion 2007-2013”, and is
implemented under the Priority Axis “Development of Human Resources and Adaptability” under the specific
objective “Upgrading the administrative capacity of the Public Sector and of the services provided.” The
Project is expected to be completed by the end of May 2015 and its budget amounts to €801.962.
As part of this project, with regard to the study, titled "Study: (a) Comparison of Performance
(Benchmarking), Simplification of Procedures, Modernisation / Coding of an Institutional Framework and
Preparation for ISO implementation in the Department of Planning and Housing (DPH), the Department of
Lands and Surveys (DLS) and in District Administrations (building permit only), and (b) Evaluation of the
Operation of CSC including the preparation for ISO implementation”, the last deliverables were received from
the Contractor on 30.9.2014 and sent to the relevant sections for their views. As we were informed by the
DPAP, the tender documents on the ISO certification have been prepared and it is expected that early in
November the competition notice will be issued.
Recommendation: It is expected that the DPAP will monitor developments to meet the project
completion timetables.

2.8.5 PRINTING OFFICE OF THE REPUBLIC OF CYPRUS
Mission of the Department. The Government Printing Office has the task of printing the Official Journal of
the Republic and other government publications, their distribution to the public, serving the Public Service
with regard to the needs in printing and supply of paper and stationery.
Overtime: From the audit of overtime, it was again observed that, both the hourly and permanent staff of
the Printing Office were not informing the electronic arrival and departure system at the checkout time from
work, when they were working overtime. The electronic arrival and departure system is updated with only
the statutory working hours, ie 8:00 a.m. to 3.30 pm, while overtime is hand recorded in the Overtime
Register. This is inconsistent with circular no.1459 dated 3.10.2012, of the Department of Public
Administration and Personnel which states that employees must use the special personal card granted to
them, on leaving their work.
The Director of the Printing Office informed us that he gave instructions for the electronic arrival and
departure system to be used during overtime. In addition to his letter of reply dated 22.10.2014, he informed
us that, in an effort to reduce operating costs, the adoption of an overtime payment system based on the
actual work carried out (by piece) is being studied.
Recommendation: The electronic system of recording the arrival and departure of staff should always
be used for recording overtime.
Computerisation. During the audit it was found that the planning system of the Printing Office cannot print
the movements of the orders and of the operations, nor to export statistics for the work carried out so that
the appropriate control and planning of the operations and stocks can be exercised. It is also noted that,
because the system is based on very old technology (DOS system), it does not have adequate safeguards.
As a result, the need to develop an integrated system (turn-key solution) for managing the Printing Office
stores, to provide continuous and detailed information and monitoring of processes / activities of stores, was
identified. It appears from the correspondence, that the project’s purpose will be the complete
computerisation of all processes / operations and the capability of both the internal organisation of stores
and external upgrade of services provided. Specifically, the proposed “Management of Stores, Tenders,
Contracts, Purchasing, Supplies and Manufacturing” of the Services for Government Purchasing and Supply
of the Ministry of Finance, will inter alia have functionalities in connection with orders, receipts, stores
management, customer management, sales, billing, collections and creation of various statements.

Recommendation: We expressed the view that due to the expected positive contribution of the project
in the whole operation and to the services offered by the Printing Office, it is necessary to intensify
efforts to implement the computerised system at the earliest, provided that compliance with the
provisions of the Public Procurement legislation is adhered to. Additionally, it is imperative that the
integrated system proposed, includes the support for planning activities, as appropriate.

2.8.6 DEPARTMENT OF INFORMATION TECHNOLOGY SERVICES
(a) Weaknesses / omissions in the provisions of the tender documents and the handling of the Concracts.
(i)

Competition DITS 2013 / 033 / D / A / - Use of the negotiated procedure without publication of a
contract notice for the development of Phase 3.1 of the Excise System Movement Control System

(EMCS - Phase 3.1) which includes the upgrading of the existing Data Register S.E.D (SEED) from 1.7
to 1.8, maintenance services and additional services for the Customs Department.
The project for the computerisation of procedures regarding the handling of goods subject to excise
duties (EMCS system) was originally divided into four phases. The first two phases (Phase 0 and Phase
1) related to the maintenance of existing applications of the Department and the preparation of
specifications for the project. For Phase 2 of the project, which provided for the development of key
national applications, there was an open tender of a total cost of €919.572,25.
Phase 3, which included the development of a new application to upgrade the implementation of
Phase 2 and the addition of new functions was assigned directly – after negotiation – to the Contractor
of Phase 2. The total cost of the contract for the implementation of Phase 2 amounted to €533.443.
In December 2013, the Department requested the approval of the Tender Board of the Treasury for
the use of the negotiated procedure with the Contractor of Phases 2 and 3, for implementing the new
Phase 3.1, which concerned the development of new applications and enhancements / modifications
of the existing system. The total amount of the contract for Phase 3.1, which was assigned - on the
Tender Board’s approval – to the Contractor, amounted to €561.190. That is, the total cost of the last
3 Phases of the project eventually reached €2.014.205, of which €1.094.633 was directly assigned to
the Contractor of the initial contract of €919.572, without competitive prices.
During the examination of the issue of Phase 3.1 by the Tender Board, our Office expressed the view
that since the project was originally divided into four sub-phases, the proper procedure to reduce the
total cost was the open tender for all Phases, so that the total amount of the contract is the result of
a competition. With the procedure followed by the Department, namely an open tender only for the
first Phase and the direct award of the remaining Phases to the original contractor, only the first Phase
prices were the result of a competition, the cost of which is 45.7% of the total project cost.
The Department's representative stated that, in the notice of open competition for the award of the
first Phase, the specifications for the next phases were not known to the Department, while the
decision regarding the implementation of Phase 3.1, had not been taken by then.
The competition DITS 2013 / 033 / D / A included the upgrading of the data register SEED from 1.7 to
1.8, which was included in another - current - contract with no. C.2009 / 17 (No. of Comp. DITS2008 /
018 / D / SP) with the same Contractor. Specifically, the contract C.2009 / 17, included the maintenance
and support services, covering the application software (which includes the above register) until
31.3.2015. In the terms of the said contract, it is clearly provided that the maintenance services include
the supply, installation and testing of the new versions of the said register.
Our Office, in a letter to the Department in December 2013, expressed the view that the upgrading of
the said register from version 1.7 to 1.8 was covered by the terms of the existing contract (C.2009 /
17). As a result, the cost of upgrading should not be included in the cost tables for the implementation
of the software of the competition DITS2013 / 033 / D / A.
The Director of the Department informed us in January 2014 that the inclusion of the update of the
register in this competition did not differentiate the cost of the system installation (without this to be
sufficiently documented), while the compatibility checks were not covered by the contract C.2009 /
17. He also said that the above upgrade could be either done on the basis of contract C.2009 / 17 - as
a future expansion - or through the inclusion in the said competition.
In view of the above, our Office expressed the view that in such cases, ie when a provision is included
in the contracts to include - in addition to the maintenance cost - also the cost of upgrading the

software / applications, as in this case, the Department is not appropriate to classify the upgrades as
future expansions with additional cost, nor to include them in new tenders, since the handling of
upgrading of an existing application by the Department as a new requirement, incurs additional costs
for the public.
Recommendation: The entire handling by the Department constituted a clear violation of legitimate
public works procurement procedures, since covertly, under the guise of the award of the first phase,
three other phases were directly assigned. The case is recorded as a failure of the Department to
respect the legitimacy and general administrative law principles.

(ii)

Competition 2011/011 / A / A for the implementation of the National Export System for the Customs
Department. As we mentioned in our Report for 2011, the Customs main computerisation system
consists of several individual systems which communicate with each other. These systems do not
include the National Export System, which, according to the EU Regulation 648/05 should have been
implemented by 1.7.2009, while the transition period for its implementation had elapsed since
31.12.2010.
On the recommendation of our Office, an open tender for the development of the above system instead of recourse to a negotiated procedure with the existing Contractor, as originally requested by
the Department, was procured. In February 2013, the relevant tender was eventually awarded to a
different economic operator than the existing Contractor, for the sum of €231.608, which corresponds
to 27.9% of the cost estimate. As we were informed, the Export System has been fully implemented
and works satisfactorily from 1.1.2014.
It was found from the above that in practice, the price at which the contract was awarded was
significantly lower than the cost estimate because of the competition developed within the open
competition. In view of the above, we reiterated our suggestion to apply more the procurement of
open competitions and in case of subsystems development, instead of choosing - lightly - the easy
option of direct award – after negotiation - to the Contractor of the original system, at much higher
prices .

Recommendation: Our Office has placed under close surveillance the Department and its repeated
actions and / or omissions on direct assignment of public procurement. Given that the repetition of
mistakes increases significantly the possibility of these being done on purpose, it may soon become
necessary to seek accountability.

Contract C.2008 / 87 for maintenance of the implementation of THESEUS system. Contract C.2008 /
87 concerned the provision of maintenance and support services for the systems of Import,
Accounting, Bonded Warehouse and Risk Analysis, until 31.10.2013. In this contract there were also
included Taric / Tariff and Quota systems that had been developed under the Contract C.2009 / 29,
from 7.10.2010 until 31.10.2013.
The Department failed to renew the contract, however, the Contractor continued - as confirmed by
the Department - to provide maintenance services for the Import systems, Accounting, Bonded
Warehouse and Risk Analysis from 1.11.2013 until 31.5.2014 and for the Taric system / Tariff and
Quota from 1.11.2013 until 6.12.2013, with a total cost of €200.538. The Department instead of

following the legal procedures for the payment of the cost for the provision of the above services, has
included it in a new Competition (DITS2014 / 010 / D / A) relating to the provision of maintenance and
support services for the computerised systems THESEUS of Customs for a period of up to five years.
The recommendation for award (retroactively) of the maintenance services to the THESEUS systems
for the period that there was no valid maintenance contract, and for the payment of the cost of
€200.538 was submitted - for approval - to the Treasury Tender Board. During the examination, our
Office took the view that the approval of this amount falls outside the remit of the Tender Board, since
such services had been provided. In view of the above, the Board did not consider this issue. As a result,
the Department submitted a request to the Departmental Committee for Variations and Claims, for
consideration / evaluation of the reasonableness of the amount and submission of a recommendation
to the Director of the Department for its settlement.
The Director of the Department informed us in November 2014 that the process of renewal of the
maintenance contract was complex as it was unclear as to whether in the Contract C.2012 / 48 there
were charges or not during the months of warranty from 11.1.2013 until 12.6.2014 for the THESEUS
system software which was differentiated.
(iii)

Competition DITS2014 / 017 / D / D extension (Implementation of Phase II) of the Geographical
Department of Water Development Information System. In August 2009, an open tender no. 2009/68
/ A / A, was procured for the supply and support / maintenance of an integrated Geographic
Information System (GIS) of the Water Development Department (WDD). In the provisions of the
competition only the execution of Phase I of the GIS was included, while reference was made for
Phases II and III which would follow.
The award was made on 15.12.2010 for the amount of €701.566.
Subsequently, in April 2012, a bid was requested – with the negotiation process - from the Contractor
of Phase I, for the implementation of Drilling System (which would normally be executed in Phase II).
The contract was signed in June 2012, for the amount of €49.900 and included 5 network licenses for
the management module / Drilling authorisation.
In May 2012, a new bid was requested – under the negotiation process - from the existing Contractor,
to expand the use of the Central Database of WDD. The contract was signed in July 2012, for the
amount of €48.900 and included 13 network software licenses. Then in April 2014, a proposal was
submitted to the Tender Board of the Ministry of Finance for approving a request for a bid under the
negotiation process from the above company, for the implementation of Phase II.
Our Office expressed the view that the extensions of the project GIS requested after Phase I, as new
modules and additional licenses of the existing subsystems, could have been included in the original
tender, as future / optional requirements to ensure competitive prices for the implementation of all
three Phases of GIS. By including also the necessary provisions in the documents of Phase I, the
optional implementation of Phases II and III would be made possible, should this was decided by the
Contracting Authority. In this way, the implementation cost of the entire project (Phases I, II and III)
would be the result of a competition for the benefit of the public, while with the procedure followed
by the Department, only the contract price for the implementation of Phase I was the result of a
competition .
The Director of the Department informed us in June 2014, that it was not possible to accurately
determine the needs for the implementation of Phase II and III in the invitation to tender for Phase I.
He agreed, however, with our suggestions for inclusion of new subsystems and additional licenses, as
future requirements, in future tender documents, as well as a representative number of man-days for

the implementation of the entire project in order to ensure competitive prices for the biggest - if
possible - part of the project.
(b) Contract C.2012 / 29 - Government Internet Security Portal (Ariadne). The aim of the project is to
utilise the existing information systems and 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 development of the system and the pilot operation (six months). The contract provided
also optional system maintenance services for 4 years (€1.608.578), e-services maintenance 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 its development and
6 months for its pilot operation, ie from 18.6.2012 until 17.12.2013). In July 2013, an extension of five months
time was approved - on the recommendation of the Department – by the Central Committee of Variations
and Claims (CCVC). Then, in May 2014, after a further recommendation of the Department, a further
extension of 6 months time without financial requirements was approved by CCVC. As a result, the project
presents a total delay of 11 months, being the Department's fault.
In considering the request by CCVC, the Department stated that the above delays occurred because of the
Department’s changes in its organisational structure due to retirements, resulting 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 from training. Also, part of the delay was due to the weakness of the
departments involved / users to perform their obligations relating to the project within the specified
timeframes.
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 had been completed in time and the changes that had to be
made to the Back-end systems of the Governmental Organisations involved in the project.
(c) Requests for the replacement of project team members by the Contractors - Not satisfactory control
by DITS of information submitted by the contractors.
(i)

Contracts C2014 / 10 and C2012 / 29. Within the examination of the requests for the replacement of
the members of the Project Team for contracts C.2014 / 10 and C.2012 / 29 by the CCVC, our Office
recommended to the Department to request from the Contractors to submit copies of the degrees and
certificates of experience from the employers of the proposed individuals in order to verify the data
included by the Contractors in the CVs submitted. The Department stated that the practice followed until then - in the examination / approval of the requests for the replacement of team members of a
project was simply to examine the data of CVs as submitted by the Contractor and their comparison
with the minimum requirements as specified in the tender documents.
From the audit of data / documents / certificates submitted by the Department, our Office found that,
in some cases, the above did not agree with the data included in the CVs which were previously
submitted by the Contractor to the Department.

(ii)

Contract no. C.2012 / 16 for the creation of a Central Network and Systems Management and
Support System (Help Desk System). The contract was signed on 19.3.2012 for the amount of
€2.270.974 + VAT and provides - among others - the development and installation of the system within
six months from the date of the start of the execution.
The Contractor submitted on 8.5.2012 a request to change 8 of the 11 members of the project team,
including 3 of the 4 key employees, on the grounds that some people from the companies that support

him and were recommended in the project team due to the long time taken to award the contract, no
longer were employed in these companies or had taken other responsibilities in associated companies.
From a sample examination by our Office of the qualifications / experience and employment status of
the persons proposed as replacements, based on data submitted by DITS to CCVC, the following were
found:
• 4 of the 8 replacements had fewer years of postgraduate experience.
• 2 of the 8 replacements did not have knowledge of the Greek language, a requirement which was
included in the tender notice published in the Official Journal of the European Union.
• 2 of the 8 replacements were not employed by the Contractor or the companies that support it.
• The years of experience reported for two of the proposed persons did not agree with the data cited
in their CVs, as submitted by the Contractor.
On further investigation by our Office, it was found that the terms of the tender documents, included
a provision that, in case of replacement of a Member of the project team, the replacement should
possess at least equivalent qualifications and experience and where the Contractor was unable to find
a replacement with equivalent qualifications and / or experience, the Contracting Authority had the
right to either terminate the contract if the proper implementation of the project is jeopardised , or
accept the replacement, provided that the contract is amended with a proportional reduction in its
value.
In view of the above, which were raised before the CCVC by our Office during the examination of the
matter, it was unanimously decided to deduct an amount of €80,000 from the amount of the contract.
Considering firstly that the project was progressing with the persons who had been proposed as
replacements before the approval of CCVC was given, secondly, that the request of the above change
was examined and subsequently approved by the responsible officers (project director/ coordinator),
the Technical Steering Committee, the Project Board and the DCVC without identifying the above
material differences, many of which could easily be detected by a simple study of the data submitted
by the Contractor, we expressed the view that, despite all the internal - in DITS - stages / bodies
provided for the examination / approval of the changes, the whole system of the Department presents
serious weaknesses and needs substantial improvement.
We also observed that the delay (3 months) in the promotion of the request to DCVC, for an IT project
for which the development / deployment of the system was to be made within six months, was
unjustified, especially taking into account that in the meantime the Contractor used the persons which
he had proposed. Therefore, questions arise as to the quality of the work, since - in fact - much of the
work was performed by persons who did not meet the terms of the contract.
Finally, we noted that the non-detection / presentation - by the Department – of the actual facts,
regarding the change, to the CCVC, could possibly lead to approval, without deductions.
The Contractor does not accept the above decision and the CCVC, considering the weaknesses in the
handling of the matter by DITS, decided in April 2013, to deduct the sum of €25.000 from the amount
of the contract under an amicable settlement.
In view of the above, the Director of the Department informed us in July 2014 that an internal memorandum
will be released to the competent officers, which will set out the procedure under which it would be required
from Contractors to document the details of CVs of the staff regarding their qualifications and experience,
with the filing of copies of their degrees and certificates of experience from employers for the staff they
propose for the project team.

The Director of the Department informed us in November 2014 that he issued instructions to the staff, which
sets out a new procedure for assessing the equivalence of replacements and a recommendation will be made
for the deduction of an amount when the replacement falls short.
(d) Competition MI / DLS / 08/2014 / D - Purchase, installation and maintenance of computer equipment
for the Land Information System (LIS) of the Department of Land and Surveys. The total amount of the bid
(with the negotiation process), as originally submitted, in accordance with the requirements of the tender
documents, was €1.594.495. After the initial negotiation, the above amount was reduced to €1.464.735. On
the recommendation of our Office, during the examination by the Tender Board, for the purpose of
renegotiating with the economic operator with a view to obtain a further reduction of the above amount,
which our Office believed was high, the total amount was reduced to €1.382.535, ie a further reduction of
€82.200 (6%) was achieved.
(e) Competition DITS2014 / 017 / D / A for the extension (Implementation of Phase II) of the Geographical
Information System of the Water Development Department. The total amount of the bid (with the
negotiation process), as originally submitted, in accordance with the requirements of the tender documents
was €307.900, while the cost estimate was €279.000. After the initial negotiation, the total bid amount was
reduced to €277.965. Our Office when approving the negotiation process, proposed to reduce the daily cost
of the project team, on the basis of which the cost estimate was initially calculated. The company, however,
proceeded to reduce the required man-days so that the total amount of its bid to be within the cost estimate,
while the cost per man day was reduced slightly. At the meeting of the Tender Board of the Ministry of
Finance, after studying the report, it was decided that the competent Evaluation Committee proceeds to
renegotiate with the company in order to further reduce the total cost of the bid. The negotiation with the
company had the effect of reducing the total amount of the bid to €253.713.
A reduction of €54.187, by reducing the initial amount, which corresponds to 17.7%, was therefore achieved.
(f) Competition DITS2014 / 013 / D / D - Extension and / or Modification of the System «e-filing» and for
the Services of On-Implementation of Companies Files of the Department of Registrar of Companies and
Official Receiver. The total amount of the bid (under the negotiation process), as originally submitted, in
accordance with the requirements of the tender documents, was €1.570.570. After the initial negotiation,
the above amount was reduced to €1.273.714. On the recommendation of our Office, during the examination
of the matter by the Tender Board, for the purpose of renegotiating with the economic operator with a view
to obtain a further reduction of the above amount, which our Office believed was high, the total amount was
reduced to €1.180.930, ie a further reduction of €92.811 (7,3%) was achieved.
The Director of the Department informed us in November 2014 that the company gave new discounts after
the evaluation committee pointed out that in another competition, of another Ministry, for similar / same
work, it had given lower prices.
(g)
Extension of Office Automation System (OAS). As mentioned in our previous reports, the pilot
implementation 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 1999-2000 in other three Services. Then, in 2004, the OAS was expanded to
five additional Services.
In June 2011, the Tender Board of the Ministry of Finance (TBMF) decided to award the competition with no.
2010/50 / D / A, which concerned the purchase of software Filenet products to cover part of the expansion
of the OAS in Departments housed in the building of the Ministry of Finance and the Police, for an amount
of €4,5 million.

During the examination, our Office took the view that, before taking a decision, the matter should be further
investigated by DITS, within which to examine / evaluate also other alternative systems options - which may
be offered - in order to choose the most advantageous solution for the public, taking into account the high
costs required for the expansion of the system with the direct purchase of Filenet software products, at prices
that would be the result of a competition.
The Executive Computerisation Council (ECC) of the Public Service decided in June 2013, after adopting the
recommendations of our Office, to do a market research in order to identify whether there are other systems
that meet the needs of the public, which, after their evaluation and comparison with the OAS, to determine
whether it is economically advantageous to extend the existing system.
In response to our comments on behalf of the Minister of Finance, the Director General of the Ministry of
Finance informed us in December 2013 that significant reductions in the costs involved have been achieved
due to the redesign of the architecture of the system and the creation of “Cloud Computing”, ie using
common equipment for housing the OAS of several Departments of the Public Service. Therefore, the cost to
complete the extension was estimated at €3,895,474.
He finally informed us that it was decided to assign to private consultants, through an open competition, the
preparation of a techno-economic study to determine whether the extension of the existing OAS is
uneconomic. However, the study had not been completed so far, because the relevant tender was cancelled
two times and a new competition for the award of the study is underway.
In view of the above, there was no further advancement of the expansion of the system. Additionally, we
expressed the view that - until the completion of the study - its granting to semi and / or other organisations
(such as the Institute of Cyprus) which had requested the OAS to be granted to them and / or its granting had
been approved by the Ministry of Finance, is not appropriate.
The Director of the Department informed us in November 2014 that it is expected to sign the relevant
contract for the implementation of the study by the end of November 2014.
(h) Supply and Installation of an integrated solution for a new Health Information System. As we
mentioned in our Report for 2009, the contract start date was on 3.1.2007, the implementation period 12
months, while the total amount amounted to £11.324.930 (€ 19.349.792), including the cost of operation for
4 years of support and maintenance. The said contract provided for the installation of the system at the New
Nicosia General Hospital (NGH) and the New Famagusta Hospital.
In November 2007, the Central Committee for Variations and Claims (CCVC) approved an extension of the
contract implementation for 12 months (until January 2009). Two months later, ie in January 2008, the TBMF
decided to directly award to the Contractor services of additional value of €2.720.199, with additional
maintenance costs - for 4 years - amounting to €795.896
In December 2008, the CCVC approved a further extension of the project implementation for six months
(until July 2009), with additional expenditure of €738.085 for support services. Following the revised deadline
for the project implementation, there was also an extension to the contract of consultancy management
services for the project for six months, at a cost of €90,000.
In August 2009, the TBMF decided to award directly to the Contractor additional services worth €2.768.693,
with additional maintenance costs - for 4 years - amounting to €841.660.
After negotiations, the maintenance contract for another 4 years was assigned to the existing Contractor, for
a total amount of €4.211.152.
In addition, after negotiations, an operational support contract for one year, until June 2014, was assigned to
the existing Contractor in June 2013, , for the sum of €152.400.

In June 2014, the Ministry proceeded to the negotiation procedure for the purchase of Operational Support
Services and Support Services outside working hours and of specialised services for Database Manager for
another year. Following the recommendation of our Office, the total price for the above services, decreased
from €234.050 to €104.376. The award of the competition was made in September 2014.

In view of the above, we noted the following:
(i)

The initial amount of €19,3mil. of the contract increased, following direct awards by about €12,2mil.
until today.

(ii)

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, while since 2009 officers of DITS had been seconded to the Ministry of Health, as part of the
support provided by DITS to other Ministries, who currently amount to 29 people and have been
trained at an additional cost, the requirement to purchase support services continues until today, at a
substantial cost.
The Director of the Department informed us in November 2014 that the Information Officers in GNH
undertook some of its Operational Support Activities.

(i)
Stenotyping of the Courts minutes - Competition for purchasing stenotyping services to meet the
needs of the courts for 10 years with the right to purchase the system. The Council of Ministers decided in
August 2006 - at the proposal of the Ministry of Finance - to approve the purchase of stenotyping services
for the minutes of the courts for 10 years, with the right to purchase the system within the above period,
with an open competition. It was also decided to train the stenographers of the Courts - in case of purchasing
the system - who would use it. In December 2009, the Council of Ministers with a new decision, approved
the purchase of stenotyping services for the minutes of the Courts, 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
purchasing the system (if finally the option to purchase the system was exercised).
In December 2010 the Department of Information Technology Services (DITS) announced an open
competition, which was cancelled in February 2011 due to the restrictive conditions / requirements - as
stated in our Report for 2010 - which allowed the participation in the competition of a single economic entity
only (the existing Contractor, who provided those services with direct awards of short-term contracts, which
constituted segmentation of tenders and, therefore, violated the law). The Contractor had already developed
a stenotyping system in Greek and also had trained stenotypists in its use, as provided in the competition
terms. As a temporary solution, it was agreed to call for a competition with the current Contractor, under
the negotiation process, in order to award the contract for a period of 2 + 1 years, until the conclusion of the
award procedure for the 10-year contract through an open competition, which would be announced in
parallel with the first competition and would allow the development of the system and the training of
stenotypists by interested economic operators (required 2½ years approximately). 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 reducing
costs that existed.
In the meantime, because the notice of open competition was delayed, our Office requested the Director of
DITS in January 2012 to proceed immediately with the notice of that competition, which was expected to

bring greater reduction of stenotyping costs because of the competition which was expected to be wider and
due to the longer duration of the contract.
However, a series of DITS actions caused further delay in the tender notice. Specifically, DITS presented in
April 2013 a request to the Ministry of Finance for approval of funds totaling €12m. for the purpose of
implementation of the project, without explaining that, with the existing procedure more funds were
required for the purchase of services from a similar number of stenotypists and, therefore, there would be
– with the proposed solution - significant savings. As a result, the Ministry of Finance refused the request.
Following clarifications provided by our Office, the request was finally approved in November 2013 causing,
however, some delay in the tender notice.
The competition was finally announced in July 2014. In September 2014, due to disagreement of DITS with
the recommendations of our Office to broaden the participation in the competition, a meeting was held at
the Ministry of Justice and Public Order Office, which decided to adopt the recommendations of our Office
on certain provisions of the tender documents, which - as we believe - will ensure wide participation.
(j) Contract no. C.2012 / 16 for the creation of the Central Systems Management and Support of Networks
and Systems (Help Desk System) - Number of users served by the system. From an audit of our Office it was
found that instead of installing the necessary software on personal computers for direct service (Help Desk
agent) for the planned number of 16,200 users, it was installed for only 8,500 and, as a result, the need arose
to review the number of persons (5) required - under the provisions of the contract - to be provided on site
by the Contractor for serving the users at a substantial costs to the public. It is noted that, from surprise visits
by our Office, it was found that the 5 persons of the Contractor were not always on site, as expected. The
Director of the Department informed us in November 2013 that the necessary number of persons to be
provided by the Contractor would be re-examined before the next order (on completion of the first year of
granting the service). However, the order was placed for the same number of personss, without explaining
the need for such a large number to serve only 52.5% of the planned users whom the 5 persons of the
Contractor would serve. In November 2014, the Director of the Department, expressed the view that the
number of five operators in relation to the rising tide of calls received by the center, is considered justified.
(k)
Computerised system for the provision of an integrated solution to the Department of Merchant
Shipping (DMS). The implementation of the computerisation contract of the Department of Merchant
Shipping (DMS) started in August 2000, the duration was set at 27 months and the cost amounted to £2.7m.
(€4,6 mil.). From the audit of the contract, for which the responsibility for its monitoring was with DITS, it
was found that the IT system that had been officially accepted by DITS in November 2005, did not work in a
real environment (regarding a number of planned individual functions ) – from the original stage -, so the
whole project cannot serve its purpose and the expected improvement in the performance of the
Department in serving the citizens, is not achieved. DITS attributed the unsatisfactory operation of the system
to the negative attitude of staff / users of DMS, as well as to errors of the previous computerised system.
DMS however, had the view that the serious weaknesses presented in the system were due to the fact that
the Contractor had not fully / adequately fulfilled its contractual obligations.
DITS informed us in August 2011 that the system was largely used, except for some specific complex
processes regarding the shipping register, which could not be performed in real environment through the
system. Therefore, these processes were entered into the system retrospectively, after their completion.
DMS, however, notes that there are significant weaknesses in the system, such as:
(i)

In the main subsystem of registration, many records were entered into the system retrospectively,
resulting in a number of processes to be implemented and certain certificates be issued outside the
system,

(ii)

The calculation for the imposition of tonnage tax - during the year – is performed manually and the
recording of data is made retrospectively.

The Director of DITS informed us in November 2012 that the subsystem of the shipping register has been
greatly improved by the officers of the DITS and maintains satisfactorily the recordings in the register. We
were also informed that the system is working satisfactorily and the officers of DITS, in cooperation with the
users, make changes to improve its functionality for easier use.
The Director General of the Ministry of Finance, informed us in December 2013 that DITS finally
recommended to the DMS, to carry out a study and review the procedures relating to the complex recordings
in the register, since it considers that the existing processes cannot be computerised.

2.8.7 CYPRUS GOVERNMENT LOTTERY
Financial position
Annual results. The net cash flows of the Cyprus Government Lottery for 2013 amounted to €22.3mil.,
compared to €26.2mil. in 2012, recording a decrease of €3.9 mil., mainly due to the reduced sales of
automatic lottery by €8 mil., the increase in lottery sales and special weekly draws by €1,2 mil., combined
with the decrease in payments for winnings by €2,2 mil. and the reduction in the agents’ commissions by
€0.7 mil.
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 €12 mil.
As we were informed by the Director of the Cyprus Government Lottery, since 2003, when the
intergovernmental agreement was revised and until 2012, from a total turnover of OPAP Cyprus Ltd
operations amounting to € 1.310,67 mil.,. Cyprus received the amount of €103.7 m. or 8.3% of 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.
From the audit conducted by our Office in 2013, it was found that, despite the early warning of the Attorney
General as to the legal problems arising from the interstate agreement, as a result of the decision dated
24.1.2013 of the Court of Justice of the European Union, the Government did not take timely measures to
change the legal operational framework of OPAP, with the result that in November 2013, the European
Commission started formal infringement proceedings against the Republic of Cyprus concerning the
provisions of the Betting Law 2012 (L.106 (I) / 2012) which were considered incompatible with Article 56 of
the Treaty of Operation of the European Union (TOEU), as well as on the termination of the preferential
treatment of OPAP Cyprus Ltd and its exclusion from the scope of Betting Law.
On 2.5.2014 the Minister of Finance in a letter, to the Minister of Finance of the Greek Republic, informed
him of the decision of the Council of Ministers dated 1.5.2014 to terminate the intergovernmental agreement
under the redesign of the Government's policy on betting. The Cypriot authorities have informed the
European Commission about the termination of the agreement and the intention of the Government to
amend the Law on Betting to become compatible with the TOEU.
Following recommendations of the Technical Committee set up for this purpose, the Council of Ministers at
its meeting dated 27.8.2014, decided to approve the inclusion of such games in a scheme of concluding an
agreement and authorised the Minister of Finance to act appropriately.

Recommendation: The Finance Minister should act immediately to implement the Council of Ministers
decision and to arrange adequate control mechanisms which are necessary for monitoring this matter.

Relocation. The Government Lottery moved in April 2014 to a new building in Engomi, which was purchased
in March 2011 with the Decision of the Council of Ministers no. 71.920 dated 29.3.2011, for the sum of €3
mil. and additional payment totaling €232.692 to the property owner corresponding to 60% of capital gains
tax. As a result of the audit, the choice of the property was made under the process of direct negotiation
without a thorough market research. After purchasing the property, and until May 2014 an additional
amount of €1,1 mil. had been spent for renovations.
The estimated value of the land and the building, based on an assessment by the Department of Land and
Surveys dated 3.3.2011, was estimated on the basis of the building's total area at €3 million, which, as
reported in the assessment, amounts to 1.844 sq.m. It is worth mentioning that, according to the calculation
table of the required space prepared before the purchase of the building by the Public Works Department
(PWD), the total area needed for the relocation of the Government Lottery should have been 1.565 sq.m.
and the PWD with its reply letter to our Office dated 29.9.2014, informed us that the total area of the building
is approximately 1.685 sq. m., of which 270 sq.m. related to parking spaces which were not included in the
required space mentioned above.
For the purpose of negotiating the price of the property, a three-member Committee was established with
the Decision of the Council of Ministers no. 71.619 dated 10.1.2011. Our Office requested the minutes of the
meetings of this Committee, but instead we were given correspondence from which the number of the
meetings of the three-member Committee, the people who attended, their comments and their views, as
well as the decisions taken cannot be ascertained.
Before the purchase of the building, the Director of PWD with his letter dated 26.4.2010, informed the
Director General of the Ministry of Finance that the strength of the reinforced concrete of the building was
quite good and the building can take additional three floors, according to the results of laboratory tests,
which were carried out at a private lab of the owner’s choice and not at the PWD laboratories, since PWD
put it as an option to the owner, as well as with the relevant signed statement of the Consultant Civil Engineer
of the building with which the sound static design of the building for the construction of three more floors
was assured. However, during the building works for its renovation, static problems were identified. As
revealed through inter-departmental notes of PWD, in case the State wants to expand the building by adding
a new floor in future, it would be necessary to carry out a new seismic study and seismic upgrade / support
of the existing building (before the addition of new floors ). Furthermore, as revealed from the audit, PWD
was of the opinion that the Consultant of the building acted also as Supervising Engineer. As later reported
by the Consultant of the Project, the Supervising Engineer was the owner himself.
Because the matter was serious, our Office raised specific questions addressed to all relevant Services
regarding the damage that occurred to the State by the inadequacy of the building to support three
additional floors as the initial assurances, as well as on the procedures followed for the selection and
purchase of the specific building. Additionally we requested to consider the possibility of taking legal action.
The PWD, in its reply letter on the comments made by our Office dated 29.9.2014, states that it was not
appropriate to update the Government Lottery on the problems discovered during the building renovations
for housing purposes of the Governmentl Lottery because, as mentioned, it was not considered that they

threatened the structural safety of the building. It is noted that any update of the Government Lottery at
that stage could have lead to apossible static upgrade of the building upon completion of the renovation
work at a lower cost.
In addition, from the audit it was found that the building purchased at which the Government Lottery was
relocated, does not have a certificate of approval from the Municipality of Engomi.

Recommendation:
• Checks on the suitability of public buildings should be made at the central laboratory of
PWD. Our Office received no answer for the reasons why in this case the option of
carrying out the necessary checks was given to a private laboratory which was the
choice of the owner.
• In matters relating to public investments in which the PWD should perform checks, in
cases where deviations from the provisions taken into account in the calculation of the
investment value are found, PWD must inform the ministry / department / independent
service concerned. The position of PWD in that, because the static safety of the building
is not threatened it had not informed the Government Lottery on the inability to
construct additional floors, is not considered acceptable.
• For purchases of government buildings, the provisions of the “Regulation of Streets and
Buildings Law must be kept” under which (Cap. 96) no person may use any building or
part of a building until the approval certificate is issued by the Competent Authority.
• We proposed that a study is made of the possibility of the State to take recourse to the
District Court against the previous owner and / or the Consultant Civil Engineer for the
damage suffered in connection with the inability of the existing building to support
three additional floors, a presumption which was taken into account in assessing the
value of the building.
• Our Office considers that such substantial investments should be made through the
tendering process in order to increase the range of options and to obtain better prices.
We also consider that housing / relocation issues should always be presented to the
competent bodies of the State, which at the time of the negotiation for the purchase of
the building was the Committee on Disposal / Management of Government Buildings
and Residences, whose functions were transferred to the Central Housing Agency of
Government Services under the Council of Ministers Decision no. 76.877, dated
30.4.2014.
• The total area of the building should be specified, since the basis of the initial
assessment of the Department of Lands and Surveys is 1,844 sq.m. whereas, according
to the PWD, it amounts to 1.685 sq. m., of which only 1.415 sq.m were measurable as
“required space". With the exact number of sq.m., the amount paid per sq.m will be
clarified.

Overtime and computerisation. Overtime pay at the State Lottery amounted to €17.448 in 2013, compared
with €15.882 in 2012. It is noted that overtime pay is paid only to one employee and that overtime for the

year 2013 amounted to an average of 92 hours per month. As we were informed, a large proportion of
working time for manual bookkeeping of the Government Lottery is spent. We proposed that the issue of the
computerisation of the Government Lottery which is expected to save considerable time as a result of
reducing overtime work, is raised again. As we were informed by the Director of the State Lottery, this will
be considered depending on the developments arising on the issue of privatisation.

Recommendation: Given the need for recovery of public expenditure and the reduction in sales of the
Government Lottery in recent years, we have recommended to examine methods to meet working
needs, other than with overtime.

Tender for advertising. Advertisements of the Government Lottery are each year awarded to a specific
company without inviting tenders. Indicatively, it is mentioned that in 2013 it was paid to the specific
advertising company the sum of €101.247, compared to €77.874 in 2012 without inviting a competition and
in violation of legal procedures. As we were informed by the Director of the National Lottery, the staff does
not have the time and expertise to prepare tender documents.
Recommendation: The Government Lottery, in cases where the application of any legislation needs
guidance, to request this from other competent ministries / departments / independent offices and not
to act illegally. In this case, assistance could have been requested from the Treasury-Public Procurement
Authority.
Privatisation of the Cyprus Government Lottery. The Minister of Finance is promoting the privatisation of
the Government Lottery under the Council of Ministers Decision dated 5.12.2013. It is noted that under the
above Decision, the organisations decided to be privatised and those for whom it was decided to conduct
further study are mentioned by name and have been declared as Entities under Privatisation, but something
similar was not done for the Government Lottery.
It is also noted that the Government Lottery over time has high profits at low cost for staff and operational
expenses. Specifically, total staff costs and operating expenses amounted in 2013 to €1.059.141, while the
net cash flow amounted to €22.321.359 (percentage 4,74%) compared to €1.324.064 which was the total of
administrative and operational expenditure and €26.227.335 net cash flows in 2012 (rate 5,04%).
Given the above, we recommended that the Commissioner of Privatisations assigns the conduct of a study
on the issue of privatisation of the Government Lottery to specialised experts, so that the option chosen on
the privatisation to be the most economically advantageous to the State. As we were informed by the
Commissioner for Privatisations, in his reply letter dated 15.9.2014, there will be an invitation for tenders for
the appointment of experts.
Recommendation: The privatisation should fully safeguard the financial interests of the State. For the
case of the Government Lottery it is required to be considered that an amount in excess of €4,3mil. has
been recently spent for the purchase and renovation of the new building for the Government Lottery
and that the State now has significant recurring net income, which should be seriously taken into
account in the valuation of the Government Lottery.

2.9 MINISTRY OF EDUCATION AND CULTURE
Budget execution. The Budget of the Ministry for 2013 included expenditure of €974,5 mil. of which an
amount of €801,5 mil. related to ordinary expenditure and an amount of €173.0 mil. to development
expenditure. Actual ordinary expenditure amounted to €765,1 mil. or 95.5% of the Budget. It is noted that
out of the amount of €765,1 mil., which relates to ordinary expenditure, an amount of €599,1 mil. or a
percentage of 78.3% related to the payroll of teachers. The actual development expenditure amounted to
€156.4 mil. or 90.4% of the Budget.
Development projects. In the explanatory memorandum of the 2013 Budget, a significantly smaller number
of projects and studies were included, as compared to 2012. During the audit it was found that in 2013 a
small number of projects and studies relating to the construction, improvement and extension of schools or
to infrastructure of schools for school sports were not executed. In particular, out of the total of 89 projects
planned, 23 were not implemented. This is due to various reasons such as (a) to reduce the 2014 budget by
20% due to unavailable necessary funds with the result many of the 2013 projects / studies not to be
promoted, since the necessary funds were not available for their implementation in the following year, (b)
to problems associated with the acquisition of the space and to the inability of the Ministry of Finance to
make available funds for expropriations and (c) to the pressures and reactions of various social groups in
order not to implement a project for various reasons (eg 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 the necessary training and presentations were made
to staff and it is expected to begin the pilot implementation by September 2014.
Educational reform.
(a) History. Having as strategic goal the modernisation 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 2013 was €1.600.000 and an amount of
€1.530.737was spent, relating primarily to the implementation of the institution of Open School and the
institution of the Sports and Music School.
(c) Open School. The institution of the Open School was introduced on a pilot phase with the Council of
Ministers Decision no. 62.664, dated 28.9.2005, with the purpose of opening the 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 statute as proposed by the Ministry of Education and Culture. For the operation of the institution in
the ten Municipalities, the Ministry paid in December 2013 the total amount of €515.000 (for the school year
2014/15), compared with €550.000 (for the school year 2012/13). It is also noted that, in 2012, through the
institution of Open School, a pilot summer program operated in Special Schools for six weeks on a daily basis,
for children with disabilities in the six Municipalities involved in the program, for which during 2013 a total
amount of €88,000 was paid. In this regard, the following were observed:
(i)

Registration of “Open Schools” as associations. The issue of registration of the ten Open Schools as

associations remains pending for several years, since the ability of the Municipalities to establish,
participate or be represented in companies or associations is directly related to the promotion and
adoption by the House of Representatives of the two Bills with titles “the Municipal Corporations
(Amendment) (No.2) Law 2013" and "the Law on Communities (Amendment) (No.2) Law 2013” which
are pending.
The Minister of Education and Culture in his letter to the Minister of Interior, dated 13.5.2014
requested again the direct promotion of the registration of “Open Schools” as associations and
informed us that, if necessary, the Ministry of Education and Culture could consider any proposed
amendments to the statute of the “Open Schools” to facilitate their registration and / or other
suggestions for solving the problem.

Recommendation: Our Office recommended that the Ministry of Education and Culture studies other
ways to institutionalise the “Open School” other than its registration as association, since this appears
not to be currently feasible.
(ii)

Evaluation of the institution. The conduct of an assessment of the institution of the Educational
Research and Evaluation Center (KEEA), based on the findings of which decisions would be taken on
the future direction of the institution, continues not to have been done.

(iii)

One of the two objectives of the creation of the institution of Open School is the best use of school
premises. However, as mentioned in our previous Reports, the operation of the institution sometimes
caused problems in the functioning of other institutions, with programs that use the same premises
with the Open School. Also, the non-utilisation of the school premises observed during the periods of
Christmas, Easter and the summer holidays and during weekends, continues to exist, since the
institution of Open School runs outside of the above periods.

Recommendation: Our Office considers that the Ministry should expedite the overall assessment of the
institution, given the large amount of annual subsidy granted.
The Director General of the Ministry of Education and Culture informed us on 3.11.2014 that instructions
have been given to promote the assessment during this school year.
(d) Music and Sports School. The Music School operates on a pilot basis since 2006/07 in the provinces of
Nicosia and Limassol and, after the institution was evaluated and found to be particularly successful, was
extended to Larnaca, Paphos and Famagusta, based on the Decision of the Council of Ministers no. 73. 877,
dated 2.8.2012.
The institution of the Sports School, continues to operate on a pilot basis since 2006/07, at the Lyceum
Kykkos B’ in Nicosia and Lanition Lyceum in Limassol.
(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. The pilot operation, according to the original design, would be
terminated in 2008/09 and depending on the results of the evaluation would be progressively extended to
all primary schools in Cyprus. After the Council of Ministers Decision no. 68.931 dated 3.6.2009, the pilot
operation of the institution continued for the fourth year (2009/10) and the Ministers of Finance and
Education and Culture were authorised to study the universal expansion of the institution and, after

discussing the issue with the stakeholders, to submit a new proposal to the Council of Ministers.
Subsequently, the Council of Ministers in its judgment no. 71.742, dated 16.2.2011 approved a proposal by
the Ministry of Education and Culture for the continuation of the institution in schools where it was applied
until that date, including the Kyperounta Primary School and on the basis of the UADS operational
framework, except for the provision concerning the creation of new Assistant Directors positions .
During the 2013-2014 school year, 14 schools participated in the institution, however, the number of schools
participating in the institution is not expected to increase in 2014-2015 because of the current economic
conditions.
Recommendation: To consider the re-evaluation of the institution after the corrective actions and
changes which have been made by the Ministry, including the financial aspect of the issue.
(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 system, through an effort to
modernise the curriculum. However, the evaluation of the New Curriculum, as stated in the World Bank’s
Report on the “Analysis of the Operation and Structure of the Ministry of Education and Culture” dated
4.4.2014, as well as in the Report of the Scientific Committee revealed many serious shortcomings. Also for
issues such as recruitment and assessment of teachers and of the educational work, which directly affect the
quality of education and therefore the learning outcomes, no measures have yet been taken for
modernisation purposes.

Recommendation: Our Office indicated that the weaknesses reported in the Report of the Scientific
Committee should be studied directly by the Ministry, with the aim of improving the New Curriculum
to the fullest extent, given the huge importance of education and its high cost.
Teaching periods of Teachers. As mentioned in previous reports of our Office, the teaching periods of
Teachers of Elementary, Secondary and Secondary Technical and Vocational Education, were 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.

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:
(a)
The establishment of the 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 delivering the lesson in the classroom, etc. This evaluation was requested repeatedly to be
submitted to our Office with our previous letters, but has never been presented to us. Also, according to a
recent report of Eurydice Network, 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 was based includes, all
exemptions of teachers from their teaching time, institutionalised or not.
(b)
As shown in the above table, the teaching periods are reduced in inverse proportion to the years of
service and asked for information on the reasons for applying these reductions. In its reply letter, dated
13.3.2013, 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. No
explanation was given to us as to why the same biological factor is not taken into account for the entire
working population, especially in manual occupations.

Recommendation: Without our Office going into issues of political or trade union matters, we consider
that the Ministry of Education and Culture should study scientifically, transparently and within a
structured dialogue with the teachers, the need to reduce teaching periods, in the light of non-binding
recommendations arising from the Report of the experts of the World Bank about the Policies for
education.

Discharge of teaching staff from their teaching time. As repeatedly stated in our previous letters, from a
study conducted by the Ministry of Education and Culture, aiming to review the arrangements to be applied,
according to which teachers are exempt from teaching time, in exchange for other tasks undertaken like
being in charge of a department , keeping of minutes of the Teaching Association, being in charge of the
Library etc, it was found that some of the arrangements are not based on specific written decisions or
agreements with the trade unions, nor did they received the approval of the Ministry. After a Proposal of the
Ministry of Education and Culture, the Council of Ministers in its judgment no. 72.124 dated 9.6.2011, relating
to the new timetables for the Elementary Education, approved the gradual reduction of teaching time of
teachers, who are in charge of a department by two (2) teaching periods with simultaneous reduction of the
teaching periods allocated to them, as discharge for remedial teaching, the abolition of the discharges for
various health and environmental education programs because of their introduction as new Life / Health and

Environmental education lessons and also the appointment of 7, 22, 52 and 82 additional teachers for the
school year 2011-2012, 2012-2013, 2013-2014 and 2014-2015, with an additional cost of €241.388,
€742.381, €1.713.624 and €2.677.788, respectively. The measure was applied for the school years 2011-2012
and 2012-2013 according to the schedule, with two discharges for the teachers responsible for complexes
and Class A and one discharge for the B’-F’ classes for the school year 2012-2013. However, the extension of
the measure for two discharges for classes B’-F’ until the academic year 2014-2015 has not been approved.

Recommendation: Without our Office going into policy issues or trade union issues, we believe that in
the context of the evaluation of the educational reform and the changes that will be decided in
connection with analytical programs and teaching timetables, the Ministry of Education and Culture
should consider the rationalisation of the discharges and take appropriate actions.
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. As mentioned in our Report for 2012 a
report by the International Monetary Fund prepared in April 2012, covering the period 2001-2011, which
was notified by the Ministry of Finance to the Director General of the Ministry of Education and Culture,
noted, among others, the following in relation to the education in Cyprus:
(a)
The number of teachers increased while the number of students decreased and the students-teacher
ratio decreased much more in Cyprus as compared to other EU countries
(b) Teachers in Cyprus have little teaching time compared with other EU countries and Cyprus is one of the
few countries where teaching time decreases with the years of service.
(c) The hours of work and the teaching hours of the teachers are limited and often, during the hours after
work they offer private tuition to students for a fee. This affects the length of the time children are under
care, influencing the prospective of parents for full employment.
(d)
Given that there are no changes in the educational policy and the teaching staff is not reduced but
permanent staff is replaced with temporary , the targets for reduction of staff will not be achieved.
(e)
The high education costs can only be reduced by changes to the high payroll of teachers. This may be
achieved by a combination of measures as follows:
•

Increase teaching hours of teachers with many years of service. This measure could lead to a
decrease in the number of teachers by 900-3800.

•

Increase the number of students per class, thereby reducing the number of teachers needed for
teaching and merging or closing small schools that operate independently.

• Lengthening of school hours, could lead to better results in schools and to the reduction of personal
costs for education and to full employment opportunities for parents.
(f)
There is a "waiting list" for the employment of teachers who are often beyond the age of 50 years
before their appointment. Until then their knowledge is obsolete and have limited time to exploit the
expertise which they need several years to obtain.
(g) The high costs do not reflect accordingly the results in education. For example, Cyprus is below the EU
average in success rates in education (high school). The fact that promotions are offered to teachers based
on years of service, offers no incentive for better performance.

Also, the World Bank reports on the Structure and Operation of the Ministry of Education and Culture and
the Policy for Teachers which were prepared in April and May 2014, respectively, refer to the following:
•

Phasing out of the recruitment of teachers appointment list using an assessment system which
would take account of objective measurement units of qualifications.

•

The assessment to be multifaceted and not only to be based on assessments by the inspectors
and managers, to take place from the early stages of the teachers’ careers and gradually to be
affected by the assessment of students.

•

The training is continuous and connected with the needs of the instructor.

•

To prepare a new comprehensive medium-term strategy for education.

•

To reorganise the Minister's Office and that of the Director General in order to replace the
seconded personnel with consultants and professional civil servants.

•

To transfer the technical services to the Public Works Department.

•

The Pedagogical Institute to be the basis for strategic planning, coordination and monitoring of
education.

The Director General of the Ministry of Education and Culture informed us on 3.11.2014 that the Ministry
prepared an action plan which has been approved by the Council of Ministers and has been sent to the House
of Representatives and that a Project Group has been established and, in accordance with the plan of the
Ministry, it is expected to proceed until December 2014 with the establishment, creation and activation of
the Strategic Planning Unit of the Ministry.
Recommendation: The Ministry of Education and Culture to study these reports and to take adequate
and appropriate action.

Increases to teachers for recognised educational experience / technical expertise in the private sector. Our
Office, in a letter to the Ministry of Finance dated 30.4.2013 and notification to the Chairman of the Education
Service and the Director General of the Ministry of Education and Culture, touched various aspects of the
above matter. The Ministry of Finance - Public Administration and Personnel Department, in a letter to the
Director General of the Ministry of Education and Culture, dated 9.9.2013, gave instructions to the said
Ministry, as the competent authority, to answer our letter, with a copy to the Ministry of Finance.
However, our Office does not agree with some of the comments and arguments included by the Ministry in
its reply letter, dated 3.12.2013, as follows:
(a) The Public Service Laws and Regulations do not recognise the experience acquired in the private sector
for the purpose of granting salary increments on the salary scale of the position corresponding to the years
of past service and therefore, civil servants, who are not academics / teachers do not enjoy the same benefits
as teachers / academics.
The Ministry informed us that in its view, the recognition of past service for those working on issues related
to education in the private sector, is justified.
Our Office does not agree that the appointment of teachers on the basis of an appointment list constitutes
an argument for recognition of service in the private sector, since their appointment is made without
competition. Additionally, it is noted that a civil servant could also be working for years in the private sector
on matters relating to the tasks to be undertaken by his appointment in the Public Service, but his past
service is not recognised.

(b) After the Review Appeal of the Supreme Court, the legislative deadline for teachers to submit the
documents supporting the recognition of their past service does not apply.
To this point it is noted that the President of the Education Service Commission in a letter to the Ministry of
Education and Culture dated 9.5.2008, suggested that the time limit provided for in the relevant Regulations
is added, by express procedures, to the Public Educational Service Law, as an amendment, which is still
pending.
Based on the Schemes of Service, teachers with recognised past experience in the private sector benefit by
a reduction in the number of class periods, thus requiring a larger number of teachers for employment by
the State.
Our Office does not agree with the reply of the Ministry that a teacher is obliged to be employed in private
education and it makes sense to be credited with this past service for appointment and promotion purposes
under the appointment system in the Public Education Service, since we consider that nobody is obliged to
be employed in private education, especially if the persons appointed as teachers in secondary education do
not study to be teachers, hence before their appointment it is required to attend the pre-service training.
Cost indicators per student. As mentioned in our Report for 2012, the Ministry of Education and Culture does
not keep cost indicators data per student and per Education.

Recommendation: Our Office recommended that such indicators are calculated for each category of
Education on an annual basis, in order to better monitor spending.

Private land expropriation for construction of schools.
(a) 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. Alternatively efforts are made to
acquire land by purchase.
As we mentioned in our previous Reports, various deficiencies and weaknesses regarding expropriations,
which despite the joint efforts made at meetings of the co-competent Departments and the Ministerial
Committee, continue to exist. The problems and weaknesses arise from the fact that the needs for schools
are often short and medium term and the Ministry is forced, according to the provisions of the Constitution
and the Law on Compulsory Expropriation, to return the expropriated property to former owners if within
three years the purpose for which it was expropriated is not fulfilled and needs to be expropriated again. It
is noted that the return of the plots of land to the owners at the end of three years, in accordance with Article
23 of the Constitution, is the duty of the Authority issuing the expropriation, without the owner of the
property having to make such a requirement.
As has already been ascertained, the Ministry does not return the expropriated property when the school is
not built, unless it is requested by their former owners and, consequently, the expropriated plots of land
remained unused.
(b) 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. This process is difficult because it is not always possible to find state land near the designated land
to the satisfaction of the owner, so as to be negotiated.
Also, in its letter to the Department of Lands and Surveys, dated 1.7.2014, on “Exchange of reserved plots of

land to build schools with state land”, it requested information on the names of all the owners of the plots
of land for which efforts would be made to exchange them with state land, the share of each owner and the
estimated value of each plot of land, as well to be informed about almost similar state land in nearby areas
to be proposed to the owners of the reserved plots of land , together with their estimated value.
It is noted that, in addressing the problems observed in the process of expropriations (inadequate design,
programming, testing, etc.), the following Decisions of the Council of Ministers were issued:
(i)

According to the Decision no. 76.797 dated 23.4.2014, for any expropriation of property by the
Republic or requisition on behalf of another acquiring authority, the cost of which (budget for
the property compensation and the project execution) exceeds €200,000, including VAT, the
decision will be made by the Council of Ministers, based on a Proposal made by the Minister of
Interior, a draft of which will be prepared by the relevant Minister or the requisition Authority,
accordingly, under the terms and conditions set out in paragraph 5 of the Proposal.

(ii)

According to the Decision no. 76.987 dated 23.5.2014, all acquiring authorities should proceed
with a detailed breakdown and description of the expropriated property from the establishment
of the Republic, which remain unused for a period exceeding three years, as provided in Article
23 (5) of the Constitution and Article 15 (1) of the Compulsory Expropriations Laws, within six
months and then to transmit the requested data to the Ministers of Interior and Finance and
the Auditor General.

Recommendation: It is expected that the implementation of the above Decision by the Ministry of
Education and Culture will help improve the process of expropriation.

Compensation of Experts. The proposed budget provision was intended to cover foreign experts' expenses
(airfares, compensation/fees, accommodation/food costs) involved in assessing/studying the fields of studies
in Private Higher Education Institutions in Cyprus and for any other studies.
For 2013 the budgeted amount was €300.000 and the expenditure amounted to €200.198. The amount of
compensation for the costs of foreign experts in Cyprus was established by the Council of Ministers Decision
dated 4.3.2009. With the Council of Ministers Decision dated 28.8.2013 the daily working allowance to the
members of the expert groups established by the Evaluation Committee of Private Universities (ECPU) and
the Council of Educational Evaluation - Accreditation (CEEA) for evaluation of fields of study of the Higher
Education Institutions for the days of travel to and from Cyprus was abolished.
Despite the above amendment, our Office continues to consider that especially in the current unfavorable
economic conditions, this decision deserves further review, so regarding a possible reduction in the daily
allowance for study / preparation / work (€ 415 for the Chairman, € 370 for the Vice Chairman and €325 for
members) and the daily allowance for accommodation, food and distribution, totaling €196, which is given
to everyone at the maximum amount, regardless of the cost of their accommodation without presenting an
invoice.
Also, the allowance of €196, is given for the travel day to Cyprus and for the return day (as provided by the
relevant Decision), a practice which is not correct, especially for the return day for which there is no
accommodation in Cyprus, while the hours of travel should be taken into account.
Despite the circular of the Ministry of Finance dated 8.5.2013 with effect from 1.1.2013, for reducing of all

benefits by 15%, these benefits were not reduced until the audit date (August 2014).

Recommendation: To consider reducing the daily allowance for accommodation, food and travel and to
implement the relevant Circular of the Ministry of Finance to reduce these benefits by 15%. Also, the
conditions of its payment to be consistent with the government circular on the subsistence allowance
abroad which applies to civil servants.

Institution of Management of Afternoon and Evening Adult Education Programme (IMAEAEP). This
Institution was established with the Council of Ministers Decisions dated 6.6.2012 and 5.10.2012,
respectively, which were later withdrawn with the Council of Ministers Decision dated 5.6.2013. The
Institution operated only for the school year 2012-2013 and the selection of employees was made from a list
of persons who were first rated and then signed contracts. The Social Insurance Service and the Inland
Revenue Department were informed of these employees, accordingly.
In 2012-2013, with the operation of IMAEAEP, the employer was IMAEAEP, that is a private organisation and
the employment was based on a list following the rating of applicants and the signing of contracts and the
employees had the benefits of employed persons. Then, after the termination of the operation of IMAEAEP,
as from 2013-2014, the recruitment is made by hiring of services and the contracts are signed by the Ministry
of Education and Culture.
The Ministry considers that since the implementation of the hiring of services there will be savings in the
contributions to the various funds (8% for the Holiday Fund, 10.50% for other funds) and, in addition, there
will be no obligation for the employer’s insurance amounting to 0.05 % of total earnings. According to data
from the Ministry of Education and Culture (June 2013), a saving of €2.801.465 results from the termination
of the operation of IMAEAEP, provided that all parameters remain the same from 2013 to 2014.
The subsidy to IMAEAEP was given through the sub code of the Budget 0401200115, whose provision for
2013 was €16 mil. and the expenses amounted to €14.162.899, of which an amount of €7.956.038,36
concerned the payments to IMAEAEP, with the last payment being made on 13.8.2013. Subsequent
payments were related to the fees for hiring services from individuals occupied in those programs.
It was observed that no financial statements were prepared for the year of the IMAEAEP (2012-2013) and
therefore no audit was carried out by our Office, as required by paragraph 19 of the memorandum of the
Institution.
Evaluation of private universities.
The Evaluation Committee of Private Universities (ECPU), which consists of seven members, is established by
the Council of Ministers for five years on the recommendation of the Ministry of Education and Culture for
the purpose of examining applications for the establishment and operation of private universities. The ECPU
appoints expert groups for the examination of applications or individual evaluators, as appropriate, as
explained below, but the final decision is taken by the ECPU.
Specifically as we have been informed, in the case of the evaluation of the applications for the establishment
of private universities, specific groups are appointed. These groups previously consisted of five academics
from abroad, but due to the economic crisis the number was reduced to three, of which one is from the state
universities. The same applies in the case of the evaluation of a new private university program without final
authorisation while in the case of evaluation of a private university program with final authorisation, the
program is sent to two independent assessors, who may come from state universities and / or from
universities abroad.

It is noted that the costs are borne by the private university.
From the above, it appears that all evaluation cases involve academics from state universities, and therefore
a question of conflict of interest arises.
It is noted that the Ministry of Education considers that there is no conflict of interest, because academics
working in public universities participate in evaluation panels in their personal capacity and not as
representatives of the university in which they work, a position with which our Office does not agree. Finally,
the Director General of the Ministry of Education and Culture informed us on 3.11.2014 that the Ministry will
take into account the recommendation of our Office and will discuss the matter with the private universities.

Recommendation: Since the cost is covered by private universities, and provided that they do not have
objections to cover increased costs, the evaluators should be from foreign universities to ensure the
objectivity of the evaluations.

Privileged treatment of a tourist office. Our Office on 6.5.2014 received information about the privileged
treatment of a tourist office, for which a letter dated 22.5.2014 with no. of File 26.20.001.007, was sent to
the Ministry with some questions and the Ministry replied with its letter dated 21.7.2014 and no. of File
P.M.P6945 / B. Because our Office was not satisfied with the handling of the matter by the Ministry, it
proceeded with its own investigation, the findings of which were sent in a separate letter to the Minister of
Education and Culture with the recommendation to conduct a disciplinary investigation, a recommendation
that was accepted. The disciplinary investigation is underway.
Tenders
(a) Lawsuits No. 4608/2009 (New St. Stephen Elementary School in Limassol) and 1558/2010 (Petrou and
Pavlou School in Limassol) before the Limassol District Court, between the Contractor and the Attorney
General, concerning compensation claimed by the Contractor under contracts between him and the
Ministry of Education and Culture. Following the filing of the aforementioned lawsuits at Limassol District
Court, the Ministry of Education and Culture and the Contractor reached a preliminary compromise, under
which the Ministry will have to pay to the Contractor the amount of €90,000 + VAT and €320.930 + VAT,
respectively, plus 5% interest on arrears from the date of filing the lawsuits and the amount €5,000 + VAT for
legal costs of each treatment.
The Director General of the Ministry of Finance, called in April 2012 for the views / suggestions of the
Accountant General of the Republic for the above compromise, who recommended that the suggested
compromise is documented for consideration by CCVC, in accordance with the set procedure, in order to
examine / determine whether it was in the public interest.
The CCVC, on presentation of the above by the TS of the Ministry, decided in September 2012 to appoint an
ad-hoc committee for examination of the matter. According to the recommendation of the ad-hoc
committee, which was adopted by the CCVC in May 2013, the financial requirements of the contractor in the
lawsuit no. 4608/2009 should be rejected - since the matter had been settled with the final bill - while in the
lawsuit No. 1558/2010, a friendly settlement proposal could be made, for the amount of €207.797 (plus
finance costs) to the Contractor. Because the contractor did not accept the above amount, there were further
consultations between him and CCVC and finally the amount of €270.000 + VAT - including interest and legal
fees – was agreed for full and final settlement of this claim.

(b) Accelerated Procedures for Assignment of Contracts. In our letter of November 2013 to the Director
General of the Ministry, we recommended that, in cases of applying Accelerated Procedures for awarding
contracts, all economic operators that are capable are invited to participate, as long as the provision of the
legislation to invite at least 4 should not be interpreted that the invitation is limited to four, thereby
respecting both the principles of equal treatment, transparency and non-discrimination and secondly
ensuring adequate competition.
We noticed that the TS of the Ministry apply in general the accelerated procedures for projects up to €50,000,
which, although it is permissible, should not be the rule since not all economic operators participate,
especially in such a critical - financial - period.
We recommended also that, in the case of deviations of more than 10% between the cost estimate and the
price of the prevailing bidder recommended for award, the reasons for its occurrence since the preparation
of the cost estimate, should be given.
The Director General of the Ministry informed us in February 2013 that, where there is a deviation of more
than 10%, the price difference between the most prevailing tender and the cost estimate will be assessed
and the reasons to which the difference may be due, will be noted. She also expressed the view that the
application of accelerated procedures, as they have been established and implemented by the Ministry, is in
the interest of the public.
Recommendation: The accelerated procedures cannot be the rule for the award of public contracts,
even if the estimated value is less than €50,000. The rule should be to use an open tender with the
reduced time limits, as provided by law for this amount of contracts.

CULTURAL SERVICES
Budget execution. The total amount of the budget for 2013 was €19.5 mil., of which an amount of €12.7 mil.
or 65.1% was spent.
Strategic Cultural Development Plan (Budget heading 20.08.00.04.364).
(a) Despite the importance of the above heading concerning the coverage of costs related to projects of
the strategic plan for cultural development and while an amount of €950.000 was budgeted, an amount of
€577.947 was spent, ie 39% remained unspent (2012: €1.330.000, €659.323, 50%, respectively). It was found
that for some budgeted projects there was no expenditure.
(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. According to the Proposal, the
proposed program, in its full development, will operate in all regions of Cyprus, will cover up to 100 children
and will be headed by an artistic director.
The Ministry of Education and Culture signed on 28.5.2012 a contract with the artistic director for 3 years,
with 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). We noted that there is no monitoring by the Cultural Services for the number of weeks that the
artistic director visits Cyprus, in order to ensure compliance with its contractual obligations. When he was

asked to produce the evidence (airline tickets, proof of residence and detailed statements of lessons for all
students, signed by the parents of students), he provided evidence of his stay at hotels in Cyprus only.
The artistic director is responsible for the selection of teachers of the other stringed instruments (viola, cello
and double bass) and he agreed with three teachers living abroad for them to undertake the classes when
they are created, after receiving approval from the Director General of the Ministry Education and Culture,
without specifying the remuneration of the said teachers. As it was observed, there were no written contracts
of employment of those teachers with the Ministry.
From the audit it was observed that many children leave the program and, as a result, the basic objectives of
the program which is the education of pupils up to the age of 18, is not fulfilled. Specifically, from 2006 until
today, 21 children have left.
The Program operating costs are covered entirely by state subsidy. The sponsorship for 2013 amounted to
€370.000.

Recommendation: To promote the whole matter to the Council of Ministers for a decision which,
amongst other options, will include the temporary interruption or termination of the Program
operation, pending its redesign. If the institution continues, we understand that the contract with the
artistic director ending on 27.5.2015 will not be renewed, but there will be an announcement of the
post in an open competition.

Cultural Infrastructure (Budget heading 20.08.16.08.165).
(a)
For the above funds, earmarked to cover expenditure for the implementation of projects aimed at
creating cultural infrastructure, there was an initial provision amounting to €4,7 mil., which decreased after
transfers to €4,6 mil. and about €255.956 was spent, ie: 94.5% 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 a “major project” has been submitted to the European Union and, as a result, its funding is 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.
It is noted that according to the drafts financial statements of 2005-2011 and data presented to our Office
from the Culture Foundation for the period 1.1.2012 to 30.9.2013, the total costs of the Foundation
amounted to approximately €15,1 mil. out of which €12,2 mil. related to the design and project studies and
€2,9 mil. in operating expenses.
Eventually, after a considerable delay, the Council of Ministers on 5.12.2013, approved the temporary
suspension of the implementation of the project, namely the construction and operation of the Cultural
Centre on the basis of specific conditions, referred to in the paragraph of our Report for the Cyprus Cultural
Foundation .
In our letter to the Minister of Finance we requested an independent administrative investigation in order to
record the events and potential responsibilities and the promotion of appropriate proceedings for attributing
any disciplinary, criminal or civil liability. The Deputy Accountant General of the Republic has been appointed
as an investigating officer.

(c)
European Cultural Capital "Pafos 2017". The Council of Ministers with its decision no. 72.762 dated
4.11.2011, approved an amount of €5 mil., for financial assistance to be provided by the Ministry of
Education and Culture, as the competent managing authority, to the city which would receive the
nomination as the European Cultural Capital for the year 2017. According to the Decision, the city funding by
the Ministry of Education and Culture will amount to €5 mil. provided that it will concern only operating
expenses and will not exceed 60% of the total city budget for operational expenses. Also, the funding will be
made in four stages, with the presentation of strong evidence of the expenses by the local management
authority (for 2013 and 2014 €500,000, for 2015 and for 2017 €1 mil. and for 2016 €2 mil.) and therefore for
the years 2013 - 2017 it would be required to include the appropriate funds in the annual Budgets. On
14.9.2012, the city of Pafos was chosen as the European Capital of Culture for the year 2017, after a
competition.
From the audit it was found that on 26.11.2013 an amount of €150.000 was paid to the European Cultural
Capital Agency - Pafos 2017 Ltd, upon approval of the Ministry of Finance dated 4.11.2013, without any
evidence to have been submitted by the local management authority of the institution with regard to the
actual costs, as provided in the above decision of the Council of Ministers.
An amount of €300.000 was released and was paid from the 2014 Budget as grant for 2014 to the European
Cultural Capital Agency - 2017 Pafos Ltd, again without evidence having been presented.
After the Council of Ministers Decision dated 4.11.2011, namely on 30.6.2014, the Ministry of Education and
Culture presented two other proposals to the Council of Ministers, which, as we were informed, were
adopted on 9.7.2014. In particular, one relates to the monitoring of state-funded operations and the
implementation of the Program “Pafos 2017” and the other differentiates the timing of granting the state
sponsorship of this program and the use of state sponsorship. The proposal also stated that the European
Cultural Capital Agency of Europe - Pafos 2017 Ltd should submit to the Ministry of Education a report on the
actions that will develop each year and the management of the sponsorship that will receive, in order to
exercise the necessary control before the payment of sponsorship for the next year, that is, the control will
be made after payment of the sponsorship and not in advance as approved in the Council of Ministers
Decision dated 4.11.2011.
Sponsorship of Cultural Agencies and Individuals for Cultural Activities. The amount approved in the budget
was €3 mil. and the total expenditure amounted to €2.85 mil. or a rate of 95% (2012: €4 mil., €4mil. or 100%,
respectively).
(a) Programs for subsidising cultural activities. For 2013, 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 notwithstanding the criteria and conditions of the Programs.
Specifically:
•

Subsidies were granted without submitting first a detailed financial report of the event, the
prescribed form and details of the content of the event and without a reassessment of the
subsidy amount due to reduction of the budgeted amount.

•

Although the written acceptance of the subsidy by the applicant was outside the prescribed time
limits, an increase of the subsidy of the event was approved by transferring money from another
cancelled event of the same Agency.

•

Although there have been significant cuts to the event, an increase of the rating of the specific
event and, consequently, of the subsidy was approved.

•

Although from the data presented it was not evident that the tendering procedures were
followed, a subsidy and an increase to the subsidy of an event were approved, upon the request
of the applicant, with the amount exceeding the amount which the applicant itself contributed.

•

Without the matter having been handled by the competent officer who handles co-financed
programs, it was decided to subsidise an Agency for events within the framework of its
participation as a partner in a co-funded European project. As a result, the subsidy was
calculated on an erroneous basis, the necessary documents were not obtained and the amount
of the installment was not specified.

(b) Grants for the operating expenses of agencies. As it was observed, there is no documented policy as
to the rate of subsidising of the eligible operating expenses of beneficiaries. Our Office is of the opinion that
this practice does not ensure the application of sound administration, since as it was observed in one case,
100% of the budgeted operating expenses were approved and paid to an Agency, while in other cases, only
part of the budgeted operating costs were approved and paid. A case was also identified in which additional
funds were allocated for the acquisition of equipment.

Recommendation: Our Office recommends that a fixed maximum subsidy rate of the eligible operating
costs of the beneficiary is defined and that the expenditure of each institution is evaluated for
reasonableness and necessity. Also, when considering any request for funding, any other grants
approved to the applicant from the funds of the Cultural Services should be taken into account.

Development of visual arts - Cultural events.
The funds are intended to cover expenses for the participation of Cyprus in international art events, such as
the “Bienalle Venice Exhibition for Art and Architecture” and the “Exhibition of Young Artists from Europe
and the Mediterranean.” The approved provision in the Budget for 2013 was €250.000 and the expenditure
amounted to €245.731.
It was found that, at the end of these exhibitions, no financial report is prepared, which is considered
necessary for the monitoring and control of expenditure made for each exhibition.

Recommendation: Financial reports should be prepared for each event.

2.9.1 SCHOOL COMMITTEES (RURAL) – GENERAL OBSERVATIONS
Audit of School Committees. 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 the audit of the accounts of 160 additional School Committees of primary school only (primary
schools in villages), 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, from 1.1.1998 onwards, the
number of audited by the Audit Office School Committees reached 202. The situation was, as it developed,
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 an effort to reduce the number of School Committees, by relative
orders of the Council of Ministers published in the Official Gazette on 2.12.2011 (R. 492/2011 and R.
493/2011), on 15.6.2012 (R. 219 / 2012) and on 31.5.2013 (R. 180/2013 and R. 181/2013) established new
complexes of communities so that from the school year 2011/12 onwards to operate only one School
Committee in each community and thus, the school Committees in communities to be reduced to 145 (9 High
Schools, 22 Secondary Schools, 157 Primary Schools and 136 Kindergartens operate under these School
Committees).
During the discussion of the Annual Report of the Ministry of Education and Culture for the year 2010 before
the Committee on Development Plans and Public Expenditure Control, issues / problems regarding the
operation of School Committees were, among others, discussed. Considering that many School Committees,
mainly rural, are small and cannot meet the requirements of the law, including the correct bookkeeping, we
recommended the re-evaluation of the institution of School Committees operating as separate entities, with
the possibility of Community Councils undertaking their work and responsibilities, since each School
Committee is composed, in any event, by the same people who make up the Community Council. During the
discussion it was shown that this view appears to be shared by the said Committee of the House of
Representatives.
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, as a result, only 6 out of the 145 Rural School Committees were audited during 2012,
only 9 School Committees in 2013, while in 2014 only 4 School Committees were audited.
From the audit of School Committees (Rural) the following were observed:
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 of the Public
kindergartens. Under Article 6 of the same 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. 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 term of office. With the nomination of the new Community Councils that emerged from
the community elections that took place on 18.12.2011, new School Committees have been
simultaneously established.
On the undertaking of their duties by the School Committees, cases where identified where the
outgoing School Committee did not deliver the relevant books, documents and registers to the new
School Committee and did not prepare accounts for all the school years of their office. Also, the receipt
and delivery of certificates had not been signed in all cases where School Committees changed while,
the Ministry of Education and Culture did not seem to have contributed 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 hold meetings or do not keep minutes 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 1 st 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 on 27.10.2014, within
the overall effort of the Ministry of Education and Culture to strengthen the Rural School Committees, it
included in their budgets a provision for the purchase of accounting and office services and thus the
Committees are enabled to recruit staff to handle these tasks.
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 prepare 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 the payment of salaries to employees of
Rural School Committees is based on telephone communications with the accounting officers of the Ministry
of Education and Culture or on instructions by unions but School Committees do not keep the necessary data
for calculation purposes and payroll control of their staff.

Social Insurance Fund. Cases were 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 and we recommended that the School Committee takes corrective measures.
Register of sickness benefit recovery from the Social Insurance Fund. It was observed that the above
register, 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.
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 but no reference is made to any consequences in case they are not submitted. Our Office raised the
issue before the Attorney General who in his letter recommended the amendment of the legislation so that
it includes specific consequences so that no question arises for evidence of any subjective responsibility,
which is still pending.
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 from 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,
no Regulations for the proper operation of School Committees have yet been issued and neither have
financial guidelines been prepared and approved , as provided in Articles 17 and 8 of the School Committees
Law, respectively.
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 Provident Funds for their staff, have set up
bank accounts in the name of the Committee or even in the name of the Committees employee 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.
Committees should comply with the provisions of current legislation and the circular letters of the Competent
Public Procurement Authority (Treasury of the Republic). 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 and, as a result, the
audit of the relevant expenditure becomes difficult.
Immovable Property. According to Article 10 of the School Committees Law, immovable property belonging
to any school and any other relevant right or interest comes under the possession and authority of the
relevant School Committee and is registered in the name of the President on behalf of the school.
Our Office recommended to School Committees to take all necessary steps to identify their immovable
property, to obtain updated deeds of ownership and to ensure their registration in the name of the President,
as provided by the Law.
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 Stores Regulations,
submitted.
Orders of the Council Ministers to define community complexes. The composition of a School Committee,
with respect to a community, is provided in Article 4 (2) (b) of the School Committees Law and consists of
members of the Community Council, chaired by the President of the Community Council. Where the Council
of Ministers defines a communities complex, under Article 3, the composition of the School Committee is
specified in Articles 4 (2) (c-e).
As regards the decrees defining the communities complexes issued by the Council of Ministers on the
proposal of the Ministry of Education and Culture and published in the Official Journal the following were
observed:
- It is not specified as to whether with the creation of School Committees for complexes, the existing School
Committees, which were joined in a complex are abolished, or if the bank accounts and the rest of the
movable property will be transferred to the respective School Committees complexes.
- The future of the staff of the School Committees which are joined in complexes is not determined nor for
the Provident Fund of such personnel.
- There is no reference to the method of handling any legacies that exist in the affected Committees.
- The method of the disposition of the unused balances of the School Director Fund of the School Committees
is not specified.
The then Director General of the Ministry of Education, informed our Office in June 2010 that, after serious
consideration of the issues raised by our Office concerning the aforementioned issues of School Committees
complexes, corrective actions, such as the issuing of directives to the affected School Committees are taken
and that, in addition, the possible regulation of the issues related to complexes is considered. However, it
was observed that, apart from issuing directions to the affected School Committees, no checks are carried
out by the Ministry to confirm the return of any unspent cash balances and / or to monitor the utilisation of
the school equipment. Cases were observed where the Ministry sent to School Committees subsidies for
operating expenses of the next or the subsequent school year, although the operation of the schools was
suspended.
Pre-primary Education tuition fees. Cases were observed again where the collected fees for Pre-primary
Education are not remitted by School Committees to the General Government Account for their integration
into government revenues. In our reports to the School Committees, which were notified to the Ministry of
Education and Culture, cases were mentioned where the collected fees were deposited in the bank accounts
of Committees and were used for their operating expenses without the approval of the Ministry of Education
and Culture as well as cases where the collected fees remain with the Chairmen of School Committees.

As we were informed on 27.10.2014 by the Director General of the Ministry of Education and Culture, the
Ministry of Education and Culture deducts from the State Subsidy the tuition fees that certain School
Committees do not remit to the government account.

2.10 MINISTRY OF COMMUNICATIONS AND WORKS
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 Committee 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 is expected to take place if and when the consortium
obtains the necessary funding from strategic investors, something that has not been achieved so far.
Recommendation: To take final decisions on the on-going process and then, if it proves to be without
result, on the form and development process of both projects.

2.10.1 DEPARTMENT OF ANTIQUITIES
The audit of our Office for the years 2011, 2012 and 2013 started in October 2014 and by the date of
preparation of this Report, it was underway. The issues arising from the audit conducted at the Department
of Antiquities for 2010, are presented in our Report for the same year.
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 plans
and the assessment study of the environmental impact was assigned to a Consultant, 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 the secondary roads, as well as due to the project's complexity.
In February 2010, the Central Committee for Variations and Claims (CCVC) approved a time extension of 132
weeks in the completion of the study and revised, at the same time, the time of the submission of the interim
reports.
In June 2011, CCVC approved the payment to the Consultant of an additional amount of €439.482, for the
settlement of financial claims on account of the changes that were made in the study and of the revision of
the time for the submission of the interim reports.
In October 2012, the CCVC approved and granted to the Consultant a further time extension, with a deadline
for the completion of the study, the 10.8.2014. It also approved the payment to the Consultant of the amount
of €30.790, for the cost of the renewal of the guarantee for the proper performance of the project and
professional insurance. Finally, CCVC approved the separation of the B’ phase into two distinct phases, with
the result that the construction of the project to be promoted with 6 separate contracts instead of 5, as
originally planned.
The motorway cost was provisionally estimated at €390 mil. The planning of the implementation of the
project will be determined after the completion of the study and the process of expropriation, provided that
the financing of the project is ensured.

The highway is part of the Trans-European Transport Network and it is expected to be proposed for cofinancing from the European Programs for the period 2014-2020. With a decision of the European
Commission, the granting of an amount of €864.000 for the implementation of the study was approved.
(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 progress of the study presents a substantial delay of approximately 4 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 for the preparation of the relevant studies. The
completion of the study is envisaged to take place at the end of 2014. The total project cost is estimated at
around €60 mil.
(c) Study of upgrading the motorway Limassol - Saittas. 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 study is expected to be completed at the end of 2014,, with a delay of about two 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 during the study.
The total construction cost is estimated at around €150 mil.
The construction of the project is expected to start after the completion of the study and the process of
expropriation, provided that the respective funds are approved in the State budget.
(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 €126mil. The project implementation
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 are executed/promoted under the normal procurement tender procedure, while the 2
parts of Phase II under the “Study-Construction” method. For all parts of the project, tenders were invited
or/and will be invited 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 Paphos road (Phase I - Section B ) have been completed.
There was a significant delay in starting the works of the contract for the construction of the sewerage system
from the Port area to the sea (Phase I - Section B1), which is part of the general sewerage system of the
Vertical Road due to the Contractor's refusal to sign the contract, because part of the tender documents
were in English. The Contractor appealed to the court, ensuring a suspension decree of signing the contract.
Finally, after consultations of the Department with the Contractor, the signing of the contract was resolved
and the works started in December 2012, with a six months delay. The works were completed in December
2013.

A delay was also observed in the tender procurement for the contract for the construction of the Retention
Lake as well as of the Pipelines to and from the Lake (Phase I - Section C) due to amendments to the study of
the Sewerage Board of Limassol Amathus (SBLA). The tender notice was on 31.3.2014 with a deadline for the
submission of tenders on 25.6.2014.
On 17.1.2014, the competition tenders were submitted for the Upgrading of the Existing Interchange of the
Limassol - Paphos Motorway (Phase II - Part A). There was a delay in the award of the competition because
of the filing of a hierarchical appeal by the tenderer to the Tenders Review Authority. The construction works
are expected to begin in the fourth quarter of 2014. Lastly, the invitation to tender for the construction of
the Parallel Road of the New Port (Phase II - Section B) is also expected after obtaining the approval of the
Ministry of Finance.
(e)
Restoration of a Listed Building at Athena Street in Paphos owned by the Social Insurance Fund.
This building, located on a piece of land in Athena Street at Ayios Theodoros area in Paphos, was purchased
in 1995 by the Social Insurance Fund for the purpose of extending the building to house the Paphos District
Social Insurance Office. Subsequently, the building was declared by the Department of Town Planning and
Housing as listed.
In March 2008, the Paphos Municipal Council decided to object to the extension of the above building,
because of the specific nature of the area where it is located, permitting its restoration/ renovation only.
In March 2010, the Paphos Municipal Council, with a new decision approved preliminary and conditional
restoration / renovation of the existing listed building, as well as the erection of a new building beside it.
In December 2013, the Paphos Municipality, in its letter to the Director General of the Ministry of Labour and
Social Insurance informed him of the immediate need to perform restoration/renovation of the listed
building, both for public safety reasons - because of the deterioration of the condition of the building - and
for the preservation / conservation of the building from possible collapse.
In May 2014, with our letter to the Ac. Director of the Public Works Department, we noted that, while the
building was purchased in 1995, the implementation of the above project was not promoted until then and
therefore, we asked to be informed of the measures taken to directly support the construction and ensure
the public safety, as well as the way in which the listed building would be utilised.
In July 2014, the Ac. Director of the Department informed us that the Paphos District Engineering Office of
the DPW, had supported the building to ensure public safety. On the issue of the use of the listed building,
he informed us that it has been referred to the newly established Central Agency of Housing State Services,
chaired by the Director General of the Ministry of Communications and Works, for consideration and a
decision.
B.

Errors and omissions in project studies.

(a) Contract for the construction of the road from Dhali Industrial Estate to Vathia Gonia - No. of
Contract PS / C / 546. The construction began on 6.7.2009, the designated completion date was on 5.7.2010,
and the amount of the contract amounted to €2.713.000.
From the audit of the contract it was found that the progress of the work suffered considerable delay, which
was due in part to the need for modification of the plans and also to the execution of additional works such
as the construction of the sewerage system for rainwater and moving the EAC's existing network .
Eventually, the temporary delivery of the project took place on 3.2.2011, with a total delay of 213 calendar
days. The Department imposed to the Contractor, as a delay clause, the deduction of a sum amounting to
€190.800, for 106 calendar days of unjustified delay. The contractor disagreed with the above decision of the

Department and there were negotiations between the two parties, which ended in an amicable settlement
for the total extension of time and the amount of financial compensation.
The result of the amicable settlement was put before the CCVC in June 2014, which decided the appointment
of an ad-hoc Committee for further consideration of the issue.
(b)
Contract of Periodic Maintenance of Roads in Nicosia District - No. of Contract PS / C / 677. The
commencement of the works was on 5.12.2011, the designated completion date was on 15.3.2012 and the
amount of the contract amounted to €3.166.700. From an on site inspection of the project in April 2012, we
observed the following:
In Volume D of the tender documents, it was provided - among other things - that for the sections of the
roads included in the contract for maintenance, an inspection by the Engineer of the project and the
Contractor would take place, in order to determine those points which would need structural patching.
As a result, a total of 500 sq.m. was included for local construction repairs, to a depth of 400 mm in the
Quantities Bill of the contract. After inspection of the roads however, the project Engineer instructed the
Contractor to perform construction repair work at a depth of 60 mm, for a total of 12.875 sq. m., ie much
higher than the repair work calculated.
In May 2012, with our letter to the Ac. Director of the Department, we noted that the significant increase in
the amount of this work (from 500 sq.m. to 12.875 sq.m.), caused a delay in the project of 21 working days
and, in addition, the invoicing of the work by the Contractor, during the tendering of the project may had
been done based on the possibility the construction repairs to be extended up to 400 mm. depth (as
determined in the Quantity Bill), namely to a much greater depth than that which was actually executed.
In view of the above, we have recommended to the Ac. Director of the Department to make an effort to
agree with the Contractor a new unit price, which would correspond to the actual work that was performed,
based on the instructions of the project engineering instructions. We also requested to be informed as to
whether the Department had carried out a check on the condition of the roads before the competition notice,
to ascertain the extent of the construction repairs required in order to include the correct quantities in the
Bill of Quantities.
Finally we recommended that the relevant provisions of the tender documents in future competitions for
periodic maintenance of roads are revised, in order to provide for the submission of separate unit rates for
local construction repairs, at different depths.
In September 2012, the Ac. Director of the Department informed us that, in order to avoid similar problems
in future, the relevant paragraph of the tender documents was amended.
In November 2012, the Director General of the Ministry of Communications and Works, in a letter to the Ac.
Director of the Department regarding the above matter, requested that the Department establishes a
procedure according to which, a few days before the tender notice , officers of the Road Maintenance
Division of the Department, inspect the needs under maintenance so as to detect any variations in road
conditions in comparison to that applied during the preparation of the tender documents, in order to confirm
the study and update - in time - the documents with the necessary changes.
In August 2014, the Director General Communications and Works Ministry informed us that the DPW decided
to establish the above process and, at the same time, efforts will be made to shorten the time lag between
sending - by the consultants - the tender data to the Tenders and Contracts Division of the Department for
the preparation of the tender documents and the invitation of tenders.
(c) Construction of Primary Importance Road to Paphos Airport – No of Contract. PS / C / 530. EAC works
- Modification Plans. The commencement of the works was on 27.6.2011, the designated completion date

was the 23.6.2013 and the amount of the contract amounted to €14.222.000. The consultant of the project
included in the contract documents, the plans and bills of quantities of the works for the construction of EAC
trenches, based on the study of the Authority. During the execution of the project, the Contractor with a
letter to the Engineer of the project dated 16.3.2012, stated that (i) the trenches of intersections, as shown
in the plans, were not consistent with the typical trenches of intersections included in the bill of quantities,
(ii) the EAC was unable to provide the Contractor with the necessary pipes and accessories for the
construction of trenches and, (iii) the type and the position of the trenches to be constructed on the
pavements were not determined in the contract plans.
To solve the above problems, the Authority presented revised plans, under which the additional costs were
expected to amount to €72.052. Furthermore, because of the above weaknesses in the study, a delay in the
progress of the work was caused and, as a result, the Contractor submitted a claim for a legitimate extension
of 48 working days time. The Departmental Committee of Variations and Claims (DCVC) after examining the
matter, suggested to the CCVC to approve the amount of €72.052 and the granting of time extension of23
working days to the Contractor, with financial compensation.
Meanwhile, the DCVC recommended that the Department requires the EAC to pay the amount of the
financial compensation to the Contractor for the above delay.
In May 2013, with our letter to the Ac. Director of the Department, we requested to be informed about the
actions taken by the Department in order that the EAC is committed that will assume responsibility for the
additional costs due to the financial claim of the Contractor, as well as for the measures it intends to take to
address / prevent future, similar problems which were presented repeatedly in construction contracts, which
also included services for installation works.
In May 2013, the CCVC approved the granting to the Contractor of the above time extension of 23 working
days, but without financial compensation.
In August 2013, the Ac. Director of the Department informed us that the Department had applied to the EAC,
requesting the payment of €72.052 which concerned the additional costs due to the revision of the
Authority's study. We were also informed that in July 2011, a cooperation code between the DPW and the
EAC for the execution of urban projects, had been signed, according to which, the Division of Studies of the
Department, with the dispatch of the study to the Tenders and Contracts Division of the DPW, would
simultaneously sent it to EAC for confirmation / revision. In the case where no change would be required,
the EAC agreed to confirm it within one month.
(d) 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 with 3 Notes the following modifications
to the construction works of the project:
(i)

Position reinforcement on top of the plate type 9 and adding fiber to the concrete to prevent
surface cracking

(ii)

Replacement of crowning material with crushed materials for soil stabilisation.

(iii) Adding glue to the concrete for placing granite tiles on the pavement.
In August 2013, with our letter to the Ac. Director of the DPW we requested to be informed whether the
possibility of apportioning responsibility to the Consultant of the project for the extra cost of the weaknesses
/ omissions in his study, has been examined.
In April 2014, the Ac. Director of the Department informed us the following:

•

•

•

The issue of plate 9 occurred because of the instructions of the project Engineer, with the
agreement of the Consultant, for a change in the way of construction of the plate, namely from
a prefabricated construction to in situ concreting. With this change a net extra construction cost
of €1.825 occurred. Due to the above change, an additional time of eleven working days with
compensation was given to the Contractor, which is estimated to amount to €30.000 - €40.000.
Based on the above, the Ac. Director of the Department does not consider that the extra cost is
due to omissions from the original study, but to a failure of the Consultant to timely provide
appropriate and technically correct instructions when asked by the Project Engineer to
differentiate the construction of the plate.
The replacement of the coronation material with crushed materials for soil stabilisation, is
expected to result in an additional cost of approximately €15,000, while it did not cause any
delay. The Ac. Director of the Department believes that this change can be attributed to
unforeseen conditions of the subsoil and not to a failure of the Consultant.
For adding glue on concrete for placing granite tiles, the specifications were given to the
Consultant by the Larnaca Municipality and, therefore, the Ac. Director of the Department does
not believe that any responsibility should be attributed to the Consultant.

Based on the above, the Ac. Director of the Department informed us that measures should be taken against
the Consultant only with regard to the changing of the plate of type 9, due to which a significant burden will
be suffered by the Employer because of the time extension for which she considers that the Consultant is
responsible. In view of the above, the Department is considering what action may be taken against him.
Finally, she informed us that, on this issue, the Department had sought the views of the Consultant, but the
explanations provided were not considered satisfactory.
In February 2014, the CCVC decided to approve the recommendation of the DCVC for the execution of
stabilisation works of the foundation of the retaining wall on a section of the road of 110 meters long. In
addition, the CCVC, requested the Department to examine as to whether there is an issue of attributing
responsibility to the Consultant, as well as the possibility of deducting an amount to cover the public
expenses.
C.

Weaknesses in tendering and managing contracts.

Tender for the supply and installation of blinds at the Head Office of the Planning and Housing Department
in Nicosia. No of Competition A / 5/2013. In January 2014, with our letter to the Ac. Director of the
Department, we noted that, while the amount of €90,000 had been set as the budget for the competition,
the amount of the contract was €52.427, ie was lower by 42% compared with the budget amount. Therefore,
we requested to be informed of the data on which the cost estimate was based and the reasons for the large
discrepancy between the two amounts.
We also observed that, before the competition notice, the Department requested the approval of the
Chairman of the competent body (Tender Board of the Ministry of Communications and Works), for the direct
award of the work to the Contractor who had built the building with the negotiation process. The amount of
€100,000 had been determined as a preliminary cost estimate. The Tender Board rejected the above
suggestion and the Department proceeded with an open tender. In view of the above, we expressed the view
that, had the recommendation of the Department been accepted (and the negotiation process was followed),
the amount of the contract would total approximately €100,000, ie it would be about twice the amount that
arose with the open tender process which was - ultimately - followed.
Recommendation: This case is another example of squandering of public money when, instead of
announcing an open tender, a direct agreement with various, often, plausible pretexts and excuses, is
made.

D.
Exploitation of an expropriated piece in Limassol (former foundry "Nemitsas"). The above fragment
was expropriated by the Expropriation Decree no. D.P. 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 using the property by the Republic of Cyprus to house government services. The property is
only partially used to date for housing warehouses, the carpentry and the construction of road signs of the
District Office.
As we were informed by the Ac. Director of the Department, the development of the piece will be put to the
Central Agency for Housing State Services, which was recently set up under the Decision of the Council of
Ministers no. 76. 877 dated 30.4.2014, for examination.

2.10.3 DEPARTMENT OF MERCHANT SHIPPING
Inspections of ships abroad through the purchase of services. In 2013, 410 vessels were inspected by 13
independent inspectors appointed in 11 international ports. The Department’s target is to appoint 64
inspectors in 45 ports. The inspections by the independent inspectors accounted for 27% of seagoing ships.
The total of inspections, including inspections by the Department’s Inspectors, was 37%, while the target of
the Department is to inspect all ships every 12 months. In 79% of cases no deficiencies in ships were
identified, while in other cases the deficiencies were not serious and the fines imposed were small. Some
independent inspectors performed no inspections in 2013. We expressed the view that the inspections,
especially in high risk ships should be increased, 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. It is
reported that in 2013, there were 48 detentions of ships by foreign ports authorities for serious deficiencies
and fines were imposed by the Department totaling €28.746. In some cases it was observed that an
inspection by an independent inspector took place beforehand, without any adverse comments.
The Director of the Department expressed the view that the system or scheme of inspection of Cypriot ships
by independent inspectors does not meet the current and future needs of the Cyprus flag and needs
fundamental review and change of orientation. The initial target for 64 inspections at 45 ports has been
abandoned with the decision to revise and improve the system. He also informed us that a directive had been
sent on 18.7.2014 to all independent inspectors of the Department to limit their inspections to initial
inspections (wider range of inspections) and to ships of more than 10 years of age, where the most serious
problems are identified.
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.

Rents. The Department rents three buildings with a total area of 3.991 sq.m. at an annual rent of €342.888.
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 Ac. Director of the Department expressed the view that the co-location of all the DMS services needs to
be urgently done at the earliest for the purpose of savings on the high rent costs paid, but also for the
purpose of elimination of the operational weaknesses that exist in all three buildings because of their existing
location structure.
Recommendation: The Department should establish timetables for reducing the rented space
appropriately, in accordance with the relevant decision of the Council of Ministers.

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, complies 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.
Recommendation: To determine an action plan and timetable for withdrawal of such weakness.
Lease of a building. It was observed that the relevant building permit to convert the mezzanine of the building
into offices and the final approval of the building, according to the terms of the lease document signed on
7.4.2004 has not yet been obtained.
According to the Ac. Director of the Department, the issue is the responsibility of the Planning Department.
The owner of the building applied to the Planning Authority on 17.7.2014 for a final approval.

2.10.5 DEPARTMENT OF ROAD TRANSPORT
Registration of Motor Vehicles. During 2013, 19.146 vehicles were registered, compared with 26.678 in 2012
(fall of 19%). Revenue from registrations and re-registrations in amounted to €4.01mil., compared to
€10,34mil. in 2012 showing a decrease of 61%. The total number of registered vehicles at 31.12.2013 was
779.895, compared to 783.168 at 31.12.2012.
Arrears of revenue. According to data kept by the Department, the arrears of revenue at 31.12.2013 were
€35,3mil., compared to €26,7mil. at 31.12.2013, ie there was an increase of €8,7mil. or 32,5% . Almost in
their entirety, the arrears of revenue relate to road tax for vehicles that were deleted from the register due
to the non-renewal of their license for three consecutive years.
Fees review. As mentioned in our previous Reports, the fees charged for various services of the Department
are very low and do not cover administrative costs.
Recommendation: The Department to promote a revision of fees charged in order to make them costoriented.
Immobilisation of vehicles. According to the Department’s data, on 31.12.2013, 40.461 vehicles were
immobilised following a declaration by their owners, compared with 27.544 which were immobilised on
31.12.2012, representing an increase of 47%. 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 to recover the
administrative costs will help to reduce the number of vehicles immobilised for short periods.

Recommendation: On the vehicle immobilisation form to include a statement from the owner of the
odometer reading when the vehicle is immobilised. To charge an administrative fee to immobilised
vehicles.

Online vehicle registration. As we mentioned in our previous Reports, the vehicle registration and the
collection of fees through Internet, although it has greatly facilitated the work of the Department, has
increased bank charges paid (about € 1.0 mil. per year).
Recommendation: The Director General of the Ministry of Communications to appoint a three members
committee from the Road Transport Department, the Audit Department and the Treasury (in
consultation with their respective supervisors) to renegotiate the agreement with JCC or with another
company for reducing costs arising from the online processing work of the Department.
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 €27.4mil., for 2011 to 60,0 mil., for 2012 to €62,0mil., for 2013 to
€56,1mil., including - for all - VAT. An amount of €205,5mil., in total, was paid for the services provided by
the Contractors from the start of the contract until 31.12.2013.
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
Communications and Works (MCW). 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 one of the matters investigated, no criminal offense occurred and
therefore, the disciplinary investigation for possible violation of the public service legislation continues.
The Cost Per Kilometre (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 agreed CPK, the MCW 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 ones being 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 raising an issue for overpayment. 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 , while
the Control Department conducts secondary random 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 MCW Control Department, a Senior Officer of DRT and an
Executive Engineer of the Department of Public Works (DPW).
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 €93mil., while the actual cost - as stated - is around €60mil. 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 MCW 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 opinion 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 European 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 MCW fully endorses the guidance received from the State Aid
Control Commissioner, noting at the same time, 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 MCW and so the matter remains 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
MCW Control Department responsible for the secondary control of payments, monitors the implementation
of the agreements and the compliance with their provisions. Today, the investigation of possible criminal
offenses by specific companies of the Contractors, are underway and, inter alia, concern:
(i)

Incorrect - possibly – keeping of accounts so that money received by shareholders without them being
entitled to it, to appear differently in the accounts kept which are submitted for examination by the
State for the purpose of calculating the amount of Government Contribution to be paid.

(ii)

Possible invoicing for the supply of buses with fuel, without the supply taking place in order to increase
the cost and therefore the amount of Government Contribution. Already, for such a case, two directors
of a Contractor have been accused before the Court.

(iii)

Possible invoicing for work which did not take place in order to increase the amount of Government
Contribution.

(iv)

Possible invoicing so that the repair costs of private buses, to be shown as repairs of buses belonging
to a Contractor.

(v)

Possible fuel supply for the private cars of shareholders and / or other persons and charging the
companies of the Contractors so the cost to be covered by the State.

(vi)

Issue / presentation of two different invoices for the buses is purchase costs.

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 purchase of the 120 new busses by the Nicosia Contractor, the terms of the
tender invitation were restrictive (specifically the delivery time), resulting in reduced participation and the
increase of the 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 MCW announced a tender
for installation of a central system for all Contractors.
As it is clear from the correspondence of DRT with the Control Department of MCW, a Contractor violated
the terms of its contract, using buses - the rent, maintenance, driver and apparently fuel costs of which are
covered by the State under the contract - to run trips for his own benefit, in violation of the terms of his
contract and of the principles of competition protection. For this violation, a penalty amounting to €15.247
was imposed to him in May 2012 by the DRT, for the period July 2011 - March 2012.
Additionally, in another case, we noticed that the same Contractor above 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 in the time of use of the 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 that 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 at the House of

Representatives Transport Committee, which would allow the State to assign itself 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 situation of
transporting students with 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
taking any measures for their use or sale or even for 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.
Our Office has been informed of the intention of the Ministry to transfer the management of the contracts
from the DRT to the Ministry and considers it a measure in the right direction. It is also noted that, given the
conflict of interest of the Director of DRT, this may be the only option because of his special relationship with
an official of the 2 of the 6 Contractors, with a company with which he has financial dealings of a private
nature.

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 apply the intention of the Ministry to transfer the management of the contracts to the
administration of the Ministry.
• 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 companies in which they hold shares.

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 2013 was on average 2.2 minutes per flight, ie in
excess of the target of ,7 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 has
not been possible to be definitively resolved. The budget of the Department for 2012 and 2013 included 14

Air Traffic Controllers new posts, 5 new posts for Air Traffic Inspectors and one post for a Senior Air Traffic
Control Officer, which, however, have not been filled.

Recommendation: The Department of Civil Aviation to decide with the Ministry of Communications
and Works a scheme to reduce delays within an implementation timeframe. Since the Ministry of
Communications and Works 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.
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 the international air
aviation Organisations and the EU.
Recommendation: The Civil Aviation Department in cooperation with the Ministry of 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.

2.10.7 DEPARTMENT OF POSTAL SERVICES
Changing the institutional framework of the Department of Postal Services. The draft bill entitled “Law
providing for the Establishment and Operation of the Cyprus Post Offices and for the Transfer of the Business
and Property of the Department of Postal Services” prepared by the Ministry of Communications and Works
(MCW), was not forwarded to the Council of Ministers for approval, because there was not a positive
outcome in the consultations with the unions on staff matters.
In view of the fact that, with the liberalisation of the market from 1.1.2013, the need for the autonomy of
the Department has become more urgent, the MCW presented on 25.7.2014 a proposal to the Council of
Ministers with the suggestions to:
(i)

Assign to consultants the conduct of a study for the autonomy of the Department.

(ii)
Set up a technical committee (with representatives from the MCW, the Ministry of Finance and trade
unions) to examine the matters relating to the new Organisation, with emphasis on personnel matters.
The Council of Ministers approved the proposal at its meeting on 30.7.2014 and set a target to achieve the
autonomy of the Department by 1.1.2016.
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
make the task even more difficult.
Recommendation: The Department of Postal Services to formulate a plan for the compliance of the
quality of service with the Quality of Postal Services Directive of 2005 (R. 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) The referral of patients outside government hospitals is approved under the above Scheme which was
amended by the Council of Ministers with its Decision no. 74.144, dated 10.10.2012 and published in the
Official Gazette on 7.12.2012, cancelling the previous Scheme which was put into force in May 2009.
(b) Scheme’s Expenditure. The Scheme’s Expenditure for 2013 amounted to €31.202.849, compared to
€39.275.761 in 2012 and relate to costs for sending patients abroad, to medical centers in the private sector
in Cyprus, as well as expenditure on inviting doctors from abroad. Aimed at a more rational management of
the Scheme, as well as to better ensure and protect the rights of patients, the Ac. Director General of the
Ministry of Health has issued circulars to the relevant officers that regulate / determine the procedures to
be followed for specific issues
(i)
Expenditure for sending patients abroad. The expenditure as well as the number of patients sent
abroad in the years 2009-2013 were as follows:
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According to data held in the Integrated System of Administrative and Financial Reporting (FIMAS), the
expenditure of €14,3 mil. for 2013 concerns (a) payments which were carried out by the Embassies of Cyprus
abroad, which amounted to €13,1 mil. or 91.6% of the total expenditure (2012: €19,9 mil., 78.03%), (b)
payments to two companies representing Israeli hospitals in Cyprus amounting to €0,5 mil. or 3,5% (2012:
€3,8 m., 14.9%), (c) payments for subsequent financial assistance to patients treated abroad at their own
expense with approval either of the Health Minister or Ministers of Health and Finance amounting to €0.7

mil. or 4,9% (2012: €1,6 mil., 6.1%) and (d) various other costs amounting to €0.1 mil. or 0,7% (2012: €0,3 m.,
1.2%).
As shown in the above table, the expenditure on referrals of patients abroad, as well as the number of
referrals of patients significantly decreased in 2013 compared to 2012 by €11,2 mil. (44%) and 393 (29.4 %),
respectively. It is noted that, from August 2011 the patient referral process to state hospitals of European
countries (using the European form S2) was implemented, according to which the pricing of services is based
on the “closed consolidated medical expenses” of these countries, which are published in the Official Journal
of each member country.
It is noted that, in addition to the above costs in 2013, according to the relevant statements, there were
outstanding liabilities at 31.12.2013 amounting to €0.4 mil. (31.12.2012: €3 mil.), relating mainly to invoices
of two companies representing Israeli hospitals in Cyprus. These statements, however, do not include
outstanding liabilities that existed at Embassies on 31.12.2013. It is noted that the available funds on
31.12.2013 for this account were fully spent and therefore the amount of €0.4 mil. and any outstanding
amounts owed to Embassies, constitute, substantially, an excess to the budget.
(ii)

Cost of sending patients to medical centers in the private sector in Cyprus. The above expenses for
the years 2009-2013 were as follows:
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Untill 2011, no data was kept on the number of patients who were referred to the private sector.

It is noted that out of the Budget for 2013, invoices amounting to €4,6 mil, which were pending on
31.12.2012, were paid after an approval was obtained from the Ministry of Finance, by a Council of Ministers
decision.
In addition to the expenditure incurred and as per the outstanding liabilities statements at 31.12.2013, during
2013 further outstanding liabilities were created, obligations which until March 2014 amounted to
approximately €0.7 mil. (31.12.2012: €4,6 mil.) which were paid from the Budget of 2014. It is noted that the
available funds at 31.12.2013, on this account, amounted to only €0.1 mil. and therefore the amount of €0.6
mil. is substantially a budget excess.
The Ac. Director General of the Ministry of Health in her response in November 2014, reported that sending
patients to the private sector in Cyprus and abroad is a continuous and complex process and in no way stops
at 31/12 of each year and it is reasonable that approvals given for incidents towards the end of the year to
be paid from the budget of the next year.
Our Office considers however that, as has repeatedly been suggested in the past, with a view to better
monitoring of available funds and better planning, data should be kept regarding the obligations undertaken,
either by the conclusion of contracts or the patients referral to private hospitals.
(iii)

Expenditure for performing surgical and other operations in state hospitals by doctors from abroad.
The Ministry started in 2011 to make arrangements with doctors from abroad to carry out, in
cooperation with doctors of the state hospitals, surgical and other operations in state hospitals.
The relative expense for 2013 amounted to €1.025.617, compared to €715.238 in 2012, ie there was
an increase of €310.379 or 43.4%. Our Office commented as follows:
•

The conclusion of contracts with doctors invited from abroad, for few cases only, continued in
2013 and, even in the cases for which contracts have been concluded, the negotiated procedure
without publication was followed and with only one doctor, specifically, with the doctor with
whom there was already cooperation.

•

Payments in cases where relevant contracts were not concluded were made without the
production of invoices and receipts from the said doctors, while their pay, seems to have been
recommended by the Head of the Department in which the operations were carried out, with
no indication as to whether negotiations took place. As we were informed, the amount of pay
was set following oral negotiations by the Head of each clinic.

•

With reference to the above way of providing financial assistance, it does not seem that an
evaluation / cost / benefit study had been carried out.

To regulate the whole matter in the framework of legality and transparency, our Office noted that the
Ac. Director General of the Ministry of Health has recently arranged meetings involving all relevant
services of the Ministry, representatives of the Accountant General and our Office and also proceeded
to issue relevant circulars to the relevant officers of the Ministry of Health and public hospitals.
As we were informed by the Ac. Director General of the Ministry of Health, in 2014 the engagement of
specialist experts is made, where possible, upon the submission of a recommendation by the
Committee of Experts made up of three persons and the request of tenders which are awarded to the
lower tender price, a procedure which was adopted in cooperation with our Office. As we were also
informed, it is requested that the specialist experts submit original invoices / receipts to cover their
fees or of any other specified / approved costs (eg accommodation, air ticket).
He also noted that it has been requested from the Directors of Clinics at state hospitals to indicate

their needs for the engagement of specialist experts, which once collected, will be evaluated, in
cooperation with the Medical and Public Health Services, for taking decisions.
Recommendation: Given the competitive environment in the offer of medical services, our Office
indicated that the relevant legislation procedures should be followed in all cases, to ensure the
principle of transparency, as well as to ensure lower prices. This does not mean downgrading the
quality of services offered since, for the selection of contractors (doctors or medical centers), reliable
qualitative selection criteria can and should be set.
(c) Weaknesses in monitoring and controlling expenditure / Conclusion of agreements for the provision
of health services.
(i)

Sending patients abroad. Although in most cases the patients are sent abroad using the form S2
and charges are made according to the "closed consolidated medical expenses", in certain cases
patients are sent to foreign medical centers without agreements.
In these cases, the failure to conclude agreements makes it difficult to control the various
charges for the treatments offered, while the shortcomings / deficiencies in the keeping/
updating of the register of subsidised patients with the costs incurred for each patient,
constitute weaknesses in the monitoring of the expenditure of the Scheme.
The Ac. Director General of the Ministry of Health informed us that since 2014 tenders are
obtained for the requested treatment of patients sent abroad from three countries and that the
issue of concluding agreements will be studied accordingly, where necessary.
As regards the expenditure incurred by the Embassies, it is noted that the original payment
orders and invoices are not submitted to the Ministry of Health, but copies of them, resulting in
limitations in their monitoring and in risks of double payments.

(ii)

Sending patients to medical centers in Cyprus. Although, on several occasions, contracts were
concluded with medical centers in Cyprus, in some cases, the referral of patients to particular
private medical centers continued in 2013 without contracts to have been concluded with them,
such as for conducting cardiology and cardiac surgery, while there were cases where, the validity
of certain contracts had expired without concluding new ones in time, making it difficult to
control the various charges. It is characteristically mentioned that, with respect to expenditure
totaling approximately €8,2 mil. or 49% of total expenditure for cardiology and cardiac surgery
as well as orthopedic, neurosurgical and surgical procedures by doctors from abroad which were
conducted in 2013 in private medical centers in Cyprus, there were no contracts in force in the
year.
Since November 2010, negotiation committees were established for the services where there
were no previous agreements and in addition the financial aspect of the invoices in every case
is examined by the Departmental Committee for Variations and Claims (DCVC), but the process
does not contribute to the timely settlement of the debts owed to private hospitals. It is noted
that, since then, until December 2013, invoices totaling about €22.1 mil. (2013: €7,1 mil.) were
sent to the DCVC and then paid which shows the large volume of services provided without the
conclusion of relevant contracts.
With regard to payments for conducting cardiology and cardiac surgery, which amounted to
€6.461.482 in 2013 compared to €3.925.034 in 2012, our Office observed the following:

•

The signing of a contract for the purchase of such services is pending for several years, namely
from 31.3.2007, when the previous contract expired, while patients continue to be referred to
and payments are made on the basis of prices agreed previously and which the two medical
centers to which the patients are referred to accepted to adhere to until today.
Our Office, however, noted that the final cost of the cases regarding patients sent to the two
medical centers, in many cases, was higher than the cost which would result if it was based on
prices of the treatment packages agreed previously. Therefore, while theoretically the prices
offered by these medical centers are those in force for several years, they are actually much
higher because of the total charges that are made. This is due to the non entering into
agreements with these centers which would cover more cheaply the prolonged hospitalisation
of patients. A characteristic example is that of a patient who was referred to one of the two
centers for a treatment which provided for hospitalisation for 14 days but, finally, the patient
remained there for a further 101 days, resulting in the total cost for that patient to rise to
€172.469 .
As we were informed by the Ac. Director General of the Ministry of Health in her letter dated
15.10.2014, in an effort to increase the control exercised of the patients’ cases referred to the
private sector by the Ministry of Health, he has appointed supervisors, with terms of reference
to monitor the patients sent to the private sector at regular intervals, both for cardiac surgery
and for hospitalisation in Intensive Care Units and Increased Care Units.

•

In March 2014, the Ministry proceeded with great delay however to the procurement of a
competition for the provision of such services using the negotiation procedure without
publication, in accordance with Annex IIB of the Award of Public Procurement Contracts Law 12
(I) / 2006.
Meanwhile, until the conclusion of the contracts, the tender procedure of requesting draft
tenders in a sealed envelope should be applied, as per the circulars recently issued by the Ac.
Director General of the Ministry of Health to the competent officers.
The Ac. Director General of the Ministry of Health informed us that the Directory of Purchases
and Supplies, in the context of better planning and organisation of the Directory and of the
efficient management of public resources, has adopted the timely announcement of open
tenders, in the light of transparency and economies of scale in the majority of cases. Because,
however, of the complexity of specific competitions and unpredictable factors, as she said, there
are cases where the Directory of Purchases and Supplies is not able to meet the estimated
timetables that were set in the tender notice. As she also mentioned, for cardiology and cardiac
surgery, the Directory of Purchases and Supplies announced three competitions since 2011, of
which two have been canceled, while the third has been frozen pending the appeal to the
Reviewing Authority.

Recommendation: The Directory of Purchases and Supplies should implement timely procedures for
the announcement of tenders, since the delay ultimately works against the public interest.
(d) Undertaking by the Republic of part or all of the costs of the patients’ treatment. Pursuant to the
provisions of Regulation 12 (7) of the Scheme, “the Health and Finance Ministers may, in exceptional cases,
for reasons of public interest or for humanitarian reasons, permit the referral of a patient outside public

hospitals, abroad or the undertaking by the Republic of part or all of the diagnostic or treatment costs which
took place outside public hospitals.”
Under the above Regulation, an amount of €425.929 for 2013, compared to €744.747 in 2012, was granted
to patients treated abroad or in the private sector in Cyprus.
As it has been observed, in the approvals under which the Ministers of Health and Finance grant financial
assistance to patients regarding the costs of treatment which they have paid themselves, no reasons for
which the approvals are granted are mentioned and, therefore, whether these concern the public interest or
humanitarian reasons, so the provisions of the above Regulation for the granting of such approvals are not
met .

Recommendation: The invocation of public interest or humanitarian reasons must be adequately
justified in order that the necessary control and accountability for the decisions taken exists.
National Health Insurance Scheme (NHIS).
(a) Amendment to the 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. The amendment of the legislation
was necessary since 2007, but is still pending.
It noted that according to the revised Memorandum of Understanding in September 2014 between the
European Commission, by the European Stability Mechanism and the Republic of Cyprus, the final
amendment bill will be submitted to the House of Representatives by October 2014.
According to a Proposal submitted to the Council of Ministers dated 15.7.2014, which as we are informed
was approved on 16.7.1014, the Amendment Law will determine the restructuring of the Health Insurance
Organisation, clarifying its role its governance and its responsibilities, as well as 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.
(b) Schedule for the implementation of the NHIS. According to the original schedule 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 beginning of the
operation of the NHIS was postponed to mid-2015, while according to the revised Memorandum of
Understanding of May 2014, the GHS will be implemented 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 medical
specialties for hospital care and outpatient drugs (date of application 1.1.2016).

•

Phase C: Full implementation of the NHIS, which additionally will include all secondary and
tertiary health care services, laboratory and clinical examinations, hospital inpatient services 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 Proposal which, as noted above, was approved on 16.7.2014.

Recommendation: Our Office is concerned about the capability of compliance with the above time
schedules, given the serious reactions already shown to occur both from political parties and from
affected interested groups (eg employees) concerning the promoted bill. Without our Office
commenting in any way on policy issues, we consider necessary that the Ministry forms an action
plan for dealing with the developments and in order to reach the final implementation target within
the given timeframes.

(c) Priorities. Our Office notes that major projects necessary for the implementation of the NHIS, such as
the reorganisation / autonomy of state hospitals and the costing of health services, 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.
(i)

Restructuring of public hospitals. Regarding the restructuring 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 €10,4mil. 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.
The Reform Plan which, as mentioned above, was approved by the Council of Ministers on
16.7.2014, comprises, inter alia, provisions for restructuring, as well as for the autonomy of
public hospitals to enable them to withstand competition on the application of NHIS.

(ii)

Autonomy of public hospitals. In June 2004, the Council of Ministers, with the prime objective,
being the efficient and effective operation of public hospitals, 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 and which would
limit its flexibility.
In May 2012, the Council of Ministers, with its Decision no. 73.513, 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 in order to be able
to cope in a competitive environment.
In April 2013, the Council of Ministers with its Decision no. 74.991, dated 24.4.2013, approved
the creation of five health regions under which the state hospitals and the District Health Centers
would be subject to and authorised the Minister of Health to submit a comprehensive action

plan for their operational and organisational upgrading with an implementation timetable until
June 2015.
Meanwhile, in the May 2014 revised Memorandum of Understanding, a provision for the
autonomy of public hospitals and adoption of relevant legislation by November 2014, was
included.
As the Ac. Director General of the Ministry of Health informed us, the Council of Ministers with
its Decision on 10.9.2014 decided to cancel the Council of Ministers Decision no. 74.991, dated
24.4.2013 and to approve the basic principles on which the Ministry of Health, in collaboration
with the Legal Office of the Republic, will prepare a draft law for the autonomy of public
hospitals.
(iii)

Cost of provided health services. As mentioned in previous Reports of our Office, the costing of
the health services provided by public hospitals, which is considered necessary for the purpose
of the implementation of the NHIS, is pending. As we have been informed, the Ministry has
started collecting and processing financial and statistical information for carrying out the
relevant costing which is expected to be completed in late 2014.
It is noted that costing, notwithstanding of the implementation of the NHIS, is essential so that
the State knows what the cost of each service provided by state hospitals is, for the purpose of
accurately informing the administration, but also for comparison purposes in the case of buying
services from the private sector .

(d) Work for the implementation of which, the cooperation of other departments is required. According
to the minutes of a meeting held on July 5, 2013 under the chairmanship of the former Minister of Health, in
the presence of the Minister of Labour and Social Insurance and the former Director General of the Ministry
of Health, the former director of the Inland Revenue Department (IRD) and of representatives from the Social
Security Services (SSS), they reported 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 operate the contributions deductions and collection system due to lack of manpower and of financial
resources. In October 2013, the IRD and the SSS submitted to the Ministry of Health their needs for staff
required to cope with the obligations of 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 NHIS, these Departments will begin to prepare their computer systems after the enactment of the
relevant legislation, which should be completed in seven months.
Issue of medical cards / Absence of a control mechanism. The issue of medical cards is regulated by the
Government Medical Institutions and Services (Governance and Charges) Laws of 1978-2013, and on the
Government Medical Institutions and Services General Regulations of 2000-2013.
From 26.10.2012, publication date of the Citizen Service Centres Act of 2012 (L.140 (I) / 2012), the issuing of
medical cards by the Citizens Service Centres (CSC) began, excluding the medical cards of Turkish/Cypriots ,
third country nationals and asylum seekers, which are issued by the Ministry of Health. It is noted that, this
Law does not assign the exclusive power for approving or rejecting the issuance of medical cards from the
Minister of Health to the CSCs, but only entrusts to them the task of issuing them on behalf of the Ministry.
Also, with the Decision of the Council of Ministers No 76.360, dated 23.1.2014, the provision of services for
issuing medical cards and European health insurance cards by Post Offices, was approved.

Our Office noted that the Ministry of Health as responsible for issuing the above cards, does not adopt /
implement, to date, any control mechanism of the issuing process of medical cards by both the CSCs and the
Post Offices and by officers of the Ministry itself.

Recommendation: In order to ensure the issuing of medical cards to eligible persons, pursuant to the
Government Medical Institutions and Services General Regulations of the 2000-2013 and to avoid any
possible squandering of public money, the Department should take immediate steps to implement a
mechanism for control.

Cooperation between the Ministry of Health and the Cyprus Research Foundation for Muscular Dystrophy.
(a)

State subsidy.
(i)

The total government subsidy to the Foundation in the year 2013 amounted to €8.250.000,
compared to €8.422.608 in 2012 and it is analysed in the table below:
2013

2012

2011

€

€

€

Subsidy on the basis of the Budget of the Foundation

5.250.000

5.278.048

5.262.997

Subsidy for the support of the Research Infrastructure

3.000.000

3.144.560

2.525.996

Total

8.250.000

8.422.608

7.788.993

The amount of 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.
(ii) Allocation of medicines by the Pharmaceutical Services. Apart from the state subsidy, medicines,
the value of which amounted to €5.693.867 in 2013, compared to €5.659.010 in 2012, were
granted by the State to the Foundation.
(b) New Cooperation Agreement. On 26.11.2010, the new agreement between the Ministry of Health
(representing the Government) and the Foundation, as a replacement of the memorandum of cooperation
in force since 26.10.99, was entered into force. The new agreement defines their future cooperation and sets
out the method of the Budget funding of the Foundation by the Republic of Cyprus. Our Office in its Annual
Reports for the years 2011 and 2012, referred to the uncertainties identified in the provisions of that
Agreement, as well as to the shortcomings and weaknesses in the procedures preceding the signature, which
affect the cooperation between the Government and the Foundation and recommended that the Ministry
renegotiates the agreement with the Foundation. As we observed, no actions were taken to that end.
(c) Scope of services provided by the Foundation. The non-establishment of a system for the referral of
patients / laboratory analysis from public hospitals to the Foundation (eg definition of criteria by the Ministry
of the incidents, especially laboratory analysis referred to the Foundation and by which specialties of Medical
Officers may be referred to the Foundation) as well as the failure to carry out controls on the number of cases
referred, result in the Ministry not to be able to control the scope of services provided by the Foundation to
the Government.
The Ac. Director General of the Ministry of Health informed us that, in order to limit the cost of the purchase
of services by the Foundation, the following were decided:

•

The referral of patients to the Foundation for diagnostic tests will be made only by a specialist of
the Medical Services, including a justification of the need and with legible signature on the
referrals.

•

The state hospitals will maintain detailed records and will communicate monthly to the
Department of Medical and Public Health Services the referrals with the relevant cost estimate.

Recommendation: The Ministry should establish a system for the referral to the Foundation of patients
/ laboratory analysis.
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 €14.953.704, compared to €14.470.948 in 2012. An amount of €1.088.191 was also
paid for an installment of the loan amounting €14,18 mil., which was concluded by the Centre to meet the
Government's debt to the Centre pending on 31.12.2005, as well as an amount of €6.561.745 for its early
repayment, after an agreement of the Ministry of Finance with the Organisation with which the loan was
contracted.
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 €10.653.196 in 2013, compared to €13.177.371 in 2012, were granted by the
Pharmaceutical Services to the Center.
(c) Contribution of the State to pay the medical staff of the Centre. The salary and benefits of the medical
staff are included in the service contracts between the Centre and its doctors, while the contribution of the
State is determined by the relevant Ministry of Finance approvals and, any difference is covered by the
Medical Foundation of the Bank of Cyprus (MFBC).
Our Office noted that the payroll cost for a newly appointed General Practitioner in Oncology at the Oncology
Center which is assumed by the State, exceeds considerably the remuneration of an Oncologist Pathologist
appointed by the Medical Services for working in state hospitals. Specifically, the State bears the cost of a
salary equal to the top scale of A13, ie €71.359 per year, while the salary of a newly appointed Pathologist
Oncologist at state hospitals corresponds to the fourth step of the scale A11 reduced by 10%, ie it amounts
to around €44.304.
Our Office also noted that, up to 2013, the percentage which was assumed by the State for all medical
specialists, regarding the Centre's contribution cost to the Provident Fund amounted to 25% of the salary
covered by the State, while the cost of the Center’s contribution to the Provident Fund, amounts to only 10%
of their total earnings.
The Ac. Director General of the Ministry of Health informed us that, in the context of the Reforms promoted
in Healthcare, the Ministry of Health is planning to study issues relating to the Centre, such as the
administrative representation of the Government in the Commissioners, as well as the salary issues of
personnel and the academic and educational activity.

Recommendation: In view of the difficult financial position that our country is, the Ministry of Health
which bears considerable costs for the salaries of the staff of the Centre should undertake, 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.
(d) Cost of laboratory analysis by the Centre. Since 2002, such services are acquired from the same private
clinical laboratory. The expenditure for the last three years is as below:
2013
1.560.000

2012
€1.674.747

2011
€1.857.745

Because such expenditure under the agreement is born by the Government, the Ministry of Health was
considering the provision of these services by the Arch. Makarios Hospital III (AMH III).
According to the minutes of the meeting held on 14.2.2012 at the Ministry regarding this issue, all necessary
processes were to be completed and the AMH III would be able to serve the Centre as from February 2013.
However, as the Ministry alleged, because of the delay observed in the expansion of the integrated health
information system (IHIS) in AMH III, it was not able to provide such services. As a result, the Centre
proceeded to extend the contract with the private laboratory until December 2014. It is noted that the issue
has been pending before the issue of the implementation of the IHIS in AMH III arose.
The Ac. Director General of the Ministry of Health informed us that the potential coverage of the Centre
needs for laboratory tests will be studied in the context both of applying IHIS and of promoting the autonomy
of public hospitals.
Recommendation: In view of the recent decision of the Council of Ministers on 16.7.2014 for the
implementation of IHIS in all Government hospitals and Health Centers, the Ministry should consider
again the possibility of providing such services from the AMH III.

Strategy for cancer treatment in Cyprus. 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. The implementation of the strategy should be
monitored by preparing six-year action plans by the National Committee, beginning with the period 20102015.
The National Committee on Cancer, was appointed by the Decision of the Council of Ministers no. 70.949,
dated 1.9.2010 and in April 2012 prepared the first six-year action plan, which it appears is still at the
prioritisation and costing stage of its activities. As a result, the timetable for its implementation remains
pending.
With regard to the radiotherapy services, our Office by its letter dated 26.5.2014 to the Ac. Director General
of the Ministry of Health, 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 4 weeks and, therefore, the number of
Linear Accelerators should have been increased according to the population. The implementation of the two
Radiotherapy Centers which had been approved by the Council of Ministers Decision on 14.9.2011, was
suspended because, as we understand, of the difficult economic conditions experienced by our country.
However, as pointed out by our Office, there are modern methods for the implementation of such projects,
such as the Public Private Partnership, which does not burden the state budget or the public debt, which

could take the form of concession of the construction site of the Radiotherapy Center to the private investor
and its construction / operation by the private investor, who will recoup its investment through the provision
of (paid) radiotherapy services to the State.
As we were informed by the Ac. Director General of the Ministry of Health in November 2014, the Directorate
of Purchasing and Supply has launched the procedures for the purchase of services for the carrying out of a
study, with terms of reference the evaluation of radiotherapy services in Cyprus and to suggest measures for
their improvement. As she also informed us, if the study illustrates the need for construction of one or more
additional radiotherapy centers, these will be incorporated in the immediate plans of the Ministry of Health
within the framework of promoting development projects in collaboration with the public-private sector.
Recommendation: To promote a credible scientific study with terms of reference the evaluation of the
radiotherapy services in Cyprus and to suggest measures for their improvement. Subsequently, to take
decisions and to set a clear timetable for their implementation.

Providing quality medical services to patients. Our Office repeatedly points out that the lack of a control
system for providing medical services to patients (medical audit), does not allow the 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 with 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, in December 2013, the
Ministry proceeded, with great delay, in setting up the Monitoring and Information Committee whose main
task will be to check as to whether the prescription of medicines is in line with the restrictions and treatment
protocols. It is noted that he recommendation of the Committee was approved by the Council of Ministers
Decision no. 65.053, dated 14.2.2007.
However, as we were informed by the Ac. Director General of the Ministry of Health, this Committee met
only once, when operational problems arose and, as a result, it was decided that its tasks and responsibilities
are undertaken by the Internal Audit Service of the Ministry.
Recommendation: To determine an action plan and set deadlines for the introduction of a medical
services control system for the provision of services to patients (medical audit).

2.11.1 MEDICAL AND PUBLIC HEALTH SERVICES
General issues of hospitals.
(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.
(b) Arrears of revenue
(i)

The arrears of revenue of hospitals, which relate to inpatient hospital charges, amounted to
€21.227.175 at 31.12.2013, compared to €19.544.251 at 31.12.2012, of which an amount of
€2.690.109 or a percentage of 12.7% are medical expenses for 2013, and an amount of
€18.537.066 or a percentage of 87.3% are medical expenses for previous years. The following
table details the arrears of revenue for each hospital.
Arrears of Revenue (€)
Hospitals
31.12.2013

31.12.2012

Nicosia General Hospital

6.056.798

5.357.921

Limassol Hospital

9.130.556

8.753.331

Larnaca Hospital

2.090.121

2.127.942

Paphos Hospital

1.880.577

1.694.473

Archibishop Makarios III Hospital

1.526.795

1.147.089

521.264

458.798

6.094

4.697

Famagusta Hospital
Kyperounda Hospital
Polis Chrysochous Hospital
Total amount

14.970
21.227.175

19.544.251

(ii) Collection measures. Our Office observed that 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.
It is characteristically stated that no reminder letters to patients of the General Hospital who
were treated the years 2011, 2012 and 2013 have yet been sent and, consequently, a significant
delay is observed in the promotion of arrears to the Law Office, for filing law suits. Specifically,
in December 2013, statements of arrears for the period from 2004 to 2010 were submitted to
the Attorney General with substantial delay for legal measures to be taken.
It is noted that, if law suits are not filed in time, depending on the time during which the basis
of the law suit had been completed, these amounts may not be claimed judicially, under the
deadlines set out in the Limitations of Actionable Rights Laws of 2012 to ( No. 2) of 2013.

Recommendation: Medical Services should issue directives to hospitals indicating that they should take
timely appropriate measures for the collection of unpaid medical expenses, so that they are effective.
Targets and timetables should be set.

(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.
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
they obtain health care insurance, the necessary steps to be taken for recovering the amounts
due covered by their insurance policies.
It is noted that, in a meeting held on 1.12.2010, with representatives from all relevant Services
dealing with the problem regarding the health care of third countries, it was shown that the
insurance schemes of foreigners are limited, both in regard to the coverage amount and in
diseases covered. Despite the fact that the whole issue was, until May 2012, subject to
subsequent meetings, it is still pending.
Recommendation: Our Office recommended the review of the matter in cooperation with all relevant
services and the taking of immediate concrete decisions, as regards the handling of these patients.
(iv)

Non payment of fees by patients who leave the hospital. In some cases, although patients are
discharged during working hours, as we were informed, they leave the hospital without paying
at the Accounts Office.

Recommendation: Medical Services should establish a specific procedure in order to ensure the
settlement of debts from patients before their discharge (eg patients to be accompanied to the Accounts
Office by hospital staff).

The Ac. Director of Medical Services informed us in October 2014, that she will proceed to the
implementation of the recommendations of our Office regarding the arrears of medical expenses.

(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 are applied only by the clerical
and hourly staff of hospitals.
It is relatively noted that from on-site inspections of the underground parking space of the Nicosia Hospital
(basement -1 used mainly by medical personnel) by officers of our Office it was observed that the number of
parked vehicles between the hours of 14:15 - 14:40, was obviously reduced, compared to the number of
vehicles between the hours of 10:00 a.m. - 11 a.m., which may indicate that staff leaves work before the
scheduled time.
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 non compliance to the
working hours schedule by medical personnel.
Recommendation: The issue is pending for a long time and appropriate corrective measures (eg
compliance with working hours and use of the card and installation of an electronic recording system of
the arrival and departure time of staff, where there isn’t one) should be taken immediately.

(d)

Overtime allowances for medical, nursing and other personnel.
(i)

Overtime expenses. The amount spent in 2013 for shift allowances mainly paid to nurses and
overtime paid to medical staff on the basis of the on call system, amounted to €22.103.297,
compared to €26.262.673 in 2012, representing a decrease of €4.159.376 or 15,8%.

(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.
The Ministry of Health, has occasionally received many complaints about possible exploitation
of the system by Medical Officers, but has not concluded that a disciplinary offense has been
committed, even after carrying out a relevant investigation. Paragraph (v) below is relative.

(iii)

Weakness in confirming overtime work. As mentioned above, our Office noted that medical
staff continues not to apply the provisions of the Public Administration and Personnel
Department governing the control of timekeeping of the public service (arrival and departure
time of employees at work). The failure to comply with these provisions does not facilitate the
audit of the overtime of medical personnel.

(iv)

Submission of requests for compensation of a large number of hours of overtime. There are
cases where doctors make a request for overtime compensation (form Med. 4) for a number of
hours, in some cases reaching up to 11 hours of actual work, thus large amounts of overtime
compensation is paid to them. Apart from the financial aspect of the matter, pursuant to the
Organisation of Working Time Laws of 2002 to 2007, which were adopted based on a relevant
European Directive, the minimum daily rest period of 11 consecutive hours in a period of 24
hours has been set.

(v)

Disciplinary investigation for potential disciplinary misconduct. Following a complaint by the
former Director of Surgery of Limassol Hospital Clinic that two Medical Officers were possibly
conducting medical surgeries and other medical procedures for incidents which were not urgent
after working hours, claiming overtime compensation, the former Director General of the
Ministry of Health ordered an administrative inquiry for the examination of the complaint. The
findings of the inquiry revealed that possibly various medical procedures that may not have been
urgent were carried out by Medical Officers after working hours, demanding overtime
compensation. Based on the findings of the investigation in July 2011, an investigating officer
was appointed on 18.10.2011 by the Council of Ministers to investigate the possible
commitment of disciplinary offenses by those Medical Officers. On the recommendation of the
investigating officer, on 14.12.2011 the former Attorney General in his letter to the former
Minister of Health recommended the suspension of the investigation and the assignment of the
investigation to the Police or the appointment of criminal investigators to examine whether
there is a commitment of criminal offenses.
Finally, the Council of Ministers, in its meeting dated 9.3.2012, decided, on a Proposal by the
former Minister of Health, to interrupt the investigation and to carry out again an administrative
investigation to examine generally the management of the overtime of Medical Officers of
Limassol General Hospital. In May 2012, the investigating officer, recommended in his report,
the adoption of the on-call system, the strengthening of the internal control system and the
computerisation of overtime calculations.
Our Office in its annual report for 2012 noted that, there had not been any finding for the initial
complaint concerning specific cases. Following a discussion of this issue at the Parliamentary
Committee on Public Expenditure Monitoring and Control of Development Projects on 3.6.2014,
the Minister of Health, after reviewing the matter, held that, because of the nature of the
potential wrongdoings which relates to financial benefits, overtime compensation, etc., a new
disciplinary investigation should be carried out. As a result, the Council of Ministers with its
Decision on 7.2.2014 decided the assignment of that investigation to the Director General of the
Directorate General for European Programmes, Coordination and Development.

(vi)

Re evaluation of the current overtime compensation scheme. Our Office had repeatedly
suggested that, in view of the high overtime costs, the particular nature of overtime work in
various departments of hospitals, as well as the fact that the data on the basis of which the
agreement was reached with the trade unions of the medical staff in 2001, has been changed,
the current overtime compensation scheme should be re-evaluated by the Medical Services. It
is noted that the current system was implemented in 1986, was revised in 2001, and since then
it had not been revised.
It is also noted that a provision for the review of the overtime system is included in the
Memorandum of Understanding, which, according to the revised Memorandum of December
2013, should have been adopted by the first quarter of 2014. In July 2013, the Ministry, after
studying all issues with the unions of government doctors, decided the preparation of a revised
compensation scheme for medical staff during non-working hours, which was submitted to the
Public Administration and personnel Department in a letter dated 22.1.2014. The revised
compensation scheme is based on a lump compensation per Specialty Group. Until the
preparation of this Report, the response of the Public Administration and Personnel Department
was pending, while consultations continue and medical personnel continues to be compensated
under the existing scheme.

(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 to 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.

Recommendation: Our Office recommended again that, until the completion of the computerisation, at
least where consumable items whose value is significant is concerned, records of their receipts and issues
of to patients are kept for monitoring and control purposes.
(f) Waiting time of patients for medical examination. According to data kept in hospitals, the waiting time
of patients for certain operations and for medical examinations is high, as indicatively stated below
•

For certain surgeries, especially surgeries for knee and hip replacement, the waiting time is a few
years, while for outpatient examination by specialist physicians such as gastroenterologist,
cardiologist, ophthalmologist, the required time is of several months.

•

Several months of waiting are also required for the conduct of an electromyogram and for an
osteoporosis examination.

As we were informed by the Ac. Director of Medical Services in October 2014, for the purpose of effectively
reducing the waiting lists for surgical specialties that present the longest waiting time, the Ministry of Health
will soon announce a tender for the purchase of services from the private sector with the method of
copayments.
Supply of consumables.
(a) Budget Execution. The relevant expenditure during the years 2011 - 2013, compared with the budgeted
amounts were as follows:
Budget

Expenditure

Unspent amount

€

€

€

2013

34.518.345

34.481.797

36.548

2012

32.446.250

32.445.999

251

2011

33.342.000

33.293.866

48.134

Year

In addition to the expenditure incurred in 2013, according to the latest available outstanding liabilities
statements at 31.12.2013, liabilities amounting to €3.648.769 were created and paid from the Budget for
2014, upon the approval of the Ministry of Finance.
(b)
Operational problems. There are still operational problems concerning the management of
consumables, mainly due to the incomplete implementation of computerised systems.
Several consumables that are of significant value, are delivered and stored directly in the various wards of
hospitals, without them being recorded in the computerised registers so as to facilitate the required control
and monitoring, with all risks of loss and damage to the State, an issue which, as repeatedly stated in relevant
Reports of our Office, is considered serious and should be resolved as soon as possible. As we were informed,
the computerisation of all hospital stores has been completed, but the computerisation of the stocks held in
the wards is still pending.
It is indicative that in the Invasive Cardiology Laboratory, quantities were found again of expired supplies of
various specialties, the registration of which and the calculation of their value is pending.

Recommendation: Medical Services should take immediate steps to fully exploit the computerised
system as quickly as possible since the cost of consumables relates to significant amounts and the
exercise of effective control is imperative.
Archbishop Makarios III Hospital.
Register of laboratory analysis. The maintenance of the computerised laboratory analysis register, which
included, inter alia, information regarding the class of patients and the number of the receipt in the case of
paying patients, was terminated since August 2010.
Recommendation: For control purposes and monitoring the collection of the fees for laboratory tests
from pay patients, steps should be taken by the hospital to maintain this register.
Urban and rural Health Centers of Nicosia District. The audit verification of the correctness of the receipts
of the Nicosia Urban and Rural Health Centres, as well as their promotion for inclusion in the governmental
accounts was assigned since 2008 to Arch. Makarios III Hospital.
Our Office noted that in recent years there have been no surprise inspections of the Centers’ receipts,
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 per year, with notification of
the results to the Accountant General and Auditor General. Conducting surprise / periodic inspections is
deemed necessary both for anticipating potential problems, as well as for providing any assistance or support
where needed.
It is noted that from surprise audits carried out by our Office in the Urban Health Centers of Engomi,
Lakatamia, and Aglantzia, serious deficiencies / shortcomings were observed regarding the procedures
followed as regards the handling of cash, the main ones of which were submitted to Medical Services.

Recommendation: The 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.

Tenders.
Tender no. G.T.119 / 14 for the purchase of services for six (6) cardiac surgeries in the General Hospital
under the accelerated procedure. In May 2014, the Director of the Heart, Vascular and Thoracic Surgical
Clinic, (HVTSC) of Nicosia General Hospital (NGH), sought the permission of the Ac. Director General of the
Ministry of Health to invite two doctors from a Hospital in Athens to operate 6 specific patients. The surgeries
would take place at the NGH, at a cost of €3.000 per incident, plus supplies that may be required, living
expenses and the airfare for the two doctors.
Because the above process of direct award to specific doctors suggested by the Director of HVTSC, did not
comply with the provisions of the law, in a meeting held on the issue of inviting doctors in June 2014, chaired
by the Ac. Director General of the Ministry, our Office took the view that, for the invitation of doctors, tenders

should be announced, following the procedures established by the legislation. It is noted that, as reported
by the Ac. Director General of the Ministry, during the above meeting, one of the aforementioned doctors
had been invited for a total of 10 different cases from July 2012 until the day of the meeting, and operated
for 54 cases, at a cost of €201,000.
The Competent Authority of Public Procurement agreed with the views of our Office.
In view of the above, in June 2014, the Directorate of Purchasing and Supply (DPS) of the Ministry of Health,
requested tenders from four economic operators (including the aforementioned doctor) for the purchase of
services for the six (6) cardiac surgery, using the accelerated procedures, at an estimated cost of €18,000 +
VAT.
In July 2014, the contract with the successful tenderer, who was the only one who had bid, (who was not
the doctor who had been invited in the past) had been signed for the amount of €9,000 + VAT. The Director
of HVTSC was appointed as the coordinator of the contract.
In July 2014, from an investigation of the whole process by our Office, the following were observed:
After the award, eight doctors of the HVTSC and two officers of Extracorporeal Circulation of the NGH, sent
a letter to the Ac. Director General of the Ministry, with which they declared full competence for handling
the six cases and informed her that they had already performed - successfully - 2 out of the 6 cases because
of worsening symptoms. Further, they stated that if it was not possible to invite the doctor who had been
invited in the past and as part of continuing education, the HVTSC did not need the purchase of services from
anyone and, therefore, invited the Ministry to revoke the award of the contract to the successful tenderer.
With the above letter the following important questions are raised:
(i)

With what criteria was it decided to invite the two doctors to conduct surgeries to 6 specific patients
and why it was, then, decided to conduct the two surgeries by doctors who had previously requested
the invitation of doctors.

(ii)

For what reasons was the invitation of the two doctors who were previously invited from abroad the
only acceptable one while the Contractor of the contract, which was cheaper by 50%, was not
acceptable, while other similar cases were referred to the Clinic and, therefore, there was no question
of suitability / capability.

In July 2014, the Ministry requested the approval of the Central Commission of Variations and Claims (CCVC),
so that the remaining 4 cases are referred to the Clinic of the Contractor for the performance of the
operations, with payment - in addition to the amount of €1,500 + VAT – of the accommodation costs and
consumables. On the preliminary approval of CCVC - because of urgency - the two cases were referred, while
the remaining two, it was decided to be referred later.
From the above facts, it is shown that the handling of the six cases was not the appropriate, possibly exposing
patients to further risks and, therefore, we expressed the view that measures must be taken by the
Directorate of the Ministry, to avoid similar problems in future.
Purchase of Services from the Private Sector for Health Care – Invitation of Expert Doctors at Makarios
Hospital. Memorandum of Understanding with a Privatel Pediatric Surgeon. In October 2014, after
consideration of the data / documents of the Files kept in the Ministry on the purchasing of services and the
invitation of a private Pediatric Surgeon at Makarios Hospital, we observed the following:
(a) Memorandum of Understanding – Cooperation. In March 2012, a Memorandum of Understanding Cooperation between the Ministry of Health and a private Pediatric Surgeon was signed for a period of one
year. In August 2013, ie about 5 months after the expiration date of the Memorandum, the competent officer

of the Ministry asked the Directorate of Purchasing and Supply (DPS), to make the necessary steps in order
to sign a new contract with the said Pediatric Surgeon. DPS informed the competent officer in September
2013 that, in accordance with the Law on Public Procurement the tendering process for the purchase of such
services should be followed and the award of the contract to be to the lowest – meeting the terms /
specifications - tenderer. In view of the above, the competent officer, with a note dated 5.9.2013 informed
the former Minister of Health of the DPS’s opinion, recommending the renewal of the Memorandum’s
period. The former Minister - contrary to the DPS opinion - approved on 6.9.2013 the signing of a new
Memorandum with effect from 1.9.2013 to 1.9.2015 in order to continue the cooperation of the Ministry
with that Pediatric Surgeon.
With the above Memorandum of Understanding, the approved procedure provided in the Financial
Assistance Scheme for Health Services not provided by public hospitals and, according to which, for the
referral of a patient and / or the invitation of a physician a relevant decision of the Medical Board is required,
had been in effect bypassed.
For the remuneration of the private Pediatric Surgeon, an ex-post approval from the former Director General
of the Ministry of Health was obtained, at the written acknowledgment of the Director of Pediatric Surgery
Clinic of the Makarios Hospital, regarding the performance of the operations and the accuracy of the charges.
In a letter in May 2014, the Executive Medical Director of the Makarios Hospital informed the Clinical
Directors and Managers of Departments of the Hospital that he decided the establishment of a Committee
for the Approval of the Invitation of Specialists for Specialised Operations at Makarios Hospital. In July 2014,
the Ac. Director of Medical and Public Health Services informed the Executive Medical Director that the
recommendation of the aforementioned Committee did not comply with the provisions of the Financial
Assistance Scheme for Health Services not provided by public hospitals and urged him to comply with those
provisions.
(b) Surgeries performed - Remuneration of the private Pediatric Surgeon. Since March 2012, when the
Memorandum was put into effect, the said Pediatric Surgeon had carried out 153 surgeries and 61
examinations to patients during 25 visits to Cyprus, with a total remuneration of €413.315, (the amount of
€339.795 had already been paid, while the payment of invoices for operations that had been carried out
during the period March 2014 to August 2014, the total of which amounted to €73.520) was pending.
The above amounts included the amount of approximately €5.195 which covered travel expenses abroad,
but did not include the cost of air tickets and accommodation costs and travel expenses during his stay in
Cyprus, which were covered by the Ministry of Health. For the said expenses, the amount of €21,000 which
covered only the 11 of the 25 flights of the 25 visits, had been paid until the date of the audit.
In view of the above, we informed the Ac. Director General of the Ministry in October 2014 of the following:
(i)

The Memorandum of Understanding concluded with the private Pediatric Surgeon does not
comply with the provisions of the Public Procurement Law nor with the procedure provided in
the Financial Assistance Scheme for Health Services not provided by public hospitals.

(ii)

Since 1.3.2013 when the Memorandum with the private Pediatric Surgeon ended, until 1.9.2013
when the new Memorandum was signed, he had carried out 32 operations and 13 examinations
at a total cost of €87.270, without the existence of any contract. However, his payment had been
authorised / approved.

(iii) Not all the necessary information was recorded on the invoices submitted by the private Pediatric
Surgeon which were approved for payment by the Director of the Paediatric Surgery Clinic in the
year 2012. Specifically, only the type of surgery and its cost was recorded, without recording the

date on which it had been carried out, the patient's name and details of the operation. The
reports of the doctors attending the patients, the referral, the report / decision of the Medical
Board for their reference and / orny data to record the outcome of the surgery and the patient's
condition were not contained in the relevant Files of the Ministry.
(iv)

Patients on which surgeries / examinations were conducted by the private pediatric surgeon
owners, had not been referred to the Committee of Specialists Pediatric Surgeons (Medical
Board), which was the competent body to examine / assess the severity of each patient's
condition and decide the type of surgery to be conducted and / or treatment that would be
followed and whether this could not be provided by the doctors of the public, necessitating the
invitation of the said private Pediatric Surgeon - as provided in the Memorandum - or another
private doctor, as provided by the Financial Relief Scheme for Health Services not provided by
public hospitals.

(v)

According to notes / letters of a private doctor (member of the Medical Board) and of doctors
of the Pediatric Surgery Clinic, many of the operations that had been made by the private
Pediatric Surgeon could routinely be carried out by any Pediatric Surgeon and similar operations
were performed previously in the Clinic of the Makarios Hospital with absolute success. Also,
according to the minutes of the meeting of the Special Committee on Pediatric Surgery (Medical
Board) in July 2014, two doctors / members of the Committee quoted findings for patients who
were operated by that individual, without themselves having first examined the patients,
preoperatively. Moreover, one of the two aforementioned doctors, in a letter in July 2014 had
stated that the incidents were referred by the private Pediatric Surgeon himself, without the
doctors and the Director of the Pediatric Surgery Clinic to know about these incidents.

In view of the above, we recommended that an investigation is carried out to establish responsibility, as to
the following:
(a) The engagement of the private Pediatric Surgeon, bypassing the established procedure (Special
Committee – Medical Board).
(b) The establishment of another / different committee by the Executive Medical Director of the Makarios
Hospital, its role and responsibilities and whether its operation substituted the Special Committee.
(c) Whether the private Pediatric Surgeon referred his own patients (practicing private medicine) for surgery
at the Makarios Hospital, which he was then conducting himself and the cost / fee was paid to him by the
Ministry of Health.
(d) Whether all the operations and examinations carried out by the Pediatric Surgeon, could not be carried
out by public doctors and whether, as a result, it was justified to invite him.
(e)
The approval / authorisation of payment of his invoices, without a contract (for a while) and without
complying with the appropriate procedures and / or without enclosing the necessary information.
As we were informed by the Ac. Director General of the Ministry in November 2014, the competent authority
of the Ministry has ordered an investigation into the above, which is expected to be completed soon.
Service Contracts for hospitalisation of patients in Intensive Care Units and Increased Care. In February
2014, following a complaint of a private clinic our office requested from the Director General of the Ministry
- for audit purposes - data / information on the number of cases that had been referred to every private
hospital and the amount paid to each of them for the hospitalisation of patients during the years 2011, 2012
and 2013. In May 2014, the Ac. Director General of the Ministry informed us – inter alia - that the Ministry of
Health has signed contracts with four private hospitals for the provision of these services, at a cost of €1.190

per day for the Intensive Care Unit (ICU) and €490 per day for the Increased Care Unit (ICU), which expired
in August 2014. The decision to refer the patients to the above private hospitals, was being taken by the
Director of the ICU, when 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 Purchasing and Supply
of the Ministry, the references 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 had submitted the complaint, was the hospital D.
In view of the above, in May and in July 2014, we requested the Ac. Director General of the Ministry to inform
us about the criteria according to which patients were referred to private hospitals, as part of the reported
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 was minimal and the number of cases which were referred
to the above private hospitals - in detail for each one - and the associated costs for each incident, since the
start of the contract.
In September 2014, the Ac. Director General of the Ministry, attached a letter from the Director of the ICU
of the NGH, in response to our letters. From the contents of the above letter and further investigation, we
observed the following:
(a) According to the letter of the Director of the ICU of the NGH, the non-referral of patients to the
complainant private hospital, was due to the systematic and total violation of specific terms of the contract,
namely the non-participation of the declared intensive care doctor, as well as to the luck of trust, which was
expected to have existed as to the capacity of the medical center to hospitalise multidimensional cases of
ICU.
(b) This private hospital, with a letter from its lawyer, rejected the allegations of the Director of the ICU of
the NGH, noting that under no circumstances - during the contract – was a letter sent by the Ministry of
Health for breach of any term of the contract on its part. Therefore, it considered that the Ministry of Health
violated the contract between them and, therefore, it would claim damages suffered, which it estimated at
€706.830.
In view of the above and because our Office - after preliminary investigation - was of the opinion that the
claims of the above private hospital may be valid, without this meaning that we agree with its claims, we
have recommended, because of the seriousness of the issue, to conduct an investigation to determine the
facts and to attribute responsibility for the way the contract was managed.
In October 2014, the Minister of Health, 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.

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). He also
suggested that the issue that resulted from the above report in relation to a significant letter which was
related to the renewal of the proper performance guarantee of which it had been identified that three copies
with different dates / handwritten notes, existed.
In February 2014, the former Minister of Health 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).
In view of the above, we expressed the view that the facts should be assessed by herself and especially the
contrast which was observed on allegations of the involved officers, as well as the fact of the letter with the
3 different copies and to decide whether to proceed in conducting a disciplinary investigation. We also
indicated that, based on the 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.
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 coordinator of the contract.
The Director General of the Ministry of Labour, Welfare and Social Security was appointed as investigating
officer. Until the day of preparation of this report, the disciplinary investigation was ongoing.

2.11.2 PHARMACEUTICAL SERVICES
Expenditure for pharmaceutical supplies. The expenditure of the public sector for pharmaceutical supplies
for the past seven years, are presented in the following graph.
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In order to restraint expenditure for the purchase of pharmaceutical supplies, the new Director of
Pharmaceutical Services, on undertaking his duties in December 2013, informed us that he has taken a
number of measures and actions. Some of the measures taken relate to the creation of a software system
and the creation of a task force for monitoring and control of the Budget, the reestablishment of the Division
of Clinical Pharmacy with officers proficient in Clinical Pharmacy and Health Economics, the preparation of
10 new protocols, the holding of meetings with Managers of Clinics of public hospitals, pointing out to them
that, when prescribing medicines to patients, they should avoid polypharmacy or wastage etc.
(a) The total of purchases for 2013, according to data kept in the computerised system of Central Stores,
was made from 89 companies, 20 of which have supplied medicines worth €81.6 mil. or 75,1% of the total
(2012: 93 suppliers, with 20 to have supplied medicines worth €82.2 mil. or 78.6%).
(b) High-cost medicines. An amount of €41.5 mil. or 38.2% of total expenditure for 2013 (2012: €36,4 mil.,
34.8%, respectively) relates to 25 out of about 1500 medicines purchased and owned by classes of
immunoglobulins, medicines for cancer, nervous system, thalassemia, rheumatoid arthritis, diabetes,
respiratory system, as well as antibacterial agents. It is noted that these medicines include medical oxygen.
It was observed that, in many cases, in tender competitions announced by the Pharmaceutical Services for
the supply of medicines, only a single economic entity takes part and therefore the prices of these medicines,
instead of being the product of a healthy competition (which is the purpose of a competition) they are arrived
at under a monopoly regime. The lack of competition is due to the fact that these medicines are mainly
original medicines which are protected by a patent and, therefore, the introduction of generic medicines, for
competition purposes is not allowed. It is noted that, when the original medicines enter the market, are
normally protected by a ten-year exclusive rights period, which may be extended for a further period of five
years, resulting in monopoly conditions, for long periods. It is stated that, in accordance with the
Pharmaceutical Services data:
•

The expenditure of the original patented medicines amounted to €43 mil. (40%).

•

The cost of the original medicines not covered by patent, amounted to €36.9 mil. (34%).

•

The cost of the generic medicines was estimated at around €22 mil. (20%).

In order to address the monopoly cases, our Office recommended in the past to study/ examine in advance
and in depth whether other medicines / medical therapies with the same therapeutic effect are available in
the market, so that competitions among equivalent therapeutic medicines are advertised promptly, after
securing an approval from the Medicines Committee and / or determining of an administration protocol. As
it has been established, where the above method (32 open procedures) has been applied, very favorable
prices have been achieved, because of the competition which has been developed. Where this is not possible
and the monopoly is inevitable, our Office recommended that the evaluation committees conducts an

adequate investigation to assess the reasonableness of the price of the only tender, comparing the prices of
these medicines with the prices in Greece and other countries and the results of the investigation to be
included in the evaluation reports submitted to the Tender Board, so that it has before it all the evidence
when it takes decisions. This recommendation of our Office has been adopted, both in the case of
competitions with negotiations involving only one economic operator, as well as in open competitions, for
which the reasonableness of the price of the cheapest tender is checked.
(c)
Control and Information Committee. The Council of Ministers decided on 14.2.2007 to establish a
special body, the Control and Information Committee, to control the level of compliance (prescription,
compliance with the restrictions and administration of the treatment protocols) and for updating the
Medicines Committee. Although this body was regarded as a key parameter in the success of the work of the
Medicines Committee, its composition was, until December 2013, pending. In December 2013, the Ministry
proceeded with the formation of this committee, which, however, held only one meeting, during which
functionality problems were observed. According to a Proposal submitted to the Council of Ministers on
10.10.2014 and approved, as we were informed, on 29.10.2014, the work and responsibilities of this
Committee, became part of the Control Unit of the Ministry of Health.
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 started to be installed in
Pharmaceutical Services 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 and, as a result, it is difficult to monitor the consumption of medicines
and the level of stocks by the Pharmaceutical Services. It is noted that the consumption of medicines in those
Pharmacies amounted in 2013 to €43.8 mil. ie 41.7% of total consumption. Therefore, our Office believes
that the purpose of computerisation has not yet been achieved to a large extent.
As we were informed by the Director of Pharmaceutical Services, the non-installation of these systems in
time, is mainly due to the fact that, with the implementation of the NHIS, the pharmacies of hospitals and
health centers will not be serving outpatients as from 1.1.2016 and, as a result, the issue is still pending until
the taking of final decisions by the Ministry of Health.
Procedure for controlling the prices of pharmaceutical products circulating in the private sector. A detailed
report on the findings resulting from our Office audits, is made in our Annual Reports for the years 2011 and
2012. The main observations are the following:
(a) Legislative framework. According to the provisions of Chapter III of the Medicines for Human Use
(Quality Control, Supply and Prices) Law no. 70 (I) of 2001 as thereafter amended, pharmaceutical products,
whether these are made available through the private sector or through the national health system or other
government health care plan, are considered controlled supplies with regard to their selling prices. The
Minister of Health, is responsible - under the provisions of Article 88 of the Law - to decide on a decrease /
increase of the maximum wholesale or retail price at which pharmaceuticals may be sold, either on the
application by the holder of the marketing license of the product and after obtaining the advisory opinion of
the Medicines Price Control Committee (MPCC), or automatically, by Order published in the Official Gazette
of the Republic.
The MPCC was established under the provisions of Article 87 (1) of the Law, according to which members
are appointed by the Council of Ministers, and consists of two officers of the Pharmaceutical Services, one

officer of the Ministry of Finance, one officer of the Ministry of Energy, Trade, Industry and Tourism, one
private pharmacist, representative of the Pancyprian Pharmaceutical Association, one representative of
pharmaceutical products importers, one representative from the pharmaceutical manufacturers, one
representative of the Consumers' Association and one representative of the patient associations.
The duties and responsibilities of MPCC - in accordance with the provisions of Article 87 (4) of the Law - is to
advise the Minister of Health on all matters relating to price control ex officio, or upon a request by the
Minister for this.
Our Office with its letter dated 9.5.2012 to the then Minister of Health recommended the amendment of the
composition of MPCC, so members do not have a direct interest in the matters under consideration,
according to the established principle of administrative law. The representatives of interested parties
(importers, manufacturers, pharmacists) can, as mentioned, be invited to the meetings of MPCC at which
matters that concern them are discussed and outline their views, without them participating in decisionmaking.
Also, with our letter dated 30.6.2014 to the Minister of Health, we expressed our agreement regarding the
recommendation of the Director of Pharmaceutical Services, which was submitted to the Minister of Health
on 4.6.2014, to directly promote the amendment of Article 87 (I) of 2001 of the Pharmaceutical Products for
Human Use (Quality Control, Supply and Prices) Law no. 70 (I), so that the members of MPCC can only come
from the public / semi-public sector. We also pointed out that no participation of those who have a direct
interest (importers, manufacturers, pharmacists) in the Committee, the role of which is to advise the
Minister of Health on any matter relating to the price control, automatically or following a reference to it by
the Minister, is indicated, especially if public officials constitute the minority.
Until the preparation of this report, it does not appear that any action has been taken to modify the
composition of the MPCC.
(b) Pricing policy. The basic provisions of the pricing system applied today, have been adopted by the
Council of Ministers Decision dated 9.12.2004, and were taken after evaluation of the four scenarios that
were included in the study prepared by the London School of Economics (LSE) and the selection of one of
them. The new pricing policy came into force on 1.3.2005. Under the new system (mechanism) of pricing,
the maximum wholesale prices are determined by the method «reference pricing», and arise from the
average wholesale prices of four European countries, which are the reference countries (one expensive, two
middle and one cheap), plus a rate of 3%, for import costs. The reference selected countries, as well as the
alternative countries, are disclosed in the table below:
Reference Countries
Expensive
country
Middle
countries
Cheap
country

Sweden

Alternative Countries
Denmark
Germany

Austria

Italy

France

Belgium
Spain

Greece
Portucal

(c) Review of the issue of price control of the prices of the pharmaceutical products. According to Article
94 of the Law no. 70 (I) / 2001, as thereafter amended, the MPCC reconsiders the issue of the price control
mechanism of pharmaceutical products at least once a year or when significant changes occur, and where

appropriate, makes the necessary amendments. However, our Office noted that, despite the long time that
has elapsed since 1.3.2005, when it began to implement the new system and, despite the fact that the data
and the circumstances that existed at the time had changed significantly since the prevailing economic
situation had since deteriorated, MPCC had not until November 2011 proceeded in any review of the price
control mechanism for pharmaceutical products. The issue of the price control mechanism of pharmaceutical
products, as well as the issue of revising their prices [which is referred in para (d) below], was considered for
the first time by MPCC, at its meeting dated 28.11.2011. Our Office in its Annual Report for 2012, stated that
the long time that has elapsed since March 2005, when the current pricing system was applied, combined
with the current state of the economy, make the need for immediate amendment of the mechanism of
medicines pricing, necessary. Because of the specialisation of the subject, our Office recommended that a
study by expert consultants - on these issues –is carried out, as well as the setting of specific timetables for
the implementation of the new pricing system, in view of the forthcoming implementation of the National
Health Scheme.
As we were informed by the Director of Pharmaceutical Services, a study was assigned in April 2014 to experts
of the World Health Organization (WHO), to evaluate the existing billing system and the submission of a
report on their findings. Meanwhile, MPCC, the President of which is the current Director of Pharmaceutical
Services, having regard to the preliminary report of experts, took the decision in June and July 2014 to submit
six proposals to the Minister of Health to reduce the prices of medicines. These recommendations are
included in the final report of the experts presented to the Minister of Health on 18 August 2014. Following
the instructions of the Minister of Health, as we were informed, the Pharmaceutical Services proceeded to
analyze the impact of each recommendation and to perform simulated exercises, in order to take correct and
appropriate measures, while minimising any adverse effects.
The new pricing policy, which, as we were informed by the Director of Pharmaceutical Services will lead to
lower medicines prices, is expected to be decided soon and to be entered into force after the updating of
prices (January 2015), likely in March 2015.
(d) Review of prices of pharmaceutical products. In November 2008, the Council of Ministers - on a proposal
by the then Minister of Health - decided on 12.11.2008 to adopt specific implementation rules for the setting
of the prices of pharmaceutical products, including the following: The Pharmaceutical Services investigate
every year and for four years, starting from the first year of the first setting of the price of a medicine, as to
whether the verification prices have been differentiated and makes the corresponding adjustments,
reserving the right, if considered necessary, to carry out investigations further than the four years, according
to objective objective criteria. However, from the audit conducted by our Office it was found that the
Pharmaceutical Services were proceeding - following an investigation - in price differentiation at the end,
essentially, of the four years, ignoring the intermediate years - every year - investigations to determine
whether the verification prices were diversified. It was also found that it was not proceeding to any
investigation further than the four years. This failure resulted in the prices of pharmaceutical products, for
which the price was set before the new pricing policy (which was then revised according to the new pricing
policy, in March 2005), to be first amended in 2009 and to remain, since then, the same. It is noted that the
number of those pharmaceutical products amounts to 1510 or 39.6% of the total number.
It is also noted that the pharmaceutical products prices which had been fixed for the first time in 2006, were
revised - as we mentioned - in February 2010, and had not been changed since then. For purposes of
calculating the revised prices of those medicines, the prices in Greece were used, according to the 6th Prices
Bulletin of 2009, because, as we were informed by the responsible officials of Pharmaceutical Services, no
new Bulletin had been issued by February 2010. In March 2012, the Pharmaceutical Services promoted to
the Health Ministry for approval, revised pharmaceuticals prices, the prices of which were first established

in 2007, which, as we were informed, had been calculated (by the Pharmaceutical Services) using again the
prices in Greece under the 6th Prices Bulletin of 2009, since the termination of approval which was given by
the former Minister of Health for the use of this Bulletin (for which further elaboration is made below) was
not requested until then.
Our Office in its letter dated 9.5.2012 to the then Minister of Health, recommended the immediate revision
of prices.
The Council of Ministers at its meeting held on 5.10.2012 decided - following a proposal by the Ministry of
Health - (i) that the price list of pharmaceutical products is updated every two years and the prices of new
pharmaceuticals every 12 months, in the first two years and then, every two years, (ii) that the profit rate of
pharmaceutical products with a wholesale price up to €50, remains at 37%, for those with a wholesale price
between €50 - € 250 to be reduced to 33% (from 37%) and for those with a wholesale value of more than
€250 to be reduced to 25% (from 37%) and, simultaneously, to impose a prescription execution fee of €1 per
prescription, (iii) the pricing to be assessed every four years by the MPCC, starting in 2013, the result of
which to be notified to the Minister for information / decision on possible changes to the pricing system and,
(iv) to liberalise the prices of non-prescription pharmaceutical products from 14.1.2013.
With the above decision, we expressed the view that the arrangements made are unfavorable to the
consumers when compared to those previously in force. Specifically we mentioned, among others, the
following:
•

The update of the pricing list, as determined by an earlier decision of the Council of Ministers (2008),
would be made every year, legislation which was more favorable than that recently decided ( to be
made every two years), since a possible faster update is important and beneficial to the consumer.

•

The profit percentage of 37% which was applicable in Cyprus, was the second highest profit rate in the
European Union. The new setting, maintains this high percentage for pharmaceutical products with a
wholesale price of €50. This results in a retail price of €72,50 (adding the amount of 37% profit rate,
3% costs and 5% VAT). Since the retail price of a greater number of pharmaceutical products - more
than 80% of the total value - is less than €72,50, the consumer will not benefit in these cases, but will
instead be charged with €1 extra for execution of each Prescription, as decided by the Council of
Ministers on 5.10.2012. Pharmaceutical products with more than €72,50 retail price, for which there
will be a benefit as a result of the reduction in the rate of profit, as mentioned above, constitute a
small percentage of the total purchases of each consumer.

•

As mentioned in para (c) above, in accordance with the provisions of the relevant Law, the MPCC
reexamines the issue of the price control mechanism of pharmaceuticals once a year or when
significant changes are observed and, where necessary, proceeds to appropriate differentiations. With
the Council of Ministers Decision dated 5.10.2012, the pricing policy will be evaluated every four years
for possible changes to the pricing system. The fixed period of four years for the assessment of the
pricing policy for possible changes to the pricing system, is very long and, therefore, prices will not
directly reflect international developments in the pricing of pharmaceutical products.

•

The liberalisation of the prices of non-prescribed medicines was a standing demand of pharmacists /
traders / manufacturers of pharmaceutical products and we expressed the view that it will not
ultimately benefit consumers. Therefore, the above concession made by the Ministry, does not seem
to be offset with any substantial benefit for consumers.
As we were informed by the Director of Pharmaceutical Services in his reply of October 2014, the
predictions of our Office were absolutely correct, as they are confirmed by a research of the
Pharmaceutical Services for the price of 200 non-prescribed medicines before and after the

liberalisation of prices. According to the survey results, 197 medicine prices increased by 4-152%, and
only 3 medicine prices remained unchanged.
The new updated price list came into force on 11.2.2013, according to a decree issued by the then Minister
of Health within the exercise of the powers conferred to him by subsection (2) and (3) of section 88 of the
Medicines for Human Use (Quality Control, Supply and Prices) Law of 2001-2013.
Under the new updated price list, the prices of 1874 pharmaceutical products or 45.1% of the total number
of medicines decreased, 1804 pharmaceutical products or 43.5% remained the same, while only 473
pharmaceutical products or 11.4% showed an increase.
It is noted that with the updating of the price list, there was a reduction of the maximum wholesale price of
some pharmaceutical products of up to 82%.
Our Office also noted that, in some cases, the reduction of the maximum wholesale prices of pharmaceutical
products resulted also in the reduction of the purchase costs of those pharmaceutical products by the public.
These cases relate to key pharmaceutical products for which only one tenderer participates in the
government tenders and the tender price is equal to the maximum wholesale price. Because under Article
86 (2) of the Medicines for Human Use (Quality Control, Supply and Prices) Law of 2001-2013, the sale of
medicines at a price which exceeds the respective maximum wholesale price is prohibited, in such cases, with
the reduction of the maximum wholesale price of those pharmaceutical products, the prices contained in the
contracts already concluded have also decreased, at the new level of the maximum wholesale prices.
As we were informed, in September 2014, the re-updating of the pricelist of medicines has been completed
and will be implemented as from 1.1.2015.
(e) Approval of the then Minister of Health following the MPCC recommendations for medicine pricing
purposes, taking into account the values of the 2009 6th Prices Bulletin of Greece (the cheapest of the four
countries referenced for the pricing system). The MPCC, having studied the statement of the Ministry of
Economy, Competitiveness and Shipping of the Greek Republic, according to which the Prices Bulletin 1/2010
of Greece should not be a reference point for calculating the prices of pharmaceutical products in other
countries, decided on 31.5.2010 to propose to take into account the prices of the immediately previous
prices bulletin (6th of 2009) until the issuance of the new bulletin, which was adopted by the then Minister
of Health on 26.7.2010. Ten months later, on 31.5.2011, the MPCC reported that it studied the data on the
prices of pharmaceutical products in Greece and decided to recommend to the Minister of Health to continue
to apply the same practice which was adopted by the then Minister of Health (after the previous advisory
recommendation of MPCC), according to which, for purposes of calculating the maximum wholesale price of
Cyprus pharmaceutical products, the prices of the cheap reference country (for those included in this
Bulletin) will be taken from the 2009 6th Bulletin of Greece.
It is noted that this practice continued to be applied until April 2012, since no suggestion for its amendment
had been submitted to the Minister, nor had any decision been taken- ex officio – by the Minister of Health
to end this practice. The result of the above decisions / recommendations of MPCC and of the approvals of
the then Minister, until the date of audit (May 2012), was to use the 2009 prices in Greece.
It is noted that our Office with its letter dated 9.5.2012 to the then Minister of Health, recommended the
decision to revoke immediately the prior authorisation which was given to use the 6th Bulletin Prices in
Greece of 2009 and its replacement with the latest Bulletin, for pricing purposes of pharmaceutical products.
Since May 2012, on the instructions of the then Minister of Health, the values of Greece according to the
latest published price bulletin, are considered for the pricing of medicines purposes.

Please note that our Office in its Annual Report for 2012, stated that the above actions / omissions of
Pharmaceutical Services and MPCC should - in our view - be addressed by the Ministry of Health and to serve
as the subject of an administrative investigation for the verification of events and determination whether
any potential offenses arise.
The Minister of Health proceeded to appoint an investigating officer who completed and submitted his report
on 30.6.2014. After identifying by the investigating officer - apparently - responsibilities against an officer of
Pharmaceutical Services, the Minister appointed in July 2014 - as we were informed – an investigating officer
to conduct a disciplinary investigation, which is ongoing.
Tenders.
Purchase and prescription of pharmaceuticals without approval by the Medicines Committee. From an
investigation conducted by our Office in March 2014, it was found that in some cases of supply of
pharmaceuticals, of even high costs, although the necessary approvals from the competent Medicines
Committee (MC) were not obtained, these medicines were prescribed and administered to patients from
pharmacies of state hospitals. It was also found that the Pharmaceutical Services were sometimes asking the
approval of the Tender Board of the Ministry of Health for the purchase of pharmaceuticals, under the
negotiation process, to be given to existing patients. The reason given was that the patients should - as
reported by the Pharmaceutical Services - continue taking these pharmaceuticals, either because they could
not stop the medication - since they had already joined it (in some cases without the approval required) - or
because of the decision of the MC that existing patients should continue taking the pharmaceuticals for
medical reasons. However, when the Tender Board considered the above issues and requested the
submission of the relevant approvals, it was found that the above decisions of the MC either did not exist or
could not be located by the Pharmaceutical Services.
The above observations / findings, together with details of four indicative cases of such high cost
pharmaceuticals (Leponex, Lacosamide, Deferasirox and Bosentan), were sent to the Director of
Pharmaceutical Services and we requested that he investigates the issues raised and informs our Office for
any liability arising and the measures he intends to take to prevent similar future occurrences.
In March 2014, the Director of Pharmaceutical Services informed us that he had already proceeded - among
others – to the following actions:
(i)

Transfer of officers who served in the same positions for a period of more than six years,
replacement of Clinical Pharmacists who participated in the MC as members and appointment
of different members in the Monitoring and Information Committee, as well as appointing a new
member as a representative of the MC.

(ii)

Sent to the Division of Clinical Pharmacy the records kept of all patients who received the four
controlled pharmaceuticals, for which we had sent him the findings / observations of our Office,
with which, taking into account earlier authorisations, the Division of Clinical Pharmacy would
proceed to create new files for patients for each controlled medicine, which will be rigorously
kept, for control of their issue by the Government Pharmacies.

(iii)

The MC would proceed to review the requests of existing patients for whom the prescribed
procedures for taking part in the treatment with the above pharmaceuticals were not applied.

(iv)

The procedure for the approval of pharmaceuticals given individually by each member of MC in
writing, without the Committee meeting had been cancelled. The MC will be convened at regular
meetings each month.

(v)

Based on a Circular which was sent to the Government Pharmacies, it was established that for
those patients who had obtained approval by the MC for administration of specific
pharmaceuticals and the necessary quantities had already been purchased, these will only be
made available to the specific patients by name.

As for any liability which resulted, he informed us that a criminal investigation regarding the involvement of
the former Manager of the Department of Clinical Pharmacy and the former Director of Pharmaceutical
Services, for the procedures which were followed on the supply / administration of one of the above
medications, of Deferasirox (Exjade), was in progress.
For this medicine, he informed us that 16 additional patients were taking it, first without securing additional
funds and also without informing the Tender Board of the Ministry of Health to include additional quantities
in a new negotiating process to ensure a lowest price, due to the significant increase in quantities. However,
according to data in the files kept by the 16 aforementioned additional patients, 5 had not been approved
by either the ad-hoc Thalassaemia Committee nor from the MC to join the treatment with this medicine, one
patient continued to receive the medicine, although the MC had rejected the physician's request to be
granted to him, while 3 patients had discontinued their treatment with this medicine.
The criminal investigation had not been completed by September 2014, while the former Director of
Pharmaceutical Services had exercised the right for early retirement from the public service.
Regarding the purchase of medicines with the negotiated procedure without publication of a contract notice,
the Director of Pharmaceutical Services informed us in October 2014 that the Tender Department of
Pharmaeutical Services submits - on his instructions - to the Tender Board of the Ministry of Health a relevant
request providing the following information in order to adequately document the request and increase
transparency:
(i)

Existing treatment protocols.

(ii)

Decisions of the Committee for Pharmaceutical Products and / or Ad-hoc Committees.

(iii)

List of existing patients, where feasible.

(iv)

Inventory tracking sheet at the date of the Tender Board meeting.

(v)

Detailed calculation of the cost estimate, which is a reference point in the negotiation.

Destruction of vaccines for which the expiry date has passed. From the audit of the Sheets of Not Usable
Goods of Pharmaceutical Stores, in February 2014, which were sent to our Office, it was found that these
included vaccines of a total value of €1.609.057, the expiry date of which had passed without being possible
to dispose / use them,.
In view of the above, we asked the Director of Pharmaceutical Services, to inform us of the reasons for which
the expiry date of the said vaccines had passed, for such a large number and high cost, without being possible
to dispose them. We also asked to be sent a copy of the MC decision for keeping safety buffer stock, as stated
in one of the Sheets of Not Usable Goods of the Pharmaceutical Stores.
In February 2014, the Pharmaceutical Services Manager informed us the following:
(i) A large part of the vaccines included in the aforementioned Sheets, worth €1.153.016, related to vaccines
which were purchased for the treatment of influenza pandemic in 2009. 400,000 vaccines totaling €2,8
mil. were ordered, the quantities of which had remained unsold – even though only half the quantities
have been received (200,000 vaccines) out of what was ordered - because of low turnout of the public
for vaccination. He also informed us about the actions of Pharmaceutical Services to address the above
problem and reduce the damage to the public, which - among others - were to sign a supplementary /

amending agreement with the Contractor - after approval by the Central Committee of Variations and
Claims - with which 32% of the total quantity of the order had been canceled, while the remaining 18%
of the quantity was replaced with seasonal influenza vaccines, by the same Contractor, worth
€490.000.
(ii) For the other three types of vaccines worth €363.178, which had remained unused, despite the thorough
investigation which had been conducted, it was not possible to identify in the relevant files any
correspondence demonstrating an effort to replace or dispose them.
(iii)

Vaccines worth €83.741 were damaged after exposure to temperatures outside the permitted limits,
after the failure of the cooling chamber in which were kept.

(iv) Regarding vaccines – of lower value - which it was stated on the Sheets of Not Usable Goods that they
were kept on the decision of the MC as a safety buffer, he informed us that it was not possible to locate
the said decision.
(v)

The remaining vaccines, of lower value, could not be disposed.

3. LOCAL AUTHORITIES
3.1 MUNICIPALITIES - GENERAL COMMENTS
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 DromolaxiaMeneou, 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 2013/2014, 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. In Appendix V the staff employed by the
Municipalities located in the free areas and by the occupied Municipalities, respectively, for the years 2012
and 2013 is shown and Appendix VI presents the balances of loans of the Municipalities for the years ended
on 31.12.2012 and 31.12.2013, 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
thus, 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 collapse, 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 all
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.
The Municipalities of Strovolos, Geroskipou and Dromolaxia did not submit for audit, until the preparation
of this Report, the financial statements for the year ended 31.12.2013, as were required, while the
Municipalities of Limassol, Polis Chrysohous, Paralimni, Ayia Napa, Mesa Yitonia, Kato Polemidia, Tseri,

Ypsonas and Livadia submitted them belatedly, ie after 30.4.2014.
On this subject it is 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 in progress.

Municipality

Year of audit

Nicosia

2013-2012

Paphos

2012-2011

Strovolos

2012-2011

Αgios Dometios

2013

Αradippou

2012-2011

Paralimni

2013-2012

Deryneia

2013

Geroskipou

2012-2011-2010-2009-2008

Pegeia

2012-2011-2010

Μesa Yitonia

2012-2011

Κato Polemidia

2013-2012

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, the loans which have been obtained by the Municipalities and the obligation of
the Republic against such loans, are presented in Appendix VII. 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.
Rescission of the loan agreement between the Municipalities and KA Finanz AG. On 13.11.2013 the bank
KA Finanz AG informed the Ministry of Finance, as guarantor, that it rescinded (from 11.11.2013), 28 loan
agreements that had been signed in 2006 and 2007 with 14 Municipalities, citing breach of their contractual
obligation for not submitting audited financial statements within twelve months from the closing date of
each financial year. Specifically, the financial statements for the year ended 31.12.2011 were not submitted
until 31.12.2012, as it should be and the bank demanded full payment of the amounts due.
The above loan agreements were part of 36 agreements of raising/concluding loans with state guarantee,
signed by 18 Municipalities (two agreements per each Municipality), with Kommunalkredit International
Bank Ltd, which on 18.9.2010 was merged with the bank KA Finanz AG, with concessional terms (5 years

grace period and 20 years repayment, with a floating interest rate of Euribor plus 0.12%), totaling
approximately €137 mil., of which €101 mil. would be paid by the State.
According to the letter of the Ministry of Finance dated 15.1.2014, to the aforementioned Municipalities, the
bank had proposed the undertaking by the Government of the loans which had been concluded by the Local
Authorities, as the guarantor of the loans and the negotiation of a repayment schedule. Regarding the
installments of loans attributable to the Municipalities which would be paid by the Government, according
to the letter, they would be recovered by reducing the annual state subsidy granted to each Municipality.
After new negotiations between the Ministry of Finance and the bank, it was ultimately agreed that all loans
concluded by the following 18 Municipalities, 3 Sewerage Boards and a semi-public organisation with a
Government guarantee, are repaid by the Government by December 2016 and to this end a decision was
taken by the Council of Ministers on 9.4.2014. The Minister of Finance was authorised to proceed with the
conclusion and implementation of the new arrangement with the bank, as well as of the agreements with
borrowers who would normally pay their installments, according to the original schedule, but to the
Government.

S/N

Municipality

S/N

Municipality

S/N

Municipality

1

Nicosia

9

Mesa Yitonia

17

Polis Chrysochous

2

Strovolos

10

Agios Athanasios

18

Geroskipou

3

Agios Dometios

11

Κato Polemidia

Sewerage Boards

4

Dali

12

Larnaca

1

Larnaca

5

Lakatamia

13

Αyia Napa

2

Αyia Napa

6

Latsia

14

Αradippou

3

Paralimni

7

Limassol

15

Deryneia

Semi Government Organisation

8

Germasogeia

16

Paralimni

1

CBC

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
2013
S/N

Municipality

Budgeted
Revenue
€

Expenditure
€

2012
Budgeted

Surplus/
(deficit)

Revenue

€

€

Expenditure
€

Expenditure/
(deficit)
€

1

Nicosia

32.159.981

32.157.621

2.360

34.375.069

34.374.942

127

2

Limassol

37.795.785

37.374.809

420.976

41.818.271

41.785.293

32.978

3

Larnaca

21.551.450

21.551.450

0

23.133.775

23.133.775

0

4

Paphos

19.812.752

18.587.968

1.224.784

21.107.560

21.101.447

6.113

5

Strovolos

18.811.229

18.665.683

145.546

20.482.715

20.481.873

842

6

Agios
Dometios

4.162.337

4.524.489

(362.152)

4.128.138

4.972.798

(844.660)

7

Αthienou

2.346.300

2.617.347

(271.047)

2.653.450

2.837.628

(184.178)

8

Αradippou

8.391.000

8.387.700

3.300

8.819.800

8.810.700

9.100

9

Polis
Chrysochous

3.218.794

3.215.700

3.094

3.332.002

3.151.310

180.692

10

Paralimni

14.812.500

14.781.365

31.135

19.725.500

19.126.072

599.428

11

Αyia Napa

11.557.000

10.665.217

891.783

11.390.000

11.027.000

363.000

12

Deryneia

3.363.250

3.243.931

119.319

3.392.050

3.301.480

90.570

13

LefKara

1.103.100

1.102.800

300

1.334.500

1.331.500

3.000

14

Geroskipou

5.776.550

5.022.737

753.813

5.878.350

5.359.415

518.935

15

Pegeia

5.573.500

5.573.500

0

5.679.790

5.679.790

0

16

Mesa Yitonia

5.653.549

5.633.970

19.579

5.852.650

5.841.291

11.359

17

Germasogeia

7.098.205

7.036.176

62.029

7.167.205

7.101.956

65.249

18

Kato Polemidia

5.489.850

5.489.850

0

6.125.410

6.218.210

(92.800)

19

Αgios
Athanasios

4.880.872

4.878.822

2.050

5.095.183

5.237.687

(142.504)

20

Aglantzia

5.996.363

5.716.867

279.496

7.282.629

6.784.420

498.209

21

Egomi

6.071.600

6.643.563

(571.963)

6.364.700

7.029.200

(664.500)

22

Latsia

4.937.810

4.936.837

973

6.110.710

6.109.947

763

23

Dali

4.487.313

4.265.250

222.063

5.017.800

4.719.092

298.708

24

Lakatamia

9.736.000

10.253.375

(517.375)

11.166.500

10.925.550

240.950

25

Yeri

2.664.190

2.659.729

4.461

2.573.060

1.900.088

672.972

26

Τseri

2.713.750

2.680.199

33.551

3.881.319

5.284.903

(1.403.584)

27

Ypsonas

3.885.850

4.651.050

(765.200)

2.839.850

2.839.850

0

28

Sotira

3.509.100

2.649.731

859.369

2.769.450

2.370.631

398.819

29

Livadia

2.955.650

3.592.100

(636.450)

4.073.640

4.211.600

(137.960)

30

DromolaxiaΜeneou

2.412.500

2.398.650

13.850

2.512.000

2.494.750

17.250

(b) Development Budget. As it is shown in the table below, the Development Budget of most Municipalities
for the years 2012 and 2013, 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 2012 AND 2013

Budget

S/N

Municipality

Unspent
(excesses)

Actual Expenditure

amount

Percentage of
unspent
amounts/
(excesses)

2013

2012

2013

2012

2013

2012

2013

2012

€

€

€

€

€

€

%

%

1

Nicosia

27.371.519

28.746.745

32.193.000

12.994.950

(4.821.481)

15.751.795

(18)

55

2

Limassol

25.272.834

25.161.185

9.356.334

11.880.941

15.916.500

13.280.244

63

53

3

Larnaca

18.755.737

23.318.000

8.990.508

3.276.594

9.765.229

20.041.406

52

86

4

Paphos

15.137.326

18.861.144

1.903.675

4.364.845

13.233.651

14.496.299

87

77

5

Strovolos

3.467.880

5.109.534

708.014

2.714.246

2.759.866

2.395.288

80

47

6

Agios Dometios

5.111.000

7.997.000

801.790

1.074.563

4.309.210

6.922.437

84

87

7

Αthienou

2.106.100

2.114.531

422.954

836.017

1.683.146

1.278.514

80

60

8

Αradippou

3.730.000

5.180.000

1.220.274

2.117.118

2.509.726

3.062.882

67

59

9

Polis
Chrysochous

6.410.000

5.910.000

0

0

6.410.000

5.910.000

100

100

10

Paralimni

37.095.000

33.267.000

173.009

874.133

36.921.991

32.392.867

100

97

11

Αyia Napa

500.000

721.000

447.468

380.549

52.532

340.451

11

47

12

Deryneia

9.220.000

9.775.000

189.853

284.906

9.030.147

9.490.094

98

97

13

Lefcara

100.000

548.250

28.402

14.002

71.598

534.248

72

97

14

Geroskipou

1.393.000

1.383.500

400.007

1.298.438

992.993

85.062

71

6

15

Pegeia

900.000

2.870.000

0

327.528

900.000

2.542.472

100

89

16

Μesa Yitonia

5.858.350

8.400.000

403.729

310.843

5.454.621

8.089.157

93

96

17

Germasogeia

1.919.620

9.742.000

317.497

373.180

1.602.123

9.368.820

83

96

18

Kato Polemidia

2.439.735

2.439.785

0

0

2.439.735

2.439.785

100

100

19

Αgios
Αthanasios

8.828.000

13.236.000

720.763

1.850.605

8.107.237

11.385.395

92

86

20

Αglantzia

1.070.825

1.682.720

97.768

712.943

973.057

969.777

91

58

21

Engomi

2.384.000

5.825.800

0

464.296

2.384.000

5.361.504

100

92

22

Latsia

379.300

1.140.000

256.059

658.361

123.241

481.639

32

42

23

Dali

24

Lakatamia

25

Yeri

26

Tseri

27

Ypsonas

28

Sotira

29
30

1.112.000

1.985.000

547.392

620.437

564.608

1.364.563

51

69

120.000

3.333.000

624.990

1.508.837

(504.990)

1.824.163

(421)

55

2.170.000

1.330.000

1.000

0

2.169.000

1.330.000

100

100

0

0

0

0

0

0

375.000

1.508.000

0

745.063

375.000

762.937

100

51

1.038.869

1.029.400

738.264

258.347

300.605

771.053

29

75

Livadia

0

0

0

0

0

0

DromolaxiaMeneou

0

0

0

0

0

0

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 nonstrict 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 is called to play 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 registers 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.

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.
STATEMENT OF COST OF 14TH SALARY
2013
S/N

2012

Municipality
Employees

Labourers

Employees

Labourers

€

€

€

10.986

17.327

10.986

17.327

580.208

40.933

682.677

40.179

1.

Yeri

2.

Limassol

3.

Agios Athanasios

28.600

23.600

69.319

42.700

4.

Germasogeia

50.797

62.078

49.919

66.374

5.

Kato Polemidia

65.362

29.621

65.362

29.621

6.

Mesa Yitonia

61.802

52.158

61.190

49.938

7.

Geroskipou*

31.223

51.297

8.

Pegeia

18.846

22.694

18.846

22.694

* The exact amount spent for 2012 was not given to us.
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).
It was observed that, despite the recommendations of our Office, until the preparation of this Report, the
Municipality of Pegeia did not proceed to conduct an actuarial valuation and, as a result, it is not aware
precisely of its obligations to the above Fund. With regard to the recently established Municipalities of Geri
Ypsonas and Dromolaxia-Meneou (former Community Councils), the conduct of an actuarial valuation is
pending.
(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 2013, in 26 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
23 Municipalities to the Pensions and Gratuities Funds amounted to €152.2 mil.
According to data, from audited or unaudited financial statements or financial statements, the audit of which
during the preparation of this Report was in progress, or which was provided by the Municipalities, their
obligations to the Pensions and Gratuities Funds at 31.12.2013 and 31.12.2012 amounted to €149,8 mil. and
€151 mil., respectively, as shown in the following statement.
STATEMENT OF AMOUNTS DUE BY MUNICIPALITIES
TO THE PENSIONS AND GRATUITIES FUNDS
Αctuarial Valuation
S/N

Municipality

Reference date

Deficient
obligations
€

Amount due by
the Municipality
31.12.2013

Amount due by
the Municipality
31.12.2012

€

€

9.

Κato Polemidia

31.12.2008

1.802.574

938.651

963.651

10.

Larnaca

31.12.2008

30.761.000

30.761.000

30.761.000

11.

Paralimni

31.12.2008

2.639.000

2.639.000

2.639.000

12.

Deryneia

31.12.2009

864.000

452.000

555.000

13.

Lefkara

31.12.2009

318.000

348.783

258.417

14.

Athienou

31.12.2010

726.000

1.013.045

1.013.045

15.

Αgios Dometios

31.12.2011

2.293.429

1.557.967

1.557.967

16.

Paphos

31.12.2011

5.611.107

6.569.383

5.368.700

17.

Polis Chrysochous

31.12.2011

279.000

130.000

170.000

18.

Αradippou

31.12.2012

2.158.722

2.158.722

2.158.722

19.

Geroskipou

31.12.2012

381.524

362.154

381.524

20.

Τseri

31.12.2012

41.055

0

41.055

21.

Αgios Athanasios

31.12.2012

331.451

310.225

331.451

22.

Μesa Yitonia

31.12.2012

2.322.774

2.454.557

2.266.707

23.

Engomi

31.12.2012

2.363.803

2.647.027

2.363.803

24.

Lakatamia

31.12.2012

11.173

0

11.173

25.

Strovolos

31.12.2012

2.286.026

2.286.026

2.286.026

26.

Sotira

31.12.2012

310.836

0

252.019

27.

Nicosia

31.12.2012

34.754.511

33.067.223

35.861.422

28.

Αglantzja

31.12.2012

1.332.942

1.332.942

1.332.942

29.

Limassol

31.12.2013

58.269.249

58.269.249

58.269.249

30.

Αyia Napa

31.12.2013

2.185.187

2.350.969

2.093.056

31.

Livadia

31.12.2013

108.871

108.871

108.871

152.152.234

149.757.794

151.044.800

Total

STATEMENT OF SURPLUS CONTRIBUTIONS
Αctuarial valuation
SN

Municipality

Reference date

Surplus contributions
€

1

Germasogeia

31.12.2012

774.825

2

Latsia

31.12.2012

327.441

3

Dali

31.12.2012

377.262

Total

1.479.528

(c) According to data for the years 2013 and 2012 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
2013

2012

Municipality
Pension

Medical
Care

Gratuities

Municipalities

No.

€

No.

€

€

Nicosia

121

1.806.631

16

1.762.314

Limassol

264

2.720.872

23

Larnaca

69

577.368

Paphos

51

Strovolos

Pensions

Medical
Care

Gratuities

No.

€

No.

69.880

106

1.489.095

12

1.414.731

56.563

1.506.287

13.520

244

2.391.916

24

1.740.921

12.008

20

1.070.246

-

64

484.798

14

600.886

-

486.847

6

683.769

18.837

45

407.538

-

-

18.224

13

160.819

-

-

-

13

150.687

3

300.094

-

Agios
Dometios

5

91.866

1

159.817

1.120

4

57.586

-

-

1.032

Athienou

2

21.858

-

-

-

2

21.856

-

-

-

Aradippou

3

37.298

-

-

-

3

37.298

-

-

Polis
Chrysochous

2

14.562

-

-

-

2

14.562

-

-

Paralimni

2

32.145

-

-

616

2

44.151

-

1.887

Αyia Napa

5

42.386

-

-

-

5

46.268

1

66.341

-

Deryneia

-

-

-

-

-

-

-

-

-

-

Lefkara

-

-

-

-

-

-

-

-

-

-

Geroskipou

1

18.624

-

-

-

1

18.624

-

-

-

Pegeia

-

-

-

-

-

-

-

-

-

-

Mesa Yitonia

5

65.945

-

-

1.060

5

65.945

-

-

2.082

Germasogeia

3

27.682

2

269.121

-

1

8.721

-

-

-

Kato
Polemidia

9

65.059

2

96.244

-

7

58.331

1

37.353

-

Αgios
Athanasios

7

59.231

1

30.333

-

6

58.111

1

238.955

-

-

€

€

Αglantzia

7

130.091

1

101.781

3.452

6

75.396

3

380.502

5.136

Engomi

10

86.415

3

172.540

7.346

7

76.055

-

-

7.575

Latsia

2

19.037

-

-

-

2

18.756

1

35.747

-

Dali

2

14.359

1

101.771

3.017

1

13.034

-

-

1.315

Lakatamia

2

17.480

-

-

800

1

7.575

1

117.392

400

Yeri

-

-

-

-

-

-

-

-

-

-

Tseri

-

-

-

-

-

-

-

-

-

-

Livadia

1

8.954

1

91.826

-

-

-

-

-

-

Ypsonas

1

16.612

-

-

-

1

14.997

1

112.503

-

Sotira

-

-

-

-

-

-

-

-

-

-

DromolaxiaΜeneou

-

-

1

97.933

-

-

-

-

-

-

Total

587

6.522.141

78

6.143.982

119.648

528

5.561.300

62

5.045.425

106.222

PENSIONERS
2013

2012

Municipality
Pensions
Occupied
Municipalities

No.

Medical
Care

Gratuities

€

No.

€

€

Pensions

No.

Medical
Care

Gratuities

€

No.

€

€

Famagusta

75

858.742

-

-

-

76

873.183

1

98.346

-

Lefkoniko

1

9.600

-

-

-

1

9.600

-

-

-

Αkanthou

-

-

-

-

-

-

-

-

-

-

Lisi

3

49.492

-

-

-

3

49.492

-

-

-

Κaravas

1

13.032

-

-

-

1

13.032

-

-

-

Lapithos

4

57.655

-

-

-

4

57.655

-

-

-

Kythrea

2

39.911

-

-

-

1

17.239

1

98.351

-

16

221.282

2

216.187

-

14

173.398

1

132.804

-

5

27.986

-

-

-

6

34.982

-

-

-

Total

107

1.277.700

2

216.187

106

1.228.581

3

329.501

Overall Total

694

7.799.841

80

6.360.169

6.789.881

65

5.374.926

Μorphou
Κyrenia

0
119.648

634

0
106.222

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 was submitted on 15.7.2009 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 Laws of 1992 and 1996 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 1,050 public swimming pools were operating within
the boundaries of 24 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 23 public swimming pools, a license was issued irregularly,
without them complying with the terms and conditions of the law and the relevant Regulations.
Specifically, according to the Streets and Buildings Law, for the issue of a license for the swimming pool and
all other constructions and installations related to its operation, a certificate should 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 Communications and Works, relating to the mechanical and electrical installations.

PUBLIC SWIMMING POOLS
Total number of
swimming pools

Swimming pools
with a license

Nicosia

12

3

0

9

2

Limassol

22

11

0

11

3

Larnaca

24

1

0

23

4

Paphos

200

70

0

130

5

Strovolos

5

2

0

3

6

Αradippou

1

1

0

0

7

Polis Chrysochous

31

5

2

24

8

Paralimni

286

2

18

266

9

Αyia Napa

192

59

0

133

10

Deryneia

1

0

0

1

11

Lefkara

2

0

0

2

12

Geroskipou

52

40

0

12

13

Pegeia

86

18

0

68

14

Μesa Yitonia

9

2

0

7

15

Germasogeia

90

22

0

68

16

Κato Polemidia

2

0

0

2

17

Αgios Athanasios

17

1

0

16

18

Ypsonas

1

1

0

0

19

Αglantzia

3

0

0

3

20

Engomi

5

0

0

5

21

Latsia

4

2

1

1

22

Dali

3

0

2

1

23

Lakatamia

1

1

0

0

24

Yeri

1

1

0

0

Total

1.050

242

23

785

S/N

Municipality

1

Swimming pools with a
license issued irregularly

Swimming
pools
without a license

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 noting 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.
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 202 petrol stations were
operating on 31.12.2013, within the boundaries of 29 Municipalities. 63 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 19 stations,
licenses were issued irregularly without fulfilling the terms and conditions of the relevant legislation.
PETROL STATIONS
Number
of
Petrol Stations

Petrol
Stations
with a license

Petrol Stations with a
license issued irregularly

Petrol
Stations
without a license

S/N

Municipality

1

Nicosia

35

23

0

12

2

Limassol

33

17

8

8

3

Larnaca

24

22

0

2

4

Paphos

8

7

0

1

5

Strovolos

26

18

0

8

6

Agios Dometios

4

0

0

4

7

Athienou

2

2

0

0

8

Αradippou

9

7

2

0

9

Polis Chrysochous

4

0

3

1

10

Paralimni

8

1

4

3

11

Ayia Napa

2

0

0

2

12

Deryneia

2

0

0

2

13

Lefkara

1

0

1

0

14

Geroskipou

4

3

0

1

15

Pegeia

3

2

0

1

16

Mesa Yitonia

3

1

0

2

17

Germasogeia

1

1

0

0

18

Κato Polemidia

4

2

0

2

19

Αgios Athanasios

5

0

0

5

20

Αglantzia

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

Τseri

2

2

0

0

27

Yeri

1

1

0

0

28

Ypsonas

2

1

1

0

29

Dromolaxia-Meneou

1

1

0

0

202

120

19

63

Total

It has been noted that measures are not always taken against the petrol stations owners while, according to
a letter from the Attorney General, to the Director General of the Ministry of Interior, dated 5.3.2007, the
operation of petrol stations, without securing a license constitutes, under Article 11 of the Petroleum Law, a
criminal offense and it is indicated that such cases should be reported to the police.
In another letter by the Legal Office of the Republic dated 22.9.2009, to the Director General of the Ministry
of Interior, on the occasion of a note of our Office on the above matter, the Attorney General asked him to
inform appropriately the Municipalities and the Community authorities and invite them to cooperate with
the Police, to identify illegal premises and spaces to be reported.
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, and these 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 to be charged at private parking places, as decided by the Municipalities.
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 (Τhe on Granting of
Pensions to Mayors Municipal Regulations 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 the determination of a minimum monthly widow's pension at €900 or €1.000.
With the application of the on Granting 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 and Merit and to the
Commissioner for Administration (Ombudsman) for consideration and possible taking of corrective
measures, if considered appropriate.
According to data given to us by the Municipalities for the year 2013, 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 the Council 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 by 15% the salaries of Mayors.

MAYORS AND MEMBERS OF THE MUNICIPALITIES COUNCIL
Remuneration,
expenses
Municipalities
in the free
areas

compensation

and

representation
Former Mayors

Mayor

Deputy
Mayor

€

€

Members of
Municipalities Councils
No

€

Lump- sum
gratuities

Pensions
No

€

1

Nicosia

65.907

14.9

25

246.490

2

25.128

2

Limassol

70.635

16.403

25

205.032

3

53.549

3

Larnaca

62.656

12.30

25

179.400

2

23.100

4

Paphos

70.635

9.226 17

184.423

1

12.661

5

Strovolos

70.412

25

232.218

1

24.496

6

Agios Dometios

56.330

14

107.305

2

38.660

7

Athienou

42.157

8

50.061

8

Aradippou

53.493

12

91.254

2

31.012

9

Polis
Chrysochous

56.330

6.182 7

36.133

1

14.201

10

Paralimni

56.309

10

71.761

1

9.066

11

Αyia napa

33.678

8

45.556

2

26.765

12

Deryneia

56.330

8

67.596

2

31.500

13

Lefkara

40.199

8

32.159

3

17.983

14

Geroskipou

62.067

8

57.888

1

13.051

15

Pegeia

62.544

8

39.112

1

12.000

16

Μesa Yitonia

56.509

11

91.157

1

19.500

10.298

14.325

No

€

1

47.215

2

19.866

MAYORS AND MEMBERS OF THE MUNICIPALITIES COUNCIL
Remuneration,
expenses
Municipalities
in the free
areas

compensation

and

representation
Former Mayors

Mayor

Deputy
Mayor

Members of
Municipalities Councils

Lump- sum
gratuities

Pensions

17

Germasogeia

53.598

10

80.400

18

Kato Polemidia

52.975

14

93.879

1

15.203

19

Αgios
Athanasios

53.330

10

83.214

1

10.408

20

Αglantzia

56.284

16

128.640

1

18.090

21

Engomi

56.300

11

92.945

3

29.400

22

Latsia

53.841

12

89.646

2

29.775

23

Dali

42.300

10

63.450

2

28.800

24

Lakatamia

56.508

10.376

21

178.235

2

17.360

25

Yeri

42.000

1.60

7

44.100

26

Tseri

56.330

8

67.596

27

Ypsonas

53.000

7

55.576

28

Sotiras

56.330

8

67.596

29

Livadia

42.000

8

50.400

30

DromolaxiaMeneou

42.240

8

24.000

1.633.227

131.71
369
1

2.857.222

37

501.708

Total

15.648

10.92

3

67.081

Occupied
Municipalities
31

Famagusta

42.156

26

164.405

2

18.992

32

Lefkoniko

28.165

8

25.347

1

15.600

33

AKanthou

24.846

8

33.567

2

34.336

34

Lysis

29.104

8

33.725

1

14.625

35

Karavas

28.164

8

33.798

1

19.500

36

Lapithos

28.164

8

33.725

1

19.500

37

Kythrea

28.104

8

33.725

2

34.125

38

Morphou

35.130

10

52.697

1

19.500

39

Kyrenia

34.314

8

42.156

3

93.678

1

50.400

92

453.145

14

269.856

1

50.400

131.71
461
1

3.310.367

51

771.564

4

117.481

Total
Overall Total

278.147
1.911.374

0

Overall total of remuneration, compensation, remuneration expenses, pensions and lump-sum
gratuities
Municipalities in the free area
Number

€

Occupied Municipalities
Number

Mayors

30

1.633.227

9

Deputy Mayors

11

131.711

-

369

2.857.222

92

37

501.708

14

Members of Councils
Retired Mayors
Total

Lump-sum gratuities to
former Mayors

3.2

5.123.868
3

67.081

€

Total
Number

278.147

39

1.911.374

11

131.711

453.145

461

3.310.367

269.856

51

771.564

0

1.001.148
1

€

50.400

6.125.016
4

117.481

NICOSIA MUNICIPALITY

The following issues relate only to random audit of contracts.
(a) Redevelopment of Eleftherias Square and its surrounding area, including the underground parking at
Omerou Avenue – No. of Comp. 39/2010. The commencement of works was on 6.2.2012 with a completion
date the 6.2.2013 for the bridge and 6.2.2014 for the entire project, for a total contract amount of
€22.969.825. The project was included in the Operational Programme "Sustainable Development and
Competitiveness" for the programming period 2007-2013, financed by the European Regional Development
Fund (financing 85% of the cost, provided that the works are completed until 31.12.2015).
Due to serious delays and disputes between the two parties, which - despite the exhaustive efforts - could
not be solved, and because of the Contractor's claim for the removal of the Architect in order to continue its
work, it was decided to try to terminate the contract amicably, which finally took place in February 2014. The
arrangement provides for termination of the contract with the payment to the Contractor of the amount of
€530.000, for full and final settlement of all issues / requirements of both sides. It is noted that the amount
originally claimed by the Contractor to resume the work amounted to €3.5 mil., while for the termination of
the contract - amicably – he initially claimed €1.562.827. It is also noted that the amount of €530.000,
includes an amount of approximately €120.000 for work executed.
After the termination of the original contract, 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 June 2014, the bids were submitted for the reconstruction of Eleftherias Square and the surrounding area.
The lowest bid submitted was by 55% higher than the estimate of the Municipality. In July 2014, the
Municipality decided to also cancel this competition for the same reasons stated in the case of the
competition for the underground parking.

In August 2014, the Tenders Review Authority (TRA), to which the lowest bidder for the competition for the
underground parking appealed, having examined the issue, decided to cancel the decision of the Municipality
(for cancellation of the tender). Despite the tight time schedule for the project, the Municipality until the
middle of November 2014 (ie 3months after the TRA decision) had not decided about the fate of the project.
In October 2014, the Mayor informed us that, for the work of the reconstruction of Eleftherias Square, after
it was redesigned to reduce the cost, a new competition was re-procured on 19.9.2014. On 11.5.2014, five
bids were submitted which are being evaluated.
(b) Construction of a new Nicosia Municipal Hall - Phase B - Buildings B1.1, B1.2, B1.3 - No. of Competition
173/2010. The execution of part of the 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.
From an on site audit of the project in March 2013, it was found that there has been a long delay in the
progress of works (about one year), which was mainly due to the discovery of antiquities in the project
construction site. Until the day of the audit, the Municipality had approved a time extension of 351 calendar
days and therefore, the new completion date was extended to 26.3.2014.
In April 2013, we recommended to the Municipality to re-evaluate the allotted time extension - based on the
specific terms of the contract which provided for the suspension of operations in the event of discovery of
antiquities during the execution of the work - in order to reduce possible financial requirements of the
Contractor because of the delay (since a financial compensation would be less in the case of suspension of
the work, instead of allowing an extension of time). In addition, we observed that the Municipality, having
regard to the existence of antiquities in this project construction site, should, have considered alternative
solutions for the location of the project, in collaboration with the Department of Antiquities, before
proceeding to its implementation, in order to avoid problems of delays which may possibly result in
compensation to the Contractor.
In view of the above, we requested from the Mayor to investigate the issues raised and inform our Office
both on the measures it intends to take to reduce and / or avoid the consequences of the above delays in
the progress of the works and secondly on whether any responsibility arises for the contract management.
In November 2013, the Mayor informed us that it was deemed uneconomical to suspend the works because
the Contractor's involvement was considered necessary during the excavations of the Department of
Antiquities for the final determination of the foundation posts.
In August 2014, the Municipality informed us that the Technical Committee for the Development and
Monitoring of Projects of the Municipality, approved in March 2014 the granting of a new extension of 381
calendar days to the Contractor, with the new project completion date to be extended until 11.4.2015 ( ie,
the total delay from the original date specified in the contract, amounts to two years).
Because of the above delays, the Contractor with his letter to the Architect dated 26.3.2014, announced its
intention to submit financial claims.

3.3 LIMASSOL MUNICIPALITY
Data and information on the financial position of the Municipality for the year 2012 (annual results, revenue,
expenditure, short-term and long-term liabilities, staff, loans) are presented in Appendices IV, V and VI, which
also present the corresponding data and information of the rest of the Municipalities, in order to provide an
overall picture and to enable a 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, 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
a comparison between Municipalities.
Submission of financial statements for audit. The audit of the financial statements for the year 2013,
submitted in accordance with the provisions of the Municipal Corporations Law, is scheduled to take place
in the first quarter of 2015. The following issues relate to the audit of the financial statements for the year
2012. For some of the matters not commented by the Municipality, the Mayor informed us that he reserves
the right to address them at a later stage.
Measures to improve the financial position 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 position, taking all necessary measures for the timely collection of tax receivables, fees
and other charges, which on 31.12.2012 amounted to €18.380.950.
At the same time, measures could be taken for the further reduction of the costs of cultural services and
events, which in 2012 amounted to €1.327.108 (€1.603.034 in 2011). A reduction could also be made to the
costs for overtime (€725.703), to the personal benefits of staff (€1.846.244) and to the legal expenses
(€262.957).
It is noted that the Municipality is unable to pay any annual contribution to cover the deficit of contributions
to the Pension Fund and Gratuities, which on 31.12.2013, according to an actuarial valuation conducted in
2014, amounted to €58,2 mil.
Recommendation: To take all necessary measures to improve the financial position of the Municipality.
Rescission of the Loan Agreement between the Municipality and KA Finanz AG. On 31.12.2006, the
Municipality signed two Loan Agreements, which are covered by a state guarantee, with the Kommunalkredit
International Bank Ltd, which on 18.9.2010 was merged with the bank KA Finanz AG, totaling £11.657.946
(€19.918.784), of which an amount of £8.393.721 (€14.341.524) would be repaid by the State.
As stated in the General Observations for the Municipalities, the bank KA Finanz AG with its letter dated
11.11.2013, rescinded the above loan contracts, citing breach of a contractual obligation of the Municipality
and demanded full payment of the amounts due, as shown below:
Balance 11.11.2013
Initial amount of loan

€

Capital

Accrued Interest

Total

€

€

€

Interest on
arrears for each
day as
from11.11.2013
until its full
repayment
€

5.577.260

5.340.130

2.847

5.342.977

216,24

14.341.524

13.731.763

7.321

13.739.084

556,05

19.918.784

19.071.893

10.168

19.082.061

Internal control. Despite the improvement observed in the internal control system, certain shortcomings and
deficiencies still occur, mainly in the following:
(a) Non-keeping or non proper keeping of the necessary registers which help to exercise better
monitoring and control, such as the register of tenders, register of contracts, register of letters of guarantee,
register of law suits and a register of the building coefficient of listed buildings.
(b)

Non-adoption of an internal control system in the Municipal Library.

(c) Non-maintenance of accounts for the contractors’ retention money and advances, respectively, which
must be reconciled with the contracts register.
(d) Non-periodic counting/verification of stocks held in the Municipality warehouse by a responsible officer.
The Mayor in his response, informed us that the Municipality, based on our previous recommendations, has
taken several steps to improve its procedures and that, for its proper operation, it requested bids for the
internal auditor's services. We were also informed that there are ongoing procedures for the proper keeping
of registers.
Recommendation: To take all appropriate measures for completion of the proper maintenance
procedures and the updating of appropriate registers.
Tax invoices. A number of economic operators do not issue / furnish tax invoices to the Municipality.
Irrespective of whether he is a natural or legal person registered or not with VAT, he must deliver a tax
invoice, which complies with the rules on Value Added Tax Laws and Regulations.
Recommendation: The Municipality to require the production of a tax invoice for any payment of goods
/ works / services, including legal fees.
Overtime.
(a) The total amount paid to employees and workers for overtime for the year 2012 amounted to €725.595,
compared to €703.615 in 2011. This amount includes overtime in the Cleaning Department, which in 2012
and 2011 amounted to € 308.013 and € 349.640, respectively.
As part of the effort to reduce overtime in the Cleaning Department, a number of temporary workers were
employed, with a total payroll cost amounting in 2012 to €279.830, compared to €195.834 in 2011, including
a total amount of €27.737 for overtime in 2012 and €24,417 in 2011. Although the cost for the overtime
Cleaning Department in 2012 was reduced, it remained at high levels and if on this amount the cost of
employment of temporary workers is added, the total cost for overtime and salaries for temporary staff at
the Cleaning Department amounts to €587.843 in 2012, compared to €545.474 in 2011.
In response to our letter on the audit of the financial statements for the year ended 31.12.2011, the Mayor
informed us that continuous efforts are being made to improve control and to limit the overtime to the
absolutely necessary. However, as mentioned above, the costs for overtime for 2012 remained at high levels,
especially considering that, according to that letter, the Municipality, as a general principle, applies, a
mandatory overtime payment formula of 70% compensation and 30% free time.
Our Office noted that in cases where the available man-hours are not sufficient to perform a specified task
(as in the case of collection of refuse), the free time, which reduces the working hours, worsens rather than

solves the problem, even though, the Mayor informed us in his letter that most of the overtime concerns
replacements of existing staff, for which the same wage (1: 1) is be paid.
In a recent letter, the Mayor informed us that, for coverage of the garbage collection needs, the Municipality
Council had proceeded, in June 2012, to recruit eight temporary workers. Until then, however, there was a
need to use overtime to cover the leave of absence of staff. In addition, he informed us that in the first six
months of 2012, the number of staff had been reduced due to transfer of staff to the Zoo.
(b) From the audit of claims for the payment of overtime, cases were observed where the working hours
exceeded 24 hours per day, without any explanation given, as well as cases where the remuneration for
overtime compensation exceeded the monthly earnings of the employee / worker.
In his letter, the Mayor informed us that those hours were related to accumulated hours of work done in
previous days.
(c) The Municipality has not implemented from 1.1.2014, the regulations referred to in the Circular Letter
of the Ministry of Finance dated 30.10.2013, relating to the revision of the calculation of overtime.
According to the Mayor, the Municipality applies the relevant collective agreement, unless another law is
approved that outweighs the collective agreement and the position of the Municipality is that the circulars
of the Ministry of Finance do not outweigh the collective agreement. He also reported that overtime
compensation under the new collective agreement signed in May 2014, is in line with government policy.
Recommendation: The Municipality to adopt such procedures and methods which help in the execution
of the Cleaning Department's work in a more effective, efficient and economical way to reduce the
relative overtime. The charge of overtime hours to be made on the day / date during which the related
work had been executed. Regarding the conclusion of collective agreements, the Municipality to
implement the Council of Ministers decision no. 52.362 dated 6.10.2000, as well as the above Circular
Letter of the Ministry of Finance.
Other personal benefits. In the total personnel costs amounting to €20,1 mil. in 2012 and €20,2 mil. in 2011,
other personal benefits (health care, Welfare Fund, life insurance, scholarships etc.), amounting to €1 8 mil.
and €1.7 mil., respectively were contained.
The free medical care to civil servants was abolished in 2013, since, pursuant to the Government Medical
Institutions and Services General (Amendment) Regulations (R. 143/2013), civil servants, teachers and other
state officials contribute 1.5 % of their gross earnings, so they can receive medical care. Already, semigovernmental organisations have made relevant deductions from the salaries of their employees.
In response, the Mayor informed us that the Municipalities were granted similar benefits rather than
increases, with a view to containing payroll and pensions, that the amount was determined by agreement
between the Municipality, Trade Unions and the Government and that the employees contribute amounts
ranging from €5 to €35 per month for health care.
Recommendation: Given the economic problems faced by the Municipality, to re-evaluate the above
benefits and to take measures to reduce them and, in a similar way as in other semi-government
organisations, the amounts paid for these personal benefits should no longer be borne by the
Municipality, but by its employees. The position that instead of salary increases personal benefits
were granted, seems inappropriate when the salary scales of the Municipality are compared with
those of the public service.

Retirements for health reasons. During the period 1988-2013, the Municipal Council approved the early
retirement of 32 officials for health reasons, on the basis of doctors certificates in accordance with Article
206 (d) of Limassol Municipal Regulations.
From investigating the matter, it was found that only 16 of these cases were granted disability pension from
the Social Insurance Fund, while the remaining 16 who retired, either they did not apply to be granted
disability pension or their application was rejected.

Recommendation: For early employee retirement for health reasons, the Municipality to require a
government medical board report, a process provided in the Regulations of the Public Service and which
is applied by some Municipalities.
Pensions and Gratuities Fund. According to an actuarial valuation conducted in 2014, with reference date
the 31.12.2013, the actuarial liability of the Municipality to the above Fund for deficit contributions, was,
until 31.12.2013, €58.269.249.
In order to fully finance the above deficit, the actuary proposes that the Municipality contributes an annual
amount of €12,35 mil. for the next five years or €3.25 mil. for the next 25 years, while in case the deficit is
financed during the average future service of members, which amounts to 11.9 years weighted with their
salary, then the Municipality to contribute 50.1% of the total salaries of the current members, plus a 7, 5%
as the Standard Contribution Rate (SCR) at the reference date (31.12.2013), for the future service of the
current members.
Recommendation: The Municipal Council to decide how to finance the deficit contributions in
accordance with the recommendations of the actuary.

Entertainment tax. As we repeatedly mentioned but, so far, no corrective measures were taken, with the
Municipal Council’s decision dated 8.11.1999, out of the 24% of the entertainment tax charged for film
performances, 11%,, which represents approximately 46% of the amounts received, is refunded irregularly
(since such power is not provided in the Law). Specifically, in 2012 entertainment tax received from film
performances amounted to €138.975 and an amount of €63.614 was refunded. Under Article 85 (2) (i) (iv) of
the Municipal Corporations Law, the refund of entertainment tax is only allowed for performances / events
for charitable, educational or charitable purposes or to promote sports.
Recommendation: The above practice to be terminated immediately since the Municipal Council, by
doing so, circumvents the Regulations, which itself established.
Debtors.
(a)
According to the financial statements, the receivables on 31.12.2012 amounted to €18.400.398,
compared to €16.778.100 on 31.12.2011, ie they were increased by €1.622.298 or 9,7%.
(b) The above debtors include arrears of taxes relating to professional licenses, refuse fees and professional
premises licenses totaling €10.675.056 at 31.12.2012, compared to €9.451.855 on 31.12.2011, ie there was
an increase of €1.223.201 or 12.9%. An amount of €4.922.735 concerns delays for the years 2000-2009, the
recovery rate of which, in 2012, ranged between 0.5% and 4.3%.

(c) In view of all the above, 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.
It is noted that for the collection of arrears, in addition to the administrative costs, considerable sums are
paid annually as legal fees for filing law suits, without, as evidenced by our Office audits, to ensure that,
before promoting any of the Municipality court measures, all the necessary personal data of debtors had
been obtained in order to ensure the execution of the court action and to avoid unnecessary costs.
Recommendation: The lists of arrears to be carefully studied to identify the amounts that could be
collected and to take effective measures for their collection.

Unexecuted court warrants. A large number of warrants issued by the court for judged cases relating to taxes
delays, have not been executed, mainly because of the non-locating of the debtors. Specifically, 3.566
warrants, relating to taxes delays for the years 2000-2009, are pending at the Police.
The Mayor informed us that the Registrar of the Court, the Chief Constable and the Chief of Police to whom
representations were made, stated that they cannot promote the execution of warrants due to lack of staff,
stating that, in consultation with the Police, will request the services of unemployed for the registration of
the warrants in the Police system, in order to accelerate the recovery process.
Recommendation: To intensify the Municipality's efforts to locate debtors in order to execute the
decisions of the Court and in cooperation with the Police to assess the reasons for the delay / failure in
the execution of orders, as well as the non-locating of debtors.

Write off of arrears of taxes. According to the financial statements, the Municipality proceeded in 2012 to
write off arrears of taxes amounting to €1.233.521 (€1.293.150 in 2011), without the approval of the District
Officer.
Under Article 85 (2) (ie) of the Municipal Corporations Lawr the writing off of arrears of an amount greater
than €256 (£150), requires the prior approval of the Minister of Interior, a power which has been assigned to
the District Officer with R. 237/94 dated 7.10.1994.
The amount of arrears of taxes (professional tax, refuse fees and professional premises licenses) on
31.12.2012 is significant and amounts to €10.7 mil., while the recovery rate of old debts is low. In view of the
economic crisis, it is expected that the amounts which will not be able to be collected in future will increase.
Recommendation: To obtain, as soon as possible, the approval of the District Officer for the amounts
written off and to consider the possibility of making a provision for bad debts in the financial statements,
in addition to the arrears of taxes written off.
Legal measures for debts of extrajudicial fines. During 2012, 30.953 extrajudicial fines were issued by the
traffic police department of the Municipality for illegal parking. Βy the middle of 2014, for 2,206 extrajudicial
fines which were not paid, legal measures were taken only for 1743, while according to Article 5 (1) of the
Extra-Judicial Regulator Offences Law, criminal proceedings are exercised after thirty days of the issue of the
extrajudicial fine.
Regarding the outcome of the above 1,743 cases, until the completion of the audit, the following were
observed:

(a) 802 cases or 46% went to trial and the Court imposed on the defendants fines and legal costs totaling
€54.809. The Municipality received fines and legal costs totaling €890, concerning only cases.
(b) 402 cases or 23% were withdrawn because it has not been possible the defendants, who owed a total
amount of €38.913. It is noted that for these cases, the Municipality paid legal expenses amounting to €5.913.
(c)

The trial of 539 cases had not been completed (31%).

As the Mayor informed us, by mid October 2014, 275 cases were pending at the Court.
Recommendation: To investigate the outcome of all cases, taking into account that these cases are
pending since 2012, to locate, in cooperation with the Police and Road Transport Department, all the
defendants, whose lawsuits were withdrawn and to collect the relevant amounts for all tried cases.

Licenses of municipal premises.
(a) Refreshment stand “Thalassaki”. Under the terms of the agreement dated 16.3.2005, a permission was
granted for the use of the said refreshment stand to an individual for a period of three years, for an annual
license fee amounting to £17.000 (€29.046) plus VAT. On 15.6.2006 the Municipal Council approved the
transfer of the use of the premises to a particular company and under the terms of the agreement, approved
an extension of the license for another three years, ie until 30.4.2011.
Although that agreement expired on 31.12.2011, the Municipality signed with the above company an
agreement for the renewal of the refreshment stand license until 30.4.2013, without a call for a competition,
as was required. It is noted that the company was still in possession of the particular premises until the
preparation of this Report.
(b) Refreshment stand “Thalassokoritso”. On 13.4.2006 the Municipality granted permission for the use
of the said refreshment stand to an individual for a period of three years from 1.6.2006-31.5.2009, totaling
£100.000 (€170.860) plus VAT. Based on a relevant term of the agreement, the above license was extended
for another three years, ie until 31.5.2012.
Although the agreement expired, the individual continued to operate the cafeteria without paying any
amount and, as a result, a liability to the Municipality arose which, until the completion of the audit,
amounted to €147.421.
It is noted that the Municipality filed a lawsuit against the above (no of lawsuit 3409/2012), while on
26.7.2012 announced a competition in which the individual did not take part.
According to the Mayor, the Municipal Council accepted an out of court amicable settlement of debts by the
individual and it was stated in Court that the two parties have agreed to issue an eviction order, which,
however, to be implemented on 1.1.2017, ie after a period of more than 2 years.

Recommendation: We believe that the Municipality actions constitute a violation of the principles of
good administration and that the compromise which the Municipality concluded constitutes a covert
direct award of a public contract.
(c) With its letters dated 11.3.2013 and 28.3.2012, the Municipality invited the licensees of the above
premises to return the premises on the expiration date of the license given for their use.

According to the minutes of the meeting held to discuss the issue on 26.4.2013, a representative of the Police
and of the Cyprus Tourist Organisation stated their intention on their part, to take measures against the
above.
The Municipal Council decided on 28.11.2013 that at a time when the Mayor and the Municipal services
consider appropriate, to take possession of the premises and seize the objects with the help of the police. To
this point, it is stated that the agreement provided that, in case the licensee fails to hand over the property,
then it is considered that it is illegally occupied and that the Municipality has the right to remove all of the
assets of the licensee and get exclusive possession and to dispose them as it wishes.
Recommendation: As those premises, until the completion of the audit, were still in the possession of
the above, the Municipality to take all appropriate steps to regain possession of those premises
(d) License for the use of a cafeteria, refreshment stand and Kiosk at the Fytideio Sports Center G.S.O.
On 5.10.2009, the Municipality signed a right to use agreement of the above premises with a specific
Consortium for a period of three years, that is until 4.10.2012 for an annual amount of €222.222 plus VAT.
The Municipal Council decided on 15.3.2012 to terminate the agreement with the Consortium because of
differences encountered in the implementation of some of its provisions and on 10.8.2012 it signed an
agreement whereby the Municipality would buy the whole business equipment which was placed in the
premises for the amount of €87.000 plus VAT, payable in three equal installments on specified dates, in order
to proceed immediately to the operation of these premises.
Because part of the equipment was shared between the Consortium and the Laiki Bank, under a hire purchase
agreement, the Consortium undertook to deliver, with the payment by the Municipality of the first
installment for the purchase of the equipment, evidence from the bank of the repayment of the hire purchase
agreement. Otherwise, the Municipality would have the unilateral and irrevocable right to refuse to pay any
further installment. While the first installment was paid by the Municipality on 9.8.2012, the Consortium had
not provided proof of repayment of the debt to the bank.
According to the Municipality, due to technical reasons and omissions not attributable to the operator
(Consortium), the right of use was reduced from €222.222 to €134.920 plus VAT, without the approval of the
District Officer. It is noted that until the completion of the audit, the above premises were not operated,
although, as mentioned above, the Municipality decided to purchase the equipment to proceed immediately
to their operation, so the said equipment remains unexploited.
The Mayor informed us that two of the three premises were not operated, but the cafeteria was operated
for several months and that the Municipality has not paid any amount other than the first installment.
Recommendation: To take all appropriate measures both to ensure the approval of the District Officer
for the reduction (write off) of the right to use, as well as for the operation of the premises and the
utilisation of the equipment.

Provision of configuration services for corporate identity. The Municipal Council on 17.11.2011 has
accepted a company's proposal to provide corporate identity configuration services to the city of Limassol,
for the amount of €20,000, which was the share of the Municipality for a total expenditure amounting to
€120.000 to be paid jointly by the Municipalities of the Greater Limassol and of the Community Council of
Agios Tychonas.

By accepting the above proposal, the Municipality proceeded to the direct award of the services without
inviting a competition. Until the completion of the audit, a contract had not been signed between the
Municipality and the above company.
As the Mayor informed us, the original budget of the project was approximately €120.000 and that an amount
of €50.000 was received from the Limassol Chamber of Commerce and Industry and from private
entrepreneurs. Given the unique importance that the project would have for the tourist, commercial and
general promotion and development of Greater Limassol, it was accepted that the Municipalities (with the
exception of the Municipality of Limassol) and the above Community Council contribute €4,000 each, while
the Limassol Municipality €20,000. He also informed us that the Municipality does not consider that the
payment of this amount relates to an award of a contract, but to a contribution.

Recommendation: For the award of the works and / or purchase of services and goods, the
Municipality must apply the relevant provisions of contract law, with the invitation of a competition
and not with a direct award. Since, no contract had yet been signed, the Municipality will need to
terminate its illegal participation.

Organisation of an integrated collection and sorting of packaging waste program. The Municipality signed
on 8.10.2007 a cooperation agreement with a company to organise an integrated program of collection and
sorting of packaging waste (paper, plastic bottles, aluminum cans, glass, etc.) at the source, ie from
households, lasting until 31.7.2012 with an automatic renewal for an additional six-year periods, unless it is
otherwise requested by either 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 undertaken. For the calculation of the Municipality
contribution, which should reflect at least the direct economic benefits of implementing the program in its
administrative region, the company should prepare and present for approval to the Municipality a reasoned
report with documents and subsequently, the financial contribution of the Municipality will be paid after the
expiry of 30 days. The agreement provides that the Municipality will not unjustifiably reject the reports of
the company, nor would unduly delay the payment of its financial contributions, while it also specifies the
proportions relating to co-financing and the revenue for the Municipality from the disposal of recyclates
products.
It was found that, while the Municipality for the period 2008 to 2012 paid the amount to the company
totaling €1.097.613, the company had not paid, until the completion of the audit, any amount, as income, to
the Municipality.
Recommendation: The Municipality agreement with the private company constitutes a public
contract and should have been awarded after a public competition. The Municipality should consider
with its legal advisor the possibility of terminating the contract immediately as soon as a new
contractor is chosen after an open competition. Meanwhile, the Municipality should, according to
the agreement, request from the company a reasoned report and claim any amounts due.

Organisation of events. The Municipality Special Committee for the institution “Great Ballets”, adopted on
10.4.2012 a company proposal for the organisation of a show, as part of the events "Great Ballets 2012”, for
the amount of €131.000 plus VAT.

According to the tender documents, the Contractor would have to arrange to find sponsorship, as well as to
cater for the sale of tickets in advance, in cooperation with the Municipality and, if the performance would
generate additional revenues of the above amount, the surplus would be divided 60% to the benefit of the
Municipality and 40% to the company and, in case a deficit would result, it would be borne by the Contractor.
Although, under the terms of the competition, the contractor was required to submit a detailed Budget and
an Income and Expenditure Report relating to the contract, this obligation does not appear to have been
satisfied, nor the Municipality seems to have proceeded to an overview of income and expenditure, as well
of the report, in order to verify and confirm whether there was a resulting gain to be shared as per the above
rates.
Recommendation: The Municipality to require the Contractor to submit a Report of Income and
Expenditure, so that any surplus is divided.

3.4 PAPHOS MUNICIPALITY
The following issues relate only to a random audit of contracts.
(a) Construction of a new Town Hall - Termination of contract. The commencement of the works was on
16.1.2012, with the completion date being the 16.1.2015. The amount of the contract amounts to
€9.784.989.
The Municipal Council at its meeting held on 23.9.2013, decided to terminate the aforementioned contract
due to the financial problems that the Municipality is facing, which resulted in its inability to continue funding
the project for completion of the works.
The Contractor of the contract, with its attorney’s letters to the Municipality, announced his intention to
claim financial compensation. He also warned the Municipality of the risks of public safety that may arise,
due to the interruption of the works and leaving the site.
In January 2014, with our letter to the Mayor we requested to be informed of the following:
(i) Whether the termination of the contract was agreed and implemented, after having taken the necessary
measures for the safekeeping of the work carried out so far and of the materials that remained at the
worksite.
(ii)

The reasons why it was decided to award the contract for the project, since the Municipality did not
have the financial capability for funding it with the consequence that the Contractor notified its
intention to claim compensation.

(iii)

The measures intended to be taken by the Municipality to safeguard the project (construction and
materials) and protect public safety.

(iv) The measures taken by the Municipality for the fair settlement of the contingent liabilities arising from
the Contractor’s claim (recording of works executed and of the construction materials).
(v)

The planning and the manner in which the Municipality intended to promote the completion of the
project.

In April 2014, the Mayor informed us that when the decision was taken by the previous Municipal Council for
implementation of the project, the Municipality was able to fund the project through borrowing. He also
informed us that the Municipality will proceed to the award – through an open tender – of the execution of
additional work for the protection of the project and for ensuring public safety and that the executed work

has been photographed and recorded and the Municipality is currently awaiting for the Architect’s
certificates of delivery for the calculation and repayment of the outstanding amount to the contractor.
He finally informed us that, with regard to planning and the manner in which the Municipality intended to
promote the completion of the project, it would depend on the future state of the economy which, if
improved, would give the Municipality the possibility of borrowing for the completion of the project.
(b) Competition for the execution of additional and other rescue works because of the interruption of
the works at the under construction New Town Hall – No of Tender 11/2014. On 8.4.2014, the Municipality
announced the above open competition for the award of additional works and rescue operations on the new
Town Hall under construction, after the Municipal Council decision dated 23.9.2013, for termination of the
contract of the project execution, because of the financial problems faced by the Municipality. The contract
budget was set at € 250.000 and the duration of the project at three months from the date of the
commencement of the works.
In the documents of this competition, the category and class of the project (A grade) and the criteria /
conditions of economic / financial standing and technical / professional competence were established for
economic operators to be eligible to participate in the competition. Among other criteria / conditions, it was
determined that the average overall turnover of economic operators over the past three years, should be at
least €10.000.000 and that the operator should employ at least five civil engineers with relevant experience
greater than 5 years. It was also established that the amount of Working Capital required to be covered by
the Commitment Coverage should be €2.000.000.
On 17.4.2014, the Municipality with an additional document modified partially these criteria / conditions of
the competition by reducing the above requirements to an average annual turnover of €5.000.000 in the last
six years, the employment of two Civil Engineers and the Working Capital to amount to €1.000.000.
In May 2014, with our letter to the Municipality we noted that, despite the alteration of the criteria for
participation, these criteria were still very strict, considering the size of the project (with a budget of
€250.000).
The Municipality did not amend / reduce the admission criteria and, as a result, from the 18 operators who
had expressed an interest in participating in the competition, only one tendered, ultimately, for the amount
of €280.000, which is higher by 11% than the amount of the budget of the contract. However, the Committee
recommended the award of the competition to the only tenderer.
In view of the above, our Office expressed the view that during the tendering process, there was no healthy
competition and suggested to the Municipal Council to seriously consider its cancellation and relaunching,
with criteria / conditions that are consistent with the size and nature of the subject of the competition.
In the same month, the Chairman of the Tender Board of the Municipality informed us that the Tender
Committee, having considered the matter and the views of our Office as expressed by our aforementioned
letter, decided to recommend the award of the competition to the only tenderer, after considering the
implications to the project in case of cancellation of the competition, because of the delay that would be
caused, as well as the views of the Legal Counsel of the Municipality who, with his advice, disagreed with the
suggestion of our Office to cancel the competition.
(c) Configuration/ transformation of the Coastal Paphos Front – No of Contract 45/2004 - Final Account
Part D - Planning Project. After a random check of the Final Account of the project, we submitted in
December 2013, with a letter of ours to the Mayor of Paphos, the following observations:
The contract of the above project consists of Part A, which is the Planning Project and concerns public areas,
with a contract amount of €6.842.948, and Part B, which concerns private premises with a contract amount

of €623.297 (a total amount for both Parts of €7.466.245). The commencement of works was on 19.11.2007
and the contractual completion date was on 19.5.2009. The provisional acceptance of the project took place
on 29.7.2009.
The amount of the Final Account for Part A - Planning Project, as it was calculated by the individual Surveyor
of the project amounted to the amount of €7.489.148,67. An amount of €812.241 was included in the above
amount, which concerned the payment of 62 bills of quantities with modifications (additions €892.036 and
subtractions €79.795) for work carried out during the construction stage on the individual Architect’s
instructions and without them - except 4 - to be approved - as planned - by the Municipality Technical
Steering Committee for this project. There was also an amount of €341.720,29, concerning a payment that
was made directly by the Municipality to the appointed supplier of the lighting of the project.
According to the Analysis of the Financial Statement of the Project, dated 11.5.2013, which was prepared by
the individual Surveyor in collaboration with the Municipal Treasury, until the day when the audit was
conducted by our Office, a total amount of €8.145.591,86 was paid for Part A of the Planning Project. In the
above amount, payments to the Contractor amounting to €7.803.871,57 and to the appointed supplier of
the lighting amounting to €341.720,29, which was paid directly by the Municipality, were included. From the
above analysis (€8.145.591,86 - €7.489.148,67) it appears that there had been an overpayment to the
Contractor of a sum amounting to €656.443,19.
With the above letter, our Office took the view that the Municipality had not taken - during the execution of
the project - the necessary steps and measures to safeguard its interests. We also observed that the
management, coordination and control of the contract were not adequate, resulting in modifications of the
plans and execution of additional work without the prior approval of the Municipality, which eventually led
to the overpayment of the Contractor.
Finally, we asked the Mayor to inform us about the ways in which he intended to recover the amount of
overpayment. To date, we have not had a response from the Mayor of Paphos.

3.5 STROVOLOS MUNICIPALITY
The following issues relate only to a random audit of contracts.
(a) Agreement on licensing of a kiosk / cafeteria at Agios Dimitrios park. On 29.6.2012, the Municipality
signed an agreement with the owners for the licensing of a kiosk / cafeteria, which is located in Agios
Dimitrios Park, for over two years, with commencement on 1.7.2012 and ending on 30.6.2014, for an annual
rent of €27.000.
In a meeting on 17.6.2014, the Municipal Council examined - among other issues - the outstanding debts of
the Licensee, amounting according to the statement prepared by the Head of the Economic Department of
the Municipality, to the amount of €29.317 for rent due from August 2013 to June 2014 and the amount of
€2.543 for electricity consumption from May 2013 until April 2014.
At the same time, the Municipal Council considered requests of the Licensee to reduce the amount of rent,
and to extend both the period of the agreement and also of the service site of the kiosk / cafeteria and the
majority decided the following:
(i)

The reduction of rent by 20%, to be applied retroactively from November 2013.

(ii)

The extension of the rental period until 30.9.2015 ( by 15 months).

(iii)

The signing of a new licensing agreement of the Kiosk/ cafeteria, to include a fixed timetable for the
repayment of the amounts due (rent and electricity).

(iv)

The immediate cessation of the new agreement in the event of breach of any of its provisions by the
Licensee.

(v)

To refuse the Licensee's request for extension of the kiosk / cafeteria service area.

In the same month, in our letter to the President and Members of the Municipal Council, we observed the
following:
(i)

In the agreement signed on 29.6.2012 by the Municipality with the Licensee, an express provision was
included that, if any payment or part of it remains unpaid for a period exceeding 15 days from the date
it became payable, the Municipality may, after first giving to the Licensee a written notice of seven
days, terminate the agreement.

(ii)

While the licensee violated - systematically and continuously - the above provision of the Agreement
since August 2013, failing to pay the amounts due, the Municipality did not exercise its right to apply until June 2014 - this provision.

(iii)

The decision of the Municipal Council was not permissible - in our Office view - since the terms /
provisions of the said agreement did not clearly foresee any right to extend the period of validity of the
license, apart from some vague / indirect reference which was made in an article of the agreement for
a possible extension of the licensing period.

(iv)

For this issue, there was enough case law of the European Court, from which it follows that such an
extension, essentially constituted a new direct award of a contract, in breach of the principles of equal
treatment and transparency which impose the award of contracts following open competitions.

(v)

Any extension of the rental period, constitutes - in our opinion – a violation of the principles of good
administration and, therefore, was not legally permissible.

In view of the above, we recommended that the Municipality revokes its decision and claims, through the
courts, the due amounts from the Licensee, exercising all of its legal rights to recover the rents due and all
the costs.
In September 2014, the Mayor informed us that the matter was discussed again by the Municipality Council,
which decided to alter its initial decision, as follows:
(i)

Reduction of outstanding rents by 20% retroactive from November 2013.

(ii)

Extension of the rental period until 30.09.2014 (3 months).

(iii)

Conclusion of an additional agreement for gradual repayment of all outstanding rents.

In October 2014, the Deputy Mayor – while acting as Mayor - informed us further that the rental agreement
ended on 30.9.2014, and on 23.10.2014 the Municipality announced a new tender for the granting of a
license for the use and exploitation of the said kiosk / cafeteria.
(b) Construction contract of Strovolos Municipal Library. The contract includes the maintenance /
restoration / renovation of the building of the Strovolos Old Town Hall and the construction of a new building
adjacent to the building of the Old Town Hall, to create the Strovolos Municipal Library. It also includes the
landscaping of the surroundings of the aforementioned buildings.
The Architect of the project with its letter dated 28.4.2011 to the Contractor set the start date of works the
12.5.2011 and for its completion on 12.1.2012 (contract length 8 months). The amount of the contract
amounts to €2.462.970 and the delay clause to complete the project due to the Contractor's fault, was
determined at the amount of €1.000 per day.

In August 2014, after a review of the project implementation agreement, we submitted to the President and
Members of the Municipal Council, the following observations:
(i)

While the period of works, as defined in the contract documents, was eight months, the project was
accepted with about 23 months delay. The relatively limited period that was specified in the
documents for the completion of the project, possibly led to an increase of the amount of the bid
since the economic operators participating in the competition, would have taken it seriously into
account when formulating their prices (overtime, rapid pace of work, financial liquidity).

(ii)

During the execution of the project, the need arose to perform additional work and / or changes
amounting to €572.498, according to the payment certificate no. 26 certified by the Architect. That
is a relatively high percentage being 23% of the total contract amount.

(iii)

The Contractor showed weakness in the performance of the works at the required pace.

(iv)

The Municipality decided to accept the project, just three days before the scheduled inspection by
the Architect for its acceptance.

(v)

The lack of cooperation and the continually deteriorating relationship between the Employer and the
Architect created serious problems in the smooth execution of the project. It is noted that the
Architect had recourse to an arbitration procedure for resolving economic disputes with the
Employer, claiming an additional amount of approximately €138.000, as an additional compensation.
The Municipal Council at its meeting of 17.6.2014, decided the immediate dismissal and release of
the Architect from office.

(vi)

In some cases, the Municipal Council took decisions on the basis of the recommendations of the
Monitoring Committee of the Project (which were based on recommendations of the Technical
Services of the Municipality), without seeking the opinion of the Architect.
As a result, the Municipality entered into two Supplementary Agreements (2nd and 3rd) - in addition
to the 1st –, without having in advance the opinion of the Architect.

(vii)

With the 2nd Supplementary Agreement, an extension of 7 ½ months was allowed, in addition to the
extension of about 8 ½ months agreed in the first agreement, regardless of the reasons for the delay,
providing for the payment by the Contractor of the amount of just €20.000 to Strovolos Municipality,
corresponding to 20 days only of unjustified delay. It is noted that the above Agreement was signed
on 5.4.2013, ie about 6 months after the anticipated project delivery date (2. 10.2012), as established
by the 1st Agreement.

(viii)

Approximately eight months after the new delivery date (20.5.2013) which was established by the
second Supplementary Agreement, the 3rd Supplementary Agreement was signed on 17.1.2014.
With the 3rd Agreement, the completion date of the project was set to be the 29.5.2013 and the
delivery date the 20.12.2013, without any claims from either side, because of the issuing - among
others - of new instructions by the Architect for the staircase.
For both of the above Supplementary Agreements (2nd and 3rd), no data / evaluation of delays by
the Architect of the project was found in the project files.

(ix)

The economic difference between the Contractor's claims amounting to €1.166.855 and the Payment
Certificate no. 26 certified by the Architect amounting to €572.498 was still not settled (The
Contractor's initial claim on the Payment Certificate no. 26 amounted to €840.502). This is another
weakness of the way in which the Municipality has handled the matter, since ιτ gave generous time
extensions, which relieved the Contractor from his own responsibilities, without at the same time to
ensure the withdrawal of any claims for damages.

In conclusion, we reported that - in our view - based on the above facts, it appeared that the way the
Municipality managed the contract, was not appropriate and was below the level expected by contracting
authorities managing public money. We also suggested that, if the Municipality Council considered that the
wrong and bad handling was due to officials of the Municipality, responsibilities should be sought and we
expressed the view that, in any case, the Municipality Council should adopt appropriate mechanisms so that
such phenomena are not repeated in the future.
In September 2014, the Mayor informed us that the Municipality had decided to sign the Supplementary
Agreements after extensive consultations with the parties and after having assessed the facts as they had
evolved, with a view to safeguarding the interest of the Municipality and as much as possible the faster
completion of the project.
Finally, he informed us that there is no issue of looking for responsibilities from the Municipality officials,
who he considers had 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 the Contractor.
In October 2014, the Deputy Mayor – while acting as Mayor - informed us further that, with the signing of
the Supplementary Agreements, the Contractor had withdrawn the claims until then. Our Office expects
clarifications as to whether this means that the Contractor had abandoned the claim of the amount
€1.166.855, something which is not clear from the data before us.
He also informed us that the Municipal Council decision for the dismissal of the Architect had not been
implemented and that the issue will be reviewed on the basis of an internal note prepared. The Municipality
will inform our Office of any final decision taken.

3.6 AGIOS DOMETIOS MUNICIPALITY
The following issues relate only to a random audit of contracts.
Termination of the contract for the construction of the Municipal Sports Hall of Agios 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 claims / costs.
With our above letter, we requested from the Mayor to inform us of any responsibility, either of the private
consultants who had the contract management responsibility, or of the Municipal officers.

3.7 AGIOS ATHANASIOS 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 VI,
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 expenditure of the Development Budget, debts or surplus contributions of the Municipality to the

Pension Fund and Gratuities, 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. During the preparation of this Report, the audit of the financial
statements for the year 2013 was underway. The following isues relate to the audit of the financial
statements for the years 2011 and 2012.
Measures to improve the financial position of the Municipality. The Municipality could improve its financial
position and liquidity problems faced by exercising the powers conferred to it by the relevant legislation in a
more economical, efficient and effective manner, by taking measures for the timely collection of all amounts
due, including tax delays, fees, licenses and charges, which at 31.12.2012 amounted to €938.804.
As we were informed by the Mayor, efforts are made to improve the financial position of the Municipality,
including increases in fees, taxes and charges imposed. He also reported that revenue does not correspond
to the responsibilities and powers transferred to Municipalities and that the State should proceed to grant
further financial support to them in order to enable them to fulfill their obligations.
Recommendation: The Municipality to take all necessary measures to recover the amounts due,
including arrears of taxes, fees, licenses and charges.
Rescission of a Loan Agreement between the Municipality and KA Finanz AG. On 6.12.2006, the
Municipality signed two Loan Agreements, which are covered by a State guarantee, with the Kommunalkredit
International Bank Ltd, which on 18.9.2010 was merged with the bank KA Finanz AG, totaling £5.920.675
(€10.116 .074), of which an amount of £5.150.987 (€8.800.984) would be repaid by the State. As stated in
the General Observations of Municipalities, the bank KA Finanz AG with its letter dated 11.11.2013, rescinded
the above loan contracts, citing breach of contract of the Municipality and demanded full payment of the
amounts due, as shown below:

Balance 11.11.2013
Initial amount of loan

Interest
on
arrears for each
day
as
from11.11.2013
until its full
repayment

Capital

Accrued Interest

Total

€

€

€

€

1.315.090

1.259.176

671

1.259.847

50,99

8.800.984

8.426.791

4.493

8.431.284

341,23

10.116.074

9.685.967

5.164

9.691.131

€

Pensions and Gratuities Fund. According to the actuarial valuation carried out in 2013, the unfunded
actuarial liability of the Municipality at 31.12.2012 amounted to €331.451 (€980.675 on 31.12.2011). On the
basis of actuarial recommendations, the Municipal Council decided to finance the above actuarial deficit as
from 1.1.2014.

On the basis of International Financial Reporting Standards, our Office recommended the conducting of an
actuarial valuation for the calculation of the deficit contributions to the Pension Fund and Gratuities at
regular intervals. The Mayor informed us that the Municipality Council will consider the matter, in accordance
with the financial position of the Municipality.
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, to conduct a new, updated
actuarial evaluation, in order to assess the actual / current liabilities of the Municipality to the Pensions
and Gratuities Fund.

Computerisation of the Municipality services -Emergency plan. The Municipality has not prepared a
business continuity plan to include a disaster recovery plan and alternative procedures for restoring
computer systems for the continuation of its operations after a natural disaster or sabotage.
Our Office noted that the lack of an appropriate, officially sanctioned, business continuity plan, may lead to
the malfunctioning of software systems and / or loss of important data, as well as to increased costs for their
restoration while the rehabilitation of the operation of the systems of the Municipality may not be possible
to be achieved.
As we were informed by the Mayor, our suggestion for creating a formal business continuity plan will be
studied and, for data security purposes, back ups are held.

Recommendation: With the approval of the Municipality Council, the Municipality to prepare a
comprehensive business continuity plan which sets out, inter alia, the immediate actions for the
recovery of IT systems in case of disaster. The operational plans and alternative procedures should be
tested annually, based on scenarios, with the participation of users.
Unexecuted court warrants. A significant number of warrants relating to the execution of court decisions on
matters of taxes due, remain unexecuted.
It is reported that for the taxes in arrears for the years 2000 to 2012, a total of 1,394 cases were heard, for
which 285 warrants or 20.4% remained unexecuted.
Recommendation: The Municipality, in cooperation with the Police, to investigate the reasons for the
non-execution of warrants and to take corrective measures.
Deficit on the operation of the cleaning service. Despite the increase imposed on refusee fees in 2012,
deficits of €577.999 and €405.524 in 2012 and 2011, respectively, compared with a deficit of €404.812 in
2010, resulted from the operation of this service, bringing the total deficit for the period 2003-2012 to
€3.633.211, while the coverage ratio of expenses to revenues for the collection of refusee, was very low,
ranging from 54% to 65%.
In his reply letter, the Mayor informed us that the Municipality implemented a plan to reduce the volume of
refusee and their collection days from three to two per week to reduce the cost of the refuse collection
service, which in itself shows a surplus for the years 2012 and 2013.

Recommendation: Given the liquidity problems faced by the Municipality, the Municipal Council to
consider the total cost of the cleaning service, in relation to revenue and proceed to take measures to
eliminate or at least reduce the deficit.

Road works and restoration of roads.
(a)
While the amount of funds budgeted for road construction and restoration of roads in 2011 was
€215.000, the expenditure incurred in accordance with the General Ledger, amounted to €391.137,
representing an excess of €176.137 (82%).
(b) The above amount includes payments to a company in the context of the implementation of a specific
contract worth €222.930. It was observed that, according to the contract register, the value of the works
performed by the Contractor until 20.8.2012, amounted to €396.664, while, according to the contract, the
amounts could be varied only by 50% from baseline, ie for a total amount of up to €334.395. As a result, an
excess of the value of the contract amounting to €62.269 or a rate of 18.6% has been observed.
Recommendation: The Municipality to comply with the provisions of Article 66 (1) of the Municipal
Corporations Law (L.111 / 85), concerning the excesses of budgeted amounts, as well as with the
principles of good administration, transparency and equal treatment of tenderers regarding the award
of additional work to Contractors for amounts in excess of the variations referred to in the tender
documents and in the contracts which have been concluded.

3.8 ENGOMI MUNICIPALITY
Further information on the financial position of the Municipality for the years 2010 and 2011 (annual results,
revenue, expenses, short-term and long-term liabilities, staff, loans) are presented in Annexes IV, V and VI,
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 expenditure of the Ordinary Budget,
budgeted and actual expenditure of the Development Budget, debts or surplus contributions of the
Municipality to the Pension Fund and Gratuities, 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 submitted its financial statements for the
2012 audit on 25.6.2013 instead of by 30.4.2013, as defined in Article 81 (1) of the Municipalities Law, while
it did not submit until the preparation of this Report, the financial statements of 2013. The following issues
relate to the audit of the financial statements for the years 2010 and 2011, while the audit of the financial
statements for the year 2012, due to severe lack of staff in our Office has not yet been performed (it is
scheduled to take place in early 2015).
Measures to improve the financial position of the Municipality. The Municipality could improve its financial
position by exercising the powers conferred to it by the relevant legislation in a more economical, efficient
and effective manner, by taking measures for the timely collection of all amounts due, including tax delays,

fees, licenses and charges, which at 31.12.2011 and 31.12.2010 amounted to €2.073.610 and €2.130.605,
respectively (€2.190.176 at 31.12.2009) and imposing charges on all advertising billboards which are posted
in its territory. At the same time, measures could be taken to reduce the costs to the extent that this would
be possible.
As we were informed by the Mayor, efforts are made to improve the financial position of the Municipality,
including increases in fees, taxes and charges imposed. He also reported that revenue does not correspond
to the responsibilities and powers transferred to Municipalities and that the State should proceed to grant
further financial support to them in order to enable them to fulfill their obligations.
With his reply letter, the Mayor informed us that the Municipality takes drastic measures to improve its
financial position, that the Budget for the year 2014 provides for expenditure of €5,5 mil., compared to €8mil.
in 2011 and that with the decision of the Municipality Council dated 2.9.2014, legal proceedings are initiated
against those who owe refuse fees.
Recommendation: The Municipality to take all necessary measures to recover the amounts due and to
impose charges for all billboards which are posted in its territory.
Internal control. The internal control system of the Municipality presents some weaknesses and deficiencies
which are mostly related to the non-keeping or non-proper keeping of the necessary registers which help to
exercise better monitoring and control, such as the register of tenders, register of schisms and restoration of
roads, register of law suits and complaints register.
The Mayor informed us that, after the procurement of a competition, a private Audit Office had been selected
to assist the financial services of the Municipality and to carry out the internal audit

Recommendation: The Municipality to create, as soon as possible, the appropriate registers to be
updated with all necessary information and to be reconciled with the relevant accounts in the General
Ledger.
Computerisation of Municipal services.
(a) Security of computer systems. A number of weaknesses with regard to the security of the computer
systems have been identified, such as the improperly designed space in which the central network server is
situated and the inadequate control of physical access to this area, with potential risk of damaging the
equipment and / or the loss of data, as well as the lack of an emergency plan, which would include a disaster
recovery plan and alternative procedures for the information systems of the Municipality, in order to be able
to continue its operation.
In response, the Mayor informed us that the central network server may not be moved from the place, where
it is situated due to lack of another space, but also because of financial limitations, adding that the
Municipality software is stored in a special area, outside the Municipality Hall.
Recommendation: The Municipality to take, as soon as possible, all the necessary protective security
measures relating to the installation of, for example, control systems for access, humidity, detection of
smoke / fire, etc. in order to avoid the risks involved due to inadequate conditions of storage and / or
malicious actions and to prepare a contingency plan.

(b) Non-use of software applications. The Municipality keeps a number of registers, such as, for example,
the cemetery register, the register of complaints, register of repairs / maintenance / vehicle movement /
machinery etc., using a software for worksheets management, which does not provide adequate security as
regards the recording and monitoring of the users access to the system, the modification of data and
information and the traceability of operations carried out by users, although, for some of these registers, the
Municipality has obtained appropriate software which, however, has not yet been applied.
As the Mayor informed us, the Municipality is making an effort, in cooperation with the suppliers of the
software systems, for the as much as possible early utilisation of all of the software applications in accordance
with the comments / suggestions of our Office.
Recommendation: The Municipality to implement, within a certain time, appropriate software to keep
the above registers, in order to avoid any risks that may arise from the use of the software for
worksheets management, as well as to utilise the software which it obtained.
Permits and billboards charges. The revenues of the Municipality from charges for billboards amounted to
€151.434, €214.592 and €247.394 for the years 2011, 2010 and 2009, respectively, that is, there was a
decrease of €95.960 or 39% in 2011, compared with 2009.
During the audit it was found that billboards were posted in the Municipal boundaries, which were not
registered in the register of billboards and, as a result, their owners do not pay the relevant fees to the
Municipality.
The Mayor informed us that the decline in revenue is due, inter alia, to companies which do not pay the
relevant fees in time and to the reduction of the number of billboards that are posted within its territories
and that the billboards register is not fully up to date, due to lack of the required technical staff. He also
reported that efforts are made to update it with the assistance of a technician, who, during the preparation
of this Report, was employed in the Municipality through the scheme of the Human Resources Development
Authority for employment of unemployed graduates, for a period of six months.
Recommendation: The Municipality, after completing the recording of advertising signs that are posted in
its territories, to update the relevant register and to send letters to their owners, to apply for
authorisation. In case of non-compliance, to take all necessary legal measures to prevent further loss of
revenue.
Arrears of taxes.
(a) According to the financial statements, the arrears of taxes for professional licenses, refuse fees and
professional premises licenses amounted at 31.12.2011 and 31.12.2010 to €1.313.868 and €1.339.431,
respectively, compared with €1.137.502 at 31.12.2009.
In the above debtors, here were included arrears of refuse fees and professional license taxes for the period
1993-1997, of a total amount of €210.581, which in 2011 showed no collections, while for the arrears of the
period 1998 to 2009 totaling €526.790, it was observed that in 2011 the percentage of collections were quite
low, ranging between 3.7% - 27.4%.
A significant number of arrears of taxes, as well as uncollected fines, are promoted for the taking of legal
action. However, several court warrants have not been executed due to incomplete data of the debtors.
The Mayor informed us that the arrears of taxes are continuously handled by the Municipality and that, at a
recent meeting of the Municipality Council, it was decided that legal action will be taken against all those
who do not comply.

Recommendation: The Municipality to take timely action for the recovery of arrears, since the risk of noncollection, over time, increased significantly.
(b) Municipal debtors property tax. According to the list of the Municipal property tax charges for the year
2011, no tax was imposed on a number of property owners, natural or legal persons who, according to the
lists of arrears of the previous years, continued to owe property tax charges imposed in the years until 2010.
From a sample audit carried out by our Office, cases were found where owners have transferred their
immovable property without first repaying the outstanding Municipal property taxes, as well as owners, who,
while they did not sell or transfer their property, they were registered in the tax list for 2011, with a new /
different code than that with which their previous debts were registered. According to the Mayor, this issue
is monitored by the Municipal services, in cooperation with the software programmers.
Recommendation: Given that for the sale or transfer of immovable property a certificate is required
to be issued by the Municipality that there are no taxes due, the above cases to be investigated, in
cooperation with the Nicosia Land District Office in order to ascertain the reasons / conditions why
property transfers were made without previously the owners to repay their debts. It is also necessary
for the Municipality to promote actions for the review of the tax lists to identify the owners recorded
with a different code for settlement / correction as indicated above.
Contributions to sports clubs. In the years 2011 and 2010, various amounts totaling €111.500 and €82.500,
respectively, were granted to a particular sports club of Engomi, while the amounts that were approved in
the Budgets amounted to €67.500 in 2011 and €25.000 in 2010. The additional amounts paid were charged,
irregularly, to various other sub-codes of expenditure, such as, for example, to the sub-code for charitable
contributions.
In a letter dated 18.6.2009, for the approval of the Municipality of Engomi contribution to the above club for
the year 2009, the Director General of the Ministry of the Interior stresses that, since the Budgets of the
Municipality showed, for several years, deficits in excess of €1 mil., commitments, such as the allocation of
large amounts to sports clubs, should be avoided. Alternatively, sports clubs can obtain grants from other
sources such as the Cyprus sports Organisation (CSO). In his reply letter, the Mayor informed us that, within
the overall reduction of the Municipality expenses, there was a significant decrease in the sponsorships to
the sports clubs of Engomi in the last two years and that with a decision of the current Municipal Council a
general annual sponsorship has been approved, that cannot be increased for particular or new requests.
Recommendation: The Municipality to comply with the Law which provides for the Fiscal Responsibility
and Budgetary Framework (L20 (I) / 2014) and the Financial and Accounting Instructions regarding the
recording of expenditure in subgroups other than those relating to related payments, in order to cover
excesses and / or disguise expenditure incurred without obtaining, in advance, the appropriate
approvals.
Intervention of citizens in public green spaces. Within the Municipality territory there are 165 green spaces,
in 49 of which there was an intervention for several years from residents in various ways (either with an
arbitrary fence and the use of them as an extension of gardens, or with a construction of a garage in these,
or by placing various objects, or using them for financial benefits), without the Municipality taking any
measures against them.

Relative is the opinion of the Attorney General of the Republic no. A.G. 11 (A) / 1944/8 dated 11.11.1992,
according to which public green spaces granted by owners of immovable property which is separated into
plots on the basis of a condition imposed by the Competent Authority, can only be used as public green
spaces and these places do not become the state property which the Council of Ministers may dispose at will
according to the provisions of Article 18 of the Immovable Property Law and any use of this space, not in
accordance with the use as determined by the condition imposed by the Competent Authority makes this
term legally vulnerable.
Although the Municipality, with its letters to the citizens who appropriated the above areas, managed to
reduce its intervention to a great extent, it was found that, until the completion of the audit, it had not taken
any legal action against citizens who appropriated these spaces.
As the Mayor informed us, 63 interventions were identified in 50 sites and that with the Municipality’s
actions, citizens have complied in 39 cases, for a further 13 there will be an intervention on site by the
Municipal services, while for 11 cases legal measures are being taken.
Recommendation: The Municipality to take all appropriate legal action against citizens who refuse to
remove any interventions in the green areas.

3.9

DALI MUNICIPALITY

Further information on the financial position of the Municipality for the years 2010 and 2011 and 2012
(annual results, revenue, expenses, short-term and long-term liabilities, staff, loans) are presented in
Annexes IV, V and VI, 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 expenditure of the Ordinary Budget,
budgeted and actual expenditure of the Development Budget, debts of the Municipality to the Pension Fund
and Gratuities, 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 audit of the financial statements for the year 2013,
submitted in accordance with the provisions of the Municipal Corporations Law, is scheduled to be carried
out in early 2015. The following topics are related to the audit of the financial statements for the years 2010,
2011 and 2012.

Rescission of a Loan Agreement between the Municipality and KA Finanz AG. On 13.12.2006, the
Municipality signed two Loan Agreements, which are covered by a state guarantee, with the Kommunalkredit
International Bank Ltd, which on 18.9.2010 was merged with the KA Finanz AG bank, totaling £2.534.490
(€4.330 .433), of which an amount of £2.103.627 (€3.594.260) would be repaid by the state.
As stated in the General Observations of Municipalities, the bank KA Finanz AG with its letter dated
11.11.2013, rescinded the above loan contracts, citing breach of contract by the Municipality and demanded
full payment of the amounts due, as shown below:

Balance 11.11.2013
Initial amount
of loan

Capital

Accrued
Interest

Total

Interest on arrears for each
day as from11.11.2013 until
its full repayment

€

€

€

€

€

736.173

704.873

376

705.249

28,54

3.594.260

3.441.442

1835

3.443.277

139,36

4.330.433

4.146.315

2.211

4.148.526

Pensions and Gratuities Fund.
(a)
According to the financial statements for the year ended 31.12.2011, the accumulated funds of the
Fund amounted to €1.875.964. According to the Actuarial Valuation carried out in 2012, the unfunded
actuarial liability of the Municipality for deficient contributions, amounted to € 91.486 at 31.12.2011.
(b)
According to a new actuarial assessment carried out in 2014, the value of the Fund's accumulated
capital at 31.12.2012 was €2.173.764, while the actuarial liability was €1.796.502, ie on 31.12.2012 there was
an actuarial surplus of €377.262, so the funding target, which provides that the existing balance in the Fund
should be sufficient to fully cover the value of the benefits in relation to the service of the members until
the reference date, has been achieved.
Recommendation: The observation does not include a recommendation, but is cited as important
information on the adequacy of the Fund of Pensions and Gratuities for the full covering of the pension
benefits of the Municipal employees.
Computerisation of Municipal services.
(a) Security of computer systems. A number of weaknesses with regard to the security of the computer
systems have been identified, such as the improperly designed space in which the central network server is
situated and the inadequate control of physical access to this area, with potential risk of damaging the
equipment and / or the loss of data, as well as the lack of an emergency plan, which would include a disaster
recovery plan and alternative procedures for the information systems of the Municipality, in order to be able
to continue its operation.
Recommendation: The Municipality to take, as soon as possible, all the necessary protective security
measures relating to the installation, such as control systems for access, humidity, detection of smoke
/ fire, etc. in order to avoid the risks involved due to inadequate conditions of storage and / or
malicious actions and to prepare a contingency plan.
(b) Computerisation of registers. The Municipality keeps a number of registers, such as, for example, the
register of law suits, of repairs and maintenance of roads, of tenders, contracts etc., using a software for
worksheets management, which does not provide adequate security as regards for the recording and
monitoring of the users access to the system, the modification of data and information and the traceability
of operations carried out by users.
Recommendation: The Municipality to implement appropriate software programmes for the keeping of
the above registers within a specified time, in order to avoid any risks that may arise from the use of the
software for worksheets management.

(c) Interface software modules The interconnection / interface between the tax software and the General
Ledger has not been implemented and, as a result, the updating of the General Ledger is made with journal
entries, a process that requires additional work for the recording and control of the relevant entries, while it
entails risks regarding the accuracy and completeness of such entries.
Recommendation: The system has to be upgraded, so that the personal accounts of taxes receivables
and the related income accounts, cash, bank and debtors in the General Ledger, relating to the
imposition of fees, licenses and charges, receipts, as well as any reductions and write offs approved by
the Municipality Council, are informed via interface.

Identification of taxpayers. The taxpayers, natural and legal persons, are registered / identified in the system
of taxes based on the address where they are residing or their registration address, instead of with the
identification number or registration number of the legal person / company, respectively. This procedure
makes the taking of legal measures against taxpayers who do not repay their obligations difficult, while it
allows the creation of more than one account for taxpayers who own more than one premise within the
Municipal territories, , thereby creating functional problems, such as, for example, to identify the debts and
liabilities for each taxpayer.

Recommendation: To keep one account for each taxpayer, based on the identification number or
registration number of the legal person / company.
Other personal benefits. The cost to the Municipality is shown in the table below:

2012
€

2011
€

2010
€

Contribution to the Welfare Fund

12.596

12.662

3.555

Contribution for medical care

39.573

44.650

42.120

52.169

57.312

45.675

For these benefits, our Office remarked, in the same manner as for other semi-government organisations
where it raised the matter, that the amounts paid for similar personal benefits, should no longer be borne
by the Municipality, but by its employees. With regard to health care, the civil servants, teachers and other
state officials contribute 1.5% of their gross earnings, so they can receive medical care.
In response, the Mayor informed us that the above similar personal benefits are provided for in the contract
signed between the Municipalities of Greater Nicosia and the unions SEK, PEO and DEOK and that the
unilateral termination of these benefits would be a violation of that Convention.

Recommendation: The Municipality to take all necessary steps so that the above additional benefits to be
deducted from the salaries of its employees. It is noted that the above collective agreement did not receive
any approval from the Ministry of Interior and the Ministry of Finance.

Deficit from the operation of the water supply service. Deficits of €59.525, €114.889 and €99.297 from the
water supply services resulted in the years 2012, 2011 and 2010, respectively, which are due to the loss of
water from the water supply network, which for the years 2012, 2011 and 2010 was at a rate of 26.2% or
cost of €200.993, 23,2% or a cost of €179.928 and 25.9% or a cost of €216.771, respectively and to the low
charges of consumption / sale of water that the Municipality imposes, in comparison with other
Municipalities and Water Boards.
The Mayor informed us that, to cover the deficit, the Municipal Council decided to review, on 1.1.2014, the
fixed amounts charged for water supply on the bills relating to residential, industrial and livestock area of
the Municipality.
Recommendation: The Municipality to take all necessary measures to reduce the losses.
Unexecuted warrants. The majority of warrants for cases adjudicated in court concerning delays of taxes,
fees and charges remain unexecuted.
According to data kept by the Municipality, although by 31.12.2013, 225 warrants for imprisonment were
issued for cases concerning delays o taxes for the years 2006-2011, however, 182 of the warrants or 81%
remained unexecuted.
Recommendation: The Municipality, in cooperation with the Police, to investigate the reasons for the nonexecution of the warrants.
Financial support for athletic clubs.
(a)
With regard to the financial support of athletic clubs located in the Municipal territories of the
Municipality, for the purpose of the reconstruction of the lawn of their sports fields, the Municipal Council
decided on 2.6.2008 to undertake the repayment of two loans amounting to €86.500 each, for which two
athletic clubs intended to sign an agreement. The repayment of the loans would take place in five equal
annual installments, corresponding to the annual sponsorship of the Municipality to both clubs. For the
implementation of the above decision, agreements between the Municipality and the clubs were signed on
28.7.2008, which provided that the Municipality undertakes to repay these loans and that the clubs will
submit to the Municipality full documents, certificates and invoices for the reconstruction work.
The repayment began in 2010, with the payment of the annual installment of €20.000 for each loan and up
to November 2013, the Municipality paid a total amount of €160.000 for both loans.
(b)
The Municipal Council decided on 6.3.2007 to pay seven equal annual installments of €17.086, to
repay a loan of €119.602 (£70,000) concluded by the Dali Community Welfare Council (ATC), for the
maintenance and restoration of the building of the Community House for the Old People of Agios
Dimitrianos.
Recommendation: The Municipality not to commit itself to grant sponsorships in future to repay loans,
ie before the approval of the Council of Ministers of the Budgets of the years which relate to the
sponsorships because this commitment cannot be considered legal .
With its decision / commitment to repay loan installments of third parties, the Municipality essentially
undertook to repay these loans without examining the legality of its decision and without considering
that, in accordance with Article 85 (1) (a) of the Municipalities Law, a loan by a Municipality requires
the prior approval of the Council of Ministers.

Buying goods and services from economic operators. In the years 2012, 2011 and 2010, economic operators
provided to the Municipality supplies of goods and services, without the Municipality estimating the total
cost, based on actual needs, in accordance with the provisions of Article 21 (1) and (3) of the Coordination of
Procedures for the Award of Public Works Contracts, Supplies and Services and for Related Matters Law (Law
12 (I) of 2006) and requesting from the same, legal and natural persons the provision of goods and / or
services.
Cases were also found where the Municipality continued to acquire services from operators based on a
contract that had expired, without conducting a new tender.
Recommendation: The Municipality to implement the provisions of the Law and the General Principles
of the Administrative Law that should guide the activities of the public administration, in accordance
with the provisions of the Law 158 (I) / 99.

Tender for consultancy services for the preparation of a study / project / terms and supervision of the
Linear Park Gialia-No. of Tender 16/2014-Preliminary tender documents. In May 2014, with our letter to
the Dali Mayor, we observed that the tender documents had included a provision, whereby in order to allow
the participation of economic operators to tender, they should fulfill compulsory specific requirements /
criteria, which relates to their technical and professional skills.
In view of the above, we suggested that the tender documents should include a provision stating that the
submission of the information which would document the above technical and professional skills, would be
requested only from the prevailing tenderer and the submission of such data when required, will be binding.
For this purpose, we suggested that, with another provision which would be included in the tender
documents, it would be determined that the successful bidder will be obliged to submit the required data
within a certain time, otherwise the bid will be considered invalid. This data would be checked by the
Municipality before the award.
In August 2014, the Mayor informed us that the above suggestions of our Office were adopted and, therefore,
the relevant provisions were included in the tender documents.
In October 2014, the Mayor informed us further that these documents were submitted to the Treasury in
order to obtain a Compatibility Certificate. However, due to the high estimated cost and the specialized
subject of the contract, the Treasury has recommended the amendment of the documents, so that the tender
is submitted by the method of two envelopes - technical and financial - and therefore, the Municipality will
prepare new documents based on the above suggestion.

3.10 LAKATAMIA MUNICIPALITY
The following issues relate only to a random audit of contracts.
Competitions Nos. 11/2006 and no. 54/2011 for the provision of services for the collection and
transportation of refusee in Lakatamia Municipality territory. The No. 11/2006 Competition was announced
on 15.9.2006 and was related to the services for the collection, transportation and disposal of the Municipal
refuse for a period of three years, with the right to renew the contract by 1 + 1 more year. Under the terms
of the tender, the Contractor was required to grant the workforce for staffing 4 refuse trucks it had available
and to provide the above services. For each truck, the Contractor was obliged to employ a driver and two
workers.

After overturning the decision of the Tenders Review Authority (TRA) which overturned the Tender Board
decision to cancel the tender, the Municipality of the Tender Board, decided in March 2007 to award the
competition to the lowest bidder. The start date of the contract was determined to be the 2.4.2007 and will
expire on 31.3.2010, with the right of the Municipality to renew the contract for 1 + 1 more year (until
31.3.2012), a right which the Municipality finally exercised.
In November 2011, the Municipality announced a new competition, no. 54/2011, to provide the above
services for a three year period from 1.4.2012 until 31.3.2015, with a renewal option for 1 + 1 more year (ie
up to 31.3 .2016 and 31.03.2017, respectively), using 4 - plus a backup – refuse trucks of the Municipality.
In the General Terms of the new competition, the Municipality included a provision according to which the
interested economic operators to participate in the competition, should possess the following:
(i)

A relative Waste Management License.

(ii)

A Cyprus Standards Certificate CYS EN ISO 9000, from a recognised Institute or Agency, to provide
related services, or an equivalent certificate.

In December 2011 they received five bids, which were evaluated by the Health Inspector of the Municipality,
who recommended the award to the single valid bid for the sum of €725,000, for a period of three years. The
other four bidders were disqualified because they had not submitted the CYS EN ISO 9000 certificate, or any
other equivalent certificate.
In May 2012, the Tender Board in a meeting decided to cancel the tender procedure and to repeat it, because
it was found, after an investigation by the legal adviser of the Municipality, that the sole bidder who met the
conditions of the competition, had a special relationship with one of the other four bidders participating,
since they were co-owners of a company.
In June 2012, the bidder who was originally judged to meet the conditions of the competition, appealed to
the TRA, against the Municipality decision.
In February 2013, the Tender Board, after the advice of the legal advisor of the Municipality, decided to
revoke its previous decision ie to cancel the tender. It also decided that the current Contractor, continues
providing refuse collection services for 2-3 more months.
In March 2013, due to the above decision of the Municipality, the TRA decided that the appeal was rendered
obsolete and, therefore, ended its examination, and - in addition - the tender validity had expired.
In May 2013, the Municipality Council decided that a study is carried out by the Health Service of the
Municipality, for the possibility of undertaking the collection service of the refuse by the Municipality workers
and to establish on a trial basis for a period of one month, a crew consisting of staff of the Municipality, for
the collection of refuse. The study conducted by the Health Service of the Municipality and another study
conducted by a consulting firm on behalf of the Municipality, as well as a third study by the same firm on
behalf of the Municipalities of Nicosia, showed, as we were informed by the Mayor, in October 2014, that
the undertaking of the above work by the Municipality would have cost much more than if contracted out to
the private sector, because the Municipality would need nearly double the number of workers.
In June 2013, with our letter to the Mayor, we observed the following:
(i)

According to the Tender Regulations then in force, the Municipality Tender Board should determine
the procedure and the body which would carry out the study and evaluation of tenders. Instead, the
evaluation of both of the above tenders was made by the Health Inspector of the Municipality.

(ii)

The Tender Board decision, which was taken in November 2006 to cancel the tender no. 11/2006, was
not based on reasons of cancellation of a tender as provided in the Tender Regulations then in force.

(iii)

In the tender documents of no. 54/2011 competition, a criterion for participation, was the holding of
a CYS certificate EN ISO 9000 or equivalent, which resulted in the exclusion of 4 of the 5 economic
operators who had submitted a tender. It is noted that the bid price of the sole valid tenderer, was
€65.480 higher than the bid price of the lowest bidder.

(iv)

As from 31.3.2012, when the second extension of the contract no. 11/2006 had expired, the
Contractor continued to offer services without a contract, with the tolerance of the Municipality,
although there was a decision that the above services would be offered by the workers of the
Municipality.

In August 2013, the Mayor, in a letter, sent to us the opinion of the legal advisor of the Municipality - which
did not address the substance of our observations - and without giving his own comments.
In view of the above, in September 2013 with our letter to the Mayor we pointed out that, while in our
previous letter we had indicated a number of serious errors, omissions and weaknesses in the procedures
followed when completing the above competitions, with which the principles of good administration,
transparency and equal treatment of tenderers were violated, his own comments / explanations were not
submitted to us.
In October 2013, the Municipal Secretary informed us the following:
It was the Municipal Tender Board’s omission not to set - with a relevant decision - the process and the
committee that would carry out the study and evaluation of tenders.
The Municipality considered that for a better service and in order to ensure the quality of these services, the
inclusion of the relevant term requesting the certificate CYS EN ISO 9000 or an equivalent certificate in the
tender documents was necessary and, since there was no legal obligation for such notification and / or to
publish any intention on the conditions that will add to the new tender, before the competition notice, it did
not consider such action necessary. Our Office does not agree with the response of the Municipality, since
such disclosure, aims to encourage as many economic operators to prepare themselves in order that they
are able to participate in the competition for the benefit of the Municipality.
Finally, the Municipal Secretary informed us that the Municipal Council at its meeting in September 2013,
decided – by majority - that the company that currently collects the refuse, continues to provide these
services until 31.10.2013, a period, during which the Municipality will take its final decisions on this matter.
However, as stated by our Office, the Municipality Council at its meeting held on 18.6.2014, decided to
extend the refuse collection services provided by the above company, until a tender was awarded by the
Municipality in a new competition for the collection of refuse with the use of the Municipal vehicles, although
the legal adviser of the Municipality, with his letter dated 11.4.2013, had stated that the continuous updates
of the contract with this company, was outside any legal framework.
In August 2014, with our new letter to the Mayor and Municipality Council Members, we mentioned that,
taking into account all the facts of the matter, our Office had found serious shortcomings in the handling of
the procedures relating to the provision of services for the collection and transport of refuse in the area of
the Municipality of Lakatamia and, as a result, the specific company, continued to provide its services 28
months after the expiry of the relevant contract.
With our above letter we also indicated that the responsibility for this situation was of the Municipal Council,
which had to proceed with its immediate termination by selecting one of the legal solutions offered. Finally,
we expressed the view that, if it were decided to continue the services of the private sector, it should - on
the one hand, for immediate compliance with the provisions of the law and also in order to give sufficient
time for a decision for the long-term settlement of the matter - to announce an open competition for the

award of a short term contract (eg purchase of services for a period of six months), for which shortened
timescales could be used since the contract value would be lower than the limits specified in the legislation
for the procurement of a European tender.
In October 2014, the Mayor informed us that the Municipality announced on 27.10.2014 an open tender for
the purchase of services for the collection and transport of refuse in Lakatamia Municipality.

3.11 COMMUNITY COUNCILS
Introduction. The Audit Office faced many problems over time in auditing the Community Boards accounts
due to the fact that most Community Boards have not adopted appropriate procedures and internal control
systems to ensure that appropriate records from which to prepare reliable financial statements which comply
with the Laws and Regulations, are kept. Numerous financial statements prepared by Community Boards
contain many errors, omissions and failures and present cash deficits / cash surpluses, which the Community
Councils are unable to explain, since in many cases the records are not properly updated and the necessary
supporting data does not exist. In many Community Boards there are conflicts between the Community
Council members which hamper their smooth operation, meetings are not held, no minutes or incomplete
ones are kept, Budgets are not prepared or, where they are prepared, excesses which are sometimes
unrealistic are almost always observed, without the necessary approvals. In several cases a delay in the
checking of the legality of the decisions recorded in the minutes of the Councils and inadequate supervision
of the Community Councils by District Officers is observed. A large number of purchases is carried out without
the requirement of tenders. Many Community Boards do not keep a register of assets with the risk that these
are lost.
Many Community Boards do not keep catalogues 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. The various computer systems that operate in several Community Councils,
part of the purchase cost of which was subsidised by the Government, present serious deficiencies and
weaknesses and lack the necessary safeguards. Several payments are recorded in the financial statements
without sufficient evidence and without the required authorisation. The corresponding payment orders are,
in certain cases, prepared subsequently, during the update of the records and without the necessary
authorisations. Some receipts are not recorded in the financial statements, since several Community Councils
fail to issue receipts, while some receipts recorded in the financial statements are not substantiated. In some
cases the Community Council President withdraws cash (with only his signature) from the bank accounts of
the Council for making payments, while in other cases, cash receipts from taxes are used for making
payments in violation of Articles 68 and 69 of the Law. The above have resulted in disproportionate time
required by the Audit Office on 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 Boards, 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 Community Councils in order to study the
possibility of adopting administrative procedure of fines for those responsible. No administrative penalty
imposing process has been adopted to date.
In April 2014, the Audit Office sent a letter to the Minister of Interior, which was communicated, among
others, to the President of the House of Representatives Committee of Interior, describing the problems
resulting from the insufficient implementation of the relevant laws and regulations by the Community
Councils and 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
rational assurance procedures and sound management of public money, they should not be given such power
by the State. In connection with the above letter, in May 2014, a meeting was held under the chairmanship
of the Minister of Interior with all stakeholders, at which the Minister gave instructions to inform all
Community Councils for the intention to deduct all or part of the state subsidy for failure to respond in the
provisions of the law, and asked all District Officers to propose amendments to the Communities Law for
mitigating the problems that occur in the Community Councils.
In May 2014, the Audit Office sent a letter to the Attorney General with which he requested to be informed
of the outcome of the investigation of serious irregularities or actions of Community Councils identified
during the audit of the financial statements, which may constitute criminal offenses and are pending.
Following an update of all pending cases, it was revealed that many are pending at the Police for criminal
investigation, while for others a court trial begun, but it 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.
Although 14 years have passed since the enactment of the Communities Law, the situation in the Community
Councils has not improved. However, the lack of consequences in arbitrariness in certain Community
Councils, the failure to take corrective action on their part 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
problems being accumulated and magnified over the years. The above, combined with the understaffing of
the Audit Office resulted in having Community Councils accounts that have not been audited since 2006, with
all the negative implications on taking the necessary corrective measures due to the lack of timely
information. The Audit Office, following a recent amendment to the Provision of Data and Information to the
Auditor General of the Republic Law, intends to delegate the pending audit of the financial statements of a
large number of Community Councils Accounts to legal auditors / audit firms.
Recommendations:
-

A drastic reduction of the number of Community Councils and / or economic integration or otherwise to
reduce the number of entities which would have their own separate budget.

-

Reorganisation of the (consolidated) Community Councils in order to become self-supporting and more
efficient.

-

Adoption of administrative fines for the wrongdoers.

-

Take effective measures against those involved in acts which constitute criminal offenses in order to end
impunity.
Improvement of the existing legislative framework.

- More systematic and satisfactory control of the legality of decisions of the Community Councils by District
Officers, through the minutes of their board meetings.
General observations.
From the audit of the Community Councils, the following were observed.
(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 Councils 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 Councils present mistakes, shortcomings and
omissions, which in most cases make the audit difficult and in several others make the conduct of the audit
impossible. Indicatively, a private consultant to whom the Audit Office in 2013 assigned the audit of 14
Community Councils, carried out the audit of only seven of them, since the audit was impossible to be
carried out in the others because of the many errors / deficiencies / shortcomings identified in the financial
statements.

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.
(b)Budgets
(i)

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 Councils are not approved before the beginning of the year to which they
relate. Also there is unevenness in the presentation of the Budget of the Community Councils (formerly
Village Authorities) by District.

(ii)

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 of Budgets. Most Budgets are not prepared based on a studied plan.
Recommendation: The Community Councils should comply with the provisions of the Community Law
in relation to the preparation, approval and execution of the Budget, which will be compiled with a
studied plan, which should be based on the real needs and their potential implementation. Treasury
should prepare a budget model that can be adopted by all the Community Councils.

(c) Minutes of meetings. Some Community Councils do not keep minutes of Council meetings, in violation
of the provisions of the Communities Laws. 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.
Recommendation: The Community Councils should keep minutes in accordance with the provisions of
the Communities Law. In addition, District Officers should exercise more efficiently and effectively the
control of the legality of the decisions of the Community Councils .

(d)Loans. Some Councils do not pay the installments of their loans on the due dates and thus they are
charged with default interest.

Recommendation: The Community Councils have to pay the installments of their loans on the specified
dates. The maintenance of a register will assist Councils in monitoring the payment of installments.

(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.
Recommendation: The Community Councils should end the above tactics.

(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.
Recommendation: Investing in private companies is not covered by the provisions of the Community
Law and therefore the Councils should not engage in such investments.

(g) Confirmation of assets and cash balances at 31 December. Several Community Councils do not, as
required, submit to the Audit Office a certificate of their assets and of their cash balances at the end of each
year.
Recommendation: The Community Councils should prepare the above certificate and send it to the Audit
Office early next year.
(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 are not known separately, at any time. Although we recommended the
proper keeping of a 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 and 25.11.2013, 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.

Recommendation (h) and (i): The Community Councils should ensure the proper maintenance of the Cash
Book.
(j) Non- maintenance of current accounts. Although the law provides that no amount of money will be
withdrawn from a bank account except by cheque only, some Community Councils (formerly Village
Authorities) continue not to maintain a current account with cheques.
Recommendation: All Councils will have to open a current account.
(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.

Recommendation: According to the Communities Laws, cheques must be countersigned by the Secretary
or another authorised member of the Council.
(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.
Recommendation: All receipts should be deposited on time and the amount of cash to be limited to the
absolute necessary.
(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 above tactics should be terminated and the Community Councils should comply
with the provisions of the Communities Law.
(n) Payment vouchers. In several cases no payment vouchers are prepared for the payments made, but
payments are made on the basis of invoices / receipts issued by the beneficiaries. Also, in many cases,
payments are not supported by invoices / receipts.
Recommendation: Community Councils should prepare payment vouchers, to which the necessary
supporting data should be attached. To avoid double payments, all invoices / receipts should be stamped
"Paid".
(o)

Arrears of taxes and water rates. Significant amounts relating to the above debts remain uncollected.

Recommendation: The Boards should exercise timely and effectively the powers granted to them by laws
and regulations to safeguard their revenues.

(p) Tenders. Several Community Councils purchase goods or services without following the tender
procedures.
Recommendation: The Community Councils should follow the procedure of tenders.

(q) Register of assets. Several Community Councils do not keep a register of assets with the risk that these
are lost.
Recommendation: For the purpose of monitoring the assets, all assets of the Community Councils,
movable and immovable, should be entered in the register.
(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, , without often
having suitable and qualified personnel. These systems, in many cases, lack the necessary safeguards and
generally have shortcomings and weaknesses.
Recommendation: The Community Councils should adopt a single computerised system which should
offer the necessary safeguards and should properly train their staff.
(s)

Execution of 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.
Recommendation: The Boards should always obtain copies of the payment certificates issued by the
supervising Architects / Engineers, which should be attached to the relevant payment vouchers.

(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.
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.

(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 data and without them being recorded in the Cash Book of the
Council, resulting in discrepancies in cash balances.
Recommendation: The Councils should not make payments that do not fall within their scope and
responsibilities.

(u) Register of immovable property of Councils. In several cases the immovable property of the Community
Councils is not registered in their name.
Recommendation: The Community Councils should ensure the registration of all of their immovable
property 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: 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.
Recommendation: For the above positions, the approval of the Minister of Interior should be obtained.
(x)

Provident Funds. In certain Boards, Provident Funds operate without approved Regulations.
Recommendation: Regulations should be adopted for all of the Community Councils Provident Funds.

(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.
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.
(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.
Recommendation: During the renewal of the collective agreement, the Community Councils should
ensure prior approval of the draft agreement by the Ministries of Interior and Finance.
(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.

Recommendation: The above tactics should be terminated.

(bb) Non-invoiced water. Most Community Councils do not identify any significant water losses.
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.
(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) or/and Government Water Works. Some Community Councils owe substantial amounts to the WDD
on 31.12.2013, such as the Community Councils Voroklini (€2,4 mil.), Colossi (€1,1 mil.) and Ormidhia (€1
mil.).

Recommendation: The Boards should promptly settle their debts to the WDD and / or Government
Water Works.
(dd) Immovable property tax. Several Community Councils continue not to impose immovable property
tax, a power which they have in accordance with Article 74 of the Communities Laws.
Recommendation: The Community Councils should exert the power they have under the law to impose
property taxes.
(ee) 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.
Recommendation: The Community Councils should impose taxation on the operation of commercial
premises.
(ff) 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.
Recommendation: The Community Councils should keep a special register of the accounts for the
amounts collected and spent, based on the provisions of the Cemeteries (Burial and Exhumation) Law.

(gg) Internal control weaknesses. It was observed that the system of internal control in most Community
Councils presents weaknesses.
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.
(hh) 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 response. In many cases of Community

Councils there is a significant delay responding to the issues raised. It is noteworthy 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 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.

(ii) Establishment of Regulations. As we mentioned in our previous Report, several articles of the Law
provide for the adoption of Regulations, for more efficient and smooth functioning of the Councils
Recommendation: All community councils should proceed to establish Regulations for their more
smooth operation.

3.12 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.
Recommendation: The Central Office should exercise more effective control for the improvement of
this area and to be enhanced by appropriately qualified personnel, to provide advice and guidance
services to Community Councils, on matters relating to all their activities such as the preparation and
execution of Budgets, imposition and collection of taxes, preparation of annual reports, payroll, pension
benefits, promotions and other procedures.

4. PUBLIC CORPORATIONS AND OTHER ORGANISATIONS
Organisations not included in this Report due to late submission of their financial statements
Organisations listed in the table below did not submit, or submitted too late, financial statements and, as a
result, their audit was not possible to be carried out in time and, as a result, no relevant observations were
included in this Report. Failure to submit the financial statements reduces significantly the potential of taking
corrective measures regarding any weaknesses or deficiencies that may be observed and deprives both the
House of Representatives and the citizens from the right to information about the activities of these
organisations.

Date of
submission of the
financial
statements

Relevant
Years

25.7.2014

2012

11.8.2014

2013

Cyprus Securities and
Exchange Commission

Not submitted

2013

Grain Commission

Not submitted

2013

Organisation

Cyprus Ports Authority

Cyprus Theatre Organisation
Youth Board of Cyprus
Sewerage Board of Pafos
Welfare Lottery Fund
Advocates Pensions Fund

27.8.2014
(draft)

2013

3.11.2014

2012 και
2013

Not submitted

2013

Not submitted

2013

30.9.2014
(draft)

2013

Notes

Final financial statements have not
yet been submitted

Final financial statements have not
yet been submitted

Legal advisors. A large number of public corporations have for many years (often decades) the same legal
advisors, many times without even a written agreement. It is noted that, according to Law 12 (I) / 2006, the
procurement procedures for the services listed in Annex II of that Law are differentiated. However, the
provisions of GC / AAD.S circular. 24F of the Treasury on these services, which provide that “... contracting
authorities should determine the procedure to be followed for procurement when it comes to the services
of Part B of Annex II of the Law on the basis of the principles of good administration and better management
of public resources” should be applied.
Recommendation: Our Office recommends that public entities determine the types of services provided by
legal advisors and segregate these between services for the way they operate as collective administrative
bodies (legal services within the sphere of administrative law) and to services related to the specific object
of their work. In any case, the relative circular of the competent authority of procurement must be followed.

4.1

UNIVERSITY OF CYPRUS

Financial statements. The issues arising from the audit carried out in 2009 and 2010 are presented in our
Report for 2011. The draft financial statements of the University for the years 2011 and 2012 were submitted
to our Office on 29.10.2014 and therefore their statutory audit has not been conducted .
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 11.7.2014 which stated that
Article 3 (1) of Law no. 21 (I) / 2013 prohibits the filling of any position of first entry, position of first entry
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 in accordance with its provisions 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,
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.
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, amounts to €410mil., compared to €148mil., 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 to revise the building program with an
increase of the built area in excess of 100% , (ii) to the upgraded project design and, (iii) to price increases in
labour and materials.
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.
The project "Building Installations of the Faculty of Engineering”, is currently under study which is expected
to be completed by the end of 2014. As we have been informed in October 2014 by the President of the
Council of the University, the invitation to tender for implementation of the project will be decided according
to the economic data of 2015, in connection also with the possible securing of funding from the European
Investment Bank.

He also informed us that the study of the “Multistory Parking Space” has been completed, but the University
has decided not to promote this project, given the prevailing economic situation.
(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.
The building construction started in October 2011 and, in accordance with the provisions of the contract, the
delivery of the building would be in October 2014 (duration 36 months). According to the work program
prepared by the Contractor, the progress of the project presents a serious delay in excess of about 15 months.
The Contractor originally submitted a claim for a time extension of 110 working days for which a time
extension of 57 working days has been approved, 18 of which with financial compensation. Recently, a claim
has been submitted for a further extension of the order of 18 months with financial compensation of around
€4.5 mil. which is evaluated.
According to the latest financial report of the consultant Quantity Surveyor submitted in early July 2014,
taking into account the amounts of the contracts of the hitherto appointed Subcontractors and Suppliers,
the estimated final cost of the project, is expected to amount to €30.574.000.
(c)

Projects completed.

Buildings for Social Activities – Claims of a 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. As mentioned in our report of 2012, the
payment of the above amount had not progressed, 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.
After a study of the above report, two additional aspects have arisen regarding this issue. As a result, with
our letter to the President of the University Council in August 2014, we observed the following:
(i)

The non-keeping / preparation of minutes and / or supporting documents, certified / signed by
all members of the University's negotiation committee, in which 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 were recorded, 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 the disagreement of the third member of the Committee. We noted that the
CCVC members should possess the specialized knowledge required and the experience /
expertise in order to safeguard the interests of the University during the examination of the
variations / claims submitted during the implementation of the contracts of works. As we were
informed by the President 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 President 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 President 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.
(d)
Creation of Photovoltaic Park on campus. From the investigation of the above matter, which was
conducted upon the Rector’s request, the following occurred:
At the Council of the University meeting on 7.9.2011, the Rector informed the members - preliminarily - of
his proposal for the creation of a Solar Park on the land of the campus located in the buffer zone.
On 21.12.2011, the Rector of the University signed an agreement with the non-profit Foundation for the
establishment and construction of a 10MW Photovoltaic Park, which would supply the University facilities
with electricity. Pursuant to the provisions of the agreement, the Foundation would take over the funding of
the above project with an amount of €14,000,000. Part of the above amount would be donated, while the
rest would be given as an interest-free loan.
On 25.6.2012, at a meeting of the Council of the University it was clarified that the sole owner of the
Photovoltaic Park, the space and the facilities, is the University and in no case any land belonging to the
University will be granted to somebody else. Regarding the repayment of the interest-free loan to the
Foundation, it was emphasised that this would happen only when the Photovoltaic Park would realize profits.
The Rector with his letter dated. 23.8.2012 to the Education and Culture Minister briefed him on the activities
of the University with respect to the development of the Park, in collaboration with the specific Foundation,
at a place on the southeastern boundary of the campus, an area of 140,000 square meters, within the buffer
area. Simultaneously he requested that he forwards the matter to the Council of Ministers for approval. He
also informed him that the project budget was estimated at around €15,000,000, and the amount of the
donation that the Foundation intended to grant, amounted to €8.000.000. The balance, amounting to
€7,000,000, would be given by the Foundation in the form of an interest-free loan.

On 5.11.2012, at the University Council meeting, the Rector informed the Council members that the United
Nations had accepted the University's request for establishment of the Park in the buffer zone.
The Rector informed the Council on 13.5.2013 that due to the haircut of the donor's deposits, the Foundation
requested that the project is promoted after having clarified the economic situation.
On 24.10.2013, the Rector in his letter to the Minister of Finance, presented a proposal to use the proceeds
from the operation of the Photovoltaic Park, while in another letter dated. 11.08.2013 to the President of
the Republic of Cyprus, he briefed him on the University's intention to proceed with the implementation of
the development of the Photovoltaic Park. Finally, with his letter dated 29.1.2014 to the Director General of
the Ministry of Education and Culture he informed her with the following - amongst others – regarding the
financing of the project:
Due to unforeseen economic circumstances that were created by the events of the previous year, the initial
financing plans of the project had been suspended and, therefore, the University of Cyprus was investigating
funding options, considering different scenarios, which included the use of European funds and / or private
capital.
The Director-General of the European Programmes, Coordination and Development, with his letter dated
25.2.2014 to the Ac. Director of the Energy Department, forwarded a proposal put by the University of
Cyprus for financing the Photovoltaic Park from the European Structural and Investment Funds 2014-2020.
On 15.5.2014, the Rector, in his letter to the President of the European Investment Bank (EIB) informed him
of the new campus development plan and needs for funding. Among the projects for which the University
requested financing, there was also included the Photovoltaic Park.
In view of the above, in August 2014, with our letter to the President of the University Council, we informed
him that from the investigation of the matter and based on the above events, nothing occurred that would
reveal the intention of the Rector to grant land of the University for the benefit of an individual for the
creation of a Photovoltaic Park. Furthermore, we informed him that all the necessary steps had been made
by the University and all stakeholders and departments were informed, of the efforts made for the
implementation of the above project and for securing its funding, initially through a donation and interestfree loan from an individual and later, through co-financing from the European funds and EIB loans.
We also pointed out that the choice of the University partner – who would carry out the project - should be
done in a transparent manner that would ensure the principle of equal treatment. We finally proposed that,
taking into account the specific nature of the project, as well as the potential for part of the cost to be
granted in the form of donations, the University should call on the Competent Authority of Public
Procurement, for guidance on the actions that would take on the whole matter.
With its letter of the same month, the President of the Council of the University assured us that for the choice
of a partner to carry out the task of creating the Photovoltaic Park, transparent procedures will be followed
that would ensure the principle of equal treatment and with the guidance of the Competent Authority of
Public Procurement.

4.2 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, 2011, 2012 and 2013 were not submitted to our Office and therefore the audit has not been conducted.
Our Office considers that, especially for an organisation such as the CUT, there should not be any delays in
finalizing the financial statements. In addition, our Office examined the following topics:
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, 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 despite 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
corporations .
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 not 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. Therefore it should be examined whether the actions of the CUT were justified on the basis of
the provisions of the Law no. 44 (II) / 2013 or were illegal.
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 nine
places of appointment / election or first appointment / election and promotion / advancement, as well as
the promotion / advancement of nine members of the elected academic staff and six members of staff being
integrated was lawful. Until the date of the preparation of this Report there was no response by the Attorney
General.
(a)

Development of the building of the University facilities.

After the founding of the CUT, based in Limassol, the University began the process of finding and formulating
of appropriate buildings for the housing of its the various Faculties and Services . To this end, the Government
granted to CUT a number of buildings, while others were secured with expropriations. In addition, the CUT
proceeded to rent a significant number of buildings over a long period.
In several of the above buildings there has been extensive construction work regarding renovations and
enhancements / modifications, based on studies by private consultants, in order to make them suitable for
use by schools and by the CUT Services.
(b) Buildings’ rental contracts concluded by CUT to meet its housing needs.
In September 2010, with our letter to the President of the Executive Committee, we indicated that despite
the fact that renting and purchasing buildings is excluded from the provisions of the Coordination of
Procedures for the Award of Public Procurement Contracts, Works and Services Law 12 (I) / 2006, the
contracting authority must respect the principles of good administration, transparency and equal treatment.
Therefore, the announcement of open competitions is the responsibility of the contracting authorities also
in the case of purchase or rental of buildings. With the competition it is aimed to purchase / rent a building

at competitive prices and on the basis of conditions / specifications and evaluation criteria. The nonobservance of the above led the CUT in the rental of certain buildings with very high rent.
Examples include the following buildings: The Ttofi building, with a monthly rent of €20.65 / sq.m., the
Pitsillidis building, with a monthly rent of €16,53 / sq.m., the Starbucks building, with a monthly rent of €15,
32 / sq.m., the Parea building, with a monthly rent of €15.27 / sq.m. and the Sikopetritis Warehouses with a
monthly rent of €17.26 / sq.m. The above amounts of rents included the cost of renovation and fitting of
buildings for the needs of the CUT, which was distributed throughout the rental period (equivalent monthly
rent).
Our Office considers that the way in which the issue was handled, over time, constitutes a case that entails
a very high risk of corruption and mismanagement. As a result, it was decided recently to conduct a largescale audit of contracts awarded to meet the housing needs of the CUT. The audit is about half completed
and the first findings are indeed very alarming as to how public money had been handled.
The findings and conclusions of the audit will be made public when it is completed. This report does not
include a reference to any building or ongoing contract.

4.3

OPEN UNIVERSITY OF CYPRUS

Establishment and operation of the Open University of Cyprus. The Open University of Cyprus was
established with the enactment of Law no. 234 (I) / 2002 on 31.12.2002.
The University admitted its first students in September 2006.
Financial situation.
(a) Annual results. The results for the years 2005 to 2012, according to the final financial statements
for 2005 and the initial draft financial statements for the years 2006 to 2012 submitted to our Office,
are shown in the table below:

Year

2012

2011

2010

2009

2008

2007

2006

2005

€

€

€

€

€

€

€

€

Income

8.988.585 9.515.898 7.332.853 8.592.742 6.174.649 2.985.730

873.751

237.561

Expenses

9.084.904 8.803.107 7.764.305 6.062.575 4.632.452 2.372.851

712.184

206.119

612.879

161.567

31.442

4.640.000 6.400.000 4.949.543 6.800.000 5.125.804 2.562.902

804.714

237.561

Salaries and wages
5.689.273 5.272.560 4.408.204 3.152.636 2.339.994 1.110.167
of staff

314.478

44.921

(Deficit)/
( 96.319)

712.791 ( 431.452) 2.530.167 1.542.197

Surplus
Government Grant

(b) Cost per student. According to the financial statements, the cost per student for the years 2006 to
2012 is shown below:
Year

2012

2011

2010

2009

2008

2007

2006

€9.084.904

€8.803.107

€7.764.305

€6.062.575

€4.632.452

€2.985.730

€873.751

Number of
students*

3.559

2.421

1.873

1.450

1.065

613

163

Cost
per
student

2.552

3.636

4.145

4.181

4.350

4.871

5.360

Expenses

*includes students of undergraduate and post graduate programs per academic year.
Budgets.
(a) Approval of Budgets. The University's budgets for the years 2006, 2007, 2008, 2009, 2010, 2011 and
2012, were approved by the Temporary Steering Committee (TSC) / Steering Committee (SC) and the Council
of Ministers and passed into law by the House of Representatives, as follows:

Approval of Budget by the Council
of Ministers
Year

No of the Decision
of the Council of
Ministers

Date

Approval of the Budget by the House of
Representatives
Law

Date of publication in the
Official Gazette

2006

63.328

8.2.2006

L.20(ΙΙ)/2006

24.3.2006

2007

65.072

14.2.2007

L.16(ΙΙ)/2007

23.3.2007

2008

66.423

20.11.2007

L.74(ΙΙ)/2007

31.12.2007

2009

68.516

12.3.2009

L.43(ΙΙ)/2009

3.4.2009

2010

70.042

23.2.2010

L.29(ΙΙ)/2010

31.3.2010

2011

71.705

31.1.2011

L.27(ΙΙ)/2011

18.3.2011

2012

73.308

14.3.2012

L.31(ΙΙ)/2012

6.4.2012

With regard to the Budgets of 2006, 2007, 2009, 2010, 2011 and 2012, twelfths were approved for the period
1.1 to 28.2, for each year, while subsequent expenditure until 23.3.2006, 22.3.2007, 2.4.2009, 30.3.2010 ,
17.3.2011 and 5.4.2012, was legislatively not covered.
The budgets for the years 2006, 2007, 2008, 2009, 2010, 2011 and 2012 provided for expenditure of £673.000
(€1.149.889), £2.458.285 (€4.200.229), €7.776.959, €10.350.000, €11.640.000, €12.340.100 and
€14.849.570, respectively.
As we were informed by the President of the University, the expenditure which was legaislatively not covered
relates to the payment of staff salaries, electricity and telecommunications charges which was made to
ensure the proper operation of the University. This in our view does not remove the problem.

(b) Excesses of Budgets. In Head 3 "Management Fees" and Head 4 “Capital Expenditure” of the Budget
2006, 2007, 2008, 2009, 2010, 2011 and 2012 excesses of a total amount of €17.945 (£ 10.503), €9.502
(£ 5.561), €54.947, €142.013, €289.522, €220.020 and €157.494, were respectively presented.
The excesses that occurred in 2006 could be covered with the approval of the Minister of Education and
Culture and for the years 2007, 2008, 2009, 2010, 2011 and 2012 with the approval of the TSC / SC of the
University with equal transfer of savings from articles under the same Head .
Additionally, it was found that there are accounts in the General Ledger which relate to more than one article
of the Head 4 “Capital Expenditure”, without being possible to separate the records per article, so it cannot
be determined whether there are excesses in these articles.
Recommendation: Our Office recommends that separate accounts are kept in the General Ledger for
each article of the budget in order to be able to monitor the implementation of the budget to avoid
excesses.

(c) Monitoring of the budget execution. The monitoring of the budget execution is weak. As we were
informed, with the implementation of the new accounting system “Integrated Financial and Administrative
Management System (ERP)” and of the safety measures to be incorporated in it, as from 2015, such as the
prohibition to perform any accounting entries that would create excesses, it is expected that the problem
will be overcome .

Personnel issues.
(a)
Number of staff and costs. The number of staff employed by the University during the reporting years
to 31.12, as well as the total cost, which includes employer contributions to various funds and the
remuneration of students employed on an hourly basis, are presented in the table below:

2012
Category of
staff

2011

Amount
No
(€)

2010

Amount
No
(€)

2009

Amount
No
(€)

Amount
No
(€)

Αcademic

19

1.547.516

18

1.454.114

18

1.224.691

11

798.259

Administrative*

78

2.475.829

56

2.041.324

50**

1.545.397

32

1.130.229

Hourly paid***

-

-

18

123.693

17

92.969

17

112.349

AAS****

158

1.575.107

123

1.513.548

113

1.406.590

92

1.028.770

Cooperators
(PC)

15

79.655

8

108.411

12

125.673

8

74.335

Total

270

5.678.107

223

5.241.090

217

4.395.320

160

3.143.942

2008
Category of staff
No

Amount

2007
No

Amount

(€)

2006
No

(€)

Amount
(€)

Αcademic

9

647.736

8

360.239

3

81.873

Administrative*

30

832.862

20

480.537

13

201.174

Hourly paid***

8

63.377

8

12.550

-

-

AAS****

67

722.049

36

235.719

8

31.431

Cooperators (PC)

4

67.768

3

21.122

-

-

Total

118

2.333.792

75

1.110.167

24

314.478

* The administrative staff includes permanent and contract staff.
** In 2010 the administrative staff included seven sports teachers.
*** Hourly paid staff included also the hourly paid students employed by the University.
**** AAS means Adjunct Academic Staff
(b) Schemes of service of administrative staff positions. It was found that schemes of service for the posts
of administrative staff have not been established. It is noted that the University considers as scheme of
service the notices for vacancies, however these are not substitute of the schemes of service.
Recommendation: To prepare and adopt as soon as possible schemes of service for all positions of the
administrative staff of the University, in which to include the duties and responsibilities, as well as all terms
of employment for each position.
(c) Differentiation of staff salary placement with decisions of the Steering Committee. The audit found
that in several cases there was a differentiation of salaries placements of staff on the basis of decisions of
TSC/ SC.
Recommendation: Our Office made specific recommendations which should be applied to correct the
issues that emerged from the audit sample.

(d) Deductions from the special allowance of academic staff. Regarding the special allowance paid until
2012 to Professors and Associate Professors it was found that for the years 2009 and 2010 the University
wrongly considered that it was a pensionable allowance and therefore was deducting the specified rate for
Widows and Children Fund.
Recommendation: The University should return to the affected academic staff the net amount resulting
after deducting the amount attributable to income tax from the amount deducted for the Widows and
Children's Fund for the years 2009 and 2010.

(e) Advancements of academic staff of the Open University of Cyprus (University) in 2013. The University
proceeded to the advancement of two members of the Teaching and Research Faculty (TRF), a Lecturer to
the Assistant Professor’s position with retroactive effect from 1.3.2013 and of an Assistant Professor to the
Associate Professor’s position from 1.1.2014.
According to Article 3 (1) of Law 21 (I) / 2013, published on 18.4.2013, the filling of any position of first entry,
any position of first entry and promotion and any position of promotion is prohibited 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
prohibition of filling vacancies has been obtained based on the provisions of Article 4 of the Law which
provides, inter alia, that a reasoned request for filling any position is submitted to the Minister of Finance
together with full supporting documentation for the need to file the position, which if he considers
appropriate, refers the matter to the Council of Ministers to decide on it and then the decision of the Council
of Ministers is submitted to the House of Representatives Committee of Finance and Budget to obtain its
written consent. It was found that the University does not seem to have made such requests to the Minister
of Finance on the basis of Article 4 of Law 21 (I) / 2013.
Also, according to data submitted by the University to our Office on 10.7.2014, in none of the above two
cases of advancements made by the University in 2013, does it appear that a written offer for the position
has been given to the candidate on a date before the entry into force of the Law 21 (I) / 2013, ie before
18.4.2013 and therefore, these advancements are not legitimate.
It must also be stated that the University obtained an opinion from its legal counsel, dated 17.6.2013,
according to which the prohibitory provisions of Law 21 (I) / 2013 also apply for the advancement of the TRF.
Our Office also pointed out that, according to Article 3 of the Law (L.21 (I) / 2013), “the commencement or
continuation of the vacancy filling process, in violation of the provisions of this Law shall be void and any
person is proven to act or consents or is associated in any way with the initiation or continuation of such
recruiting process, is guilty of an offense punishable with a fine not exceeding five thousand euro (€5,000) or
with imprisonment not exceeding two ( 2) years or with both such penalties.”
As we were informed by the President of the University in his reply letter to our Office, dated 22.10.2014,
the University applied to his legal advisor for advice with respect to the two cases of advancement of the
TRF, who, in the case of the lecturer who was promoted to Assistant Professor, advised that the internal
memo with which the candidate was informed of his advancement dated 4.3.2013, can be considered as an
offer of the position, since the legislator of Law 21 (I) / 2013 is not specific as to the type of written offer and,
therefore, the promotion is considered by the University legitimate. Also in the case of the Assistant Professor
who was promoted to the position of Associate Professor, the legal adviser of the University advised that the
interpretation given by the Administrative Committee of the University of the term "advancement" in the
Budget Law (L.42 (II) / 2013 ) does not seem unreasonable.
In view of the above response of the President of the University, our Office in a letter to the Attorney General
raised the issue, asking him to issue an opinion on whether the decisions of the competent organs of the
University for promotion of two members of the Teaching and Research Faculty (TRF) was legitimate and if
not to advise the Open University as to the proper handling that should be done. Until the date of preparation
of this Report, there was no the response from the Attorney General.
Sabbatical leave. From the audit of sabbatical leave, it was found that teachers, returning from sabbatical,
do not submit an activity report to the Board of the Department and to the Research Committee via the
Dean, as the relevant legislation provides.

As we were informed by the President of the University on 27.10.2014, after our Office raised the matter,
the activity reports are also submitted for information to the Research Committee via the Dean of the
respective Faculty,.
Academic Coordinators and Adjunct Academic Staff (AAS).
(α) It was found that the decision of the SC, at its meeting dated. 18.11.2011 for "the AAS members to
serve as Adjunct at the Open University of Cyprus for three (3) consecutive academic years, after which there
should be a break of at least one (1) academic year," is not applied to all AAS members since at least in one
case, an AAS member, who is Academic Coordinator in Business Administration programs, was allowed to
continue after three years, without an interruption of a year.
Also, the decisions of the SC in relation to the conditions of employment of the AAS members are applied
differently depending on whether the members are or aren’t members of the academic staff of the Institution
they are cooperating with.
Recommendation: The employment conditions of AAS must be the same and applied uniformly for all.
Also, the choice of AAS for all University programs should be made after announcing the position.

(b)
For the academic year 2011-2012, for the position of the Academic Coordinator of the Master's
program in Business Administration, even though the agreement with the University of Athens from May
2011 had ended, there was no invitation to tender but it was decided by the SC at its meeting dated
14.10.2011, to purchase services at €3.000 per month for one year.
For the above position, the SC decided that the person who would take over as Academic Coordinator in that
program to be the same person referred to in (a) above, without justifying this option.
Recommendation: In future cases, to follow the tender process or the announcement of the position.

(c) For the academic year 2012-2013, there was an invitation to tender for the position of the Academic
Coordinator of three graduate programs, at a total remuneration of €20,000. The person referred to in (a)
and (b) above was chosen with whom a contract was signed, after the evaluation of 27 candidates by an
Evaluation Committee made up of the President and the two Vice Presidents of the SC.
Regarding the above, it was found that, while the above contract does not include a provision for renewal,
the SC in its meeting dated 7.6.2013, decided its renewal for one year, ie for 2013-2014, with a fee amounting
to €15,000.
As we were informed by the President of the University, the announcement of the position of the Academic
Coordinator concerning the academic year 2012-2013, provided for the right to renew the employment
period of the person. However, our Office notes that the agreement itself states that " it is considered as a
fixed term for covering temporary University needs and its particularity objectively justifies its nature as a
fixed term" and therefore the "right of renewal" as stated in the announcement of the position may result to
the reclassification of the contract to one of an indeterminate period.
Laws, Regulations and internal regulations of the University. The basic Law providing for the Establishment
and Operation of the Open University of Cyprus (N.234 (I) / 2003) does not specifically defines matters whose
regulation must be done by Regulations, but a general reference is made to issue Regulations for the
regulation of any matter relating to the organisation, management and administration of the University. This

failure, combined with the corresponding general reference to the Law to regulate any matter which, based
on the Law, requires to be regulated with internal regulations, raises doubts about which issues should be
regulated by regulation and which by issuing internal regulations .
According to data of the University, no new Regulations have been adopted to date. However, a substantial
number of Regulations and subsequently their legal-technical and other processing, is still pending at the
Ministry of Education and Culture.
Recommendation: To prepare and promote direct instructions for all other important issues for approval
and enactment of the House of Representatives.
Agreement of the Open University of Cyprus (University) with the Science Center for the Education
Assessment and Development of the University of Cyprus (S.C.E.A.D). The University on 18.7.2012 signed a
cooperation agreement with S.C.E.A.D which is an association of the University of Cyprus, for the design and
development of curriculum in Business Administration at undergraduate level, which will be offered by the
University in the Greek language.
In relation to the provisions of the agreement the following were identified:
(a) The remuneration of S.C.E.A.D should be determined on the basis of the actual costs incurred for that
Program and not as a percentage of the program proceeds.
(b)
It was found that none of the four members of the Academic Council of the Program who are
employed as ΑΑS in the same program, had obtained the approval for their employment in this Program from
the University of Cyprus in which they work. Such approval must also be obtained by other TRF members of
the University of Cyprus employed as AAS in the Program.
(c)
AAS should be selected after an invitation to tender, as with the AAS of other programs of the Open
University and not by the TRF members of the University of Cyprus. The term in the agreement on the
selection of AAS by the TRF staff of the University of Cyprus is incompatible with the principles of good
administration, equal treatment and transparency, so we recommend that it is modified.
(d) The annual evaluation of the Program, as we were informed by the President of the SC, was submitted
in late December 2013 and since then no meeting of the SC had been held, to make it possible to give us a
copy. As shown, the evaluation report was submitted to the Open University with a significant delay from
the end of the academic year, thus limiting its usefulness. Our Office requested that a copy of this report is
sent to us as soon as possible.
(e)
The agreement does not mention whose responsibility is the secretariat support for the Program and
who bears the costs for consumables. As we have been informed, the above costs are charged to the Open
University.
(f)
The Agreement provides that the responsibility for the production of the required training material
is the responsibility of S.C.E.A.D., however, as we were informed, the production of the educational material
for students is carried out by the Open University, which bears the cost.
Recommendation: Our Office recommends that the University renegotiates with S.C.E.A.D. the terms of
their cooperation agreement, in order to clearly define the obligations of each party and the remuneration
it will pay to the S.C.E.A.D on 27.10.2014.

The President of the University informed us that the University has already proceeded to the renegotiation
and revision of the cooperation agreement with S.C.E.A.D. with the main objective being the adoption of the
recommendations of our Office.
Daily allowance of the SC members of the Open University residing abroad. The amount of the daily
allowance of the members of the SC residing abroad, is specified by the Council of Ministers Decision no.
68.485, dated 4.3.2009.
Recommendation: This decision regarding the daily subsistence allowance, maintenance and travelling
amounting to €196, which is given to all at the maximum amount regardless of the cost of their stay
and without the presentation of an invoice, should be revised. Also, this allowance is granted for both
the travel day to Cyprus and for the return day (as provided by the relevant Decision), which does not
constitute a correct practice since, especially for the return day, there is no accommodation cost in
Cyprus, while the travelling time should also be taken into account.

Procedure for the approval of an advance and reimbursement of travel expenses. The University from 2006
implements a specific procedure for the approval of an advance and reimbursement of travel expenses of
the academic and administrative staff which, however, as we were informed, has not been submitted for
approval to the TSC / SC of the University.
Recommendation: To promote this process as soon as possible, to the SC of the University for approval,
as it is an internal procedure which the University implements.

4.4

ELECTRICITY AUTHORITY OF CYPRUS

Audit of financial statements. The financial statements of the Authority have been audited by a private
auditor appointed by the Authority, following my approval pursuant to Article 3 (1) of the Public Corporations
(Audit of Accounts) Laws of 1983 to 2007. Under the provisions of the same laws, our Office has conducted
an additional financial and performance audit. The financial statements of the Authority were submitted to
our Office with delay, on 30.5.2014, while on the basis of the provisions of Article 3 of the relevant legislation,
the audited individual financial statements together with the Report by the private auditor should be
submitted to our Office no later than the 30.4.2013.
Financial position.
(a) Annual results. According to the audited accounts the net surplus for 2013, before tax, was €93,96mil.
(€86,46 mil. in 2012).
(b) Revenue. The revenue of the Authority for the year 2013 amounted to €907,78 mil., compared to
€1.185,14 in 2012, ie there was a decrease of €277,36 mil. or 23.4%.
(c) Expenses. The expenditure of the Authority was €813,82 mil., compared to €1.098,68 mil. in 2012, ie
there was a decrease of €284,86 or 25.9%.
Budget. The budget of the Authority for 2013 was submitted to the House of Representatives on 28.3.2013
while, under the provisions of the relevant legislation, it should have been submitted to Parliament no later

than the 30.9.2012. The budget which was passed into law by the House of Representatives on 25.4.2013
and published in the Official Gazette on 30.4.2013 (L.26 (II) / 2013), provided for total expenditure of €1.038,1
mil. In the period 1.3.2013 until 30.4.2013 payments totaling €139.876.776 were made but were not legally
covered, since there was no approved budget.
Staff - Salaries. The Authority employed 2169 persons in 2013 (2270 in 2012), serving in permanent posts.
The annual average salary for permanent staff amounts to €35.387 (€36.878 for 2012), while the annual
average cost for permanent staff, taking into account the burden on the Pension Fund amounting to
€4.710.000 (€13.289.000 in 2012), amounted to €45.338, compared to €50.946 in 2012.
Early retirement under Regulation 29A on the EAC (Conditions of Service) Regulations of 1986-1996.
According to Regulation 29A, EAC may decide to allow an employee who has attained the age of 50 years
and worked for at least 25 years of actual service at the EAC to retire early. To the early retired officials a
compensation, in addition to their pension benefits is offered.
Since the start of the Plan in 1996 until 2013 (17 years), a total of 460 employees have retired early and the
total additional compensation that they received, in addition to pension benefits, amounts to €17,6 mil.
In our previous reports we pointed out that the adoption of early retirement of employees on the verge of
normal retirement with payment of additional compensation cannot be justified since it is obvious that in
such cases, the incentive for the employees to retire early is the receipt of additional compensation and
not to serve the objectives of the Scheme, which according to previous reports of the President of the
Authority in response to our remarks, is the renewal of personnel and its replacement with better skilled and
trained personnel.
It is noted that according to the relevant letters of the Ministry of Finance and the Ministry of Energy, Trade,
Industry and Tourism (METIT) the Minister of Finance approved the release of a sum of €5 mil. from the
Budget of the Authority for the year 2013 for the purpose of compensation under Regulation 29A, provided,
inter alia, the Scheme is terminated upon retirement of the employees who will use the Plan after the said
release.
Recommendation: Our Office recommends that the EAC takes appropriate action to terminate the said
Scheme, with a Regulatory Administrative Act.
Allowances & Employee Benefits.
(a) Allowances. In our Report for 2012 we stated that, pursuant to the Electricity Authority of Cyprus (Terms
of Service) Regulations 1986 and the collective agreements signed, various allowances are granted to staff,
over time, and we recommended their review without delay for their revision / change and / or their possible
termination, where necessary.
After consultations, an agreement was reached with the trade unions for Reducing Operating Expenses Streamlining Benefits, which, based on data of the EAC will bring annual savings of about €3,2 mil. (Compared
to 2012) and it was approved by the Board of Directors on 24.9.2013 with effect on earned income from
1.10.2013. The amount of allowances paid to personnel in 2013 amounted to €7,4 mil. (€11 mil. in 2012)
including overtime amounting to €1.8 mil. (€3,4 mil. in 2012).
In a letter of the Ministry of Finance to the Director General of the METIT dated 17.3.2014 for the EAC Budget
for 2014, it is noted, inter alia, that the EAC should proceed to the adoption of the provisions set out in the
State Budget regarding allowances and other financial benefits of the state officials since this entails an

annual savings of €3,78 mil., while the adoption of the Agreement signed between the EAC and the trade
unions implies savings of €2,73 mil. (difference of €1.05 mil.).

Recommendation: Our Office recommends that the Authority continues, in consultation with
the Ministries, to examine the necessity of continuing the concession and / or modification of
the remaining allowances as per the Circular of the Ministry of Finance.
(b) Benefits. In addition to the allowances mentioned above, various benefits are granted to the EAC staff
(including retirees) the amount of which, according to the Authority in 2013 was €9,6 mil. (€11,5 mil. in 2012)
and are listed below:

Medical Fund

2013

2012

€

€
3.918.244*

4.538.937

51.260

51.260

Welfare Fund

1.498.426

1.926.035

Assistance Fund

228.784

255.618

5.050

67.800

Interest Subsidy on Educational Loans

949.072

800.000

Compensation for Death

126.444

85.932

Personal Accident Insurance

142.784

152.545

6.920.064

7.878.127

Special Medical Fund

Scholarships Scheme

• Does not include costs relating to pensioners of an amount of €2.647.487 for 2013 (€3.605.373 for
2012).

Recommendation: Our Office recommends that the costs of the similar benefits (healthcare,
subsidisation of educational loans, maintenance of a welfare fund for the welfare / entertainment of
members, etc.) should no longer be borne by the Authority, but by the employees / retirees. It is
understood that the promotion of such an issue should be done by following the established procedures.

Memorandum of Understanding and privatisation of Public Corporations. On 4.3.2014 the Regulation of
Issues on Privatisation Law of 2014 (Law. 28 (I) / 2014) was published in the Official Gazette of the Republic.
It was passed to prevent further deterioration of the financial situation of the Republic and to increase State
revenues, a significant part of which will have to come from the implementation of a privatisation program
to enhance competitiveness and promote investment and because the public interest is best served by
converting certain Public Corporations to private entities.
By a relevant Decree dated 28.3.2014 (R. 176/2014), the Council of Ministers declared, among other things,
the EAC as a body subject to privatisation and the method, scope and process of privatisation will be
determined later.

Overdue / Outstanding Electricity Consumption Accounts. According to the EAC data, the total amount
owed to the Authority for electricity consumption at 31.12.2013, including the recording of nonconsumption, amounting to €36.4 mil. (€47.14 mil. in 2012) amounts to €139 mil. (€157 mil. in 2012), of
which an amount of €59.7 mil. (€57.21 mil. in 2012) concerns overdue electricity bills. It is noted that
according to EAC data, the total amount owed to the Authority on 28.2.2014 by the Municipalities,
Community Boards, Sewerage Boards, Departments of Irrigation and the Water Development Division
exceeded the amount of €7,3 mil.
In addition to the above amounts due to the EAC, a characteristic example is that of a company which on
28.2.2013 signed an agreement with the Authority to pay off accumulated debts amounting to €387.247 plus
interest to be paid in six equal installments of €66.055 with the last installment to be paid on 20.8.2013. The
agreement appears not to have been kept, since by 28.2.2014 the company owed to the Authority the
amount of €207.609 plus an amount of €166.767 relating to current consumption. Additionally, the consumer
owes to the Authority the infrastructure costs for the power supply to the gravel crunching unit of €165.592.
As a result, the total debts of the company to the Authority in February 2014, amounted to €539.968.
It is pointed out that on 23.4.2014 the EAC concluded a new agreement with the company to repay the
accumulated amounts due amounting to €588.954 with last repayment date being in April 2016.
At the meeting dated 18.2.2014 the Authority Board approved the new billing management plan for the
tackling of the problem of arrears which however until the date of the audit (April 2014) has not been
implemented. According to the Plan (a) from 28.2.2014 consumers owing to the Authority more than two
electricity bills, will have until 30.3.2014 to conclude an agreement to settle their arrears with a small number
of interest-bearing installments with interest rate of 4 % (b) for those consumers who do not conclude an
agreement for the payment, the supply of electricity will be interrupted (c) for consumers that come under
the special tariff for frail and Vulnerable Populations, special payment agreements will be concluded and (d)
for those customers not repaying their current accounts within the limits set by the EAC, the power supply
will be interrupted.
It is noted that at the same meeting, the Board of the Authority decided that for purposes of the Plan
implementation in the Regions, the issue is referred for examination to specific Subcommittees of the
Authority and the final decisions are taken by the Plenary of the Board.
Recommendation: Our Office recommends that the Authority proceeds to take final decisions on the
application of the Debtors Management Plan and notes that, for such an important issue, a
comprehensive and workable proposal should be submitted for immediate decision.

The President informed us that the finalising of the list of competent Officers in the Regions and
Headquarters for the settlement of arrears, is pending for final decision.
Non-compliance with agreements for the repayment of overdue electricity bills. It was observed that in
several cases where the Authority has entered into an agreement with consumers to repay accumulated
balances of electricity bills, in addition to the current consumption, the amount of the agreement has almost
been repaid while significant amounts relating to current consumption remain outstanding, thereby creating
new arrears.
In addition to the above, a small number of cases was identified where, while the major part of the
accumulated balance referred to in the repayment agreement is still pending, a new outstanding amount of
current consumption has been created, thereby increasing the amount of arrears.

Recommendation: Our Office recommends that the Authority intensifies its efforts and proceeds to
take further and more effective measures to safeguard its interests and the collection of the amount
due in order to substantially reduce and / or eliminate the arrears.

The President informed us that instructions were given for stricter monitoring and, in case of non-compliance
with the agreement to proceed with a direct power supply interruption.
Protection of the Authority’s Revenue.
(a) Checking of meters (recording electricity consumption) to detect illegal interventions on the
Authority's devices. According to the Authority, 22.383 meters of high risk were checked in 2013, of which
13.272 were broken but there is no suspicion of power theft and 1.007 were broken and it was established
that there was power theft for which charges were made and a total amount of €923.292 was received, while
an investigation is pending for several cases of illegal interventions that have been reported.
In a report of the Internal Audit of the Authority it is noted that the issue is alarming and failure to investigate
illegal connections and unsealed fuses leads to loss of revenue of the Authority.
The President informed us that, in cases of unlawful interference in the meters, further than charging the
proportional costs of the lost consumption, the fine approved by CERA is also imposed, while these cases are
put before the courts as criminal cases.
(b) Loss of income due to the consumption of electricity outside the tariff charged. According to the
Authority, during 2013, 483 cases were traced of a total or partial conversion of premises from one kind of
use to another and premises of household tariff that provided electricity illegally, to premises of a nonhousehold nature, resulting in the Authority claiming about €230.000.
(c)
Meters Replacement. In 2013, 3.237 meters were replaced due to various problems presented and
possibly the relative electricity recording was incorrect, while according to data of the Authority, until April
2014 the meters over 30 years in need of replacement, amount to 73.682.
Recommendation: It is recommended to replace the meters which have surpassed by several years the
period of their useful life and / or to take preventive measures.

The President informed us that the commencement of the replacement of meters is reassessed, under the
implementation and installation of intelligent systems and prepaid meters which can provide upgraded
features, satisfying the provisions of European Directives and the strategy for sustainable development.
(d) On the site Inspection of Meters of Medium Voltage - Incorrect Recordings. It was observed that the
directive on the inspections procedures for different types of meters, which aims to identify any problems
either during the initial installation of meters or during the periodic and scheduled inspections which should
be carried out is not applied and, as a result, there is, inter alia, loss of revenue for the Authority.
It is relatively indicated that, during the inspection conducted by the Authority, cases of incorrect recordings
of electricity consumption of a value in excess of € 1,290,000 were identified.

Recommendation: Our Office recommends that the Authority intensifies and strengthens the internal
control procedures carried out in relation to the meters / meters installation process and proceeds to
take all necessary measures to safeguard its income.

The President informed us that they have completed all inspections except in the District of Nicosia-KyreniaMorfou, and added that the temporary interruption of inspections was due to the increased requests for
connection for RES.
Thefts of materials. As we mentioned in our previous reports, in recent years, material thefts and mainly
copper cables from substations of EAC, were observed. The Director General of the Authority in his letter
dated 14.11.2012 to the MCEIC, sought the intervention of the Ministry or other body responsible for the
enforcement of the legislation concerning the disposal of used metal so that, by regulating the matter,
documentation procedures are provided for proof of the source of metal s sold.
Recommendation: It is recommended to take all necessary measures to solve the problem, especially in
relation to safety, as well as to the legislation regulating the matter.

The President informed us that the Authority takes a number of measures such as the installation of security
systems in the various premises of the Authority, while the issue of amending the legislation governing the
sale of used metals is pending.
Outstanding issues.
Special Tariff for Large Families and disadvantaged families. In implementing the social policy of the
Government and at the request of the Ministry of Commerce, Industry and Tourism (MCIT) in 2006, the
Authority implemented a special tariff (08) for large and disadvantaged families which receive public
assistance. Subsequently, the severe disability allowance recipients and the recipients of care allowance by
quadriplegic and paraplegic persons were integrated in that tariff.
The accumulated revenue lost by the EAC from the application of this tariff is regarded as Public Benefit
Obligations (PBO) and is recovered from all consumers, including Large Families and Disadvantaged Families.
According to the EAC data, the accumulated loss of the Authority's revenue at 31.12.2013 amounted to
€6.440.767.
Recommendation: Our Office recommends that the social policy of the State is exercised by the
Government itself, while the issue should be reviewed especially in the light of the forthcoming
privatisation.

Port charges. The amounts paid as port charges, but without the Ports Authority to provide substantial port
facilities to EAC are included in other expenses in determining the fuel tariff borne by the consumers. The
total amount paid to the Cyprus Ports Authority during the period 2001 - 2013 amounted to €19.258.155.
The Authority requested repeatedly from the MCIT, to promote measures in order to establish special
reduced fees but without success.

Our Office recommended that the Authority takes all the necessary steps to be exempted from the obligation
to pay port fees, in order to achieve a partial reduction of the final costs borne by the consumer.
According to the minutes of a meeting dated 12.6.2013 on port charges of fuel oil / diesel deliveries by EAC,
in the presence, inter alia, of the Minister of Energy, Commerce, Industry and Tourism and Communications
and Works, it was decided that the matter should be reviewed at a later stage, once the provisions of the
Memorandum relating to the privatisations and the new models of semi-government organisations are
studied.
The President informed us that the EAC continues to pay the invoices issued by the Ports Authority, always
with full reservation of its rights to take legal action against the Ports Authority of Cyprus.

Other matters: The Report of our Office on the financial statements of the Authority for the year ended
December 31, 2013 was submitted to the House of Representatives on June 13, 2014, according to
Article 3 (5) of the Public Corporations (Audit of Accounts) Laws of 1983-2007. To the extent that
nothing appears different from the text of this Report, the Report recommendations are also adopted
for the purpose of this Report.

4.5 CYPRUS ENERGY REGULATORY AUTHORITY
Financial position.
(a)

Annual results. The net deficit for 2013 before tax was €3.427.561 (net surplus of €929.917 in 2012).

(b)

Revenue. Revenue for 2013 amounted to €1.954.858 (€2.219.672 in 2012).

(c) Expenditure. The expenditure of the Authority was €5.382.419 (€1.289.755 in 2012). The expenditure
included an amount of €3.971.938 which relates to the impairment of the financial assets available for sale
and of the investments, arising after the Eurogroup agreement of March 25, 2013.
Budget. The budget for 2013 was adopted on 18.4.2013 by the House of Representatives and was published
in the Official Gazette on 29.4.2013 (Law 16 (II) / 2013). For the period 1.3.2013 -29.4.2013 payments totaling
€116.290 were made without an approved budget.
Accumulated surpluses of CERA. The main source of CERA revenue, is EAC, which is still the main producer
of electricity and the most important charges to EAC is the annual fee for the operation and production of
the plants and the license for the electricity supply to consumers, which totaled €1.561.041 for 2013.
We noted that the accumulated surplus of CERA on 31.12.2013, amounted to €4,01 mil.., which however has
not been exploited.

Recommendation: Our Office recommends that the possibility of reducing the above charges is
studied, with a corresponding benefit to the EAC, as the main producer, which can then be passed on
to consumers.
The President of the Authority informed us that CERA cannot proceed to the direct reduction of charges to
the producers and electricity suppliers since it expects an increase in the financing needs of the Authority in
the coming years.

Lack of competition in the production and supply of electricity. Under relevant legislation, CERA’s duties
include, among others, to act so as to ensure the existence of effective competition in the electricity market.
In this context, CERA has already granted and are in force four construction permits of conventional stations
granted to independent producers. However, there has been no activity by any independent licensed
producer to date and therefore the targeted and desirable competition has not been created. It was also
found that, although the electricity market has been opened to all consumers as from 1.1.2014, there is no
prior decision and adoption of a possible new Market Model , while there seems that there also other
important unresolved issues (Trading Rules, software).
Recommendation: Our Office recommends that CERA studies the reasons for the non-existence of
effective competition in electricity production until today and take corrective action.

Concentration of large industrial plants in the region of Vasiliko- Security of Electricity Power
Plants- security of electricity supply. The tragic incident of July 11, 2011 has highlighted, inter alia,
the issue of concentration at Vassilikos of large industrial plants on which the Cyprus economy
depends. CERA in a letter dated 7.2.2014 to the Ministry expressed inter alia its concern about the
fact that a high concentration of essential energy infrastructure is planned in the same geographical
area, with obvious risks in case of accident or sabotage that will directly affect the energy supply
security, the safeguarding of which is the main task of CERA. It is noted that, despite the above
concerns of CERA, it had already approved on 10.10.2013 the grant of a Construction and Operation
Permit of a power station in the region of Vassilikos.
The President informed us that CERA with its decision dated 29.7.2014 revoked the above
mentioned Construction and Operation Permits.

4.6 CYPRUS TRANSMISSION SYSTEM OPERATOR
Audit of Financial Statements. The financial statements of the Cyprus Transmission System Operator (CTSO)
have been audited in accordance with Article 3 (1) of the Public Corporations (Audit of Accounts) Laws of
1983 to 2007. CTSO submitted the financial statements for 2013 on 12.6.2013, while in accordance with the
relevant legislation, should be submitted no later than April 30, 2014.
According to the financial statements of CTSO, there is a significant uncertainty as to the correct VAT
treatment- reference is made in the next paragraph of our Report- and, as a result, our Office is not able to
obtain sufficient and appropriate evidence to provide a basis for an audit opinion and, therefore, it was not
possible to express an opinion on the financial statements for 2013.
Outstanding matters in VAT handling and deficits / surpluses of CTSO. According to a report in a note to the
financial statements, there is significant uncertainty as to the proper treatment of VAT which, according to
the available data, could not be ascertained, because the opinion of the Attorney General as to the tax
treatment of revenue is awaited. Moreover, this uncertainty makes also uncertain the amount of any deficits
/ surpluses of CTSO, a subject on which the legal opinion and the agreement of CERA must also be obtained.
Budget - Approval. The budget was passed into law on 26.4.2013 and published on 30.4.2013, (Law 27 (II) /
2013). During the period from 1.3.2013 until 30.4.2013 payments totaling €5.695 were made without an
approved budget.

The Director of CTSO reported that the payments related to essential utilities.
Electric Power Market. According to Article 62 (g) of the Regulation of the Electricity Market Law (Law122 (I)
/ 2003), as amended, the LTSO is responsible for the operation and management of the marketing of
electricity, the market of which opened on 1.5.2004 for the industrial consumers and from 1.1.2014 for all
consumers.
It was found that, although the market has opened up for all consumers from 1.1.2014, LTSO does not seem
to be ready to function normally under the new conditions, since there are still significant outstanding issues
relating to the market model (adopting new market rules , installation of specialised software etc.).
The Director of LTSO stated, inter alia, that despite the delay in taking the final decisions, LTSO is preparing
to proceed with the implementation of the necessary measures as soon as possible and once the final
positions of CERA are communicated to him. He also added that he will speed up his actions on the operation
of the market, stressing that this depends on other bodies (CERA MCEIT, Council of Ministers, House of
Representatives).
Other matters: The Report of our Office on the financial statements of the CTSO for the year ended
December 31, 2013 was submitted to the House of Representatives on June 13, 2014, according to
Article 3 (5) of the Public Corporations (Audit of Accounts) Laws of 1983-2007. To the extent that
nothing appears different from the text of this Report, the Report recommendations are also adopted
for the purpose of this Report.

4.7

SPECIAL FUND FOR RENEWABLE ENERGY SOURCES AND ENERGY SAVING

Generally. The Special Fund for Renewable Energy Sources and Energy Saving was established by the Law 33
(I) / 2003, for the purpose of encouraging the exploitation of renewable energy and, in general, the saving of
energy. The income of the Fund is derived from the fee which from 15.5.2012 amounts to 0.50 €cents / kWh
on electricity consumption. This is collected by each authorised electricity provider and is remitted to the
Fund. The Fund is managed by the Fund Management Committee, which is established on the basis of Article
4 (I) of the Law. It is noted that the above Law was replaced by Law no.112 (I) of 2013 with effect from
20.9.2013.
Submission of financial statements for review and submission of audited accounts to the House of
Representatives. According to Article 5 (2) of the Law 33 (I) / 2003, the financial statements must be
submitted for audit no later than April 30 of the year following the year to which they relate. The financial
statements for the years 2011, 2012 and 2013 were not submitted until the preparation of this Report, while
for the year 2010 it is expected that they are re-submitted to our Office on the basis of accrued revenues and
expenses and therefore the audit and /or completion of the audit is pending.
A member of the Fund Management Committee informed us that the financial statements of the Fund will
be submitted as soon as the appropriate information is received from the EAC.

4.8 CYPRUS TELECOMMUNICATIONS AUTHORITY
The financial statements of the Authority for 2013 have been audited by a private auditor appointed by the
Authority, following the approval of my Office, in accordance with Article 3 (I) on the Public Corporations
(Audit of Accounts) Laws of 1983 to 2007. The final audited accounts, which, according to the law should be
submitted to the Auditor General by 30.4.2014, have not yet been submitted, pending the assessment of the
property of the Pension Plan and Gratuities of the Employees of the Authority on 31.12.2013 and therefore
the actuarial study that will indicate the obligation of the Authority to the Plan for any deficits arising from
the study. Under Article 3 (I), the Audit Office has carried out an additional financial and management audit.
Financial position
Annual results. The net surplus in accordance with the preliminary financial statements for 2013, before tax,
was €77.7 mil., compared to €47,6 mil. for the previous year. It is noted that the results of 2013 included a
write off of uninsured deposits amounting to €14,05 mil.
Reserves. The reserves of the Authority on 31.12.2013 were €997,2 mil., compared to €876,2 mil. in 2012.
Dividend to the Cyprus Republic. According to the for Telecommunications Services Laws, the Authority
shall submit annually to the Consolidated Fund of the Republic an amount not exceeding half of the surplus
incurred after tax during the previous financial year.
The amount of the dividend and the payment time are specified by the Council of Ministers following a
proposal of the Minister of Finance formed after consultation with the Authority's Board.
The Minister of Finance submitted a proposal to the Council of Ministers on 15.10.2013, after consultation
with the Chairman of the Board for a dividend payment of €30.6 mil., taking into account the net surplus of
2012 which was €61.2 mil. [ €40.3 mil. + Loss from investing activities of €20.9 mil.]. The Council of Ministers
in its decision no. 75 910, dated 23.10.2013, approved the deposit of the amount of €30.6 mil. to the
Consolidated Fund of the Republic. The Board in its meeting on 2.4.2014 decided that the dividend payment
for 2012 is made in installments until the end of 2014 taking into account the expiration dates and / or
possible early disbursement of bills.
The total dividend paid in the Republic between 2002 and 2012 amounted to €616,66 mil.
Memorandum of Understanding and privatisation of Public Corporations. On 4.3.2014 the Regulation of
Issues on Privatisation Law of 2014 (Law. 28 (I) / 2014) was published in the Official Gazette of the Republic.
It was passed to prevent further deterioration of the financial situation of the Republic and to increase State
revenues, a significant part of which will have to come from the implementation of a privatisation program
to enhance competitiveness and promote investment and because the public interest is best served by
converting certain Public Corporations to private entities.
By a relevant decree dated 28.3.2014 (R. 175/2014), the Council of Ministers declared, inter alia, the
Authority as a body subject to privatisation. The method, extent and the process of privatisation will be
determined later.
Staff.
(a) The Authority employed 2.189 permanent employees in 2013 (2.202 in 2012) and the total expenditure
for salaries, allowances and employer contributions amounted to €120.4 mil. (€142.9 mil. in 2012). 611
hourly employees were also employed at a cost of €9,2 mil.
(b) Based on the Cyprus Telecommunications Authority Personnel General Regulations of 1982 to 2006,
the collective agreements signed and the decisions of the Board, various benefits and grants are granted to

employees and pensioners , the amount of which, according to the Authority, was € 5,16 mil. in 2013 (€5,8
mil. in 2012).

Βenefits and grants to the staff and pensioners
Entertainment events
Subsidy to the Association of Welfare Fund
Contributions of staff and pensioners to the to CTO
Collective Insurance of staff and pensioners
Contribution to the medical fund for pensioners

2013

2012

€

€
974.409

982.762

34.011

98.022

1.640.000

2.012.423

7.950

8.213

647.567

810.808

1.853.746

1.927.681

5.157.683

5.839.909

Recommendation: Our Office recommends that the costs of similar benefits (health care, subsidisation
of educational loans, maintaining a welfare fund for the welfare / entertainment of its members, etc.)
should no longer be borne by the Authority, but the employees / pensioners. It is understood that the
promotion of such an issue should be done following established procedures.
Pension Scheme. The Pension Scheme and Gratuities of Employees Scheme of the Authority is a separate
legal entity and is not audited by the Auditor General. The Management Committee of the Plan until the end
of 2013, consisted of the Board and the Chief Executive Officer (CEO) of the Authority, while from January
2014 consists of the Chairman and four members of the Board, the CEO and three representatives of the
trade union organisations.
The Plan investments should be made following the principles of prudent management with a view to best
serve the interests of members and beneficiaries. The assets should be invested so as to ensure the security,
quality, liquidity and profitability of the portfolio as a whole. This by ensures the interests of the Authority
since any deficits of the Plan are covered by the Authority and any negative development has a direct impact
on the Authority.
As it has become clear from the continued investigation of the Plan’s investments, the portfolio management
had not been carried out in accordance with the provisions of the Law and good governance rules and various
investments in properties may not have been done properly and for the interests of the Plan.
As we were informed by the Chairman of the Board of the Authority, from the Working Group's report, which
was appointed by the Management Committee of the Plan to assess the value of the Plan’s investments in
property and in financing and / or co-financing projects for the development of real estate, the total (for the
years 2012 and 2013) estimated impairment of investments amounts to €72.3 mil. The estimated impairment
for the year 2012 amounts to €65.8 mil. (91% of total impairment) and is therefore resulting from factors not
linked to the economic crisis which is recorded as a subsequent event.
According to the Chairman of the Authority, the Management Committee of the Pension Plan has assigned
to private lawyers to prepare legal opinions for each investment separately. To date, the actuarial valuation
of the Pension Plan with reference dated 31.12.2013 was not completed and no deficit / surplus was recorded
in the financial statements.

It is indicated that in the context of finding ways for ensuring the viability of the Plan and, based on the recent
legislation implemented, a framework for the introduction of a provident fund for the newcomer staff has
been agreed.
Recommendation: The Authority and the Management Committee of the Plan should consider the
issue and submit a relevant proposal to the Minister of Finance for the potential of referral of the
issue to the Attorney General for possible commitment of criminal offenses by previous
administratorss whose actions may have often been illegal and / or taken ultra vires or constituted
an abuse of power and / or led to loss of property of the Authority and of the Plan. Also, they should
consider the possibility of seeking, for such persons, any civil liability for possible damage caused to
the Authority and the Plan because of their acts or omissions.

Subsidiary Digimed Communications Ltd. The company Digimed Communications Ltd was founded in 1996
and is a wholly owned subsidiary of the Authority with the purpose to assist the Authority's strategic
objectives by providing various services abroad and exploiting growth opportunities in Cyprus and abroad.
To this end, it had invested in different subsidiaries. Until 31.12.2013 the total investment in subsidiaries /
associated companies amounted to €132.3 mil. The largest amount of investment concerns the company
Cyta Hellas (€119.2 m.) for which reference is made below.
From the financial results of the remining companies, as presented in their unaudited financial statements,
it seems that their activities are limited and their objectives for which they were established have not been
achieved and most of them have operating losses . It is noted that both Digimed Communications Ltd and its
subsidiaries, are not audited by the Auditor General as they fall within the scope of the Companies Act.
Subsidiary CytaHellas A.E.
(a) The company was founded in 2007 and its share capital on 31.12.2013 was €120.9 mil. (2012: €120,9
mil.).
The company is engaged in providing services of broadband telephony, internet and TV (Cytavision Service)
in Greece, and since September 2014 has also begun the provision of mobile telephony. It employs 695
employees of full-employment.
Since its establishment, the company makes losses, which on 31.12.2013, according to the unaudited
financial statements, amounted to €122.6 mil. The company also has negative working capital, which
indicates that it is unable to repay its obligations without the assistance and funding of the Authority. The
total liabilities of the company are more than its assets and, as a result, a negative net value of €1.7 mil. is
shown, for the first time, on 31.12.2013.
The Authority funded the company until 31.12.2013 with a total amount of € 132.2 mil. (€120.7 mil. In equity
and €46.1 mil. in loans from its own and other subsidiaries).
(b) As mentioned above, the Authority proceeded in September 2014 with an expansion of Cyta Hellas’s
activities in mobile telephony services, as a Mobile Virtual Network Operator in Greece. Given the large
exposure to losses already incurred by the Authority due to this subsidiary company, and the government
decision on privatisation of the Authority, our Office took the view that in no case should such an important
project be carried out without prior consultation with the Privatisation Unit and the Interministerial
Committee as provided for in Article 23 of the Regulatory Issues on Privatisation Law of 2014. As we were
informed, the Authority Board disregarded this legal obligation.
(c)

Financing the company.

(i)

Capital. The Authority has invested a total amount of €120.7 mil. as equity (€119.2 mil. through Digimed
and €1,5 mil. directly) from which there was an impairment and a write off in the accounts of the
Authority of 37% of the investment (2012: €20,9 mil. and 2013: €23,5 mil.). The estimate of the real
value of the company is expected to take place within the framework of the privatisation process of
the Authority as provided for in paragraph (h) of subsection (2) of section 11 of the Regulatory Issues
on Privatisation Law of 2014.

(ii)

Loans. The amount of the company's loans on 31.12.2013 amounted to €85.1 mil., (€45,3 mil. from
Digimed and the Authority, €0.8 mil. from Iris Gateway Satellite Services and €39 mil. from commercial
banks). The granting of loans by commercial banks was done provided that, throughout the duration
of the loans, the Authority will maintain deposits of an amount at least equal to the amount of the
outstanding loans of CytaHellas.
As mentioned in our report for 2012, CytaHellas issued a bond amounting to €55 mil., which is
convertible into shares with the option to the beneficiaries, which the Authority acquired without prior
approval of the Council of Ministers. This is contrary to the provisions of Article 18 of the of
Telecommunications Service Law (Cap. 302) which states that “All Authority money which is not
required to be spent immediately to settle the obligations or the fulfillment of the duties of the
Authority may be invested in securities as may be approved by the Council of Ministers”. According to
the Chairman of the Authority, the purchase of the security was approved by the Council of Ministers
in 2014. Until 31.12.2013, the Authority paid to CytaHellas for the purchase of the security a total
amount of €38.4 mil.
Due to the liquidity problems faced by the company, the Authority paid in 2013 an amount of €1,5 mil.
as a liquidity facility, pledging the expected subsidy of € 5,4 mil. from the Law on Development in
Greece and the remaining amount of €3,9 mil. was paid by the Authority in 2014. This is also contrary
to the provisions of Article 18 of the Telecommunications Service Law (Cap. 302) mentioned above.
Also, it was observed that, the money was sent before the approval of the Ministry of Finance. It is
noted also that the competent ministry of Greece with its letter dated 18.2.2014, is requesting
additional information to be submitted by the company, which indicates that the subsidy has not yet
been approved and secured.

(iii) Amounts due to the Authority from commercial trading. In addition to the above financing of the
Authority to CytaHellas, the company owed on 31.12.2013 to the Authority an amount of €12,4 mil.,
which relates to invoices of commercial trading and to the cost of the Authority staff offering services
to CytaHellas. In the above amount no interest has been imposed. On 21.5.2013 it was decided to start
the process of capitalisation of the amount.
Cytavision Service. Cytavision Service offers digital video and audio transmission via telephone lines. In order
to ensure the content, for which an amount of €24.8 mil. was spent in 2013, agreements were made with
the direct negotiation process with companies that offer TV channels, movies, sports content and games on
demand and with clubs to secure TV rights . The audit observed the following:
(a) The revenue from Cytavision Service for 2013 amounted to €22.1 mil. and is not enough even to cover
the cost of obtaining the content (€24.8 mil. as mentioned above). Taking into account the other costs of the
Service such as the capital cost, customer service, etc., then (according to the fully distributed costing
methodology), the deficit increases significantly and is much more than the profit gained from the customers
of Cytavision Service for the rest of the services (fixed telephony, DSL Access and Cytanet), whose retention
is the main reason for the provision of Cytavision Service.

The Chairman of the Authority informed us that the conclusions of a study of the Authority dated 5.7.2013
confirm the Authority's view that the operation of Cytavision is in the interest of the Authority, without
excluding the possibility of reviewing and improving its strategy in relation to Cytavision.

(b)

Television rights and sponsorships of sports clubs.

(i)

The Authority has secured the TV rights and is the main sponsor for advertising on the shirts of various
football teams and basketball teams for the sports seasons until 2015/16. The Authority takes the view
that there is fierce competition for the viewing rights of Cypriot teams and displays this as a reason
why the cost of acquisition of the rights, especially for the period 2013-2016, has increased
substantially. Indicative is the fact that for the season 2012/13, a total amount of €6,7 mil. was paid to
40 football and basketball teams of different categories, while for the period 2013/14 an amount of
€6,9 mil. will be paid to 21 teams, after achieving a reduction. There is no transparency as to how and
on what criteria the teams, with whom agreements have been concluded, were selected. The Board
of the Authority should exercise the greatest possible control for the restraining of spending and the
safeguarding of the interests of the Authority.
Recommendation: A redesign of the strategy around Cytavision Service should be carried out
immediately. No costs should be borne by the Authority if it is substantiated that they do not provide
a financial return (value for money).
In relation to new contracts that may be signed, Article 23 of the Regulatory Issues on Privatisation
Law of 2014, requires that such decisions are taken only if there is prior consultation with the
Privatisation Unit and the Interministerial Committee.

(ii) Although the Cytavision Committee had identified the need to renegotiate contracts to reduce the rights
from July 2012, the renegotiation started late in April 2013. After several months, revised contracts
which provide significant reductions in rights were signed. However, it was observed that, despite the
reductions achieved for the whole period of the contract (until 2016), in many cases, the costs in the
new contracts for 2013 rose, compared to the initial contracts.
(iii)

On 31.12.2013, an amount of €6.49 mil., which was paid by the Authority in advance in 2013 and in
previous years was related to the cost of content acquisition for future years and an amount of €1.27
mil. related to sponsorships and advertisements to teams until 2016. For the above advances there are
no bank or other guarantees, so there is the risk of losing part or all of the above amount.

(iv) By signing contracts for three years (2013-2016), the approval of both the Ministry and the House of
Representatives of the necessary funds to be included in future budgets the Authority for 2013-2016,
is essentially preempted.
(v)

In addition to the television rights of Cypriot athletic clubs, the Authority buys TV rights of various
foreign leagues, of other events and various individual sports, such as the european games of Cypriot
teams abroad and official and friendly matches of the Cyprus and Greece National teams. The
purchases are made from agents / representatives who have the exclusive rights of showing the
specific events in Cyprus. Indicatively, for the purchase of the above content, a total amount of €2,38
mil. was paid in 2013 of which €2,2 mil. was paid to four foreign companies belonging or related to
the same person, who is a member of the board of CFA. The three of these companies are registered

in Seychelles and one in the British Virgin Islands. It does not seem that the Authority has official
information as to the shareholders / directors of these companies. Also, there are contracts signed
with these companies which do not show who signed them on behalf of the company, while others
are signed by the same person referred to above. There are no official reports and analysis of the cost
/ benefit to support / substantiate the necessity / use of the acquired specific content, the quality and
value of which raises serious questions.

Recommendation: With the operation of the system of audience measurement, reports in support of
the decisions for the acquisition of rights should be prepared.

(c)

Agreements with Lumiere TV Public Company Ltd.
(i) LTV - 6 Channels. With this agreement, signed on 9.8.2012, the Authority undertook the promotion
of six channels of the company through Cytavision Service for four years, and in return will receive
remuneration for each subscriber in the form of commission of 10% plus VAT on the fees established
by LTV.
The Council, in a teleconference dated 14.8.2013, decided that part of the amount due to the LTV of
€2 mil. is paid in cash, while for the remaining amount of €1.7 mil. to issue a bank guarantee. On
14.8.2013 the amending agreement between the Authority and the LTV was signed and the Authority
proceeded on the same day with the prepayment of the amount of €2 mil. for the period 1.9.2013 to
31.8.2014. It is therefore observed that the practice of advance payments continues, although the
Council on 30.7.2012 at the conclusion of the agreement with LTV had decided not to pay advances
for content agreements to be concluded or renewed

(ii)

LTV Sports 2. On 26.2.2014 a cooperation agreement between the Authority and LTV for the purchase
of LTV Sports Channel 2 was signed. The agreement covers the remainder of the sports season 20132014 and the whole of the sports season 2014 - 2015. The price of the agreement amounts to €500.000
plus VAT, per year. The price for 2013 - 2014 is estimated at €145.000 plus VAT. On 28.2.2014 the
Authority paid to LTV an amount of €500.000 plus VAT, according to the terms of the agreement, even
though the payment was not covered by twelfths, since the Budget for 2014 had not been approved.

Funds for advertising purposes
Our Office pointed out that the allocation of resources of the Authority for the purpose of advertising is done
inappropriately and largely in a non-transparent manner. Primarily, it is not understood how the distribution
of direct advertising payments is made to the media (TV channels, print media) and how the distribution is
made to indirect advertising (sponsorship, event coverage, etc.). It neither seems that there is control on this
distribution, there are no criteria and transparent procedures and it is not monitored as to whether such
expenditure reciprocates equivalent benefits to the Authority. The allocation of advertising funds in a nontransparent way increases significantly the risk of existence of corruption phenomena.
Purchase of services. The Authority buys different services such as, press spokesman, adviser for sporting
matters, architect, engineering, etc. Expenditure in 2013 amounted to €324.604 (€ 311.475 in 2012).
As mentioned in our previous Reports, it was observed that, while the purchase is for a fixed period, with a
renewal option for specific additional period, contracts are renewed in most cases, for longer periods without
a new competition being announced. The provisions of the contracts and the general terms of work, refer to
an employer / employee relationship. Also, from the information we have, the terms of the relevant

agreements are disproportionate and to the detriment of the Authority as they provide for extremely high
fees without (in some cases) the provision of services for more than a few hours per week.
In some cases contracts were extended beyond 30 months, with the result that conditions for converting
contracts into permanent contracts are created in accordance with the provisions of the Employees with
Fixed-term Work (Prohibition of Unfavourable Treatment) Law 2003 (L.98 (I ) / 2003).
The Chairman of the Authority informed us that with the decision of the Council of the Directorate General
dated 21.10.2013, a new procedure has been established under which any service wishing to secure
outsourced services should justify and document the need and only if there are no persons within the
Authority who can carry out these operations the securing of outsourced services is approved, for a specified
time only, using the tender process. Furthermore, with the decision of the Board of Directors dated
18.3.2014, the agreements with cooperators that have expired or will expire in 2014 are extended for three
months only, without the extension being further than the 31.12.2014.
Recommendation: Our Office recommends that the Board examines without delay one by one these
contracts and terminates them with the best, in the interest of the Authority, way. If there is a need
for the conclusion again of such contracts, then new transparent competitions should be relaunched.
Arrears from agents / distributors of Soeasy products. An agent / distributor of products had arrears in
excess of €1 mil. since March 2012. The Authority did not promptly proceed to redeem the guarantee
amounting to €1.100.000 in order to collect the amount owed, so it expired on 31.5.2013.
In May 2013, the Authority's Board of Directors decided that the agent repays the amount due in 36 equal
installments of €30.000 plus a final installment for full repayment and 4% interest charge from April 1, 2013
which will amend the amount due every six months.
The outstanding balance on 31.12.2013 amounted to €968.735 plus interest. Additionally, it was observed
that the Authority paid to the agent’s group of companies an amount of €358.406 for a tender awarded in
2013.
Recommendation: Until the agent presents a valid bank guarantee which will adequately safeguard
the Authority, no other payment must be made by the Authority to the group companies, provided
that it will take legal guidance on the possibility of setting off balances between companies in the same
group.
A second partner of the Authority, whose debts in May 2013 were €504.999 (the amount was covered by a
guarantee amounting to €505.000 of the former Laiki Bank which ended on 2.5.2013 and was not renewed)
asked the Authority for a 10 days extra credit to continue purchasing products from the Authority and a
timetable for repayment of the previous debts (€ 500.000).
The Authority's Board of Directors in its meeting 36/2013, dated 25.11.2013, decided to provide the facilities
to the agent with the clarification that the outstanding balance of the company for new purchases must not
exceed the rolling balance of €200.000 per fortnight, plus the balance of old arrears (the opening balance of
€500.000 reduced by each installment due).
The outstanding balance of the agent at 6.5.2014 amounted to €687.808 (which is not covered by guarantee).
The Board has not approved an interest charge for the delay by the agent.

As in the first case, we have the view that no payment should be made by the Authority if it did not first
obtain a valid bank guarantee from the agent.
Recommendation: The Authority should rapidly establish a transparent handling policy of the debtors.
Our Office considers that it is not acceptable to apply non-transparent procedures for handling such
cases, as the lack of transparency increases significantly the risk of corruption.

Other matters: The Report of our Office on the financial statements of the Authority for the year
ended December 31, 2013 was submitted to the House of Representatives on June 13, 2014,
according to Article 3 (5) of the Public Corporations (Audit of Accounts) Laws of 1983-2007. To the
extent that nothing appears different from the text of this Report, the Report recommendations are
also adopted for the purpose of this Report.

4.9 CYPRUS PORTS AUTHORITY
Submission of financial statements for audit. According to Article 23 of the Cyprus Ports Authority Law, the
financial statements of the Authority for each financial year will be ready for audit by the end of February of
the following year. The financial statements for 2012 and 2013 were submitted for audit very late on
25.7.2014 and on 11.8.2014, respectively. As a result, the audit of the financial statements of the Authority
for the above years has not been carried out to date.
Memorandum of Understanding and privatisation of Public Corporations. On 4.3.2014 the Regulation of
Issues on Privatisation Law of 2014 (Law. 28 (I) / 2014) was published in the Official Gazette of the Republic.
It was passed to prevent further deterioration of the financial situation of the Republic and to increase State
revenues, a significant part of which will have to come from the implementation of a privatisation program
to enhance competitiveness and promote investment and because the public interest is best served by
converting certain Public Corporations to private entities.
By a relevant decree dated 28.3.2014 (R. 174/2014), the Council of Ministers declared, inter alia, the
Authority as a body subject to privatisation. The privatisation will involve licensing for a long period or
permission of use, management or operation of the Port of Limassol commercial department, to the extent
and in the manner which will be determined in the next step, with the contribution of the specialised
consultants recruited.
The Ministry of Communications and Works has already hired, after announcing related competitions,
financial-economic and legal advisors who will assist in the process which will be followed.
Development / Rehabilitation contract of the land area at the old Limassol port. (Ii) Construction of New
Passenger Convention Hall at the new Limassol Port. The progress of works of the above projects presents
serious delays, making it impossible to complete them according to the timetables set in the contracts. The
date of completion of work on the project Development / Rehabilitation of the land area in the old Limassol
port, where the amount of the contract amounts to €17.877.220, was on 3.10.2012, whereas for the

Construction project of the New Passenger Hall at the new Limassol port, where the amount of the contract
amounts to €14.433.012, was on 17.7.2013. The period of execution of each project was two years.
In May 2013, the Authority signed with the Contractor of the Development and Rehabilitation Project of the
Land Area at the Old Limassol Port an ancillary agreement for completion by August 30, 2013, without any
adversarial requirements for financial compensation, under an amicable settlement of claims.
Thereafter in October and November 2013 the Authority granted to the Contractor two other extensions to
the completion date of the work – due to the financial crisis- without compensation and in March 2014 signed
with the Contractor a second supplemental agreement, under an amicable settlement, postponing the
completion date of the project to 15.3.2014, without any financial compensation. At the above date a
provisional acceptance of the project took place, with a total delay of about 1½ years.
Regarding the project Construction of the New Passenger Hall at the New Limassol Port in May 2014, the
Chairman of the Board of the Authority informed us that the completion of the project by the Contractor by
the 16.6.2014 was impossible and, therefore, the Authority would apply the provisions of the contract rate
for a delay clause, as we suggested in our letter of April 2014.
As shown by the Progress Report no. 12, until the end of the reporting period - July 2014 - an overall time
extension of 323 calendar days was assigned to the Contractor with the date of completion of the project
postponed until 26.6.2014. Of the 323 days granted, the 119 are with financial compensation.

4.10 CYPRUS SPORTS ORGANISATION
Financial position.
(a) Revenue. The revenues of the Cyprus Sports Organisation (Organisation) amounted to €30.588.051,
compared to €33.494.762 in 2012, of which an amount of €28 mil. (€31.3 mil. in 2012) is a state subsidy, ie
92% of its revenues (94% in 2012).
(b) Expenses. The expenditure of the Organisation amounted to €30.503.156, compared to €34.196.123 in
2012 (a reduction of €3.692.967 or 11%).
(c) Annual Results. The Organisation recorded a surplus of €84.895, compared with a deficit of €701.361
in 2012. The change from a deficit to a surplus is due to the reduction of expenditure of the Organisation by
€0.79 mil., more than the decrease in revenue.
(d) Loans. In recent years the Οrganisation also funded its activities from loans (the existing loan was
concluded in 2009), thus leading to a substantial amount that must be allocated to the repayment of due
installments.
The existing loans amounted to €20.3 mil. on 31.12.2013.
Additionally, loan installments are paid for projects carried out by the Cyprus Olympic Committee for the
Digenis Morphou and Yeroskipou Municipality (2013: €598.169, 2012: €521.067).
Contractors and consultants claims. The Organisation is faced with lawsuits from contractors / designers
totaling €5,1 mil.
Recommendation: We proposed that the Organisation refers the issues of the contractors and
consultants claims to the Central Committee for Variations and Claims, for advice, through the Ministry
of Education and Culture, for advice.
Budget.
(a) Adoption of the budget. The budget was submitted to the Ministry of Education and Culture initially on
3.8.2012. After consultations with the Ministries of Education and Culture and Finance, the Budget of the
Organisation was revised and resubmitted to the Ministry of Education and Culture on 19.4.2013 and was
approved by the Council of Ministers on 24.4.2013. The revised budget was approved by the House on
30.5.2013 and was published as Law on 14.6.2013. The House approved twelfths for January and February
2013. As a result, the expenditure incurred from 1.3.2013 until 13.6.2013 was not legally covered.
(b) Budget Amendment. On 3.4.2014 an amended Budget for 2013 was submitted to the Ministry of
Education and Culture amounting to €554.555, which was forwarded to the Ministry of Finance. Its
submission to the House for approval is pending.
(c) Excesses in the Budget. During the audit, the Accounting Department of the Organisation proceeded
to adjusting entries, which create overruns amounting to €14.243,29, for which, as we were informed by the
President of the Organisation , the Organisation will proceed with the legal procedures for their coverage.
Strategic planning. The strategic planning of the Organisation was prepared as part of the ten-year action
plan (2010-2020), in accordance with the European Union directives and was approved by the Board on
15.3.2011, to be used as the guiding document for the future decisions of the Organisation.

While the Committee of National Planning and Programs was expected to deal with the issue of the threeyear Strategic Plan for the years 2013-2015 soon, which would be prepared based on new performance
indicators , according to current data, its preparation has been abandoned due to the change of the
membership of the Board on 1.1.2014 .
Recommendation: It is expected that the new Board will deal with the preparation of a new strategic
plan for the period 2014-2017 in the context of new economic data.
Staff.
(a)
Salaries, allowances and employer contributions of permanent, temporary and other staff. On
31.12.2013 the Organisation employed 31 permanent employees (compared with 37 permanent positions),
4 temporary against vacancies, 23 additional temporary, 2 regular hourly office assistants and one part-time
and four temporary inspectors of gyms on contract working part time, the earnings of which were charged
to Head 1 of the Budget, compared with 32, 4, 19, 2, 1 and 5, respectively, on 31.12.2012. Expenditure for
salaries, allowances, overtime and employer's contributions to the various funds was as shown below:

2013

2012

€

€

Category
Salaries and cost of living allowances of permanent staff

1.216.298

1.315.076

95.008

94.163

727.213

552.268

Salaries and cost of living allowances of hourly office assistants

59.329

60.609

Salaries and cost of living allowances of temporary contract inspectors of gyms

75.022

97.476

557

7.544

102.047

108.975

2.275.474

2.236.111

829.292*

625.382

457.360

509.599

3.562.126

3.371.092

56.448

55.599

Salaries and cost of living allowances of temporary staff against vacant posts
Salaries and cost of living allowances of additional temporary staff

Overtime and other allowances
13the salary

Employer contributions to the Pension Fund
Employer contributions to the various funds and other benefits

Cost of staff (average)

* The amount of €829.292 includes additional employer contributions to the Pension Fund in 2013, compared
with 2012, totaling €375.000, which is paid by the Organisation to the Pension Fund to cover the deficit,
according to the latest actuarial study for 31.12.2009, on the basis of the authorisation given by the Board of
Directors dated 9.11.2010.

(b) In addition, the Organisation in 2013 occupied or undertook the payroll for the following personnel,
which is charged in various other funds of the Budget of the Organisation:

Cost

Number of
persons

Status

Staff of sports grounds owned by CSO

54

Permanent (53) and
temporary worker(1)

Cleaners

2

Permanent cleaners

Coaches of SFA

87

On contract

1.616.780

National Guard Coaches

26

On contract

513.606

ΕSΥΑΑ Coordinators

14

On contract

191.270

Additional temporary

12

On contract

348.541

Category

(€)

Employment by the Organisation

195

1.399.893
37.524

4.107.614

Cost undertaken by CSO
ΕSΥΑΑ Coaches

385

Total

580

On contract

958.810
5.066.424

Regarding the coaches of the National Sport and Development Support Plan (ESYAA), the payroll of which is
paid to them by the Organisation, it is noted that the recruitment is done mainly by the sports clubs and in
some cases by the federations, which they employ them for the programs of ESYAA. The payroll is basically
a sponsorship by the Organisation to the unions and federations.
The President of the Organisation informed our Office that it is the position of the Organisation that no
employer-employee relationship exists between the CSO and those coaches and that at a meeting held
between the Organisation and the DIR on 18.7.2012 it was agreed that the Organisation informs the coaches
and the sports clubs of their obligation to pay any obligations to the state, and to state the annual amount
they receive in their tax declaration and that the Organisation will send to the Department of Inland Revenue
a list with the data of the people who were sponsored on behalf of ESYAA along with the total amount that
was paid to them.
(c)

Salary upgrades of staff.

(i)
Salary upgrades of the Organisation’s staff holding permanent positions to organic posts of personal
scales. According to the Budget of the Organisation for 2013, fourteen of the thirty officials of the
Organisation, are paid on a personal level and / or at a position with higher pay scale in relation to the position
held. Notably, some of the placements on personal scales were made in exchange for the abolition of
respective organic posts of upgrade and / or of other similar posts, which were intended to reduce the
additional costs resulting from the implementation of these upgrades, however, the result was that part of
the Organisation's structure was cancelled.

Recommendation: A decision is expected to be taken in order to create a new organisational structure,
which is consistent with current data so that it can become a tool which will help both the smooth
operation of the Organisation and the achievement of its objectives.

(ii) Need to change the Service Plans. Our Office considers that, given the upgrades made, the relevant
schemes of service should be changed so that they include the new tasks and responsibilities of these
positions and, in the case of new positions, where there is no approved service plan, to prepare new service
plans.
Recommendation: A decision is expected to be taken by the Board for the approval of schemes of
service for the employees who have been placed on a personal scale which should be forwarded to the
Council of Ministers and the House of Representatives for approval.
(d) New actuarial study. The last actuarial valuation was carried out for 31.12.2009, in April 2010. The
Board of Directors decided on 9.11.2010 to adopt one of the three options of the actuaries to cover the
amount of €3.138.819 deficit on 31.12.2009, according to which the Organisation will contribute for 8 years,
from 2010, 2.9% of the pensionable remuneration in addition to the normal rate of 27.6%, and annual
installments of €375.000.
Due to the delay in receiving the Organisation's decision, there was not enough time to include a provision
in the Budget for 2011 and it was decided that the implementation starts in 2012, while maintaining the
increased contribution of the Organisation at the rate of 37,1% applicable in 2009.
As it was found, the Organisation, due to financial constrints, failed to pay the amount of €375.000 to the
Pension Fund in 2011 and 2012 which is showing as a creditor. It is noted that the Pension Fund had invested
part of the money in securities (€500.000) of the Laiki Bank and maintained a current account at the same
bank, the balance of which at 31.12.2012 amounted to €2.009.220. After an order on 29.3.2013 by the
Central Bank regarding the Laiki Bank and the Bank of Cyprus, that amount suffered an impairment of
€1.908.860,22 resulting in a balance of €455.645 on 31.12.2013.

Recommendation: A new actuarial study is expected to be carried out due to the developments in the
Laiki Bank and more generally in the economy, as well as due to the time that has elapsed since the
previous actuarial study.
(e)
Deductions from the monthly salary for the payment of bonuses to employees employed under
contract. From a sample check on the payroll of staff under contract in 2014, it was found that the
Organisation does not deduct a rate equal to 3% from their monthly earnings for the payment of gratuities
to employees, based on the relevant legislation applicable since 1.4. 2014.
Recommendation: The deduction of the respective deductions in accordance with the relevant
legislation, is expected.

(f)
Health Care. The Organisation bears the health care costs (state and private supplementary insurance),
while in the public sector the state ceased to bear such costs, since it recovers the costs involved with a
mandatory contribution of 1.5% on gross emoluments of civil servants. Specifically, from a sampling audit on
staff salaries in 2014, it was found that the Organisation deducts a mandatory healthcare contribution at a
rate equal to 1.5% of monthly earnings and / or pensions only for the employees and / or pensioners who
obtained a medical card for medical treatment from state hospitals.

Recommendation: Our Office recommends that the coverage of such expenditure should by analogy
come from contributions on the salaries of all the Organisation's staff, as done in the case of civil
servants.
Internal Control System.
(a) General. Despite the improvement of the internal control system with the purchase of internal audit
services, there are still weaknesses in some areas, especially in regard to the supervision and / or coordination
of the various activities of the Organisation in the economic and technical fields and in the sports sector.
(b) Debtors. It was found that several debit balances of federations and sports clubs are still carried over
from 2010 and earlier and it is doubtful whether they can be recovered. Also, for some clubs and federations
with large balances of tens of thousands of euros for which a deduction is made from the amount of subsidies
allocated to them equal to 10% of their debts once or twice a year, the deduction does not even cover the
debts created in each year in which the deduction takes place, whereas there are cases of creating new debts
in the year without any repayment of their balance taking place in the year, so the problem continues to exist
and to be deteriorating.
Recommendation: Increased efforts are expected to recover the majority of the debit balances from
federations, clubs and SFA.
Grants to sports bodies. In 2013, grants were granted to federations and sports clubs of €8,8 mil., compared
to €10.7 mil. in 2012.
Audit of federations by an audit firm. Despite the improvement observed in the control exercised by the
Organisation, there are still serious weaknesses in the control of grants to federations to ascertain whether
they are utilised for the purpose for which they were granted.
The value for money audit of federations was assigned to an audit firm. Until the completion of the audit of
the Organisation by our Office, the audit firm had audited 66 federations.

Recommendation: In view of the serious deficiencies in the control of grants to Federations it is
necessary to strengthen the control by the Organisation, to ensure that grants are used for the purpose
for which they are intended.
The Organisation should set a clear schedule to federations for the elimination of their problems and
observations recorded with a penalty clause which will initially result in the total postponement of
grants and then to a full termination, if the federation does not comply with the timetable set.

Standard Statute of federations. Despite repeated recommendations of our Office on this issue, the
Organisation has still not proceeded with the preparation of a model statute for adoption by the federations
to ensure the existence of the minimum conditions necessary for the functioning of federations within a
regulatory framework, principles, ethics etc. and regulate various issues such as election, mandate and
powers of directors and internal procedures. According to the reply of the Organisation for the control of
2012, the preparation of this statute did not proceed due to severe reactions by the federations and the

Organisation with its circular dated 14.5.2013 asked all federations to submit their statutes to be reviewed
by the Organisation in order that they comply with modern sports management.
The President of the Organisation informed us that the Organisation will review the whole matter in
cooperation with the Federations and that its intention is to come up on this issue as soon as possible,
overcoming any reservations and / or reactions.
Recommendation: It is anticipated that a standard Statute for Federations is prepared and then a similar
statute should be adopted by all Federations.
Guide for the Release of Grants. It was found that the approved Guide for the release of grants presents
ambiguities / deficiencies:
•

It is not specified what the financial and what the athletics/sports achievement control includes.

•

It does not specify in which cases transfers, within the plans, are allowed, with the exception of some
plans, such as "Athlete Motivation," "Feds Coaches", "Congress" and "Subscriptions".

•

The schemes of “personal emoluments of approved staff” and “Vocational Placement” are not
included in the exceptions.

The President of the Organisation informed us on 5.6.2014 that, after the observations of our Office, the
Recommendation:
The approved
Guide for
the and
Release
of GrantsPlacement
presents ambiguity
/ shortcomings
schemes
“Personal emoluments
of approved
staff”
“Vocational
” are already
included in the
and should be reviewed. The Organisation should set a clear time schedule to the Federations for
Guide.
compliance with the standard procedures manual for Federations and the guide for the release of
grants.
Sports clubs. During the year a subsidy of €2,8 mil., compared to €3,8 mil. in the previous year was granted
to sports clubs. The amounts approved and granted to sports clubs, were calculated mainly according to the
review of their athletic/sports achievement, based on objective criteria.
Special state subsidy to football clubs.
(a) Extra special state subsidy is given to football clubs, through the budget of the Organisation which
between 2005 and 2010 amounted to €2.562.902 per year, while in 2011 was €981.802, in 2012 was
€599.999 and in 2013 was €246.966.
(b) The Organisation supports football with various sponsorships, which, together with the special state
subsidy, according to statements of the Organisation amounted to €3.639.250 in 2013 (€4.294.904 in 2012).
(c) Amounts due by football clubs to Government Departments / Services. Following instructions of the
Ministry of Finance, the sponsorship attributable to football clubs which had debts to Government
Departments / Services, was disbursed directly by the Organisation to those Departments, to cover part of
the club's debts. Specifically, in 2013, an amount of € 413.484 was paid to the Social Insurance Fund, €125.532
to the Inland Revenue Department and €54.937 to the VAT Service.
It was observed that, the grant to a particular club amounting to €54.905 was released, whereas according
to the DIR data, it owed €1.289.233 on 10.12.2012 and €2.798.924 on 28.2.2014.
Recommendation: Full compliance with the guidance of the Ministry of Finance is expected by the
Organisation.

Scheme of Vocational Placement.
(a) Monitoring of athletes. Today there are 22 athletes integrated in the SVP (two had left the SVP in
previous years and were employed by the Organisation).
As mentioned in our previous Reports, the Organisation, but also some federations were not aware of the
employment status of every integrated athlete.
It was found that there were some athletes who were not fully or not at all employed but they were fully
paid, while their “free of regular service” had been terminated,.
The issue was considered by the Ministry of Education and Culture, in a meeting held at the Ministry of the
Organisation, on 25.10.2013.
Recommendation: Our Office expects that the Organisation will take immediate steps to resolve the
problems observed in the SVP, ie some people are fully paid without working full-time or even at all.
(b) New integrations in the Scheme of Vocational Placement (SVP) after 2003. The SVP was abolished in
2003 and it was replaced by the High Benefits Plan whereby athletes and coaches receive a single gratuitous
amount for their success. In March 2009, the High Benefit Plan was renamed to Bonus Benefit Plan, with
reduced benefit amounts. In the Bonus Benefit Plan a provision was included according to which “any
vocational placement of athletes is provided by a special decision of the Board of the Organisation after
consideration of all the data presented to it” without, however, taking a decision on the reactivation of the
SVP. As a result, athletes enjoyed both the bonus benefits and their long term remuneration through the
SVP.
It is noted that since 2003, five additional athletes have been included in the SVP, while no integration was
made in 2013. It is stated that the Organisation received a request from an athlete of KOEAS for employment.
As we were informed by the President of the Organisation, the Organisation together with the examination
of the SVP will also proceed to review the gratuitous benefits granted to athletes. She also assured us that
the Organisation will not integrate any new athletes in SVP before a final decision is taken on this plan.
Recommendation: The Board of the Organisation is expected to take a final decision for regulating the
matter.

(c) Amounts allocated to active athletes who are integrated in the SVP. The integrated in the SVP active
athletes receive from the Organisation funds for their preparation as well as ex gratia benefits according to
their sporting successes, in addition to their salary under the "free regular service” scheme. Examples include
a case of an athlete of KOEAS and an athlete of the Cyprus Sailing Federation (CSF), who received in the year
2012 the total amount of €196.296 and €37.601, respectively, and in the year 2013 the total amount of
€42.777 (not including the third quarter of 2013) and €278.723, respectively, either directly by the
Organisation or through their Federations with a subsidy from the Organisation.
In addition to the above amounts received by the aforementioned athletes, there is information that they
receive also funds from other sources eg the Organisation of Football Prognostics A.E.(OPAP) and from
advertisements.

Recommendation: Our Office recommended that the Organisation requires that athletes to whom
sponsorship is granted declare sponsorships received from other sources. Also, we consider that the
remuneration granted should be transparent and there should be ceilings on the annual fees of each
athlete.

Creation and sports grounds improvements. An amount of €1.917.691 was spent in 2013, of which an
amount of €18.641 concerns the Small Development Projects and an amount of €284.002 relates to Social
Sports. Additionally, an amount of €563.997 was spent for the payment of sinking fund projects.
(a) Despite our repeated reports the building permits for the privately-owned sports facilities have not been
secured: The auxiliary sporting fields of Makarios Stadium, the Larnaca Community Centre and the Limassol
Olympic Swimming Pool and non-privately owned spaces: The Nicosia Swimming Pool - the CSO manages it,
the Antonis Papadopoulos Stadium and the Omonia sporting fields.
Recommendation: Based on the criteria of the Organisation, it is an obligation of the Organisation to
ensure that both the planning permission and the building permit is obtained before any subsidy is paid.

(b) Mass sport. The program Social Sports, which was implemented in 2004 and which is expected to
contribute to the fulfillment of the objectives of mass sports is based on the willingness and ability of
Municipalities to implement it, and so far it does not appear to have contributed significantly to this direction,
since measures refer only to specific groups and not the general public, eg the GSO, whose construction cost
amounted to €4.63 mil. and whose contribution to this effect is minimal since, because of the arrangements
which have been decided , it is used by the public very little.
Recommendation: It is expected that the Organisation will review how sports fields are used for the
purpose of their upgrading for mass sports and its decision on the overall management of the field of
GSO.

Private fitness schools. Because of the tolerance demonstrated over time, many shortcomings have been
accumulated with regard to private fitness schools, whose operation is governed by the Private Gymnastic
Schools Regulations of 1995 to 2012, resulting in the control of the whole situation to be time consuming
and difficult. After the issue was raised by our Office, the Organisation gradually began to deal with it.
(a) Obtaining a license to operate. There is still poor response from fitness schools to comply with the
provisions of the legislation for securing the appropriate license, even after a conviction was issued and a
fine was imposed by the Court to the wrongdoers and, as a result, they are continuing to operate, without a
license.

Recommendation: Our Office considers that the Organisation should assess the whole situation created
by the tolerance displayed by the Organisation over time which allowed the operation of gyms without
a license and study the implementation of measures and procedures that will gradually halt the
continuation of this unacceptable phenomenon.

(b) Renewal of the license to operate. There was a delay in the reissue of the license from the schools that
were approved and the license expired, which is mainly due to delays on the part of fitness schools to
promptly submit to the Organisation a request for the reissuing of the license which had expired.

Recommendation: The reminder should be sent before the expiry of the license. It is expected that the
Organisation will take measures to solve this problem.
(c) Recording and control of fitness schools. Until 5.2.2014, there were recorded by the Organisation a
total of 544 gyms, of which only 11 have a license in force.
It is noted that the 544 gyms include 108 gyms which operate in hotels, of which, from the 7 approved, 5 are
under consideration for reissuing their license and 2 have not applied to reissue their license.
(d) Taking legal action. Until the date of the audit 258 cases have been sent to the legal advisor for 243
gyms, of which, 113 have been adjudicated 48 are in the litigation process, for 10 a date to be set by the
Registry is expected, for 60 it is expected to conduct new examinations and investigations in order to verify
the data of the owners and / or the directors and for updating of the school files and 27 were withdrawn
(because in between six of them secured the relevant license, one has applied for securing a license and the
application is under consideration, 10 were returned to the Organisation by the legal counsel requesting
additional information and were resubmitted to the legal counsel and 10 terminated their operation).
It is noted that, a person who operates a fitness school without a license is guilty of an offense and on
conviction is subject to penalties of up to six months imprisonment and / or up to €854 fine.
(e) Board Decisions for amending the Regulations. The amendment of the Regulations which provide and
regulate gym / fitness school operational issues as approved by the Board of the Organisation at its meeting
held on 31.7.2008 is still pending.
Recommendation: The need to modernise the legislation as soon as possible so that it is consistent with
the current situation and how fitness schools operate is noted. In addition, our Office believes that it is
imperative that the financial penalties included in the Regulations are revised upwards, so that the
amount, in the event of legal action, acts as a deterrent.

Other matters: The Report of our Office on the financial statements of the Organisation for the year
ended December 31, 2013 was submitted to the House of Representatives on June 13, 2014, according
to Article 3 (5) of the Public Corporations (Audit of Accounts) Laws of 1983-2007. To the extent that
nothing appears different from the text of this Report, the recommendations of that Report are also
adopted for the purpose of this Report.

4.11 CYPRUS TOURISM ORGANISATION
Submission of financial statements. According to Article 15 (2) of the Cyprus Tourism Organisation Law, the
Organisation, immediately after the end of each financial year, prepares and submits to the Minister their

final accounts and an activity report. According to Article 18 (2), the audited accounts with the Auditor
General's report are submitted the soonest to the Minister who shall transmit a copy to the House of
Representatives for information.
It is noted that the Organisation has not yet submitted for audit the financial statements of 2013, while the
2012 Financial Statements were submitted on 27.6.2014.
The Chairman of the Organisation informed us that he fully understands the importance of timely submission
of financial statements. For this reason, the Board was careful to send the outstanding financial statements
for the years 2009-2012 and has intensified its efforts to submit the financial statements for the year 2013
at the earliest and not later than 31.12.2014.

Recommendation: The financial statements must be submitted in time for audit in order to take the
necessary corrective measures regarding any weaknesses or gaps that may be observed, and to provide
the right information, both to the House and to the citizens, for the activities of the Organisation, which
operates mainly with state subsidy.

State subsidy. During the year 2013 the Organisation was granted state funding totaling €48 mil. (€48 mil. in
2012). The approved provision in the budget of the Organisation amounted to €52.6 mil. (€59.6 mil. in 2012).
An incorrect approach of the previous Board of Directors of the Organisation was observed that, if at the end
of the year there were unspent funds, then, circumventing the legal procedures, contracts were awarded to
utilise the unspent funds, by invoking supposed urgency of a matter, . This approach shows in our view, that
there are serious savings margins at the Organisation and it should be considered by the Government and
the House of Representatives during the examination of the Budget of the Organisation for 2015.
The Chairman of the Organisation informed us that the savings resulting from the Budget of 2014 were mainly
due to the cancellation of the competition for the purchase of space / time in the advertising media (media
buying).
For the year 2015, the Organisation plans to give emphasis to alternative ways to attract tourists which are
more efficient, as online marketing, the enrichment of our country tourism product as well as partnerships
with tourism partners.
Staff. The Organisation on 31.12.2013 employed 214 permanent employees, 10 temporary of indefinite
duration, 22 hourly workers, of which 10 were part-time and 54 at the offices of the Organisation abroad as
local staff.
Interchangeability of Managerial Staff. In the Budget of the Organisation there are three approved and filled
posts of Tourism Director at the scale of A15 + 1. As a safeguard for transparency and good management of
the finances of the Organisation and to reduce the risk of the occurrence of corruption phenomena, we
recommend the interchangeability of the above Directors who serve in the same departments from the date
of their engagement (3.1.2000) or their promotion (15.7.2002 and 13.4.2009).
The Chairman of the Organisation informed us that the Board at its meeting dated 25.9.2014, chaired by the
Minister of Energy, Commerce, Industry and Tourism decided the interchanging of directors and middle
managerial staff.
Local Staff at the offices abroad.
(a) Special contribution under Law 112 (I) / 2011. The Special Contribution for Officers, Employees and
Pensioners of the State and Public Sector Law was published in the official gazette of the Republic on

31.8.2011 with effect from 1.9.2011. The Organisation's Board in its meeting dated 30.11.2011 was briefed
on the developments regarding the reactions of the local staff and decided to suspend the deductions from
the local staff salaries until it obtains an opinion from the Legal Office. The Legal Office with its letters dated
20.5.2013 and 31.1.2014 expressed the view that any salary reduction of the local staff should be consistent
with the provisions of local legislation.
(b) Non- granting of increases and cost of living increases to the salaries of officials and employees and
to pensions of retirees of the state and of the broader public sector by virtue of Law 192 (I) / 2011. The law
was published in the Official Gazette on 30.11.2011, with effect from 1.1.2012, but the Organisation's
Personnel Committee decided on 15.2.2012 to continue the payment of increases and indexation increases
to local staff. The Board in its meeting dated 29.5.2013, decided to extend the suspension of the
implementation of the decision for reductions in the local staff salaries and to freeze any increases to these
officials.
It is noted that the Organisation has not until the preparation of this Report proceeded to any cut / reduction
of local staff salaries. It is specified that 54 people were employed on 31.12.2013 in the Offices Abroad, at a
total cost (according to unaudited data of the Organisation) of €2.836.526.
As we were informed by the Chairman of the Organisation, the Board decided to seek legal advice on whether
under the relevant law the Organisation is legally obliged to proceed to a reduction in salaries of local staff
abroad, and the procedure to be followed.

Recommendation: The Organisation to proceed immediately to reduce the local staff salaries, insofar
as this does not conflict with the provisions of local legislation.

(c) Allowances abroad . Based on the Council of Ministers Decision no. 42.256 dated 3.3.1995, all Officers
from the scale A8-A10 and over, recruited as local staff, are fully equalized both in terms of salary and in
terms of other benefits (excluding pensions) with the respective permanent Government employees. This
decision was annulled by the Council of Ministers no. 61.779 dated 30.3.2005 but the Organisation did not
terminate any allowances abroad to the existing (2 Office Managers) local staff.
The Organisation's Board decided at its meeting dated 7.8.2013 to terminate immediately, the rent allowance
to all local staff and to carry out a study in collaboration with the competent Ministry on how to integrate
other benefits received by local staff to their salary. The Ministry of Finance in a letter dated 31.1.2014 states
that the Organisation must immediately implement the Council of Ministers decision dated 30.3.2005 and
therefore the salaries of the local staff of the Organisation abroad should be determined in proportion to the
Provisions on the Employment and Terms of Service of local staff of the Diplomatic Missions of the Republic
abroad. It is also noted that, in the application of the relevant regulation, the provisions of the local
regulations should be taken into account. The DPSP returned on the subject with its letter dated 13.5.2014
and gave detailed guidance for redefining the payroll of the two affected officials of the Organisation, while
for the third it recommended that the Organisation conducts its Legal Adviser as regards the application of
the local law. It is noted that, according to the estimate of a member of the Board of the Organisation (Board
meeting dated 18.12.2013) the cost of the continued payment of allowances abroad to the three employees
in violation of the decision of the Council of Ministers dated 30.3.2005, resulted in the payment of a total of
over €1.2 mil., an amount of squandering which we consider provocatively high.
The Board at its meeting held on 30.9.2014, decided to conduct investigations, where and when appropriate,
according to the recommendations of the Auditor General of the Republic. For the above matter there is an

ongoing investigation by the Ministry of Energy, Commerce, Industry and Tourism on the instructions of the
competent Minister.
Agreements / Licenses of the premises of the Organisation.
(a) The agreement / license in Dasoudi Beach in Limassol (reference was made in our Annual Reports for
the years 2010, 2011 and 2012) has been extended until 31.7.2025.
(b)
In relation to the premises at the Geroskipou Beach and Luna Park a sublease contract was signed on
23.12.2013 between the Organisation and the Geroskipou Municipality for a period of 10 years from 1.1.2014
until 31.12.2023, with an option to extend it for an additional period of 10 years at a rent €3.000 annually.
(c)
The agreements / licenses for the use of the premises of the Organisation at Larnaca Beach, the tourist
kiosk / restaurant at Aphrodite's Rock and the tourist kiosk / restaurant at Aphrodite Baths were extended
based on decisions of the Board, until 31.10.2013.
Although the Board of Directors at its meeting dated 30.10.2013 decided not to proceed with further
renewals of agreements / licenses for the use of the premises of the Organisation which expired on
31.10.2013 and to give instructions to the Organisation's competent service to prepare tender documents
for the licensing of the premises of the Organisation, the Board of Directors at a subsequent meeting held on
5.6.2014 decided to propose new agreements / licenses to the existing operators of the premises for 8 years
by informing the Attorney General and the Auditor General of the Republic accordingly. For that matter, the
Director General of the Organisation with his letter with no. of file 02.01.011.001, dated 6.8.2014 sought our
views, which are recorded in our reply with no. of file 28.02.007.001.004, dated 18.8.2014. Since then, we
did not have any information and we requested to be informed of any developments.

Recommendation: The observation is recorded as an indication of weakness in the management of the
agreements by the Organisation. It is expected that licenses for the use of the said premises are granted
in accordance with legal procedures.
License for the Use of Dolphin Restaurant at Troodos. For the above premises there was an agreement /
license from 1.11.2000 which with extensions was extended until 30.4.2013. According to paragraph 7 (6) (ii)
of the agreement the licensee was required to insure the building, its equipment, the biological station and
generally all the facilities for the benefit of the Organisation and, against all risks. As it turned out, the licensee
failed to insure the premises without detecting this major oversight by officers of the Organisation. On
28.12.2011 a fire was caused which destroyed almost the entire building and the damage was estimated at
about €350,000 (plus VAT).
The Director-General of the Organisation appointed an investigating officer to carry out an investigation in
which weaknesses were recorded in the monitoring of the compliance of the licensees with the terms of the
agreements for the use of the premises and, in addition, recommendations are made to be directly promoted
in order to avoid similar problems.
On 30.11.2012, after an approval by the Board, an agreement was signed with the licensee who is also the
manager of the Geroskipou tourist beach and of the Geroskipou Luna Park, for the premises of which he
owed sewage charges amounting to €27.403,58. Under this agreement, with the payment of €27.403,58, all
of the outstanding financial matters of the licensee to the Organisation, resulting from the administration of
all premises of up to 31.10.2012, were fully settled. As a result of the agreement, the debt for the licenses
for the period December 2011 to November 2012, was written off.

Upon recommendation of the Organisation's lawyer, the Board of Directors on 4.12.2013 decided to
withdraw its decision dated 10.4.2013 for (a) claims for damages from the valuation company because, while
the CTO knew the terms of the insurance policy, however, it had not requested the rectification of the
assessment and (b) a claim by the licensee of the premises to pay the damage caused, because in the
agreement made on 30.11.2012, there was no reservation by the CTO for compensation for the incident of
28.12.2011 and therefore the Organisation lacked conductive rights against the recipient.
As a result of the above, the Organisation has paid an amount of €167.019 for the repair of the building
without initiating legal action against the insurance company and the licensee who had failed to insure the
premises under reference contrary to Article 6 (ii) of the agreement / license use.
It is relatively stated that the Legal Counsel of the Organisation in his letter dated 1.11.2012 states that,
according to the findings of the police, the licensee may bear responsibility which, if proven in Court, will
result in payment of compensation for any damage suffered by the Organisation may be possible.

Recommendation: The Organisation should investigate the possibility of attributing any responsibility
for omissions of officers and members of the former Board that resulted in the financial burden of the
Organisation.
Cooperation of Cyprus Tourism Organisation with Tour Operators (TO) abroad. In the financial statements
of the Organisation for 2012, submitted for audit, total expenditure amounting to €6.513.290 is included in
the sub-groups “Advertising and Tourism Promotion - Tourist Cooperation with Partners Abroad” and
“Advertising and Tourism Promotion - Winter Tourism Development Plan” . This expenditure relates to an
amount of €1.876.839 for joint advertising with the Organisation's contribution amounting to 75% of the
advertising cost of the travel organisers and of other partners abroad and an amount of €4.636.450 for
advertising in the media of Tour Operators and other partners abroad, based on the Cooperation Policy
approved by the Minister of Commerce, Industry and Tourism on 7.6.2006 and the decision taken at a
meeting held on 16.1.2008 with the Ministers of Finance and Commerce, Industry and Tourism for the
development of winter tourism.
Because the financial statements of the Organisation for 2013 have not yet been submitted for audit, it is not
possible to draw conclusions about the amount of the year’s expenditure. It is reported that the total budget
for 2013 of the aforementioned partnerships, amounted to €6.500.000, while until the date of the audit,
commitments worth €3.776.616 were registered in the accounting program.
Recently, the Organisation proceeded in three advertising cooperations with Tour Operators for the period
Summer 2014 - Winter 2017/2018 totaling €8.538.000, without concluding written agreements. It was also
observed that much larger amounts than those that were applicable in prior periods have been agreed for
tourists arrival. We noted that it does not seem that the significant increase in the cost paid is justified.
The above contracts seem to be considered by the Organisation that they 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 specific individual economic entities
and therefore the contracts are concluded using the negotiation process.
However, it was observed that copies of the tender documents stating the grounds of applying 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 notification to the
Audit Office of the Republic, as provided for in 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.
We point out that 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.
It should be noted that, in the meeting held in the MECIT dated 29.7.2014 it was decided that the CTO should
proceed to investigate how the same subject is also handled in other countries and the Organisation to send
a detailed note to the Minister, and to the Auditor General and Accountant General of the Republic. This
issue was also discussed at a further 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 funds,

•

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 a transfer of a large number of tourists
from a small number of TO,

•

to reduce the risks and opportunities of the phenomenon 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 plan for gradual disengagement from
such promotion of the tourist product, as is already the case with other countries.
Recommendation: Direct preparation of a transparent and documented general promotion plan for an
advertising campaign.
Conducting Supplemental Advertising Activities by the Cyprus Tourism Organisation (CTO) for 2013. From
an investigation of the procedures followed by our Office and on the basis of a relevant report on the
investigation for the execution of the above additional advertising activities for 2013 totaling €1.642.544, by
the Internal Auditor of the Organisation, the following were found:
(a)
Non-compliance with the procurement procedure as provided by the legislation. In October and
November 2013, the Governing Board (GB) of the Organisation approved the award of advertising campaigns
to two television channels and four online advertising companies, amounting to €1.642.544, after a study of
memos prepared by the Tourism Director and submitted by the Director General. The bypassing of the
normal procurement procedure (instead of an open tender notice) was decided due to the alleged urgency
of the matter, because it was nearing the end of the year and budget funds remained unspent. We expressed
the view that the procedure followed did not comply with the provisions of the law, since the reason given
to justify the urgency of the matter was not valid, because the delay in the launching of tenders was due to
the Organisation. The approval of the competent body to bypass the normal procedure had not been
requested and were not invited to attend the meeting, as provided in the legislation. In the case of the two
online advertising contracts, the award was made through intermediaries, something which on one hand is
open to criticism and on the other was not consistent with earlier decisions of the Board. Finally the approval
of the Minister was not requested, as required when transferring funds from another sub group of the
budget.

In another case, it was decided to award online advertising on a proposal submitted by a company
representative to the Organisation, without even signing an agreement. As established by the Monitoring
Committee, the Contractor achieved only 26.4% of the return agreed, therefore it recommended the
payment of a sum amounting to €21.120 instead of €80.000 invoiced by the company. We expressed the
view that for the above serious issues, disciplinary responsibilities of the officers involved should be sought
and we noted our concern for the Organisation's failure to take appropriate measures to ensure the
necessary accountability.
(b) Proposals submitted for advertising campaigns. As stated, the Organisation decided in September 2013
to use the unspent funds for the award of campaigns, since a few days before, proposals had been submitted
by companies (one even had been submitted just one day after the decision was taken). In view of the above,
we expressed the view that the proposals put before the Board of the Organisation, have been prepared on
the initiative of companies and / or their representatives, prior to the decision of the Board for the use of the
unspend funds, therefore, these proposals were not the result of a targeted study to cover the Organisation's
needs. That is, instead of the Organisation carrying out a study first, the proposals of the companies were
simply forwarded for approval on the grounds of the allocation of funds, which is - in our opinion – a violation
of the principles of good administration and of the obligation for rational management of resources.
(c) Previous decisions of the Board for direct cooperation with international television media and online
advertising companies are not followed. While the Board of the Organisation decided in February 2008 and
July 2009 that the policy that would be followed in the negotiations with international TV networks would
be by direct negotiations with the networks and not with their representatives, in October 2013 the
cooperation with 2 international channels was approved by the Board, without reference to the note that
was before it, that the proposals were submitted through a representative.
As we were informed, by the Chairman of the Board of the Organisation in October 2014, the Board of
Directors at its meeting held on 30.9.2014, decided to conduct investigations where it was appropriate, in
accordance with our instructions. For the above matter, an investigation by the Department of Energy,
Commerce, Industry and Tourism is ongoing on the instructions of the competent Minister.
Production of material for the promotion of cycling. According to a report of the Internal Audit Service
(IAS) dated 31.5.2014 and no of File 28.02.007.001.004, on 8.10.2013 the Department of Marketing and
Communication (Sport Tourism Industry) launched operations to produce material for cyclists, with a total
cost of €299.650, again in the context of the use of the alleged unspent funds of the Budget of the
Organisation.
In view of the above, approvals were given by the Director General and Marketing Director of the
Organisation for the award of five contracts on the basis of proposals previously submitted by the same
companies concerned:
(a) Creation and production of an Illustrated map of Cyprus, a contract with the company 5 + Mobile, worth
€45,900.
(b)

Production of digital material for cycling production, a contract with the company CY Olive Ltd worth
€48.500.

(c)

Production of digital material for the projection for Nortic Walking and Running, contract with Prijut *
12 company, worth €64.750.

(d)

Creation of promotional material for mountain biking, a contract with the company Geotrainer, worth
€68.500.

(e)

Production of promotional material in digital format road books and GPS data for road cycling routes
1,000km, a contract with the company Absolut GPS, worth € 72,000.

Following taht the above five economic operators were informed and proceeded with the preparation and
delivery of the contract object, based on their time schedule. The delivery / receipt of the deliverables were
due in December 2013.
In the same month, a recommendation for payment of the company invoices, was submitted by the
competent officer to the Accounting Department of the Organisation, through the Director of Marketing, ,
reporting that the deliverables of each contract were delivered in accordance with the proposals of the
companies and their agreements with the Organisation.
Because the provisions of the law and the provisions of the Internal Regulations of the Organisation (approval
by a 5-member committee for contracts up to €50.000 and by the Tender Board for exceeding €50.000) for
the above contracts were not followed, the Accounting Department did not proceed to pay the invoices.
On 27.5.2014, the Tender Board decided, on advice of the legal advisor of the Organisation to approve the
payment of invoices, provided that the IAS confirmed the receipt of the deliverables.
It is noted that, because of the pending payment, the contractors did not deliver the deliverables to the
Organisation.
The IAS proceeded to review the samples of the deliverables and found that they conform to what was agreed
with the Organisation.
However, the IAS stated that it was unable to verify the quality of deliverables in relation to the cost / benefit,
since it did not have the relevant expertise.
This review, according to the IAS, had been carried out by the Department of Marketing and Communications
of the Organisation at an earlier stage upon receipt of the deliverables by the competent officer and the
promotion of invoices to the Accounts Department for payment. A sample document with which presumably
the competent officer acknowledges receipt of the deliverables and that they comply with the set
requirements, has been given to our Office. This is a manuscript, which is both so draft and of inadequate
form, that our Office considers that the Board of the Organisation should seriously consider the adequacy of
the management of public money exercised by the Organisation.
Given that deliverables were not given to us by the CTO until 11.9.2014, our Office reserves the right to
express its views on the compliance with the requirements of the Organisation and the provisions agreed, at
a later stage, after their submission by the Organisation and their checking.
The fact remains that the procedures followed, further to the fact that there was – in our opinion- a
segmentation of tenders, violate 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 the agreements concluded consist of the single- / two-page proposals
of the companies and their acceptance by the CTO, without specific detailed terms, requirements and
technical specifications, other than a brief general description of the deliverables.
Recommendation: We proposed to pursue for any disciplinary responsibilities of the officers of the
Organisation involved.

Restructuring of the Offices of the Organisation abroad. Extensive reference to the above matter was made
in our Annual Report for 2012. In 2013 the Organisation proceeded to shut down the operation of 6 Offices
Abroad and the undertaking of the market surveillance relating to them by regional offices. According to
estimates of the Organisation, the estimated savings for 2014 amounted to €779.000.
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, with the total annual savings amounting to €258.791, 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 for 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.

It was observed that the former Board of the Organisation at its meeting dated 24.4.2013 asked for a
recommendation to be submitted by the Directorate of the Organisation for the restructuring /
reorganisation of the Offices Abroad which will remain in operation, but without, until the date of the audit,
the Directorate to submit any recommendation. The new members of the Board at its meeting dated
11.2.2014 resolved that the issue of the functioning and structure of CTO Offices Abroad are is-examined
from the beginning by the Board, after the meeting of the Board with the Managers of the Offices Abroad.
Until the date of the inspection, the matter had not been examined.
The Chairman of the Organisation informed us that the Board, after meetings with the Responsible Officers
of the Offices Abroad, has already undertaken a review of the findings of the report, so that the Study for the
Restructuring of the Offices Abroad is implemented in its entirety.
(a) Unauthorised extensions and modifications of hotels and tourist accommodation. Extensive reference
to the above matter was in our previous reports.
On 8.4.2011, the House of Representatives passed the amendment of the Town Planning Act under which it
is possible to legalise (purchase) certain irregularities.
The Organisation in a Circular Letter dated 8.8.2011 to all owners / operators of hotels states, inter alia, that
it will not show tolerance against other hotel companies that will not exploit the possibilities offered by the
amendment of the legislation. However, it was observed that the Board of Directors on 3.7.2013 decided to
approve the temporary suspension of criminal proceedings against existing hotel businesses which make
extensions / amendments without the approval of plans by the CTO, provided that the conditions agreed
with the associations PASIXE and STEK continue to apply. It is noted that on 11.7.2013 the House of
Representatives voted an amendment of the Town and Planning Law concerning the so-called urban amnesty

by extending the expiration date of the period for submission of Declarations of Intent until 30.4.2014, while
for this year no further extension was given.
It is noted that as a result of these irregularities, the Organisation is not capable to issue the necessary, under
the Law of hotels, operating license. Based on information given to us by a competent officer, in 2013
approximately 73% of the main hotel capacity (excluding businesses in the traditional premises, tourist villas
and tourist apartments) Cyprus, or 48% of the full capacity of the hotel industry operates without
authorisation and this poses risks to the health and safety of both customers and employees in these
businesses.
The Chairman of the Organisation informed us that opting for the criminal prosecution of such premises
would mean issuing orders for the postponement of the operation of tens of large hotels and the dismissal
of thousands of employees. As a result, the Organisation considers that, since the issues of the legality of
constructions are related to legislation the implementation of which is the responsibility of the Ministry of
Interior and of Local Authorities, then should be excluded from the responsibilities of the CTO.
(b) Delay in the submission of declarations and collection of the 3% rate. The balance of debtors 3% on
31.12.2013 amounted to €628.351 (€1.129.015 on 31.12.2012) and the debtors of returned cheques at
€15.088 (€221.663 on 31.12.2012). It is noted that reducing the balances of debtors by 3% is due to the write
off of an amount of €678.037 with the decision of the Board of Directors dated 5.6.2014 which will be taken
into account in the financial statements for 2013.
Recommendation: As part of safeguarding the Organisation’s interests, to intensify actions and measures
taken for the settlement of the above debts.
(c) Tax liabilities of the Organisation to the Tax Department. In August 2012 the tax returns for the years
2001 to 2009 were submitted, without paying the due amounts since the overall method of calculation of
the taxable income has not yet been agreed with the Tax Department. In April 2014, the 2010 and 2011 tax
returns were submitted.
Competition for the provision of services for the design and purchase of space / time in advertising media
to implement four advertising campaigns of CTO for the year 2014 (United Kingdom, Germany, Russia and
Ukraine) - no. of Tender 25/2013 . From the study of the evaluation report of the above tender, it was found
that in 4 advertising campaigns in total - which were the subject of the competition - the operators involved,
submitted for each campaign, exactly the same bid price, which may be due to the absence of a healthy
competition, bearing in mind also that the total amount of the competition was approximately €8 mil. The
evaluation committee recommended to the Tenders Committee of the Organisation, the award of one
campaign to each one of the four operators which took part in the competition (ie. assignment of one
campaign to each one), based on the rating of the technical part of the offer, since in most cases the values
were identical and did not affect the rating / classification. In view of the above, in our letter to the Chairman
of the Board of the Organisation dated 3.1.2014, we expressed serious doubts whether a healthy competition
had been developed and recommended to postpone the decision for further consideration.
The Director General of the Organisation informed us on 10.1.2014 that the aim of the competition is the
maximum / efficient use of available funds included in the budget, therefore, in the terms of the competition,
the maximum available amount for each advertising campaign and media (television, press, outdoor
advertising, etc.) was set, rather than the estimated cost. He also informed us that the award of the tender
is due to be the most economically advantageous tender and not to the one with the lowest price, and for
this purpose, the weight of the financial part of the offer (ie. the price) was established at 10% since the main

objective of the competition is to maximise the profitability of each advertising campaign based on the
amount available, while the technical part of the offer carries 90% weight in the evaluation.
Because the above reply was not considered satisfactory, with our new letter to the Chairman of the Board
of the Organisation dated 21.1.2014, we expressed the view that with the term in the tender, to award each
campaign to the economically most advantageous offer, with 90% weight on the technical part and 10% on
the price, a healthy competition was not safeguarded. We noted that our Office had suggested in the past
that the tender award process to be made on the basis of the most economically advantageous tender, since
in the hitherto procedure followed, the award was made to the tenderer with the highest score, without any
regard to the price, resulting in the non- development of a healthy competition that would be in the interests
of the Organisation. However, although our recommendation was adopted by the Organisation, with the
very low weight percentage (10%) of the price and 90% for the technical part, the purpose of our
recommendation is not achieved, something which is also obvious from the outcome of this competition. We
noted that to achieve the aim of ensuring a fair competition, the weight of the criterion of price should - in
our view - be over 40%.
In addition to the above we noted that, while the award is based on data submitted by the various operators
and on the general plan of the advertising campaign (media plan) suggested, which is based on that data, in
substance, the data for the Press is submitted with the signature of the contract, while for Television (TV)
and the Outdoor Advertising it, is submitted on their implementation and at the stage of the assessment of
the interim payment certificates. Thus, in the event that the bidder proceeds to sign the agreement without
submitting an original confirmation from the research on the basis of which the efficiency of the proposal
was estimated, that the performance figures relative to the media plan submitted for advertising in the press
are calculated correctly, then the agreement is not signed and the Organisation either invites the second in
order bidder (with inferior media plan) or cancels the competition and gives again notice of the competition
(ie. with a delay in the implementation of the advertising campaign).
We also observed that with regard to the Television and Outdoor Advertising, applying a penalty
retrospectively does not adequately safeguard the interests of the Organisation, since in case the award is
made under optimistic / incorrect information submitted by the operators, the result will be that the
Organisation will derive reduced benefit because of an inferior - in essence - general plan (media plan).
Therefore, we suggested that the Organisation considers applying deterrent penalties, both for the TV and
also for the Outdoor Advertising separately and not in total, in order to reduce the above risk.
Considering the above, we expressed the view that the proposed agreement would not provide the best
advertising success (optimum solution) for the amount to be spent by the Organisation and suggested that
the minimum criteria / returns which the Organisation aims to achieve at such competitions are made more
specific and are defined so that all bids submitted are evaluated based on them, terminating the hitherto
process whereby the best - theoretically - proposal was chosen, which ultimately may not have proven to be
the optimal. We also observed that in this competition, there was both a reduction in wide participation and
also lack of interest from foreign operators - apart from Cyprus and Greece - compared to earlier
competitions on the same subject.
The Director General of the Organisation informed us on 20.3.2014 that, for this competition, the Tenders
Committee of the Organisation decided on 31.1.2014 to revoke the notice and / or cancellation of the
competition. He also informed us that the observations of our Office will be taken seriously into account in
future competitions

The Board of Directors at its meeting held on 30.9.2014, decided to conduct investigations, where and
when appropriate, according to the recommendations of our Office. An investigation of our
observations was followed by the Internal Audit Unit of the Ministry of Energy, Trade, Industry and
Tourism, on the instructions of the competent Minister. The findings of this investigation were
forwarded to the Board of the Organisation on November 11, 2014 and essentially confirmed and
documented the observations of our Office. On the same day, the Board of the Organisation decided
to consider the termination of the employment contract of the Director General of the Organisation.

4.12 CYPRUS BROADCASTING CORPORATION (CBC)
The financial statements of the Corporation for 2013 have been audited by a private auditor appointed by
the Corporation, after our approval in accordance with Article 3 (1) of the Public Corporations (Audit of
Accounts) Laws. Under the same article, the Audit Office has carried out an additional financial and
performance audit.
Financial position
(a) Annual results. The Corporation presented for the 2013 a deficit before tax of €0.8 mil., compared to a
deficit of €2,9 mil. in 2012. The overall deficit for the year, after the actuarial losses due to the revised IAS
19, amounted to €10,9 mil.
(b) State sponsorship. During the year, the Corporation was granted a state subsidy amounting to
€26.337.940 (€ 33.824.547 in 2012).
Deficit in working capital. The current liabilities of the Corporation on 31.12.2013, amounted to €21 mil.
(€19.3 mil. in 2012), while the total current assets were €6,8 mil. (€6,2 mil. in 2012) ie there was a deficit in
the working capital of €14,2 mil. (€13,1 mil. in 2012). All of the Corporation's liabilities exceed total assets by
€117.7 mil. The aforementioned deficit, resulting mainly from the obligations of the Corporation to the
Pension Fund to cover pension benefits of its employees and the debt for the fringe benefits of employees,
shows that the Corporation's ability to continue as a going concern depends on the continued provision of
state subsidy and to its non- obligation for immediate payment of its debts to the Pension Fund.
The President of the Corporation noted that this amount does not take into account the market value of the
real estate of CBC amounting to approximately to €57.8 mil., as its value is recorded in CBC accounts at
historical cost.
Obligation to the Pension Fund.
(i)

Amount of actuarial deficit. According to the actuarial valuation which was submitted in May 2014
with reference date the 31.12.2013, the pension fund has a deficit in relation to past service totaling
€105.032.668 (€93.618.704 at 31.12.2012).

(ii) It is reported that the Fund assets include deposits, shares and securities of the Bank of Cyprus and Laiki
Bank, which suffered significant impairment in their values. As the Corporation is obliged to cover the
actuarial deficits arising, the impairment of the assets increased the Corporation's obligation to the
Fund. It is noted that the Auditor General does not audit the Corporation’s Pension Fund.

The President of the Board informed us that, in accordance with our recommendations, he has
assigned to the Internal Audit Service of the Corporation, the investigation of complaints about the
reasons that led to such a great deficit of the Pension Fund.
(iii) Funding of the actuarial deficit. In the budget of the Corporation for the year 2013, a provision for past
service coverage (deficit) of only €1.350.000 has been included, while the amount paid to the Pension
Fund for this purpose was €713.672.
As mentioned in our previous Reports, the above indicates that no substantial funding of the deficit
has yet began.
Budget. The budget for the financial year 2013, was approved by the Corporation’s Board on 19.6.2012, it
was submitted to the Ministry of Interior on time, on 20.6.2012 and was enacted into Law (L.39 (II) / 2013)
and published on 17.6. 2013.
The House of Representatives approved twelfths for January and February 2013. During the period from
1.3.2013 until 16.6.2013, state subsidy of an amount of €5.950.000 was paid to the Corporation with which
payroll payments, repayment of a loan and payments for other obligations were made, which were not legally
covered. As mentioned in our previous letters, the delay in the whole of Budget approval process creates
liquidity problems and problems of legitimacy for the Corporation.
The President of the Corporation informed us that he has repeatedly asked for a study of ways to ensure a
more medium-term and / or long-term financing in order to enable the Corporation to really be able to design
and implement a strategic plan.
(a) The following table shows the staff employed by the Corporation at 31.12.2013 and 31.12.2012 with
the relative cost:

2013

2012

Permanent

98

123

Cooperators of Indefinite period(regular)

266

270

364

393

Labour (Regular):

41

41

Total

405

434

Expenditure for salaries allowances

2013

2012

and employer contributions

€

€

Office Staff:

Permanent Staff (does not include the deficit contribution to the
Pension Fund)
Salaries and cost of living allowances
Various allowances and overtime

4.879.074

6.142.795

456.179

778.065

Employer contributions

603.935

741.894

5.939.188

7.662.754

Personnel Benefits

788.223

973.063

Contributions to the Pension Fund for current service

303.223

1.638.810

7.030.599

10.274.627

Cooperators of indefinite period (regular)

8.251.353

8.579.007

Labour

1.124.666

1.186.778

16.406.618

20.040.412

Permanent staff (average for 113)

62.221

75.549

Cooperators of indefinite period (regular) (average for 268)

30.789

32.131

Labour(average for 41)

27.431

28.946

Total
Average cost of employment:

The reduction of the average cost of employment of permanent staff by €13.328 or 17.6% is due to the
retirement of a significant number of senior officials, as well as changes in actuarial assumptions.
(b)
(i)

Employment of cooperators.
General. In the following first table, the number of cooperators of indefinite period (regular) and the
cooperators with a special contract (cost €461.544 for 2013), which are listed in the payroll as at 31
December of the years 2008 to 2013, are shown and are compared with the number of permanent
staff employed at the end of each year, while in the second table, the annual gross salary by category
of emoluments for the year 2013, of cooperators with a special contract who worked for the
Corporation in the year 2013 is shown.
Staff category

2013

2012

2011

2010

2009

2008

Cooperators of indefinite period (regular)

272

270

300

284

257

180

Cooperators with a special contract

18

21

20

20

21

28

Total Cooperators

290

291

320

304

278

208

Permanent staff

122

123

145

135

153

168

Total number

412

414

465

439

431

376

2013 Annual Gross Salaries of
Cooperators with a special
contract

€1.001-10.000

€10.001-30.000

€30.001-40.000

More than €40.001

Number of staff

4

7

5

2

(ii)

Determination of a process and of internal regulations for recruitment and employment of staff. As
we mentioned in our previous Reports, the Corporation should prepare new internal Regulations in
order to classify the various types of cooperators, as well as the process and the recruitment and
payroll terms, so as to ensure both transparency and the implementation of the Law on General
Principles of Administrative Law. Our recommendation with regard to the subgroup of funds
“Compensation of Cooperators” of the Budget, is repeated, for an analysis to be given for the number
of cooperators, their posts and how their remuneration is decided so as to provide the necessary
information that the statements in the Budget, on the above issues, are in line with the general
government policy, both to the Council of Ministers which it approves it and to the House of
Representatives which votes for it,.
The President of the Corporation informed us that the CBC will seriously consider determining a range
of number of such cooperators and respective amounts in order to provide more comprehensive
information as per our recommendations. He also informed us that CBC has progressed in preparing
draft bylaws and expects the comments of the trade unions before they are finalised.

(c) Correspondents / filmmakers. The Corporation employed 29 people of which 15 people are employed
abroad. From the audit of the contracts of the above, it was observed that in some cases of correspondents
abroad, their pay is determined per report and in some cases on a monthly remuneration. Also, the contract
of 21 correspondents / filmmakers have expired during 2013 without being renewed, while for four
correspondents and one filmmaker there are no contracts. The President of the Corporation informed us that
the Department is preparing a new policy, which is expected to be approved soon.
Recommendation: The Corporation should reconsider its policy on this issue and, where necessary, to
prepare new contracts and to determine the terms of employment and the remuneration criteria of
correspondents.
Advertisements.
(a) Income from advertisements. The amounts invoiced during the year for advertising amounted to
€2.342.902 (an amount of €219.622 or 9.4% related to the exchange of dissimilar services) compared to
€3.313.769 in 2012, recording a decrease of €970.867 or 29.3%.
It is noted that advertising revenue relating to the exchange of similar services under «barter agreements»,
which is not recognised as income, in exchange of space allocation in newspapers for advertising /
announcements amounted in 2013 to €397.708 compared to €593.959 in 2012. From the amount of
€397.708 and €593.959, an amount of €237.342 and €407.454 or rates of 59.7% and 68.6%, respectively,
result from exchange of advertisements with a particular group of companies.
It was noted that the special arrangements «barter agreements» concluded by the Corporation, by an
exchange of similar services, are actually costs outside the approved annual budget of the Corporation and
therefore are not subject to the statutory approval by the Council of Ministers process and voting by the
House of Representatives.
Recommendation: Our Office is of the opinion that a tentative provision of the annual amount of such
agreements which are intended to be concluded should be determined by a decision of the Corporation.

(b)

Advertising agreements and special agreements “barter agreements”.

(i)

It was observed that the rights to use goods under special agreements dating since 2007, remain
unexploited. Also special agreements relating to the period 1.1 - 31.12.2013 were signed on
17.12.2013.

(ii)

The Corporation concludes agreements with companies in the area of production of specific series in
exchange of a monthly compensation, the allocation of the right of product placement and the
granting of additional advertising time, which the company sells to third parties, according to what the
agreement provides. Regarding the above, we observed the following:
•

The agreements did not provide for the value of the total amount of the transaction, neither for
the cost of production, nor for the revenue from allocation of advertising time.

•

The nature of the agreements concluded are like «barter agreement» of dissimilar services, but
the revenue from advertising is not included in the financial statements of the Corporation,
while the amount of compensation paid is recognised as an expense. Indicatively, it is stated
that, inter alia, specific production advertising time worth €590.000 for the period 2011-2014
was granted.

The President of the Corporation informed us that CBC is already working on a scheme of coding of
the process for setting specific parameters for the preparation of «barter agreements», in order to
maintain a mutual benefit and for the agreement not to be one sided.

Recommendation: Our Office is of the opinion that in every case, such barter agreements should be
used and applied with care since they are, by nature, agreements with particular difficulties in ensuring
transparency and therefore present a high risk for corruption phenomena. Also, these agreements
distort the approved Budget of the Corporation since expenses, which would normally be shown in the
budget, remain “hidden” behind such agreements.
Debtors from advertisements. Advertisements’ debtors excluding debtors of “Barter”, amounted to
€2.155.973 as at 31.12.2013 (€2.162.816 in 2012). Considering that all of the advertising revenue for the
year, excluding advertising from an exchange of dissimilar services, amounted to €2.123.280 and since the
provision for bad debts amounted to €1.029.393 (a percentage of 47.7% of advertisements’ debtors which is
significantly high), it is concluded that there appears a high risk and a weakness in the recovery of the
receivables by the Corporation and at the same time a kind of indirect financing of its customers. It is
relatively noted that the Commissioner of State Aid Control in his circular letter no. 51 and dated 7.10.2010
notes that the overdue business debts by businesses to public authorities may in some cases amount to State
aid.

Recommendation: The Corporation should take timely measures for the recovery of receivables, since
the passage of a long period of time is a factor that increases the creation of provisions of bad debts,
which in most cases are irrecoverable.

(a) Debtors «Barter» with special agreements. On 31.12.2013 the balance of debtors with special
agreements «Barter» relating to dissimilar services amounted to €239.872 (€307.325 in 2012) and for similar
services to €360.941 (€637.504 in 2012). It is noted that from the total balance of accounts receivable of
similar services, an amount of €276.896 or a rate of 76.7% related to a particular group of companies.

It was noted that there are still cases where the services supplied by the Corporation date back to 2002,
without appearing that the equivalent exchange of mainly dissimilar services is exploited / used, , while the
length of some specific agreements has already expired, without excluding the possibility that these
companies can no longer operate.
The President of the Corporation informed us that they will try to reduce the imbalances in such agreements
and the Corporation to take full advantage of these agreements.

Recommendation: The Corporation should consider how to exploit the equivalent of these exchanges.

(b) Debtors for contributions to the CBC. The Ministry of Interior in a letter dated 19.11.2012, has
recommended to the CBC to decide, in consultation with its Legal Adviser, the possibility of filing suits for
amounts over €500 under the provisions of the Limitations of Conductive Rights Law of 2012 (L.66 (I) / 2012).
On 31.12.2013 the balance of the above accounts receivable, after the write off of an amount of €871.850 in
2012, amounted to €215.884.
It was observed that until the date of the audit, no further action to recover the amounts due had been taken.
Creditors.
Fringe benefits of permanent staff. According to the agreement signed on 22.6.1990 between the unions
and CBC, fringe benefits totaling 3% of the payroll were granted for the first time, while there was a provision
that “these benefits will be given to the Health Fund, unless other ways of allocating them between the two
sides were agreed.” In the subsequent collective agreements, an increase to the above rate was granted
which rose to 7.55% on 31.12.2013. The accumulated debt of CBC for the above benefits at 31.12.2013
amounted to €6.964.474 (€6.589.190 on 31.12.2012). The above figures are arrived at after a deduction of
€2.903.825 deposited by CBC in bank accounts as follows: “Cyprus Broadcasting Corporation - Fringe
Benefits” €2.757.630 (€1.615.475 for the years 2004 to 2009 and €1.142.155 in 2010) and “Cyprus
Broadcasting Corporation - fringe Benefits for Managerial Staff” €2.532 (£1.029 2005 £453 in 2006), as well
as a payment of €143.663 (€60.533 for the years 2008 to 2009 and €83.130 in 2010) to the “Provident Fund
of the Managerial Staff”.
Additionally, for the period 1991-2013, a special monthly allowance equal to that provided monthly as basic
pension from the Social Insurance Fund, totaling €1.462. 510 has been paid to staff of the Corporation who
were members of the Provident Fund and retired before 1.1.1982,.
For the above accounts the following were identified:
(i)

The allocation of the amount of €2.757.630 in the bank account “Cyprus Broadcasting
Corporation - Fringe Benefits” was made without the approval of Regulations and the
registration of a separate fund for the benefit of which the funds were deposited.

(ii)

For the amount of €2.532 and €143.663 which were deposited in the bank account “Cyprus
Broadcasting Corporation - Fringe Benefits for Managerial Staff” and “Provident Fund of
Managerial Staff” respectively, all appropriate measures, not excluding legal measures should
be taken returning them to the account of the Corporation.

(iii)

The allocation of the amount of €1.462.510 relating to the payment of a monthly allowance to
employees of the Corporation who were members of the Provident Fund and retired prior to
1.1.1982, was made with the approval of the Board of Directors of the Corporation, dated

22.11.1991 after a revised agreement with the unions of the Corporation's staff on the same
day, without showing that the approval of the Ministry of Interior was obtained.
(iv)

According to the information we obtained from the Corporation's Accounts Department, for the
years 2000-2013, CBC paid additionally a total amount of €9.442.986 for medical care of the
staff, a matter which we discuss below.

Recommendation: Considering the above, we recommend that, in the difficult economic times the
State is going through, the Corporation should immediately take the necessary corrective action, in
consultation with its Legal Adviser and also should review the issue of concession of fringe benefits
which are not consistent with those granted by the central Government. It is presumed that this should
be done by following established procedures.
Medical care. At 31.12.2013 the expenditure on healthcare amounted to €876.908 compared to €889.136 in
2012.
Under the provisions of Regulation 44 of the Broadcasting Corporation (Conditions of Service) Regulations,
all employees, retirees and their dependents, are entitled to free medical care as for the government
employees. Additionally, since 1973 CBC applied and approved a Health Scheme (HS) consisting of doctors in
the private sector of various disciplines and of providing medicines that are not available in state hospitals.
It is noted that for the application of the Government Medical Institutions and Services General (Amendment)
Regulations of 2013, R 143/2013, the Board of Directors at its meeting dated 29.1.2014 decided to deduct
1,5% as from 1.1.2014 on salaries of officials and pensioners pensions. The Regulations however, were
entered into force on 1.8.2013. Also, the Board expressed no objection to the proposal of Trade Unions that
the amount corresponding to the rate of 1,5% be paid back to the employees and retirees individually from
marginal Benefit Fund, on the condition that the Fund will acquire its own identity with an Approved Statute
and an Administrative Committee, a position with which we disagree since this would result in the cost to be
borne by the employer. Instead, our position is that there should be a similar arrangement as in the public
sector. This means that the contribution of employees should be increased if they are entitled to a
supplementary health plan.
Report on monitoring of state aid given to the Cyprus Broadcasting Corporation during the year 2013.
(a)

In accordance with Article 24B (4) of the Cyprus Broadcasting Corporation Law, as amended by Law

no. 116 (I) / 2003, the Ministry of Interior is responsible for providing to the Auditor General no later than
two months from the end of each financial year, among others, the annual report prepared by the Cyprus
Radio Television Authority, in accordance with the above Law, regarding the fulfillment by the Corporation
of its mission conferred to it under Article 16A of that Law, which was submitted on 15.4.2014.
(b)

In accordance with Article 24B (3) of the above Law, the Auditor-General shall, not later than the end

of May, submit a report to the Cyprus Broadcasting Corporation and the Commissioner of State Aid Control,
on the results of the audit conducted under the above Article and report the existence of any financial flows
(as indicated in the separate accounts kept by the Corporation under subsection (2) of the above Article)
between the Corporation's activities which constitute a public broadcasting service and those that are not
providing such a service. Also, in accordance with Article 24B (1) of the above Law, the Auditor General, in
the exercise of the annual audit of the Corporation's accounts, audits whether any aid received by the

Corporation was used in a manner not consistent with Article 24A, that is for funding purposes of the mission
conferred to it under subsection (1) of section 16A, namely its duty as a public broadcasting service provider
in the Republic.
(c)

Audit results.

(i)

The existence of any financial flows for the year 2013 between the Corporation's activities which
constitute public broadcasting service and those that do not constitute public broadcasting service.
The following are mentioned:
•

In the financial statements of the Corporation for the year ended 31.12.2013, the Corporation
presents in note 28, separate accounts. We observed that this reference note was again
prepared without obtaining the position of the Commissioner for State Aid Control and of the
competent Ministries (Interior and Finance), concerning a specified detailed guiding framework.

•

In note 28, the Corporation states that “Although there is no defined detailed guiding framework
on the presentation of such separate accounts, CBC believes that these separate accounts
shown in the note satisfy the requirements of the relevant legislation to the best possible
extent”.

•

The independent private auditors in the paragraph of their report relating to the basis for a
qualified opinion, indicate, inter alia, that “In the absence of a guiding framework, we are unable
to express an opinion whether these separate accounts have been prepared on the basis of the
relevant legislation” a position with which we agree.

•

The separation of accounts between the public broadcasting service and commercial or other
activities of the Corporation, is required because it is essential to ensure transparency and the
attribution of responsibility in the use of public resources, since it constitutes a tool for
examining alleged cross-subsidisation. Therefore, only under proper allocation of costs and
revenues it can be determined whether public financing is actually limited to the net cost of the
public service mission.
Although there seems to be no financial flows between the Corporation's activities which
constitute public broadcasting service and those that do not constitute public broadcasting
service, because of any impact of the above, it is not possible to extract a safe conclusion.

(ii)

Whether any public aid received by the Corporation in the year 2013 was used in a manner not
consistent with the fulfillment of its mission as a public broadcasting service provider in the Republic.
The following are mentioned:
•

According to the Corporation's accounts it is shown that, to finance the costs of €38.4 mil., apart
from the use of the government subsidy amounting to €25,1 mil., part of the Corporation's
revenue is also used.

• The Cyprus Radio Television Authority in its annual report concludes that, based on the information
and observations as they were recorded, the Corporation really provides a balanced package of
services, really transmits the programs covered by the concept of a public broadcasting service
and that the content of the programs broadcasted by the Corporation in the framework of a
public broadcasting service in 2013, actually meets the quality of the characteristics of a public
broadcasting service specified in Article 19 of the legislation, except for Article 19 (5) for which
it cannot cite any conclusions as its jurisdiction for the control of CBC for any violations of this
Article have been removed, while for Article 19 (6), the Authority notes, with caution, that the

Corporation made sure of a fair balance between the political parties and consequently, the
relevant provision is met.
According to the President of the Corporation, it is not the Corporation’s fault, that certain
provisions for the control of television programs have not been included by the Cyprus Radio
Television Authority in the amendment of the content of the CBC legislation, on the issue of child
protection, which had however been included in an amending bill which was sent to the House
of Representatives on 10.7.2013. The matter is handled by the Ministry of Interior.
The Corporation believes that it complies both with the provisions of the protection of minors,
as well as with those of equal treatment of political parties.
•

The Cyprus Radio Television Authority with its letter dated 12.5.2014 states that it cannot be
concluded that CBC really fulfils its mission of providing a public broadcasting service in the
Republic.

Considering what is mentioned in subparagraphs c (i) and c (ii) we note that we cannot reach a safe conclusion
whether the public aid received by the Corporation in 2013, was not used in a manner not consistent with
the fulfillment of its mission as a public broadcasting service provider in the Republic.
The President of the Corporation stated that it is the belief of the management and administration that both
the television and the radio CBC program really fulfill the mission of providing a public broadcasting service
in the Republic as defined by law.
Junior Eurovision tickets. As mentioned in our previous reports, the company that handled the marketing of
the Junior Eurovision Song Contest tickets owes to the Corporation an amount of €176.666. Although on
25.11.2010 a law suit has been filed and on 21.11.2011 a decision has been issued in favor of the Corporation,
according to the Corporation, the owner of the company has not been identified and the amount due is not
collected. The Corporation did not proceed to the registration of an application for the bankruptcy of the
company and its owners, as suggested by the Legal Adviser in the meeting dated 31.1.2012.
As we were informed, the Corporation's Board of Directors intends to conduct an inquiry as regarsds the
process of award / allocation of the tickets to this company.
Other matters: The Report of our Office on the financial statements of the Corporation for the year
ended December 31, 2013 was submitted to the House of Representatives on June 13, 2014, according
to Article 3 (5) of the Public Corporations (Audit of Accounts) Laws of 1983-2007. To the extent that
nothing appears different from the text of this Report, the recommendations of that Report are also
adopted for the purpose of this Report.

4.13 AGRICULTURAL PAYMENTS ORGANISATION
Delegation of responsibilities to others. Based on the capabilities provided by the Establishment and
Operation of the Agricultural Payments Organisation (APO) and other Related Issues Law of 2003 (Law. 64 (I)
/ 2003), the APO entered into underwriting agreements with the Department of Agriculture, the Department
of Forests, the Wine Products Council (WPC), the Cyprus Dairy Industry Organisation (CDIO), the Ministry of
Energy, Commerce, Industry and Tourism (MECIT) and the Ministry of Interior. The above process
applications for the Measures which have been assigned to them up to the stage of authorisation of the

payment and then forward them to the APO, which after ascertaining compliance with the Community rules,
perform payments and submit all relevant information to the European Commission. Under the Council of
Ministers Decision dated 5.6.2013, the operation of CDIO and WPC has been terminated and their
underwriting powers have been granted by the Minister of Agriculture, Natural Resources and Environment
(ANRE), to the Department of Agriculture. It is noted that according to the Law, the power to assign
responsibilities to others belongs to APO.
As part of the proposed restructuring of the public service, the International Bank proceeded to the
evaluation and preparation of a report regarding the Ministry of ANRE and of the Organisations related to its
tasks. The report adopts the recommendation of our Office for revocation of the underwritings, in order to
better exploit the APO personnel, lead to savings by the underwriters and to simplify procedures and reduce
administrative costs. It also mentions, as an option, to consider the inclusion of the APO under the Ministry
of ANRE by abolishing the positions of the Commissioner and Assistant Commissioner of Agricultural
Payments and the appointment of a Director, who will report to the Director General of the Ministry of ANRE.
The Commissioner noted that the APO agrees only with the recommendation of the International Bank for
revocation of the underwritings and execution of the works by the APO, a position with which, however, the
Minister of ANRE disagreed, as per its letters to the APO dated 2.10.2013 and 4.6.2014. He also informed us
that at the request of the House of Representatives Committee on Agriculture and Natural Resources, the
APO proceeded to the completion of the "Study of restructuring of the agricultural payments system of
Cyprus to improve its efficiency and the parallel reduction of operating costs" and intends to proceed with
its implementation. According to the study, the APO is able, with its existing resources, to repeal the current
underwritings and assume entirely the execution of such works, thereby reducing the operating costs of the
agricultural payments system and improve efficiency.
Recommendation: In light of the views of the International Bank, we reiterated the recommendation
that the APO reconsiders revoking the underwritings.
APO staffing. According to the approved budget of the APO, the proposed permanent posts in 2013 were
134, the same as in 2012, of which 126 were filled at 31.12.2013 (same as on 31.12.2012), while eight
remained vacant. At 31.12.2013, 102 temporary employees (103 on 31.12.2012) and four hourly paid staff
were also serving at APO.
The Commissioner informed us that the APO position, as set out in its letter to the Minister of ANRE dated
28.5.2014, is to gradually withdraw all underwritings and to reassess the issue of staffing, after the expiry of
a period of APO operation with the new data.
Recommendation: To reassess the needs of APO in personnel since, if the undertaking of the
responsibilities of the contractors by APO is not promoted, its functions may be carried out with a
significantly lower number of employees.

Measure 2 - Promotion of agricultural products. As extensively reported in our previous Reports, from the
audit of the above Measure in 2010, serious deficiencies and omissions were revealed that create, in our
view, reasonable suspicion of possible fraud or misuse of community and national resources by a Cypriot
organisation, which participated in a program approved under the Measure. For this reason the case had
been referred with our letter dated 14.5.2010, to the Attorney General, who, after evaluation, gave
instructions to the police for criminal investigation. The case was registered before the Criminal Court of

Nicosia and litigation has been suspended at the request of the Attorney General, without prejudice for
renewal. Recently, the House of Representatives Committee on Development Plans and Public Expenditure
Control requested from the Attorney General to be briefed on the stage reached in the procedure for
obtaining legal assistance from third countries, in order to promote the investigation of this serious case.
The APO, in a letter dated 20.3.2013, informed the Cypriot organisation that, its refusal to submit additional
documentation with respect to the expenditure of the program which was repeatedly requested by the
Ministry of ECIT as sponsor, constitutes an irregularity as defined in the European Commission regulations.
As a result, the APO requested the organisation to pay the amounts paid while not due of €1,120,069 plus
interest, an amount which by 31.12.2013 decreased, after offsetting the debt with other approved grants to
the same organization, to €771.604, plus interest.
This organisation filed two lawsuits against the Republic and the APO, for damage suffered owing to the
breach of the contracts of the program and five complaints relating to the termination of the program
agreement and the refusal of the execution of payments. These cases are at the trial stage.
We noted that, in the context of the above program, the organisation submitted a total of three guarantees,
totaling €811.667. Although the Ministry of ECIT with its letter dated 22.5.2013 approved the exercise of the
guarantees, under the provisions of the relevant contract, the matter is still pending.
Recommendation: The APO should intensify its actions for recovery of the paid amounts by the Cypriot
organisation, including the potential of exercising of the letters of guarantee which it holds and to
submit the case to justice.
As the Commissioner informed us hitherto, no amount has been returned by the Cypriot organisation
with respect to the amounts paid while not due, while the APO did not proceed to the exercise of the
guarantees, as it awaiting a legal opinion.
Cephalic Subsidy of Sheep and Goats - Payment cephalic subsidies for 2014. The lack of coordination and
communication between the APO and the Ministry of ANRE before giving notice of the Measure for 2014,
resulted in giving notice for the Measure without the approval of the Ministry, in the time provided not to
be sufficient for adequate preparation for the implementation of the special scheme offered by Community
funds under Regulation 73/2009 with the possibility of the withdrawal of the notice, which has already been
given, to become necessary and to proceed with a new notice, which would result in unnecessary
administrative costs, with consequent suffering of the farmers.
As, according to the rules for the specific support, the amount which will be used for the implementation of
the Measure will be transferred from the Measure of hectares subsidies and if not used in full, the balance
which will remain unused will be returned to the Funds of the European Union and taking into account that
Cyprus' accession to the specific support scheme has not yet received an approval from the European
Commission, we asked to be informed as to whether the financial envelope of direct payments for the year
is expected to be fully utilised.
The Commissioner expressed the view that the APO acted on the basis of current practice in relation to the
notice of the aid measure for cephalic subsidies and informed relatively and in time the Ministry of ARNE and
the Department of Agriculture. He also said that the whole procedure of giving notice for the measure
included intense preparatory work carried out by the APO, in collaboration with the Department of
Agriculture. Finally, he informed us that, at this stage the APO is not able to predict whether the financial
envelope of direct payments will be fully utilised. Also, despite the fact that so far Cyprus' accession to the

specific support scheme has not been formally approved by the European Commission, an email that suggests
the approval of the application has been notified.
Recommendation: Steps for sufficient coordination between the APO and the Ministry of ARNE should
be taken for the purpose of giving notice for subsidy measures so as to avoid unnecessary administrative
costs and possible loss of Community resources.

Sheep and goat, poultry and cattle farm modernisation Scheme. Following the Proposal of the Minister of
ARNE, the Council of Ministers approved, in its meeting dated 22.8.2014, the aforementioned Scheme, which
included, inter alia, provisions for an hierarchical process to the Minister of ARNE, as well as an interpretation,
completion and modification of the Scheme by the Minister. The APO, based on advice from its legal counsel,
questioned the legality of those provisions and informed the Minister of ANRE. The Director General of the
Ministry of ANRE with her letter dated 9.5.2014, asked the Attorney General to issue an opinion on the
matter, who, with his letter dated 15.9.2014, stated, inter alia, that the Council of Ministers Decision does
not appear to be illegal. At the request of the Agricultural Payments Organisation (APO), the matter has been
raised before the Supreme Court.
Without going into legality issues, we expressed the following views:
•

The establishment of a hierarchical process would entail unnecessary administrative costs and delays
in the payment process, without, in our view, to serve any real purpose, since the existing procedure
gives the applicant the right to object and if the outcome does not satisfy him, he may appeal to the
courts, as in the case of any citizen who feels wronged by an administrative act.

•

If the establishment of such hierarchical process is deemed necessary, in cases where the decision of
the Appeals Committee is overturned in favor of the applicant, the reasons for the decision’s
overturning should be properly documented in files, which will be available to our Office for audit.
Also, in the letter with which the applicant will be informed of the outcome of the hierarchical
recourse, it should be expressly stated that the APO has the right to carry out any checks it deems
necessary and to approve or reject the payment.

•

Where the Minister exercises his right to “interpret, supplement and amend the terms and provisions
of the Scheme where a problem occurs”, the necessary steps should be taken before the end of the
application date, with transparency and taking into account the principles of equal treatment of
applicants.

Measures 3.1 "Encouragement of tourism activities and promotion of cultural heritage" and 3.2
"Conservation, restoration and upgrading of the cultural heritage and natural wealth."
Sampling audit of the implementation of Measures 3.1 and 3.2. From the audit of payments related to the
Measures, a number of weaknesses in the receipt and evaluation of the applications was observed, as well
as the non-implementation of the specified procedures. Examples include the following:
•

Approval of an application before submitting compatibility certificates of the tender documents
and of the tender process and award of the implementation of the project with the national and
EU policy on public procurement, contrary to the relevant Decision of the Council of Ministers
dated 11.2.2009.

•

Receipt of an application without the signature of the applicant and absence of the stamp for
the receipt on the entry forms and attached documents.

•

No signature on the required Declaration of Fair Execution of Duties of the contractor's staff.

•

Marking applications in a manner inconsistent with the individual data of the applicants.

Recommendation: We proposed various measures for strengthening the control system and
address of the weaknesses identified.

Regulation (EC) 1848/2006 concerning irregularities and the recovery of sums wrongly paid in connection
with the financing of the common agricultural policy and the organisation of an information system in this
field. As reported in more detail in our Report for the previous year, all cases reported to the Anti-Fraud
Office (AFO) of the APO in 2012 are characterised in the internal forms of notifying irregularities, as simple
irregularity, despite the fact that two cases related to providing false / inaccurate information intentionally,
which, in our view, is evidence of intent to commit fraud.
According to notes of the Head of the AFO to the Commissioner, the same phenomenon is observed in 2013,
while, as noted, in no case, not even in the case which was marked as suspected fraud, were any penalties
were imposed, but the APO proceeded only to the recovery of overpayments.
Recommendation: We agreed with AFO that the recovery is not a penalty and recommended that the
APO revises the above tactics to ensure that the administrative measures which it implements act as a
deterrent to combat fraud.

Other matters: The Report of our Office on the financial statements of the Organisation for the year
ended December 31, 2013 was submitted to the House of Representatives on June 13, 2014,
according to Article 3 (5) of the Public Corporations (Audit of Accounts) Laws of 1983-2007. To the
extent that nothing appears different from the text of this Report, the recommendations of that
Report are also adopted for the purpose of this Report.

4.14 CYPRUS LAND DEVELOPMENT CORPORATION
Evolution of the Corporation. The Council of Ministers, in view of the financial crisis and the new data
emerging from the decisions of the Eurogroup in March 2013, decided in August 2013 to promote the
termination of the operations of the Corporation and the integration of its staff, where appropriate, in the
Civil Service. Then, with new decisions on 5.12.2013 and 30.7.2014 it changed its initial decision and decided
to assign to the Corporation the implementation of the plan for the protection of primary residences.
Recommendation: The Corporation’s role and the way to utilise its staff should be clarified the soonest
possible, since obviously there is today a question of non-utilisation of the staff.

Delayed installments. On 31.12.2013, 761 buyers had delayed installments of €4.706.559 of a total debt of
€45.871.047, ie 10,3%. The total amount due from buyers on the same date was €82.368.575. In 293 cases,
legal proceedings for the recovery of debts were initiated because the debtors did not respond to the
Corporation's efforts to settle their debts.
Land for development. On 31.12.2013 the value of land for development amounted to €13.938.761. An
amount of €1.210.886 relates to several pieces which cannot be developed, because the land is outside
residential areas or is subject to expropriation by third parties or due to other practical problems.
Housing Scheme for families with low incomes. The Government Housing Scheme for Families with low
incomes is implemented since 2001 with the Council of Ministers decision. The financing of the cost of land
acquisition and the construction of houses / apartments, which are available to buyers according to the
Scheme, is carried out by the Government, depending on the progress in implementing the Scheme.
Since the launch of the Scheme, a total amount of €97.687.331 was granted by the Government. Until
31.12.2013 an amount of €12.273.730 (€622.000 in 2013) was granted as financial aid (reduction in price) to
buyers of houses / flats. An amount of €10.325.767 relating to the receipts from buyers of residential units
was returned to the Government, in accordance with the provisions of the Scheme. The outstanding balance
to the Government on 31.12.2013 was €66.726.822 which will be refunded when received from the buyers.
It was observed that the amount the Corporation requested and was granted by the Government to cover
the costs of certain projects is greater than the actual costs.
On 20.12.2012, the Ministry of Interior informed the Corporation that, as from 1.1.2013 the loan concession
policy through the Scheme, is terminated and gave instructions not to grant new approvals in addition to the
applications already approved until 31.12.2012.
Housing units unsold. The Corporation is facing difficulties in selling housing units. On 31.12.2013 there were
12 houses, 58 apartments and 13 plots of various projects that had not been sold.
The Board at its meeting dated 6.6.2013 decided, inter alia, for the reduction in sales prices of unsold houses
and apartments from 2% to 15% for 26 projects, as well as the provision of other facilities / incentives to
beneficiaries of the Housing Scheme for Fairly Paid Buyers. At its meeting held on 22.5.2014 it was decided
to further reduce the selling prices for 27 unsold houses and apartments.

4.15 HUMAN RESOURCES DEVELOPMENT AUTHORITY
Financial Position. The most important data regarding the financial position of the Authority, is set out in the
table below:

31.12.2013

31.12.2012

€

€

Increase/(decrease)

Description
Income from operating activities
Net financing income
Total Income

€

%

28.577.879

29.369.441

(791.562)

(2,7)

1.667.607

1.850.487

(182.880)

(9,9)

30.245.486

31.219.928

Human Resources Development

23.461.454

28.804.503

(5.343.049) (18,5)

7.922.120

8.848.645

(926.525) (10,5)

Total expenses

31.383.574

37.653.148

(Deficit) from operations

(1.138.088)

(6.433.220)

Impairment of Deposits /impairment loss from
converting deposits and securities

(1.735.962)

Administrative and operating expenses

-

1.735.962

(464.670)

(277.561)

(Deficit) for the year

(3.338.720)

(6.710.781)

Other
Comprehensive
income:
Actuarial
(deficit)/surplus of the Pension and Gratuities Scheme

(3.081.281)

1.948.780

Total (loss) for the year

(6.420.001)

(4.762.001)

Taxation

187.109 67,4

(5.030.061) (258,1)

The expenditure for human resources development activities, which are detailed below, accounted for 74,8%
(76,5% in 2012) of total costs.

Initial Training Programmes

2013

2012

€

€

7.309.177

8.078.327

10.173.321

16.349.999

Strengthening Training Infrastructure

57.927

126.158

Evaluation and Certification of Training Providers

35.426

36.189

5.885.603

4.136.940

Continuing Training Programmes

Schemes financed by the European Social Fund
Research and Studies
Total

23.461.454

76.890
28.804.503

The Authority's administrative and operating expenses correspond to 26,2% of total revenues in 2013,
compared to 28,3% in 2012 and expenditure on human resources development programmes corresponds to
77,6% of revenues, compared with 92,3% for 2012.
The Chairman of the Authority informed us that continuous efforts are made to reduce administrative and
operating costs and pointed out that about 80% of these costs relates to personnel costs, which are inelastic.
She also referred to the increase in the standard rate of value added tax (from 17% to
18%) as from 1.1.2013, stressing that this tax is not recovered by the Authority and therefore is incorporated
in the related costs.

Staff. The following table presents the staff employed by the Authority in 2013 and 2012, together with the
relative cost:

Number of permanent and casual staff

2013

2012

89

101

€

€

Expenditure for salaries, allowances and employers’ contributions

5.201.237

5.536.315

Contribution for pension benefits

1.127.155

1.650.739

Total

6.328.392

7.187.054

71.106

71.159

Average cost of staff

The organic posts of the Authority on 31.12.2013 were 95, of which 16 were vacant. During 2013, the
Authority also used, with purchase of services, various associates, at a total cost of €735.020 (€682.439 in
2012). On 31.12.2013, a total of 33 associates (35% of permanent posts of the Authority) and a Consortium,
were used.
The use of associates’ relates 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, since the specific tasks are repetitive
and are not likely to cease to exist. It is noted that the recruitment of associates began in 2005 and continued
with a growth rate until 2011 when it was stabilized, without appearing that a specific decision, in the context
of the examination of the broader issue of the Authority's staffing, has been taken to date, although the
Board at its meetings examined the Report of the Ad-Hoc Committee, set up to study the wider issue of the
Authority's staffing.
The Chairman of the Authority informed us that the associates services to implement specific Projects /
Schemes promoted by the Authority and to address the accumulated volume of applications for the payment
of subsidies, seems, under current circumstances (not creation of new posts and suspension of the filling of
vacant posts) and the expected increase in the workload for the implementation of new Schemes, to
constitute for the Authority and the Board the appropriate solution.
Pending applications for payment of the subsidy. On 31.12.2013, 517 applications for payment of subsidies
of an estimated amount of €1.541.163, compared with 2,635 applications of an estimated amount of
subsidies amounting to €7.270.365 on 31.12.2012 were considered, ie there was a decrease in the estimated
amount of subsidies amounting to €5.729.202 or 79% and a reduction in the number of applications under
consideration by 2.118 or 78%. It is noted that for the estimated amount of subsidies, a reference is made in
the financial statements. At the time of the audit (June 2014), 517 applications of an estimated subsidy
amounting to €1.386.168, were pending for payment.
The Chairman of the Authority informed us that the number of applications for the payment of the arrears
of subsidies, is monitored on a continuous basis so that it remains at manageable levels and that, in 2014,
the Authority has made arrangements for securing the services of associates for the management of new
Schemes which were put into operation, which together with other arrangements (transferring of permanent
staff, simplification of procedures) appear sufficient to cope with the additional workload.

Recommendation: This paragraph is intended to refer to the significant improvement in the number of
pending applications, compared to 2012 and to indicate to the Authority that the situation still needs
to be closely monitored in view of certain new Schemes which were announced for implementation.

Surprised inspections of the programmes’ implementation. For the purpose of inspecting the
implementation of training programmes, the Authority concluded on 23.1.2012 a contract, with a specific
Consortium (Contractor)t, after a tendering procedure, to carry out 1,100 inspections on the implementation
of training programmes, for a period of 12 months, renewable for another 12 months, for an amount of
€72.870 plus VAT. The contract, the implementation of which began on 6.2.2012, was renewed on the same
terms, for another 12 months from 6.2.2013-5.2.2014 and was later extended up to 28.2.2014, without
additional cost.
According to the Annual Report prepared by the Contractor for the surprised inspections for the programmes
implementation for the period 6.2.2013-28.2.2014 (second year of the contract), 1,098 inspections were
conducted or 37,5% of the approved programmes of the relevant period of which 39 programmes or 3,6%
were not implemented.
The findings of the inspections in 2013, according to data obtained from the Minutes of the Monitoring
Committee for the Implementation of the Contract, are summarised in 61 cases where material deviations
were identified and 69 cases where non-substantial deviations were identified. For these deviations, the
Authority took the measures provided for in the Policy and Procedures Framework. 23 complaints were
submitted, of which 9 or 39% were accepted.
In order to address the concerns identified both in carrying out the monitoring and in the implementation of
the decisions of the Monitoring Committee for the Implementation of the Contract, the Chairman of the
Authority informed us that for the effective conducting of the inspections of training programmes and the
handling of findings, specific actions frameworks, policies and procedures have been prepared / revised.
Payment of subsidies for programmes organised by Employers and Employees Organisations. As
mentioned in our previous Reports, the subsidies granted to Employers and Employees Organisations, which,
by law, are represented by their members in the Authority's Board of Directors, amount, for the past 15
years, to €16.329.896, 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 Employers and Employees Organisations
representatives in the Board is prescribed in the Human Resources Development Law and is considered by
the Authority as necessary, the Authority should seriously consider the conflict of interest which, in our
opinion, is due to the fact that these Organisations are involved in the decisions taken on the policy for
subsidies and the conditions for the implementation of the Authority's Schemes, while they are operating as
Training Institutions and organise programmes subsidised by the Authority.The Chairman of the Authority
informed us that their position on the matter remains that the conduct of the work of the Board complies
with the relevant opinion of its legal counsel, stating that the representatives of the Organisations are to
participate in the Board’s decisions, “except in the cases where they have an interest in the outcome of a
particular issue.”
Recommendation: The authority to re-evaluate the whole issue. The non-participation of
representatives of organisations in the works of the Board, when programmes of organisations which
are active in training are submitted to it for examination or their non-participation in the approval of
applications relating to those programs, will not solve the problem alone. Our Office considers that
the involvement of representatives of organisations in decision-making for policies on subsidies
issues and terms and conditions of the Authority's Schemes do not preclude such decisions to be
taken, which ultimately is in their interest.

Computer security. As mentioned in our previous report, some shortcomings and weaknesses with regard
to the security of the Authority's computer systems had been identified. Several of these have already been
resolved, but others, which relate mainly to the password management process (changing of duties / data),
log files on some systems and to the contingency plan are still pending. For their resolution, the acquirement
of equipment and software was secured through the Competition “Supply, Design and Development,
Installation, Configuration and Maintenance of Equipment and Software of Enterprise Resource Planning
Systems (ERP), Approval and Subsidisation of the HRDA Actions and Management of Corporate Content
(ECM)”, with a contract Budget of €2.665.000 plus VAT.
In March 2014, the Authority's Board of Directors decided to reject all the proposals submitted by six
economic operators, ignoring suggestions of our Office to look for clarifications on certain issues. Four of
them appealed to the Tenders Review Authority (TRA), which issued on 3.10.2014 its decision on three of the
four hierarchical appeals filed (one was withdrawn), according to which all three appeals have been
successful, since it was considered that they should not have been rejected without seeking clarification. It
is noteworthy that in the address before the TRA, the Authority expressed the view that “the positions
expressed by the Audit Office, constituted a subjective opinion from a source that is not competent in the
matter and which did not have before it all data.” The matter will be put before the Board, as the body
responsible.
Recommendation: We expect the Authority to show more respect in the institutions of the state and to
manage public procurement and therefore public money more responsibly.

4.16 CYPRUS SECURITIES AND EXCHANGE COMMISSION
Submission of financial statements for audit. The financial statements for 2013 were not submitted for audit
and therefore the audit has not been performed. According to Article 46 of the CySEC Law 2009 (L.73 (I) /
2009), the Securities and Exchange Commission (Commission) within three months of the end of its financial
year, shall prepare and submit to the Minister of Finance, a report and financial statements for the previous
financial year. The report and the financial statements are signed by the Chairman of the Board of the
Commission prior to their submission to the Minister of Finance and are audited by the Auditor General of
the Republic. If it is not possible to audit in time the report and the financial statements, the time limit for
the audit shall be extended by a maximum of three months and copies of the report and financial statements
submitted for audit, are submitted to the Minister of Finance for his information.
Recommendation: We suggested that efforts are made to submit the financial statements of the
Commission within the specified limits of the Law.

The following issues have emerged from the audit of the financial statements for the year 2012, which were
belatedly submitted on 12.9.2013, while the final revised statements were submitted on 17.1.2014.
Financial position.
(a) Annual results. The financial statements for the year 2012 showed a surplus of €785.399, compared to
a surplus of €622.197 in the previous year. The increase of €163.202 (a rate of 26,2%) is mainly due to
increased revenues as shown below.

(b) Revenue. The Revenue of the Commission, including state subsidy of €2.417.622, amounted to
€4.525.657 compared to €4.227.110 in 2011, representing an increase of €298.547 or 7,06%.
(c) Expenses. The expenses amounted to €3.740.258, compared to €3.604.913 in 2011, representing an
increase of €135.345 or 3,75%. The increase is mainly due to increase in staff salaries of €310.401 resulting
from an increase in the Commission’s staff, due to recruitments made in 2011.
Staff. The Commission on 31.12.2012 employed 53 people (52 permanent and 1 temporary) as on
31.12.2011. The total costs for salaries, allowances and employer's contributions to the various funds
amounted to €2.590.965 in 2012, compared to €2.280.564 in 2011, ie there was an increase of €310.401 or
a percentage of 13,61% mainly due to the increase in the Commission’s staff from mid-2011.
Fines.
(a)
Imposition of fines. In 2012, the Commission imposed fines, pursuant to Article 37 of the CySEC Law
73 (I) / 2009, totaling €211.000 (€371.000 in 2011) and received an amount of €129.400 (€134.553 in 2011).
(b) Fines due to the Government. According to Article 39 of the CySEC Law 73 (I) / 2009, an administrative
fine imposed by the Commission under the Law, shall be accounted as revenue to the Consolidated Fund of
the Republic and therefore should be paid to the Republic. The Commission in 2012 paid to the Republic, in
the form of settlement, after the amount was deducted from the state subsidy it would receive, an amount
of €417.622, whereas in 2011 did not pay any amount from the fines collected. The total debt to the Republic
of fines imposed which were either not collected or were collected and not paid to the Republic, stood until
December 31, 2012 at €1.169.504 (€1.376.126 in 2011). It is noted that from the total amount of €1.169.504
which was due to the Republic on 31.12.2012, an amount of €1.167.404 remained uncollected by the
Commission.
As we were informed by the Chairman of the Commission with her letter dated 27.10.2014, the delay mainly
applies to cases where appeals to the decisions of the Commission were filed.
(c) Debtors from fines. Significant delays in the collection of fines imposed by the Commission were
observed. Debtors from fines, after the write off resulting from the withdrawal of cases, amounted to
€1.167.404 on 31.12.2012 (€1.085.804 on 31.12.2011), ie there was an increase of €81.600 or 7.51%
compared to 2011. As we were informed by the Chairman of the Commission, the monitoring of these
receipts is now made systematically.

4.17 CYPRUS STOCK EXCHANGE
Audit of financial statements. The financial statements for 2013 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 management audit.
(α) Annual results. The financial statements for the year 2013 showed a deficit amounting to €2.604.618
compared with a deficit of €1.443.446 in 2012. The increase in the deficit is mainly due to the impairment of
deposits amounting to €658.638, as a result of the decision of the Eurogroup dated 25.3.2013, as well as to
the increased expenses as shown below.
(β) Income. Operating income of the Cyprus Stock Exchange (CSE) rose in 2013 to €3.390.623 compared
to €3.751.515 in 2012, ie there was a decrease of €360.892 or a percentage of 9,62%. The decrease in
operating income was mainly due to the decrease of the fees from the dematerialised system by €252.308
and of the revenue from annual subscriptions of the dematerialised system by €260.682.

(c) Expenses. CSE expenses for 2013, excluding tax amounted to €6.420.460, compared to €5.853.413 for
2012, ie there was an increase amounting to €567.047 or a rate of 9,69%, mainly due to the impairment of
deposits of an amount of €658.638.
Staff - Salaries and allowances. The CSE employed 79 employees on 31.12.2013 (54 permanent staff, 23
temporary and 2 hourly paid), in contrast with 80 employees in 2012. The total expenditure for salaries,
allowances and employer's contributions to the various funds amounted to €3.406.263, compared to
€3.675.301 in 2012. The decrease in expenditure by €269.038 or a percentage of 7,32% is mainly due to the
reduction of the contribution to a Defined Benefit Pension Fund which resulted after an actuarial study.
Council’s meetings. As we mentioned in our previous reports, during our audit of the minutes of the CSE
Council for the years 2011, 2012 and 2013, it was observed that certain members are systematically absent
from the Council’s meeting, at more than 50% of the meetings. As we were informed by the President of the
CSE, in reply to a letter dated 16.10.2014, these absences are justified and do not affect the proper
functioning of the CSE. Our Office observed during the audit of 2012, that in some meetings, because of
absenteeism, a decision could not be taken for an issue and, as a result, this was transferred to the next
meeting.
Recommendation: The issue can be examined and decisions should be taken since such positions should
be held by people who, in addition to knowledge and skills, have the necessary time to deal with the
subject.

Memorandum of Understanding and privatisation of Public Corporations. The Regulatory Affairs
Privatisation Law of 2014 (L. 28 (I) / 2014) was published in the Official Gazette of the Republic on 4.3.2014.
The Law was passed in order to prevent further deterioration of the financial situation of the Republic and
to increase State revenues, a significant part of which will have to come from the implementation of a
privatisation program to enhance competitiveness and promote investment and because the public interest
is best served by converting certain Public Corporations to private entities.
By a relevant decree dated 28.3.2014 (R. 175/2014), the Council of Ministers declared, inter alia, the CSE as
an institution subject to privatisation. The method, extent and privatisation process will be determined later.
Tenders for Services.
(a)

Tender for cleaning services at CSE. After nominal bids, an award was made for cleaning services
requirements for one year from 1.10.2013-30.9.2014, with a renewal option for another year, for
the amount of €14.460. As we were informed by the Chairman, CSE has acted within the provisions
of the Legislation for accelerated procedures.

Recommendation: Given the high unemployment rate, tenders should be carried out by publication in
the local press in order that more people can bid, in order to achieve more transparency and lower
costs.
(b) Audit of financial statements by private auditors As mentioned in our previous management letter,
CSE assigns to the same audit firm the audit of the financial statements since 2002. It is worth mentioning
that in 2011, CSE requested tenders for the audit of its financial statements from five audit firms. At a meeting
of the Technical Committee of Tenders, the tender was awarded to another audit firm, a decision which was
later cancelled by the Council on the grounds that part of the audit work of the previous audit firm was still

pending and decided to remain with the same firm for the audit of the financial statements for 2011. It is
noted that for this issue, advice was requested from one of the legal advisers of CSE, according to which the
CSE did not have the right to extend the assignment beyond two years since this was not provided in the
initial agreement nor in the Tender Law.
In addition to the assignment of audit services to the same audit firm, ancillary services, such as consulting,
are also assigned. Specifically, for 2013, the CSE paid to the specific audit firm the amount of €6.860 for audit
services and €32.287 for ancillary services.
Recommendation: The CSE, as a public corporation, should always comply with the provisions of the
Coordination of Procedures for procurement, supplies, works and services and related issues Law (L. 12
(I) / 2006).

4.18 CYPRUS GRAIN COMMISSION
Audit of the financial statements. The following matters relate to the financial statements of the Commission
for the year 2011 and are in addition to the matters mentioned in our Annual Report for 2012, which are still
valid and for this reason are not mentioned in this report. The audit of the financial statements for 2012, has
not been carried out by our Office due to a delay in the completion of the audit of the financial statements
for the year 2011, due to the serious weaknesses identified during the audit which were the basis for our
adverse opinion on the financial statements.
Written representations. There is a refusal of approval by the Board of Directors (BoD) of the letter of
representations for the year 2011, in accordance with the requirements of the International Audit Standard
580 "Written Representations."
The Chairman of the Commission informed us that they understand the need for the letter of
representations, but the typical wording of the letter is not appropriate in their case, because this Board was
not present in 2011.
Recommendation: The submission by the Board of Directors of written representations that cover the
whole of the financial statements period, is necessary.
Reserves. The total of the reserves of the Commission at 31.12.2011 amounts to €41.412.124 (€39.354.214
on 31.12.2010) and consists of:
(a) Reserve (€20.743.660). It represents the difference between the actual funds transferred to the bank
account of the Commission in 2003 and 2004 and the deficits for the years ended on 30.4.2003 and
30.4.2004. According to the letter of the Ministry of Finance dated 26.5.2010, this amount constitutes State
aid granted in the pre-accession period and the Commission with the finalisation of the final accounts will
have to submit tax returns to the Inland Revenue Department and to pay any income tax due. It is also stated
that any Commission exemption from payment of income tax constitutes illegal state aid.
It is noted that in accordance with Article 5 (I) of the Income Tax Law, state aid is considered taxable income.
(b) Reserve for silo construction (€14.803.405). The Council of Ministers with its decision no. 36.548 dated
28.11.1991 approved the imposition of increases on the selling prices of all grains in order to create a special
reserve from which the construction of new and / or the extension and improvement of existing silos and
other storage places as well as the purchase of a building to house the Commission headquarters was
financed. When buying / building a fixed asset, the corresponding amount is transferred from the reserve for

the construction of silos to the general reserve. On 8.8.2001, with the decision no. 54 109, the Council of
Ministers approved the termination of the funds inflow in the special reserve and the integration of the
increases imposed on the selling prices of grains in the specified selling prices for grains. The Council of
Ministers with its later decision no. 61.305 dated 9.12.2004 approved the use of the special reserve for any
purpose the Commission decides.
(c) General reserve (€15.615.992). This reserve was originally created with an amount of €85.430 (£50.000)
issued by the Government to the then newly established Cyprus Grain Commission. Until 30.4.2004, the
general reserve was increased by all expenses made for the construction of new and / or extension and
improvement of the existing silos and other storage places, as well as the purchase of the building to house
the Commission's headquarters and was charged with the annual depreciation of the respective assets, with
a corresponding amount recognised as sponsorship, to be written off at the end of the useful life of the assets
concerned. With the change in the functioning of the Commission as from 1.5.2004, the above tactic stopped
and, as a result, the balance of the general reserve remained unchanged.
(d) Profit and loss account. The profit and loss account in accordance with the financial statements of 2011,
shows an accumulated deficit of €9.750.933.
In our opinion, the above procedures are inconsistent with International Accounting Standard 20 “Accounting
for government grants and disclosure of government assistance”. The Commission’s reserves should consist
only of the profit and loss account which should be increased by €40.556.277. An amount of €10.317.777
should also be recognised in the balance sheet as deferred income and the surplus should be increased by
€289.003. In addition, there was no provision in the financial statements for the tax payable resulting from
the above income.
The Chairman of the Commission reported that, following our suggestions, the issue is addressed for the
purpose of the proper presentation of the financial statements.
Recommendation: The Commission should properly apply IAS 20, amend the financial statements
accordingly and submit revised tax returns.

Trade Debtors. On 31.12.2011, total trade receivables amounted to €11.530.986, compared to €10.942.748
on 31.12.2010. The Commission has not made any provision for doubtful debts in the financial statements.
As we were informed by the President of the Commission, it is not in his view clear whether there were
conditions on 31.12.2011 in order to make a provision for doubtful debts and that the problem worsened
after the March 2013 events, when in an effort to help customers, the CGC accepted chegues that bounced
and, as a result, the amounts due increased.
Recommendation: The Commission, having regard to the International Accounting Standard 39
“Financial Instruments: Recognition and Measurement”, the weaknesses of the system for securing
the collectability of accounts receivable, as identified during our audit, the important debtor who
was bankrupt and the significant lawsuits against debtors which have been raised in the courts, as
well as the impact of uncertainty on the Cyprus economy and the developments in the Bank of Cyprus
system, should, in our opinion, make a provision for doubtful debts of a significant amount, which
we cannot calculate due to serious weaknesses in the debtors and collection system.

Inventories / Sales. On 31.12.2011, the value of stocks and the amount of annual sales of grain amounted

to €8.128.600 and €83.685.75, respectively. Significant weaknesses in the management of inventories and
the sales process have been identified and, as a result we were not able to obtain sufficient appropriate
audit evidence as to the quantities of stocks and the value of sales.
As we were informed by the Chairman of the Commission, internal auditor's duties were assigned by the
Commission's Board to a private firm, including safety matters regarding the handling and the counting of
inventories.
Recommendation: The Commission should take all necessary steps to eliminate the weaknesses relating
to the management of inventories and the sales process.
Depreciation of assets under lease. The Commission decided to depreciate the assets leased for the duration
of the lease from 1.5.2005. Based on the above decision, the buildings, the foundations and the roads leased
will be amortised over a total of 85 and 66 years and the electromechanical installations over 39 years,
compared with a period of 33 1/3 and 10 years respectively, which is the estimated useful life of the owned
assets of a similar nature, under the same asset classes as those leased.
In our opinion, the above approach does not comply with IAS 17 “Leases”. The provision for depreciation on
assets leased for the year ended December 31, 2011 would have been 364.147, compared to € 211.666 which
was charged to the income statement. Therefore the fixed assets should be reduced by an accumulated
depreciation of an amount of €3.637.006, the accumulated deficit must be increased by €3.637.006 and the
net use surplus to fall by €152.481
The Chairman of the Commission reported that the issue is being studied for the proper presentation of the
financial statements.
Recommendation: The Commission should apply IAS 17 correctly and to correct the financial
statements.
Assignment of the external audit of the financial statements to a private audit firm. The actions for the
assigning of the external audit of the Commission's financial statements to a private audit firm, contravene
the provisions of the Fiscal Responsibility and the Financial Framework Law of 2014, since, according to the
above Law (which covers the whole of the public sector), the provisions of which apply notwithstanding the
provisions of any other law, general or specific, earlier or later, every government agency (such as the Grain
Commission) submits to the Minister of Finance and the competent Minister, the annual financial statements
prepared in accordance with internationally recognised accounting standards within four (4) months after
the end of each financial year. Additionally, it is expressly provided that the financial statements are also
submitted to the Auditor General for audit within four months after the end of the year.
As we were informed by the President of the Commission, the Board does not believe that the Commission's
actions contravene the provisions of the Fiscal Responsibility and Financial Framework Law, a position with
which our Office disagrees. He also informed us that, after the most recent meeting on the matter between
him together with the Vice Chairman with our Office representatives, the Board will further investigate the
legal aspect of the matter and will take the necessary steps in order to adopt the provisions of the relevant
legislation correctly.
Recommendation: The position of our Office remains as expressed above. The Office will take
appropriate actions depending on the position eventually adopted by the Commission.

4.19 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 112 (1) / 2014 under which the power to issue a decree for the
dissolution of the Authority is granted to the Minister and the Law 130 (I) 2014 for the transfer of the
Authority’s personnel to the Public Service was passed.
Submission of financial statements. The Authority has not submitted until the preparation of this Report,
the financial statements for the years 2011, 2012 and 2013 and therefore the audit was not carried out. On
this point it is mentioned that the financial statements for the years 2008, 2009 and 2010 were submitted
belatedly, initially on 12.7.2010, 28.3.2011 and 12.10.2012 respectively, while revised financial statements
for the years 2008 and 2009 were submitted on 26.9.2012. Until their finalisation, the events of March at the
Eurogroup had occurred and therefore the Authority was required to submit revised financial statements for
the years 2008, 2009 and 2010, including related notes. However, until the date of the preparation of this
Report, the revised financial statements for the years 2008, 2009 had not been submitted for approval by
the Authority's Board of Directors and the revised financial statements for 2010 were submitted
electronically to our Office on 22.9.2014.
Recommendation: Considering the above facts, the financial statements of the Authority should be
prepared the soonest.

4.20 CYPRUS THEATRE ORGANISATION
Building of Cyprus Theatre Corporation.
(a) Final Account / Architectural Guidelines. The history of the award and the main observations of our
Office are referred to in our Report for 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. According to estimates of the
Organisation, which we have not had the opportunity to assess, the final cost of the project, is expected to
amount to approximately €23.129.000, ie with an excess of €2.597.000, further than the amount of
contingencies amounting to €1.698.000, which was included in the amount of the contract and was spent,
because - mainly – of the large number of Architectural Guidelines - approximately 600 - which had been
given to the Contractor.

Due to the large number of Architectural Guidelines, our Office recommended - before the acceptance of the
project – that the Organisation asks the Architect to submit a report quoting - in detail - for each Architecture
Directive, the reasons for its adoption. However, the architect has not responded so far.
On 28.8.2014, after prior strict warnings, based on recommendations of our Office, the Consultant Quantity
Surveyor submitted the final bill of the CTO building to the Organisation, which was notified to our Office.
(b) Remuneration of the Project Architect - Arbitration. In May 2011, following a disagreement which had
arisen with respect to the amount of the Architect’s remuneration, the dispute was referred to arbitration.
While the arbitration process was underway, the Organisation has accepted the recommendation of the
Architect to proceed to an amicable settlement effort. The consultations resulted in an amount of additional
remuneration of €375.000, which was accepted by the Architect, although his initial requirement amounted
to approximately €1.300.000. Our Office, however, taking into account the provisions of the contract of the
CTO with the Architect and the facts regarding the provision of his services, expressed the view that the
amount of the proposed compromise was not in the interest of the Organisation, especially when taking into
account that, in the meantime, there arose the problem of the breakage of the building’s glass (which until
August 2014 had not been resolved, despite the recommendations of the Architect, thus creating problems
in the normal and safe use / operation of the building), because of which there may be additional
counterclaims of the Organisation in the course of the arbitration proceedings. It was also taken into account
that the evaluation of the Architectural Guidelines was pending, as well as the presentation / examination of
the final account and the final inspection of the work executed and of the materials / equipment installed in
connection with the provisions of the contract.
The Organisation, on the recommendation of our Office, referred the matter for consideration to the Central
Variations and Claims (CVC), which decided on 18.3.2014 the appointment of an ad-hoc committee to
examine the issue and submit a report with its recommendations.
The ad-hoc committee, after a preliminary study of the subject prepared and submitted an interim report,
indicating that it cannot form a comprehensive view on the reasonableness of the amount agreed, due to
the serious technical issues outstanding which significantly affect the rights and obligations of the parties ie
the CTO and the Architect. Therefore, the ad-hoc Committee recommended that the resolution and / or
clarification of the resolution framework together with the resolution of major technical issues outstanding,
as well as the immediate submission of the final account of the project by the Consultants (Architect /
Quantity Surveyor). After the implementation of the above, the ad-hoc committee would return with its final
report. In view of the above, the CCVC adopted on 16.7.2014 the recommendation of the ad-hoc committee.

4.21 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 Board of Directors of the Foundation, 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.
Financial position.
(a) Financial Results. The financial results of the Foundation for the periods of 9.11.2005-9.11.2006,
13.5.2008-31.12.2008 and the years 2009, 2010 and 2011, according to the initial draft financial statements
submitted to our Office and before the final corrections, are shown in the following table:

9.11.2005-

13.5.2008-

8.11.2006

31.12.2008

€

€

2009

2010

2011

€

€

€

Revenue

44.072

723.537

838.336

1.445.214

1.231.472

Expences

40.186

504.857

371.909

463.921

492.545

3.886

218.680

466.427

981.293

738.927

Surplus

Revenues primarily include the government subsidy. Only part of the state subsidy is presented as income,
as described below.
(b) State sponsorship. The Foundation is funded by the state. The following table presents the total state
subsidy received during the audited periods / years. The state subsidy is presented in the financial
statements partly in income and partly in the Balance Sheet (amounts earmarked for purchase of
fixed assets).

State subsidy

9.11.20058.11.2006

13.5.200631.12.2008

2009

2010

2011

€

€

€

€

€

341.720

7.688.707

11.500.000

5.000.000

-

(c) Reserves and Cash: The reserves and cash of the Foundation at the end of each period / year were as
follows:

Cash and cash equivalents
Reserves

9.11.20058.11.2006

13.5.200631.12.2008

2009

2010

2011

€

€

€

€

€

100.000

767.892

7.766.689

12.196.797

11.661.197

3.886

225.320

691.747

1.673.040

2.411.967

As shown, the Foundation has created large amounts of reserves and cash, due to the fact that while there
was a provision in the Budget each year for costs related to the construction of the Cultural Centre, these
costs were not carried out but the Foundation continued to receive corresponding State subsidy beyond its
needs.
Personnel issues.
Recruitment of Director, who subsequently was named Director General. The following were observed:
(i)

Scheme of service. There is no scheme of service for both the post of Director and the post of the
Director General, which should provide the necessary academic and other qualifications, the amount
of salary and the necessary experience. It is noted that the person appointed to these positions ( is the
same) submitted a journalism diploma ( had not presented other evidence, such as experience in a
position with similar functions).

(ii) Recruitment process. At the Board’s meeting dated 23.6.2006 it was decided to recruit for the post of
the Director of the Foundation, a person who was a member of the Board, with a monthly salary of
£2,000 (€3.417) plus expenses (the nature and amount of expenses was not determined) without
pronouncing the position while, in the contract signed between the Foundation and the Director dated
23.6.2006, it is stated that the monthly salary would be £2.300 (€3.929) plus £250 (€427)
representation allowance, car and phone, based on the Board of Directors decision which was taken
later on 14.9.2006.
(iii)

Director’s contract renewal for the position of the Director General for the period 23.6.2007 30.6.2012. The Board of Directors with its decision on 21.6.2007 authorised the Economic Committee
to handle the issue of the renewal and conditions of the contract of the Director, which expired on
22.6.2007. The Economic Committee on 4.7.2007 decided to renew the contract of the Director for the
period 23.6.2007 - 30.6.2012 with the option for renewal for an additional three years (which was
implemented) to the post which was renamed post of the Director General (the reason for the rename
is not mentioned), with an annual salary of £45.000 (€76.887), plus the percentage of automatic
indexation increase, representation allowance of £2.600 (€4.442) per year, health insurance, provision
of telephone and payments for phone bills up to £600 (€1.025) per year and with a right to use an
official car (2000 cc), again without pronouncing the said position.
It is also noted that there was no provision in the budget of the Foundation for the Director’s General
position for 2007 or for 2008.
Additionally, it was observed that the contract signed by the Chairman of the Board and the DirectorGeneral on 6.9.2007 contains the following terms, which were not approved, neither by the Economic
Committee, nor by the Board.

(iv) Modification of the contract of the Director General for gratuity and Provident Fund. The Board at its
meeting dated 1.6.2009, decided to modify the contract of the Director General (at the expiration or
termination of the contract or in the event of death a bonus equal to 1/12 of the last monthly
emoluments for each completed month of service in the position of Director General and Director),
will be paid because, as stated in the minutes, "of the increased obligations and responsibilities of the
position" and "because it did not enjoy the benefits of annual increments and of the Provident Fund"
The amendment to the contract, as stated in the minutes, was decided to be in the spirit of the Circular
Letter of the Ministry of Finance dated 12.3.2009.
Our Office commented as follows:
•

The Provident Fund benefits were already included in the contract and the Director General
received them retroactively from the date of his employment on 23.6.2006.

•

The contract was not submitted to the Council of Ministers for approval.

As it is apparent, the provisions of the said circular for the Director General of the Foundation were applied
incorrectly giving him double pension benefits.
In May 2014, the Director General of the Ministry of Education and Culture, in a letter to the Foundation's
Director General, informed him of the termination of his employment with effect from 15.5.2014 and
informed him that in the opinion of the Attorney General of the Republic, both the employment contract and
the modifications were done illegally and, therefore, he was not entitled to compensation and / or bonus
because of the termination of his services.
Housing of the Cyprus Library in the Cyprus Cultural Centre. The Council of Ministers with its decision no.
58.444 dated 27.8.2003, approved the creation of the Cyprus Cultural Centre which will house the Music
Center and the National Library, in the space provided.
However, as it is apparent from an examination by the Internal Audit Service (report dated 29.1.2008), of the
architectural designs of the Cultural Centre which were prepared, no provision for housing the State Library
was included.

4.22 RESEARCH PROMOTION FOUNDATION
Financial Position.
(a) Annual results. The financial statements for the year 2013 showed a deficit after tax amounting to
€183.441 compared with a surplus of €924.615 in 2012. The accumulated surplus was at 31.12.2013
€19.824.556 (€20.007.997 at 31.12.2012). As mentioned in previous Reports of our Office, the creation of
the high accumulated surplus is mainly due to the payment of a grant of €16.231.714 by the Planning Office
to the Research Promotion Foundation (Foundation) at the end of 2007, for programs that have not yet been
funded. It is noted that in the Budget for 2013, a provision for a government subsidy of €13mil. was included,
while it was budgeted to finance programs worth €30.7 mil., so, if the programs were implemented, the
accumulated surplus would have been decreased significantly. Therefore, the expected reduction in the
accumulated surplus has not been achieved due to the reduced funding of research projects in the year 2013
which amounted to €11.6 mil. only.

(b) Revenue. The revenue of the Foundation for 2013 (including the state grant amounting to €13.000.000
- €12.880.000 in 2012, and excluding finance) amounted to €13.724.885 (€14.091.475 in 2012), and are
intended to finance existing and new research projects developed by Cypriot organisations. Net income from
the European Union for the participation of the Foundation’s staff and of the members of the Cyprus
Research Society in European programs amounted to €525.246 (€652.206 in 2012). The expenses for the
above participation, during 2013 amounted to €312.098 (€768.641 in 2012).
(c) Administrative expenses. Administrative expenses amounted to €2.423.177, compared to €2.481.979
in 2012, ie there was a decrease of €58.805 or a rate of 2.37%, which was mainly due to the reduction of rent
for the building by €17.582, to the reduction of the expenses for promoting innovation activities of €27.000
and the correction of the provision for legal costs from previous years, amounting to €21.530, charged in
2013.
(d)
Funding of research programs. Total research funding programs for the year 2013 amounted to
€11.574.702, compared to €10.423.382 in 2012, of which €17.878 were for the Bundles of Programs until
2007, €4.566.707 related to the Bundles of Programs of 2008, €6,785,712 related to the Bundles of Programs
2009-2010, €190.404 were paid to MIT under the tripartite agreement of the Foundation-CI-MIT and €14.000
was paid to CUT within the framework for carrying out a study for a Smart Specialisation Strategy in Cyprus.
(e) Personnel Expenses. On 31.12.2013 the number of the Foundation's employees amounted to 48 people
(48 on 31.12.2012). Expenditure for salaries, allowances and employer's contributions to the various funds
amounted to €1.938.233 (€1.875.252 in 2012).
Internal Audit Department. Due to the complexity of the procedures and the materiality of the amounts
managed by the Foundation, our Office had previously proposed the creation of an Internal Audit
Department. The Foundation’s Board, as part of the restructuring of the Foundation's structure, approved
the creation of a Mechanism of Internal Control. To implement this decision, the Foundation has begun
investigating possible ways of creating and integrating this mechanism in its operation, with the possibility
of assigning the internal control to the private sector and as the President of the Foundation assured us, with
his reply to the audit conducted by our Office for 2013 dated 8.10.2014, he plans to take a final decision until
the end of the year.
Recommendation: Before promoting the assignment of internal control to individuals, it is expected to
compare the costs of different options. In any case, the Foundation’s Directorate should set specific
criteria that relate to the experience and skills of people who will be involved in the Internal Audit.

Delays in payment of installments of programs covered by the Structural Funds. Our Office has been
repeatedly a receiver of complaints from participants in the programs concerning the delays presented in
payments. These delays cause serious problems to the liquidity of companies involved in different programs.
As we were informed, in the context of efforts made by the Foundation to limit the problem, measures have
been taken, the most important of which is the strengthening of personnel with the purchase of an
accountant’s services from an audit firm, while the posting of an assistant accounting officer from Treasury
continues. Also, the audit of programs has been assigned to external auditors. Additionally, internal
consultations are made to simplify procedures and in particular those concerning the procedures to be
followed in the upcoming Bundles of programs. However, to date, the problem does not seem to have even
alleviated.
As we were informed by the President of the Foundation, the Foundation has implemented a substantial
number of corrective measures aimed at accelerating financial controls resulting in an increase in the number

of checks carried out. Additionally, as he informed us, they are in constant consultation with the Directorate
General for European Programmes, Coordination and Development in an effort to simplify the management
regulations with regard to the new Programming period.
Recommendation: The Foundation should intensify the efforts to resolve the issue of long delays
occuring in the payment of the installments of the programs covered by the Structural Funds and to
address the issue of simplifying the procedures to the greatest extent possible, with the study of
recommendations from officers of the Foundation directly involved in the monitoring / control of the
projects.
Evaluators selection process. Based on the existing recorded selection process of evaluators for each
proposal submitted, the competent Officer chooses five candidate evaluators via specific online databases,
using keywords that are either designated by the applicants in their proposal and / or others that the Officer
considers appropriate. The recommendation of the Officer is submitted to the Head, who chooses the final
evaluators of the proposal.
During the audit, it was found that the Officers do not prepare a note of the way which leads to the selection
of the five evaluators and on what keywords were eventually used within the selection mechanism. This
makes it difficult to conduct an audit of the procedure followed in the event that a complaint is submitted by
an applicant regarding the selection of the evaluators.
The President of the Foundation, in his reply letter for the audit conducted by our Office for 2013, dated
8.10.2014 stated that it is worth considering the standardization of the way Officers interact with their
immediate Superiors.

Recommendation: Our Office recommended the revision of the existing procedures so as to make it
easier to control the selection of the evaluators for each proposal. Furthermore, our Office
recommended the following:
(a) Creation of a Register of Evaluators.
(b) Establishment of a Committee for the Selection of Evaluators with a supervisory character which
will make spot checks on the selection of the evaluators under the revised recorded procedure.
(c) Preparation of a note from the Officer, stating the keywords used during the research for
evaluators on databases and an explanation for his selection.
(d) Review of the Foundation's current policy of not disclosing the names of the evaluators.
Objections process and legal status of the Foundation. Based on the complaints procedure laid down in the
notices of 2008 Bundles and 2009-2010 Bundles, researchers whose proposal is rejected have the right to
object to the outcome of the evaluation to the Objection Committee whose functions relate only to the
examination of the selection of evaluators and not to the result of the scientific assessment. The Objection
Committee consists of three members of the Board appointed by the Board of the Foundation and therefore
cannot be considered as an independent body that can monitor impartially the actions of the Foundation.
The recent Supreme Court decision on the appeal 1098/2010, as well as the decision on the appeal 820/2008,
has shown that the rejection of an objection by the Objection Committee is not an "administrative decision"
and therefore, it is not subject to a revisionist scrutiny by the Supreme Court under Article 146 of the
Constitution. The above decisions makes it extremely difficult to challenge in a legal way the actions of the

Foundation concerning the selection of projects for funding, but also, in general, the management of state
resources by the Foundation under the general principles of administrative law.
Recommendation: Our Office recommended that the issue of the independence of the Objection
Committee as well as of the legal framework is reviewed, in order to improve the process.
Project "ENTERPRISES / IMPL / 0308/04." The project contract was signed between the Foundation and the
Successful Organisation “Clinical & Laboratory Center of Cardiology A. Antoniadis" on 22.12.2009 for a period
of two years and a total budget of €246.463 of which an amount of €168.850 was to be financed by the
Foundation.
During the checks carried out by the Foundation, significant deficiencies regarding the evidence of
expenditure made were found and it was decided not to pay the intermediate installment. In September
2011, the SO proceeded to file a lawsuit against the Foundation through a law firm. After a series of meetings,
it was decided that the claim is withdrawn and the matter to be resolved out of court with the presentation
of acceptable documentation. The SO produced certain documents as requested which were, however, not
to the satisfaction of the Foundation.
In addition, the Foundation found that the social insurance contributions statements submitted did not
confirm that the researchers had an employer - employee relationship with the SO and with the other Partner
Organisations (PO), which was a condition of the contract.
Additional checks carried out by the Foundation in cooperation with the Managing Authority, the Certifying
Authority, the Registrar of Companies, the Social Insurance Department and the VAT Authorities, showed
that the main programmer of the project, who on the contract was declared as an employee of the SO and
for which the SO requested an amount of €64,000, was a Civil Servant (Teacher at Secondary Education) and
therefore the costs are not considered eligible. Additionally, it was found that the hours claimed in the project
coincided with the hours he worked as a teacher. As supporting evidence, the SO submitted invoices and
receipts for the payments to the programmer from a company which belongs to a lawyer in the same law
firm.
The issue became complicated after the Network Project Partners seem to have visited the Law Office and
submitted a complaint re the position of the Foundation not to recognise as eligible expenditure for the
contributions of the researchers to the social security and in general for the whole delay in the case.
Subsequently, a letter by a Senior Counsel of the Republic, on behalf of the Attorney General, dated
16.12.2013 was sent to the Foundation's Director General, concerning the complaint which was made.
Subsequently, a letter of the Law Firm, dated January 31, 2014 was sent to the Foundation, which seems to
have been notified to the Law Office of the Republic, but not to the Attorney General but to the said Senior
Counsel who had signed the letter of December 16, 2013.
From the Foundation's letter to the SO dated April 16, 2014, it seems that the Foundation's findings relating
to the insufficient and problematic data which was submitted by the SO are well founded.
Our Office considers that the involvement of the Law Office on this issue by the SO and the intervention of
the Law Office itself, as inappropriate as it is a private dispute which has been brought to justice and need
extrajudicial handling between private law firms. After all, this is the first time that the Legal Office intervenes
in cases concerning projects of the Foundation.

Recommendation: It is expected that the Foundation will continue to pursue all legal procedures for
checking the evidence before the payment of any amounts and that in case of an infringement of the
terms of the agreement to proceed with legal action for the reimbursement of the amount paid as a
deposit. For this issue, we suggested that the Attorney General is personally informed since it is known
that many aspects of the Legal Office, in the past and today, are handled by the Office staff without
prior notification to the Attorney General himself.

Joint negotiation for projects with possible overlaps. In cases where similar project proposals are submitted
by the same Organisation in different programs, the Foundation conducts a joint negotiation with the
Organisation for the purpose of identifying overlaps between the proposals and the containment of the
eligible costs. During the audit we found that the Foundation has no specific policy and procedure to deal
with such cases and that the actions are different in each case.
Specifically, in the case of the identical projects NEKYP / 0311/17 and VIOS / 0311 (BIE) / 07 which were
submitted by the same Organisation for different programs, despite the initial identification of significant
overlaps by two independent evaluators, the Foundation decided to give an opportunity to the Organisation
to refute the views of the evaluators and, as a result one of the two evaluators altered his opinion and the
Foundation proceeded in separate negotiations and to the signing of two separate contracts. It is noted that
in other cases, no independent evaluations are requested to identify overlaps and no opportunity is given to
the Organisation to refute the positions of the evaluators, since the Foundation must safeguard the
anonymity and independence of the evaluators.
As we were informed by the President of the Foundation, there were no common costs, by definition. He
stressed that any overlap can be found in the course of implementation of the projects. Moreover, as
reported to us, this was a special case which required special handling.

Recommendation: Our Office recommended that for the purposes of equal treatment of researchers,
and the transparency of the procedures followed by the Foundation, a relevant policy for handling such
cases is established, which will be applicable in all cases.
Establishment of a Research Center for Energy, Environment and Water Resources (RCEEWR). In reviewing
the implementation of the amending Agreement, it was found that, after the submission of the interim
progress report in September 2013, the Foundation, on the Board of Directors decision, did not, as provided
in the contract, pay the second installment to the Massachusetts Institute of Technology (MIT), due to the
low implementation rate of the budget agreement and the non-adherence to the terms of the contract by
MIT.
Our Office finds that the refusal of the Foundation to pay the second installment due to poor implementation
of the budget is not consistent with the payment terms of the contract and recommended that the
Foundation receives legal advice on the matter. It is also noted that the total amount that remains unspent,
under the budget implementation status, amounts to US $228.934. In the event of termination, the amount
should either be returned or used for other research purposes.
As the President of the Foundation informed us with his reply dated 30.10.2014, the Foundation has sought
legal advice and the issue will be discussed at the Board meeting in December 2014.

Recommendation: Our Office suggested that the Foundation receives legal advice on the matter.
Additionally, our Office expects that, in the event of termination of the agreement, the Foundation will
need to claim from MIT the unspent amount of US $228.934.

4.23 THE CYPRUS INSTITUTE
Due to a serious lack of personnel in our Office, the audit of the Cyprus Institute (CyI) for the years 2012 and
2013 could not be carried out. The following issues arose during the audit of the year 2011 and the CyI
informed us on developments.
Allocation of state sponsorship. By the end of 2013, the amount of the state subsidy allocated to CyI
amounted to €38.8 mil. By 2012 the funding from other non-governmental sources was minimal in contrast
to what was foreseen in the original development plan. Based on the financial statements of the CyI for 2013,
which have been audited by private auditors, the government grant amounted to €4 mil. for 2013, which was
also confirmed by the General Directorate for European Programmes, Coordination and Development
(GDEPCD) through which the sponsorship is given. The sponsorship which the CyI receives from other sources
amounted to €3,1 mil. for 2013.
Review of the Development Plan. The original development plan of CyI was extremely optimistic and
unrealistic regarding the financing from external resources and attracting students, conditions which would
render it self-financing. We stressed the seriousness of the matter because the Council of Ministers decided
to establish the CyI on the basis of its operational plan.
As the CyI informed us, the Governing Council approved in October 2012 a revised development plan, which
is based on a five-year plan. As we were informed, the new development plan was positively assessed by the
External Assessment Committee. For the year 2013, this plan envisaged expenditure of €5,9 mil. As we were
informed by the CyI, the total planned expenditure for 2013 was €7.89 mil. and the revised development
plan, which was submitted to the Ministry of Finance in early December 2012, included only the planned
expenditure for which a government grant would be required. Based on the financial statements of CyI,
expenditure for 2013 eventually amounted to €7,1 mil., from which €4,1 mil. related to salaries.
Evaluation. As discussed in our Annual Report for 2012, a scientific evaluation carried out for the CyI was
positive about the research work carried out by the CyI, despite the identification of some weaknesses, as
mentioned, such as the centralisation of power, the large number of members in the Board of Trustees (which
may render it less effective), and that in case of a reduction in the state subsidy, it would not be able to
continue its activities as planned.
House of Representatives Committee on Development Plans and Public Expenditure Control. The House of
Representatives Committee on Development Plans and Public Expenditure Control with its letter dated
27.3.2012, to the President and Members of the House of Representatives Committee on Financial and
Budgetary Affairs pointed out, inter alia, the creation of a monitoring mechanism of all activities of the CyI,
the preparation and submission of financial statements for review by the Office of the Auditor General of the
Republic and an annual report to the House of Representatives, as well as the annual budget and plan with
full data regarding the salaries of all employees of the CyI. In addition, our Office had suggested the
monitoring of CyI by the General Directorate of EPSA regarding the achievement of its objectives and every
release of sponsorship to be made after assessing the achievement of the set goals every time, a
recommendation with which the Commission agreed. As we were informed, what happens in practice is the
submission of supporting documents for the costs to the General Directorate of EPSA in order to release the
relevant amount and no relevant audit is conducted by the General Directorate of EPSA.

Recommendation: The funding of CyI from state resources is a matter of a political decision and
therefore the revised development plan for the CyI should be submitted to the Council of Ministers,
in the same way the initial development plan had been submitted. In addition, our Office recommends
that on the basis of the revised development plan of CyI, the Council of Ministers decides, the
maximum government contribution per year and this, together with the implementation of the
revised development plan, is effectively supervised by the General Directorate of EPSA, in order that
necessary corrective measures are taken in time.

4.24 TAX TRIBUNAL
Appointment-Composition of the Tax Tribunal. The term of the outgoing Board of TT ended on 15.1.2013.
The operation of the Tax Tribunal (TT) was abolished after a Council of Ministers Decision in February 2013,
because, as previously announced, it did not meet its mission. However, in December 2013, the Council of
Ministers decided to proceed to the appointment of the Chairman and Members of TT. For about a year the
State was charged with running costs (rent, staff salaries and other operating costs), without the TT to be
actually working.
Recently, within the framework of the technical assistance provided by the International Monetary Fund
(IMF) to Cyprus to improve its tax collection capacity, the position that the maintenance of an independent
institution is necessary was put forward.
In August 2012, our Office, in a letter to the Minister of Finance regarding the composition of various
Collegiate Bodies, including the TT, as well as with related letters relating to the audit of the accounts of TT
for the years 2011 and 2013, repeated its recommendation for the possibility of reducing the members of
TT, with appropriate modification of the relevant legislation.
The Chairman of TT informed us that TT, as extrajudicial secondary institution of justice in tax matters, should
be upgraded due to the expansion of its powers under the recent legislation which resulted in the
consolidated tax authority - Tax Department from 1.7. 2014.

Recommendation: Taking into account, inter alia, that in the last three years the submission of
hierarchical appeals has decreased significantly, our Office recommends that the possibility of reducing
the number of members of the TT is reduced by modifying the relevant legislation /Regulations.

Operating Cost of the Tax Tribunal. In Head 18.01.14 of the State Budget for 2013, total expenses of
€509.098 were budgeted which include, inter alia, the remuneration of the Chairman and of the five
members amounting to €379.238, whereas the actual expenditure amounted to €6.404. The total cost for
the operation of the Board in 2013, including an amount of €33.824 which relates to the salaries of officials
serving / posted to the Board, amounted to €110.228. The significant reduction in the Board's operating costs
is mainly due to lower salaries due to a delay in the appointment of the TT and to the reduction of other
personnel.
Hierarchical appeals submitted to the Board. During the period 2000 - 2013 the respective Boards
adjudicated and decided on 165 hierarchical appeals which involved a total amount of €81.1 mil. of tax. In 96
cases the decision of the Director of DT was upheld and in 8 cases the decision of the Director was partially
upheld. The total cost of the functioning of the Board in the same above period amounted to €8,9 mil.

approximately. On 31.12.2013 the examination of 7 hierarchical appeals relating to a tax amount of €3.5 mil.,
was pending, while in September 2014 a total of 17 hierarchical appeals of which seven were outstanding for
more than one year, were pending for consideration.
Recommendation: Our Office recommends an immediate examination of the Hierarchical Appeals
which are pending for more than 1 year from the date of submission to the TT, under the relevant
legislation.

4.25 CENTRAL AGENCY OF EQUAL DISTRIBUTION OF BURDENS
Generally. The Central Agency for the Equal Distribution of Burdens (CAEDB) was established by Law 141 of
1989, with the main purpose being the equitable distribution of the burden resulting from the turkish
invasion and occupation and where possible 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 final financial statements for the year 2013 were submitted to our Office on
23.6.2014 and the relevant audit has not yet been completed. According to the audited financial statements
of the year 2012, the state subsidy to CAEDB for 2012 amounted to €5.622.230 (€5.296.426 in 2011) to cover
operating expenses and €17,893,152 (€16.248.521 in 2011) for interest subsidy. On 31.12.2012 the loans
receivable and loans payable were €330.834.821 and €342.150.414, respectively. An amount of €9.180.452
on 31.12.2012 (€8.328.729 on 31.12.2011) 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.
The following issues have emerged from the audit of the financial statements for the year 2012.
Processing of applications. The total expenditure and the total guarantees granted from 1996 to 2012, 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:

2012
Loans with CAEBD funds

2012

1996-2012

Amount spent

Number of
approvals

1996-2012
Total amount
spent

Number of
approvals

€000
Student
Health Care

€000

1.599

53.549

18.614

454.729

71

1.515

781

16.744

New couples

-

-

2.924

56.595

Commercial

-

-

527

11.792

Clubs-Organisations

-

-

11

2.049

22.857

541.909

Total

1.670

55.064

2012
Loans guaranteed by CAEDB

Housing

2012

1996-2012

Amount spent

Number of
approvals

€000

Number of
approvals

1996-2012
Total amount spent
€000

1.544

21.369

9.488

428.859

33

2.772

1.996

143.403

Total

1.577

24.141

11.484

572.262

Overall Total

3.247

79.205

34.341

1.114.171

Commercial

Approval and granting of loans. The procedure for examining and approving applications for mortgage loans
showed a long delay (about 3 years and 10 months) because of the limited funds available and the increased
number of applications submitted and accumulated after the amendment of the 1999 Regulations, which
due to the change in the way properties are evaluated, increased the number of beneficiaries and allowed
former loan recipients to submit new applications for additional loans.
Delays in the repayment of loans by borrowers. Delays in the repayment of loans increased to €49.236.700
in 2012, from €35.930.300 in 2011. The HFC, which gives loans using the CAEDB’s funds, took legal action
against 227 borrowers to date.
It is noted that at the meeting of the Board of CAEDB, dated 26.3.2012, it was decided to approve a proposal
of the Director of Banking Services of the HFC, to charge 3.5% on the overdue installments. 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 applicant's earlier loans and / or loans to which parents are included
as debtors and / or borrowers, it is requested, according to the amount of the late installments, either the
repayment of the loans or a written arrangement for their settlement, in order to be granted the first
installment of the student loan as defined in the Criteria and the loans to be put under observation and where
there are again delays or the settlement is not maintained, then to terminate the agreements relating to all
arrears of loans.
The Central Cooperative Bank (CCB), which also until 31.12.2012 granted loans to approved applicants of
CAEDB which were guaranteed by CAEDB, but with its own capital, launched a campaign for collecting debts,
which was intensified in view of the application of the Limitations of Actions Law. Specifically, in 2012, 112
mortgage borrowers with total overdue amount of €22 mil., compared with 54 borrowers totaling €5,2 mil.
in 2011 and 227 commercial loan borrowers with total overdue amount €13.9 mil., compared with 188
borrowers totaling €10.7 in 2011, were referred to arbitration in accordance with Article 52 of the
Cooperative Societies Law.
It is noted that, as stated in the financial statements of CAEDB for 2012, the CCB demands total compensation
of €22 mil. for overdue loans which have already been referred to arbitration. As we understand, no amount
has been paid to CCB as compensation and an attempt is being made for the settlement by arbitration of all
cases. According to the President of CAEDB the issue is handled by the Ministry of Finance, which is the
guarantor of the loans together with the CAEDB.
For the purpose of handling the delays as a consequence of the economic crisis, the Equal Distribution of
Burdens (prewar Solvency Recovery Plan) (Amendment) Regulations, which provide for the extension of the
repayment schedule and loan restructuring, were approved by the Council of Ministers and published in the
Official Gazette on 14.2.2014.

Recommendation: We recommended that incase borrowers, who have been approved for interest
subsidy present delays in the payment of their installments to the financial institutions, the interest
subsidy is granted in proportion to the amount paid during the year. As we were informed by the
President of CAEDB with his letter dated 24.10.2014, our recommendation will be considered by the
Board.
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 Turkish 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.
As the President of CAEDB informed us, the CAEDB in 2013 put forward in writing specific recommendations
for the implementation of the equitable burden-sharing and other measures for mitigating the financial
burden of appeals to the National Council Committee.
Recommendation: Any decision to promote the study or not, concerns government policy and therefore
it had to be taken by the Government and not by the CAEDB.

4.26

AGRICULTURAL INSURANCE ORGANISATION

Financial position: The most important information concerning the financial position of the Organisation is
presented in the table below:

31.12.2013

31.12.2012

€

€

STATEMENT

Increase/

Increase/

decrease

Decrease

€

%

Revenue

14.080.140

11.949.414

2.130.726

17,83

Expenditure

14.011.871

10.526.451

3.485.420

33,11

68.269

1.422.963

-1.354.694

- 95,20

Insurance

4.362.233

4.406.736

-44.503

- 1,01

Compensation

9.961.168

6.323.029

3.638.139

57,54

Government Grant

9.288.299

7.005.309

2.282.990

32,59

Salaries, price index allowances, empl. contributions

3.547.395

3.716.794

-169.399

- 4,56

49.517

50.681

-1.164

- 2,30

10.141.340

8.981.925

1.159.415

12,91

844.660

607.207

237.453

39,11

3.784.506

3.785.310

-804

- 0,02

Surplus/deficit (-)

Average/staff without contrb. to the Pensions Fund
Pension Scheme Reserve
Expenditure for retirement benefits and gratuities
Insurance fees due

Personnel issues.
(a) Decrease of travel allowance by 15%. The Organisation did not implement the provisions of the Ministry
of Finance circular dated 7.1.2013 for the reduction of the travel allowance by 15%.
Recommendation: Immediate implementation of the provisions of the said circular.

As we were informed by the President of AIO, the provisions of the above circular have been implemented.
(b) Health Care. Although the staff of the Organisation is entitled to free medical care in state hospitals,
the Organisation has not implemented the provisions of the Government Medical Institutions and Services
(General) Amendment Regulations 2013 (R. 143/2013) and of the circular letter of the Ministry of Health
dated 28.1.2014 for the deduction of 1.5% from the gross earnings for contribution purposes to healthcare.
Recommendation: Immediate implementation of the provisions of the above Regulations. As we were
informed by the President of the Organisation, in view of the proposal being promoted by the Ministry
of Finance, to extend the provisions of the legislation also to Public Corporations, the matter will be
referred back to the Board of the Organisation.

Financial viability of the Organisation. As mentioned in our previous reports, the Organisation carried out
an investigation into the possibility of its reinsurance at international reinsurance organisations, but without
positive results. It is noted that the not reinsurance of the Organisation restricts the scope for expansion of
the insurance scheme in order to preserve its viability, resulting in many agricultural veterinarian products
to remain without insurance coverage and in case of damages not to be covered by the Organisation and the
farmers to require ex gratia financial assistance from the State.
Compensation to irrigators with debts to the Water Development Department. As a result of our audit at
both the Organisation and the Water Development, 378 cases of compensation to recipients, who owed on
31.3.2014, a total amount of €1.264.863 (plus interest) to the Water Development Department, in relation
to the allocation of irrigation water, were found. The amount of compensation to those farmers amounts to
€2.065.997.
Recommendation: The AIO to study, in collaboration with the Water Development Department, the
possibility of offsetting the amount of compensation with any amounts due by the beneficiaries to the
Water Development Department for allocation of irrigation water.

Role / mission and operation of the Organisation. According to the final restructuring study conducted by
the World Bank for the Ministry of Agriculture, Natural Resources and Environment and its Departments,
within the framework of the modernisation of the Public Service, for the purpose of the implementation of
the provisions of the Memorandum of Understanding, signed by the Republic of Cyprus and Troika, the
Organisation's responsibilities may be transferred either to the Department of Agriculture or the Agricultural
Payments Organisation.

4.27 CYPRUS MILK INDUSTRY ORGANISATION
Dissolution/Termination of the operation of the Organisation.
(a) Organisation's Responsibilities. According to the Transfer of Responsibilities and the Operations of the
Cyprus Dairy Industry Organisation to the Department of Agriculture and the Veterinary Services Law 2014
(L. 24 (I) / 2014) which was published in the Official Gazette on 28.2.2014, the responsibilities and functions
of the Organisation are transferred to the Department of Agriculture and the Veterinary Services and the
Organisation's Management Board no longer exercises any jurisdiction, except to the extent necessary for
the final dissolution and any judicial process or cause of action, which is pending continues or is exercised, as
if this Law had not been enacted. Also, according to the application of the Dissolution and Liquidation of
Cyprus Dairy Industry Organisation Decree 2014 (R. 164/2014), the Minister of Energy, Commerce, Industry
and Tourism appointed, with the publication of the Decree on 21.3.2014 and in accordance with its
provisions, the Registrar of Companies and Official Receiver as Liquidator of the Organisation, with a schedule
for the completion of the liquidation within six months from the date of the above Decree.
All costs relating to the powers and functions of the Organisation which were transferred since March 2014
are charged to the State Budget.
(b) Staff. The 24 positions of permanent staff together with the respective employees and five of the 13
empty (on 28.2.2014) positions, as well as two temporary workers paid by the hour and five employees
serving the Organisation at that date, were transferred in accordance with the provisions of the above
legislation, to the Ministry of Agriculture, Natural Resources and Environment-Management, the Veterinary
Services, the Department of Public Administration and Personnel (DPA & P) and the Treasury. The staff
transferred continues to be employed under the same conditions, enjoys all the rights and benefits and have
all the obligations and duties of public officials, of the employees of unlimited time and of the hourly paid
government staff, respectively.
(c) Assets, cash and financial obligations of the Organisation and of the Pensions and Gratuities and
Medical Funds. According to the R. 164/2014, the duties of the Liquidator are limited to the implementation
of specific paragraphs of the decision of the Council of Ministers no. 76.183 dated 11.12.2013, which provide,
in general, that the assets and cash of the Organisation, the Medical Fund and the Pensions Fund and
Gratuities become the property of the State and the Funds are dissolved, the financial obligations of the
Organisation, plus any other obligations incurred until its closure, according to the findings of the liquidators,
as well as the payment of current and future pension benefits of the staff of the Organisation are undertaken
by the State.
Financial Position
(a) Financial statements. In view of the termination of the operation of the Organisation, the financial
statements have been prepared on the basis of non-going concern and the reference period was extended
until the day before the date of effect of the Dissolution and Liquidation Decree and the appointment of a
Liquidator, that is until 20.3.2014.
(b) Annual results. As shown in the table below, the Organisation for the period 1.1.2013-20.3.2014 showed
a surplus of €270.934, compared with a deficit of €216.749 in 2012. During the period 1.1.2013-20.3.2014,
an actuarial loss of the Pensions and Gratuities Scheme amounting to €2.278.144 (actuarial gain of €755.732
in 2012) was recognised in other comprehensive income, as well as a profit of €2.781.220, due to a
reassessment of the value of the assets of the Organisation. Thus, the total surplus for the period 1.1.201320.3.2014 amounted to €774.010, compared with an overall surplus of €538.983 in 2012.

1.1.201320.3.2014

2012

€

€

Revenue
Other Income *

Net administration and operation expenses

259.759

332.120

2.141.808

1.769.200

2.401.567

2.101.320

(2.129.200)

(2.320.932)

3.603

3.087

Net financial income
Impairment of shares at fair value
Surplus/(deficit) for the period/ year before taxation
Taxation

(4.558)

-

271.412

(216.525)

(478)

(224)

Surplus/(deficit) for the period/ year

270.934

(216.749)

Other total income which will not be presented in the results

503.076

755.732

Total surplus for the period /year

774.010

538.983

* Of which an amount of €1.644.264 (€1.130.766 in 2012) was a state subsidy.

Recommendation: The comments do not include a recommendation, but are recorded as
significant information on the termination of the operation of the Organisation and its financial
position during its last period of operation, which exercised its responsibilities by virtue of the
Cyprus Dairy Industry 1969 until 2014 Laws. However, our Office expects that the Ministry of
Agriculture, Natural Resources and Environment, the successor Departments / Services and the
Liquidator will ensure the smooth continuation of the responsibilities and functions of the
Organisation and will deal with any outstanding issues, in the context of their responsibilities and
duties under Law (L. 24 (I) / 2014) and the Decree (R. 164/2014), including the timely and effective
management and use of the building owned by the Organisation.
Other matters: The Report of our Office on the financial statements of the Organisation for the
year ended December 31, 2013 was submitted to the House of Representatives on June 13, 2014,
according to Article 3 (5) of the Public Corporations (Audit of Accounts) Laws of 1983-2007. To the
extent that nothing appears different from the text of this Report, the recommendations of that
Report are also adopted for the purpose of this Report.

4.28 HOUSING FINANCE CORPORATION (HFC)
Financial Position.
(a) Annual results. In 2013 the HFC showed a surplus before tax amounting to €5.772.590 compared to
€3.689.245 in 2012 representing an increase of €2.083.345 or a percentage of 56.47%. The increase in the
surplus is due to the large reduction of interest expense by €6.436.932, to the reduction of interest income
by €3.940.102 and to the reduction of various revenues by €1.278.493. The surplus after tax amounted to
€2.590.180 compared to €1.521.720 in 2012.

(b) Deposits. Deposits in the HFC on 31.12.2013 amounted to €888.492.050 compared with €954.411.813
at 31.12.2012, representing a decrease of €65.919.763 or 6.91%.
(c) Loans. Loans on 31.12.2013 after the deduction of the provision for bad debts amounting to €16,87
mil. amounted to €809,85 mil. compared to €866,73 mil. in 2012, representing a decrease of €56.89 mil. or
6.56%.
Staff. On 31.12.2013 the HFC employed 61 people (62 on 31.12.2012). Total staff salaries, including the
provision for pensions (€1.497.934) was €4.748.131, compared to €4.784.380 in 2012 (provision for pensions
€1.449.115), recording a decrease of €36.249 or 0.76%. The average annual cost of employment, excluding
the provision for pensions amounts to €52.423 (2012: €53.795).
Loans presenting overdue installments. On December 31, 2013 the overdue loan installments amounted to
€61.9 mil. or 7.5% of the total outstanding loans amounting to €825,5 mil., compared to €50.7 mil. or 5,79%
of the total outstanding loans amounting to €875,9 mil. on 31.12.2012, thus presenting an increase in
overdue installments of €11,2 mil. or 22,09%.
It is noted that in a Directive issued by the Central Bank of Cyprus (CBC), for the definition of non-performing
loans and of regulated loans, which came into force from 1.7.2013, credit institutions have an obligation to
issue immediately internal guidelines and procedures for the implementation of the Directive. A loan is
considered unserviced when it shows an excess of its conventional limit continuously, for a period exceeding
90 days. The Strategy and Policy Implementation of the Directive of the Central Bank of Cyprus is considered
important for the management of overdue loans and, as we were informed, the strategic objective of the
HFC is to avoid any home foreclosure, providing any kind of logical facility to indebted borrowers who will be
interested in the repayment of their loan. As we were informed by the Chairman of the HFC with his letter
dated 21.10.2014, the recommendation of the CBC to increase the provisions by the end of 2015, to 20% of
the non- performing loans, has been adopted.

Qualified opinion. The Report of our Office concerning the audit of the financial statements for the 2013
of the HFO was qualified because the amount of the provision for bad debts, which amounted on
31.12.2013 to €16,9 m. or of 6,4% of the non-performing loans should, in our view, be greater. It is noted
that the HFC, following a suggestion by the Central Bank, said that efforts will be made to achieve a
gradual increase of the percentage coverage of the projections of non-performing loans to 20% by the
end of 2015.

Approval of loans. After the March 2013 events, the HFC stopped granting loans. In 2013 they approved 36
mortgage loans amounting to €4,3 mil. (535 loans totaling €67,7 mil. in 2012) Also no loans were granted
under the Special Government Plan or under the Unified Government Plan.
Report on internal capital adequacy assessment processes. The Director of the Banking Services of the HFC
submitted to the Board for evaluation and adoption a report on the internal capital adequacy assessment
processes (ICAAP) as required by the Central Bank of Cyprus (CBC), with a reference date the 31.12.2013. The
report notes, inter alia, that the capital adequacy ratio in 2013 was still at high levels, at 18%. As stated in the
report, in the period 2014-2018, limited but satisfactory profitability is expected to be achieved, which will
allow, together with the restructuring of the loan portfolio, to maintain the capital adequacy ratio at a
satisfactory level. The obligation of the HFC for the reported year was to maintain a capital adequacy ratio of
15%.

Computerised control systems and IT processes.
(a)
Manuals / procedures of computerised systems. As we mentioned in our previous Reports and
according to recent information from the Internal Auditor, the HFC does not have written IT processes. These
procedures are known only verbally by staff, while in the analysis of these procedures weaknesses were
identified. It is noted that, although a manual of written instructions has been prepared which includes all
the circulars and instructions on various topics that have been sent from time to time by the Director General
and the Director of Banking Services, no guidance on IT issues is included.
Specifically, it was found that there was no written procedure for the management of user access rights as
well as a lack of a procedures for carrying out periodic inspections on these rights.
Weaknesses were identified in the backup process of the DM system, as well as in the system recovery plan.
It was observed that the existing process relies heavily on the human factor for the creation, transfer and
storage of copies.
As we were informed by the Chairman of HFC with his letter dated 21.10.2014, this issue will be resolved
under the new plan of the Corporation.
(b) Recovery Plan of computerised systems. With regard to the operational risk inherent in the loss of the
DELTA systems (banking system) and DM, the HFC has a recovery plan for both systems. However, it was
found that, while the plan for recovery of the DELTA system is tested on a regular basis by the Co Computer
Society (SEM), the HFC has never made a test on the recovery of the DM as this is not provided in the plan.
As we were informed by the Chairman of the HFC, the testing of the recovery plans is scheduled by SEM for
November 16, 2014.
Flooring of the ground floor of a shop and of the antechambers in the new, under construction building, of
the Housing Finance Corporation (HFC). The Board of Directors (BoD) of the Corporation decided on
8.10.2013 to modify the floor of the shop, the entrance of the antechambers and the floors of the new, under
construction by the Organisation building and to place marble type Dionysus - normal 2, instead of elevated
type laminate flooring. It also decided that the same marble is used on the floor of the entrance and
antechambers.
In our letter to the Chairman dated 8.11.2013, we expressed the view that the above decision constitutes an
essential change in the agreement signed with the Contractor, in some cases at extra cost, which was taken
without first evaluating the additional costs and any other adverse effects. Since this change is not due to
reasons occurring after the award of the contract, it should - if judged to be necessary - have been included
in the agreement signed in order to avoid any effect - financial and time - to the signed contract, due to claims
by the Contractor. We also pointed out that such changes are not permitted by law, since both their necessity
had not arisen ex post (after the signing of the contract) and secondly, the specific floor type had been
specified without making reference to any other equivalent to be accepted . We finally indicated that with
the choice of the marble, the price would not be a result of competition, resulting in the HFC to be burdened
unnecessarily. In view of the above, our Office recommended that the Board of the Corporation reconsiders
its decision on this change.
The Chairman of the HFC Board informed us on 17.1.2014 that the Board in its meeting held on 18.11.2013,
decided not to change the original flooring plans of the ground floor and antechambers in the new, under
construction building of the Corporation, but to keep the elevated laminate type flooring which was provided
in the contract.

4.29

WINE PRODUCTS COUNCIL

Legal framework. With the adoption by the House of Representatives of the Transfer of Responsibilities and
the Operations of the Wines Products Council to the Department of Agriculture Law of 2014 (L. 25 (I) / 2014
which was published in the Official Gazette on 28.2.2014, its responsibilities and functions were transferred
to the Department of Agriculture and its staff joined the Civil Service. Also, with the publication on 21.3.2014
of the Dissolution and Liquidation of Wine Products Council Decree of 2014 (R. 163/2014), issued by the
Minister of Agriculture, Natural Resources and Environment, the Council is dissolved and the Minister of
Energy, Commerce, Industry and Tourism assigns to the Registrar of Companies and Official Receiver to
complete the liquidation of the Council, including the transfer of the assets and liabilities of the Council to
the State, within six months from the date of the above Decree, an appointed which was held on 21.3.2014.
Dismissal of the Director. The Council's Director was suspended on 24.6.2010 in order to examine complaints
against him and on 21.2.2011 he was notified of the Council's decision to impose on him the penalty of
dismissal. Since then the position of the Director is vacant. The court decision for three actions that the
former Director filed against the Council for his dismissal are pending.
Land and buildings.
(a) The Council owns freehold land in Paphos granted by the State and two warehouses and an office which
were built on this land. After reevaluation in 2004, the value of land and premises was estimated at
€3.071.433 and €1.025.161 respectively. According to a new evaluation requested by the Department of
Agriculture, the value of the land and premises at 30.8.2013 amounts to €3.621.000.
The Council rented the two warehouses and the office to individuals. One of the warehouses and the office
was sublet with the Council’s approval to a third person and operates as a shop and the other warehouse
operates as bowling.
The rent for 2012 for the shop totaled €126.401, including VAT, and for the bowling, €69.985. With regard to
the shop, after requests from the tenants for reductions and after approval by the responsible Ministries, the
Council decided on 26.10.2011 to grant a discount to tenants amounting to €13.881 + VAT. It was also decided
that the amount of €29.251 + VAT relating to amounts due in 2010 is paid immediately, while the remaining
amount of €80,000 + VAT is paid in 76 equal monthly installments of €1.052,63 + VAT until 31.3.2018, date
of the expiry of the agreement. On 18.1.2012 the Council decided to grant to the tenants of the shop the
same deduction granted for 2011 amounting to €13.881 + VAT and on 14.6.2012 decided to grant an
additional discount of €50.400, to adjust the store's rent and to freeze the increase of 7%, due to the
economic crisis, for 2013-2014. It was also decided to freeze the increase of 7% for the period 1.11.201231.10.2014 also for the premises used for bowling.
Despite the facilities / reductions, a significant delay in the collection of rents is observed and, as a result, the
outstanding rent for both premises until March 2014, amounted to €373.988.
Recommendation: All necessary measures to collect the debts from both tenants, not excluding legal
measures, should be taken immediately.
The Minister of Agriculture, Natural Resources and Environment informed us that he awaits the transfer of
the assets of the WPC to the State in order to be able to proceed with the legal procedures for claiming the
debts of both the WPC tenants.
Rent of WPC Headquarters . The Council signed on 5.2.2004 a rental agreement for housing its Offices in
Limassol. On 1.3.2013 a renewal agreement for the period 1.3.2013 - 28.02.2015 was signed with a reduced
annual rent amounting to €75.600 and an increase of 5% for each subsequent year.

It is noted that in accordance with clause 2 of the Agreement, if the agreement is terminated on 'tenant's
fault, the tenant must pay the owner the balance remaining until the end of the agreement.
The Council also leases offices in Paphos for the period 1.7.2011 - 30.06.2016 with a monthly rent of €900
for the first two years and for each subsequent two years the rent is increased by 7% which on 1.7.2013 was
reduced by 20%.
Given that the Council of Ministers in June 2013 decided the dissolution of WPC, the Council requested an
opinion on the matter by the Attorney General. It is noted that the Council decided to continue renting the
above offices until the end of the lease agreement, in accordance with the opinion of the Attorney General
dated April 25, 2014.
Recommendation: Our Office recommends that every effort is made to utilise the premises.

As we were informed by the Minister of Agriculture, Natural Resources and Environment, both the Ministry
of Finance and the Central Housing Agency for Government Services of the Ministry of Communications and
Works were informed of the unallocated space at the Headquarters of WPC with the request that the
necessary steps are taken for its exploitation.

4.30 CYPRUS SYMPHONY ORCHESTRA FOUNDATION
Financial statements. The issues arising from the audit conducted for the years 2007 to 2011 are presented
in our Report for 2012. The Foundation's financial statements for the years 2012 and 2013 have not been
submitted to our Office and, as a result, the audit had not been carried out.

4.31 SEWERAGE BOARDS - GENERAL
Budget approval.
During the discussion of the issues relating to the financial management of Paphos Sewerage Board, in
November 2012, during the Parliamentary Committee on Development Plans and Public Expenditure Control,
our Office presented for consideration its view that, having regard to the materiality of the expenditure borne
by the Sewerage Boards, the budgets of the Boards should be submitted for approval to the House of
Representatives.
Recommendation: Our recommendation for submission and approval of the Budgets of the Boards by
the House of Representatives should be considered.
Unauthorised expenditure. It is noted that, in accordance with Article 24 (9) of the Law, where the Budgets are
not approved by the Minister of Interior until the beginning of the financial year to which they refer, the
Minister of Interior may authorise any expenditure by a Board for not more than one month, for a total of two
months, that is until the end of February of the year to which they relate.
It was found that no approval was requested by the Sewerage Boards from the Minister of Interior for the
expenditure incurred by the end of February 2013 and consequently all expenditure made until the date of
approval of the Budget of each Board, was unauthorised.

Recommendation: Timely measures should be taken to ensure that all expenditure is always authorised.
Otherwise, the relevant legislative provisions against offenders should be applied.

4.32 SEWERAGE BOARD OF NICOSIA
Financial Position. The financial statements for 2012 were revised after the adoption of the revised
International Accounting Standard (IAS) 19, "Employee Benefits", and the retroactive recognition of losses
from the re-measurement of the Board's obligation to the Pensions and Gratuities Fund, amounting to
€2.379.791 and € 2.988.820 for the years 2013 and 2012, respectively.
Annual Results

Revenue
Expenditure
Deficit for the year

2013

2012

Change

€

€

€

%

26.844.206

24.120.966

2.723.240

11,3

(35.918.501)

(28.633.185)

7.285.316

25,4

(9.074.325)

(4.512.219)

4.562.106

101,1

The increase in revenues is mainly due to the increased sponsorship of the Cyprus Government for asphalting
works and to the imposition of user charges on all consumers who should have been connected to the
sewerage system, regardless of whether they were connected or not, and also to the increase in licenses for
connection which were issued during 2013. The increase in the expenditure is due to the recognition of
impairment losses of the Board’s deposits and shares in Laiki and Bank of Cyprus respectively, in the year
2013.
Cash balances. The Board’s cash balances showed a decrease amounting €10.252.653 compared with 2012,
which is mainly due to the impact of the issue of Cyprus Central Bank Decrees dated 29.3.2013 regarding
Laiki Bank and Bank of Cyprus, implementing measures for these two banks, pursuant to the Resolution and
Other Credit Institutions Law 2013. The Decrees resulted in (i) the impairment of an amount of €4.284.693
or 100%, which was deposited at Laiki Bank on 26.3.2013, (ii) the conversion of deposits in the bank,
amounting to €5.560.645, into ordinary shares of Bank of Cyprus, with a nominal value of €1 and (iii) the
conversion of deposits in the bank, amounting to €4.381.567, to six short maturity deposits of nine and
twelve months with the right of renewal by the Bank for an additional period of the same duration. Shortterm deposits are shown separately from cash balances in the financial statements.
Staff - Salaries and employer contributions. On 31.12.2013 the Board employed 43 officials, 5 temporary
and 34 workers, compared with 44 officials, 5 temporary and 36 workers on 31.12.2012. Staff remuneration
and employment benefits amounted to €3.011.670, compared to €3.562.188 in 2012, ie there was a
decrease of €550.518.
Liquidity of the Board. As stated in the Annual Reports of our Office for previous years, the liquidity problem
that the Board faces after the failure of the State to repay its debts to the Sewerage Boards, has deteriorated
due to various factors as detailed below:
(a) The Decrees issued on 29.03.2013 by the Central Bank of Cyprus regarding the Laiki Bank and Bank of
Cyprus, implementing measures for these two banks pursuant to the Resolution and Other Credit Institutions
Law of 2013 and the damage that occurred from the impairment of the Board’s of deposits in both banks.

(b) The uncertain economic situation in Cyprus, combined with the current instability in the banking system
and the economic downturn have affected both the Board's ability to obtain new loans or to refinance
existing loans and the ability of taxpayers and other Board debtors to repay the amounts due to the Board.
Recommendation: The Board should develop an action plan to address the liquidity problem, which
should be reviewed in the light of developments.
Debtors and other debts. On 31.12.2013 total debtors and other debts of the Board amounted to
€34.322.484, compared to €43.863.416 in 31.12.2012, recording a decrease of €9.540.932 or 21.7%.
In the total of all debtors and other debts, the following are included:
(a) Debtors of sewerage charges. Debtors for sewage charges on 31.12.2013 amounted to €8.167.581,
compared to €6.566.191 on 31.12.2012, representing an increase of €1.601.390 or a rate of 24.4%.
As we were informed by the Chairman of the Board, a significant amount of uncollected charges has been
collected during 2014.
(b) Debtors of sewerage use charges. Total debtors at 31.12.2013 amounted to €4.936.613 compared to
€4.482.991 on 31.12.2012, representing an increase of €453.622 (10%). An amount of €3.668.382
(€3.779.569 for 2012) was due from the Nicosia Water Board, an amount of €1.193.001 (€672.068 in 2012)
by the Lakatamia Municipality and an amount of €75.230 from various others.
As we were informed by the Chairman of the Board, arrangements have been made with both the Nicosia
Water Board and the Lakatamia Municipality for the gradual repayment of the amounts due.
(c) Amounts due by the Republic of Cyprus. The debts of the Republic of Cyprus to the Board on 31.12.2013
amounted to €21.113.124 (€32.577.602 on 31.12.2012). This amount is reduced by the total amount paid by
the Republic of Cyprus on behalf of the Board since June 2012, for the repayment of installments and interest
of guaranteed loans amounting to €22.782.363 (€6.494.786 until 31.12.2012). The debts of the Republic of
Cyprus (before deducting the above amount) relate to sewage charges amounting to €177.525, grants for
construction and other projects amounting to €20.272.667, contribution to the operation and maintenance
of tertiary treatment amounting to €484.227, loan concluded on behalf of the Cyprus Government
amounting to €2.961.068 and an amount of €20,000,000 given by the Board to the United Nations
Development Programme, on behalf of the Republic.
Recommendation: The efforts of the Board should be intensified and an action plan for the recovery of
amounts due should be established.
Extension of the date of repayment of sewerage charges. Although the 31.10.2013 was established as the
last date of payment of sewerage charges for the year 2013, and, subsequently, this was extended until the
30.11.2013, it was observed that the repayment of bills at the Board's collection offices continued normally
until 6.12.2013 and online until 8.12.2013, without imposing the additional charge of 20%, contrary to Article
30 (3) of the Law on Sewerage Systems 1971 until 2004. The total amount non-recovered by the additional
charge is €11.023.
Recommendation: The Board should always act under the relevant legislation and the relevant
regulations, so that all citizens receive uniform treatment.

Competitions.
(a) Inspection of pipelines with closed circuit television. The Board for the period from 15.6.2012 until
31.6.2013 for which it signed a new contract for the inspection of pipelines of the sewerage system of Greater
Nicosia CCTV (tender no. 14/2012), purchased services totaling €72.517 (including VAT) from two companies
at a price of €0.85 and €0.80 per meter respectively, without a tender notice. It is noted that the value of the
new contract signed is €0.48 per meter.
Recommendation: The Board should ensure the timely conduct of competitions, so that purchases are
based on legal procedures and the best possible prices are obtained.

(b) Provision of Project Manager services. The Board, in its meeting dated 10.12.2012, 17.12.2013 and
7.7.2014 approved the further renewal of the contract of the Project Manager for the periods from 1.1.2013
until 31.12.2013, from 1.1.2014 until 30.6.2014 and from 1.7.2014 until 30.9.2014, respectively, in contrast
to the provision no. 5 of the original contract which explicitly stated that there is no right of further renewal
other than one year after its end (which was on 31.12.2011).
Recommendation: The Board should not take actions that are in contradiction with the agreements
concluded and constitute a violation of the equal treatment and transparency principles.

4.33 SEWERAGE BOARD OF LIMASSOL-AMATHUS
Financial position. In the year 2013, the Board adopted the revised IAS 19 "Employee Benefits", which has
been applied retrospectively. It also corrected the amounts of fixed assets which were capitalized and
adjusted the amounts recognised in government grants and in the sponsorships written off. As a result of
these changes, the comparative figures for the years 2011 and 2012 in the financial statements of the Board,
have been adjusted.
Annul Results

Revenue

2013

2012

€

€

Difference
€

%

28.448.006

30.156.768

(1.708.762)

(5,7)

Expenditure

(43.648.327)

(18.686.502)

24.961.825

133,6

(Deficit)/Surplus

(15.200.321)

11.470.266

(26.670.587)

(233)

The decrease in revenue is mainly due to the reduction in interest receivable by €2.247.723. The increase in
expenditure is due to the recognition of the impairment losses of the Board’s deposits and shares in Laiki and
Bank of Cyprus amounting to €19.510.973 and €3.670.216, respectively, in the year 2013.
Staff. The Board employed 67 persons on 31.12.2013 and the same number on 31.12.2012. The employment
costs, including the employer's contributions, amounted to €2.562.176, compared to €2.772.428 in 2012, ie
there was a decrease of €210.252 or 7.6%.

Debtors and prepayments. Total receivables and prepayments on 31.12.2013, amounted to €30.961.653,
compared to €25.267.280 in 31.12.2012, recording an increase of €5.694.373 or a rate of 22.5%
(a)
Debtors of sewerage charges. The debtors of sewerage charges on 31.12.2013 amounted to
€11.937.834, compared to €10.123.897 on 31.12.2012, representing an increase of €1.813.937 or a rate of
17.9%. An amount of €921.460 relates to liabilities for legal and other costs of lawsuits filed for the collection
of fees due.
For the recovery of the amount due for the period 1999-2013, a total of 5108 lawsuits for a total of
€9.720.029 were filed, of which 3,484 cases were repaid and an amount of €2.272.091 was received. In
several cases of lawsuits for which the court’s decision was issued for payment of the amounts due, these
have not been collected.
There were still cases where, while an agreement was made with the debtors to settle their debts in
installments, either after a lawsuit or at their own request, they do not fulfill their obligations.
The Chairman of the Board informed us that the Board is making a systematic effort, within its powers for
the collection of the arrears of revenue. On the issue of the implementation of the court decisions and the
execution/ implementation of various warrants, he informed us that this is a broader problem that exists in
our country.
(b)
Debtors of sewerage use charges. The total amount of outstanding user charges on 31.12.2013
amounted to €1.400.467 compared to €1.471.680 on 31.12.2012. There was still a significant delay in the
payment of the usage charges by the Agios Tychonas Community Board.
(c)
Amounts due by the Cyprus Republic. The total debt of the Republic of Cyprus to the Board on
31.12.2013 amounted to €12.929.810 compared to €8.308.794 on 31.12.2012, ie there was an increase of
€4.621.016 or 55.6%. It is noted that most of the debt of the Republic is in respect of the Water Development
Department debts, both for the construction and for the operation costs and the maintenance of tertiary
treatment.
In its letters to the Department, the Board expressed great concern for the fact that the due amounts by the
Government are too large for the financials of the Board and (i) sought an agreement with the WDD regarding
the maintenance and operation costs of the tertiary treatment, (ii) recommended the payment of amounts
due within a reasonable time at a reasonable interest rate, and (iii) has made efforts to promote the
integration of the sewerage projects in the co-financed European programmes.
Regarding the Ministry of Interior debts, the Board, registered the Lawsuit no. 2063/2013 at the Limassol
District Court, with date 27.5.2013, 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 the connection of the
Limassol Governmental Housing Estates and the Self-Housing Estates with the Limassol - Amathus central
sewerage system which were prepared on behalf of the Town Planning and Housing Department.
Recommendation: The Board should consider ways of improving and intensifying its efforts to recover
the amounts due.

Competition for the construction of the Sewerage Treatment Plant in Western Limassol- Contract E13
Phase B2 of the Sewerage Wastewater and Rainwater project of Greater Limassol - Contract no. 4/2014.
From the study of the provisions of the documents of the above tender, the following occurred:

The tender documents included some requirements of the competition, regarding the economic and
technical / professional skills needed to be met by the economic operators in order to have the right to
participate in the competition. We noted that the conditions are restrictive and will ultimately limit the wide
participation. After studying the above minimum criteria, we have recommended a number of changes that
would lead to an increased number of economic operators who could participate.
In addition to the above, in the spirit of the new European Directive which will replace the existing one, and
for the purpose of reducing administrative costs / time for both the SBLA and the economic operators who
will participate in the competition, seeking to increase the participation for the development of greater
competition and to reduce the likelihood of failure and / or incomplete submission of any of the huge number
of documents / information needed, which would have the effect of excluding bidders for purely typical
reasons, we recommended that the documents concerning the following provisions are altered, as follows:
• To require that the submission of the documents substantiating the economic and technical /
professional skills is made- within a defined period - only by the successful tenderer, at any stage of
the evaluation and before signing the contract. At the stage of the submission of the tender, to require
only the completion of the data of the works and / or the financial statements (based on forms that
would be given to them by the SBLA) and the submission of a statutory declaration that the projects
and the financial statements of the tenderer meet the requirements of the competition. If the
successful tenderer fails to produce the documents / evidence supporting his statements, within the
time period requested, to exclude him from the competition and forfeit the guarantee of participation
and the process to continue with the next - by price - tenderer.
•

For the staff who will consist the project team, to delete the requirement for submission of their names
and biographical and other evidence of qualifications and experience data simultaneously with the
submission of the tender and require only the submission of a statutory declaration by the tenderers
that the staff of the project team meets the requirements - in qualifications and experience - to be
determined.
The names / CVs and documents / certificates substantiating the compliance of the tenderer with the
requirements of the tender documents, as to the qualifications and experience of the staff of the
project team, to be provided that they are submitted only by the successful tenderer - before the
signing of the contract - and within a given period from the day they are requested from him.

The Director General of the SBLA informed us that the issues that were raised in our aforementioned letter
and our recommendations would be laid before the Tender Board and the Board of Directors for decision.
We were also informed that the tender documents were prepared after long discussions and consultations
with the Council of Europe Development Bank, which will finance the project and with the Consulting
Engineers of the SBLA, as well as with other stakeholders, giving his comments on the views /
recommendations of our Office, and finally expressing its opposition.
In the same month, with our new letter to the Director General of the SBLA, we observed - among others the following:
Our recommendations were intended to lift the restrictions that were included in the specific provisions of
the tender documents and the number of reservations of a number of economic operators, in order that a
greater number of - capable – economic operators was provided the opportunity to participate in the
competition, ensuring, in this way, a healthy competition and the submission of the most economically
advantageous prices for the SBLA.
We expressed the view that - in accordance with the law - the responsibility of preparing the terms/
specifications belongs to the Contracting Authority, which, however, considering the circumstances and local

market data, is required to determine such terms which ensure the wide participation without putting
indirect barriers to the participation by economic operators.
The reservations of SBLA, that our above recommendations jeopardise the quality and / or feasibility of
completing the project, are unfounded - in our opinion - since there are safeguards with the inclusion of
relevant provisions and the requirement for submission of guarantees, ensuring the project’s proper
implementation.
In September 2014, at a meeting of the Sewerage Project Monitoring Committee, an internal memo to the
Director of Technical Services of the SBLA was discussed, referring to - among others - the treatment
technology of wastewater at the new Station as it was specified in the tender documents (MBR) and the view
was expressed that some parts of the specifications could be modified according to the suggestions of our
Office. In our meeting with the SBLA that followed, the representatives of the SBLA informed us that the
Board had approved our recommendations except the recommendation relating to the avoidance of setting
a specific technology of processing the waste water of the new Station. They also informed us that the Council
of Europe Development Bank, which is a key financier of the project, did not accept the proposed changes,
while it additionally noted the commitments undertaken by the SBLA for the local authorities and the
Ministry of Interior, regarding the use of the specific technology. In an effort to reduce the serious - in our
view – existing risk because of the non-adoption of our proposals, for the submission of tenders that may not
be a product of a healthy competition, the Board accepted our suggestion for the inclusion of a provision in
the competition documents, whereby the tenders with prices exceeding the amount of the estimated cost
by more than 5%, will be rejected.

4.34 LARNACA SEWERAGE BOARD
The financial statements for 2013 were submitted to our Office on 14.8.2014. The audit of the financial
statements for the year 2013 was, during the preparation of this Report, underway.
Tender no. LSB 14/2013 LSB for the construction of a Sewerage System of Wastewater and Storm water in
Larnaca for the B’ Phase - Contract C14. The competition was launched in September 2013 at a cost estimate
of €9,000,000. 8 tenders were submitted in November 2013. For this matter, we presented a number of
observations, however, since the competition is pending, we do not consider it appropriate to include in this
Report any reference to the issue.

4.35

SEWERAGE BOARD OF PAFOS

Audit of the financial statements. The Board did not submit to our Office the final financial statements for
the year 2013 until the preparation of this report and therefore the audit has not been conducted. Failure to
submit the financial statements reduces significantly the taking of remedial and other measures on any
weaknesses or deficiencies that may be observed.
When auditing the draft financial statements of the Board for the year 2012, conducted by our Office in
2014, it was found that on the recommendation of the House of Representatives Committee on Development
Plans and Public Expenditure Control at its meeting dated 11.6.2013, the Final Accounts (claims and
counterclaims) of the contractors of the five Construction Contracts of the B’ Phase of the Pafos Sewerage
System (Contracts A, B, C, D and E) were put under examination by the Central Committee for Variations and

Claims (CCVC ). In the light of this examination which is pending with respect to Contracts B and C, no final
financial statements were submitted, so the audit by our Office was not completed.
Pafos Sewerage System Phase II - Contract C - Final Account - Deductions of amounts due to defects. In
February 2014, with our letter to the Director General of the Sewerage Board of Pafos (SBP), we observed
that in two of his letters to the Contractor of the project, he referred to the following serious problems
observed in this work:
•

•

In Chlorakas area, the sewerage system was not operatiing because the construction of pipes /
manholes had not been completed and / or had been damaged and / or had been incorrectly
constructed and / or were blocked with various materials. The above, according to the letter of the
Director General, were due to defects by the Contractor as a result of the non- application of the terms
and specifications of the contract. Furthermore, in that letter, the Director General indicated that the
above works have been rejected and were not accepted and, as a result, the amount of €950.000 was
deducted from the final account of the project.
At the waterfront near the hotels "Azia" and "Laura", the poor reconstruction of the road during the
construction of the sewerage system had caused earth colapse in one part of the road, about 600
meters long. According to the letter of the Director General of SBP, the Public Works Department was
responsible for the repair of the road and, therefore, the project costs of the above activities, which
amounted to €25,000 were removed from the final invoice.

In view of the above, we asked the Director General to inform us of the following:
(i)

Whether the Consultants who had the monitoring / oversight responsibility / control of the above
works, had accepted them without any remarks and certified them for their payment.

(ii)

The reasons why the defects were not detected during construction and whether any responsibility
arises for their non-identification.

(iii)

The measures taken for the re-construction of the works and the safeguarding of the interests of SBP.

(iv)

The measures taken, to avoid repetition of similar cases in the future.

In the same month, the Director General of SBP informed us that the responsibility for the supervision,
inspection and monitoring of the works were of the Consulting Engineers of the project and that their final
inspection of the works for the issue of the Certificate for the Liability of Defects and of the Final Account is
pending. He also informed us that in the context of addressing the above problems, the Technical Services of
SBP had undertaken the inspection of the defective works and the possibility of claiming compensation was
considered. Finally, he informed us that in order to avoid repetition of similar cases in the future, the SBP
intends to adopt the standard public contracts and that it will issue invitations for tenders of a lesser extent,
both with regard to the size of the works and the amount of cost.
Sewerage Pafos System - Phase II - Amicable Settlement of Disputes of the Contracts A and E. In February
2014, with our letter to the President of SBP, we pointed out that at the meeting of the Central Committee
of Variations and Claims (CCVC) at 13.2. 2014, in the presence of the Director General of SBP, the ad-hoc
committee of CCVC which had undertaken the examination of the final accounts of the Phase II contracts of
the Pafos sewerage system, upon request by the House of Representatives Committee on Development Plans
and Public Expenditure Control expressed serious disagreement as to the amount (€1.150.000) which was
proposed by the SBP to be paid to the Contractor for contracts A and E, as an amicable settlement. In view
of the above, we suggested that SBP does not proceed to the ratification of the preliminary agreement which,

as reported to us by the Director General of SBP in the above meeting, was reached with the Contractor, in
order to give time to the committee for further investigation / consideration.
In the same month, with our new letter to the President of SBP, we observed the following:
The Director General of SBP had not responded to our Office request for submission of the necessary
documents / information that had been requested, so that we can express our views when considering the
claims of the Contractors and the proposals for amicable settlement of the differences that had arisen in the
contracts of the SBP.
In July 2014, the President of CCVC informed the President of the House of Representatives Committee on
Development Plans and Public Expenditure Control of its findings of the CCVC on the management of Phase
II contracts of Pafos Sewerage System by SBP. Among others, the President of CCVC stated the following:
•
•
•
•
•
•

The way the contracts were managed did not safeguard the interests of SBP, leaving it exposed to the
demands of the Contractors.
A severe weakness of SBP in the management - almost simultaneously – of such a large number and
complex contracts, both regarding the extent of the works and the cost.
There wasn’t a good cooperation, coordination and information sharing between the SBP and the
Consultants of the Project.
To address the problems that had arisen during the implementation of projects, instructions had been
given to carry out a large number of changes and additional works.
There was a direct award of Contract E to the Contractor of the contract A.
The SBP citing the size, difficulties and complexity of the project, did not keep the necessary
information and was not preparing / submitting detailed reports on the changes and the Contractors’
claims which have resulted in contracts.

In the same month, the President of SBP (Paphos Mayor), informed the President of CCVC, after further
negotiations with the Contractor of contracts A and E, that a final settlement of claims has been achieved
for the amount of €1.100.000. He further informed him that he considered the above amount, as a good
arrangement for a full and final settlement of all claims of the Contractor.
In July 2014, with our letter to the President of SBP, we observed the following:
•

The CCVC, in which a representative of our Office participates as an observer, after examining the
information / documents submitted by the Director General and the Engineers of SBP, and having had
successive meetings with them and - separately - with the Contractor, unanimously reached the
conclusion that, based on the data that had been submitted to it, the payment of any amount in excess
of about €900,000 was not justified, which - as part of a compromise - would be paid to the Contractor.

•

Our Office did not agree with the position that the amount of €1.100.000 was a good arrangement for
a definitive, complete and final settlement of the Contractor's requirements, considering this amount
too high and, therefore, did not agree with its payment.

Finally, with our letter, we pointed out the commitment of SBP towards the House of Representatives
Committee on Development Plans and Public Expenditure Control for the examination of claims / disputes
and settlements of SBP contracts before coming to a final agreement with the Contractors, by the ad –hoc
committee of CCVC and stressed that any decision on the non-adoption of the CCVC positions and without a
prior notice to the House of Representatives Committee, is inconsistent with the principle of sound
administration which should guide the decisions and actions of SBP.

The President of SBP, in his reply in the same month, informed our Office that SBP, respecting the position
of the Audit Office, would request the Contractor to accept the amount of approximately €900,000 and, if he
did not accept it, then the difference will be referred - to be resolved - to arbitration.
Finally, as we were informed by the President of SBP, the Contractor has accepted the amount of €908.000,
as full and final settlement of the claims.
Recently, we were informed that the Mayor of Paphos, possibly without the approval of the Municipality
Board, included in the agreement signed with the Contractor for solving all outstanding issues that the SBP
will undertake to cover any claim for damage by any third party. Our Office considers this provision is
unacceptable because, further than the exemption provided to the Contractor for defects in the project, it
relieves the Contractor from claims by third parties with whom the SBP may not have a contractual
relationship.
Possible criminal offenses. In October 2014, we informed with a letter the Chief of Police for complaints
which had verbally been submitted to our Office and which related to the bribing of public servants within
the meaning of the criminal code. Until the day of preparation of this Report, the police investigations into
the matter were continuing.

4.36 FAMAGUSTA SEWERAGE BOARD
The Board, due to the Turkish occupation of Famagusta, is underfunctioning. All fixed assets, with the original
cost of €1.504.451 (£880.516), is situated in the Famagusta region which since 1974 is under the control of
the Turkish invading forces, and therefore we cannot express an opinion on its existence or value.
The audit of the financial statements for the years 2010, 2011.2012 and 2013 has not yet been conducted.

4.37 AYIA NAPA SEWERAGE BOARD
Submission of financial statements for audit. The audit of the financial statements for the years 2012 and
2013 is scheduled to take place early 2015. The following issues relate to the audit of the financial statements
for the years 2010 and 2011.
Financial Position
(a) Annual results. The financial statements for the years 2011 and 2010 showed a deficit of €1.510.965
and €873.847, respectively, compared with a deficit of €1.061.223 in 2009.
(b)
Revenue. The Board's revenue in 2011 and 2010 amounted to €3.363.196 and €3.520.568,
respectively, compared to €2.976.791 in 2009, ie there was a decrease of €157.372 or 4.5% in 2011,
compared with 2010 and an increase of €543.777 or 18.3% in 2010, compared to 2009. Included in revenues
there is a government subsidy amounting to €836.599 and €1.050.247 in 2011 and 2010, respectively,
compared to €649.994 in 2009.
(c) Expenditure. The costs for the years 2011 and 2010 amounted to €4.874.161 and €4.394.415,
respectively, compared to €4.038.014 in 2009, ie there was an increase of €479.746 or 10.9% in 2011,
compared with 2010 and an increase of €356.401 or 8.8% in 2010, compared with 2009.
The increase in expenditure in 2011 is primarily due to the increased operating costs and maintenance of the
project (€238.716) and the interest and bank charges (€222.598), while the increase in expenditure in 2010

is primarily due to the increased operating costs and maintenance of the project (€68.063), depreciation
(€82.829) and interest and bank charges (€176.730).
(d) Long-term and current liabilities. Long-term liabilities of the Board on 31.12.2011 and 31.12.2010
amounted to €23.233.835 and €23.694.669, respectively, compared to €24.909.299 on 31.12.2009, while
current liabilities amounted to €3.356.250 and €4.527.477 (€12.209.329 31.12.2009). Current liabilities
include loan installments payable within one year, amounting to €609.302 at 31.12.2011 and €1.434.447 31
on 31.12.2010 compared to €1.671.641 on 31.12.2009.
Repayment of loans.
(a) Loan installments. The balance of the loans of Ayia Napa Sewerage Board from the Council of Europe,
the European Investment Bank, the KA Finanz AG and Bank of Piraeus(Cyprus) Ltd, was on 31.12.2011 and
31.12.2010 €23.843.137 and €25.129 .116, respectively, compared to €26.580.940 on 31.12.2009.
Due to its poor financial position, the Board was unable to pay the installments of its loans for the years 20022009, resulting in the Republic of Cyprus, which is the guarantor of these loans, to undertake their repayment.
Specifically, until 31.12.2009 the Republic of Cyprus had paid a total amount of €10.095.923, while the Board,
in 2010, paid to the Republic of Cyprus an amount of €7.149.549, for the debt.
It is noted that the Republic of Cyprus's is presented in the financial statements of the Board also as a debtor,
since it owed to the Board on 31.12.2011 and 31.12.2010 an amount of €2.686.456 and €2.470.852,
respectively (€1.914.260 on 31.12.2009), which relates to its share of the construction of the sewerage
project, for the operating costs of the irrigation system, for the operating costs of the tertiary water
treatment and for the sewerage fees for the government immovable property.
(b) Termination of loan agreement between the Board and KA Finanz AG. On 30.6.2005, the Board signed
a borrowing agreement, which is covered by a state guarantee, with the Kommunalkredit International Bank
Ltd, which on 18.9.2010 was merged with the bank KA Finanz AG, amounting to USD $3.000.000 (€2.514.669
).
As mentioned in paragraph 3.1 of our Report, in the General Observations of the Municipalities, by its letter
dated 11.11.2013, the bank KA Finanz AG condemned the aforementioned loan agreement, citing breach of
a contractual obligation by the Board and demanded full payment of the amounts due, as shown below:

Initial amount of
the loan

Balance on 11.11.2013
Capital

Interest

Total

€

€

€

€

2.514.669

2.146.668

3.871

Overdue interest for
every day from
11.11.2013 until their
full repayment
€

2.150.539

110,10

Internal control. The internal control system has certain weaknesses, relating to the following:
•

Non-verification / confirmation of the physical existence of the assets of the Board.

•

Skipping, in several cases, the tendering process for the purchase of goods and services.

•

Non-maintenance of a tenders register.

• Non-maintenance of a contracts register in which to register the contracts entered into for the purchase
of goods and services.
•

Inadequate organisation of the Archive.

In his response, the Chairman of the Board informed us that work on implementing our recommendations
has already begun.
Recommendation: To take all necessary measures to improve the internal control system and eliminate
the weaknesses.

Staff.
(a) During the years 2010 and 2011, the Board employed 10 people (6 officers and four workers). The total
costs for salaries, benefits and employer contributions to the various funds amounted to €511.308 in 2011
and €492.546 in 2010, compared to €423.411 in 2009.
It is noted that the Financial Director of Paralimni Sewerage Board performed additionally, until 30.4.2011,
the Financial Director’s duties for the Ayia Napa Sewerage Board and his remuneration was allocated until
the above date to both Boards in proportion, while as from 1.5.2011 the Board recruited its own Accountant.
(b) Although the Ministry of Interior did not approve the extension of the salary scale for the position of a
specific senior officer from A11-A13 to A11-A13 + 2, which was included in the Board's Budget for 2008, the
Board decided on 26.6.2008 that the officer is paid retrospectively from 1.5.2007, on the scale A13 + 2 and
on 1.7.2008 a relevant letter was sent to the Ministry of Interior. The Minister of Interior, with his letter dated
10.12.2010 did not approve the above salary upgrade, however, the officer continues to be paid at the
upgraded position.
According to the Chairman, the Board follows the Public Service with regard to the salary scales, reductions,
wage cuts, etc. and therefore it is unfair and inconsistent with this policy to reduce the salary of the said
senior officer, based on the different cuts / reductions decided by the State and on the other hand, the
approved upgrading of the scale A11-13, not to be approved for him, while for the rest of the staff it had
been approved, adding that, because this issue is a matter of principle, the Board insists on its position and
expects its discussion with the competent Ministry.

Recommendation: The extension of salary scales without the prior approval of the Minister, is irregular
and, therefore, the Board should, as soon as possible, comply with the instructions of the Minister of
Interior.

(c) Provision of Project Director services to the Wastewater Treatment Plant. In order to provide these
services, the Board decided on 14.9.2011 the payment to a senior officer of a net amount of €600 per month,
plus attendance fees of €400 per month, which were reduced to €340 from 1.1.2013, on the general basis of
reducing allowances by 15%.
For representation expenses paid to him for the period 1.4.2011-31.12.2012, totaling €7,000, there were no
income tax deductions, while the Board from 1.1.2013 bears, in addition, the amounts relating to the
proportional reduction of remuneration and the special contribution, as well as the amount relating to
income tax.

Recommendation: Our Office to be informed about the tasks assigned to him /he performs, since
during the audit, no relevant official documents were identified, which have been prepared and
approved by the Board or evidence of the services he rendered, except for a letter of the former
Special Consultant Engineer of the duties he was performing, as well as for the internal control
procedures adopted by the Board, in respect of the examination and monitoring of the
implementation of his tasks / its work, the working hours etc., as well as for justifying the decision to
grant the representation expenses allowance.
Pensions and Gratuities Fund. According to the actuarial valuation, as at 31.12.2009, the unfunded actuarial
liability of the Board for deficit contributions, amounted to €80,000.
In accordance with a new actuarial valuation carried out in 2013, the value of the accumulated capital of the
Fund at 31.12.2012 was €925.714 and the actuarial liability €569.703, ie there was an actuarial surplus of
€356.011 on 31.12.2012, so the funding target, which provides that the existing capital in the Fund should
be sufficient to fully cover the value of the benefits in relation to the service of the members, until the
reference date, has been achieved.
Sewerage charges.
(a) Immovable property revaluation. Under the MOU, the Department of Land and Surveys completed the
new general assessment of real estate at 1.1.2013 prices which, as estimated, would yield an increase in the
Board's revenue from annual fees.
(b) Sewerage charges. The Planning Bureau, after studying the reorganisation of the financials of the Board
and the preparation of an adjustment plan for the rates of sewerage charges over time, submitted a proposal
to the Board with specific rates, but the Board has not fully adopted it since, for 2010 and 2011 it charged
lower rates, with the result that in 2011 and 2010 lower sewerage charges were imposed amounting to
€583.293 and €572.747, respectively.
The Chairman informed us that the Board imposed an increase in late 2012 and that a decision to impose
new increases is expected to be taken for 2014. With regard to the increases which the Planning Bureau
recommended, he informed us that the Board considers that this would be feasible only if they had made
timely reassessments of buildings that were erected in Ayia Napa since 2000 in order to impose fairer
taxation, adding that the Board already faces a major problem in the collection of existing charges.

Recommendation: Given the liquidity problems that seriously affect the viability, as well as the new
general assessment of real estate at 1.1.2013 prices, the Board should revise the rates of sewerage
charges.

Debtors
(a)
The debtors for sewerage charges on 31.12.2011 and 31.12.2010 amounted to €3.555.298 and
€3.210.333, respectively, compared to €2.983.667 on 31.12.2009, an increase of €344.965 or 10,7% in 2011,
compared with 2010 and an increase of €226.666 or 7.6% in 2010, compared to 2009. It is noted that from
the total arrears of the period 1992-2010, which on 31.12.2011 amounted to €1.585.653, an amount of
€846.751 or a rate of 53.4%, is due by hotel businesses.
Cases of taxpayers owing amounts ranging from €32.069 to €347.338 are included in the above debtors,
without the Board taking appropriate measures for their early recovery.

(b) A specific company, which for 2010-2012 owed to the Board sewerage charges amounting to €347.338,
filed in 2013 at the Supreme Court three lawsuits by which it contests the amount of sewerage charges which
have been imposed to it. It is noted that the specific complex of this company, which operates since 2004 on
a piece of land, has not been reevaluated, with the result, that up to 2011, it was taxed as a field. For the
period 2004-2011, fees of €4.343 were imposed on this piece, instead of €145.700, ie the loss of revenue to
the Board amounted to €141.357.
(c) By a decision of the Board dated 18.12.2013, letters were sent by the lawyers of the Municipality to the
debtors of sewerage charges owing more than €10.000 for the 1992-2012 period, totaling €1.817.704 and,
as we were informed, legal measures have started to be taken against those who have not responded to the
call for settlement of their debts by 28.2.2014. It is noted that the above amount included three companies,
which together owe €814.669.
In his response, the Chairman informed us that the Board has taken measures in 2014 to recover the amounts
due, including sending warning letters to debtors to settle their debts in installments, legal measures
including requests for dissolution of companies and registration of a «memo» on the real estate property of
debtors.
Recommendation: For the collection of arrears, the Board should take timely, legal and / or other
measures, since the risk from their non-recovery increases significantly, over time.
(d)
Post-dated cheques. The Board accepted that specific taxpayers pay their debts with postdated
cheques, a practice which, according to the Financial and Accounting Instructions, is not allowed while at the
same time it carries potential risks.
The total amount of post-dated cheques that had been held by the Board on 31.12.2013, amounted to
€307.760 and, as it was found, postdated cheques amounting to €170.515 were returned by banks as
dishonored.
No receipt is issued with the receipt or the deposit of post-dated cheques, nor is any entry made in the
accounting records. The receipts are issued after the acceptance and cashing of the cheques by the bank and,
as a result of these tactics, there is a cash retention risk when depositing cheques at the bank.
In response, the Chairman informed us that the Board recognises that this practice is not appropriate, but it
was considered that, in such cases, the recovery by accepting post-dated cheques would be more feasible
than with taking legal measures which are time consuming.
Recommendation: The acceptance of post-dated cheques to be terminated immediately. It is noted that
the issue of bounced cheques is a criminal offense.
Supplies and services.
(a) In the years 2013, 2012, 2011 and 2010, various economic operators have provided to the Board goods
and services, without the Board to make an estimate of the total cost, based on actual needs in accordance
with the provisions of the of Coordination of Procedures for the Award of Public Works Projects, Supplies
and Services and Related Matters Law (L 12 (I) / 2006). Conversely, it was, as a rule, requesting directly, from
legal and natural persons to provide goods and / or services, excluding any other interested parties, which is
inconsistent with the provisions of the Law, nor with the General Principles of Administrative Law that should
guide the action of the public administration, in accordance with the provisions of the Law 158 (I) / 99.

(b) Purchase of pumps. The Board decided to purchase four pumps for a total amount of €67.650 plus VAT,
without the announcement of a competition, based, as stated in the relevant decisions, on the prices secured
in the relevant competitions of the Sewerage Boards of Paralimni, Larnaca and Nicosia, contrary to Article
84 (1) (c) (i) of the Law 12 (I) / 2006, according to which, for public contracts whose estimated value, excluding
VAT, does not exceed €85.430, the contracting authority shall prepare the necessary tender documents,
which shall send, where practicable, to at least four economic operators of its reasoned choice or to less,
provided that it is adequately justified.

Recommendation: For purposes of good administration, transparency and equal treatment, to apply the
provisions of the aforementioned Laws.

4.38 PARALIMNI SEWERAGE BOARD
Submission of financial statements for audit. The Board did not, until the preparation of this Report, send to
our Office for audit the financial statements for the years 2012 and 2013. The following topics are related to
the audit of the financial statements for the years 2010 and 2011.
Financial position.
(a) Annual results. The financial statements for the years 2011 and 2010 showed a deficit of €1.590.570
and €1.581.114, respectively, compared with a deficit of €927.222 in 2009.
(b) Revenue. The Board's revenue in 2011 and 2010 amounted to €5.372.577 and €5.071.587,
respectively, compared to €4.755.066 in 2009, ie there was an increase of €300.990 or 5.9% in 2011,
compared to an increase of €316.521 or a rate of 6.7% in 2010 compared to 2009. The revenue includes
government subsidy amounting to €1.075.284 and €1.201.386, respectively, compared to €1.060.761 in
2009.
(c) Expenditure. The expenditure incurred by the Board in 2011 and 2010 amounted to €6.963.127 and
€6.652.701 compared to €5.682.288 in 2009, ie there was an increase of €310.426 or 4.7% in 2011, compared
with an increase of €970.413 or a rate of 17.1% in 2010 compared with 2009.
(d) Long-term and short term liabilities. The Board's long term liabilities as of 31.12.2011 and 31.12.2010
amounted to €56.113.849 and €57.007.826, respectively, compared to €59.468.475 on 31.12.2009, while
current liabilities amounted to €4.363.591 on 31.12.2011 and €5.509.178 on 31.12.2010 (€22.927.265 on
31.12.2009).
Repayment of loans and financial position of the Board.
(a) Loan Installments. The balance of the loans of Paralimni Sewerage Board from the Council of Europe,,
the European Investment Bank, the KA Finanz AG and Bank of Piraeus (Cyprus) Ltd, was on 31.12.2011 and
31.12.2010 €57.250.003 and €58.878. 574, respectively, compared to €60.181.907 on 31.12.2009.
Due to its poor financial position, the Board was unable to pay the installments of its loans for the years 20022009, resulting in the Republic of Cyprus, which is the guarantor of these loans, to undertake their repayment.
Specifically, until 31.12.2009 the Republic of Cyprus had paid a total amount of €21.706.546.
The Board, after approval by the Council of Ministers, concluded with the Bank of Piraeus (Cyprus) Ltd a long
term loan of €50 mil. which it received in 2009 in four installments and in 2010 the Board paid from the loan
to Cyprus an amount of €17.051.656 for its debts. The balance of the debt to the Republic for the loan
installments amounted on 31.12.2011 and 31.12.2010 to €2.834.115 and €3.116.478, respectively
(€21.706.546 on 31.12.2009).

It is noted that the Republic of Cyprus's is presented in the financial statements of the Board also as a debtor,
since it owed to the Board on 31.12.2011 and 31.12.2010 an amount of €3.204.092 and €3.234.408,
respectively (€4.413.327 on 31.12.2009) which relates to its share of the construction of the sewerage
project, for the operating costs of the irrigation system, the operating costs of the tertiary water treatment
and for the sewerage fees for the government immovable property.
(b) Termination of loan agreement between the Board and KA Finanz AG. On 30.6.2005, the Board signed
a borrowing agreement, which is covered by a state guarantee, with the Kommunalkredit International Bank
Ltd, which on 18.9.2010 was merged with the bank KA Finanz AG, amounting to USD $5.500.000 (€4.610.226).
As mentioned in paragraph 3.1 of our Report, in the General Observations of the Municipalities, by its letter
dated 11.11.2013, the bank KA Finanz AG condemned the aforementioned loan agreement, citing breach of
a contractual obligation by the Board and demanded full payment of the amounts due, as shown below:

Initial amount of
the loan

Balance on 11.11.2013
Capital

Interest

Total

€

€

€

€

4.610.226

3.935.559

7.096

3.942.655

Overdue interest for
every day from
11.11.2013 until their
full repayment
€
201,84

(c) According to information held by the Board, the total of the loan instalments from 2015 onwards, is
expected to rise to €2.650.000 per year. As a result, aking into account the existing income and deficits that
are presented each year, the Board will not be able to pay these amounts, since the policy of not increasing
the fees charged, is expected to lead to its financial collapse. Recommendations relating to the increase of
the fees imposed by the Board, in line with the instructions of the Planning Bureau and the collection of tax
arrears, are made below.
Staff.
(a)
During the years 2010 and 2011, the Board employed 14 people (8 employees and 6 workers). The
total costs for salaries, benefits and employer contributions to the various funds amounted to €674.006 in
2011 and €634.491 in 2010, compared to €634.877 in 2009. In the years 2011 and 2010, a temporary
employee, with total earnings € 18.665 and € 18.198, respectively was employed.
It is noted that the Financial Director of Paralimni Sewerage Board performed additionally, until 30.4.2011,
the Financial Director’s duties for the Ayia Napa Sewerage Board and his remuneration was allocated until
the above date to both Boards in proportion, while as from 1.5.2011 the the Ayia Napa Sewerage Board
recruited its own Accountant.
(b) Renaming and upgradings of posts. The Minister of Interior did not approve the creation of a new post
of a Director of Technical Services at the scale A13 + 2 and a new post of an Executive Engineer at the scale
of A9-A11-A12 with the simultaneous elimination of the posts of a Sewerage Engineer and of a Technician
(of Civil Engineering), respectively, in the Budgets for the years 2005 to 2009 and asked the Board to revoke
any decisions related to the above issues since in the Board’s Budget for the above years the holders of these
posts were stated at the scales A13 + 2 A9-A11-A12, respectively, which were rejected by the Ministry of
Interior. It was observed that while the Board, with a decision, restored the holders of the above two
positions to their former position and scale from 1.8.2005, the salary difference between the current and the
previous position continues to be paid to them as standby and increased responsibility allowance, without
any special provision in the Budgets and the charges are made in the item “Non-projected expenditure costs”.

We noted that this expenditure cannot be considered as non-projected, since the amounts are paid on a
continuous and systematic basis and that the charge of the above item is irregular.

Recommendation: The Board to comply as soon as possible, with the instructions of the Minister of Interior
and our Office recommendations.
(c) Provision of Project Director services to the Wastewater Treatment Plant. In order to provide these
services, the Board decided on 12.10.2011 the payment to a senior officer of a net amount of €600 per
month, plus representation expenses of €400 per month.
For the representation expenses paid to him for the period 1.11.2011-31.12.2012, totaling €7,000, there
were no income tax deductions, while the Board bears, in addition, the amounts relating to the proportional
reduction of remuneration and the special contribution, as well as the amount relating to income tax.

Recommendation: Our Office to be informed about the tasks assigned to him /he performs, since during
the audit, no relevant official documents were identified, or evidence of the services he rendered, as
well as for the internal control procedures adopted by the Board, in respect of the examination and
monitoring of the implementation of his tasks / its work, the working hours etc., as well as for justifying
the decision to grant the representation expenses allowance.
(d) Services of a Secretary and Finance Director of the Consortium. On 7.11.2011, the Board decided, that
the remuneration mentioned in the preceding paragraph, is paid also to another senior officer, for the
services he provides as Secretary and Chief Financial Officer of the Consortium, tasks which he performed for
about 20 years without additional remuneration.
Pensions and Gratuities Fund. According to an actuarial valuation, as at 31.12.2009, the unfunded actuarial
liability of the Board for the deficit of contributions amounted to €19.165.
According to a new actuarial valuation carried out in 2013 at 31.12.2012 the value of the accumulated capital
of the Fund was €1.935.895 and the actuarial liability was €1.047.888, ie there was an actuarial surplus of €
888.007 on 31.12.2012, so the funding target, which provides that the existing capital in the Fund should be
sufficient to fully cover the value of the benefits in relation to the service of the members, until the reference
date, has been achieved.
Sewerage charges.
(a) Immovable property revaluation. Under the MOU, the Department of Land and Surveys completed the
new general assessment of real estate at 1.1.2013 prices, which, as estimated, would yield an increase in the
Board's revenue from annual fees.
(b)
(i)

(ii)

Sewerage charges.
The Planning Bureau, after studying the reorganisation of the financials of the Board and the
preparation of an adjustment plan for the rates of sewerage charges from 2004 to 2035, submitted
a proposal/recommendation to the Board with specific rates, but the Board has not fully adopted it
since, for 2010 and 2011 it charged lower rates for the property classes "Hotels and apartments",
resulting in imposing lower sewerage charges amounting to €185.346 and €167.201, respectively.
According to the Board's records, the user charge, which was imposed on the basis of water
consumption in the years 2010 and 2011 was €0,17 per cubic meter, while, according to the study of
the Planning Bureau, the charge which should be levied was €0,34 per cubic meter, resulting in

charges based on water consumption which were imposed in 2011 and 2010 to be lower by €293.766
and €188.289, respectively.
(iii)

Based on the records of water consumption for the quarter July-September 2011, the user charge
rate, based on the water consumption of water amounted to 86% of consumption, compared with
49% in the same period of 2010 because of the Board's campaign to identify and charge the illegal
connections to the sewerage system.

According to the above data, 40% of establishments which have been identified, have been connected to
the sewerage system illegally, since they did not submit an application or plans to connect them, resulting,
inter alia, in the Board receiving less revenue relating to the issue of a license for connection, while at the
same time it does not apply the principle of equality, which requires that the administration applies equal or
uniform treatment of all citizens who are under the same or similar conditions, according to the General
Principles of Administrative Law (L.158 (1 ) / 99).
Recommendation: Given the liquidity problems, which seriously affect the viability, as well as the new
general assessment of real estate at prices 1.1.2013 the Board should revise the rates of sewerage
charges.

Debtors
(a) The debtors of sewerage charges amounted to €6.634.473 and € 5.027.388 on 31.12.2011 and
31.12.2010, respectively, compared to € 4.755.000 on 31.12.2009, ie there was an increase of €1.607.085 or
a percentage of 32% in 2011, compared to 2010 and an increase of €272.388 or 5.7% in 2010, compared to
2009. It is noted that from the total arrears of the period 1993-2010, which on 31.12.2011 amounted to
€2.903.791, an amount of €1.294.210 or 45% is due from the hotel businesses.
(b) Eight cases of taxpayers who owe amounts ranging from €86.545 to €1.316.815 (€2.483.558 in total) are
included in the debtors of the period 2002-2012, without the Board taking appropriate measures for their
early recovery.
It is noted that a particular company, whose CEO and shareholder happens to be a member of the Board
disputes judicially the sewerage charges imposed on the company for the years 2010-2012 amounting to
€1.316.815
(c) Until the completion of the audit, no lawsuits for sewerage charges outstanding for the years 20092012, as well as for delays for the years 2003-2006, totaling €373.555, relating to debts below €500 and for
the years 1993- 2002, amounting to €277.344, relating to debts below €171, had been registered.
(d)
A large number of warrants issued by the court for adjudicated lawsuits relating to arrears of taxes
remain unexecuted. Specifically, in December 2012, the execution of 167 warrants for lawsuits for the years
1993 to 2008, totaling €909.803 is pending.

Recommendation: For the collection of arrears, the Board should take timely, legal and other measures
against debtors, without excluding the issuing of a memo for the sale of movable property, as the risk
from their non-recovery increases significantly, over time.
Supplies and services. In the years 2011 and 2010, various economic operators have provided to the Board
goods and services, without the Board to make an estimate of the total cost, based on actual needs in
accordance with the provisions of the of Coordination of Procedures for the Award of Public Works Projects,
Supplies and Services and Related Matters Law (L 12 (I) / 2006). Conversely, it was requesting directly, as a

rule, from legal and natural persons to provide goods and / or services, excluding any other interested parties,
which is inconsistent with the provisions of the Law, nor with the General Principles of Administrative Law
that should guide the action of the public administration, in accordance with the provisions of the Law 158
(I) / 99.
Recommendation: For the purposes of good administration, transparency and equal treatment, the
Board should apply the provisions of the above Law.

4.39 CONSORTIUM OF SEWERAGE BOARDS OF PARALIMNI - AYIA NAPA
Contract for the Operation and Maintenance of the Sewerage Treatment Plant of the Paralimni and Ayia
Napa Sewerage Boards. No. of Tender J.V. 1/2012. After an on the spot audit of the contract we observed
the following:
(i)

Stuffing of the Project Group. In the tender documents, it was specified that interested economic
operators in order to be able to participate in the competition should necessarily meet, inter alia, the
following condition:
To include in the proposed Project Team, which would implement the contract, at least four scientists
who would hold a university degree from a recognised Institution of Higher Education and have at least
10 years general experience, of which 3 in the operation and maintenance of Wastewater Treatment
Plants, except for the Plant Manager for whom it was required to have 10 and 5 years of experience,
respectively.
In the tender documents it was also specified that failure of the Contractor to employ the above
scientific staff, would provide the Employer with the right to confiscate the Performance Guarantee
after a lapse of 30 days, while the Contractor was entitled to propose the replacement of a member
of the Project Team provided that the qualifications of a proposed member met the requirements
mentioned above.
In our letter to the President of the Consortium of Sewerage Boards of Paralimni and Ayia Napa in
March 2014, we observed that the Contractor had replaced - at the Consortium’s initiative - the
scientific staff of the project team with other people who did not possess equivalent qualifications and
experience as those they replaced, whom it had declared at the time of the bid, and on the basis of
which, it was assessed and found that the Contractor met the said condition for participation in the
competition.
We observed further that, while on the one hand, strict criteria for the employment of scientific staff
were included in the terms of the competition, with the right of the Contracting Authority to terminate
the contract and redeem the Performance Guarantee and, on the other hand, the replacement of the
aforementioned personnel was allowed under certain conditions, the Consortium had begun replacing
the scientific staff, violating the aforementioned substantive provisions of the contract.

(ii)

Chlorination process in tertiary treatment. The Consortium decided immediately after the start of the
contract, to change the chlorination process in tertiary treatment, using chlorine in liquid form, which
it itself supplied to the Contractor instead of the use of chlorine in a gaseous form, which - under the
contract – the Contractor had an obligation to supply at his own expense. Because of this change there
was a modification of the chlorine price from € 0,0088 / cm. as provided for in the contract (cost of
materials and labour) to the new price of € 0,0016 / cm. (Labour costs only).

With our above letter we asked the President of the Consortium to inform us of the following:

(iii)

•

The detailed calculation of the new price of chlorine and whether the total cost of the above
change and its impact on the Consortium had been examined.

•

The process that was followed for the supply of liquid chlorine from the Consortium.

•

The reasons for the above change in the chlorination system, and whether there had been a
technical and economic study to substantiate that the change was economically advantageous
for the Consortium, before taking the decision.

Laboratory tests. Specific laboratory tests to ascertain the proper functioning of the plant, according
to the provisions of the agreement should be made daily. However, from the audit of the laboratory
results, it was found that no such checks were conducted on weekends. In view of the above, we asked
the Chairman of the Consortium, to inform us of the reasons why the relevant checks were not made
at the weekend.

In April 2014, the Chairmen of the Boards of the Consortium informed us that the changes in the staffing of
the project team aimed at the employment of staff from Cyprus and did not affect the normal operation of
the Plant. On the issue of chlorination, they informed us that the revision of the chlorination process had
been decided for safety reasons. The additional cost was estimated at €15.000 - €18,000 per year. Finally, on
the issue of laboratory tests, they informed us that due to the quality of wastewater processed at the Plant
(domestic sewage) it was not required to conduct laboratory tests on a daily basis. However, they did not
inform us of the reasons why they had not deducted from the amount of the contract the costs attributable
to the above checks not conducted.
In October 2014, the President of the Administrative Committee of the Consortium informed us that the
Boards will proceed to the implementation of our Office observations on the issue of staffing the project
team, regardless of any effects that will arise, as mentioned, on the Cypriot citizens employed in this Plant.
However, we observe that if the aim was the recruitment of Cypriots, then Cypriot citizens with the skills and
experience specified in the contract could be employed, while ensuring the satisfactory operation of the
Plant.
On the issue of changing the chlorination method, he informed us that the revised price agreed with the
Contractor, is equal to the amount of approximately €460 per month, which is considered by the Consortium
as reasonable, while the supply of chlorine was undertaken from February 2014, by the Water Development
Department, with the encouragement and agreed opinion of which the said change had taken place.
Finally, on the issue of laboratory tests, he informed us that the sum of €500, which corresponds to the checks
not made during the 1st year of the Plant operation, will be deducted from the payments to the Contractor.

4.40 CENTRAL SLAUGHTERHOUSE BOARD
Board of directors. The Chairman of the Board resigned in February 2013 and, since then, no successor had
been appointed.
It is noted that, although the operation of the Central Slaughterhouse was suspended from 30.10.2013 and
in May 2014 a liquidator was appointed, the Board of the Central Slaughterhouse continues to exist.
Financial statements.

(a) The reference period of the financial statements submitted to our Office on 16.6.2014, was extended
to cover the period up to 31.5.2014, pending the adoption and implementation of the Decree for its
dissolution.
(b) The financial statements of the Board were prepared on the basis of a going concern entity, in violation
of the requirements of the International Financial Reporting Standard 1 "Presentation of Financial
Statements", which states that, in view of the decision to terminate the functioning of the Board on
30.10.2013 and therefore the non-approval of its Budget for the year 2014, the administration will have to
prepare the financial statements on the basis of non-going concern. Accordingly, assets and other elements
of the Board's assets should be valued and presented in their current realizable values and the debtors to be
presented on the basis of their collectability.
Due to the above, a negative opinion on the financial statements of the Board was issued.
Laws and Council of Ministers decisions regarding the operation of the slaughterhouse. The Council of
Ministers on 5.11.2008, approved the preparation and submission to the European Commission of a Plan for
the Rescue and Restructuring of the Board. The preparation of the study / Plan was assigned to a private
company and was submitted to the Ministry of Interior on 13.5.2009. On the same day the Council of
Ministers decided to approve the concession to the Board of a government guarantee for a loan of up to €1,6
mil. and was committed to submit to the European Commission not later than six months from the date of
approval of the rescue aid, a restructuring plan for the long-term viability of the Board. The rescue aid was
approved by the European Commission on 6.5.2010 and, although the Restructuring Plan was submitted for
approval to the European Commission on 3.12.2010, this does not seem to have been ever approved. To
address the problem of the continuous increase of the debts of the Board, it was decided to implement part
of the Restructuring Plan, which provided the release of staff, the promotion of voluntary retirement of the
production staff and the transfer of administrative staff to Municipalities. The above actions, depending on
the needs arising for the slaughterhouse maintenance, created new obligations amounting to €5.728.188.
For the financing of the above obligations, the Board proceeded, under the Decision of the Council of
Ministers dated 4.12.2012 to selling land to the government worth €6 mil., but the funding did not cover
entirely the aforementioned obligations, since capital taxes of €866.270 have been retained from the sale
proceeds. It is noted that the reported land was allocated by the Government to the Board at its formation.
At the meeting held on 8.4.2013, the Board concluded in three alternative proposals concerning the future
of the Organisation, at a cost of €32 mil., without counting the benefits of redundant employees and
pensioners. The Minister of Interior asked the views of the Commissioner for State Aid Control, who, with his
letter dated 1.8.2013 said that the Board's daily operation is equivalent to the granting of illegal aid and the
interruption of its economic activity should take place immediately. The above were laid before the Council
of Ministers which on 3.10.2013, decided to authorise the Ministers of Interior and Finance to study the
above issue further and to submit a Proposal within three months.
The Council of Ministers with its Decisions dated 19.12.2013 and 31.12.2013, approved the granting of an ex
gratia compensation and payment of a contractual debt, as retirement gratuity to workers, totaling
€4.228.730 as well as the transfer of the nine members of the clerical staff of the CSB to the public service.
Also, with its Decision dated 12.3.2014, the Council of Ministers approved to cover the costs required for the
payment of outstanding salaries, wages and pensions of CSB personnel from the State and the continuation
of wage payments and pensions to employees of CSB by the State until the enactment by the House of
Representatives of the bill which provides for their transfer to the Public Service.

Additionally, on 7.1.2014, the Council of Ministers was briefed on the repayment of the loan and the credit
limit of CSB, obligations which were covered by government guarantees based on earlier Decisions of the
Council of Ministers.
On 20.6.2014, the Law which provides for the transfer of the Monthly Staff of the Kofinou Central
Slaughterhouse to the Public Sector, under the provisions of which, nine posts with their holders and one
vacancy, were transferred to different Ministries as from 20.7.2014.
Financial Position
Annual results. The financial statements showed the following results.

31.12.2012
€

€

Revenue

3.044.909

9.930.329

Expenditure

7.497.822

9.681.809

Surplus/(deficit)

(4.452.913)

248.520

Accumulated deficit

40.575.723

36.122.810

The increase shown in the deficit was mainly due to a sharp decline in revenue due to the reduction of the
Board's activities. It is noted that revenues for 2012 are increased due to the inclusion in them of the proceeds
from the sale of part of the Board's land to the Republic for an amount of €6 mil., according to the Council of
Ministers decision dated 4.12.2012.
The expenditure for the period show a decrease of €2.183.987, which is mainly due to the discontinuation of
the Board's work on 31.10.2013, which resulted in costs savings due to non-payment of salaries, wages and
operating costs. Additionally, it is noted that, in 2012, the costs are increased due to capital gains tax of
€866.270 resulting from the partial sale of the Board’s land to the Republic of Cyprus.
Cash and cash equivalents. The audit on cash and cash equivalents for the period was made from the bank
statements. The confirmations of bank balances of the banks have not yet been received.
Cash and cash equivalents at 31.5.2014 could not be confirmed.
Expenditure of the Republic by the CSB. According to the decisions of the Council of Ministers dated
31.12.2013 and 7.1.2014, an amount of €6.420.975 was paid by the Republic for ex gratia compensations to
the workforce of CSB and the repayment of a bank loan and two bank overdrafts.
Also, with the Decision of the Council of Ministers dated 12.3.2014, expenditure for wages, salaries and
pensions for the period of October 2013 to May 2014 were made by the Republic of Cyprus. The relative
amount which was recorded in the financial statements, amounted to €637.380.
Loans.
(a) Loan from the Loan Commissioners. In 2001, a long-term loan of €9,4 mil., at 6% interest, repayable from
30.11.2002 until 30.11.2021, by equal annual installments was granted with a government guarantee of the
Loan Commissioners, to the Board. Due to financial problems, the Board has not paid the loan instalments
for the years 2002 - 2013 amounting to €9.820.988 (2012: €9.028.440). Furthermore, the Board until

31.12.2012 incurred default interest amounting to €4.391.841 (2012: €3.663.808), for non-payment of the
above instalments.
(b) Loan from the Union of Cyprus Municipalities (UCM). On 31.12.2008, an agreement for the granting of
a loan by the UCM to the Board, amounting to €500.000, was signed. The relevant agreement states that the
repayment should be made within 15 years, while the current balance due until final payment, will carry legal
interest.
It was observed that, no payment was made in connection with this loan, which is presented in the financial
statements of the Board, in its entirety, as a long term obligation without calculating interest on the debt.
(c) Loan from Bank of Cyprus. On 23.6.2010 the Board signed a loan agreement with the Bank of Cyprus for
an amount €1.600.000, on the condition that it would be repaid within one year from the grant of the
amount. The loan is guaranteed by the Republic of Cyprus. Because of the difficulty in the repayment of the
debt, the loan was renewed by a supplementary agreement for the period up to 15.5.2013 and then again
until 15.11.2013. Eventually the loan was repaid by the Republic of Cyprus on 17.3.2014, by paying an amount
of €1.605.797.

4.41 WATER BOARDS - GENERAL ISSUES
Non-invoiced water. The quantity and the rate of the non-invoiced water for the Water Boards in the last
three years are presented in the following charts:

As we were informed by the Chairmen of the Boards, the efforts for the further reduction of the non-invoiced
water continue. The Chairman of the Water Board of Limassol informed us that, especially for the
Germasogeia Municipality, the water supply of which was recently taken over, and had very high levels of
non-invoiced water, the water supply with drinking water to green spaces was terminated and it is planned
to gradually replace all water meters, while efforts are made to find invisible leaks in the network and repair
the pipelines.
Licenses for Sale of water within the supply area of each Water Board. According to a legal opinion that was
obtained by the Larnaca Water Board, the Boards have responsibility for overseeing the water suppliers and
ensure compliance with the conditions of permits issued under Articles 12 and 34 of the law, despite the fact

that reference to the supervision of water suppliers is made in other legislation (on Quality of Water Law
(L.87 (I) / 2001) and on Water Management Law (L.79 (I) / 2010).
The Boards have prepared amendments to the legislation in order to clarify that the monitoring of water
sales from suppliers will be conducted based on the Quality of Water for Human Consumption (Monitoring
and Control) Law of 2001 and forwarded them to the Ministry of Interior for appropriate action. The Ministry
of Interior requested the views of the Director of Medical and Public Health Services, the Director of Water
Development Department and of the District Officers of Nicosia, Limassol and Larnaca.
The Health Services with their letter dated 19.3.2014, expressed their disagreement with the amendments
to Articles 6 and 12 of the Water Supply (Municipal and Other Areas) Law, a view with which the Ac. Director
General of the Ministry of Interior also agreed. The Director of Larnaca Water Board with his letter dated
14.5.2014 to the Ministry of Interior, stated that the Boards do not seek modification of the supervision
process of selling water from water suppliers, but seek to clarify precisely, through legislation, the extent of
the Boards responsibility in relation to the issue and especially that the Boards are not responsible for
checking the quality of water supplied by tank vehicles and tankers with coin, so the further promotion of
the proposed amendments was sought.
As we were informed by the Chairman of the Nicosia Water Board, the Board requested a legal opinion on
whether, pursuant to the Regulations and Laws 87 (I) / 2001 and 275 (I) / 2004 which provide for the
monitoring and quality control of water for human consumption and in accordance with the Regulations on
the quality of drinking water (available from tank vehicles and tankers with coin - R 876/2004), should be
addressed to the Municipalities, who will have to take the relevant decisions for any suspension of the
functions of the coin operated water machines.
The legal advice that the Board received stated that the Competent Authority for the monitoring and control
of water is the Director of Medical and Public Health Services and in the event of non-compliance with the
provisions of the Laws and Regulations, the Competent Authority should take appropriate measures.
Additionally, according to the legal opinion, there is no provision in the legislation in relation to the Board's
right to suspend the coin operated water machines operation.
Medical and social welfare.
(a) Medical Scheme. Boards bear large costs for the health care of their staff and pensioners, which they
pay to insurance companies and also for covering a large part of claims not covered by these companies,
without any contribution on the part of their staff. The expenditure for 2013 for the operation of the Scheme
for all Water Boards, amounted to €1.125.545.
The Chairman of the Limassol Water Board said that the operation of a Medical Scheme for staff and
pensioners arises from collective agreements. The Board decided not to deduct 1.5% of earnings, because
the beneficiaries of the Scheme already contribute to health care costs in excess of this amount. If the
implementation of the National Health Scheme covering staff and pensioners of the Public Corporations,
reverses the above data, the matter will be reviewed.

Recommendation: The Boards should be directly aligned with the rules applicable by the central
Government with which civil servants have to contribute themselves to this service.

(b) Boards contribution to the Welfare Fund. The contribution of the Boards to the Welfare Fund represents
a rate of 4% on the salaries of the staff and the total amount was €381.742 in 2013. The purpose of the Fund
is, inter alia, the creation of opportunities for the Fund’s members and their families to rest, the subsidisation
of their leave, the organisation of excursions in Cyprus or abroad and the handling of the student allowance
payments.
The Chairman of the Limassol Water Board noted that the student child allowance is granted only to those
who are recipients of the special state grants according to the provisions of the Special Grants Law 77 (I) / 96
or any other Law replacing it. In addition, she informed us that if instructed by the government to review the
issue of the Board's contribution to the Welfare Fund and the payment of the student child allowance, the
Board, in cooperation with the other two Water Boards, will consider the matter again.
Recommendation: The personal benefits of the staff born by the Boards in a manner which is not
consistent with the corresponding practice by the central State, should be revised, in consultation with
the Ministry of Finance.
As we have been informed by the Chairmen of the Water Boards of Nicosia and Larnaca, the matter will be
considered by the Boards.

4.42 FAMAGUSTA WATER BOARD
Financial Position. After the Turkish invasion of 1974, by a Decision of the Council of Ministers, all of the
Board’s staff was seconded to various government departments and public corporations, which were paying
to the Board part of their salary costs, while the remainder of the cost was financed by the government. In
2013, the three remaining officials of the Board left because of their retirement, so the Board’s transactions
were limited to the payment of the pension benefits of the former employees, through government
sponsorship. An amount of €7.672.349 (31.12.2012: €7.705.243), which represents the amount of water
purchased by the Board from the Water Development Department during the period 14.8.1974-31.12.2013
for the needs of the Turkish residents of the city of Famagusta, referred to as a note, is not recognised in the
financial statements.

4.43 LARNACA WATER BOARD
Financial position. The most important data regarding the Board's financial position is given in the table
below:
31.12.2013

31.12.2012

Increase/
decrease

Increase/
decrease

€

€

€

%

Income

8.332.945

8.520.651

-187.706

- 2,20

Expenses

3.329.684

4.139.162

-809.478

- 19,56

Surplus/deficit (-)

-587.788

1.777.555

-2.365.343

- 133,07

Cost of Sale

2.918.502

3.204.850

-286.348

- 8,93

Description

Salaries,
allowances
contributions

&

employment

2.659.123

3.399.462

(740,339)

(21,78)

Average cost of staff (without the
contribution to the Pensions and Gratuities
Scheme)

42.868

42.776

92

0,22

Salaries of the staff of the Water Board of
Famagusta’s (secondment)

21.683

86.605

-64.922

- 74,96

Obligation to the Pensions and Gratuities
Scheme

10.057.914

10.479.949

-422.035

- 4,03

Expenditure for Pensions and Graduities

879.003

548.563

330.440

60,24

Αctuarial Surplus/Deficit(-) for the Pensions
and Graduities Scheme (with valuation date
31.12.2013)

66.716

1.174.102

(1.107.386)

(94,32)

1.568.452

1.802.790

-234.338

- 13,00

51

58

-7

12,07

Water supply debtors
Number of staff

Liquidity / viability Board. Because of the maintenance of significant cash at commercial banks, in excess of
€7 mil., the Board's liquidity has been adversely affected by the decrees issued by the Central Bank of Cyprus
regarding the Laiki Bank and Bank of Cyprus, applying measures pursuant to the Resolution of Credit and

Other Institutions’ Law of 2013. The reserves at 31.12.2013 showed a debit balance of €13.591.027.
Liabilities. An amount of €17mil. is included in current liabilities due to the Water Development Department
(WDD) in relation to the purchase of water, which does not include interest, which, according to the
Department's calculations, amounted, on 31.12.2013, to €10.505.455. The WDD, in late 2013, filed a lawsuit,
with which it claims an amount of €16.176.779 as a balance on account for water quantities sold to the Board
and for compensation for breach of agreement, as well as interest at 9% until full repayment.
Most of the above debt concerns a liability arising from the purchase of water at increased charges in 20042008, which the Board did not accept, since the increases in its own charges for consumers were not
approved and expects that they will be written off, according to a proposal by the competent Ministerial
Committee, in line with the adjustment made for the Water Board of Limassol.
In order to settle the matter, the Board, with its letters dated 5.3.2013 and 30.7.2013, to the Ac. Director
General of the Ministry of Interior requested that the necessary actions are promoted for resubmission of a
Proposal to the Council of Ministers for writing off of the Board's debts, until 31.12.2008, as per what was
agreed at the meeting of the competent Ministerial Committee on 8.2.2010, as well as for writing off of the
interest on the debts of the Board for 2009.

Recommendation: A Proposal should be submitted to the Council of Ministers for a decision as to the
settlement of the above obligation.

Impairment of deposits. On 29.3.2013, after the decision of March 25, 2013 of the Eurogroup on the
provision of financial assistance to Cyprus, which includes plans for restructuring the financial sector and
guarantees the deposits under €100.000, according to the Community legislation, the Central Bank of Cyprus
issued relevant Orders concerning Laiki Bank and Bank of Cyprus, applying measures pursuant to the
Resolution of Credit and Other Institutions Law 2013. The unsecured deposits of the Board in the above two

banks which are affected by the above measures, on the date of application of the decisions, amounted to
€7.079.738, of which an amount of €4.651.236 relates to the Pension Scheme deposits.
The impairment loss in connection with unsecured deposits in Laiki and Bank of Cyprus amounted to about
€1 mil., and €2,3 mil., respectively.
New airport water charges. The Board claims from the company which developed and manages the airport,
the payment of an amount of approximately €6,5 mil., concerning water supply charges. The company did
not accept the Board's calculations and the matter is pending.

4.44 LIMASSOL WATER BOARD
Financial position. The most important data regarding the Board's financial position is given in the table
below:

Description

31.12.2013

31.12.2012

Increase/
decrease

Increase
/
decrease

€

€

€

%

Income from sale of water

18.548.023

14.902.512

3.645.511

24,46

Expenses

14.423.684

8.120.283

6.303.401

77,63

-4.681.515

658.887

-5.340.402

810,52

Cost of Sale

12.219.816

10.021.508

2.198.308

21,94

Salaries,
allowances
&
employment
contributions (without the contribution to the
Pensions and Gratuities Scheme)

4.756.286

4.926.576

-170.290

- 3,46

Average cost of staff (without the contribution
to the Pensions and Gratuities Scheme)

48.043

47.371

672

1,42

Investments of the Pension Scheme and of the
quaranteed Provident Fund

13.722.041

18.405.104

-4.683.063

- 25,44

Cost of Pensions and Gratuities

1.161.412

1.155.955

5.457

0,47

N/A

9.456.863

N/A

N/A

2.864.674

1.797.446

1.067.228

59,37

99

104

-5

-4,81

Surplus/deficit (-)

Actuarial surplus/deficit (-) of the Pensions and
Gratuities Scheme ( with valuation date the
31.12.12)
Debtors from the sale of water

Number of staff

Liquidity / viability of the Board. The Board's financial position deteriorated and its net current liabilities
increased from €13,3mil. on 31.12.2012 to €14,7 mil. on 31.12.2013. The main reason for the deterioration

is the loss that the Board experienced from the impairment of its deposits at laiki Bank and Bank of Cyprus.
Financial differences between the Board and the Water Development Department (WDD). Despite the fact
that an amount due by the Board to the WDD until 30.6.2009, amounting to €56,7 mil., was written off based
on an agreement signed, following the Council of Ministers approval on 10.7.2009, a re-accumulation of debt
was observed and, resulting, in this to amount to €16,6 mil on 31.12.2013. An amount of €13 mil. refers to
accumulated debts from 1.7.2009 until 31.12.2011, plus interest, which, according to calculations of the
WDD, amounted to €2.045.924 on the above date. An additional total amount of €1.331.482, which relates
to the purchase of water quantity for 2013, for which the invoices were not issued by the Department until
31.12.2013, is included in the financial statements as a provision in the accrued expenses. The Board, in its
meeting dated 2.12.2013 approved the gradual repayment of the accumulated debts to the Department for
the purchase and pumping of water from 1.7.2009 until 31.12.2011, with the first instalment set to be in
December 2013 and the last in November 2033 (20 years), without, however, taking into account in the
relevant repayment plan the interest. It is noted that from 1.1.2012, the Board pays fully the cost of water
purchased from the Department.
Because of the adverse effect on the Board’s liquidity from the implementation of the Resolution and Other
Credit Institutions Law of 2013, our Office with its letter dated 8.4.2013, requested to be informed of the
reasons why the Board, instead of proceeding to repay at least part of its liabilities to the Department, it kept
in the bank large cash balances (€7.062.710 on 26.3.2013), which exceeded, in our view, much of the current
needs.
The Board expressed the view that the available bank balances of the Board in early 2013 were sufficient
only to cover current obligations and the LWB was not able to pay an additional amount for covering the
invoices the WDD for periods prior to 1.1.2012.
Recommendation: To repay the accumulated debts of the Board to the WDD on the basis of a plan,
which must be agreed with the WDD, within the Board’s expected capability, taking also into account
the payment of accrued interest.

Impairment of deposits. On 29.3.2013, after the decision of March 25, 2013 of the Eurogroup on the
provision of financial assistance to Cyprus, which includes plans for restructuring the financial sector and
guarantees the deposits under €100.000, according to the Community legislation, the Central Bank of Cyprus
issued relevant Orders concerning Laiki Bank and the Bank of Cyprus, applying measures pursuant to the
Resolution of Credit and Other Institutions Law 2013. The Board’s unsecured deposits in the above two banks
which are affected by the above measures, on the date of application of the decisions, amounted to
€10.369.340, of which an amount of €6.641.510 relates to the Pension Scheme’s deposits and guaranteed
Provident Fund and the remaining €3.727. 830 relates to cash available for the Board’s operation.
The impairment loss in connection with the unsecured deposits in Laiki and Bank of Cyprus amounted to
approximately €2,8 mil. and €4,1 mil., respectively. An amount of approximately €2,4 mil. concerning the
deposits for the pension benefits of staff was covered in 2014 by the Republic of Cyprus upon request of the
Board.
As we were informed by the Chairman of the Board, the Board decided on 3.10.2014, to participate in a
lawsuit against the European Central Bank and the European Commission before the European Court of
Justice. Relevant instructions were given to the legal advisors of the LWB on 13.10.2014.
Competition 19/2012 - Infrastructure for virtualization. The Board proceeded to the purchase of
infrastructure for virtualization of all servers, at a total cost of purchase and installation amounting to

€90.088, but without, further than a short recommendation of the responsible officer, carrying a study
demonstrating the need for the purchase of the new infrastructure and the benefits which the Board will
receive. The specifications set out in the tender specifications, limited, in our view, the choice of tenderers
and did not allow the submission of tenders with similar characteristics, resulting in only two tenders to be
submitted.
As we were informed by the Chairman of the Board, instructions have been given to the IT Head to carry out
the above, as well as in the future, depending on each case, our recommendation will be considered for
drafting a relevant independent study, which would demonstrate the need for the purchase of new
infrastructure for information technology issues .
Recommendation: To record the software used and their requirements on technical characteristics, the
process of keeping backups on systems and users, as well as the safety procedures applied and to seek
the best possible use of the equipment purchased in the last two years.

4.45 WATER BOARD OF NICOSIA
Financial position. The most important data regarding the Board's financial position is given in the table
below:
31.12.2013

31.12.2012

Increse/
decrease

Increase/
decrease

€

€

€

%

Income

25.573.346

26.905.610

-1.332.264

-4,9

Cost of Sales

13.429.414

14.517.860

-1.088.446

-7,5

Expenses

10.511.967

11.383.044

-871.077

-7,7

Surplus

1.402.920

849.685

553.235

65,1

Salaries, allowances & employment contributions

7.465.802

9.132.953

-1.667.151

-18,3

Average cost of staff (without the contribution to
the Pensions and Gratuities Fund)

40.506

41.339

-833

-2,0

Obligation to the Pensions and Gratuities Scheme

27.964.763

28.509.899

-545.136

-1,9

Expenditure for Pensions and Gratuities

1.369.483

973.986

395.497

40,6

Actuarial surplus/deficit (-) of the Pensions and
Gratuities Scheme ( with valuation date the
31.12.13)

490.929

Description

Debtors from sale of water
Number of staff

5.152.040

5.482.268

-330.228

-6,0

156

162

-6

-3,7

Liabilities. A debt of €14.716.112 to the Water Development Department of (WDD) , resulting from the
purchase of water at increased charges in 2004-2008, which the Board has not accepted, were not recognised
in the financial statements since the increases on its own charges to consumers were not adopted, in
parallel. Nor was there any provision in the financial statements for interest on the above debt, which,

according to calculations of the WDD amounted, on 31.12.2013, to €12.479.701. On 27.11.2013, the Attorney
General filed a lawsuit against the Board claiming the payment to the WDD of an amount of €23.247.537 plus
interest of 9% per annum.
The above are referred to in a note to the financial statements. Because of the impact on the financial
statements of the non-recognition of the additional liability mentioned above, our opinion on the financial
statements of the Board for the said year is negative.
As reported extensively in our previous Reports, for the settlement of the above debts a Proposal was
submitted to the Board of Ministers, by the Minister of Interior, on 8.1.2010, which was subsequently
withdrawn, so the matter is still pending.
Recommendation: A Proposal should be promoted to the Council of Ministers for a decision as to the
settlement of the above obligation.

As we were informed by the Chairman of the Board, a meeting with the Minister responsible was requested
for explaining and promoting the issue.
Liquidity / Viability. The Board is facing a serious liquidity problem, thus it is unable to settle its current
liabilities, which on 31.12.2013 amounted to €19,2 mil. (€19,9 mil. on 31.12.2012). Reserves at 31.12.2013
showed a debit balance of €7.221.621.
Impairment of deposits. On 29.3.2013, after the decision of March 25, 2013 of the Eurogroup on the
provision of financial assistance to Cyprus, the Central Bank of Cyprus issued relevant Orders, applying
measures pursuant to the Resolution of Credit and Other Institutions Law 2013. The Board’s unsecured
deposits in Laiki and Bank of Cyprus which are affected by the above measures, on the date of application of
the decisions, amounted €4.944.313, of which an amount of €4.506.330 relates to the Pension Scheme’s
deposits.
The impairment loss in relation to unsecured deposits in Laiki and Bank of Cyprus amounted to about €0,8
mil. and €1,3 mil., respectively.
Monitoring and recording of the water meters of the Board’s officials. According to a complaint we received,
Board officials were charged, for many years, with reduced water consumption. On investigating the matter,
it was shown that a relevant audit was carried out by the Board's Internal Audit Service and a report prepared
showed that, for a large number of employees, the consumption recorded according to the meter showed
differences compared with the data of the pricing system, creating suspicions for water theft. As stated in
the report, this may have been done through false recordings of indications of water meters and / or
destruction / replacement of water meters in order to conceal the false record that had preceded. Where
necessary, instructions were given for the involved officials to be charged with additional water of 40-50 c.m
Recommendation: We expressed the view that the charge imposed on the employees is totally
inadequate and that the calculation should be based on a comparison of consumption, after taking
corrective action, with the consumption during the problematic period. Additionally, we expressed
the view that the handling of the issue was far from satisfactory and that, as there are implied
suspected thefts, the matter must be forwarded to the police for criminal investigation and to order
disciplinary investigations against the officers involved.
The Director of the Board, with his letter dated 10.9.2014, forwarded the matter to the Police.

4.46 FUND FOR THE CONSTRUCTION OF THE CYPRUS MUSEUM
Financial position. According to the non-audited financial statements of the Fund, the proceeds for the year
2013 amounted to €633.877, compared to €1.585.282 in 2012. These came from entrance fees to museums
and archaeological sites (€595.889), interest on deposits or investment (€21.266) and the sale of copies of
Cypriot antiquities (€16.722). The fund had no expenses for 2013, as in 2012. On 31.12.2013 the accumulated
balance of the Fund was €41.313.241, compared to €40.679.364 in 31.12.2012.
According to the Council of Ministers decision dated 22.6.1990, the Minister of Finance had approved that
on the Fund's reserves maintained on Government Deposit Account, Interest is calculated at 6 ¾% a year, to
be charged to the government for the benefit of the Fund. With the enactment of the liberalisation of
Interest and Related Issues Law (L160 (1) / 99), which entered into force on 1.1.2001, the Minister of Finance
decided that the interest on the Fund’s reserves is calculated at the Lombard Rate, as determined by the
Central Bank minus 0.5%. From 1.1.2008, with the accession of Cyprus to the Eurozone, interest is calculated
using the Minimum Bid Rate on Main Refinancing Operations, as defined by the European Central Bank minus
0.5%.
It is noted that the Minimum Bid Rate on Main Refinancing Operations for the period 1.1.2013-7.5.2013 was
0.75%, for the period 8.5.2013-12.11.2013 0.50% and for the period 13.11.2013-31.12. 2013 0.25%, and
therefore the interest rate with which the interest is calculated and the amount of interest per period was
0,25% (€21.266), 0% (€0) and 0% (€0), respectively.
Abolishment of the Fund. Within the framework of simplification of the accounting procedures and more
representative presentation of government transactions, the Treasury of the Republic proposed to the
Ministry of Finance and the Ministry of Finance agreed, that the Fund, including the Special Funds, is
abolished.
The Director General of the Ministry of Transport in his letter of reply dated 10.3.2014, to the Accountant
General of the Republic expressed his opposition to the suggestion to abolish the Fund because, as stated,
the purpose for which the Fund was established was the accumulation of the required amount in order to
allow the erection of the Museum. We agree with the views of the Director General.

4.47 PUBLIC LOANS FUND
Annual results. On December 31, 2013 the Fund had a surplus of €860.662, compared to €2.670.274 in 2012,
recording a decrease of €1.809.612 which was mainly due to an increase in the provision for bad debts by
€1.773.253. The balance of the Reserve Account at December 31, 2013 was €146,7 mil., compared to €145,8
mil. in 2012.
Balance in cash. On 31.12.2013 the Public Loans Fund had a cash balance of €130.974.973, compared to
€124.517.164 in 2012.
Activities of the Public Loans Fund. With the decision of the Council of Ministers dated 13.8.2006, from
1.1.2007, the approval of new loans and the Fund's activities focus on management and collection of its
receivables.
Statement of loans due. The following list shows the outstanding loans owed to the Fund on December 31,
2013 and December 31, 2012, by economic sector and refer to the capital balance of the due loans, excluding
interest due and default interest:

2013

2012

€000

€000

Water Development

3.261

3.367

Development of Farming

4.528

6.468

Rural Development

5.384

5.492

228

326

Education and Other Services

5.750

6.715

Development of Tourism

5.727

5.772

18.904

20.208

308

308

10

12

1.622

1.622

45.722

50.290

Development of Fisheries

Public Sector Works
Development of Commerce and Industry
Account of Agricultural Credits
Farming of T/C Land Fund

Overdue loan installments. On 31.12.2013 the overdue loan installments amounted to €21,6 mil., including
interest and the subtraction of a provision of €54,8 mil. for bad debts. The provision for doubtful debts
includes: a provision for (a) loans which fall within the provisions of the Relief of Debtors (Temporary
Provisions) Law no. 24 of 1979, (b) loans due by Turkish Cypriots or local authorities in the Turkish occupied
areas, (c) loans granted to farmers through the Cooperative Central Bank Ltd which have become overdue,
(d) loans granted through the reimbursed Fund for Farming Turkish Cypriot Land which have become
overdue and (e) amounts of overdue loans due of the category "Loans in the free areas," except for the
subcategory of "Community Councils" for which repayment is effected through the annual state subsidy.
As on 31.12.2012, it is observed that the biggest overall delays concern, Irrigation Departments, Regional
Public Road Transport Companies, farmers for the irrigation of Turkish Cypriot land, owners of the
restaurants at the Mackenzie area, fishermen, School Committees, hotels, Municipalities, self-employed,
Sewerage Boards and the Kofinou Central Slaughterhouse.
The financial statements of 2013 show that receipts from loans amounted to €6.620.449, compared to
€4.546.616 in 2012, representing an increase of €2.073.833.
Write-offs of loans. Loans totaling €280.630 were written off during 2013, after the Council of Ministers
decision, of which €110.575 related to capital and €170.054 to interest, compared to €1.019.201 in 2012 of
which €258.065 were capital and €761.136 interest. During the audit for 2012, our Office observed that the
loan management system does not distinguish whether a loan which in the system is presented as fully repaid
has been repaid or written off and, as a result, it is not possible to extract summary statements of loans
written off from the system for control purposes and for direct and reliable information purposes. Our Office
recommended that the system is amended accordingly so that the separation of written off and repaid loans
becomes possible.
Limitation of actionable rights. On 13.12.2013 the House of Representatives approved an amendment to
Article 26 of the Limitations of Actionable Rights Law of 2012 (L. 66 (I) / 2012), so that the transitional period
within which lawsuits whose base was completed before the start of the validity of the basic law should be
filed in order not to lapse, be extended until 31.12.2014 (The Limitations of Actionable Rights Law
(Amendment) (no. 2) Law no. 159 (I) / 2013).

As we were informed by the Treasury of the Republic, Reports for 110 cases of overdue loans were sent to
the Attorney General for the taking of legal action and lawsuits have been filed. In addition, a target was set
for the examination of all overdue loans by 31.12.2014, in order to identify cases which can be collected,
those which are bad debts and cases for which legal actions for safeguarding of the actionable rights need to
be taken, pursuant to the Limitations of Actionable Rights Law.
Loan Scheme for Municipalities. Within the Loan Scheme for Municipalities from the Public Loans Fund,
loans were granted, the total balance of which on 31.12.2013 amounted to €293.924 (€2.298.141 in 2012),
of which an amount of €184.196 is related to delays of the Municipality of Engomi. During 2011, the Fund
signed an agreement with the Ministry of Interior and the Municipality of Engomi so that, in order that the
settlement of the loan becomes feasible at its maturity on 5.5.2015, it would be necessary that, further than
the payment of the annual installment of €57.468, to additionally deduct the amount of €73.750 from the
annual state subsidy which is paid to the Municipality. The 2011 installment and additionally, the amount of
state subsidy were paid normally. In 2012 and 2013 the Municipality did not pay the annual installment and
only the amount of state subsidy was deducted as a loan repayment.
Recommendation: We recommended that the implementation of the Fund's agreements on
repayments is closely monitored so that appropriate effective measures are taken promptly.
Loan of Kofinou Central Slaughterhouse Board. The loan showed a balance of €20.734.059, on 31.12.2013,
of which €14.212.180 related to delays.
The Kofinou Central Slaughterhouse Board (KCS) with a decision, suspended the operation of the KCS from
30.12.2013, and at the same time decided to proceed with the appointment of a liquidator for the settlement
of KCS outstanding matters.
The value of the land and building facilities of KCS was estimated by the Department of Lands and Surveys at
€7,7mil.
Recommendation: We recommended that the Fund claims the largest possible amount of the
liquidation process and takes relevant legal action. Therefore, the Fund should consider the issue and
be actively involved in the relevant liquidation process to ensure the most possible advantageous
arrangement.

Loans to Regional Companies of Agricultural and Urban Buses (PEAL). These 51 loans, totaling €13.053.353
had on 31.12.2013 delays amounting to €10.028.902, which are analysed as follows: Capital €6.016.823,
interest €1.256.144, overdue interest €2.755.933.
Until the date of the audit, reports for 26 loans of 9 PEAL companies had been sent to the Attorney General
for filing lawsuits. For one case of a loan, a lawsuit had been filed and a decision had been issued in favor of
the Fund, however, the method of implementing the decision remains pending. As we were informed,
reports were sent only for the overdue loans and for those loans that had arrears of more than five years.
With regard to the loans of “Nicosia Buses Ltd”, the balance at 31.12.2013 amounted to €2.902.014. It is
noted that the “Nicosia Buses Ltd” company suspended its activities as a result of its non-participation in the
new public transport companies and it is claiming related compensation from the Ministry of
Communications and Works (MCW). The MCW made an amicable agreement with the company to pay
damages amounting to €10 mil., which will be paid after deduction of the amount the company owes to the

Loan Commissioners. To implement the extrajudicial agreement, the Attorney General with his letter dated
15.2.2014 requested that the approval of the Ministry of Finance was received. Until the date of completing
the audit, the Ministry of Finance did not give its approval on the proposed agreement since, as mentioned,
the MCW did not answer some of the questions asked by the Ministry of Finance in its letters dated 21.5.2013
and dated 14.1.2014 to the MCW. It is noted that the MCW in a letter dated 14.10.2013 stated that, for the
reasons explained, it is preferable to give now to the company a greater amount than it is entitled based on
the criteria that were established in 2010 (ie €10mil. Instead of €6,8mil.) instead of leaving the matter open
with the risk that the Court awards a greater compensation. The MCW with its letter to the company and to
the Attorney General dated 17.1.2014 said that the Ministry of Finance is not convinced that an amicable
agreement would be in the public interest and therefore it believes that the issue should be resolved in Court.
Recommendation: We requested that our Office is updated on developments.

Loan Scheme for hotels in the mountain resorts. Although the project ended in 1996, on 31.12.2013 there
were 7 outstanding loans from 6 debtors which were overdue and amounted to €6.541.480.
In 2013, the balance of a loan granted under the scheme, was written off on the Council of Ministers
decisions, after a settlement of the Fund with the debtor. For the collection of the above arrears, the Treasury
sends reminder letters to debtors, while, in some cases, legal measures have been taken, including the forced
sale of mortgaged property.
Recommendation: The issue needs to be monitored closely so that appropriate effective measures are
promptly taken.
Loan scheme for Mackenzie Tourism Restaurants. The purpose of this scheme was the relocation and lawful
operation of the restaurants, operating in the Mackenzie area by displaced persons. Under the scheme, 21
loans totaling €613.747 were granted to 14 displaced beneficiaries.
The current owners of the restaurants / leisure centers, who were granted the loans, do not settle their
liabilities and, as a result, on 31.12.2013, for 15 loans totaling €430.926, a total amount €1.385.500 (capital,
interest and overdue interest) was due. The corresponding amount outstanding on 31.12.2012 amounted to
€1.342.889.
With a letter dated June 18, 2013, the Accountant General asked the Attorney General to proceed with legal
measures to collect the debt.
At a meeting dated 5.7.2013 between the Larnaca Mayor, the Accountant General and the Attorney General
it was decided to send to the Legal Office the lawsuits filed in the past in order that it proceeds with the
necessary actions (renewal / enforcement of judgments), the promotion of the eviction process of the
owners / debtors and the issue of commitment orders of the tenant’s rent to the owner / debtor, to the
benefit of the Loan Commissioners. The details of the lawsuits filed by the Fund were sent to the Attorney
General on 23.7.2013 and the Attorney General requested from a private lawyer to take the above measures.
The lawyer who undertook the case on 12.11.2013 informed the Attorney General that the files of the Court
of the lawsuits filed were destroyed and requested to be given copies of all relevant documents (copies of
judgments and outstanding balances). The Fund sent copies of the above to the Legal Office on 20 and 21
November 2013.

Recommendation: The above issue should be closely monitored in order to ensure fully the interests of
the Fund.

4.48 FUND FOR GAME AND ADMINISTRATION OF WILD FAUNA
Financial position.
2013

2012

Difference

€

€

€

%

Receipts

5.083.069

5.277.939

(194.870)

(3,7)

Payments

5.672.031

5.848.249

(176.218)

3,0

Deficit for the year

(588.962)

(570.310)

18.652

3,3

The decrease in receipts is mainly due to the reduction in the receipts from issuing hunting licenses and
possession of firearms.
Staff. On 31.12.2013 the Fund employed 92 people (81 officials and 11 hourly paid), as on 31.12.2012. Staff
remuneration and the employment benefits amounted to €3.893.302, compared to €4.051.045 in 2012.
Court cases.
(a) Non-deposit of revenue of the Fund derived from financial penalties levied by the courts. It was
observed again that the Fund does not make any checks and / or reconciliation of adjudicated court fines
with the proceeds from fines remitted to the Fund by the courts, thus it is not able to know whether all the
fines imposed by the courts have been received.
(b) Non-updating of the computerised court register. For the monitoring of the cases of infringements of
the provisions of the Protection and Management of Wild Birds and Game Law, a computerised register of
cases is kept. However, as observed, due to non-timely and complete updating of the Fund with the relevant
information, the Register has major shortcomings and some data presented seems not to correspond to
reality.
Recommendation: A comprehensive register for the monitoring of court cases should be kept, so that
cases which have been heard and the fines imposed collected, without the money to have been
deposited into the Fund, can be detected in time,.
In addition, the Fund to consider amending the relevant legislation so that, for the renewal of the hunting
license the repayment of all unpaid fines to be required.

Partridge breeding. The caring of specific partridge breeding centres is assigned to hunting clubs, which are
provited with feed by the Fund, without authorisation and written instructions for assigning to them the care
and the allocation of feed and without their responsibilities and duties to be in writing. Additionally, it was
observed that no data which shows the amount of feed given to the hunting clubs and when and how I t was
used, is kept.

Recommendation: Procedures for the monitoring of the allocation of feed, both to district offices and
hunting clubs should be established. Also, unannounced counts and checking of feed amounts by
officers of the Fund should be carried out. Additionally, the Department should establish procedures
concerning the award and monitoring of partridge breeding to hunting clubs.

4.49 PROVIDENT FUND OF REGULAR GOVERNMENT HOURLY PAID STAFF
Annual results. According to the audited financial statements of the Provident Fund of Regular Government
Hourly Paid Staff (the Fund) for the year 2013, the Fund recorded a surplus to be allocated to the accounts
of members amounting to €4.935.060 (2012: deficit of €22.166.529). The surplus arising in 2013 compared
to a deficit in 2012, is due to the reduction of loss from investments by €27.633.104 which arose in 2012 due
to the impairment of shares and securities of Laiki and Bank of Cyprus after the agreement between Cyprus
and the Eurogroup signed on March 25, 2013 and to the reduction of income from investment interest by
€499.404.
The Fund provides for the granting of a guaranteed minimum benefit limit to retired staff, regardless of the
amount in their account. The State supplements the difference in the amount of the agreed guaranteed yield.
For 2013, the State will pay for this purpose an amount of €12.631.453, compared to €13.283.912 paid in
2012. The number of members of the Fund who retired in 2013 was 297 (The eligible who were registered
for the guaranteed provident fund were 295), compared with 345 who retired in 2012 (The eligible who were
registered for the guaranteed provident fund were 329).

Recommendation: We recommended that the amount of the guaranteed minimum benefit limit
granted to retired staff, regardless of the amount with which their account is credited and which is a
cost to the State, is examined for the purpose of its rational adaptation, in accordance with current data.

Cash deposited at the Treasury. The balance of the Fund's cash which has been deposited at the Treasury
on 31.12.2013 amounted to €36.468.279, compared to €28.036.188 on 31.12.2012.
Investments in Bank of Cyprus. On 31.12.2013, the Fund owned 316.986 Bank of Cyprus shares, which were
valued at zero until their introduction to the Cyprus Stock Exchange.
Actuarial study on the cost of the Provident Fund Ordinary Government Hourly Paid Staff. According to the
actuarial estimate with a reference date December 31, 2012, which was delivered to the Treasury in July
2013, the actuarial liabilities of the Fund amount to €384.569.797 at the reporting date (€398.599.823 in
2010), the Standard Contribution Rate (SCR) at the reporting date for the future service of the members
amounts to 1.53% of salaries (4.1% in 2010) and the unfunded obligation of the Fund amounts to
€142.404.011 (€136.543.401 in 2010).
It is noted that, the unfunded obligation, which corresponds to 37% (34.3% in 2010) of the Actuarial Liability
of the Fund represents the cost of the guaranteed benefit over and above the value of the Accounts A

(Contributions 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 to the cash flows using the last salary or
the career average. Accordingly, the present value of cash flows for the savings in cash flows for the period
2013-2061 was estimated and equals to €40.942.031.

Recommendation: Considering the data arrived at by the actuarial study and the new data formed with
respect to the investments in securities and the state's finances, we expressed the view that it is
necessary to consider the contribution rate of members and the amount of guaranteed benefit, in order
to limit the unfunded obligation of the state.

4.50 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 2012 and 2013.
Debts of the Republic of Cyprus to the Turkish Cypriot Properties Fund. In the Financial Statements of the T
/ C Properties Fund, there is no data relating to the amounts owed by the Republic, namely:
(i)

Amounts for T / C land for which there was a Notification for Expropriation, an offer of compensation
to the Guardian was submitted and was accepted but the compensation has not yet been submitted
to the Fund,

(ii) Amounts for T / C land for which a Notification for Expropriation was made, but an offer to the Guardian
for compensation has not been made,
(iii)

Amounts for T / C land which has been used, primarily for housing refugees, after a decision of the
Council of Ministers, without however, promoting the expropriation of the land. It is noted that where
interest is shown by T / C owners who meet specific conditions, based on the policy decided by the
Council of Ministers, the acquisition of T / C pieces of land by the Republic of Cyprus is promoted,
following an amicable settlement, with the consent of the T / C owners, to whom the amounts of
compensation agreed in the amicable settlement are paid.

According to the letters of DLS to our Office dated 10.4.2013 and 26.2.2014, the total amounts due (including
interest), relating to compensation of T / C properties for which a Notification for Expropriation has been
made and a compensation offer has been submitted to the Guardian but, either, the amount was not
accepted or, when accepted, it has not been paid to the Fund, amounted up to 31.12.2012 and 31.12.2013
to €116.854.062 and €117.991.950, respectively. Of these amounts, the amounts of €122.946.644 and
€112.778.549, respectively, relate to offers for compensation accepted by the Guardian but not yet paid to
the Fund, while the remaining amounts of €4.957.417 and €5.213.401, respectively, relate to offers for
compensation which were not accepted by the Guardian. As noted in the above letters, these amounts
include the agreed amounts after amicable settlement for the acquisition of T / C property in which housing
estates and estates for displaced persons were erected for housing refugees and have been approved by the
Council of Ministers.
As seen from the above, it is not possible to estimate the total debt of the Republic to the Guardian, to be
included in the financial statements of the Fund.

Arrears of revenue. The total arrears of revenue at 31.12.2012 and at 31.12.2013 amounted to €4.534.005
and €5.620.668, respectively.
The Guardian informed us that the District Officers have been repeatedly asked to intensify the efforts for
the collection of rents due, not excluding the taking of legal action and / or the termination of the license,
and instructions have been given for site visits by competent officers for the collection of rental income.
Also, in justified cases, arrangements were made with tenants for the payment of debts in installments within
a specified period.

Recommendation: Given the significant amounts of rent owed to the Fund, District Officers should
review the measures taken and intensify the efforts for their recovery, in order to be as effective as
possible, under the procedure provided by the Turkish Cypriot Properties Law of 1991 to 2012.
Subsidy to the Guardian of T / C Properties from the Ministry of Interior. Based on the Turkish Cypriot
Properties (Administration and Other Matters) (Temporary Provisions) Law of 1991 to 2012, a subsidy is
granted annually by the Ministry of Interior to the T / C Properties Fund for the financing of specific
expenditure. Subsidies amounting to €10.025.273 and €8.449.228 for the years 2012 and 2013, respectively,
were given to the Fund, while the actual costs covered by the subsidies amounted to €10.510.967 and
€9.624.779, respectively. The difference between the subsidies and the expenditure incurred was covered
by revenues of the Fund which amounted to €6.718.768 and €6.332.183 in 2012 and 2013, respectively. It is
noted that the annual income of the Fund in recent years, covers about 40-43% of the total annual expenses.
The Guardian informed us that, due to the reduced state subsidy, the District Officers have already been
requested to intensify their efforts to collect the outstanding rents.

Recommendation: Because the state subsidy to the Guardian of T / C properties decreases each year,
due to the financial recovery of the State, the Fund should seriously consider the issue and to intensify
its efforts to address the problem of recovery of amounts owed for rents.

Rents, royalties and other proceeds. The total amount received from rents, royalties and other income,
amounted to €2.291.160 and €2.437.743 in 2012 and 2013, respectively. As observed, rents collected from
the lease of T / C properties, in some cases, were determined on the basis of the market rent applicable many
years ago, without them to have been reviewed since.
Recommendation: An immediate revision of rents should be made under the existing regulations to
eliminate the disparity observed, whereas where there is no review for legal reasons, to request an
opinion from the Legal Office as to how to address the issue.

Imposition of market rent on the contracts for livestock land leases. The Commissioner for State Aid Control,
in a detailed opinion entitled "Rent of Livestock Areas", indicated that the Department of Agriculture and the
Guardian of T / C Properties should proceed to immediate enforcement of market rent retrospectively from
1.5.2007 to those farmers who signed contracts for renting land in farming areas after 30.4.2007, as well as
on those contracts which were renewed or extended after that date. It also stipulated the immediate signing
of the new contracts with the farmers who continue to be active in the T / C land with market rent from

1.5.2007 and with a revision every five years, based on the market value of the land as calculated by DLS.
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.

Recommendation: The District Offices should monitor the issue on an ongoing basis to take effective
action and to take appropriate measures to promote the signing of the contracts.
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 leisure 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. It is noted that the Guardian had
never given the necessary authorisation nor had granted the right of possession / use / lease either to the
Larnaca Municipality or directly to the affected tenants of leisure centers.
It is noted that seven of the original tenants of the 14 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 their outstanding debts and any orders issued by the Courts against the debtors
remained unexecuted.
The Guardian, in a letter to the Attorney General dated 10.8.2012, sought advice on whether they should
proceed with the signing of new leases with the restaurateurs for the 14 leisure centers and the Larnaca
Municipality for the public areas or whether they could rent out the entire T / C piece of land no. 93 to Larnaca
Municipality, with the right to sublease it to the restaurateurs. The Attorney General, 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. He also
states that efforts to sign new contracts are likely to be hampered since, for some of the original tenants who
legally own the pieces, the contracts are in force and expire, if the right of renewal is exercised, at the end of
2029.
The Guardian decided on 13.11.2012 to lease the T / C piece no. 93 to the Municipality of Larnaca, with the
signing of two leases with effect from 1.1.2013 and ending on 31.12.2015, with a total monthly rent of
€22.157, which will commence on 1.6.2013. On 30.9.2014 the Municipality debts to the T / C Properties Fund
regarding the above contracts amounted to approximately €252.000.
According to a letter of the Larnaca Municipality to our Office dated 27.8.2014, 8 contracts between Larnaca
Municipality (lessee) and sub-lessees were signed and it is expected that the rest will also be signed.
In relation to the above actions the following have been identified:
(i)

Although the Guardian of T / C Properties, as he informed us with his letter dated 26.11.2013, with the
arrangements made between the Ministry of Interior and the Municipality of Larnaca, no right was
granted to the sub-lessees to sublease the pieces of land to third parties, 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. It also raises questions as to the equal
treatment of the tenants who have signed the lease agreement for the use of T / C property with the
Guardian.
(ii)

Contrary to the relevant advice of the Legal Office dated 24.8.2012, with the assumption of the
management of the piece by the Guardian, officially, the amounts due to the Public Loans Fund were
not collected before the Guardian proceeded to take further action.

(iii)

It was noted that no planning and building permits for the existing developments were issued by the
Competent Authorities, namely the Larnaca Municipality.

(iv)

A number of the final operators / users of the 14 leisure centers/restaurants and of the three empty
plots, are not refugees, contrary to the relevant legislation.

The Minister of Interior informed us that the offered under the circumstances solution was to lease the T/C
sites to the Larnaca Municipality, with the right to sublease to the holders / users (without any subsequent
right of the sub-lessees to sublease) and that it was requested from the Larnaca Municipality to see to the
repayment of debts of the original recipients to the Loan Commissioners prior to the signing of the new
agreements and that, planning guidelines had been prescribed, in order to regulate the constructions /
modifications within the framework of granting planning permissions.

Recommendation: Since the matter concerns both the Guardian and the Larnaca Municipality, guidance
for the handling of all issues arising, including the arbitrary sub-renting and the taking of immediate
effective measures for applying the legislation in all cases, must be sought from the Attorney General.

Computerisation of the Administration of T / C Properties.
(a)

Accuracy of the data in the system. The system should provide reliable data and the traceability of T/
C properties that remain unsold, unused or retained and used illegally and / or in breach of lease terms.

Recommendation: A specific timetable should be prepared for checking the data recorded in the new
computerised system, based on current actual data, in order to safeguard that they are complete and
accurate, since this is the only way to be able to use and operate the system efficiently and effectively.

(b) Interface of the computerised management of T / C properties system to the computerised system
of DLS. As we were informed, no progress was made in relation to this matter because considerable problems
were experienced with the mapping of the pieces of land as shown in the computerised management system

of T / C properties with the DLS computerised system and efforts are being made for the correction of the
pieces of land in the management system of T/C properties, before the interface takes place.
The Guardian informed us that the Department of Information Technology Services, in cooperation with the
supplier, have matched most of the data and the matter will be checked again soon by the Departments
involved.
Recommendation: Since the system interface is necessary for the proper functioning of the
computerised T / C property management system, the Service should intensify its efforts for the
interconnection of the two systems and to decide on a specific timetable for the implementation of this
interface.

4.51 AUDIT OF POLITICAL PARTIES
According to Article 6 of the Political Parties Law L.175 (I) / 2012, 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 for Maintaining the Political Parties Register (Registrar), who is the Director
General of the Ministry of Interior, three months after the end of the year to which they relate at the latest.
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.
For 2012, financial statements were submitted to our Office by two political parties and for the year 2013 by
eight political parties. It was observed, however, that in most cases, the financial statements submitted
present weaknesses, either because they are not consistent with IFRS or because they are inconsistent with
the relevant legislation. Our Office pointed out to the Commissioner that the provisions of this Law apply to
all political parties, regardless of their inclusion or not in the Register of Political Parties and that in
accordance with the Attorney General, the obligation to submit financial statements to the Auditor General
exists also for the year 2012. We also highlighted that, further than the political parties which are registered
in the Register, other parties also participated in the House of Representatives elections of 2011, and it was
expected that they would submit financial statements for audit, since they continue to fall within the
definition of a political party. For purposes of the consolidated financial statements, we stated that it is
considered necessary for each party to keep a full account of its connected organisations.
In addition to the above, we also note that the Law, although it meets a number of proposals made by the
Group of States against Corruption (GRECO) of the Council of Europe and thus it is considered to be an
important step in the right direction, it is not sufficient to fully achieve the required transparency and
accountability, since the law (a) covers only the parties and not the independent candidates, (b) does not
include separate provisions for monitoring the financials of the related campaigns or the individual donations
exceeding a fixed ceiling and (c) the timely and comprehensive publication of the parties accounts is not
provided.

Recommendation: The Commissioner should confirm that, before the financial statements of political
parties are submitted to our Office for audit, they are accompanied by a signed statement by an
independent internal auditor that, in accordance with the law, they were audited by an independent
internal auditor, they were prepared in accordance with IFRS and comply with the Law on Political
Parties. Also, the Commissioner must establish and keep a fully updated list of organisations affiliated
with any political party.
Additionally, when the Commissioner identifies any violations of the Law, including Article 6 which
relates to the audit, timely appropriate action should be taken, as provided for in Article 8 of the Law
for the imposition of an administrative penalty, something which is not seen to has been done until
today.

CHAPTER D - PROGRAMS FINANCED BY THE EUROPEAN UNION (EU) VIA THE
GOVERNMENT BUDGET
General. Cyprus with its admission to the EU as a full member has access to three of the four EU Structural
Funds, the European Regional Development Fund (ERDF), the European Social Fund (ESF) and the Financial
Instrument for Fisheries Guidance (FIFG), which was replaced by the European Fisheries Fund (EFF) in
September 2006. In addition, it has access to the Cohesion Fund, which funds major infrastructure projects
in transport and the environment. For the programming period (PP) 2007-2013), the Structural Funds
differentiated into two: the ERDF and the ESF. The Cohesion Fund co-finances the project Sustainable
Development and Competitiveness (with ERDF).
The implementation of the European Programs (EP) for Cyprus for the year 2013 is related to the PP 20072013. For the PP 2014-2020 a consultation commenced since April 2013 between the Planning Bureau, which
was renamed from 11.01.2013 to General Directorate of European Projects, Coordination and Development
(DG), and all stakeholders in Cyprus and of the European Commission with the mission of "Contour National
Development Strategy 2014-2020" by DG. The purpose of these consultations is the formation of the
Programming Documents content (Corporate Relations Agreement (CRA) and EP) and their sending to the
European Commission for approval. The approval of the Programming Documents is expected in late 2014.
A.

Programming Period 2007-2013.

(a) European resources and Strategic Development Plan 2007 - 2013. In the context of the 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 will be 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 (a) the
Operational Program for Sustainable Development and Competitiveness and (b the Operational
Program for Employment, Human Resources and Social Cohesion

(ii)

National Strategic Plan for Rural Development (NSPRD) financed by the EU Agricultural Fund for
Rural Development and implemented through the Rural Development Program.

(iii)

National Strategic Plan for Fisheries (NSPF) which is financed by the EU Fisheries Fund and is
implemented through the Operational Program for Fisheries.

(b)
Implementation. A summary table of the Community funding for the PP 2007-2013, until 31.12.2013
is given below:

Certified

%
Absorption Rate
of Community
Contribution

Expenditure

Recovery
against

Advance

(Community
Contribution )

Certified
Expenditure*

€

€

€

€

European Regional
Development Fund

279.461.354

25.151.522

192.657.917

167.094.378

59,79

Cohesion Fund

213.204.484

22.386.471

97.369.305

84.115.654

39,45

119.769.154

10.779.224

80.298.715

19.724.418

2.761.419

15.494.450

12.784.630

64,82

61.078.636

385.820.387

329.804.377

52,17

Budget of

Community
Contribution

Community
Contribution

Fund

European Social
Fund
European Fisheries
Fund

Total

632.159.410

65.809.715

(from certified
expenditure)

54,95

According to the DG, additional amounts of €0,9mil. for the Cohesion Fund, €9,0mil. for ERDF, €3.6mil. for
ESF and €0,2mil. for EDF about, were received from the European Commission for the use of the mechanism
for increase of the community contribution rate (top up 10%), ie an increase of the recovery by the European
Commission by 10% for each certification of expenditure from 2013 onwards, in the context of facilities on
liquidity issues, granted by the European Commission.
Summary table of the implementation course of the Programs of Structural Funds on 31.12.2013.
%
Programs

Budget of
integrated
Co-financed
Projects

Budget of
Community
Contribution

Certified
Expenditure
(Community
Contribution)

€

€

€

Cover Rate
of Com.
Contr. of
Certified
Expenditure

Recovery
against
Certified
Expenditure

%

Recovery of
Expenditure

€

Sustainable
Development
709.291.074
and
Competitiveness

492.665.838

290.027.222

58,87

251.210.032

50,99

Employment,
Human
184.708.166
Resources and
Social Cohesion

119.769.154

80.298.715

67,04

65.809.715

54,95

Fisheries

37.586.299

19.724.418

15.494.450

78,55

12.784.630

64,82

Total

931.585.539

632.159.410

385.820.387

61,03

329.804.377

52,17

The final date of eligibility of expenditure for the above projects is 31.12.2015.
(c)

Key findings for the programming period 2007-2013

B.

Programming Period 2014-2020.

European Resources 2014 - 2020. According to the Multiannual Financial Framework of the EU, Cyprus is
expected to receive an amount of €960 mil. from the European Structural and Investment Funds. Its
allocation will be as follows:

€mil.
(a) Cohesion Policy

788,1

• European Regional Development Fund (European Territorial Cooperation)

325

• Cohesion Fund ( Initiative for Connecting Europe)

318

• European Social Fund
• Initiative for Youth Employment
• Fund for European Assistance for the Poor
(b) Agricultural Policy
• European Agriculture Fund for Rural Development
(c) Fisheries Policy
•
Total

European Maritime and Fisheries Fund

129,5
11,6
4
132,2
132,2
39,7
39,7
959,9

C. Allocation of resources from and to the European Union in 2013. According to data from the European
Commission, the total payments to Cyprus for 2013, which includes payments by the State, but also directly
to individuals or other organisations, amount to €242.671.333, while the corresponding figure for 2012 was
€174.677.831. This figure includes an amount of €18.560.762 (2012: €24.329.854) relating to assistance to
support the Turkish Cypriot community and €77.137.164 relating to EU payments to the Agricultural
Payments Organisation ( 2012: €43.700.328).
In 2013, as stated in the Financial Report for the same year, the Republic contributed €189.496.753 to the
EU funds (2012: €179.024.673) and received EU grants amounting to €156.478.269 (2012: €97.825.747). It is
noted that no sub-groups for revenue funds receivedfrom the EU and stemming from the Structural Funds,
have been created in the accounting system of the State (Integrated Management Information System of the
State Treasury - FIMAS), but instead are shown in a deposit account, the balance of which is transferred at
the end of each year to DG revenues.

CHAPTER E - GOVERNMENT BUDGET AND REPORT
Aproval of the State Budget for the year 2013. The State Budget for 2013 was submitted to the House of
Representatives on 22.11.2012 and after its enactment into Law (L.59 (II) / 2012), was published in the Official
Gazette of the Republic on 31.12.2012.
Submission of Final Report. According to paragraph 2 of Article 81 of the Constitution, the Final Report
should be submitted to the House of Representatives for approval within three months from the end of the
year. The Final Report for the financial year ended 31.12.2013 was approved by the Accountant General on
21.3.2014 and submitted to the House of Representatives on 27.3.2014.
Consolidated Fund / Reserves of Revenue. The Consolidated Fund of the Republic, which was renamed in
the Financial Report 2012 to Revenue Reserve, presented on 31.12.2013 the following movement:

2013

2012

€000

€000

Debit balance 1.1

8.713.760

8.425.800

Add:Payments

9.373.154

8.257.831

18.086.914

16.683.631

10.216.424

7.969.871

7.870.490

8.713.760

Less: Receipts
Debit balance 31.12

Annual results. In 2013 a surplus of €843,3 mil. arose, compared with a deficit of €288 mil. in 2012 and,
according to the Budget for 2013, the deficit would have amounted to €2.755,2 mil., compared to €1.368, 8
cm. in 2012. The creation of a surplus compared to a deficit in 2012 arose mainly due to the increase of loans
obtained by €2.180,2 mil., as stated below:
2013

2012

Budgeted

Actual

Deviation

Budgeted

Actual

Deviation

€ 000

€ 000

%

€ 000

€ 000

%

Receipts

7.624.282

Payments

10.379.536

10.216.424

34

9.373.154 (9,69)

7.740.314

7.969.871

2,96

9.109.120

8.257.831 (9,34)

Deficit)
/Surplus

(2.755.254)

843.270

(1368.806)

(287.960)

Receipts. Total receipts increased by €2.246,5mil. or 28.2% compared to 2012, mainly due to the increase in
the withdrawal of loans by €2.180,2 mil.

Total
€10.216.424ths

Analysis of the Receipts of 2013 Budget

21%

44%

25%
0,3%
1%
0,1% 2%
2%

1
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2%
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Comparison of the Receipts of the Budget with those of the previous year

2013 = €10.216.424 ths
2012 = €7.969.871 ths

Analysis of 2013 Direct Taxes

Total
€2.172.366ths

22%
€490,291 ths.
35%
€757,519 ths.

3%
€63,071 ths.
7%
€142,935 ths.

33%
€718,549 ths.

Income Tax of Natural Persons (22%)

Income Tax of Legal Entities(33%)

Estate Duties (7%)

Motor Vehicles Taxes (3%)

Other direct taxes (35%)

Financing
activities
(43.6%)

Investment
activities (0.1%)

2012

Other operating
income (0.3%)

Grants(2%)

Revenue not
classified(1%)

Transfers (2%)

Rents,
Royalties and
other Income
(3%)

Proceeds from
good and
services
rendered(2%)

Indirect
Taxes(25%)

2013

Direct
Taxes(21%)

4,800,000
4,600,000
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4,200,000
4,000,000
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Analysis of 2013 Indirect Taxes

Total
€2.570.299ths

1%
12%
1%

€306,929 ths.

23%

€20,568 ths.

€587,565 ths.

€27,072 ths.

63%
€1,628,165 ths

Import Duties (1%)

Excise Duties (23%)

VAT (63%)

Motor Vehicles Taxes (1%)

Other indirect taxes(12%)

Payments. The payments in 2013 increased by €1.115,3 mil. or 13.51% compared with 2012, mainly due to
increased repayments / loans granted and transfers by €1.298,1 mil. and €142,3 mil. respectively. In parallel,
there was a reduction of social benefits and personnel expenses by €154,8 mil. and €138 mil., respectively.
It is stated that staff costs include the amounts relating to measures taken to reduce salaries and pensions
of officials, employees and pensioners of the Civil Service (2013: €160,4 mil., 2012: €63,1 mil.).
The receipts and payments of the last two years are presented in Table 4.1 of the Financial Report for the
year 2013.

Σύνολο
Total
€8.257.831
€9.373.154ths
χιλ.

Analysis of Payments 2013 Budget

1%
27%
29%

6%
10%
2%

1%

1%
24%

Staff emoluments (27%)

Operating Expenses(10%)

Transfers(24%)

Other Cofinanced projects(1%)

Investment Activities- Assets (1%)

Investment Activities - Projects under construction (2%)

Financing Activities - Loans(28%)

Financing Activities - Investments (1%)

Comparison of the Payments of the Budget in comparison with those of the
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GENERAL
Excesses on the Budget. It was again observed that payments were made over and above 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, a total of 119 Special
Warrants (SW) for a total amount of €1.153.980.331 were issued by the Minister of Finance. These are as
follows:
No of
SW

Amount
€

Direct Charge of Consolidated Fund

12

543.905.705

4

347.828.270

Others-in accordance with the Budget Law

103

262.246.356

Total

119

1.153.980.331

With Supplementary Budget Laws

The Special Warrants issued by law are the following:

Α/Α
SW

Law

Amount
€

2

2(II)/2013,
4(II)/2013

-4.000.000

16

23(II)/2013

9.600.000

35

46(II)/2013

299.000.000

92

51(II)/2013

43.228.270
347.828.270

The category Various Special Warrants is analysed below:
Description

Ποσό
€

Transfer from Reserves

40.604.265

Transfer from Aggregate sub-heads

25.930.168

Transfer from savings to sub-heads of the same Head

195.711.923

Total

262.246.356

Overall, 1381 Articles were affected one or more times. After 31.12.2013, 11 SW totaling €30.345.116 were
issued for the year 2013. The last SW issued was dated 6.2.2014.
Outstanding liabilities. The Financial Report 2013 presents as outstanding liabilities an amount of €9,4 mil.
(involves obligations created in 2013 and no payments were made from the Budget for 2013). According to
the Financial and Accounting Instructions, the Government's liabilities must be settled in time and every
effort should be made to repay all obligations within the relevant year in which they occur.
It is noted that not all liabilities of the state are presented in the Financial Report because, according to the
Financial and Accounting Instructions on outstanding liabilities, any amounts due under the legislation
(Directive no. 81 para. (G)), are not included in outstanding liabilities. For example, they do not include the
very substantial amounts due from the State for expropriation, which according to the Department of Lands
and Surveys data, amounted, together with interest due, at €480,8 mil. on 31.12.2013, nor other important
figures such as VAT refundable, amounting, according to the VAT Service software system at €293,7 mil. on
31.12.2013.
Arrears of revenue. The amount of arrears of revenue at 31.12.2013, as presented in Appendix II of this
report, amounted to €1.965,8 mil. after interest and penalties, compared to €1.690,2 mil. in 2012 (after
corrections). Of these, an amount of €1.121 mil. or 57% relates to arrears of the Inland Revenue Department
(IRD). As mentioned in the Financial Report for 2013, the collection of an amount of €406,9mil. out of the
arrears of revenue of the IRD is considered as doubtful . The arrears of revenue also include an amount of

€421,2 mil. or 21.4% related to the arrears of the VAT Service as well as an amount of €183,7 mil. or 9.34%
that relates to the arrears of the Department of Water Development of which as stated in the Financial
Report 2013, an amount of €110,9 mil. and €153 mil. , respectively, is considered doubtful.
According to Law 38 (I) / 2014, which provides “On Accounting and Financial Management and on the
Financial Control of the Republic”, the Accountant General may, at his discretion, in carrying out any payment
to a natural or legal person, deduct amounts due to any Ministry or Department or Independent Office or
other Special Fund of the State.
It is expected that with the implementation of this Law, after the interface with the systems of all Ministries,
Departments, Independent Services and Special State Funds is materialised, there will be significant
mitigation of the problem of recovery of arrears of revenue.
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 this purpose. 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.
In the note to the financial statements of the DPF of Banks for the year 2013, it is stated that for the total
amount of deposits of banks in relation to which compensation will be paid in case of the activation of the
DPS amounted to €29,3 billion on 31.12.2013 and the total amount of the repayment would amount to €13,9
billion. Additionally, for the Co-operative Credit Institutions the corresponding amounts at 31.3.2014 (due to
transition from the Cooperative Central Bank to the DPS &RCOIS), amounted to € 12,1 billion and € 9,7 billion,
respectively.
Basis of preparation of financial statements of the State. The Financial Statements have been prepared on
the basis of actual receipts and payments which has been adjusted in relation to the following:

(a)

The Sinking Funds include accrued interest income for the year.

(b)

The balance of loans granted by the Republic and Borrowing in foreign currencies include unrealised
exchange gains and losses resulting from the translation at exchange rates prevailing at the year end.

(c)

The balance of the Sinking Funds, of the Loans granted, the Loans, the Loans for Co-funded Projects and
Investments are capitalised at the end of the financial year and are included in the Statement of Assets
and Liabilities

The net total of the items referred to in (c) above at the end of the financial year is recognised in the Reserve
from Investing and Financing Activities.
According to the basis of actual receipts and payments, revenues and expenses are recognised on the date
of receipt or payment.
The financial statements have also been prepared under the historical cost convention.
The Council of Ministers at its meeting dated. 5.2.2013 decided (Ref. Decision 74.643) to approve the
transition from the basis of the actual receipts and payments to the basis of accrual basis of preparation of
the financial statements of the 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 basis.
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).
FINAL REPORT
Opinion. Besides the considerations set out in this Report, the Final Report gives, in my opinion, a true and
fair view of the financial position of the Republic.
Emphasis of Matter. We draw attention to the observations of our Office to the Ministry of Finance which
refer to 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 International Monetary
Fund 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.
Final Audit Report. The Final Report of the Republic, for the financial year ended December 31, 2013, has
been audited in accordance with the provisions of Article 116 of the Constitution.
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 will 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.
Statement of Assets and Liabilities. The following statement presents the assets and liabilities of the
Republic at December 31, 2013 and December 31, 2012.
2013

2012

€000

€000

2.428.921

2.780.478

25.776

22.997

764.594

764.932

Investments

1.638.551

1.992.549

Current Assets

1.198.478

580.387

Bank Balances

993.848

446.417

Special Funds

72.696

14.341

Advances and debit balances

83.911

70.119

4.549

6.436

-

8.690

Non-current assets
Sinking Funds
Loans (granted by the State)

Stock Advances
Sinking Funds
Loans (granted by the State)

43.474

34.384

3.627.399

3.360.865

(4.499.211)

(5.875.073)

Special Funds

(273.072)

(229.663)

Deposits& Credit Balances

(232.387)

(270.141)

Treasury Bills

(934.351)

(1.159.862)

(3.024.983)

(4.180.501)

Promissory Notes

(15.800)

(15.986)

Loans for Co-financed Projects

(18.618)

(18.920)

(22.278.335)

(17.797.075)

(7.585.683)

(7.591.404)

(14.446.506)

(9.915.490)

(7.758)

(23.558)

(238.388)

(266.623)

(26.777.546)

(23.672.148)

LIABILITIES
Current Liabilities

Borrowing

Long term Liabilities
Investments of Special Funds
Borrowings
Promissory notes
Loans for Co-financed projects

2013

2012

€000

€000

NET LIABILITIES

(23.150.147)

(20.311.283)

RESERVES

(23.150.147)

(20.311.283)

ASSETS
Cash balances and bank accounts etc. at December 31, 2013.

€
Total at banks and Cash

993.848.707

Represented by:
Central Bank of Cyprus:
Management of Cash Fund

190.430.072

General Government Account

780.554.756
970.984.828

Short-term deposits
Balances in Consolidated Funds
Total

13.181.763
9.682.116
993.848.707

Special Funds €72.695.744 (€14.340.829 at 31.12.2012). This amount represents the balance of the Social
Insurance Fund.
Advances and debit balances €83.9 mil. (€70,1 mil. at 31.12.2012). This amount includes balances of
advances, which may ultimately be borne by the Consolidated Fund of the Republic. Advances issued many
years ago should be recovered as soon as possible.
Loans from Public Accounts €807,7 mil. (€779,3 mil. at 31.12.2012). On December 31, 2013, the balances of
loans granted to Municipalities, Semi-Government Organisations, Loan Commissioners etc. in accordance
with the 2013 Financial Report, amounted to €697,9 mil. In addition, the loan balance to the Greek
Government through the European Support Mechanism amounted to €109,8 mil. During the year, new loans
of €48, 1mil. were granted. An amount of €34,9 mil. was received for repayment of capital and there were
write-offs of €0,5 mil.
The analysis of the above loans is in Table 2.5 of the Financial Report for 2013.

Shares. The Government was the holder on 31.12.2013 of the following shares:

Issued Share
Capital
Organisation

Share of the Government
Nominal value

€000

€000

Purchase
price

Percentage

€000

%

Ordinary shares
Cyprus Petroleum Storage Co Ltd

41.407

41.407

35.319

100,00

Cyprus Forest Industries Public Ltd

5.232

2.672

697

51,06

720

595

595

82,66

4.144

4,3

4,3

0,10

Cyprus Airways Ltd 1

19.630

18.386

100.906

93,67

Pancyprian Company of Bakers Ltd

4.402,6

488,4

488

11,09

3

0,00

Cyprus Immovable Property Development Ltd
Cyprus Pipes Industries Ltd

Bank of Cyprus4
Eurocypria Airlines Ltd 2
Natural Gas Public Co Ltd

Cyprus Stability Investment Fund Ltd
Cyprus Organisation for Standardisation Ltd
ΚΕΟ Plc (Owner of shares of nominal value of €45)
Cyprus Hydrocarbons Company Ltd
Cyprus Popular Bank Public Co Ltd 3&4

1.795.141

-

8,6

8,6

-

100,00

300

300

300

100,00

1,7

1,7

-

100,00

239,4

239,4

239,4

100,00

13.321

-

-

0,00

1.000

1.000

-

100,00

2.202.588,6

1.796.060

-

81,54

Other Investments
Bond of the European Stability Mechanism
Total

1.500.000

1.500.000

3.361.162,4 1.638.551,7

1

The participation of the government increased from 69.57% to 93.67% on 2 February 2013. In addition, the
nominal value of the shares of Cyprus Airways Ltd decreased, based on a court decision, from 9c to 1c on
December 28, 2012.
2

In February 2010 the House of Representatives passed a bill for a supplementary budget (Law 12 (II) / 2010)
which included an amount of €35 mil. for supporting Eurocypria Airlines Ltd in the form of share capital
increase. The €35 mil. were given without the corresponding increase of share capital. Eurocypria Airlines Ltd
is being wound up and it is not expected to recover any amount. Therefore the value of the investment is nil.
3

In July 2012, the Government acquired 84% of the issued share capital of the bank in return for government
bonds of nominal value of €1.888.562.000. With the conversion of the Convertible Securities of Enhanced
Capital on 4.2.2013, the percentage of the Government fell to 81.54%. The bank is under liquidation and it is
not expected to recover any sum. Therefore the value of the investment is nil.
4

On March 25, 2013, the Government of Cyprus agreed with the Eurogroup to adopt reorganisation
measures of the two major Cypriot banks (Bank of Cyprus and Laiki Bank). For purposes of implementation

of the above measures, the House passed the Resolution of Credit and Other Institutions Law of 2013. The
main measures for the two banks which also affect the participation of the government are:
(i)

Bank of Cyprus. The current bank's share capital is converted to 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.

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, according to the Financial Report, the following Organisations of private law, are controlled by
the Government, without an investment in their share capital.

Organisation
Cyprus Investment Promotion Agency

Cyprus International Institute for the Environment and
Public Health in co-operation with Harvard School of Public
Health

Government position
100% participation of the Government in the capital

With Government Guarantee

LIABILITIES
Consolidated Fund / Reserves. According to the Constitution of the Republic, any income and any amount
collected or is received in any manner by the State is deposited in the Consolidated Fund and any expenditure
and amount of money paid by the State is charged to it. Since 2011, the Consolidated Fund in the Financial
Report is presented as "Revenue Reserve" and was included in the same note with the Reserve from Investing
and Financing Activities and the total amount of €23,15 billion for 2013 is presented in Assets and Liabilities
as "Reserves". On 31.12.2013 the Revenue Reserves (Consolidated Fund) showed a deficit of €7,87 billion
compared to €8,7 billion on 31.12.2012. The relative movement of the Consolidated Fund is presented in the
table of the previous paragraph on the first page of this chapter.
Special Funds. At the end of the year they presented a credit balance of €273,1 mil. compared to €229,6 mil.
in 2012 and represent the balances of several Funds managed by the Government. In the Financial Report
separate accounts are presented for each Fund.
Deposits and other credit balances €232,4 mil. This amount consists of the balances of various departmental
and other deposit accounts.
Investments of Special Funds. The surpluses of the Social Insurance Fund, the Central Leave Fund, the
Redundancy Fund, the Fund for the Protection of the Rights of Employees in case of Insolvency of the
Employer and the Unemployment Benefit Account, which on 31.12.2009 were invested in Treasury Bills ,
converted in 2010 into investments in the form of a deposit to the credit of Funds (on 31.12.2013 amounted
to €7.585,7 mil. and on 31.12.2012 to €7.591,4 mil.).
Borrowings.
(a) The total number of domestic and foreign loans, according to the Financial Report, excluding Treasury
Bills Domestic and Promissory Notes amounting to €882,4 mil. and €23,6 mil., respectively, amounted at the
end of the year at €17471.5 mil. compared to €14.096 mil. in2012.

The sinking fund for the repayment of loans by the end of 2013 and 2012 was €25,8 mil. and €31,7 mil.,
respectively.
(b)

Promissory Treasury Bills.
€000

€000

Public Corporations – University of Cyprus

7.066

Companies with the Government participating in their share capital:

Cyprus Petroleum Storage Co Ltd
Cyprus Immovable Property Development Ltd

6.273
10.219

16.492
23.558

The Promissory Treasury Bills include interest until maturity.
(c)

Other obligations.

•

Non transferable promissory notes which are not included in the balance sheet. The Government has
submitted to the Central Bank interest-free non-transferable promissory notes, which will be paid to
international organisations. On 31.12.2013 the value of these bills amounted to €121,7 mil., as follows:

€000
International Monetary Fund

113.518,6

International Bank for Reconstruction and Development

5.453,9

International Development Association

2.636,1

Multilateral Investment Guarantee Agency

81,7
121.690,3

•

Loans for co-financed projects. The balance of the government contribution for loans for co-financed
projects at December 31, 2013 was €257 mil. (31.12.2012 €285,5 mil.). These related mainly to
Municipalities, Community Councils and Sewerage Boards. This balance results from the data
submitted to the Accountant General, as a result of the Treasury undertaking the monitoring of the
above loans from 1.1.2004, under the redesign of the presentation of the annual Budget.

•

Of the total of €257 mil. loans for co-financed projects, an amount of €256,6 mil. was guaranteed by
the state. The obligation of the government, which for most loans is 100%, is shown in 2012 in the part
of Liabilities in the Statement of Assets and Liabilities and in a relevant table.

•

Guarantees. The guarantees given for loans and credit facilities on 31.12.2013 amounted to €3.122,2
mil (€ 3.070,7 mil. on 31.12.2012).

•

Pension benefits. The actuarial liability of the Government for the pension benefits of staff is not
included in the Financial Report of 2013.
The actuarial study which was assigned to an actuarial firm, showed an actuarial liability of €10,2 billion
with reporting date the 31.12.2010 and concerns the present value of pension benefits of active civil
servants and pensioners. Since then no other study has been conducted.

CHAPTER F – APPENDICES
APPENDIX Ι
BUDGETARY RESULTS
Actual
HEAD

Presidency

Initial Budget

Final Budget

Expenditure

€

€

€

Unspent Amounts
€

%

and

Presidential Palace

5.810.817

5.997.801

5.507.060

490.741

8,18

Council of Ministers

1.684.223

1.716.336

1.643.382

72.954

4,25

House of Representatives

20.573.303

20.682.194

19.620.064

1.062.130

5,14

Judicial Service

27.375.949

28.025.984

25.430.680

2.595.304

9,26

Law Office

16.600.696

17.735.086

13.964.412

3.770.674

21,26

Audit Office

6.386.532

6.457.466

5.288.295

1.169.171

18,11

891.506

960.455

925.154

35.301

3,68

706.363

713.823

692.837

20.986

2,94

1.923.767

2.003.454

1.860.929

142.525

7,11

1.904.525

1.904.525

1.495.789

408.736

21,46

257.372

257.372

225.120

32.252

12,53

209.102

247.645

216.034

31.611

12,76

1.779.153

1.787.115

1.704.507

82.608

4,62

548.776

548.776

485.908

62.868

11,46

3.134.373

3.166.648

2.971.483

195.165

6,16

468.207

469.037

395.150

73.887

15,75

6.549.936

6.576.308

6.118.141

458.167

6,97

Cyprus Army

135.014.899

135.014.899

131.899.739

3.115.160

2,31

National Guard

110.000.000

109.046.090

109.046.089

1

0,00

95.000.000

92.000.000

42.849.890

49.150.110

53,42

Public Service Commission
Educational

Service

Commission
Office of the Commissioner
for

Administration

(Ombudsman)
Competition

Protection

Commission
Office of the Commissioner
for

Personal

Character

Data Protection
Office of the Commissioner
for State Aid Control
Internal Audit Service
Tender Review Authority
Co-Operative

Societies'

Supervision

and

Development Authority
Refugees’

Reviewing

Authority
Ministry of Defence –
Administration

Defence Expenditure

Actual
HEAD

Ministryof
Natural

Initial Budget

Final Budget

Expenditure

€

€

€

Unspent Amounts
€

%

Agriculture,

Resources

and

EnvironmentAdministration

9.202.629

9.202.629

8.372.507

830.122

9,02

Department of Agriculture

25.478.787

27.443.308

22.444.303

4.999.005

18,22

Veterinary Services

18.370.377

18.530.877

16.044.118

2.486.759

13,42

Department of Forests

33.679.587

36.192.217

31.590.777

4.601.440

12,71

145.412.034

138.989.034

112.304.717

26.684.317

19,20

5.253.815

5.420.775

4.240.518

1.180.257

21,77

4.556.832

4.574.632

4.008.958

565.674

12,37

3.949.332

4.050.259

3.619.506

430.753

10,64

925.229

925.229

687.709

237.520

25,67

7.822.628

8.086.988

6.488.157

1.598.831

19,77

9.543.567

11.058.567

8.932.042

2.126.525

19,23

3.285.313

3.285.313

2.884.715

400.598

12,19

3.853.882

3.879.375

3.073.696

805.679

20,77

Prisons

21.127.542

21.212.542

16.222.408

4.990.134

23,52

Police

237.978.175

239.551.110

211.391.889

28.159.221

11,75

36.534.731

36.739.031

30.839.852

5.899.179

16,06

32.437.426

33.843.181

25.692.801

8.150.380

24,08

2.005.981

2.016.681

1.631.737

384.944

19,09

5.342.805

5.360.665

4.828.065

532.600

9,94

Water

Development

Department
Geological

Survey

Department
Department

of

Meteorology
Land

Consolidation

Department
Mines
Agriculture

Research

Institute
Department of Fisheries
and Marine Research
Department

of

Environment
Ministry of Justice and
Public

Order

–

Administration

Fire Service
Ministry

of

Energy,

Commerce, Industry and
Tourism-Administration
Commerce and Industry
Services
Department of Registrar of
Companies
Receiver

and

Official

Actual
HEAD

Ministry

of

Welfare

and

Initial Budget

Final Budget

Expenditure

€

€

€

Unspent Amounts
€

%

Labour,
Social

Insurance – Administration

4.083.942

7.526.787

6.800.776

726.011

9,65

Labour Department

9.295.926

11.322.837

7.184.027

4.138.810

36,55

Social Insurance Services

436.341.458

436.341.458

392.710.976

43.630.482

10,00

Social Welfare Services

259.216.283

259.216.283

208.168.844

51.047.439

19,69

7.648.277

7.685.459

4.874.939

2.810.520

36,57

31.136.214

32.136.214

30.064.958

2.071.256

6,45

2.124.039

2.295.237

1.956.257

338.980

14,77

2.221.906

2.226.276

1.932.127

294.149

13,21

5.936.278

6.071.721

5.434.057

637.664

10,50

223.588.177

228.545.309

185.043.327

43.501.982

19,03

41.404.914

42.034.914

33.824.286

8.210.628

19,53

7.803.849

7.883.849

6.788.551

1.095.298

13,89

25.399.287

26.660.992

23.942.538

2.718.454

10,20

40.465.699

40.465.699

26.197.023

14.268.676

35,26

21.700.530

1 9.570.291

2.130.239

9,82

59.367

59.367

54.508

4.859

8,18

74.745.914

75.735.114

58.394.464

17.340.650

22,90

4.068.928

4.114.808

1.571.655

2.543.153

61,80

124.249.915

127.557.729

117.548.424

10.009.305

7,85

Productivity Centre
Department

for

Social

Inclusion of Persons with
Disabilities
Cyprus

Higher

Hotel

Institute,
Department

of

Labour

Relations
Department

of

Labour

Inspection
Ministry

of

Interior-

Administration
Nicosia

District

Administration
Famagusta

District

Administration
Larnaca

District

Administration
Limassol

District

Administration
Paphos
Administration

District

Kyrenia
Administration

District

Department

20.447.523

of

Town

Planning and Housing
Civil

Registry

and

Migration Department
Department of Lands and
Surveys

Actual
HEAD

Press

and

Initial Budget

Final Budget

Expenditure

€

€

€

Unspent Amounts
€

%

Information

Office

8.011.921

7.939.488

6.955.813

983.675

12,39

Persons

5.472.474

5.844.871

5.570.789

274.082

4,69

Civil Defence

4.383.503

4.741.285

4.125.127

616.158

13,00

Asylum Service

1.044.781

1.044.781

870.874

173.907

16,65

– Administration

27.019.934

27.019.934

19.526.550

7.493.384

27,73

Foreign Services

52.255.202

52.255.202

44.403.098

7.852.104

15,03

Administration

910.492.852

1.257.460.253

1.091.528.812

165.931.441

13,20

Customs and Excise

266.352.436

266.375.313

259.275.691

7.099.622

2,67

Tax Department

54.187.217

54.223.207

50.314.412

3.908.795

7,21

Statistical Service

10.503.414

10.507.414

8.967.485

1.539.929

14,66

129.680.092

130.870.839

113.275.083

17.595.756

13,45

6.932.740

6.962.740

4.844.959

2.117.781

30,42

29.664.473

32.175.392

24.033.534

8.141.858

25,30

2.965.795.000

3.355.508.353

3.221.706.551

133.801.802

3,99

545.339.000

695.943.928

685.944.112

9.999.816

1,44

79.000.020

52.537.335

52.537.335

100,00

Development

89.291.790

66.928.268

25.655.626

41.272.642

61,67

Treasury

46.417.036

46.457.036

40.152.900

6.304.136

13,57

110.638.710

112.169.873

98.328.936

13.840.937

12,34

130.413.884

136.151.746

134.808.649

1.343.097

0,99

Service for the Care and
Rehabilitation of Displaced

Ministry of Foreign Affairs

Ministry

of

Finance

Department

of

Administration

–

Public
and

Personnel
Printing Office
Department

of

Information

Technology

Services
Public Debt Management
Office
Pensions and Gratuities
Contingencies

and

Reserves
Directorate General for
European

Programmes,

Coordination

and

Ministry of Education and
Culture – Administration
Higher
Education

and

Tertiary

Actual
HEAD

Secondary Education

Initial Budget

Final Budget

Expenditure

€

€

€

Unspent Amounts
€

%

341.969.022

342.124.022

326.295.250

15.828.772

4,63

30.787.120

30.871.773

29.567.270

1.304.503

4,23

324.499.589

324.579.087

313.617.791

10.961.296

3,38

8.041.305

8.522.862

5.575.723

2.947.139

34,58

630.627

641.869

548.990

92.879

14,47

19.984.235

19.484.235

12.689.762

6.794.473

34,87

2.904.064

2.982.548

2.270.419

712.129

23,88

119.671.986

119.737.986

81.555.234

38.182.752

31,89

10.930.659

10.930.659

2.372.132

8.558.527

78,30

1.616.196

1.618.640

1.366.053

252.587

15,60

15.513.723

17.165.896

12.931.739

4.234.157

24,67

36.910.292

36.910.292

31.983.964

4.926.328

13,35

8.727.024

8.732.824

7.186.730

1.546.094

17,70

27.762.824

28.810.915

25.091.588

3.719.327

12,91

78.577.299

79.511.937

75.280.962

4.230.975

5,32

24.110.547

24.202.407

22.032.866

2.169.541

8,96

178.644.983

181.240.633

164.510.378

16.730.255

9,23

264.385.504

277.385.280

248.991.888

28.393.392

10,24

11.667.028

11.667.028

9.859.775

1.807.253

15,49

5.084.941

5.125.328

4.674.457

450.871

8,80

129.873.855

130.123.855

127.031.915

3.091.940

2,38

8.794.791

8.794.791

7.728.783

1.066.008

12,12

9.487.802.160

10.379.536.135

9.373.153.838 1.006.382.297

9,70

Secondary Technical and
Vocational Education
Primary Education
Pedagogical Institute
Cyprus Research Centre
Cultural Services
Ministry

of

Transport,

Communications

and

Works – Administration
Department

of

Public

Works
Department of Control
Department of Electronic
Communications
Department of Antiquities
Department

of

Civil

Aviation
Department of Merchant
Shipping
Department

of

Postal

Services
Department

of

Road

Transport
Department of Electrical
and Mechanical Services
Ministry

of

Health

–

Administration
Medical and Public Health
Services
Mental Health Services
Dental Services
Pharmaceutical Services
State General Laboratory
TOTAL

APPENDIX ΙΙ
ARREARS OF REVENUE AS TA 31ST DECEMBER 2013

For previous years
€

2013

31.12.2013

€

€

31.12.2012
€

JUDICIAL SERVICE
District Court of Nicosia

8.967.078

2.237.550

11.204.628

10.036.352

District Court of Limassol

8.188.371

1.408.550

9.596.921

9.058.216

District Court of Larnaca

6.944.522

1.105.198

8.049.720

7.864.988

District Court of Paphos

5.422.444

1.017.687

6.440.131

5.998.530

District Court of Famagusta

2.476.932

734.700

3.211.632

2.836.204

Military Court1

272.674

10.805

283.479

312.806

LAW OFFICE2&3

147

13.659

13.806

25.588

151.197

459.280

610.477

151.197

4.051.064

7.228.490

11.279.554

4.122.567

1.226.058

1.882.878

3.108.936

1.301.058

29.417

3.300

32.717

30.917

Administration

31.989

1.272

33.261

32.289

Defence Fund

772.841

106.665

879.506

783.552

122.906.257

60.848.882

183.755.139

190.109.356

3.072.875

1.095.839

4.168.714

3.488.289

AUDIT OFFICE
TREAURY
Competition
Commission4

Protection

Officer
for
the
Commissioner of Personal
Character Data Protection5
MINISTRY OF DEFENCE

MINISTRY OF AGRICULTURE,
NATURAL RESOURCES AND
ENVIRONMENT
Water
Development
Department

Department of Forests

1

The amount of €898 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 the audit of our Office.
2

It relates to awarded costs receivable from public officials because for individuals no statement is prepared.

3

The amount of €5.089 difference that occurs in the balance of 31.12.2012 in relation to the amount shown in the Financial Report for 2013 and the Annual Report of our
Office is due to 5 balances in arrears of 2012 which were not included in the opening balances of 2013, without any reason stated, while 2 balances included in the opening
balances of 2013 are not included in the final balances of 2012.
4

The amount of €3.404.452 difference that occurs in the balance of 31.12.2012 in relation to the amount shown in the Financial Report for 2013 and the Annual Report of
our Office for 2012, is due to adjustments resulting from the audit of our Office.
5

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 from the audit of our Office

For previous years
€

2013

31.12.2013

€

€

31.12.2012
€

Department of Agriculture 6

105.458

476.798

582.256

944.172

Mines

105.084

2.526

107.610

109.762

2.745.024

785.324

3.530.348

2.931.600

764.989

363.099

1.128.088

851.679

0

16.911

16.911

34

25.449

23.940

49.389

28.908

0

129.698

129.698

27.175

1.495

1.291

2.786

2.172

1.173

2.222

3.395

1.173

0

898

898

0

Police Headquarders

2.266

432.381

434.647

546.370

Nicosia Police Division

13.386

6.619

20.005

71.053

Limassol Police Division

6.636

47.338

53.974

81.365

Larnaca Police Division

7.929

6.567

14.496

14.525

Paphos Police Division

554

6.574

7.128

3.666

Morphou Police Division

0

154

154

247

Famagusta Police Division

0

462

462

462

Veterinary Services
Land
Consolidation
Department

Other
Departments/Services
Agriculture
Institute

Research

Department
Environment 7

of

Department of Fisheries
and Marines Research 8
Department
Meteorology
Geological
Department

of
Survey

MINISTRY OF JUSTICE AND
PUBLIC ORDER
Administration9

6

The amount of €1000 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 the audit of our Office.
7

From the audit for 2013 errors were identified which will be corrected and a new statement will be submitted.

8

The difference amounting to €12.503 presented in the balance at 31.12.2013, in relation to the Financial Report of 2013, is due to adjustments arising
after the audit of our Office.
9

The difference amounting to €7.195 presented in the balance at 31.12.2013 in connection with the Financial Report of 2013 is due to corrections
resulted from errors in the statements. Adjustment from €276.284 to €283.479.

For previous years
€

2013

31.12.2013

€

31.12.2012

€

€

MINISTRY OF ENERGY,
COMMERCE,
INDUSTRY
AND TOURISM
Administration 10 11

2.992.449

2.441.783

5.434.232

4.001.513

0

0

2.175

701

2.629

3.330

97.985

19.402.980

14.270.891

33.673.871

21.365.323

Productivity Centre 14 15

18.615

105.316

123.931

748.132

Department for Social
Inclusion of Persons with
Disabilities 16

11.770

35.811

47.581

20.669

Department
Inspection

14.451

13.905

28.356

30.823

1.174.016

66.795

1.240.811

1.186.268

Depart. of Registrar of
Comp. and Of. Receiver

0

MINISTRY OF LABOUR,
WELFARE AND SOCIAL
INSURANCE
Higher Hotel Institute of
Cyprus
Social Welfare Servs 12 13

of

Labour

MINISTRY OF INTERIOR
Administration

10

The difference amounting to €2.442.829 which is presented in the balance at 31.12.2012 compared to both the Financial Report for 2013 and the
Annual Report of our Office 2012, is due to corrections made by the Ministry.
11

In the arrears of revenues for 2013, the annual Interest (2013) for amounts due on rents of industrial areas for prior periods (up to 31.12.2012) were
not included.
12

The difference amounting to €39.579 presented in the balance at 31.12.2012 in connection with the Financial Report of 2013 and 2012 is due to
adjustments which arose during the audit carried out by our Office and to the submission by the Department of a revised statement of arrears of
revenue following the adoption of the Financial Report of 2012.
13

The difference amounting to €360 presented in the balance at 31.12.2013 in connection with the Financial Report of 2013 is due to adjustments
which arose during the audit carried out by our Office and to the submission by the Department of a revised statement of arrears of revenue following
the adoption of the Financial Report of 2013.
14

The difference of € 228 presented in the balance of 31.12.2012 in relation to the Annual Report of our Office for 2012 is due to a correction made
by the Center.
15 The difference amounting to €2.039 presented in the balance of 31.12.2012 in relation to the Financial Report of 2013 and 2012 is due to adjustments

which arose during the audit carried out by our Office and to the submission by the Department of a revised statement of arrears of revenue following
the adoption of the Financial Report of 2012.

16 The difference amounting to €2.215 presented in the balance of 31.12.2012 in relation to the Financial Report of 2013 and 2012 is due to adjustments

which arose during the audit carried by our Office and to the submission by the Department of a revised statement of arrears of revenue following the
adoption of the Financial Report of 2012.

For previous years
€
Department
of
Town
Planning and Housing 17
Nicosia
Administration 18

District

Famagusta
Administration

District
19

Larnaca
Administration20

2013
€

31.12.2013
€

31.12.2012
€

4.927.918

3.087.532

8.015.450

6.615.417

609.290

496.907

1.106.197

744.879

141.355

122.420

263.775

163.256

489.403

1.680.060

1.346.921

281.432

130.935

412.367

334.262

108.224

40.923

149.147

126.559

8.359.962

2.481.998

10.841.960

10.488.019

District

1.190.657
Limassol
Administration 21

District

Paphos
Administration 22

District

Department of Lands and
Surveys23 24
Civil Registry and Migration
Department 25
Press
Office

and

Information

5.785.416
0

2.006

2.006

17

The difference amounting to €5.423,74 presented in the balance of 31.12.2012 in relation to the report of arrears of revenue of 2012 and the
difference amounting to €139.653 presented in the balance of 31.12.2013 in relation to the Financial Report of 2013, are due to the corrections after
the audit of our Office.
18

The arrears of revenue for 2012 have been adjusted from €742.485 to €744.879,21 by the District Administration due to errors identified in the
statement of 2012.
19

The arrears of revenue for 2012 have been adjusted from €162.814,23 to €163.255,87 by the District Administration due to errors identified in the
statement of 2012.
20

The arrears of revenue for 2012 have been adjusted from €1.340.293,65 to €1.1346.920,73 by the District Administration due to errors identified
in the statement of 2012.

21

The arrears of revenue for 2012 have been adjusted from €331.212 to €311.261,85 by the District Administration due to errors identified in the
statement of 2012.

22

The arrears of revenue for 2012 have been adjusted from €126.843,76 to €126.588,66 by the District Administration due to errors identified in the
statement of 2012.

23

The final amount due amounting to €10.841.960 includes interest for due amounts on leased state land both for prior periods (until 31.12.2012) and
for the year 2013 which have not been audited by our Office.
24

The difference amounting to €463.812 presented in the balance of 31.12.2013 in relation to the Financial Report of 2013 is due to a wrong entry in
the statement of arrears of revenue by the Nicosia Lands and Surveys Department.
25

Τhe Civil Registry and Migration Department has not submitted a Statement of Arrears of Revenue to our Office. Τhe amount included in the Financial
Report 2013 has been estimated by Treasury and the estimated data has not been submitted to our Office.

0

For previous years
€

2013

31.12.2013

31.12.2012

€

€

€

1.513.133

10.295.795

11.808.928

9.955

8.221

28.817

37.038

23.671

9.524.438

1.526.125

11.050.563

29.491.106

269.353.181

151.828.501

421.181.682

316.099.478

Estate Duty

4.939.924

4.291.205

Income Tax

457.211.150

392.219.720

Capital Gains Tax

33.192.577

36.921.419

Immovable Property Tax
(Law 24/80)

47.694.985

18.696.866

Special Contribution

6.319.436

6.322.913

Income Tax (P.A.Y.E.)

43.942.806

34.857.293

125.901.561

109.481.749

406.794

0

2.332.691

2.351.858

398.990.450

363.593.184

MINISTRY OF FINANCE
Administration
Government Printing Office
Customs
&
Department 26 27

Excise

VAT Service
Inland Revenue Department

Contribution for Defence
Stamp Duty
Other taxes 28
Interest and Charges
MINISTRY OF EDUCATION
AND CULTURE

364.681

563.493

928.174

722.963

0

98

98

0

20.010.541

397.816

20.408.357

21.286.695

MINISTRY OF TRANSPORT,
COMMUNICATIONS
AND
WORKS
Administration
Department
Aviation

of

Civil

26

The difference amounting to €1.981.588 presented in the balance of 31.12.2013 in relation to the Financial Report of 2013 is due in the write off of
an amount €926.136 without the approval of the Ministry of Finance, to the mistakenly write off of the amount of €1.054.896 and to the inclusion of
an amount of €555 received in 2014.
27

The difference amounting to €3.500 presented in the balance of 31.12.2012 in relation to the amount presented in the Annual Report of our Office
for 2012, relates to a compromise amount which was erroneously included in the Statement of Arrears of Revenue of 31.12.2012.
28

It does not include an amount of €948.769, which is due by Turkish Cypriots

For previous years
€

2013
€

31.12.2013
€

31.12.2012
€

Department of Merchant
Shipping

1.672.392

219.865

1.892.257

1.875.710

Department
Works 29

1.877.506

1.022.724

2.900.230

2.402.257

25.329

5.876

31.205

36.745

101.872

2.348.150

2.450.022

1.819.805

26.064.971

9.282.237

35.347.208

26.695.643

16.617

5.553

22.170

24.849

221.766

91.564

313.330

309.147

45.437

3.473.644

3.519.081

2.310.169

18.537.066

2.690.109

21.227.175

19.765.929

1.033

200

1.233

5.850

556.865.313

288.027.378

1.965.825.065

1.686.440.068

of

Public

Department of Antiquities
Department
Services
Department
Transport

of

Postal

of

Road

Electrical and Mechanical
Services Department

MINISTRY OF HEALTH
Αdministration 30
Medical and Public Health
Services 31
Central Offices
Government hospitals
Mental Health Services

29

It does not include an amount of €948.769, which is due by Turkish Cypriots

30

The difference amounting to € 82.432 presented in the balance of 31.12.2013 compared to both the Financial Report of 2013 sent by the Ministry
following the adoption of the Financial Report.
31

The differences shown in the balances of 31.12.2012 and 31.12.2013 in comparison with the Financial Report of 2013 and the Annual Report of our
Office in 2012 are due to the revised statements sent by some hospitals following the adoption of the Financial Report and / or to corrections made by
some hospitals since the adoption of the Financial Report for the 2013, which however have not been confirmed by our Office, as the respective audit
has not been carried out.

APPENDIX ΙΙΙ
STATEMENT OF PERMANENT POSTS OF THE GOVERNMENT BUDGET1

Approved
Posts for 2013
Presidency and Presidential Palace

Filled in Posts
31.12.2013

Vacant

1

1

-

12

9

3

House of Representatives

102

87

15

Directorate General EPCD

65

62

3

Supreme Court

27

22

5

District Courts

230

205

25

Rent Control Tribunal

3

3

-

Military Court

2

1

1

Family Court

10

10

0

3

3

0

Law Office 2

127

110

16

Audit Office

113

83

30

35

28

7

1

1

-

21

20

1

1

1

-

Competition Protection Commission

15

11

4

Co-operative Societies Service

55

39

16

233

173

60

Administration

107

81

26

Cyprus Army

2.933

2.830

103

9

6

3

79

54

25

Department of Agriculture

386

294

92

Veterinary Services Department

186

147

39

Department of Forests

309

248

61

Council of Ministers

Industrial Disputes Tribunal

Internal Audit Service
Public Service Commission
Office of the Commissioner for Administration (Ombudsman)
Office of the Commissioner for Personal Character Data

Treasury
Ministry of Defence

Ministry of Agriculture, Natural Resources and Environment
Administration
Agriculture Research Institute

1

The posts which in the Budget are referred to as Officials of the Republic are not included.

2

One position was removed.

Approved
Posts for 2013

Filled in Posts
31.12.2013

Vacant

Water Development Department

279

196

83

Department of Geological Survey

51

35

16

Department of Meteorology

69

58

11

Land Consolidation Department

69

60

9

Department of Fisheries and Marine Research

66

52

14

Mines Service

11

9

2

Department of Environment

32

27

5

19

17

2

Prisons

365

316

49

Police

4.572

4.088

484

736

639

97

168

129

39

67

59

8

5

4

-

Department of Labour Relations

34

31

3

Department of Labour

95

86

9

Social Insurance Services

299

246

53

Social Welfare Services 4

351

279

61

Productivity Centre 5

36

31

4

Department of Labour Inspection

79

70

9

Higher Hotel Institute of Cyprus

18

16

2

Department for Social Inclusion of Persons with Disabilities

26

10

16

89

72

17

Ministry of Justice and Public Order
Administration

Fire Service

Ministry of Energy, Commerce, Industry and Tourism
Commerce and Industry Services
Registrar of Companies and Official Receiver
Ministry of Labour, Welfare and Social Insurances
Administration 3

Ministry of Interior
Administration

3

1 Post of Trainer (Sc. A6 and A9 (i)) abolished once vacant.

4

11 posts [1 Assistant First Welfare Officer (Sc. A12), 3 Senior Welfare Officers (Sc. A10 (i)), 6 Officers (Sl. A2, A5 and A7 (ii)) and one Cook (Sc.
A1, A2 and A5 (ii)) were removed with the emptying and N.52 (II) / 2013.
5

1 post of Productivity Officer (Sc. A8, A10, A11) was removed by L.52 (II) / 2013

Approved
Posts for 2013
Department of Town Planning and Housing

Filled in Posts
31.12.2013

Vacant

227

154

73

1

1

-

740

609

131

Press and Information Office

93

69

24

Civil Defence

38

33

5

Administration

25

20

5

Foreign Services

206

188

18

67

64

4

Custom and Excise Department

406

330

76

Value Added Tax Service

258

250

8

Tax Department

339

278

61

Statistical Service

116

97

19

Department of Government Purchases and Supplies

73

51

22

Department of Public Administration and Personnel Service 7

48

46

3

Cyprus Academy of Public Administration

13

12

1

Printing Office

76

53

23

164

139

25

460

358

102

11.105

10.215

890

1

1

-

312

228

84

71

46

25

322

204

121

81

63

18

8

7

1

Civil Registry and Migrant Department
Department of Lands and Surveys

Ministry of Foreign Affairs

Ministry of Finance
Administration 6

Department of Information Technology Services
Ministry of Education and Culture
Administration
Education
Ministry of Transport, Communication and Works
Administration
Department of Public Works
Department of Antiquities
Department of Civil Aviation 8

Department of Merchant Shipping
Department of Control

6

1 post of Senior Inspector Officer for Insurance Companies is supernumerary

7

1 post of Senior Administration Officer and Personnel is supernumerary

8

There are 3 supernumerary Assistant Officers of Civil Aviation carrying out the duties of Air Traffic Controllers.

Approved
Posts for 2013

Filled in Posts
31.12.2013

Vacant

Department of Postal Services

327

296

31

Department of Road Transport

110

87

23

Department Electrical and Mechanical Services 9

91

75

12

Department of Electronic Communications

13

11

2

Administration

3.119

2.453

666

Medical and Public Health Services

1.080

766

314

Mental Health Services 10

92

65

26

Dental Services

77

49

28

Pharmaceutical Services

151

107

44

State General Laboratory

91

68

23

359

329

30

General Clerical Staff

2242

1793

449

General Auxiliary Staff

161

112

49

35.764

30.786

4.964

Ministry of Health

Other Services:
General Administrative Staff

TOTAL

9

There are 4 vacancies which will be removed and which are not included in total vacancies.

10

1 post which became vacant on 31.12.2013 due to retirement was removed.

APPENDIX IV

MUNICIPALITIES – OPERATING RESULTS
Liabilities
Revenue
Municipality

Audit
Year

Expenditure

Surplus/(Deficit)

Long term

Short Term

Current Year

Previous
year

Current
Year

Previous
year

Current
Year

Previous year

Current Year

Previous year

Current Year

Previous
year

€

€

€

€

€

€

€

€

€

€

Limassol

2012

40.867.616

44.290.710

40.669.680

54.582.798

197.936

(10.292.088)

133.248.626

135.164.514

6.501.315

7.130.728

Dali

2010

5.602.981

5.397.821

4.147.947

3.601.447

1.455.034

1.796.374

6.708.214

6.793.180

417.860

404.474

Dali

2011

5.318.547

5.602.981

4.029.064

4.147.947

1.289.483

1.455.034

6.294.268

6.708.214

605.854

417.860

Dali

2012

4.516.847

5.318.547

4.216.759

4.029.064

300.088

1.289.483

5.867.421

6.294.268

465.903

605.854

Engomi

2010

6.688.566

6.829.003

6.745.177

6.449.396

(56.611)

379.607

4.867.979

3.786.322

2.875.049

2.740.317

Engomi

2011

6.658.825

6.688.566

7.364.606

6.745.177

(705.781)

(56.611)

5.721.353

4.867.979

3.189.595

2.875.049

Agios
Athanasios

2011

4.789.402

4.716.331

5.388.358

4.631.866

(598.956)

84.465

17.226.416

17.882.312

3.825.479

3.202.554

Agios
Athanasios

2012

4.558.677

4.789.402

4.663.963

5.388.358

(105.286)

(598.956)

16.443.876

17.226.416

3.556.232

3.825.479

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
Employees

Municipality

Permanent

2013

2012

Permanent Employees
Cost*

Casual

2013

Labourers

2012

Average Cost

2013

2012

2013

2012

€

€

€

€

Casual/
seasonal

Regular

2013

2012

2013

2012

Regular labourers Cost*

Average Cost

Permanent
employees
and Regular
labourers
emoluments
to expenditure

2013

2012

2013

2012

2013

2012

€

€

€

€

%

%

Nicosia

164

182

9

14

7.105.792

8.148.384

43.328

44.771

259

313

11

7

7.562.060

9.125.551

29.197

29.155

50,7

55,6

Limassol

339

362

18

22

17.865.549

19.106.050

52.701

52.779

44

45

38

45

1.162.040

1.174.322

26.410

26.096

55,9

49,9

Larnaca

86

103

20

11

4.523.829

5.696.633

52.603

55.307

216

226

-

11

6.148.341

6.394.167

28.465

28.293

51,8

51,7

Paphos

72

80

12

8

3.737.253

4.125.354

51.906

51.567

147

157

-

3

4.261.603

4.455.525

28.990

28.379

46,5

42,9

Strovolos

90

90

13

13

3.901.847

3.859.079

43.354

42.879

188

182

5

5

5.036.934

4.805.273

26.792

26.403

51,8

46,7

Agios
Dometios

18

18

7

7

953.848

971.398

52.992

53.967

54

50

4

6

1.401.716

1.578.026

25.958

31.561

54,4

52,4

Athienou

9

9

3

3

376.472

371.630

41.830

41.292

10

11

-

-

252.060

288.043

25.206

26.186

28,9

25,5

Aradippou

25

25

-

-

1.234.911

1.273.223

49.396

50.929

48

48

19

19

1.312.385

1.320.112

27.341

27.502

31,8

28,7

Polis
Chrysochous

12

12

-

-

498.996

558.121

41.583

46.510

18

20

-

-

485.234

530.985

26.957

26.549

33,2

36,5

Paralimni

36

36

5

5

1.756.019

1.781.638

48.778

49.490

120

134

15

3

3.321.921

3.524.285

27.683

26.301

36,1

34,7

Ayia Napa

29

29

11

12

1.360.976

1.484.913

46.930

51.204

66

70

52

46

1.820.794

2.025.268

27.588

28.932

29,9

31,8

Deryneia

9

9

-

1

442.434

447.334

49.159

49.704

12

12

3

2

211.860

222.692

17.655

18.558

23,5

21,4

Lefkara

6

6

1

1

203.011

200.647

33.835

33.441

6

6

-

-

185.943

186.868

30.991

31.145

36,8

33,7

Geroskipou

17

17

1

1

734.072

880.713

43.181

51.807

41

45

3

3

1.212.574

1.262.128

29.575

28.047

38,5

39,3

Pegeia

10

10

5

5

514.137

576.286

51.414

57.629

29

29

-

-

808.174

825.460

27.868

28.464

25,5

27,6

Employees

Municipality

Permanent

Labourers

Permanent Employees
Cost*

Casual

2013

2012

2013

2012

2013

Mesa Yitonia

30

30

4

4

1.396.900

Germasogeia

27

29

1

1

Kato Polemidia

30

32

1

Agios
Athanasios

35

36

Aglantzia

26

Engomi

2012

Average Cost

Casual/
seasonal

Regular

Regular labourers Cost*

Average Cost

Permanent
employees
and Regular
labourers
emoluments
to expenditure

2013

2012

2013

2012

2013

2012

2013

2012

2013

2012

2013

2012

1.422.098

46.563

47.403

34

36

9

11

1.166.524

1.186.210

34.310

32.950

55,5

45,1

1.218.086

1.342.190

45.114

46.282

47

47

10

10

1.534.432

1.570.919

32.647

33.424

53,3

42,6

0

1.451.451

1.485.247

48.382

46.414

17

22

8

28

551.563

616.699

32.445

28.032

44,0

36,5

2

3

1.451.972

1.655.505

41.485

45.986

33

34

1

1

876.482

942.162

26.560

27.711

58,9

55,7

27

2

2

1.283.442

1.256.547

49.363

46.539

50

53

4

49

1.350.801

1.359.106

27.016

25.644

40,1

32,1

29

32

0

1

1.513.729

1.575.215

52.198

49.225

87

103

1

4

2.248.791

2.505.077

25.848

24.321

71,9

62,8

Latsia

27

28

-

-

1.440.052

1.509.514

53.335

53.911

55

54

-

-

1.386.125

1.514.667

25.202

28.049

62,0

46,1

Dali

15

16

1

2

686.799

692.814

45.787

43.301

12

13

-

-

321.457

338.218

26.788

26.017

27,1

24,5

Lakatamia

50

51

-

-

2.314.200

2.462.462

46.284

48.284

79

84

-

-

1.971.832

2.085.191

24.960

24.824

41,7

38,9

Yeri

5

5

-

-

196.167

201.642

39.233

40.328

16

16

-

-

292.538

273.338

18.284

17.084

36,0

34,5

Tseri

4

5

6

5

122.091

148.572

30.523

29.714

11

9

1

4

216.120

169.754

19.647

18.862

18,4

14,9

Ypsonas

4

4

-

-

191.255

200.646

47.814

50.162

21

21

-

-

452.296

450.182

21.538

21.437

14,3

19,6

Sotira

4

4

2

-

177.261

176.336

44.315

44.084

7

8

7

5

167.128

184.568

23.875

23.071

14,0

17,1

Livadia

3

3

4

3

154.142

181.452

51.381

60.484

15

16

35

8

406.473

435.230

27.098

27.202

19,0

23,1

DromolaxiaMeneou

5

5

-

-

261.444

275.385

52.289

55.077

13

15

-

-

336.356

386.431

25.874

25.762

31,3

23,8

* 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

Employees
Municipality

Permanent
2013

2012

Casual
2013

2012

Labourers

Permanent
Employees Cost *

Casual Employees
Cost*

Casual/
seasonal

2013

2012

2013

2012

€

€

€

€

286.174

307.353

50.815

62.453

2

2

-

9.600

9.600

-

-

Regular
2013

2012

2013

2012

Regular Labourers
Cost*

Casual
Labourers Cost*

Total Cost

2013

2012

2013

2012

2013

2012

€

€

€

€

%

%

2

35.860

35.854

0

20.429

372.849

426.089

-

-

0

0

0

0

9.600

9.600

Famagusta

6

7

2

3

Lefkoniko

-

-

2

2

Akanthou

-

-

1

1

0

0

19.933

20.124

-

-

-

-

0

0

0

0

19.933

20.124

Lysis

-

-

1

1

0

0

19.224

19.224

-

-

-

-

0

0

0

0

19.224

19.224

Karavas

1

1

1

1

27.973

28.096

20.025

19.822

-

-

-

-

0

0

0

0

47.998

47.918

Lapithos

1

1

1

1

31.590

29.288

21.234

21.234

-

-

-

-

0

0

0

0

52.824

50.522

Kythrea

-

1

2

1

0

57.810

13.434

5.848

-

-

-

-

0

0

0

0

13.434

63.658

Morphou

2

5

1

1

68.143

219.220

18.730

18.730

-

-

-

-

0

0

0

0

86.873

237.950

Kyrenia

1

1

1

1

45.612

44.820

21.439

20.939

-

-

-

-

0

0

0

0

67.051

65.759

Total

11

16

12

12

459.492

686.587

194.434

197.974

2

2

0

2

35.860

35.854

20.429

689.786

940.844

0

* The term costs includes 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
2013
Municipality

2012

Total

Amount due by the
Municipality

Amount due by the
Government

Total

AmountDue by the
Municipality

AmountDue by the
Government

€

€

€

€

€

€

Nicosia

65.358.055

45.421.503

19.936.552

68.269.426

47.773.962

20.495.464

Limassol

75.017.463

61.452.618

13.564.845

78.415.977

64.097.529

14.318.448

Larnaca

87.871.120

52.792.661

35.078.459

93.175.564

58.966.765

34.208.799

Paphos

51.584.398

35.029.622

16.554.776

52.799.822

35.563.373

17.236.449

Strovolos

59.519.593

25.893.757

33.625.836

60.746.329

25.403.180

35.343.149

Agios Dometios

10.222.236

5.737.598

4.484.638

10.926.428

5.946.453

4.979.975

Athienou

4.616.036

4.616.036

0

4.582.302

4.582.302

0

Aradippou

6.396.274

1.132.923

5.263.351

6.751.641

1.195.881

5.555.760

Polis Chrysochous

10.937.139

6.475.037

4.462.102

6.714.613

6.738.783

4719297

Paralimni

12.884.263

7.996.707

4.887.556

13.510.036

8.164.696

5.345.340

Ayia Napa

14.414.484

6.278.627

8.135.857

15.407.935

6.576.317

8.831.618

Deryneia

7.334.521

1.499.005

5.835.516

7.646.772

1.487.058

6.159.714

Lefkara

1.584.326

1.263.717

320.609

1.801.019

1.463.502

337.517

18.978.564

10.972.842

8.005.722

19.682.574

11.619.038

8.063.536

6.663.711

6.496.742

166.969

6.362.417

6.186.660

175.757

Mesa Yitonia

12.997.975

7.003.981

5.993.994

13.458.102

7.103.934

6.354.168

Germasogeia

12.775.646

6.685.428

6.090.218

12.948.558

6.916.073

6.032.485

9.976.687

5.991.666

3.985.021

10.449.953

6.176.160

4.273.793

Agios Athanasios

14.803.619

5.428.395

9.375.224

15.638.044

5.717.683

9.920.361

Aglantzia

26.651.456

12.372.825

14.278.631

27.649.500

12.603.089

15.046.411

2.589.742

2.490.071

99.671

3.264.002

2.833.882

430.120

18.337.826

4.529.356

13.808.470

19.671.597

4.913.454

14.758.143

5.867.419

685.744

5.181.675

6.195.977

723.842

5.472.135

Geroskipou
Pegeia

Kato Polemidia

Engomi
Latsia
Dali

Lakatamia

29.244.021

13.104.287

16.139.734

30.635.005

12.226.545

18.408.460

Yeri

111.318

111.318

0

153.435

153.435

0

Tseri

36.952

36.952

0

55.960

55.960

0

Livadia

2.118.373

384.556

1.733.817

3.092.038

697.589

2.394.449

Ypsonas

1.542.009

1.530.368

11.641

1.645.924

1.610.652

35.272

Sotira

262.214

262.214

0

348.891

348.891

0

Dromolaxia-Meneou

522.870

522.870

0

564.510

564.510

0

588.177.528

342.731.751

245.445.777

592.564.351

348.411.198

248.896.620

Total

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.

