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Regulatory framework

1 What are the principal governmental and regulatory policies that
govern the banking sector?

The governmental and regulatory policies relating to the banking

sector aim primarily to:

¢ enhance the stability and effectiveness of the banking system;

* ensure transparency of the procedures and terms of transactions
carried out by credit institutions;

e prevent and suppress money laundering; and, in light of the cur-
rent economic conditions,

e strengthen public confidence in the domestic banking sector and
prevent systemic risks.

2 Please summarise the primary statutes and regulations that govern
the banking industry.

Law 3601/2007 (the Banking Law) on the ‘Taking up and pursuit of
business by credit institutions, capital adequacy of investment firms
and credit institutions and other provisions’, as recently amended
by Law 4021/2011 on ‘Enhanced measures for the supervision and
resolution of credit institutions, regulation of credit issues, ratifica-
tion of the framework contract of the European Financial Stability
Facility and the amendment thereof and other provisions’ and by
Law 4051/2012 on “Urgent provisions in relation to pension matters
and to the implementation of the Memorandum of Understanding
of Law 4046/2012’, constitutes the core of the legislative framework
on the banking industry.

The Banking Law (as currently in force), which was adopted to
transpose to Greek banking legislation the provisions of EC Direc-
tives 2006/48 and 2006/49/EC, lays down rules concerning both the
taking up and pursuit of the business of credit institutions (operating
in the form of a société anonyme or in the form of a pure credit coop-
erative) and the application of preventive supervisory and resolution
measures and the placing of credit institutions under special liquida-
tion. The bank supervision regime is further elaborated by the Bank
of Greece (BoG) Governor’s Acts, which, inter alia, cover:
¢ the data and information that must be submitted by supervised

institutions to the BoG on a periodical basis (BoG Governor’s Act

2651/2012);
¢ the preparation and submission of recovery plans (BoG Gover-

nor’s Act 2648/2012);
¢ the definition of own funds (BoG Governor’s Act 2630/2010);
¢ the calculation of minimum capital requirements (BoG Gover-

nor’s Acts 2646/2011 and 2631/2010);
¢ the supervision and control of credit institutions’ large financial

exposures (BoG Governor’s Act 2635/2010);

e the evaluation of the organisation and internal control sys-
tems of credit and financial institutions (BoG Governor’s Act

2577/2006); and
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o the credit institutions’ disclosure requirements to retail customers
with respect to terms and conditions governing the provision of
bank services (BoG Governor’s Act 2501/2002).

Of paramount importance in relation to prudential supervision of
credit institutions and the sanctions that the BoG may impose upon
them in performing its supervisory tasks, are, furthermore, the rel-
evant provisions contained in the BoG statute. It is to be noted, in this
respect, that the provisions of the BoG statute have the force of law
and, more specifically, the force of a superior law prevailing over any
other provision of domestic law, given that said statute forms part of
an international agreement which was ratified by law (see article 28,
paragraph 1 of the Greek Constitution).

A number of separate enactments can, finally, also be consid-
ered as an integral part of the legislative framework that governs
the banking industry, namely (and indicatively): Law 3691/2008 on
the ‘Prevention and suppression of money laundering and terrorist
financing’, Law 3606/2007 on ‘Markets for financial instruments
and other transactions’, as well as various laws and legislative decrees
on the wide spectrum of transactions between banks and their cus-
tomers (Law 5638/1932 on joint accounts, Law 1665/1986 on leas-
ing, Law 1905/1990 on factoring, etc).

3 Which regulatory authorities are primarily responsible for overseeing
banks?

The BoG is responsible for the licensing and exercise of prudential
supervision over credit institutions and for the enforcement of the
applicable regulations. It is also responsible for the imposition or
recommendation of resolution measures, as well as the revocation
of a bank’s operating licence.

4 Describe the extent to which deposits are insured by the government.
Describe the extent to which the government has taken an ownership
interest in the banking sector and intends to maintain, increase or
decrease that interest.

According to the provisions of article 6 of Law 3714/2008, deposits
are insured up to the amount of €100,000. The insurance is provided
by the Hellenic Deposit and Investment Guarantee Fund (HDIGF).
HDIGEF is a private law entity supervised by the minister of finance,
to which all credit institutions licensed by the BoG become compul-
sory members and pay annual contributions (Law 3746/2009, as
currently in force).

The aforementioned coverage includes any interest accrued up
to the date on which the deposits become unavailable and applies
for the aggregate deposits of each depositor held by the same credit
institution, irrespective of the number of accounts (personal or joint),
the currency of denomination or the country where the branch of the
credit institution with which the deposit is held operates. In the case
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of joint accounts opened in the names of two or more persons, each
depositor’s share is deemed a separate deposit and is covered up to
€100,000. In calculating the amount of compensation payable to
depositors, the credit balance on their accounts is set off against any
counterclaims filed by the credit institution against the beneficiary-
depositor, as per the terms of articles of 440ff of the Greek Civil Code

(eg, loans outstanding, credit card dues).

The types of deposits that are excluded from coverage through
the HDIGEF are listed in article 11 of Law 3746/2009. These include,
indicatively:

* deposits held by other credit institutions in their own name and
for their own account;

e all instruments falling within the category of credit institutions’
‘own funds’, as defined in the BoG Governor’s Act;

e deposits arising from customer transactions in connection with
which there has been a criminal conviction for money laundering
or the funding of terrorism, as defined in Greek legislation or the
corresponding legislative framework of other countries; and

* deposits by shareholders whose direct or indirect participation
in the capital of the credit institution concerned amounts to at
least 5 per cent of the share capital or voting rights, as well as
deposits by individuals who are responsible for the audit of the
credit institution’s financial statements, as provided for by law.

In relation to further governmental intervention in the banking
sector, see question 7.

5 Which legal and regulatory limitations apply to transactions between
a bank and its affiliates? What constitutes an ‘affiliate’ for this
purpose? Briefly describe the range of permissible and prohibited
activities for financial institutions and whether there have been any
changes to how those activities are classified.

As a general rule, the provision of credit and guarantees by a com-

pany to its parent entity or to individuals that exercise control over

it is prohibited. However, because banks engage in these activities in
the ordinary course of their business, in principle, the Banking Law
allows such transactions to take place insofar as they are not carried
out under preferential terms compared with those generally applied
by the credit institution or in a manner that may operate to the det-
riment of the credit institution’s prudent and sound management.

An affiliate relationship between two companies exists, accord-
ing to article 42¢(5)(a) of Codified Law 2190/1920 (as currently in
force), when the one:

¢ holds the majority of capital or voting rights in the other;

¢ controls the majority of voting rights in the other by means of
shareholders’ agreements;

e participates in the capital of the other and has the right to
appoint or terminate the majority of the members of the board
of the other;

¢ has the authority to exercise de facto control over the other; or

¢ s jointly with the other controlled by a third company (parent
company).

It is to be noted that the Banking Law’s definition of ‘control’ is, pre-
cisely, that of ‘a relationship between a parent undertaking and a sub-
sidiary, as defined in article 42¢(5)(a) of Codified Law 2190/1920, as
currently in force, or any similar relationship between any natural or
legal person and an undertaking’ (article 2(12)).

As regards the positive obligations of persons subject to supervi-
sion on a consolidated or sub-consolidated basis, article 38 of the
Banking Law stipulates that credit institutions must have adequate
risk-management processes and internal control mechanisms in place
in order to identify, measure, monitor and control transactions with
their parent holding company and its subsidiaries, and must report
to the BoG any significant transaction with the aforementioned com-
panies in addition to their large exposures.
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6 What are the principal regulatory challenges facing the banking
industry?

The principal regulatory challenges facing the banking industry
relate, on the one hand, to the implementation of the new Basel Il
Accord, which addresses issues such as building high-quality capital,
strengthening risk coverage, mitigating pro-cyclicality, discourag-
ing leverage as well as strengthening liquidity risk requirements and
forward-looking provisioning for credit losses, and, on the other
hand, to the necessary adjustment of the existing regulatory frame-
work to what can arguably be considered a widespread or systemic
crisis, as the existing arrangements are primarily designed to support
failing institutions within an otherwise functioning environment.

7 How has regulation changed in response to the recent crisis in the
banking industry?

The authorities have responded to the recent economic crisis through,
inter alia, the adoption of two credit institution support schemes.

The first support scheme, set out in Law 3723/2008 (as amended
and in force), is a package of measures consisting of a recapitalisa-
tion scheme, making new capital available to credit institutions in
exchange for preferential shares so as to allow banks to strengthen
their capital base against potential losses, a guarantee scheme, cov-
ering against remuneration new debt with a maturity between three
months and three years, and a securities scheme, providing against
remuneration government bonds to eligible credit institutions in
order to enhance their access to liquidity, in particular with the ECB.
The second scheme involves the recapitalisation of credit institu-
tions in Greece by a new entity with a financial stability mandate,
namely the Hellenic Financial Stability Fund (HFSF), as provided for
in Law 3864/2010 (as amended and in force). On 6 February 2012,
the European Commission authorised, under EU state aid rules, an
extension of the two support schemes until 30 June 2012.

A second, equally important, change in banking regulation,
brought about by the need to protect public confidence in the sta-
bility and smooth operation of the financial system and to prevent
systemic risk, is the recent introduction and enactment of a bank
resolution framework, alongside an enhanced supervisory regime,
and the entrusting of the corresponding resolution authority to the
BoG (Law 4021/2011). The first two instances of the framework’s
successful application (Proton Bank and T-Bank cases) underscore
the significance of the BoG’s new mandate.

In relation to further regulatory changes in response to the recent
crisis, see ‘Update and trends’.

8 In what ways do you anticipate the legal and regulatory policy changing
over the next few years?

As is true with all EU countries, the great majority of current and
upcoming developments in the Greek banking regime is directly
induced or at least strongly influenced by EU legislation and inter-
national developments. Legal and regulatory policy will, in addition,
change in view of the current economic environment. Some of the
short-term changes are outlined in the ‘Update and trends’ question,
while medium and longer-term developments are essentially depend-
ent on Greece’s efforts to comply with its international obligations
and return to a fiscally sustainable path.

Supervision

9 How are banks supervised by their regulatory authorities? How often
do these examinations occur and how extensive are they?

The BoG exercises its supervisory authority mainly by means of regu-
lation and by monitoring and assessing the financial statements and
relevant data submitted by the supervised entities on a regular basis.
In order to fulfil its supervisory task, the BoG also has the power to
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request written explanations on a case-by-case basis and to conduct
on-site examinations.

The frequency of written explanation requests and on-site exami-
nations is determined on an ad hoc basis, taking into account factors
such as size, systemic importance, nature, scale and complexity of
each credit institution’s activities. The same factors also influence
how extensive said actions and requests are.

10 How do the regulatory authorities enforce banking laws and
regulations?

The principal enforcement instruments are:

e regulation on an individual basis (including, indicatively, the
imposition of stricter than minimum capital adequacy require-
ments, limits on the distribution of profits, requirement for the
adoption of corrective measures, appointment of a commis-
sioner, etc);

e imposition of administrative sanctions (in the form of an obliga-
tion to maintain a non-interest-bearing deposit with the BoG, a
fine in favour of the Greek state, etc); and

¢ withdrawal of a credit institution’s licence.

11 What are the most common enforcement issues and how have they
been addressed by the regulators and the banks?

The most common enforcement issues relate to statutory or regu-
latory violations in areas ranging from capital adequacy and
internal control systems to anti-money laundering and disclosure
requirements.

12 How has bank supervision changed in response to the recent crisis?

The recent economic turmoil has influenced bank supervisory activ-
ity on both the European and domestic level. The BoG has responded
to the acute challenges in a timely manner by placing increased
emphasis on crisis management, requiring increased capital buffers,
overseeing the enhancement of internal control systems as well as,
more recently, by making use of its enhanced supervisory (and reso-
lution) tools, as provided for in Law 4021/2011 (see, for example,
BoG Governor’s Act 2648/2012 on the preparation and submission
by credit institutions of recovery plans).

Capital requirements

13 Describe the legal and regulatory capital adequacy requirements for
banks. Must banks make contingent capital arrangements?

In order to be granted a banking licence, credit institutions estab-
lished in the form of a société anonyme must hold capital resources
(paid-up initial capital) equal to at least €18 million, whereas credit
institutions established in the form of a credit cooperative must hold
€6 million. Branches of a credit institution authorised in a third
(non-EU) country must have paid-up initial capital amounting to at
least €9 million. Initial capital must, in principle, be paid up in cash,
although the BoG may decide on an individual basis which other
forms of capital other than cash may be used.

Banks must, furthermore, in accordance with Basel Il and the EU
Capital Requirements Directives II and III, maintain own funds for
the protection against various risks, including credit risk, market risk
and operational risk. The methods for calculating capital require-
ments for credit, market and operational risk are currently set out in
BoG Governor’s Acts 2631/2010 and 2646/2011. What constitutes
eligible own funds is set out in BoG Governor’s Act 2630/2010.

Banks are currently not required to make contingent capital
arrangements.
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14 How are the capital adequacy guidelines enforced?

The capital adequacy guidelines are enforced through the ongoing
supervision of the BoG and its related powers to enforce banking
laws and regulations. For the purpose of compliance control, credit
institutions are required to submit periodic capital adequacy reports
(see BoG Governor’s Act 2651/2012). The majority of the relevant
reports are provided for on a quarterly basis.

15 What happens in the event that a bank becomes undercapitalised?

Should a credit institution find itself in a situation of non-compliance
with the regulatory provisions on capital adequacy, it may, first of all,
be subject to various preventive supervisory measures by the BoG.
Indicatively, the BoG may require the credit institution in question to
apply a specific, in terms of capital adequacy, provisioning policy or
treatment of assets; to restrict or limit parts of its business activities;
to reinforce own funds through net profits; to have certain transac-
tions subject to prior authorisation by the BoG; and/or to take other
appropriate corrective measures.

The BoG may, furthermore, in accordance with the provisions
of article 63 of the Banking Law, decide to appoint a commissioner,
who is under the obligation to assess the general financial, manage-
rial and organisational condition of the credit institution and make
the best possible efforts to ensure its smooth operation, with a view
to either achieving its return to financial soundness or preparing it for
any of the resolution measures under articles 63C-E or its placement
under special liquidation under article 68. Depending on certain
factors, the BoG-appointed commissioner either assists or assumes
management of the credit institution.

Following the enactment of Law 4021/2011, the BoG may,
finally, for the purpose of ensuring financial stability and strength-
ening public confidence in the domestic financial system, decide to
adopt or implement resolution measures in relation to a particular
credit institution. The resolution measures provided for are:

e capital increase (article 63C of the Banking Law);

e transfer of assets and liabilities to another credit institution or
person (article 63D of the Banking Law); and

® setting-up of a transitional credit institution (article 63E of the
Banking Law).

16 What are the legal and regulatory processes in the event that a bank
becomes insolvent?

In the event that a bank becomes insolvent and there are no systemic
risk considerations or implications, the BoG withdraws its licence and
places it under special liquidation (article 68 of the Banking Law).
During the said liquidation process, a special liquidator appointed
and supervised by the BoG assumes the credit institution’s manage-
ment and the latter may, inter alia, not accept deposits. The terms of
the application of article 68 of the Banking Law have recently been
specified through BoG’s Credit and Insurance Committee Decision
21/2/4.11.2011.

The provisions of the Bankruptcy Code (generic insolvency
regime) are complementarily applicable, to the extent that they do
not contradict the specific provisions of the Banking Law, as these
are further elaborated by means of the abovementioned Credit and
Insurance Committee Decision.

17 Have capital adequacy guidelines changed, or are they expected to
change in the near future?

Capital adequacy guidelines have changed, in recent years, and
are expected to change again in the near future both because of
Basel III and the upcoming EU Capital Requirements Directive IV
(expected to be adopted in mid-2012 with a view to implementation
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Update and trends

The numerous challenges facing the Greek banking sector amidst
the ongoing severe economic crisis as well as the set of measures
aimed at addressing them are, to a great extent, laid out in the latest
(March 2012) ‘Memorandum of Understanding on Specific Economic
Policy Conditionality’ between the European Commission, Greece and
the BoG (text finalised shortly before the end-February submission
deadline for this country report), which forms part of the so-called
second economic programme for Greece. Among the core provisions
of the financial sector regulation and supervision section of the said
Memorandum are those according to which:

+  legislation will be enacted (prior to disbursement) to support the
strategy for bank recapitalisation and resolution (this has been
effectuated by the enactment of Law 4051/2012, which entered
into effect on 29 February 2012);
all banks will be required to achieve a core Tier | capital ratio set
at 9 per cent by Q3-2012, reaching 10 per cent in Q2-2013;
based on a comprehensive assessment of bank’s capital needs
undertaken by the BoG, banks will revise their business plans and
submit capital-raising plans by Q1-2012;

a strategic assessment of the banking sector, using a set of
quantitative and qualitative criteria, will be carried out by the BoG
and be complete by Q1-2012;

based on an assessment of their viability and capital raising plans
(by the end of April 2012), the BoG will communicate to banks
specific deadlines to raise capital in the market (by Q3-2012);
banks submitting viable capital-raising plans will be given the
opportunity to apply for and receive public support in a manner
that preserves private sector incentives to inject capital and thus
minimises the burden for taxpayers. Specifically, banks will be
able to access capital from the Hellenic Financial Stability Fund
(HFSF) through common shares and contingent convertible bonds;
banks that do not submit viable capital-raising plans and/or do
not raise the capital needed to meet the regulatory requirements
within the set deadlines will be resolved in an orderly manner and
at the lowest cost to the state; and

to ensure that the system remains well capitalised, by Q2-2013,
the BoG will conduct a new stress-test exercise, based on end-
2012 data, using a methodology determined in consultation with
the Commission, ECB and IMF.

on 1 January 2013) and because of the ongoing developments on a
national level (see ‘Update and trends’ section).

Ownership restrictions and implications

18 Describe the legal and regulatory limitations regarding the types of
entities and individuals that may own a controlling interest in a bank.
What constitutes ‘control’ for this purpose?

There are no legal and regulatory limitations regarding the type of
entities and individuals that may own a controlling interest in a bank.
What constitutes control for this purpose has been specified under
question 5.

19 Are there any restrictions on foreign ownership of banks?

There are no restrictions on foreign ownerships of banks.

20 What are the legal and regulatory implications for entities that control
banks?

It is, first, to be noted that most of the regulatory implications that

apply to entities that control banks are also applicable in instances

where an entity holds an interest that falls well below the threshold
of control (as defined in question 5). More specifically, the BoG may

(before authorisation is granted as well as at any time during the

operation of the credit institution):

e request details on the identity, the financial situation and the
source of funds of entities that hold directly or indirectly more
than 1 per cent of the capital or voting rights of the credit institu-
tion or that are among the 10 largest shareholders of a bank;

* impose on the above-mentioned entities to have their voting
shares registered; and

e require that specific percentages of the total of the registered vot-
ing shares referred to hereinabove be held by one or more natural
persons who have been granted prior approval by the BoG.

As regards entities that exercise control over a credit institution, as
defined under question 5, this might, additionally, trigger the consoli-
dated supervision regime (see articles 33 to 40 of the Banking Law),
if the controlling entity is a holding company whose subsidiaries are
predominantly active in the financial sector.
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21 What are the legal and regulatory duties and responsibilities of an
entity or individual that controls a bank?

Controlling entities or individuals are generally obliged to: (i) to
honour their communication obligations to the BoG, as stipulated
in article 24 of the Banking Law; (i) provide assurance as to their
ability to maintain the sound and prudent management of the bank
and avoid situations resulting in conflicts of interests; and (iii) avoid
raising doubts as to the legality of their sources of income.

22 What are the implications for a controlling entity or individual in the
event that a bank becomes insolvent?

The insolvency of a bank and its placing under special liquidation
under article 68 of the Banking Law (see question 16), bears the con-
sequence that the controlling entity or individual will, depending in
part on the type of shares it holds, suffer a significant or total loss of
its investment (as shareholders rank last in priority). There is, on the
other hand, no legal obligation for the controlling entity or individual
to offer capital to the insolvent entity and any such obligation would
be of disputable constitutional validity.

Changes in control

23 Describe the regulatory approvals needed to acquire control of a bank.
How is ‘control’ defined for this purpose?

Any natural or legal person, acting alone or in the context of a com-
mon action (as defined in law), intending to acquire a holding that
directly or indirectly corresponds to a percentage equal to, or higher
than 10, 20, 33 or 50 per cent of the capital or the voting rights of
a credit institution authorised in Greece must first inform the Bank
of Greece, which has sixty working days from the notification of
the proposed acquisition or increase of a holding to either approve
or oppose it in a reasoned decision. To this end, the Bank of Greece
may request the persons concerned to provide any necessary data and
information at its discretion.

The same also applies when a prospective acquirer intends to
individually increase a holding so that the proportion of the voting
rights reaches or exceeds 5 per cent of total voting rights or when a
natural or legal person acquires, directly or indirectly, the control of
a credit institution (as defined under question 5).

Prior notification or approval might also be required by the Hel-
lenic Competition Commission.
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24 Are the regulatory authorities receptive to foreign acquirers? How is
the regulatory process different for a foreign acquirer?

A foreign acquirer will basically have to go through the same regula-
tory process.

25 What factors are considered by the relevant regulatory authorities in
considering an acquisition of control of bank?

The BoG may disapprove of the acquisition of a substantial hold-
ing or of control of a credit institution, if it is not satisfied as to the
suitability of the persons concerned, including the natural persons
who directly or indirectly control the acquiring legal persons, for the
prudent and sound management of the credit institution or if there
are valid doubts as to the legality of their income.

26 Describe the required filings for an acquisition of control of a bank.

The BoG’s policy is to extend its inquiry on the entity wishing to
acquire a substantial holding or control of a credit institution down
to the level of the natural persons who stand behind it. The docu-
ments to be provided are determined by the BoG on a case-by-case
basis, although those pertaining to the good standing of the entity
or individual and the criminal record of the individual will most cer-
tainly be required. Upon request of the acquiring entity or individual,
the BoG will routinely grant an informal meeting in order to provide
information regarding the required filings.

27 What is the typical time frame for regulatory approval for both a
domestic and a foreign acquirer?

The BoG must either approve or oppose a proposed acquisition or
increase of a holding within sixty working days of the relevant noti-
fication. If the BoG does not oppose the plan, it may fix a maximum
period for its implementation.
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