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A. Introduction

a) Preface

In Agenda 2000, the Commission said it would report regularly to the European Council on
progress made by each of the candidate countries of Centrd and Eastern Europe in
preparations for membership, and that it would submit its first Report at the end of 1998.

The European Council in Luxembourg decided that

“From the end of 1998, the Commission will make Regular Reports to the Council, together
with any necessary recommendations for opening bilaterd intergovernmental  conferences,
reviewing the progress of each Central and Eastern European gpplicant State towards
accesson in the light of the Copenhagen criteria, in particular the rate a which it is adopting the
Union acquis’ ... “The Commission’'s reports will serve as the basis for taking, in the Council
context, the necessary decisions on the conduct of the accession negotiations or their extension
to other applicants. In that context, the Commission will continue to follow the method adopted
by Agenda 2000 in evauating gpplicant States ability to meet the economic criteria and fulfil
the obligations deriving from accesson.”

On this basis, the Commission presented a first series of Regular Reports in October 1998, a
second seriesin October 1999, and a third in November 2000. The Commission has prepared
this fourth series of Regular Reports with a view to the Laeken European Council in December
2001.

The gructure followed for this Regular Report is the same as that used for the 2000 Regular
Report. In line with previous Regular Reports, the present Report:

- describes the relaions between Cyprus and the Union, in particular in the framework of the
Association Agreement;

- andyses the gdtuation in respect of the politica criteria set by the 1993 Copenhagen
European Council (democracy, rule of law, human rights, protection of minorities);

- asesses Cyprus Situation and prospects in respect of the economic criteria defined by the
Copenhagen European Council (a functioning market economy and the capacity to cope
with competitive pressures and market forces within the Union);

- addresses the question of Cyprus capacity to assume the obligations of membership, that
is, the acquis as expressed in the Tresties, the secondary legidation, and the policies of the
Union. This part gives specid attention to nuclear safety standards, as underlined by the
Cologne and Hesnki European Councils. It encompasses not only the adignment of
legidation, but aso the development of the judicial and adminigtrative capacity necessary to
implement and enforce the acquis, as emphasised by the Madrid European Council in
December 1995, and confirmed by the Gothenburg European Council in June 2001. At
Madrid, the European Council underlined the necessity for the candidate countries to adjust
their adminigrative structures, so as to create the conditions for the harmonious integration
of those States. The Gothenburg European Council emphasised the vitd importance of the
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candidate countries capacity to effectively implement and enforce the acquis, and added
that this required important efforts by the candidates in strengthening and reforming their
adminidrative and judicid dructures.

This Report takes into consideration progress since the 2000 Regular Report. It covers the
period until 30 September 2001. In some particular cases, however, measures taken after that
date are mentioned. It looks a whether intended reforms referred to in the 2000 Regular
Report have been carried out, and examines new initiatives. In addition, this Report provides
aso an overdl assessment of the global Stuation for each of the aspects under consideration,
setting out for each of them the main steps which remain to be taken by Cyprusin preparing for
accesson.

In accordance with this gpproach, the assessment of progress in meeting the political and
acquis criteria (including Cyprus adminidirative capacity to implement the acquis) focuses on
what has been accomplished since the last Regular Report, complemented with a view of the
globa stuation for each of the aspects discussed. The economic assessment, for its part,
provides, besides an assessment of progress made over the reference period, aso a dynamic,
forward-looking evaluation of Cyprus economic performance.

The Report contains a separate section examining the extent to which Cyprus has addressed the
Accesson Partnership priorities.

As has been the case in previous Reports, “progress’ has been measured on the basis of
decisons actudly taken, legidation actudly adopted, international conventions actualy ratified
(with due attention being given to implementation), and measures actualy implemented. As a
matter of principle, legidation or measures which are in various stages of ether preparation or
Parliamentary approva have not been taken into account. This approach ensures equa
treatment for al the candidate countries and permits an objective assessment of each country in
terms of its concrete progress in preparing for on.

The Report draws on numerous sources of information. The candidate countries have been
invited to provide information on progress made in preparations for membership since the
publication of the last Regular Report. The Nationa Programmes for the Adoption of the
Acquis of each of the candidate countries, as well as the information they have provided in the
framework of the Association Agreement and in the context of the andytical examination of the
acquis (screening) and the negotiations', have served as additiond sources. Council
deliberations and European Parliament reports and resolutions’ have been taken into account in
the preparations. The Commission has aso drawn on assessments made by various international
organisations, and in particular the contributions of the Council of Europe, the OSCE and the
Internationa Financid Indtitutions, as well asthat of non-governmenta organisations.

1 Asin previous years, the Report does not mention any commitments undertaken or requests made in the context of the

accession negotiations.
For the European Parliament the rapporteur is Mr. Jacques Poos.
7
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b) Relationsbetween the European Union and Cyprus

Relations between the EU and Cyprus are based on the Association Agreement of 1973 and
the Accesson Partnership (AP) of April 2000°. Cyprus has continued to implement the
Associgtion Agreement correctly.

Recent developments under the Association Agreement (including bilateral
trade)

Cyprus and the European Community have been linked since 1973 by an Associaion
Agreement, which was intended to lead to a customs union by the year 2003. The Agreement
contains arrangements on trade and customs matters. It was supplemented by four Financia
Protocols concerning financid and technical co-operation. Full liberalisation of trade, due to
take place as the next stage, has not been completed because of the start of the accesson
negotiations.

In December 2000, the 4" meeting of the EU-Cyprus Association Committee took place in
Nicosa The EU and Cyprus assessed the progress as regards the implementation of the
Accession Partnership and the enhancement of Cyprus adminidrative capacity as well as its
participation in Community programmes. It was agreed that a few outstanding trade issues
under discussion (see below) would continue to be negotiated.

The EU-Cyprus Association Council met for the 19th timein May 2001 in Brusdls The
country's preparation for EU accession and on the result of the enhanced pre-accession strategy
were discussed and financia co-operation was reviewed. International issues of common
interest concerning the Situation in the Bakans and in the Middle East were also raised.

The 19" medting of the EU/Cyprus Joint Parliamentary Committee, which took place in
Limassol in March 2001, focused on the progress of Cyprus accession course and laid specid
emphass on the implementation of the environmenta acquis.

In the context of the envisaged second round of negotiations on reciprocal concessions for
agricultural products with the countries of Central and Eastern Europe, the Commission is
presently preparing for negotiations with Cyprus, aiming at further trade liberalisation concerning
agricultural products.

The Council gpproved a mandate for the Commission to negotiate bilateral trade concessonsin
the fidd of fish and fishery products with Cyprus. A derogation from the rules of origin for
certain textile products has been agreed between the Commission and Cyprus. The increase of
two import quotas (on canned grapes and table wine in bulk) is currently consdered.

In generd, trade relations between the EU and Cyprus developed well. In 2000 EC imports
from Cyprus stood at € 999 million (compared to € 607million in 1999), while during the same
period, EC exports to Cyprus were valued a € 3109 million (compared to € 2368million in
1999).

3 Council Decision (EC) No. 248/2000 of 20 March 2000 on the principles, priorities, intermediate objectives and

conditions contained in the Accession Partnership with the Republic of Cyprus, which entered into force on 1 April
2000.
8



Accession Partnership / National Programme for the Adoption of the Acquis

The firg Accesson Patnership with Cyprus entered into force in March 2000. Its
implementation is reviewed in Part D. This Regular Report is accompanied by a proposa from
the Commission to update the Accession Partnership.

In August 2001, Cyprus presented a revised Nationd Programme for the Adoption of the
acquis (NPAA), in which it outlined the srategy for accesson, including how to achieve the
priorities of the Accession Partnership (see Part D).

Community aid

After the expiry of the 4" Financia Protocol at the end of 1999, the Council adopted the
Accession Partnership in May 2000. The tota pre-accession budget alocated to Cyprus for the
period 2000-2004 adds up to € 57 million. These pre-accession funds will finance co-operation
projects and activities which are a priority to prepare for accesson. One third of the funds
should be used to finance bi-communa projects (activities to contribute to the reconciliation of
the two Cypriot communities).

The 2000 pre-accession dlocation (€ 9 million) has been programmed to support activities in
the following sectors taxation, customs, Schengen Information System, adminidtrative
cooperation, bi-comunna projects, and participation in the Community programmes in the
sector of education (Socrates, Leonardo, Y outh).

The main projects foreseen under the 2001 alocation € 11.5 million) include the fallowing
activities: bi-commund projects, VAT and customs harmonisation, upgrading of the date
laboratories, urban wastewater, and participation in Community programmes. The
implementation of these projectsis expected to sart in 2002.

As mentioned above, severad bi-communal projects have been programmed under the 2000
and 2001 budget. The EU will contribute € 6.3 million to the urban revitalisation schemes and
historica preservation as part of the Nicosa Master Plan. This Plan is aming to preserve the
cultura and higtorical heritage of the walled city, so as to provide a new impetus for private
investments and to improve the urban fabric. The EU project will be implemented through the
executing agency of the United Nations Development Programme cdled UNOPS (United
Nations Office for Project Services), which has been active with the Nicosa Master Plan since
1998. The EU isdso providing € 0.3 million of support for Trade Unions to improve the links
between Greek Cypriot and Turkish Cypriot unions and to develop shared interests in the light
of accesson to the EU. A Communication Strategy (€ 0.2 million) is designed to increase public
awareness and interest in the EU for both Greek and Turkish Cypriot communities.

As regards participation in Community Programmes, Cyprus is currently participating in
Media ll, Life II, the 5" Programme for R& D, Socrates, Leonardo,Y outh, and the 3¢ Muilti-
annua Programme for SMEs. In order to streamline Community lega procedures and thereby
fadilitate future participation of Cyprus in Community programmes, an Agreement is in the
process of being concluded between the European Community and Cyprus establishing the
generd principles for such participation.



Twinning

One of the main chalenges the candidate countries continue to face is the need to strengthen
thelr adminigtrative capacity to implement and enforce the acquis. As of 1998, the European
Commission proposed to mohilise sgnificant human and financid resources to help them in this
respect, through the process of twinning of adminigtrations and agencies. The vast body of
Member States expertise is now being made available to the candidate countries through the
long-term secondment of civil servants and accompanying short-term expert missons.

For Cyprus severa twinning projects will take place in 2001 and 2002, particularly in the fields
of structurd funds, Sate aids, metrology, insurance and asylum.

Negotiations/ screening

The andyticd examination of the acquis (screening) for Cyprus sarted in April 1998 and was
concluded in 2000, covering the new acquis up to 1 January 2000. Since that time, screening
takes place in the framework of the accesson negotiations.

Since the opening of the accesson negotiations, substantid discussons on the individua
chapters of the acquis have started, and negotiations on al chapters (with the exception of
chapter 30 - Ingtitutions and chapter 31 — Other) have been opened. It is to be recalled that
Presdent Clerides reterated his invitation to the Turkish Cypriot community to nominate its
representatives in the negotiating team.

By the end of September 2001, the following 23 chapters had been provisonaly closed: Free
Movement of Goods, Free Movement of Persons, Freedom to Provide Services, Free
Movement of Capitd; Company Law; Fisheries;, Trangport; Economic and Monetary Union;
Statigics, Employment and Socid Affars, Energy; Indudtrid Policy; Smdl and Medium-Szed
Undertakings, Science and Research; Education and Training; Teecommunication and
Information Technologies, Culture and Audio-Visuad Policy; Environment; Consumer and
Hedth Protection; Customs Union; Externd Relaions, Common Foreign and Security Policy as
wdll as Financid Control.
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B. Criteriafor membership

1. Political criteria

Introduction

The politicd criteria for accesson to be met by the candidate countries, as laid down by the
Copenhagen European Council in June 1993, stipulate that they must have achieved “stability of
Ingtitutions guarantesing democracy, the rule of law, human rights and respect for and protection
of minorities™

Inits 2000 Regular Report on Cyprus  progress towards accesson, the Commission concluded
that:

“Cyprus continues to fulfil the Copenhagen politicd criteria. The predominant politica problem
is the continued division of theidand, but over the last year important efforts have been made in
the search for apolitical settlement in line with the Accession Partnership. From the fourth round
of proximity talks held in September there were encouraging signs that the two sdes were
engaging in substantive discusson.”

The section below provides an assessment of developments in Cyprus since the 2000 Regular
Report, notably from the perspective of the Copenhagen political criteria, including the
functioning of the executive and the judicid system. This is closdy linked to Cyprus &hility to
implement the acquis, in particular in the fidd of jusice and home affars. More detailed
information on this can be found in the relevant section (Chapter 24 — Co-operation in the
field of justice and home affairs) of part B.3.1. of this Report.

Recent devel opments

Parliamentary eections were held on 28 May 2001, in line with international standards, and
were contested by eight parties. While the Progressive Party of the Working People now has
the mogt sests in Parliament, the results brought no change to the codition government
consgting of the Democratic Raly and the United Democrats. Three new parties won seets for
the first time and are now represented in the National Council (advisory body to the President
on the Cyprusissue).

The European Court of Human Rights (ECtHR) has delivered three rulings in cases of relevance
to Cyprus. “Cyprusvs Turkey” (10 May 2001)°, “Egmez vs Cyprus’ (20 December 2000) and
“Denizci and others vs Cyprus’ (23 May 2001).

*  These principles have been emphasized in the Charter of Fundamental Rights of the European Union, that was

proclaimed at the Nice European Council in December 2000.
Thisruling is addressed in Part B. 1.3. Prospects for a political settlement.
11
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1.1. Democracy and therule of law

As mentioned in the previous Regular Reports, Cyprus has achieved gtability of indtitutions
guaranteeing democracy and the rule of law. This section focuses on the most sgnificant
developments of the past year.

The parliament

The House of Representatives has eighty seets and the term of office is five years. Fifty-sx
representatives are elected by the Greek Cypriot community while twenty-four seats are
dlocated to the Turkish Cypriot community.

The House has continued to function smoothly and has made considerable progress with
legidation. A large number of hills regarding adignment with the acquis have been adopted over
the past year. The House applies a fast-track procedure for adopting EU-relevant bills and
regulations which have been examined by the Committee on Foreign and European Affairs.

The new parliament held its inaugural sesson on 7 June. The leader of the Progressive Party of
the Working People was dected President (Speaker) of the House. One notable change in the
working of the current Parliament is the division of the Foreign and European Affairs Committee
into two committees, for Foreign Affairs and European Affairs repectively, in view of the
amount of legidation till to be adopted in the context of EU accesson.

The executive

Executive power is vested in the President of the Republic who is ected for a five-year term.
He appoints a Council of Minigters. Each Minigter heads a Ministry (of which there are deven)
which exercises executive power in its domain as defined in the Condtitution. The Public Service
Commission, gppointed by the President, is responsible for gppointing, promoting, retiring and
exercsgng disciplinary control over officids.

The Chief Negotiator and Coordinator of the harmonisation process has overdl responsbility
for the negatiations. He is supported by the Ministry of Foreign Affairs, the Law Office and the
Panning Bureau. The latter is responsble for inter-minigterid technical co-ordination on the
harmonisation process and the implementation of the pre-accession srategy. Each Ministry has
appointed one or two co-ordinators for the harmonisation process and the pre-accesson

Strategy.

Public adminigtration reform is an ongoing process aming a increased effectiveness and
preparing for future participation in EU structures. During the lagt year the Public Adminigtration
and Personnd Service has undertaken a number of studies in order to re-examine current
organisationd gructures, including staff numbers, grades and levels of respongbility. As aresult
of these dudies a supplementary budget for 2001 (including 185 additiond posts) was
approved.

Efforts have been made to emphasise merit and transparency in the appointment and promotion
of daff, for indance, by dearly defining the boundaries within which the Public Service
Commission and advisory committees can exercise discretionary power. During the last year
there were 309 appeals to the Supreme Court against decisons of the Public Service
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Commission (245 in 1999). A law was adopted by the House of Representatives on 1 March
2001 which makesiit illegal to intervene in the gppointment or promotion of any person within
the Public Service or semi-governmental organisations. During the last year, 10 disciplinary
procedures have been brought before the Public Service Commisson and Sx have been
concluded, some cases leading to dismissa.

The Cyprus Academy of Public Adminidtration provides training for the civil service. It has
undertaken activities in the fields of management training, information technology and EU issues.
On the later, training has been organised through the European Inditute of Public
Adminigration & Maedricht and the Nationd Centre of Public Adminigration of Greece.
Technica assstance has aso been financed through TAIEX.

In line with requirements of the European Charter of Locd Sdf Government, loca government
in Cyprus is recognised by the Municipdities Law of 1985 and the 1999 Communities Law.
Cyprusisdivided into 6 digtricts and two types of loca government, i.e. Municipdities (33) and
Community Councils (576). The Union of Municipdities of Cyprus participates in specid
sessons of the Committee of the Regions. The main financia resources of the Municipdlities and
the Community Councils are government subsdies, and professond and local taxes. The
Council of Minigers has decided on the establishment of two programming regions that will
dlow for amore coherent development policy. A Citizen's Charter assigts citizens in exercising
ther rights vis-avis the adminigration.

Thejudicial system

There continues to be a high standard of justice. Independence and impartidity of the judiciary
Is ensured. Through atwo-tier system (first instance courts and Supreme Court), the right to fair
trid is guaranteed.

The Supreme Court is the final gppellate court, determining inter alia the congtitutiondity of
laws and the legdity of adminidrative acts. Supreme Court judges are appointed by the
President of the Republic.

There are currently 84 judges - 55 in the Digtrict Courts, 13 in the Supreme Court, and the
remainder in the Family, Indudtrid Disputes, Rent Control and Military Courts. The judiciary
has requested the creation of 10 new posts for this year. Adequate budgetary support and
appropriate remuneration for judges is ensured. First instance judges are appointed by the
Supreme Council of the Judicature. The tenure of judges is predetermined by the condtitution in
the case of Supreme Court judges, and by law in the case of first instance judiciary. In addition,
a Tax Tribund made up of arbitrators continue to decide in cases between the Inland Revenue
Department and individua taxpayers.

Cases are generdly concluded within a reasonable time. According to a Supreme Court
regulation, dl Court judgements must be delivered within 6 months from the concluson of the
hearing of the case. However, twice in 2000 Cyprus was ordered by the European Court of
Human Rights to pay damages for unreasonable delays in civil proceedings before the Supreme
Court. Cyprus is addressing these shortcomings through a series of legidative amendments,
aming at expediting the adminidtration of justice &t first ingance. These include the expanson of
powers of Digtrict Court judges, and changes in the rules of civil and crimina procedure. In first
ingtance jurisdiction (civil, crimind, family, rent control, labour disputes and military courts), the
13



number of cases pending has decreased in recent years. Judgements seem aso to be enforced
more speedily. For example, out of 106 195 writsof movables issued between 1996 - 2000
(indugve), 105 998 were executed in that period.

The training programme for judges includes human rights law with particular reference to the
European Convention on Human Rights, EC law, and civil and crimina procedure with specid
emphasis on arest and detention. Five seminars on European Law were organised during
2000.

The development of a Courts adminigtration system to facilitate the monitoring of al cvil and
cimind cases and automation of the Courts processes has continued. In addition, a
comprehensve legd information data bank is being prepared.

Crimind proceedings for any offence againgt any person in the Republic are conducted under
the ingtructions of the Attorney-Generd, an Independent Officer who holds office on the same
terms and conditions as the Supreme Court judges. The Attorney-Genera exercises his powers
in person or through officers of the Law Office who are qudified lawyers gppointed by the
Public Service Commisson. Prosecution may dso be initiated by police officers or other
governmentd officias such as Didrict Adminidrations, Socid Insurance Department, Customs
and Excise Department and Inland Revenue, under the direction of the Attorney Generd. 50
new posts for prosecutors will be created at the Law Office of the Republic, thus changing the
current system. In addition, following the Egmez vs. Cyprus case (see below), the Attorney-
Generd can now gppoint crimina investigators in any case concerning aleged use of crimina
force by the the police forces which may come to his notice.

Anti-corruption measures

Cypriot legidation contains extensive provisons to prevent and combet fraud and corruption.
The Crimind Code defines a series of offences of officia corruption, such as extortion by public
officers, abuse of office, or neglect of officid duty.

As regards the harmonisation process and the ratification of international conventions, Cyprus
ratified the Council of Europe Crimina Law Convention on Corruption in January 2001, but has
not yet ratified the Civil Law Convention on Corruption that it sgned in November 1999. It has
submitted an application to join the OECD Convention on Combeting Bribery of Foreign
Public Officids in International Business Transactions (for further details see chapter 24 —
Jusgtice and Home Affairs—of Part B. 3.1).

Cyprus is a member of the Group of States against Corruption (GRECO) of the Council of
Europe which monitors the implementation measures againgt corruption in each member sate.
The evaluation misson for Cyprus took place in December 2000 but the report has not yet
been published.

1.2. Human rightsand the protection of minorities

As mentioned in the previous Regular Reports, Cyprus continues to respect human rights and
freedoms. The following section concentrates on mgor developments since the last Regular
Report.
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Cyprus has ratified dl mgor human rights conventions (see Annex) and signed Protocol 12 to
the European Convention on Human Rights on 4 November 2000 prohibiting discrimination on
any grounds.

Wheresas Art. 28 (2) of the Congtitution prohibits any direct or indirect discrimination against
any person on the grounds of his community, race, rdigion, language, sex, politica or other
convictions, national or socid descent, birth, colour, wedth, socid class, or any ground
whatsoever, there is no specific implementation legidation for the EC non-discrimination
directives adopted in 2000 (see in detail Chapter 13 — Sociad and Employment Policy of Part B.
3.1).

The Office of the Ombudsman, whose task is to investigate, report on and recommend acts or
omissons of the adminigration, including loca authorities, as well as dleged ill-trestment by
members of the police, continues to function well. During 2000, the Ombudsman dedt with
1 121 cases, acondderable number of which were filed against the Immigration Services.

Civil and political rights

The dtuation as regards the respect for civil and politica rights continues to be generdly
satisfactory. Severd further pogtive developments can be reported, while some specific issues
that exist due to the Cyprus problem remain amatter of concern.

Art. 7(2) of the 1960 condtitution dlows for the death penalty in cases of premeditated
murder, high treason, piracy jure gentium and capital offences under military law provided that
a law exids to that effect. Under the revised Military Crimina Code of 1995 sx military
offences are punishable with death only if committed in times of war. With the entry into force of
Protocol 6 to the ECHR in February 2000 Cyprus committed itsdlf internationdly not to
reintroduce the death penalty in times of peace.

Cypriot law prohibits torture and inhuman or degrading treatment. The Council of Ministers
has delegated to the Attorney Generd the power to appoint specia investigators to look into
dleged crimind offences by the police force. Severd times he has exercised this right and, in
some cases, crimina charges againgt police officers have been brought.

In two cases’, relating to events in 1995 and 1994 respectively, the European Court of Human
Rights found that policemen had gone beyond reasonable use of force againgt suspects who
were Turkish Cypriots. In the latter case the Court aso found a violation of the right to liberty
and security, since no legal basis for the gpplicants arrest and detention could be shown. The
government promptly paid the compensation awarded to the applicant in the first case and has
announced its intention to pay shortly in the second. However, in the Denizc case, the
perpetrators have not yet been sanctioned.

As regards trafficking in human beings Cyprus signed the two Protocols to the UN
Convention againg Transnationad Crime on trafficking in women and children and the smuggling
of would-be immigrants in December 2000 (for more details, see Part B. 3.1. Chapter 24).

Pre-trial detention is drictly regulated. Any person arrested must be brought before a judge

®  Egmez v. Cyprus of 20 December 2000 and Denizci vs. Cyprus of 23 May 2001.
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within 24 hours. Any person deprived of his liberty has the right to inditute proceedings
chdlenging the vdidity of detention. He can aso gpply to the Supreme Court for the issue of a
writ of Habeas Corpus ordering his release. In April 2001, the Government proposed a bill
providing for payment of just and reasonable compensation to persons having partidly served a
term of imprisonment following conviction for a crimind offence, when their conviction is
quashed or their sentence reduced on apped to the Supreme Court.

In March 2001, a group of some 150 Turkish Cypriots of Roma origin crossed from north to
south. It gppears that initidly the Minigtry of Interior was unable to offer housing and some of
this group were held at detention centres to determine their origin. Findly, the Attorney Generd
ordered and secured the immediate release of 43 Roma detained in violation of the law.

Prison conditions in Cyprus respect internationa standards. During the last year two new
detention-centres have been crested and two other wards are being upgraded. These measures
should dleviae overpopulation and dlow for the separation of prisoners according to their age
and the severity of punishment, a principle that is currently not fully respected in practice. In
2001, 48 new posts were created to meet the needs of the Prisons Department.

Free legal aid is currently available only in criminal cases A bill providing for legd ad in civil
proceedings is pending.

According to datistics of the UN High Commissioner for Refugees, Cyprus received 651
gpplications for refugee status in 2000, followed by another 676 applications in the period up
to 1 August 2001, mainly from Yugodav and Iranian nationds. Although this condtitutes a sharp
increase compared with the average number of gpplications up until 1998, for the most part the
system operates satisfactorily, and the number of applicants kept in detention decreased in
2000. However, cases of forced return at the border have been reported this year.

Immigrants face incidents of racism and discrimination according to the report of the European
Commisson on Racism and Intolerance of 15 December 2000 and statements made by an
asociation for the rights of migrant workers, an association of foreign workers in Cyprus.
Following a recommendation of the Ombudsman, al complaints by foreign workers againg their
employers about sexua harrassment of women, mistreatment, non-payment of wages and threst
of deportation are now dedlt with by the Digtrict Labour Offices of the Ministry of Labour and
Socid Insurance.

A difference in age as regards consent, depending on sexud orientation, remains in Cypriot
pend law.

Freedom of religion and freedom of speech are guaranteed under Art. 18 and 19 of the
congtitution and continue to be generally respected.

The condtitution affords to every person the right of freedom of peaceful assembly and of
association with others, including the right to form and join trade unions for the protection of his
interests. The right of association aso gpplies to the formation of companies, societies and other
associations functioning for profit.

Some specific issues in relation to various civil and paliticd rights exist due to the Cyprus
problem.
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The exact state of missing persons, including children, is dill uncertain snce the UN Committee
involving both communities has not made any progress. However, the government has
unilateraly proceeded to exhume and identify remains bringing the origind number of 1619
listed missing to 1 482 in July 2001. The Ministry of Foreign Affairs requested the assstance of
Turkish Cypriot rdativesin the northern part in the DNA testing process.

Theright to marry is restricted de facto for Turkish Cypriots living in the south since there are
no proper inditutions to carry out the relevant law on marriages adopted by the Turkish Cypriot
Communa Chamber a the beginning of the 1960's. Therefore inter-communa marriages are
impossible. A bill amed at remedying this Situation is pending.

Theright to vote of Turkish Cypriots living in the south is restricted by the fact that the Turkish
Cypriot Community does not hold elections in accordance with the 1960 condtitution. The
goplication by a Turkish Cypriot living in the south and holding a Cypriot passport to be
enrolled in the voters ligt of the Greek Cypriot Community for the nationd elections was
dismissed by the Supreme Court on 23 May 2001 on congtitutional grounds. Two days later,
he filed an application before the ECHR for an aleged breach of hisright to free eections.’

A gmdl number of the gpproximately 300-400 Turkish Cypriots resding in the south
complained to UNFICY P? of being subject to unlawful surveillance by members of the security
forces.

Economic, social and cultural rights

Asregards equal opportunities Cypriot women have the same legal status as men. Measures
are being undertaken in order to implement equaity between men and women in the field of
socid security. There is an advisory body to the Council of Ministers on gender policies (for
further detail see Part B. 3.1., chapter 13: Socid policy and employment). Despite the recent
increase in the number of women eected to the House of Representatives (of the 454
candidates for the House there were 86 women, compared to 55 in 1996; 6 were elected, 3
more than in the previous legidature), women are till under-represented in political life,

The minimum age for employment of children in the indudria sector is 16 years. The
gpplication of this legidation is checked by Labour Ingpectors. Laws prohibiting forced child
labour are effectively enforced. In February 2001 Cyprus signed the May 2000 Protocol to the
UN Convention on the Rights of the Child on the sale of children, child protection and child

pornography.

Legidation provides incentives for employment of disabled persons. When applying for a
public sector position they are entitled to preference as long as their qudifications are the same
as those of the other applicants and they are considered able to perform the required duties.
There are dso provisons that new buildings and tourigt facilities should adlow access for the
disabled, dthough they are not dways enforced.

Theright to form and join trade unions is guaranteed by the Congtitution. More than 70% of
the workforce belong to trade unions. These unions are independent, and the right to strike is

Aziz vs. Cyprus, ref. number 69949/01.
8  United Nations Peace Keeping Force in Cyprus.
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granted. They are free to organise and bargain collectively, and most wages and benefits are the
result of such agreements.

Cyprus is a party to the European Social Charter as wdl as its revised verson. It has
accepted the system of collective complaints under the Additional Protocol. Between June and
December 2000, the European Committee of Socia Rights examined the report submitted by
Cyprus. It concluded that most of the provisions of the Charter are respected, but that Article 1
para. 2 on the prohibition of forced labour was not fully complied with.

Minority rights and the protection of minorities

Cyprus has ratified the Framework Convention for the Protection of Nationa Minorities.
According to Art. 2 of the condtitution, al Cypriot citizens are deemed to belong to ether the
Greek Community or the Turkish Community. The three religious groups - Armenians (0.4%),
Maronites (0.6%) and Latins [Roman Catholics] (0.1 - which were given the option of
becoming members of either the Greek or the Turkish Community, opted as a group to belong
to the Greek Community. It gppears that this conditutiona provison may not be compatible
with Art. 3 of the Framework Convention under which every person belonging to a nationd
minority shall have theright fredy to choose whether to be treated as such.

However, in addition to their norma voting rights, the Armenian, Maronite and Latin groups
elect non-voting representatives to the House of Representatives from their respective groups.
These advise on rdligious afairs.

The five mgor religious groups recelve government subsidies and are exempt from taxes. The
right of religious groups and communities to set up and operate their own schoolsis safeguarded
and financialy asssted by the State. The State thus covers fees and expenses of, inter alia,
Turkish Cypriot pupils whose families reside in the south and who attend private schools, both
a dementary and secondary levels. The government has recently decided to establish an
elementary school for Maronites.

1.3. General evaluation®

Cyprus continues to fulfil the Copenhagen politica criteria. Further efforts have been made to
prepare the administration for operation within the EU, and the authorities record on
democratic and human rights remains generally good.

® See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards

accession by each of the candidate countries’, COM (2001) 700.
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2. Prospectsfor a political settlement

The UN process

Since the lagt regular report, the fifth round of proximity taks took place in Geneva in
November 2000. At the end of that round, the UN Secretary-General (UNSG), Mr. Kofi
Annan, presented orally to both parties ideas for a comprehensive settlement with regard to the
four core issues — condtitution, security, territory and property. He referred to two component
dates, each with its own badc law, forming a common state. The component states should be
largely self-governing. He indicated that “a comprehensve settlement would commit Cyprus to
EU membership”. He expressed the hope that “the EU would be prepared to address specid
and legitimate concerns in regard to accesson”. Mr. Annan added tha “a comprehensve
settlement negotiated by the UN should not present an obstacle for EU membership nor need to
be re-negotiated when the terms of accession are established”. It is to be noted that the Greek
Cypriot Sde expressed its readiness to continue the talks on the basis of the relevant UNSC
Resolutions and the UNSG' s idess.

In December 2000 the UNSG invited the leaders of the two sides to attend a sixth round of
proximity taks in Geneva in late January 2001. The Turkish Cypriot leader, Mr. Denktash,
asked that no date for proximity talks be set, and since then the talks have not been resumed.
The UN continued to hold consultations with a number of governments and organisations. In
that context officids of the UN and the Commisson have discussed (in March 2001 in Geneva
and in June 2001 in Brussels) aspects of the EC acquis.

In late August 2001 Commissioner Verheugen and Mr. Denktash met in Zurich. They
exchanged views on the Cyprus issue, the enlargement process and discussed how Turkish
Cypriot concerns could be taken into account.

A renewed invitation to resume the search for a comprehensive settlement was made by the UN

following the vist of the UN Secretary-Generd’s Specid Adviser for Cyprus, Mr. Alvaro de
Soto, to the idand in early September. While President Clerides accepted the invitation, Mr.

Denktash declined the invitation, claming tha the ground had not been sufficiently prepared.

Following this development, on 26 September, the President of the UNSC expressed in a
satement its disappointment. This statement was supported by the EU Presidency.

The UN Security Council adopted resolutions in December 2000 and June 2001 for the Six-
month extenson of the mandate of the UN Peacekeeping Force in Cyprus (UNFICYP).
UNFICYP has asssted in organising activities involving both Greek and Turkish Cypriots at
Ledra Pdace: mesetings of political party representatives, an information technology conference;
gatherings of busnessmen and non-governmenta organisations, and a large public event
involving approximately 3,000 young people, organised by the youth branches of politica
parties.

The UN Development Program (UNDP), through the UN Office for Project Services
(UNOPS), has continued to implement its bi-communa programmes in areas of mutua
concern, notably public hedth, environment, sanitation, water, urban renovation, preservation of
culturd heritage, natura resources and education.
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EU position

The Helsinki European Council of December 1999 underlined that “ ...a political settlement
will facilitate the accession of Cyprus to the European Union. If no settlement has been
reached by the completion of the accession negotiations, the Council’s decision on
accession will be taken without the above being a precondition. In this the Council will
take account of all relevant factors.”

The EU Summit in Nice in December 2000 welcomed and strongly supported the efforts of the
UNSG to achieve an overdl settlement of the Cyprus problem consistent with the UN Security
Council Resolutions and to arrive at a podtive conclusion of the process initiated in December
1999. It appeded to dl the parties concerned to contribute to the efforts made to this effect.
The European Parliament has frequently addressed various issues arisng from the politica
gtuation.

The Cyprus problem was discussed at mesetings of the EU-Cyprus Association Committee
(December 2000) and Association Council (May 2001), and efforts for a settlement were
identified as a short-term priority in the Accesson Partnership with Cyprus, published in
November 2000. As laid down in the Accession Partnership with Turkey of March 2001, it is
aso a short-term priority for this country to strongly support the UN Secretary Generd’ s efforts
to bring to a successful conclusion the process of finding a comprehensive settlement. The issue
was raised in the enhanced politica didogue and in the Association Council with Turkey in June
2001, and has aso been discussed in bilateral contacts with certain third countries.

EU representatives expressed disappointment at Mr. Denktash’s unwillingness to continue to
participate in the UN proximity talks and his decison to decline the invitation of the UN
Secretary-Generd in early September referred to above. In this respect, the EU considers that
Turkey has an important role to play in ensuring that the efforts undertaken by UNSG lead to
positive results in the months aheed.

As requested by the Generd Affairs Council in 1995, the Commission promotes bi-communal
projects, partly in cooperation with the UN, and provides information about the EU to the
Turkish Cypriot community. These efforts include the opening of an information center,
supported by the Commisson's Delegation in Nicosa, within the premises of the Turkish
Cypriot Chamber of Commerce. As part of the Commisson’s information campaign, lectures
on Community policies are given to Turkish Cypriot businesspeople and other interested
persons through the framework of the Chamber of Commerce. Bi-commund activities could be
developed more effectively by the remova of redtrictions imposed by the Turkish Cypriot
leadership on crossing the “green ling’ to take part in such events.

The situation in the northern part of theisland

In last year's Regular Report information was provided on the Stuation in the northern part of
Cyprus. The overdl politica stuation remains essentidly unchanged in the period covered by
the present report. Nonetheless a number of developments have occurred which are reported
below. This section dso contains an analys's of the economic situation.
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The European Court of Human Rights (ECtHR), in aDecison of 10 May 2001 highlighting the
Stuation between 1974 and 1994 established inter alia that Turkey is obliged to secure dl
human rights set out in the European Convention on Human Rights (ECHR) in northern Cyprus.
The Court found that “having effective overdl control over northern Cyprus, its (Turkey’s)
regpongbility cannot be confined to the acts of its own soldiers or officids in northern Cyprus
but must dso be engaged by virtue of the acts of the loca administration which survives by
virtue of Turkish military and other support”.

The Court dso held that the refusal to dlow the return of Greek-Cypriot displaced persons to
thelr homes in northern Cyprus condtitutes a continuing violation of the ECHR.

Furthermore, the ECtHR found that Turkey has failed to conduct an effective investigation into
the fate of Greek Cypriot missing persons who disgppeared after July 1974, which amounted to
a violation of the right to life and the right to persond liberty. Findly, it held that “there is a
functioning court system for the settlement of disputes (...) which is available to the Greek-

Cypriot population”.

The Committee of Ministers of the Council of Europe, in its third interim resolution in the case
Loizidou vs Turkey on 26 June 2001, deplored the fact that Turkey has still not complied with
its obligations under this judgement to pay compensation for the unlawful interference with the
property rights of Mrs. Loizidou.

In other developments, a Greek Cypriot, Mr. Tdakourmas, was abducted from a UK
Sovereign Base Area (SBA) on 12 December 2000. On 26 April 2001, he was sentenced for
possessing 1.1 kilos of cannabis to six months in prison, but was released the same day because
of time dready served in prison. During the tria, SBA police presented statements to the effect
that there had been an abduction and that no trace of drugs had been found in Mr.
Tsakourmass car. This case, and the circumstances in which it was brought, pose a number of
guestions concerning due process of law in the northern part of the idand.

More encouragingly, proceedings againg a journdist, who had written a critica article on the
qudity of justice, were dismissed on the grounds that he had exercised the right of free speech.

A new organisation caling itself the Nationd Peoples Movement and professng extreme
nationalist views, was established on 19 May 2001.

On 24 May 2001, a bomb destroyed the printing materias of the newspaper AVRUPA, which
frequently expresses critica views. There is no evidence of proper investigation of this attack.

On 11 July 2001, four teachers of the Turkish Teachers Trade Union KTOS were prevented
from flying to Greece to atend the Children's Olympics with 17 children from Famagusta
KTOS, which has expressad dissatisfaction with the Turkish military presence on the idand, has
been the subject of repressive measures.

Redtrictions have been placed on bi-commund activities and non-governmenta organisations
have been warned not to contact embassies.

0 Cyprusvs. Turkey, Application No. 25781/94.
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On 12 July 2001, forty one associations, opposition parties and trade unions organised a raly
with 3000-4000 participants under the dogan “This Country is Oursl”. The demonstrators
protested againgt the economic situation and called for a more postive attitude to the EU and to
bi-communal activities.

In terms of the economic situation, per capitaincome in the northern part of Cyprus continues
to lag far behind. Estimates put income a some €5000 per head in 2000. The northern part of
the idand faces severe shortages of capital, skills and business opportunities. The public sector
Isthe largest employer and has a pervasive presence in the economy, with many branches of the
economy in public ownership.

The financid and economic crigs in Turkey in early 2001, following the crigs in 2000, further
aggravated the economic Stuation and the difficulties in the financid sector. Turkish currency is
in use in the northern part of the idand, which has no independent monetary policy. High
inflation, currently over 50 per cent on an annud basis, coupled with large trade and budget
deficits, have produced an economic Stuation which is only sustained by transfers from Turkey.
Trade is heavily dependent on the Turkish market. The large tourism potentid remains largely
undevel oped.

Rea growth in output fell from 7.4 per cent in 1999 to just 0.8 per cent in 2000. Although data
for 2001 are mostly lacking, it is clear that the northern part of Cyprus is facing an economic
criss. Public-sector wages were raised by only 8 per cent for 2001, implying a substantia
decline in purchasing power. The loss of purchasing power by private-sector workers is of a
smilar order of magnitude. Since February 2001, 76 companies in northern Cyprus have
declared bankruptcy, with the textile industry among the most affected. Eight banks have
collapsed since late 1999.

The northern part of Cyprus remains heavily dependent on fisca transfers from Turkey. On an
annua equivdent basis, Turkey provides at least €100-200 million in economic and financid
support, in the form of direct aid, loans, subsidies and other grants. However, a protocol signed
in January 2000 effectively reduced annua economic support by at least 40 per cent for the
period 2001-2003.

Output in the agricultura sector, the largest sector in terms of employment after public services,
has increased so far this year. Rainfdl has been sufficient, following severe droughts in recent
years. However, the increase in the local supply of agricultural products has led to a decline in
prices. Plans to end intervention in agricultura markets, in line with the economic and socia
package, have been abandoned and a minimum price maintained.

Educationd establishments have become an important source of earnings, generating around
fifteen per cent of grossincome in the northern part of the idand.

Turkey has indicated that it may pursue a greeter level of integration of the northern part of
Cyprus with the Turkish economy; in January 2001, a programme dong these lines was
approved in Ankara covering transport and trade.
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A political settlement and EU accession

It is the preference of the European Union that a settlement under UN auspices be reached
before Cyprus's accesson, dthough, in line with the Helsinki European Council conclusions,
thisis not a pre-condition for Cyprus' s accesson.

EU membership, in the context of a politica settlement, will enable dl Cypriots to enjoy the
guarantee of fundamental democratic and human rights including the respect of culturd, religious
and linguidtic diversity. In the context of EU membership, the principles of democracy and the
rule of law will be safeguarded throughout the idand. Both Greek and Turkish Cypriots will
participate in the work of EU inditutions.

EU membership, in the framework of a settlement, will provide the most effective means for the
northern part of the idand to catch up in terms of economic modernisation, growth and
development. The economic reforms associated with EU accesson will reduce disparities in
incomes and in living standards on the idand.

Structura adjustments will be needed to prepare for the implementation of the acquis and for
economic actors to cope with competitive pressure. With a view to accesson, priority
objectives will include the establishment of a supportive and stable financia environment, and a
high levd of public and private investment, leading to the improvement of physicd infrastructure.
Trade and invesment, in particular with EU partners, will expand repidly, subject to any
conditions which may be included in a settlement. The EU’s cusoms union with Turkey will
ensure that no new barriers are created in trade with that country.

Many sectors, such as agriculture and tourism, will develop rapidly in the course of accession.
Efforts in the north to develop a market economy with the capacity to cope with competitive
pressure and market forces within the single market will be supported, in the context of
accession, through the structural funds and other EU programmes and networks.

There is a window of opportunity for reaching a settlement, reflecting the concerns of the
respective parties, before the end of the accesson negotiations. This will dlow the Turkish
Cypriots to be part of the accession process and to enjoy the benefits of accession.

The Commission consders that matters arisng from a settlement, which have implications for
the acquis, can be accommodated in the accesson framework in line with the principles on
which the European Union is founded. In the pursuit of a settlement it should be borne in mind
that a Member State is free to determine its own congtitutiona arrangements provided thet it is
able to spesk with one voice in the EU decison-making process and to ensure fulfilment of its
EU obligetions.

Member States of the European Union are entitted to decide on ther own security
arrangements. Therefore security arrangements agreed by the parties in the framework of a
settlement of the Cyprus problem would not be affected by EU accession.

A mgority of Cypriots throughout the idand appreciate the economic and politica benefits of
EU membership. Opinion polls show that more than 90 per cent of Turkish Cypriots favour EU
accesson following a settlement.
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The efforts of the United Nations to find a solution to the Cyprus problem and the EU accession
process are mutudly reinforcing. There is now an opportunity for the successful concluson of

both processes. This will bring reconciliation, higher living sandards and greater sability in the
region.
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3. Economic Criteria

3.1. Introduction

In its 1993 Opinion on the agpplication of the Republic of Cyprus for EU membership, the
Commission concluded:

“The economy of the southern part of the island has demonstrated an ability to adapt and
seems ready to face integration provided that the work already started on reforms and
on opening up to the outside world is maintained, notably in the context of the customs
union.”

This finding was confirmed in the 1998 and 1999 Regular Reports. In its 2000 Regular Report
the Commission found that:

“Cyprus is a functioning market economy and should be able to cope with the
competitive pressures and market forces within the Union.”

In examining the economic developments in Cyprus since the Opinion, the Commisson’s
gpproach was guided by the conclusions of the European Council in Copenhagen in June 1993,
which gtated that membership of the Union requires,

- the exigtence of afunctioning market economy; and
- the capacity to cope with competitive pressure and market forces within the Union.

In the andysis below, the Commission has followed the methodology gpplied in the Opinion and
in the previous annua Regular Reports.

3.2. Economic Developments

During the last 12 months, the macroeconomic environment has improved. Economic
growth has continued to be strong, largely as a result of strong tourism receipts. Consumer
demand has proven to be very reslient, despite the significant reduction in private sector wedth
in the wake of the stock market crash of 2000. The fiscd deficit, which has caused some
concern in recent regular reports, narrowed sgnificantly. Inflation, which rose sharply during the
firgt haf of 2000, began to fal quickly after the summer. Recently, strong consumption-related
import growth has led to a substantia current account deterioration.
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Main economic trends

Cyprus 1996 1997 1998 1999 2000 2001 latest

Rea GDP growth rate per cent 19 25 50 45 48

Inflation rate™
- annual average per cent 30 33 23 11 49 3.0% duly

- December-on-December per cent 25 38 08 35 37 2.2 Sept.

Unemployment rate, end-year

- ILO definition per cent 31 34 34 36 49"
General government budget per cent of
balance GDP -3.3 -5.2 -3.7 -40 -3.2
Current account balance per cent of
GDP -5.3 -40 -6.6 -24 -5.2
million
ECU/euro -370 -299 -538 -204 -495
Foreign debt
- debt export ratio Per cent 258.3 312.9 312.8 360.7 3779
- grossforeign debt million 8495 | 11,030 | 11,056 | 13,736 | 16570
ECUleuro

Foreign direct investment in
flow per cent of

- balance of payments data GDP 06 09 08 13 18

million
ECU/euro 44 67 61 114 174

Over the last year, Cyprus has also made progress towards resolving a number of
structural policy challenges, most notably within the financial sector, the environment,
and healthcare. Both the financia sector and the capita account took mgor steps towards
greater liberalisation. In January 2001, the nine-percent interest rate ceiling was abolished. At
the same time, a further round of capital account liberaisation was completed. These measures
pose new challenges to the economy which need to be addressed. The supply of water - the

' PROXY HICP since 1998 (see methodological notes).

2 Moving 12 month average rate of change

Unemployment rate until 1999 based on registered unemployed, as from 2000 based on LFS methodol ogy\
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most pressing environmenta chalenge - was greatly improved with the completion of a new
desdindion plant. The hedlth sector reform process moved decisively into the implementation
stage when the enabling legidation was gpproved by Parliament.

Main Indicator s of Economic Structurein 2000

Population (average) thousand 757

GDP per head™ PPS 18,500
per cent of EU 83
average

Share of agriculture” in:

- gross value added per cent 3.8

- employment per cent 92P

Investment-to-GDP ratio™ per cent 18.7

Gross foreign debt/GDPY per cent 174.3

Exports of goods & servicesGDP per cent 46.1
million euro

Stock of foreign direct investment euro per head®

In recent years, GDP per capita has converged quickly towards the EU average. In 2000,
GDP per capitain purchasing power standard (PPS) as a percentage of the EU average stood
a amost 83%, compared to just over 79% in 1995. The dtuation in the labour market is
favourable. The employment rate, at 65.5% in 2000, is high, especidly for maes. The overdl
unemployment rate stood at 4.9% in 2000. The unemployment rate for young people (under
25) was relatively high a 10.5% . The gap between mae and femae unemployment continued
to be wide, with 3.6% for maes and 7.5 % for femaesin 2000. Thereis only limited long-term
unemployment, estimated a 28.6 % of al unemployed in 2000. There is a comprehensve socid
security system, buttressed by a powerful informa socia safety net based upon the family.
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Figures have been calculated using the population figures from National Accounts, which may differ from those used in
demographic statistics.
Agriculture, hunting, forestry and fishing.
Data refer to Gross capital formation as % of GDP.
Estimated.
Figures have been calculated using the population figures from National Accounts, which may differ from those used in
demographic statistics.
The unemployment rate until 1999 was based on registered unemployment, while from 2000 onward it is based on
labour force survey (LFS) methodology.

27



3.3.  Assessment in termsof the Copenhagen criteria

The existence of a functioning mar ket economy

The exigence of a functioning market economy requires that prices, as well as trade, are
liberdised and that an enforcesble legd system, including property rights, is in place.
Macroeconomic stability and consensus about economic policy enhance the performance of a
market economy. A well-developed financia sector and the absence of any significant barriers
to market entry and exit improve the efficiency of the economy.

There is broad consensus about the key objectives of economic policy. Accesson to the
European Union enjoys wide support among dl political parties. In May 2000, the Cypriot
authorities presented their pre-accesson economic programme (PEP) to the European
Commission. The programme was adopted by the Council of Minigers in July 2001, and a
summary presented to Parliament. There was a high degree of inter-ingtitutional co-operation
during the eaboration of the PEP, particularly between the fiscd and monetary authorities. In
addition, relevant line minigtries provided strong contributions to the structurd reforms chapter.

Cyprus has enjoyed many years of robust economic growth. Between 1996 and 2000, the
Cypriot economy grew by an average 4% per year. The externd sector, and in particular the
tourism sector, has been the primary source of this impressive economic performance. In 2000
the economy is estimated to have grown by 4.8%. More recent data suggests that domestic
demand has become an increasingly important source of GDP growth. Private sector
consumption and investment grew rapidly, while government consumption growth was much
more subdued. Data for the first haf year of 2001 suggest that growth has been dowing down
somewheat.

In 2000, the inflation rate increased relative to 1999. The inflation rate based on the EU’s
harmonised index of consumer prices (HICP) was 4.9%, while the authorities estimate of
consumer price inflation (CPI) was 4.3%. Higher world oil pricesincreased loca energy prices.
A drought in early 2000 reduced local agricultural production and so pushed up prices of
domestically produced food. Anincrease in the standard VAT rate from 8 to 10% in July 2000
also placed upward pressures on prices. More recently, these trangitory effects have subsided
and the inflation rate has falen condderably. The year-onyear HICP inflation rate for
September stood at 2.2%

The labour market is operating close to full employment. For 2000, the registered
unemployment rate was estimated at 3.4%%. Due to the rgpid expanson of economic activity
during the first Sx months of 2001, registered unemployment fell to below 3%. In 2000, Iabour
productivity growth was 3.4%, unit labour costs increased by 3.5%, and real wages increased
by 2.7%.

The central government consolidated deficit declined significantly. Following the
dowdown in economic activity in 1996, the fisca deficit increased to unsustainable levels in
1998 and 1999. In response to the deteriorating fiscal pogtion, in 1999 the authorities
introduced the Strategic Fiscal Consolidation Plan (SFCP). The SFCP has proved to be very

% The labour force survey (LFS) methodology gives an unemployment rate of 4.9%; for 2001 no data are yet available
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successful. Subsequently, the consolidated centrd government deficit fell sharply, particularly
after July 2000, when VAT rates were increased by 2 percentage points. For 2000 as awhole,
the central government consolidated deficit was 2.7% of GDP, down from 4% in 1999, while
the primary surplus (the government budget baance corrected for interest payments) was 2.4%
of GDP. Despite the rdatively low deficit, conditions in the domegtic financiad markets have
necessitated the renewed use of central bank advances to finance the deficit. The government’s
overdraft with the centra bank accounted for the full deficit financing. Generd government gross
debt as a percentage of GDP increased marginaly to 63%.

In 2000, the general government deficit according to harmonised EU standards (ESA95)
was 3.2% of GDP. However, this estimate of the deficit is provisond and it does not include
the dgnificant downward revisons of the data, which the Ministry of Finance has recently
included in the centrd government consolidated deficit.

Fiscal performance during the first half of 2001 has been dipping somewhat and it is
increasingly unlikely that the government will be able to meet its deficit objective of 2.2%
of GDP. Although government revenues are enjoying the full impact of the 2% VAT increase,
introduced in July 2000, the revenue increase of 10% in January-May 2001 is far less than in
2000. Smultaneoudy, expenditures increased by 14.5% effectively doubling the government
deficit, compared to the same period of 2000.

Already in 1980 Cyprus introduced a full three-tier pension system. All Cypriot workers
make an earnings-related contribution to the penson system. All pensioners are guaranteed a
minimum leve of income, while those who made sgnificant contributions to the system receive
higher pension levels. Furthermore, there is extensive private sector provision.

While the pension system is well financed, some adjustments are needed to ensure its
long-term sustainability. While population demographics will deteriorate, the Stuation is not as
severe as in other European economies. At present, there are 24 pensioners for every 100
contributors to the pengon system. Thisratio is unlikely to deteriorate significantly in the next 20
years. However, population projections suggest that over the longer term the ratio of pensioners
to contributors will ggnificantly rise. The authorities are consdering a number of initiatives,
induding raigng the penson age dightly, and linking pensions more directly to the financid
performance of the pension fund.

The health sector reform process is proceeding well. In April 2001, Parliament passed
enabling legidation, and now Cyprus has entered the implementation phase. The core idess of
the reform remain unchanged — @ universal and free provison of hedthcare, b) a generd
practitioner-based referrals system, ¢) mandatory insurance based financing, and d) grester
emphasis on cost control mechanisms. Nonetheless, the parliamentary approva process
encountered some difficulties. The Legidature has requested the Hedlth Ministry to re-estimate
the cogts of the new system.

Over the last two years, the tourism sector has grown very rapidly. In 2000, ailmost 2.7
million tourigts vidited the southern part of the idand; an increase of over 10% compared to
1999. Tourism receipts account for 22% of GDP. Cyprus benefited from favourable exchange
rate developments, particularly with respect to the pound sterling.
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Despite increased tourist receipts, the current account worsened substantially. The current
account deficit has increased from 2.4% of GDP in 1999 to 5.2% of GDP in 2000. Strong
private-sector consumption led to a sharp rise in imports, which led to a deterioration in the
externa sector accounts. Exports of goods and services aso enjoyed rapid growth, but imports
grew more strongly. In 2000, exports increased by 9%, but imports of goods and services
increased by 12.5%. In 2000, foreign direct investment (FDI) inflows were 1.8% of GDP,
suggesting that the difference with current account deficit was largely financed by debt creating
inflows

On 1 January 2001, the authorities finally abolished the 9% interest rate ceiling. Interest
rates on certain high-risk loans have now broken the 9% ceiling. Additiona charges, which
were endemic under the old regime, and essentialy subdtituted for higher interest rates, have
now disappeared. Monetary policy has now entered a transtiona phase. For the next twelve
months, a centra bank policy determined rate — the Lombard rate — will be the base rate for
lending by the commercia banks. However, banks are now free to gpply the spreads on their
lending according to their assessment of risk and the credit rating of the client. As part of the
abolition of the interest rate celling, the central bank introduced a number of provisons that
would provide temporary protection to vulnerable borrowers such as students and mortgage
holders. Due to the comparetively low level of interest rates, these initiatives have not yet had
any sgnificant finendid implications.

Recent strong capital inflows have exposed potential inconsistencies in the overall
macroeconomic policy framework. The authorities are trying to combine a fixed exchange
rate with an independent monetary policy as the capitd account becomes increasingly
liberdised. In January this year, capita account liberaisation took a mgor step forward. The
Centrd Bank of Cyprus abolished dl restrictions on medium-term and long-term borrowing
with maturities over two years by resdents. One practical implication of this change is that both
the banks and private individuals are now alowed to borrow in foreign currency. In an effort to
retrain domestic demand, the Centrd Bank has maintained a rather tight monetary stance.
However, during the firg haf of 2001, a Szeable interest rate differentid has developed
between euro-denominated loans and domestic loans, and inevitably foreign currency
borrowing has risen. This has exposed clients and therefore banks to increased exchange rate
risks, athough the Central Bank has repeatedly warned about this.

In an effort to confront the challenges posed by greater capital mobility, the central bank
has announced that the exchange rate regime will be more flexible. The centra bank a
first was committed to keeping the exchange rate within the +/-2.25% bands in normd times,
with fluctuations of +/-15% permitted in the event of unusud pressures in the exchange rate
market. Yet, during the firgt haf of 2001, there were few convincing signs that the central bank
was prepared to be more flexible. Despite strong inflows, the exchange rate remained close to
its pre-announced central parity. The central bank’s resolve to defend the parity was tested in
June, when capitd inflows were particularly strong, and it was forced to neutralise the impact of
these flows. Subsequently, the centrd bank abolished the narrower margins in Augud,
concurrent with a decison to lower interest rates to counter the anticipated negative impact of a
globa economic dowdown on the Cyprus economy. This adso reduced the interest differentia
between euro denominated and domestic loans, diminishing pressure to borrow abroad.

If the authorities continue to maintain a relatively fixed exchange rate regime, fiscal
policy will have to become more flexible. More specificdly, the fiscd deficit will have to be
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reduced further, in order to curtail domestic demand and reduce the current account deficit to
more sustainable levels.

With the exception of petrol prices, the vast majority of prices are freely determined. In
2000, the Cypriot authorities partialy liberalised petrol prices. Previoudy, the authorities
operated a price stabilisation scheme which capped the price of petrol when world oil prices
increased. This scheme proved to be very costly in 2000 when world oil prices rose sharply.

While the new system links the domestic price more closdy to world prices, there remains a
strong eement of subsidisation. There are dso resdud price controls on milk, common bread,

and cement.

In 1999, the private sector produced around 80% of GDP. During the last 12 months, the
authorities did not privatise any public enterprises. However, in the Pre-accesson Economic
Programme, the authorities made a commitment to divesting their remaining equity holdings by
2003 in a number of important enterprises, including Cyprus Airways, Cyprus Forest Industries
Limited, and the Cyprus Ol refinery.

Market entry is relatively straightforward in most sectors and bankruptcy procedures
operate efficiently. However, there are sgnificant barriers to entry in certain key sectors.
Severd semi-government organisations including telecommunications and eectricity enjoy
extensve legd monopolies. The authorities are now committed to liberalisng these sectors by
2003.

Cyprus has a highly effective legal system, with a well-established body of commercial
law. Indeed, the rlative strength of its legd system isamgor contributory factor to the growth
of the offshore sector. Property rights are well established in the southern part of the idand,
notwithstanding certain complex political issues arisng from the conflict in 1974, and the
subsequent de facto division of theidand.

The financial system is highly developed, and it provides an effective intermediation
between savers and investors. The commercia bank part of the sector iswell regulated by the
central bank. In 2000, domestic banks were adequately capitalised. As of the end of 2000, the
average risk adjusted asset ratio of domestic banks was 13.5% (as against 11.7% in 1999).
With the exception of the Cyprus Deveopment Bank, the financid sector is in private
ownership.

The co-operative banking sector plays a very important role in providing financial
services, in particular, to the household sector. There are about 360 co-operative credit and
savings societies (CCSS), and the sector accounts for around 30% of bank deposits. At
present, the co-operatives enjoy a number of legal advantages — most notably exemptions from
both stamp duties and required reserve ratios — which places them at a competitive advantage
relative to the commercid banks. The Department of Co-operative Development supervisesthe
co-operative banking sector, while the Co-operative Centra Bank, an ingtitution independent of
the Central Bank of Cyprus, manages the overdl liquidity operations for the sector.

The banking sector needs be supervised in a consistent manner. The Department of Co-
operative Development will continue to be the supervisory agency for the co-operative sector.
In an effort to improve its adminidrative capacity, the department will receive additiond
resources, including more staff and training facilities. The largest co-operative banks will be
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given the opportunity to become full credit indtitutions with an EU "passport”. Meanwhile the
central bank will continue to supervise the commercia banking sector. It will be necessary to
enaure that the supervision by different agencies of smilar financid inditutions, i.e. commercia
banks and the newly transformed co-operative banks, is sufficiently co-ordinated and carried
out in auniform way.

The domestic securities and equities markets have developed rapidly in recent years.
However, confidence in the domestic equities market was shaken after the 1999 speculative
bubble in domestic share prices and the inevitable painful correction. This experience provided
an important lesson on the importance of capitd market regulation. Parliament has recently
passed legidation strengthening the Securities and Exchange Commission (SEC), and increasing
the penalties for companies who do not comply with stock market regulations.

Cyprus has an extensive offshore sector covering a wide range of activities, including re-
exports and financial services. The strong lega Sructure, tax incentives, and infrastructure
have contributed to making Cyprus an important regiona business centre. Notwithstanding this
achievement, preferentia tax arrangements enjoyed by the offshore sector have introduced
digortions in the dlocation of resources in the economy. The authorities have announced their
intention to introduce a mgor tax reform which would diminate the preferentid treatment.

The offshore financial system is the subject of close international scrutiny as a potential
location for money-laundering activities. In recent years, the authorities have made strenuous
efforts to counter this reputation. In 1996, a comprehendve anti-money laundering law was put
in place. In 1999, the law was further amended to improve customer identification procedures.
The authorities have aso developed an information reporting system, which has improved the
detection of suspicious transactions. A recent (July 2001) IMF assessment of the supervision of
the offshore financid sector in Cyprus indicated that supervison was generaly effective and
thorough.

The capacity to cope with competitive pressures and market forces within the
union

The ability to fulfil this criterion depends on the existence of market economy and a sable
macroeconomic framework, alowing economic agents to make decisons in a climate of
predictability. It dso requires a sufficient amount of human and physca capitd, including
infrastructure. State enterprises need to be restructured and al enterprises need to invest to
improve ther efficiency. Furthermore, the more access enterprises have to outside finance and
the more successful they are a restructuring and innovating, the greater will be their capacity to
adapt. Overdl, an economy will be better able to take on the obligations of membership the
higher the degree of economic integration it achieves with the Union before accesson. Both the
volume and the range of products traded with EU Member States provide evidence of this.

Cyprus is a functioning market economy with a sufficient degree of macroeconomic
stability for economic agents to make decisions in a climate of predictability. These are
essentid requirements for confronting the competitive pressures and market forces within the
European Union.
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Cyprus has a strong human capital endowment. Over the last 12 years, the tertiary
education sector has been strengthened. In 1990, the University of Cyprus was established, and
in subsequent years, its activities and facilities have been expanded. The authorities intend to
establish a second university in the southern part of the idand. Severd private sector tertiary
indtitutions have adso recently been established. Since the etablishment of the university, the
proportion of employed persons who have received tertiary education rose from just under
20% to over 28%.

Throughout the 1990s, employment increased by around 1.5% a year. However, domestic
labour supply has grown more dowly, and the economy has become increasingly dependent
upon temporary foreign labour. In particular, labour force participation among women is low
compared to the European Union. Labour productivity increased rapidly. Between 1990 and
1999, GDP per employed person grew by over 20%. Most wages are influenced by the annual
cog-of-living adjusment mechanism, which limits the extent to which wage differentids can
adjust in response to market incentives.

A continuation of rapid economic growth would require that Cyprus maintain its recent
Impressive rate of employment growth. In the short term, this can only be achieved by either
increasing labour force participation, particularly amongst women, or becoming increasingly
dependent upon temporary foreign labour. In the summer of 2001, the Cypriot authorities and
the Commission services agreed a Joint Assessment of Employment Priorities. The Assessment
Identifies measures that will mobilise additional domestic labour supply and raise kill levelsin
the labour force. These measures include a more active role for the public employment service,
completion of reforms in education and training, and mesasures to improve women's access to
the labour market.

Physical capital, including infrastructure, is well developed. A comprehensve system of
motorways links dl the mgor cities The tdecommunications sysem is technologicaly
advanced, while internet services have grown rapidly in the lagt five years. The authorities have
launched mgor projects to upgrade the two internationa airports at Pgphos and Larnaca
through a public-private partnership. Gross fixed capital formation accounts for a moderate
18% of GDP. In the past, capita account restrictions have limited foreign investment flows.

Cyprus has started to provide vital infrastructure investments to expand water supply.
Cyprus is suffering from along-term decline in rainfal levels. Furthermore, the quantity of water
stored in dams and reservoirs has diminished by around 35%. At the same time, the demand for
water has increased. Until this year, the Cypriot water supply system has been unable to satisfy
household demand, and the authorities have been forced to ration supplies. To tackle the
sructurad water shortage, two desdination plants have been congtructed and a third plant is
planned. At present, the two plants with a potentiad annual production capacity of 92,000 m?
can produce around 70% of domestic household water demand. When the third plant becomes
fully operational, desalination capecity will be sufficient to meet all domestic household demand.
Rationing to the household sector has now stopped, but the supplies available to the agricultural
sector continue to be subject to rationing. Water-pricing policy needs to be adjusted to more
accurately reflect production codts.

The agricultural sector needs to be restructured extensively. Although agriculture sill makes
aggnificant contribution to economic activity, itsimportance has declined both in terms of GDP
and employment. The progpects for future growth are poor. The sector is heavily concentrated
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in irrigation-dependent products, such as citrus fruits and vegetables. Agricultural production
consumes around three-quarters of the water avalable in the southern part of the idand.
Moreover, the sector enjoys high levels of tariff protection and sgnificant water-related
subsidies. Although the sector suffers from periodic rationing of water supply, the prices paid by
the agricultural sector are extremely low. At present, farmers pay between CY P0.08-0.10 per
cubic metre, while domestic residents pay around CY P 0.33. Production costs for desalinated
water are CYP0.50 and CYP 0.18 for “run-off” water.

In the past, Government policy and legislation provided a sheltered environment for the
growth and development of the private sector. The Cypriot authorities adopted a
protectionist and interventionist approach to indudtrial policy, which has favoured domestic
producers at the expense of foreign competitors. The government is now committed to the
liberdisation of key sectors of the economy, including the air trangport sector, the dectricity
sector, telecommunications and postal services.

Cyprus has a strong entrepreneurial culture, demonstrated by the large number of small
and medium sized enterprises. They are mostly found within the services sector, particularly
within the tourigm indudtry.

Cyprusis a highly open economy. Trade openness (total exports plus imports as a percentage
of GDP) stood at 97% of GDP in 2000. Moreover, internationa trade is highly integrated with
the European Union. At present, the EU accounts for 48% of Cypriot exports and 56% of
imports. However, these trade data understate the extent of integration between Cyprus and the
EU. The mgority of tourist arrivals come from the EU with around haf coming from the United
Kingdom aone. Reflecting its regiond location, Cyprus dso has intense trade relations with the
countries of Central and Eastern Europe and the Middle East.

Export receipts are heavily concentrated in a small number of sectors. The economy has
become increasingly dependent upon tourist revenues and financid services, while many
traditional sources of export earnings, particularly within the manufacturing sector, have suffered
from long term decline. The authorities are keenly aware of the problem, and have tried hard to
encourage aternative sources of export earnings. Most recently, the authorities have introduced
an initiative caled the New Indudtrid Policy, which ams to reverse the declining contribution of
the agriculturd and manufacturing sectors. This new instrument aso provides support for
manufacturing restructuring, increesing FDI in the high-tech sector and improving indudtrid
research and innovation. However, Cyprus has a powerful comparative or competitive
advantage in the tourism sector and financid services which has tended to overwhem Al
government initiatives desgned to diversify the economy.

3.4. General evaluation®

Cyprus is a functioning market economy. It should be able to cope with competitive pressure
and market forces within the Union.

The macroeconomic Stuation has continued to be robust with high GDP growth, low inflation
and unemployment. The fiscal consolidetion plan introduced in 1999 is successfully addressing

2 See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards

accession by each of the candidate countries’, COM (2001) 700.
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some important structural deficiencies in public finances. Progress has been made in structura
reforms, notably within the financia sector, the environment, and hedthcare. Both the financid
sector and the capital account took major steps towards greater liberalisation.

However, the current account deficit increased sgnificantly. The welcome liberdisation of the
financia sector and the capital account pose new challenges to the economy. Cypriot authorities
should ensure a proper and uniform supervison of the financid sector, induding the co-
operative banking sector. In cases where prices are regulated, a more market-based approach
should be adopted. Cyprus must continue to prepare its private sector to operate in the sngle
market environment that integration in the EU implies, by opening key sectors to foreign
competition.
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4. Ability to assume the obligations of member ship

Introduction

This section ams to update the Commisson’s 2000 Regular Report on Cyprus ahility to
assume the obligations of membership - that is, the legd and indtitutiona framework, known as
the acquis, by means of which the Union implements its objectives. Alongsde an evduation of
relevant developments since the 2000 Regular Report, this section seeks to provide an overdl
assessment of Cyprus ability to assume the obligations of membership, and of what remains to
be done. This section is structured to follow the list of twenty-nine negotiating chapters, and
incorporates an assessment of Cyprus adminigrative capacity to implement the acquis in its

various aspects.

The European Council in Madrid in December 1995 referred to the need to cregte the
conditions for the gradud, harmonious integration of the candidates, particularly through the
adjusment of their adminidraive dructures. Taking up this theme, in Agenda 2000 the
Commission underlined the importance of effectively incorporating Community legidation into
nationd legidation, and the even greater importance of implementing it properly in the fidd, via
the gppropriate adminigrative and judicia structures. This is an essentid pre-condition for
creeting the mutud trust indispensable for future membership.

The European Council in Santa Maria da Feira and in Gothenburg in June 2000 and June 2001
respectively recdled the vita importance of the gpplicant countries capacity to implement and
enforce the acquis, and added that this required important efforts by the gpplicants in
drengthening and reforming ther adminidrative and judicid dructures.  Building on the
assessment of Cyprus adminigtrative capacity provided in the 2000 Regular Report, the present
Report seeks to add further depth and detail, focusng on the main adminigrative structures
which are required for implementing the acquis in its various aspects.

In the 2000 Regular Report, the Commission concluded that:

“Since the last Regular Report, Cyprus has achieved substantive progress in various areas of the
acquis and continued with further harmonisation measures. As regards adminidrative capacity,
it continued with the upgrading of the existing infrastructure, including saff recruitment.

Over the lagt year, there has been progress in adopting legidation in key aress of the internd
market. Although new legidation has been adopted in some areas of free movement of goods,
further efforts are still needed in respect of sandardisation and certification as well as of the
framework for the New Approach Directives. In financia services further progress has been
achieved in the adoption of gppropriate nationd legidation and enhancing adminidrative
capacity. The steps taken towards liberdisation of capital movements are positive; however,
further efforts are dill needed for a timely and orderly removd of remaning restrictions on
capita movements before accesson. Moreover, the dready quite high degree of dignment on
anti-trus has been further improved by amending legidation on public undertakings and
undertakings with speciad and exclusive rights in repect of the rules of competition. However,
as regards State ad, the Stuation remains unsatisfactory, as there till exists no proper State aid
control and no lega basisfor it. Cyprus has achieved progressin the field of indirect taxation, as
the standard rate of Vaue Added Tax (VAT) has been increased from 8% to 10% and
legidation for further dignment with the VAT acquis has been adopted.
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During the last year Cyprus has enacted some harmonisation legidation in the field of agriculture,
however, what has been done is mainly preparatory work, therefore harmonisation with the
acquis in the veterinary and phytosanitary fields continues to be partid. Further efforts are il
needed regarding veterinary controls at border posts.

In the fields of trangport and fisheries, Cyprus has undertaken serious efforts to achieve further
dignment with the acquis by adopting legidation as wel as dsrengthening its adminigtrative
capacity.

As regards dignment with the environment acquis, severa laws and orders have been adopted,
but the emphads lay on preparatory work. Although more atention has been pad to the
dlocation of sufficient budgetary and administrative resources to the environmenta sector to

enaure the implementation of the acquis, given the sze of the dignment task in this areg, this
sector dill remains ahigh priority.

In the area of judtice and home affairs, Cyprus has made progress with the adoption of
legidation on asylum and aso with a view to judicia co-operation in crimind and civil matters.
However, attention should be paid to the enforcement of border control, with specid regard to
the fact that Cyprus will be an externd border of the EU, as well asto efficient implementation
of the exiding legidation on money laundering, dthough in this area congderable efforts have
aready been undertaken.

Cyprus has further strengthened its administrative capacity. Severd ingitutions have aready
gained experience in severd aress of the acquis, such as for instance the Department of Socia
Insurance in the case of the co-ordination of socid security. In the fields of regiond policy and
financid control the required structures are dready to a large extent in place. Various measures
are being taken to further strengthen the capacity to implement the acquis and to upgrade the
exiging equipment; this gpplies for example to the area of free movement of goods, company
law, fisheries and justice and home affairs. In some of these sectors, and as regards employment
and socid palicy, this dso involves adminidrative restructuring and reorganisation. A concrete
example is the efforts undertaken for maritime trangport, where in order to improve the safety
record of the Cyprus flegt, the last year has seen the number of ships inspected more than
double and an increase in the world-wide network of inspectors of Cyprus ships. Furthermore,
additiona staff have been recruited/trained, or this is foreseen in the budget, for areas such as
taxation and combeting money laundering.

However, despite the strong basis of its adminigtrative capacity, the country il has to set up
regulatory authorities, and build ingtitutions in the field of free movement of goods, agriculture,
energy, telecommunication and judtice and home affairs. Further recruitment of saff in severd
aress such as company law, trangport, taxation, environment and justice and home &ffairs is
needed.

During the last year Cyprus has met the short-term priorities of its Accesson Partnership with
regard to fisheries and transport. In most other areas the priorities were partialy fulfilled.
However, in some areas of the acquis such as the State aid sector in the field of competition
and the trangpogdtion and enforcement of the environmental acquis further harmonisation
mesasures are needed.
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Cyprus has made progress in addressing the medium-term Accession Partnership priorities, and
hes partidly fulfilled a number of them, including in such areas as the internd market, energy,
and justice and home &ffairs”

4.1. Thechaptersof theacquis

As indicated, the review of Cyprus ability to assume the obligations of membership that is
below has been dructured in accordance with the list of twenty-nine negotiating chapters.
Accordingly, this section opens with an assessment of progress related to the so-caled “four
freedoms’, the cornerstones of the internal market, and continues with a systematic review of
progress on each of the chapters, to cover the acquis in dl its various aspects, induding
sectord policies, economic and fiscal &ffairs, regiond policy, environment, justice and home
affars, externd policies, and financid questions.

Chapter 1: Free movement of goods

During the period covered by this report, Cyprus has made some further progressin the field of
free movement of goods, mainly in the area of sector specific legidation.

In the area of horizontal and procedural measures, on the bass of an agreement with the
British Standard Institute of February 2001 over 80 % of all European standards (almost 8,000
EN standards, of which 5, 600 CEN standards and 2, 350 CENELEC standards) have been
adopted as Cypriot standards. However, the Framework Law on the New and Global
Approach principles has not yet been adopted. Nor can any significant progress be reported on
the transpogtion of the acquis relating to the notification procedure, market surveillance and
safety checks at external borders.

Asregards sector specific legislation, no progress can be reported in areas covered by New
Approach Directives because of the lack of framework legidation.

Concerning sectors covered by Old Approach Directives, new legidation on foodsuffs was
passed in 2001, including regulations on colouring matters in fooddtuffs, sweeteners in
foodduffs, food hygiene and the officid control of foodsiuffs (see adso chepter 7 —
Agriculture). On chemicds, legidation digning with the acquis on drug precursors was
adopted in March 2001. Since the last Regular Report progress was made in the
implementation of the acquis on pharmaceuticals, cosmetics, textiles, legd metrology and pre-
packaging. The Law on Medicind Products for Human Use (Quality, Supply and Pricing
Control) was approved in April 2001, accompanied by five regulations on good manufacturing
practices, on colouring matters, on procedure and content of examinations for wholesalers
licenses and on fees. Smilarly, four regulations complement the Law on Veterinary Medicina
Products (Control of quality, Regigtration, Supply, Adminidration and Use) of July 2001. The
Cosmetics Law, adopted at the same date, is accompanied by regulations dealing with methods
of andyss and sampling. In the textile sector, the Trade Description Law and the Textile
Products Regulations were enacted in July 2001. In the area of metrology, further progress has
been made with the aignment with the acquis through the adoption of a set of regulations. They
refer to welght and measures, packaged commodities, acohol-meters and acohal,
acoholmetric tables on weights, tyre pressure gauges for motor vehicles, measuring of standard
hectalitre, caibration of tanks of vessdls and to gas volume meters.
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There have been no developments regarding the transpodtion of the acquis on fireerms and
cultura goods.

As regards the devdopment of Cyprus adminidrative capacity for the implementation of
horizontal and procedura measures and sector specific legidation, improvement can be
recorded. In view of its future regponghbility in market survelllance (covered by the New
Approach), the Department of Labour Inspection was further enhanced with the appointment of
a Director and three Senior Labour Inspectors. In the field of foodstuffs, training programmes
for Hedth Ingpectors have been implemented, six additionad Hedth Ingpectors have been
gpproved and severd activities have taken place to ensure effective implementation of EC
legidation. The Type Approva Authority for Motor Vehicles is in the process of being
established. Cyprus Organisation for Standardisation and Accreditation (CYS) continued to
function well and is an affiliated member of CEN/CENELEC and afull member of ETS.

On the bads of a minigerid decison of August 2000, a private organisation that will be
repongble for dl certification activities is being established. The exigting Drugs Council is now
asssted by an Advisory Drugs Price Committee, and a Cosmetics Council is in the process of
being st up. As regards products for veterinary use the competent authorities for
implementation are the Ministry of Agriculture, Natura Resources and Environment and the
State Generd Laboratory. On information exchange, the Ministry of Commerce, Industry and
Tourism has been designated as the authority responsible, and the Minigtry of Interior aswedl as
the Department of Antiquities are assgned for the implementation of the rdevant acquis in the
field of firearms and the return of unlawfully removed cultura goods.

Concerning the non-har monised sector, screening of the existing legidation is currently taking
place in order to identify the datutes to be amended through the introduction of mutua
recognition clauses by the end of 2001.

Asregards public procurement, no legidative or adminigtrative progress can be reported.

Overall assessment

On the whole, the establishment of the general framework for the Old Approach is a an
advanced stage, wheress trangpogition of the New Approach and dignment in the public
procurement sector are still outstanding.

The Cypriot authorities continue the transposition of directives on industria products.However,
further serious efforts will be needed to trangpose and implement the acquis as far as possble
prior to accesson.

Concerning horizontal and procedura measures, the government has adopted al currently
exiging EN standards. Regarding restructuring in the areas of standardisation, accreditation,
natification procedure and certification, CY Sis ill in charge of the former three, but the private
organisation for certification activity should be established and become operationa soon.

Cyprus is encouraged to findise the adoption of the framework law on the principles of the
New and Globa Approach Directives so that regulations providing for the trangpostion of the
New Approach Directives for product groups can be issued as well.
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As regards sector specific legidation, the foodstuffs acquis has been partidly trangposed, whilst
in particular the acquis concerning labelling and food for particular nutritional uses needs to be
enacted. Adminigrative capacity has been strengthened, but the efforts would need to be
intensfied. In the chemica sector the legal framework on fertilisers and drug precursors is now
largdly in line with the acquis and the adminidtrative cagpacity in place, but the legidation on
dangerous substances and detergents remains to be adopted. With regards to the
pharmaceutical  sector, new harmonised legidation concerning products for human and
veterinary use has been adopted. For the cosmetics, textiles and lega metrology sectors
transposition of the acquis has been compl eted.

Regarding pre-packaging, the work on dignment with the acquis should continue.

With respect to the free movement of goods within the Community, the legidation providing for
a generd import licenang sysem and a compulsory origin marking of imported products is
contrary to Art. 28 EC. Therefore, this legidation should be repeded, as far as Community
products are concerned, before accesson. The Ministry of Commerce, Industry and Tourism
will be the adminigrative entity responsible for the follow-up of the application of Articles 28-30
EC on non-harmonised areas and the implementation of the principle of mutua recognition
whose practica implications must be urgently addressed.

As regards safety checks on products a externd borders, Cyprus till needs to establish
gppropriate customs and market surveillance infragtructure as well as effective administrative
co-operation between competent authorities.

In the field of public procurement, the Cypriot legidation maintains a present a naiond
preference clause by imposing a 20% charge over the duty free value of the respective imported
goods and up to 5% on the tender amount of services and works of foreign bidders (under
certain conditions). However, in accordance with a provison dready incorporated in the
existing Public Procurement Law, this type of protection will be automaticaly eiminated upon
accession. In addition, laws extending coverage to local authorities, bodies governed by public
law, utilities sector and concessons, as well as achieving compliance with EC review
procedures, till need to be enacted.

In order to develop adminidtrative capacity, the personnd of the competent Treasury
Department of the Ministry of Finance should be increased.

Chapter 2: Free movement of persons
Since the last Regular Report, progress in this area has been limited.

Inthe area of mutual recognition of professonal qualifications, citizens rights, and free
movement of workers, no legidative developments can be reported, athough preparatory
work with regard to legd approximation has been undertaken.

Concerning co-ordination of socid security systems, in April 2001 the House of
Representatives gpproved a new law, which provides for the introduction of a new nationa
hedlth insurance scheme. The Scheme provides for universal coverage and its financing will be
based on contributions from the socia partners. It is proposed that the government contribution
shall cover approximately 50 % of the schemé's totd budget, and the remaining 50% be shared
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equaly between employers and employees. The implementation of the Generd Hedth
Insurance Scheme will take place after the gpprova by the House of Representatives of the
implementing regulations to be issued under the new Law.

Overall assessment

Cyprus has dready undertaken a number of measures to abolish existing discrepancies between
its legidation and the acquis in this area. Important legidative work, including the adoption of
framework legidation, till remains to be done for the acquis to be implemented by the time of
accesson.

Concerning the mutua recognition of professona quaifications, a number of professions are
aready regulated in Cyprus, but not al. For example, those not requiring a university degree are
not regulated yet. The preparation of the transposition of the General System Directives should
be accderated. The legidation needs to ensure the digtinction between academic and
professonad recognition and include smpler procedures for the provison of services. No
provisons contrary to Community law, especidly as regards nationdity, residence or language
requirements may subsist by accesson.

With respect to professond qualifications obtained before harmonisation, Cyprus will need to
introduce measures to ensure that al its professonds can, as from accesson, meet the
requirements laid down by the acquis.

The various professond councils are the competent authorities in their specific spheres of
responsibility. A unit dealing with the recognition of professona quaifications till needs to be
creeted in the Ministry of Labour.

As regards citizens' rights, amendments to the exigting legidation relating to voting rights will be
required to comply with the acquis on municipal dections and dections to the European
Paliament. As exiding legidation on sudent rights is not in line with the principle of equd
trestment, further efforts for aignment will be needed.

With respect to the free movement of workers, preparatory work has taken place, but further
effortswill be required in order to ensure complete dignment by accession.

In the area of co-ordination of socid security systems, Cyprus applies bilateral socid security
agreements which normaly rely on the same principles as the Community rulesin thisfield.

The Department of Socia Insurance, which it is intended should be the competent body for
implementation of the EC regulations, has gained experience in co-ordinating socia security
schemes through the implementation of bilaterd agreements and Started to train its staff on EC-
specific issues.

A detailed human resources needs analysis has been carried out by the Ministry of Labour and
Socid Insurance regarding the implementation of the acquis in the areas of mutua recognition of
professona qudifications, free movement of workers (EURES) and co-ordination of socia
security schemes. The conclusions of the analysis should be taken into account when deciding
how to strengthen the public adminigtration in these aress.
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Chapter 3: Freedom to provide services

Since last year's Regular Report, Cyprus has made good progress regarding financid services
and enhancing adminigrative capacity.

Inthefield of the right of establishment and the freedom to provide services (other than
financid services) no sgnificant legidative and adminigtrative development took place.

Alignment with the acquis in the area of self-employed commercial agents was achieved
through the entry into force of the Commercid Agents Law dong with the related regulation, in
November 2000.

In the fidd of financial services, with regard to the banking sector, a Deposit Guarantee
Scheme for commercia banks became operationa in September 2000. Membership of the
scheme is compulsory for dl banks. They are required to make contributions in proportion to
thelir deposit base. Foreign banks, which are members of an equivdent scheme, may be
exempted.

A dmilar Depost Guarantee Scheme agpplies to deposits in Cypriot pounds held by Co-
operative Credit and Savings Societies.

Asregards this particular sector, a high-level working group was set up in June 2001 in order to
prepare the measures required to dign this sector with the acquis. It is worth noting that 6 new
officers were recruited on a temporary bass as from April 2001, to help with the aignment
process as well as with the actua exercise of the functions of the Department in charge of these
inditutions. The number of ingpections (both ongte and offste) increased Sgnificantly during
2000.

In the insurance sector no paticular legidative developments have taken place during the
period under review.

The computerisation of the Insurance Companies Control Service (ICCS) of the Ministry of
Finance and an gppropriate training of members of saff in using the developed system facilities
has been started in late 2000. New posts have been awarded to the ICCS in June 2001 so that
the additiond recruitment of 11 staff membersis expected for 2002.

With regard to investment services and securities markets a law approved by the House of
Representatives in April 2001 extended the supervisory powers and independence of the
Securities and Stock Exchange Commission so as to ensure gregter effectiveness. In pardld,
the Parliament enacted the Undertakings for Collective Investment in Transferable Securities
and other Related Matters Act, with the aiming of trangposng the UCITS-Directive into
Cypriot law.

The Securities and Exchange Commisson has recruited additional staff to ensure compliance
with the requirements of the securities and stock exchange laws.

Concerning the protection of personal data and the free movement of such data as well
as concerning the Information Society regulations, no legidative development can be
reported.

Overall assessment

Cyprus dignment process is overdl satisfactory, dthough further legidaive dignment is ill
needed.
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In the field of the right of establishment and freedom to provide services, as from January 2000,
natural or legd persons from EU member states may fredy set up companies in Cyprus or
acquire up to 100 % of exiging companies. However, the adminigtrative gpproach to EU
Investors seems to be less open minded. There remain a few sectors (tertiary education, public
utilities, radio and televison gations, publication of newspapers and magazines) which are
governed by specific redrictive legidation, such as the requirement of Cyprus nationdity or
permanent residence.

Concerning self-employed commercial agents, as a result of the legidation adopted in 2000,
Cyprus has digned with the acquis.

The Centrd Bank as the regulator of the banking industry has issued rules and is implementing
policies and practices which are smilar to the Recommendations of the Bade Committee of
Banking supervison and broadly in line with EC directives. The Banking Law empowers the
Centra Bank to exchange information with foreign as wel as with naiond supervisory
authorities. The Law contains extensive enforcement powers and pendties, which include the
power to revoke a licence. The supervisory process includes both on-site examination and off-
gte monitoring. Upon accesson the authorisation requirement with repect to the “economic
need criterion” which the Centra Bank may presently gpply should be waived and the exchange
of information with non-banking supervisory authorities and the notion of large exposure should
be streamlined. Due care should dso be given to the timely implementation of the agreed
profound restructuring of the Co-operative Credit and Saving Societies sector. Furthermore, it
will be important to make sure that branches of Cypriot banks which may set up in other EU
countries are providing their customers with the same level of depost guarantee as offered in

Cyprus.

As regards the insurance sector, some basic features of the EC supervisory sysem are
covered by the current legidation. Cyprus should finalise the trangpostion of the Non-Life and
Life Insurances Directives and complete its reform of the legal bases for insurance supervison; it
should provide adequate gtaffing for its supervisory bodies. In addition, further aignment is
needed as regards accounting rules.

Inthe fidd of investment services and securities markets, in order to aign Cypriot law with
the acquis, there is gtill a need for certain amendments to the Securities and Stock Exchange
Laws, eg., to ensure tha the Securities and Exchange Commission is able to exchange
information and co-operate with other competent authorities. In particular, Cypriot authorities
are encouraged to immediatdly trangpose the two key Directives in this arear the investment
sarvices and the capital adequacy Directive, both of which are due to be trangposed in autumn
2001. Furthermore, harmonisation is needed with regard to investor compensation and
prospectuses.

The Council of the Stock Exchange and the Securities and Exchange Commission (SEC) are
the rlevant competent authorities for the implementation and supervison of the Stock Exchange
Laws and Regulations. Given that their powers and human resources have been extended it is
likely thet the implementation record will make progress.

The overdl gandard of supervison in the financial service sector in Cyprus appears to be
satisfactory. Cyprus is encouraged to continue the effective implementation of the acquis in
paticular as regards the edtablishment of the necessary adminidrative and regulatory
infrastructure to ensure an efficient and well-supervised financia sector.
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In the field of the protection of persona data and the free movement of such data, Cyprus
should introduce legidation to be fully in line with the acquis and, on the basis of a hill yet to be
adopted in Parliament, establish afully independent nationd supervisory authority for data
protection.

In the field of Information Society Services, regulations sill need to be introduced on the
provison of information, in the field of technicd dtandards and regulaions, on the legd
protection of services, and on conditiona access to information society services respectively.
Furthermore, the e-commerce Directive needs to be transposed. The Cyprus Organisation for
Standards and Control of Qudity is the competent authority for provison of information on
technical standards.

Chapter 4: Free movement of capital

Since the last Regular Report, Cyprus has continued to make progress through liberadisation
measures in the area of capitd movements, and dgnificant measures to combat money
laundering have been taken both on the legidative and adminidrative level.

In the area of capital movement, steady progress was made in liberdisation. Medium and
long-term borrowing in foreign currencies by resdents from banks in Cyprus or abroad was
liberdised as from the beginning of 2001, smultaneoudy with the abalition of blocked accounts.
In December 2000 the Central Bank of Cyprus authorized domestic banks to grant loans and
credits of any size in Cypriot pounds to non-residents to finance their activities in Cyprus.
Previoudy, loans and credits over 2000 Cypriot pounds (CYE) - approx. €3,500 - per person
were referred to the Central Bank of Cyprus for authorization.

In the second hdf of 2000 the Central Bank abolished the requirement for prior approva of the
Centrd Bank for the acquisition of over 5 % of the share capita of Cypriot companies, other
than banks, listed on the Stock Exchange by a natura or legd person from a third country.
However, the Centra Bank maintained the ceiling of 49 % on the participation of person from
third countries in the share capita of such companies.

Following alegidative anendment of May 2001, a natural or legd person from an EU member
dtate can buy sharesin aradio or televison station up to 25 % (5 % for a person from a third
country, subject to gpprova by the Council of Minigters). A limit of 49 % was set on the
aggregate participation of persons from EU member gtates in the share capitd of each such
company. Furthermore, the law provides for the complete abolition of restrictions on naturd or
legd persons from EU member states regarding radio and television stations with effect from the
date of on.

In May 2001 the Centra Bank of Cyprus issued an order under the Exchange Control Law, by
which regtrictions on the export of certificates of title to any securities were lifted. By the same
order, the amount of Cypriot banknotes that may be exported by resdent travelers was
increased from € 175 to € 1,750 (CY £ 100 to 1000).

In July 2001, the ceiling on investments abroad by investment companies listed on the Cyprus
stock exchange was raised to € 35 million (CY £ 20m). At the same time the percentage limit on
investments abroad increased from 25% of each company’s investment portfolio to 50% of its
capita and reserves (net worth). Thus public investment companies may invest up to 50% of
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their capital and reserves (net worth) or € 35 million (CYE 20m) in foreign stock exchanges
depending on which amount is smdller.

Due to a liberaization measure adopted by the Centrd Bank of Cyprusin July 2001, every
resdent family is dlowed to fredly transfer up to € 175,000 (CY £ 100,000) abroad in order to
acquire a secondary residence outside Cyprus. Previoudy, investments in red edtate abroad
were subject to prior gpproval of the Centra Bank.

Concerning cross border credit transfers, on the basis of the amendment to the Banking Law
adopted in June 2000, in November 2000 the Centra Bank issued ingtructions according to
which it can take mandatory ingtructions including matters covered by the cross-border credit
trandfers directive. These indructions took effect in April 2001. A committee has been
edablished under the auspices of the Centrd Bank to investigate complaints and take
appropriate action for the settlement of disputes.

As regards prevention of the use of the financial system for the purpose of money
laundering, an amendment of November 2000 implements the EU Joint Action of 3 December
1998 on money laundering, the identification, tracing, freezing, seizing and confiscation of
instrumentalities and the proceeds from crime.

In November, 2000 the Central Bank of Cyprus issued a Guidance Note under the Prevention
and Suppression of Money Laundering Activities Law of 1996 by virtue of which banks are
prohibited from accepting cash deposits in foreign currency notes in excess of US$100.000 or
other foreign currency equivaent from any person or group of connected persons without the
prior written approva of the CBC. By virtue of second Guidance Note issued in July 2001
banks must not accept cash depodts in foreign currency notes without the CBC's prior
gpprova even for amounts below the threshold limit of US$100.000 if the aggregate amount of
cash depodits effected by the same customer or group of connected customers will exceed
US$100.000 in a caendar year. According to a third Guidance Note of 17 September 2001,
banks have to apply a dricter identification procedure for corporate customers, trusts and
nominees of third parties. Hence, banks areno longer alowed to open accounts without directly
edtablishing the identity of the beneficial owners of the company, or the private parties involved,
namely the trusteg(s), settlor(s) and beneficiaries.

A decison of the Council of Ministers of March 2001 designates the supervisory authorities for
lawyers and accountants. There is now a redisation that MOKAS, the unit in charge of
combating money laundering, needs to work with these professonas to ensure that action is
taken preventively againg money laundering. Also last year, MOKAS members participated in
numerous seminars organized by Interpol and the Egmont Group (Internationd Group of
Financid Intelligence).

Overall assessment

Cyprus is seadily liberalisng the movement of capitd. It has dready implemented a number of
liberdisation messures, inter alia, inthefiddsof direct investment, persond capita movements
and portfolio transactions.

However, the effortsin aligning with the acquis in the fidd of capital movements must continue
to ensure a proper functioning of the markets from the date of accesson. A timely and orderly

remova of remaining restrictions for capital movements is essentia to avoid the risk of sudden
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disruptions in the financia markets upon accesson. This point refers to, portfolio transactions,
financid credits and the opening of deposits abroad. The abolition of the datutory limit in
interest rates and their determination as of January 2001 by the Centra Bank should facilitate
the process of liberdisation.

Concerning cross border credit transfer Cypriot legidation has been digned with the relevant
Directive through the amendments to the banking law of June 2000 and the ingtructions of the
Centra Bank of November 2000 thereunder. The mechanism to settle disputes foreseen in Art.
10 of the Directive has aso been established.

The legidation to prevent the use of the financid system for the purpose of money laundering
gopears to be in line with the acquis. With the amendment of November 2000, Cyprus
abandoned the “list gpproach”. Assets can now be searched for, seized and confiscated if they
are proceedings from a crime which carries potentia sentence of a year or more. This widens
the scope of application of the law by accepting a larger definition of the predicate offences.
Cyprus has further tightened its implementing messures relating to the identification of account
holders and reporting of transactions in accordance with the recommendations of various
internationd fora. In generd, it should continue to follow the broad range of the
recommendations of the Financial Action Task Force.

The number of measures taken by MOKAS has increased steadily since it started to operate in
January 1997. 462 cases have been reported to MOKAS up to April 2001, both from
domestic and foreign sources. It has obtained 43 freezing orders and 273 court disclosure
orders. There were five convictions between July 1998 and January 2001 while four cases are
pending before the courts. MOKAS supports international co-operation in this area of
combating crimina activities. To this end, it gives priority to requests for lega assstance
submitted by foreign authorities. Out of the above 462 cases dedlt with by the unit, 95 cases
represent requests for legal assistance by foreign authorities through formal rogatory letters, 128
cases represent requests for information by foreign Financid Intelligence Units and 10 cases
represent requests for information by drug liaison officers posted in Cyprus.

Chapter 5: Company law

Since lagt year’ s regular report, Cyprus has made further progress in the areas of company law
and the protection of intellectual and industrid property rights.

Regarding company law as such, the Firda Company Law Directive on regigtration of
companies was digned through an amendment to the Cyprus Companies Law that entered into
force in November 2000. Another amendment, that came into force in October 2001,
Incorporates provisons of the Second Council Directive on the redtriction of the acquisition of
own shares by apublic limited company.

As regards the Eighth Company Law Directive on the gpprova of persons responsible for
carrying out the gatutory audits of accounting documents, the Cyprus Companies (Amending)
Law of 2001 came into force as from May 2001.

The Company Law Regulations were amended by Parliament in December 2000 to engble the
introduction of new legd forms.

Concerning administrative capacity, the Depatment of the Registrar of Companies and
Officid Recelver darted to transfer company data from the files to a newly established
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computerised system. The Company Section of the Department has been strengthened with 10
temporary clerica staff asfrom August 2000. In addition, four persons have been added to the
permanent technical aff, as examiners on companies.

Inthefidd of industrial and intellectual property rights an amendment to the Trademarks
Law, aming to comply with the First Council Directive on trademarks, entered into force in
December 2000. The definitions of a trademark and the exclusive rights of the proprietor of the
trademark have been brought into line with the acquis.

An amendment to the Patent Law and implementing regulations entered into force in November
2000, concerning the creation of a supplementary protection certificate for plant products
gmilar to the one provided for in the relevant Council Regulation.

To enhance administrative capacity, in September 2000 the Department of the Registrar of
Companies and Officid Receiver launched a two-year co-operation programme for the
computerisation of the Patent Registry with the assstance of the European Patent Office.
Adequate funding has been included in the 2001 Budget and eight permanent specialised
officers had been added to the staff by March 2001.

As regards the Regulation replacing the Brussels convention on jurisdiction and
enforcement of judgements in civil and commercia matters and the Rome convention on the
law gpplicable to contractud obligations, preparatory work for swift implementation has started.

Overall assessment

Cyprus has dready to alarge extent achieved aignment with the acquis in the area of company
law, and trangpogtion in the fidd of industrid and intellectua property rights is continuing at a

steady pace.

As regards Cypriot company law, even though many of the EC directives in this fidd are
dready incorporated in the nationa law of Cyprus, some divergences sill remain. Although
some preparatory work has started, the Second Directive on co-ordinating safeguards, the
Third Directive on mergers, the Sixth Directive concerning the divison of public limited lidbility
companies, as well as the Eleventh Directive concerning disclosure requirements till need to be
fully digned.

Cypriot legidation is dready to alarge extent in line with the acquis on accounting law.

Concerning administrative capacity, the computerisation of the Office needs to be findised, and
training as well as further additiona staffing need proper attention.

Inthefidd of industridl and intellectud property rights (IPR), Cyprus trademark and patent law
is now far advanced. Only the implementation of the Directive on legd protection of
biotechnologicad inventions and the Dedgns Directive is outstanding. Some additiond
adjusments of trade mark legidation will be necessary upon accession. It is imperative not to
postpone the implementation of the copyright acquis any longer. Substantid legidative changes
are necessary to align it with the Directives on lega protection of design and databases as well
as on certain aspects of Copyright and Neighbouring Rights in the Information Society and the
Resde Directive.

Further efforts are required to strengthen law enforcement capacity especialy as regards border
controls and combating piracy and counterfeiting. Particular attention should be given to the
effectiveness of the adminigrative and judicid bodies involved in enforcement, such as the
customs sarvices, the police and the judiciary, in particular by improving co-ordination among
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them. Targeted training necessary both for copyright officias and for enforcement officids,
including judges and prosecutors, should continue. Concerning the Regulation replacing the
Brussds convention on juridiction and enforcement of judgements in civil and commercid
meatters and the Rome convention on the law gpplicable to contractuad obligations, the
government isin close contact with the judiciary for the designation of the relevant courts which
will have to ded with gpplications and gppeds. Cyprus seemsto be in the position to apply this
part of the acquis effectively upon accesson (see dso Chapter 24 - Co-operation in the
fields of justice and home affairs).

Chapter 6: Competition policy

During the period covered by this regular report, Cyprus has made some progress both in the
fidd of anti-trust and in the state aid sector.

Inthefidd of anti-trust policy the Council of Ministers adopted block exemptions on vertical
agreements and concerted practices in December 2000.

In November 2000, an amendment to the Protection of Competition Law entered into force. It
srengthened the investigative and sanction powers of the Commission for the Protection of
Competition (CPC). According to the new law, the Presdent will be a full-time post, whereas
the five CPC-members (appointed a the end of 2000) will have full-time occupations outside
their pogtion with the Commisson. The CPC's enforcement record for 2000 congsts of 19
decisions (2 on horizontd agreements, 7 on abuse cases and 10 on mergers). In March 2001,
Parliament approved new staff for the CPC.

On state aid, the new Public Aid Control law entered into force in April 2001 and was dightly
amended in July 2001. It incorporates into Cypriot law rules equivalent to those of Article 87
EC. Authorities that grant public aid must notify the Commissoner of dl exising public ad
schemes and ad hoc messures, within Sx months. However, the law currently excludes control
over the mogt important State aid scheme in Cyprus, i.e. fiscd ad to internaiond business
enterprises. In April 2001, Parliament adopted three important regulations covering public aid
to samdl and medium-sized enterprises, research and development, and professond training.
Further regulations and orders of July 2001 concern procedura issues as well as substantial
rules on ad for rescuing and restructuring firms in difficulty, ad for environmenta protection
purposes, and aid in the form of guarantees.

A Commissioner for Public Aid was gppointed in May 2001. Three qudified officids and two
support staff are attached to his office. A temporary Working Group for State aid headed by
the Commissioner has been st up in the Minigtry of Finance. It prepared an initid list of existing
aid measures. Up to the end of September 2001, the Commissionar issued eleven decisons,
five of which were dready published in the officid Gazette. Training for Cypriat officids in the
various aspects of the acquis concerning state ad is ongoing since April 2001.

Overall assessment

Overdl, Cyprus has serioudy started to dign with the acquis on competition policy, but further
legidative and adminigrative efforts are il needed.

Although Cyprus has dready achieved good aignment with the EC's anti-trust legidation
through its Protection of Competition Law of 1989 as amended, further dignment is ill
necessary. In particular, the Community’s new policy on horizontal co-operation agreements
(block exemption regulations of November 2000 on specidisation agreements and research
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and development agreements) needs to be taken into account. The infrastructure, staff, and
especidly the weak enforcement record of the CPC need to be improved considerably.
Presently, the CPC relies on 4 investigators and 3 support staff. The objective is to reach 20
employees in a year's time. Due to current lack of qudified staff, the CPC is not yet in a
position to conduct investigations on its own initiative. The CPC should become more pro-
active and adopt a more deterrent sanctioning policy.

Cyprus has moved forward in date aid, but severa thorny issues remain. This includes the
necessity to dign the exising aid schemes and legidation under which authorities & various
levels grant ad well before accesson with the acquis. The specific tax privileges for the
offshore sector should be addressed as a matter of priority in the coming tax package reform
that must pave the way for the enforcement of state aid rules.

The powers of the newly gppointed Commissioner for Public Aid appear to be wesk. In the
cae of illegd ad and of irregulaities in the implementation of ad authorised by the
Commissioner, the powers of the Commissoner are limited to submitting a report to the
Presdent of the Republic and publishing a summary of that report. The Commissioner does not
have the power to order the recovery of aid. Staff reinforcement is necessary.

Cyprus is encouraged to accelerate its efforts with a view to drawing up aregiona aid map that
would fix the maximum ad intengtiesin the areas digible to recaive regiond ad.

Chapter 7: Agriculture

In 2000, the contribution of agriculture was 3.8% of gross vaue added and 9.2% of
employment, compared with 4.2% and 9.5% respectively the previous year. The output of the
agricultural sector declined by 4.9% in red terms in 2000 following an increase of 7.5% in
1999.

The 2001 State agriculturd budget was € 119.875 million (685 million Cyprus pounds)
compared with € 80.5 million (46 million Cyprus Pounds) the year before and included various
types of direct and indirect subsdiesfor farmers.

EC imports of agricultura products from Cyprus (raw plus industria products of agricultura
origin) exhibited amargina declinein 2000 and amounted to €96.6 million compared to €108.5
million in 1999, whereas EC exports to Cyprus showed a substantia increase, from €260.8
million in 1999 to €330.5 million in 2000%. The resulting trade surplus for the Community
increased from €152.3 million in 1999 to €233.9 million in 2000. Over the past three years, the
most important product groups in terms of EC imports from Cyprus have been new potatoes
(37%) and fruit and nuts (33%). EC exports to Cyprus are spread over a wider range of
products, the most important of which are barley (8%) and sugar (7%).

Horizontal issues

No progress can be reported as regards the implementation of measures related to the
European Agricultural Guidance and Guarantee Fund (EAGGF) and as concerns quality

policy.

2 Uruguay Round definition of agricultural products, figures taken from EUROSTAT COMEXT (see U.E. 12/15:
Commerce des Produits Agricoles 1988-2000, 1 Partie D.G. AGRI/A.2 Analyses quantitatives, prévisions, statistiques,
études, 2001, p. 10-57 et 86-89).
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Concerning an integrated administration and control system (IACS), the Department of
Agriculture has undertaken preparatory work aimed at identifying the user requirements and
technical specifications for a state-of-the-art IACS software.

Common market organisations

Progress has been achieved in the sector of fruit and vegetables and in the sector of poultry and
eggs.

New harmonised legidation on the quality and marketing standards for 33 fresh fruit and
vegetables for exports was enacted by House of Representatives in November 2000. New
legidation on the “Production, Grading, Labeling and Marketing Standards’ of eggs entered
into force in August 2001.

The Department of Agriculture developed a software programme to project chick adequacy
over the following five-month period. Since January 2001, monthly data on chick production
has been forwarded to EUROSTAT. An interim in-house computer application has been
developed to set up registers of digible farmers and training of staff has been carried out.

In August 2001, the Department of Agriculture started the recruitment of 21 additiona
permanent officers.

Rural development and forestry

The Department of Agriculture is continuing to dign its procedures for authorisation, interna
audit and execution of payments with those of the acquis. The project for the support of young
farmers has been harmonisad further and reinforced.

Veterinary and phytosanitary issues, including food safety

The veterinary medicinal products Law (control of qudlity, registration, supply, administration
and use), accompanied by four Regulations, was enacted in July 2001. In the fidd of anima
nutrition, in March 2001 the House of Representatives approved an amendment to the basic
Feeding-stuffs Law of 1993 and the necessary implementing regulations concerning the
registration and approva of establishments and intermediaries.

The animd identification and regidration system has been set up and bovine animads dready
identified and registered in the data bank. Five new veterinarians have been recruited and nine
additiona posts have been gpproved. Temporary technica staff has dso been employed for the
goplication of animd identification and regidration as well as for disease campaigns, lab tests
and BSE aurveillance. As regards establishments, Cyprus continued to give financid incentives
to upgrade to EC standards. The number of daughterhouses has already been reduced from 69
to 50.

In the context of the Geographicad BSE Risk Assessment, Cyprus has been classified in group
1.

The Pesticides Authorisation Board decided that only those active substances that are aready
authorised in at least one Member State will be authorised in Cyprus from now on, and that
those substances that are withdrawn in the EU as aresult of the Community review will dso be
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prohibited in Cyprus. The congruction of a border inspection post a Larnaca airport has
sarted and progress has been made on the development of the border inspection post at
Limassol port. A decison to merge the different depatments involved in phytosanitary
Ingpections has been taken.

In April 2001 Cyprus produced a Food Safety Strategy, which outlines the systems for co-
ordination between the various officid bodies involved, their competencies, organisation and
g&ffing (see also Chapter 1 — free movement of goods).

Overall assessment

Although Cyprus ongoing preparations for the Common Agricultura Policy are satisfactory,
subgantia dements and mechanisms of the agriculturd acquis remain to be agpplied, in
particular those related to the Common Market Organisations.

Concerning horizontal issues, with regard to the European Agricultural Guidance and
Guarantee Fund (EAGGF), Cyprus has subgtantia experience in support, restructuring and
development measures, but the competencies are spread between the ministry of agriculture and
various other bodies.

Concerning budgetary and financia aspects, agriculturd policy is concelved and implemented
within the framework of multi-annud Strategic Development Plans. Some adminigrative and
financid adjustments are required for full harmonisation with the procedures prescribed by the
acquis.

The procedure for the establishment of the IACS has been acceerated but some important
seps have Hill to be taken with aview to implementation. The introduction of a direct payment
system for ceredls that was due in 2001 has been delayed. The gpplication is envisaged to be
based on the cadaster with the government controlling 100% of the plots declared by farmers.
The implementation of this system would create an opportunity to identify the eigible land on the
one hand (in view of cregting the land parcd identification sysem) and on the other hand to
dlow farmers and the adminigiration to gain experience with a direct payment scheme. Cyprus
is encouraged to make progress in this regard.

Legidation in the fidd of quality policy reating to desgnations sill needs to be adopted.
Harmonising legidation on the certification of geogragphicd indications, of desgnations of origin
and of other specific character is gill under lega vetting. The competent authority for
geographica indications, designations of origin and certificates of specific character as a specid
unit within the Office of the Officid Recever and Regisrar of Companies needs to be
appointed; the core already exists. A body of ingpectors needs to be established too.

Though aregister of dl organic farmers has dready been completed, Cyprus is encouraged to
finish harmonising legidation on organic farming.

Asregards Common market organisations, severd areas in the field of arable crops need to
be brought into line with the acquis. The envisaged system of direct hectare payments for
cereals 4ill requires adoption by the Council of Minigters. Though preparatory works have
started, the procedure for the abolition of the monopoly of the Cyprus Grain Commission needs
to be accelerated. Moreover, the reorganisation of the existing adminigtrative infrastructure, in
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order to create an intervention agency and intervention centres as well as management of export
and import licenses and tenders for cered export, has not taken place yet.

With regards to fresh fruit and vegetables, the enactment of the new legidation on the qudlity
and marketing standards for 33 products intended for export is noted with satisfaction. As
agriculturd holdings are, in generd, smdl and divided into many parcels and as Cyprus has no
tradition as regards producers organisations in this sector, it is invited to adopt new legidation
for the setting up, recognition and operation of producer organisations without delay.

With regard to bovine and pig meat new legidation introducing a sysem of compulsory
carcass classfication and regulating certain aspects of price collection and reporting was
completed early in 2001, and legd Vvetting is underway. In the sheep and goat sector most of
the dements of the acquis are dready applied. With regard to eggs and poultry, new
legidation on production, grading, labeling and marketing standards has entered into force for
edible eggs and it is expected to enter into force in October 2001 for poultry mest.

Concerning the wine indudtry, legidation is areedy partidly harmonised and many implementing
regulations are before the House of Representatives or under lega vetting. However further
dignment with the acquis is needed, manly as regards the rules of wine growing potentid,
market rules for wine and the protection of wine designations. In addition, the monopoly status
of the Cyprus Vine Products Commisson needs to be reformed. In connection with the
abolition of the Cyprus Olive Products Marketing Board, the preparation of the olive ail
registry is dmost completed and verification as well as application of GIS for olive trees will
follow. No progress was recorded in the direction of the abalition of the monopoly status of the
Cyprus Milk Industry Organisation (CMI0O), dthough the option of maintaining the CMIO asa
semi-independent organisation with certain functions ddegated to it by the Paying Agency will
be examined.

In terms of adminigrative capacity to implement the acquis, Cyprus has a good basis but the
date monopolies managing the various markets hamper the necessary restructuring of the
exiding infrastructure. The process of abolishing these monopolies should therefore be
accelerated.

Asregards Rural development and forestry, Cyprus dready has some experience in these
aress, including agri-environmental measures. However, the control bodies necessary for the
environmental scheme will have to be put in place. Furthermore, a code of good agricultura
practice needs to be established.

As regards rurd development, the Department of Agriculture is gradualy aigning its procedure
for authorisation, internd audit and execution of payments with thatof the acquis. The
adminigrative capacity for the implementation of the rura development acquis needs to be
further enhanced.

Concerning veterinary and phytosanitary legidation including food safety, with regard to
veterinary issues, trangpodition of the acquis is partid, given that sx framework bills amed a
covering dl Community Veterinary Legidation (namdy in the areas of importation and trade,
anima hedth, hygiene of foods of animd origin, anima wdfare, veterinary pharmaceutica
products and anima genetic materid) need ill to be enacted. Cyprus will have to take the
necessary measures to ensure that the procedure does not creste a bottleneck for the
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trangposition process. Furthermore, the directive on fees for veterinary ingpections has not been
transposed yet.

The setting-up of an animd identification and registration system should be completed. In the
fild of animal disease control measures, Cyprus laboratories are cgpable of carrying out
diagnosis for many notifiable diseases. Contingency plans, such as for foot and mouth disease
and classcd swine fever are consdered to be satisfactory. On animd nutrition, the legidative
package of March 2001 is harmonised to the acquis as it stood by the end of 2000 for
enforcement in October 2001. There remains a need of upgrading food processing
edtablishments.

Asfor phytosanitary issues, the border inspection posts will, inter alia, have to be equipped
with laboratory facilities for initid on-the-gpot examination of imported produce. The relevant
surveillance of domestic production and the control of imports of food (both of plant and animal
origin) are carried out mogtly by the Veterinary Service and the Ministry of Hedlth, athough the
State Generd Laboratory is dso involved in carrying out laboratory examinations on food.
Strengthening of personnd numbers and the diagnogtic capability of the Laboratories of the
Veterinary Services will be required. A computerised system will also be needed for recording
movement of animas and productsin the internal market. Ingpection and Certification of organic
produce is currently undertaken by inspection bodies, approved for this purpose in Member
States of the EU, since there is no relevant legidation yet in Cyprus.

As regards adminigtrative capacity, Cyprus has a good basis but the process of abolishing the
state monopolies in this area must be accelerated in order to clear the way for the restructuring
of the exiging infrastructure. Cyprus should dso take the necessary measures to implement
IACS. Moreover, Cyprus 4ill needs to make dgnificant efforts to prepare for the
implementation of the CAP mechanisms. While for eggs and poultry there is new legidation
since August 2001, together with marketing standards for fruit and vegetables, for a number of
sectors, the drafting of new legidation seemsto be dow.

Chapter 8: Fisheries

Since the last Regular Report, Cyprus has made further progress, notably in the fied of
resource management, ingpection and control, as well as that of State aid to the fisheries sector,
while the adminigtrative capacity has been strengthened.

Concerning resour ce management, ingpection and control, Cyprus decided to implement its
own sadlite monitoring system to control vessals longer than 24 meters fishing in the high sees.
For this purpose, an amount of approx. €190 000 (120 000 Cypriot pounds) has been
earmarked in this year's budget. The recruitment of one officer and two technicians was
approved, and the tendering process was initiated.

The Inspectorate Service of the Department of Fisheries and Marine Research has been
strengthened since the last report, with the gppointment of three new inspectors, increasing the
manpower of this service from 11 to 14. The service has dso scheduled a multi-purpose patrol
vesHd for acquisition.

Asfar as structural actions are concerned, Cyprus continued to pursue its policy for the
reduction of the number of fishing vessals under its flag that operate in the high seas and to set
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up a Fishing Vessdls Regidter. The relevant software and hardware were acquired and ingtalled
ealy this year. A firg data transmisson test was sent to the Commisson services in August
2001.

Inthefidd of market policy, no concrete legidative devel opments can be reported.

Regarding state aid, the subsidy scheme for Cypriot trawlers fishing in internationa waters was
abolished in January 2001.

Cyprus did not conclude any international fisheries agreements during the period covered
by this report.

Overall assessment

Cyprus dignment with the acquis in this area is quite advanced. However, progress is il
needed with market policy, as well as with regard to the current and planned structure of the
fishing fleet under the Cypriat flag.

Concerning market policy, the Common Market Organisation for fisheries is of limited
importance for Cyprus, Snce it does not engage in fishing or importing of the main species
covered by CMO. As there is no wholesdle market and representative wholesale price,
Cyprus will have to submit an equivaent representative wholesale price for imports of fish and
fish products. However, a relevant systlem for recording landing prices of imported products
aready exigs.

The four ingpectors from the four Didrict Offices, under the supervison of the centra
adminidration in charge of the market, ensure inter alia the checking of landings and the
collection of prices. They carry out one to two control visits per week a each sSite.

Cyprus will have to enforce the common market standards and implement the recognition
conditions for producer organisations. Cyprus is encouraged to findise the adoption of a new
Law on the respongble authority for the recognition of these organisations.

Concerning resources, management, ingpection and control, with the operation of the fishing
licence system, Cyprus will bein a better pogition to assess the Stuation and review its policy on
this matter. Adminidrative cgpacity in this field is in place in the Department of Fisheries and
Marine Research, but equipment still needs to be improved.

As regards internationd fisheries agreements, Cyprus has initiated the procedure for retifying
gpecific UN and FAO agreements. Cyprus co-operates with the relevant Internationa and
Regiona Fisheries Organisations for the sugtainable exploitation of fishing resources. It is a
signatory to the Generd Fisheries Commission for the Mediterranean Agreement.

Concerning structural measures, Cyprus policy of reducing the number of fishing vessels under
its flag that operate in distant waters should continue at a steady pace. The effectiveness of the
means introduced o far, including pendties for infringement, will have to be reviewed after a
year. The establishment of a Fishing Vessel Regigter in line with the requirements of the acquis
is being pursued. The lega framework was adopted in June 2000 and implementing reguleations
are under preparation.
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Information and guarantees on measures envisaged to implement gructurad policy and to
manage sructurd fundsis lacking.

Concerning tate aid, Cyprus has now digned with the acquis by giving up the subsdy scheme
for trawling in international waters.

The measures taken to prepare a nationd action plan for the development of agquaculture are
positive steps.

Chapter 9: Transport policy

Since the last Regular Report Cyprus has made sgnificant progress in nearly al sectors of
transport policy.

As regards Trans-European Transport Networks, no legidative development can be
reported.

Asregards land transport, the House of Representatives adopted an amendment to the road
law in July 2001 in order to achieve compliance with the acquis on market access and on
combined trangport. The amendments aso foresee aignment for admission to the profession of
road haulage operator and road passenger transport operator as from 2003.

The law to achieve gradua compliance on road user charges for heavy goods vehicles was
enacted in March 2001. It will enter into force in 2003.

Concerning safety issues, a regulation concerning speed limitation devices took effect for dl
newly registered vehicles as from January 2001 and will enter into force in January 2002 for
exiging vehides. A second regulation on maximum dimensons and weights and a third
regulation on roadworthiness tests for motor vehicles and trailers came into force in March
2001. The House of Representatives adopted in June 2001 a new Law on driving licenses that
will enter into force by 2003. Another amendment to the road law of July 2001 is amed at
digning with the acquis on the use of safety belts.

The Department of Road Trangport in the Ministry of Communications and Works has crested
anew unit with a number of new posts to ded with market access and other issues of the
acquis. Roadworthiness tests on public vehicles are carried out by the Department itsalf
whereas private vehicles will be checked by the private sector under the direct supervison of
the Department.

Inthefidd of air trangport Cyprus has shown a clear willingness to accelerate harmonisation
with the acquis, notably through its efforts to participate in the ongoing negatiations of the
European Common Aviation Area agreement. Some regulations adopting the Eurocontrol
gandards for air traffic management equipment and systems entered into force in February
2001. In May 2001, the action plan on ‘Development of Safety Oversght Capabilities was
launched. It covers the provison of consultancy services and technicd assigtance for the
introduction of regulations, procedures and manuas, as well as on-the-job training of personnd,
with a view to achieving aignment for arcraft maintenance standards and flight operations

Inspections.
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To harmonise access to the groundhandling market, the accounts for the ground handling
sections have been separated from those for other activities of the Department of Civil Aviation
at Community airports snce May 2001.

Concerning adminigrative capacity, the recruitment of five new professond gaff for the
Department of Civil Aviaion and of one accountant was approved in the Supplementary
Budget Law of March 2001.

In the fidd of maritime transport, two Ratification Laws were enacted in April 2001. They
incorporate amendments to the SOLAS and MARPOL conventions respectively, so asto dign
with the rdlevant acquis. Furthermore, two Merchant Shipping Laws were adopted on that
date, amed a digning with the acquis on port State control and on common rules and
standards for ship ingpection and survey organisations respectively.

To dign practice as regards the tranfer of ships from one register to another within the
Community, the Council of Ministers adopted, in October 2000, the IMO Bulk Chemical Code
and the IMO Bulk Gas Carrier Code.

Over the last year, Cyprus carried out over 40 inspections on over-age bulk cariers and
deleted 18 of them from the Cyprus Register of Ships, as the owners were not willing to submit
their ships to close scrutiny. A programme to study the “long distance strength” of 40 over-age
bulk carriers was initiated a the beginning of the year; 10 individud studies are being prepared
a the moment. In January and May 2001, two ships were deleted from the Cyprus Register of
Ships on account of repested detentions by foreign port State control authorities for serious
deficiencies rdating to the safety of the ship. Lastly, since the beginning of 2001, a classfication
society is no longer alowed to issue a passenger ship safety certificate unless an ingpection of
the ship is conducted by surveyors and any deficiencies and non-conformities found are
satisfectorily dedlt with.

With regard to the effective implementation of the Internationa Safety Management (1SM)
Code, Cyprus has recently punished shipping companies that fal to pay ther crews, by
withdrawing their safety management documents. Between July 2000 and May 2001, Cypriot
authorities revoked the Documents of Compliance required by the ISM Code of 6 companies,
managing 15 Cyprus flag vessds in total. The certification of 11 of these vessds has been
resored after thorough joint verification of their Safety Management System by officid
surveyors and the respective classfication societies involved and rectification of the non-
conformities found.

According to year 2000 datistics under the Paris Memorandum of Understanding, the
percentage of Cyprus flag vessals detained following port State control was 9.71 %, a decrease
compared to 9.97% in 1999. This compares to an average for EU-flagged vessals of 3.9% in
2000.

The process of full computerisation of the Department of Maritime Safety (DMS) has started.
Training on the acquis on maritime safety took place in September 2000. The Parliament
gpproved the recruitment of 25 more staff for DMS in March 2001. From July 2000 until May
2001, 14 additiond ship inspectors working in severd ports world-wide have been appointed
to monitor and to verify that the gpplicable safety sandards are indeed implemented on Cyprus

ships.
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Overall assessment

Cyprus is wdl advanced in its harmonisation of the badc legidaive and adminidrative
framework with the acquis, but further efforts are ill to be made.

Regarding horizonta issues, the overdl responsbility for administering the Community guideines
in the fied of Trans-European Transport Networks lies with the Ministry of Communicetions
and Works, the Planning Bureau will be responsible for the financid aspects.

Regarding land transport, aignment has been achieved in the harmonisation of road-transport-
related fiscal measures, admission to occupation, technical requirement for vehicles, collection
of road transport statistics, co-operation between authorities and the road transport industry,
maximum dimengons and weights, and speed limitation devices. Legidation ill to be passed
concerns recording equipment (tachographs), safety belts and minimum levels of driver training.
Cyprus should dso continue its efforts to trangpose the acquis on transport of dangerous
goods, and reinforce the rdevant adminidtrative capecity. The man responsbility for
administering and enforcing the land trangport acquis lies with the Ministry of Communications
and Works.

The preparatory work to adopt a new law on air trangport should continue to dign the
outstanding discrepancies with the acquis in this sector. Cyprus has made a clear move towards
accderating harmonisation, as shown by its willingness to join the European Common Aviation
area project. Measures should be taken to ensure that licensing and safety oversight capacities
are improved over the next months. The Department of Civil Aviatlion of the Minigry of
Communication and Works is the competent authority. Its staff has been consderably
strengthened recently. However, Cyprus is encouraged to set up an independent investigatory
body for accidents and incidents as well.

Concerning maritime trangport, Cyprus has digned its legidation to a consderable extent.
However, further trangposition is needed with regard to the acquis on safety regimes for fishing
veses of a leest 24 metres in length and for passenger ships. Furthermore, despite
adminigrative practice to that effect, the acquis on mandatory surveys for the safe operation of
regular ro-ro ferry and high-speed passenger craft services and on the registration of persons
saling on board of passenger ships operating to or from Community ports has 4ill to be
transposed.

Cyprus has improved its performance on safety contrals. In line with the new law, Cyprus
should monitor the performance of the classfication societies acting on behaf of the Cyprus
government. In this regard it is a promising sSign that no trandfer to other classfication societies
has been dlowed since June 2000. There have been steady decreases in detention rates and in
marine accidents (from 128 in 1997 to 72 in 2000). Stricter standards are being imposed on the
registration of over-aged ships and a more severe policy is being applied to sub-standard ships.
However, Cyprus detention rates as result of state Port controls remain considerably above the
average for EU-flagged vessdls. The improvement of the safety record of the Cypriot fleet
should continue through, inter alia, the gppointment of additiona inspectors working in ports
abroad.

The improvement of the adminigrative capacity of the Department of Merchant Shipping is a
gep in the right direction and should be continued. The Minisry of Communications and
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Works, the Department of Merchant Shipping, and, as regards the operation of ports, the
Cyprus Ports Authority are the competent authoritiesin this area.

Chapter 10: Taxation
Since the last regular report, Cyprus has achieved limited progress in the area of taxation.

Concerning indirect taxation, in April 2001 Cyprus adopted an amendment to the Customs
and Excise Duties Law according to which imports of smdl consgnments of goods of a non-
commercia character from third countries are exempted from taxes. By the same amendment,
portable containers of fuel were exempted from the turnover tax and the excise duty on imports
in internationa travel. Furthermore, the definition of tobacco products was digned with the
acquis by a Law adopted in May 2001.

No legidative progress can be reported in the field of direct taxation and administrative co-
oper ation and mutual assistance.

As regards administrative capacity, the computerisation of the relevant services of the
Ministry of Finance continued. The Vaue Added Tax (VAT) service has elaborated a detailed
“budness srategy” defining its priority activities over the next 3 years. In March 2001, the
Parliament approved the recruitment of 48 new VAT officars, manly in the fidd of VAT
control.

Overall assessment

Ovedl, Cyprus has sarted to dign its taxation legidation with the acquis, but substantia further
efforts will be required.

While recognising the efforts that have been made in the past and the initiatives taken to further
aign the tax legidation of Cyprus, by way of the scheduled Tax Reform in particular, concern
remains asto Cyprus ability to fully address the outstanding issues.

The main chdlenges in the fidd of indirect taxation relate to the level of taxation. Concerning
VAT, the current standard rate of 10% will have to be increased to a minimum of 15 % upon
accesson. Part of such an increase in the rate leve (3 %) is planned to enter into force by the
end of 2001, whereas the remaining 2 % will be effected Sx months prior to accession. In order
to compensate for the increase in the VAT rate by 3 %, Cyprus intends at the same time to
abolish its current defense levy. The introduction of a specid VAT scheme for farmers, who in
principle are not subject to VAT at present, is scheduled to be initiated by mid-2002 and fully
implemented upon accesson. The VAT Act, which was adopted by the House of
Representatives in June 2000 and will enter into force by the end of 2001, will dign the VAT
legidation further with the acquis. Concerning excise duties, further increases in the duty rates
are required for most product categories. Furthermore, for imported products, a full
replacement of the current import duties will have to be carried out. Moreover, the current
protection of domestically produced goods will have to be diminated, S0 as to ensure that
excisable products are taxed equaly, irrespective of origin. These issues, together with a
broadening of the taxable scope, in particular as regards minera oils and alcoholic beverages,
are scheduled to be carried out in a three-step exercise during 2002. Further efforts are dso
required with regard to the introduction of atax warehouse system.
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In the field of direct taxation, the specia regime for offshore companies in Cyprus needs to be
addressed urgently so asto fully comply with the Code of Conduct for Business Taxation to the
same extent as current Member States. 47 465 permits have been issued since 1976 in this
fidd, and it is estimated that roughly haf of the beneficiaries are ill operating. There were
1 080 entities maintaining a physica presence in 2000, and the number of their employees
amounted to 5 864. The economic branches most closdy involved are trade, marketing,
digtribution, ship management and maritime operations. The volume of activity of the offshore
companies, however, remains low. Although Cyprus stated that this problem would be tackled
within the framework of the Tax Reform, currently under preparetion, this will now not take
place until the end of 2001, leaving little time for legidative adaptation and implementation of the
required adjustments.

The Department of Inland Revenue is the competent authority for the adminigtration of direct
taxation. Currently, the Depatment employs around 600 employees. Its systems are
computerised for the issuing of income tax returns, railsing of assessments and collection of
taxes.

In the area of administrative co-operation and mutual assistance, Cyprus will have to
introduce harmonised legidation including the VAT Information Exchange System (VIES) and
develop the exiging infrastructure to gpply this system. Cyprus adready has a computerised
system for the collection and processing of VAT returns. In order to be able to meet the new
demands concerning adminigirative co-operation and mutual assstance, Cyprus will have to
further reinforce its tax administration structures and control procedures.

As concerns adminidrative cgpacity, the VAT Service adminisers VAT, operating as a
separate gtructure within the Department of Customs and Excise. Although the Cyprus tax
adminidration is a modern inditution, further efforts are needed to ensure it has enough
capacity, including computerization, to implement, control and enforce the acquis. The increase
in VAT gaff is satidfactory.

Overdl, dthough there are some plans to address the outstanding issues, the scope of the
required changes means that Cyprus faces a consderable chalenge with a short timetable.

Chapter 11: Economic and monetary union

A detailed assessment of Cyprus s economic policy in its various aspects has been given above,
in the Chapter discussing the economic criteria (B-2). Therefore, the present section is limited to
adiscussion of those aspects of the Economic and Monetary Union acquis--as defined by title
VIl of the EC treety and the other relevant texts—-which candidate countries should implement
before accesson, i.e. the prohibition of direct public sector financing by the centra bank, the
prohibition of privileged access of the public sector to financid indtitutions, and independence of
the nationa central bank. As to the process of liberdisation of capita movements, upon the
completion of which compliance with the EMU acquis is conditiond, this aspect has been
covered above, in the section on Chapter 4 — Free movement of capital.

Since the last Regular Report, Cyprus has made some progress in the adoption of the EMU
acquis.

59



Asregardsthe direct public sector financing by the Central bank and the independence
of the Central Bank, no legidative developments have been recorded in the reporting period.

Where the prohibition of privileged access of the public authorities to financial
ingtitutions is concerned, alaw abolishing the interest rate celling came into force on 1 January
2001.

Overall assessment

Cyprus will participate in EMU upon accesson with the status of a country with a derogation
under article 122 EC. It will need to implement the necessary changes to its inditutiona and
lega framework by the date of accession.

Ovedl, Cyprus ill has to implement substantia portions of the acquis, relating notably to the
direct financing of the public sector and to the independence of the Centra Bank.

According to present legidation, the Centrd Bank of Cyprus may ill provide the government
with funds through direct advances and purchases of government paper. The Central Bank is
aso permitted by law to purchase securities issued by public corporations. Cyprus is
encouraged to findise its preparations for the change of its legidation and its Conditution in
order to provide for the statutory independence of the Central Bank and compatibility in dl
materid respects with the EMU acquis.

The liberdisation of interest rates condtitutes progress in the field of privileged access of the
public sector to financid inditutions, since the sructure of interest rates is now differentiated
according to risk, including higher rates for unsecured |loans.

Concerning administrative capacity in the fidd of EMU, the departments responsible are the
Minigtry of Finance, the Centrd Bank of Cyprus and the Planning Bureau. The Central Bank of
Cyprus has the overal responghility for defining and conducting monetary policy.

Chapter 12: Statistics

Cyprus has made consderable progress over the past year due in particular to the
implementation of the Law on Statistics of January 2000.

Inthefidd of atigtical infrastructure a Statistical Council has been set up, representing the
government as well as bodies outsde the government sector including the Trade Unions and
academia It is chaired by the Director-Generd of the Ministry of Finance. As regards
adminigrative capacity, the Cypriot Satistical Office (CYSTAT) has drengthened its
information technologies infragtructure through the acquisition of advanced equipment and
software. It has introduced optica data entry and processing methods, starting from the 2001
population census. The ongoing computeristion of the Treasury Depatment and the
Department of Customs and Excise will enhance the statistical production process in the areas
of public deficit and debt as well as for externd trade. The Budget of 2001 has been increased
to € 6.6 million, as compared to € 4.3 million in 2000 and € 3.6 million in 1999 and provides
for 12 more posts for datigtics officers, three of which were dready filled in May 2001.
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A fully harmonised business register of loca units is being set up following the completion of a
census of enterprisesin the first half of 2001.

Asregards classifications, the compilation of a fully harmonised monthly volume index of
industrid production at the appropriate level of the NACE classfication took place. Output
prices (for manufacturing) both for the domestic and the non-domestic market have aso been
meade available on amonthly basis.

As regards demographic and social statistics, a populaion census is carried out since
October 2001 in line with EU standards and recommendations. In the fidd of sectoral
statistics numerous harmonisation efforts were made. A labour cost survey is being carried out
snce last year according to EC legidation.

There are no satistics available at regional level.

Inthe areaof macr o-economic statistics, procedures for the compilation of public deficit and
debt data were initiated. From the 3 quarter of 2001 on, quarterly national accounts are
available. Moreover, the Central Bank of Cyprus has completed the first stage of a reporting
system for Foreign Direct Investment (FDI) statitics.

Harmonised consumer price indices are produced and reported monthly. In the area of
business statistics, busness surveys have been extended to cover more variables, additiona
short-term indicators such as volume index of industrid production have adso been compiled.
Transport gatistics exig in the fidd of maritime trangport and the motor vehicle regigter isin
the process of being set up (see Chapter 9-Transport policy). The external trade datistics
have been revised in January 2001 to include a specid trade system for exports. In
agricultural gatistics livestock surveys have been harmonised whilst various crop registers
are being set up.

Overall assessment

Ovedl, Cyprusis quite well advanced in the field of gatistics, dthough some further efforts are
needed to fully dign practices with the acquis.

As regards datidica infrastructure, the new Statistics Law of 2000 provides an appropriate
legdl framework for the work of CYSTAT on officid datigtics within the context of the EU.
Both the role and functions of CYSTAT have been redefined. There is strengthening of co-
operation and co-ordination with other data producers, such as the Central Bank of Cyprus, the
Ministry of Agriculture, Natural Resources and Environment and other organisations such asthe
Cyprus Tourism Organisation. They now use common classifications and methods and they
adhere more grictly to the timetables for the transmission of data subject to confidentidity to
EUROSTAT. Furthermore, it is to be welcomed that the Statistics Law provides for the
immediate trangpodtion of EC requirements in this area to the satistical system of Cyprus
without further legal measures. The fundamentd principles of impartidity and reliability of data
as well as the trangparency of datistics and confidentiality of persond data are safeguarded.
CYSTAT is highly computerised in terms of terminals, personal computers, connection to the
LAN and access to Internet.

As regards classifications, continuing efforts to use the NACE classfications are needed.
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In the area of sectord datigtics, Cyprus has progressed. A good level of dignment exigts in
agricultura dtatistics. As regards demographic, socid and regiona datistics, severd important
new data collection systems are being developed. The methods in macro-economic datistics
are improving. Business statistics, transport satistics, and externd trade statistics seem to have
improved aso.

Chapter 13: Social policy and employment

Since the last Regular Report Cyprus has achieved consderable progress in the fidd of socid
policy and employment.

As regards labour law, legidation adopted by Parliament in March 2001 ams at trangposing
the Directives on the protection of employees in the event of the insolvency of their employer
and the Directives on collective redundancies. A law of April 2001 sought adignment of Cypriot
law with the Directive on the protection of young people a work.

Concerning equal treatment of women and men, regulations defining the powers of the
ingpectors were issued in November 2000 under the equa pay legidation. Furthermore, an
amendment to the Socid Insurance Legidation of April 2001 amsto bring Cypriot legidation in
line with aspects of the acquis on equd trestment for men and women in matters of socid
Security.

A specid group of officias was set up (including representatives of the Ministry of Labour and
Socid Insurance, the Planning Bureau and the Law Office) to examine in detail the new
structures of the Government with regard to equd trestment of men and women.

Inthefidd of health and safety, to bring legidation on the protection of chemicd agents a
work in line with the acquis, a regulation was issued in June 2001. Two other regulations of
April 2001 transposed the acquis on biologica and carcinogenic agents. Findly, the hedth
standards for workers who manually handle loads would seem to have been incorporated by a
regulation of June 2001.

The adminidirative capacity of the recently established Department of Labour Inspection was
further enhanced by the appointment of a Director and three Senior Labour Inspectors, one in
charge of each of the three sections of the Department, namely the Section on Conditions at
Work, the Section on Industrial Pollution Control and the Section on Field Operations.

Inthefidd of public health, Cyprus has further brought its legidation in line with the acquis on
labelling of tobacco products and on maximum tar yields, as of January 2001. A new laboratory
for measuring the tar yield of cigarettes was crested at the General State Laboratory of the
Minigry of Hedth. A number of hedth prevention programmes have been developed and
implemented such as school education, anti-smoking campaigns, screening for  cancer
prevention, promotion of hedth nutrition and combating drugs and cardiovascular diseases.

Wheress in the fidd of social dialogue no developments can be reported, the process of
employment policy review in Cyprus has been launched and a joint assessment paper on
employment policy has been agreed between the Commission and Cyprus. This will form the
basis for joint employment monitoring in the pre-accesson period. Overal labour market
performance in Cyprus remains strong, with both the employment and unemployment rates
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comparing favourably with the EU average. The overdl unemployment rate was ill declining
and reached 5% in 2000.

Asregards social protection, new legidation for a National Hedlth Insurance Scheme (NHIS)
was adopted by Parliament in April 2001. It provides for universal coverage and its financing
will be based on contributions by the socid partners. It aso ams to introduce checks and
balances that will lead to cost containment and improve the quality of services provided.

No further legidative progress can be reported in the field of anti-discrimination. However, in
July 2001 the Council of Minigters appointed an interministeriad committee, with a mandate to
study the Second Report on Cyprus (2000) of the European Commission against Racism and
Intolerance and to submit to the Council suggestions towards concrete measures and further
action to be taken on combating racism, xenophobia, discrimination and intolerance in specific
aress of concern.

Overall assessment

Although Cyprus is advanced in this area, some parts of the acquis have not yet been fully
transposed.

In the area of labour law, the Directives on working time, part time work, fixed-term work,
posting of workers, and European Works Councils still need to be transposed. Cyprus is
encouraged to set up the independent guarantee ingtitution foreseen in the acquis on protection
of workersin case of insolvency of the employer.

Concerning equa treatment for women and men, parts of the acquis remain to be transposed.
Legidation has been under preparation and/or consideration for a considerable period of time.
Gender maingtreaming was incorporated for the firg time in the 1999-2003 Nationd
Development Plan. The Nationa Machinery for Women Rights advises the Council of Minigters
on policies, promotes women's rights and subsidises women's organisations. A large number of
NGOs are represented. In addition, each ministry has an officia responsible for the promotion
of women's rights, but there are no regiona or local bodies deding with the promotion of
equaity of women. Cyprus aso recognises that the implementation and enforcement machinery
needs to be strengthened.

In the field of hedth and safety a work, severd regulations covering dl fields of the acquis are
outstanding. The labour inspectorate team is smdl but conssts of qudified professonds. The
high number of court cases (51 for 1998) indicates good enforcement of the present legidation.
In generd, training and staff recruitment should continue.

As regards public hedth, minor changes in the definition of tobacco products and the
edablishment of a public hedth laboratory are necessary. When harmonising tobacco
legidation, Cyprus should take into account the latest acquis in thisfield.

Regarding epidemiologica survelllance and the control of communicable diseases, a notification
sysem for communicable disease exigds under the Quarantine Law of 1935 and its
amendments. As this law is consdered inadequate Cyprus is encouraged to introduce new
legidation, digned with the principles of the Community network for epidemiologicd
survelllance and the control of communicable diseases by 2003. In this respect, a nationa
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sructure for surveillance and control of communicable diseases should be developed which
would dlow Cyprusto participate in the relevant Community network.

There are some deficiencies regarding hedth status monitoring. The computerisation of the
public hedth services is underway, while the actud establishment of a Hedlth Information system
should begin by the end of June 2002. In this respect, Cyprus should continue its efforts to
develop a hedth monitoring and information system in order to obtain health data and indicators
comparable to the EC system.

Concerning socid dialogue, Cyprus has a long-standing tradition in this area. Workers and
employers organisations are strong and play an active role in paticular in various existing
tripartite bodies. Nevertheless, the effectiveness of the tripartite process could be further
improved, epecidly congdering the very smal number of agreements reached in recent years.
Autonomous socid didogue, sectord socid didogue and collective agreements could be
reinforced in order to prepare the socia partners in Cyprus for the role they will be called upon
to play in the sectora socid didogue a EU leve. At company leve, forms of workers
consultation and information should be promoted dong the lines of the Community acquis and
practice.

The Minidry of Labour is the nationd authority dedling with employment services. Cyprus is
computerising the existing system in order to be adle to participate fully in the network.
However, the employment policy delivery sysems, and specificdly the Public Employment
Services will need to be strengthened.

In the fidd of socid security the newly adopted Nationd Hedth Insurance Scheme (NHIS)
opens the way for mgor hedth reformsin Cyprus. Among others, the hegdlth monitoring system
has to be put in place, and survelllance for communicable diseases needs to be upgraded.

The combat againgt excluson, as lad down in aticle 136 of the Tresty edtablishing the
European Community, is part of the objectives of EU socid policy. As decided at the Lisbon
and Nice European Councils, policies to combat socid excluson combine commonly agreed
objectives a the EU levd, and naiond action plans. The Gothenburg European Council in June
2001 invited candidate countries to trand ate the Union's objectives of promoting socid inclusion
into their nationa policies.

In relation to the European Socia Funds (ESF), the Planning Bureau will be the sngle Managing
Authority for the Community Support Framework or the Single Programming Document,
according to the Structural Funds Regulations. The Ministry of Labour and Insurance will be the
authority respongble for the ESF and, for the time being, staff have been trained in thisfidd. A
Specia Preparatory Programme (SPP) project for Structural Funds is under preparation, which
ams to review the envissged Structurd Funds implementation system. Following the
implementation of the SPP the necessary structures will have to be set up Cyprus is encouraged
to recruit additiona staff in the Ministry of Labour and Socid Insurance in 2002 for the creation
of agpecific ESF section.

In its andytica approach to policy development, the Ministry of Labour has dready adopted
the four-pillar sructure of the European Employment Guiddines, and work has commenced on
the preparation of a Nationa Employment Action Plan in line with the annua procedures in the
Member States.
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Efforts are needed to ensure dignment with the acquis on anti-discrimination based on Art. 13
EC.

Chapter 14: Energy

Cyprus has made some progress in the energy sector athough a number of measures till need
to be adopted.

Inthefidds of security of supply, competitiveness and the internal energy market, no
legidative development can be reported.

As regards energy efficiency, in June 2001 the House of Representatives enacted legidation
for thelabdling of household appliances.

In May 2001 an Ingtitute of Energy was established. It supports the promotion of measures for
the rationd use of energy, renewable energy sources and fossl fuels. The Government has
introduced a grant scheme for invesments in energy conservetion and for the subgtitution of
eectrica energy or conventiond fues with renewable energy sources to run until 1 January
2003. The Ministry of Commerce, Industry and Tourism has been designated as the
enforcement agency concerning the labelling of household appliances. The human resources of
the Energy Section of the Ministry of Commerce, Industry and Tourism have been increased.

Overall assessment

Overdl, the adoption of the acquis until now is satisfactory but further sustained efforts are
required

With regard to the security of supply, due to the heavy dependency of Cyprus on imported ail,
the issue of building up the required 90 days of oil stocks in accordance with the acquis is of
particular ggnificance. Currently, stocks are held by the petroleum refinery, the Electricity
Authority and oil companies for their own requirements, but additional storage capacity needs
to be developed. Cyprus has taken some initid steps towards the progressive building up of its
oil stocks and storage capacity.

In the fidd of competitiveness and the internd energy market, concerning electricity, the
Electricity Authority currently remains the sole producer and distributor of dectricity in Cyprus.
It has the status of a semi-governmenta organisation with alegal monopoly. Under the present
rules only when the Electricity Authority lacks capacity can permisson to generate eectricity be
granted to others. This monopoly postion will need to be dtered in order to comply with the
acquis. Cyprus should strengthen its efforts to comply with the acquis in the dectricity sector. It
should dso consider how to diminate remaining price digtortions.

Although possihilities for the future development of a gas sector continue to be studied, the
current Stuation whereby there is no consumption of naturd gas, no gas network and no
interconnections remains unchanged. Similarly, as Cyprus does not have any cod mines the
sector of solid fuels is of no ggnificance, dthough a new oil-fired power plant is under
congtruction, which can adso be converted for cod. Cyprus continues to have no plans for on-
shore/off-shore oil exploration.
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Concerning the oil-related acquis, further adjustments are necessary for aignment.

Although Cyprus has dready taken some steps with regard to energy efficiency, further efforts
are needed to improve efficiency, to achieve dignment with the acquis in this fidd and to
drengthen the rdlevant inditutions.

As regards adminigtretive capacity, the Energy Section of the Ministry of Commerce, Industry
and Tourism is the competent department for al energy matters and has overal responsibility
for implementing the acquis. The Energy Section incorporates an Inquiry Point to which any
request for information about laws, regulations, and adminigrative rulings may be addressed.
No Regulatory mechanism as required by the internd energy market acquis has as yet been
established in Cyprus.

Whereas Cyprus does not generate eectricity from nuclear power sources, the Council Report
on Nuclear Safety in the Context of Enlargement (June 2001) contains recommendations with
regard to other nuclear activities of rlevance to Cyprus (that is the management and disposa of
indtitutiond  radioactive waste, i.e. manly seded sources from indudrid and medica
gpplications).

The Report emphasises that its genera observations and recommendations are relevant, in
particular with regard to the need for Cyprus to ensure that the appropriate regulatory oversight
IS established according to good practices within the EU.

Cyprus will need to ensure compliance with Euratom requirements and procedures. In this
regpect, continued attention should be given to preparing the implementation of Euratom
Safeguards, in particular regarding the reporting of nucler materia flows and inventories
directly by the persons or structures operating nuclear ingtalations or storing nuclear materid. It
should be noted that Cyprus has concluded a Full Scope Safeguards Agreement with the
IAEA. An additiond Protocol to this Agreement has been signed in July 1999.

Chapter 15: Industrial policy®

Since the last regular report, Cyprus has made some further progress in implementation, and as
during the previous year, mainly concentrated its efforts on investment promation.

Intheimplementation of industrial strategy, Cyprus last year started to implement 12 support
schemes included in the “New Indudtriad Policy” adopted in 1999 to improve the
compstitiveness of Cypriot industry. Ten of these schemes concern traditiond industries, the
remaining two the diffusion of information technologies.

In the fidd of privatisation and restructuring, no further legidative development can be
reported. The government has decided to enhance the administrative capacity of the Ministry
of Commerce, Industry and Tourism for the effective implementation of the acquis.

3 Developments concering Industrial policy should be seen in relation to the overall enterprise policy, including the SME
policy (see chapter 16 - Small and medium-sized enterprises).
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Overall assessment

The indudtrid policy of Cyprus is subgtantidly in line with the concepts and principles of EC
indugtria policy. It has dways been based on the premise that productive and commercia
activity is the responsibility of the private sector, whereas the role of the state is to foster an
environment conducive to private initistive and to creste the necessary infragtructure. The
degree of date intervention in the production process in the manufacturing sector in Cyprus is
limited, dthough the government holds equity in some companies. However, specid efforts
have to be made to fight structura problems such as high production costs or low productivity.

Cyprus indudtria policy is lad down in the 1999-2003 Strategic Development Plan. In this
framework, the New Industrid Policy contains incentives and schemes in twelve aress. These
aress are: high technology (business incubators and R& D); one-stop shop for foreign investors;
mergers, acquistions and subcontracting; laboratories for qudity improvement; access to
finance (guarantees for loans to SMES); development of gpecidized software; energy
consarvation; tax incentives, incentives to internationdisation; development of the Larnaca Free
Zone and grants for manufacturing industries. Measures have been introduced to support co-
operation between companies such as mergers, joint ventures or subcontracting, the
technologica upgrading of indudtrid units and the qudity improvement of manufactured
products. It should be noted that an important eement of any industriad policy is the control of
date aid and the compatibility of support schemes with EC rules, including the current rules of
date aid of the ECSC Tresty, which will have to be examined (see chapter 6 — Competition

policy).

The execution and monitoring of the implementation of indudtriad policy is the respongbility of
the Ministry of Commerce, Industry and Tourism, which introduces the appropriate policy and
administrative measures and formulates policy or sets objectives according to emerging needs.
Co-operation with other Minigtries and the Planning Bureau is well established. Private sector
ingtitutions such as chambers, business associations etc. participate, through the Advisory
Committee on Commerce and Indudtry, in both the formulation and the monitoring of
implementation of indudtrid policy. At locad leve, goat from the Cyprus Chamber of
Commerce, there are regionad Chambers of Commerce in the five mgor cities.

Industrid policy is developed in an integrated manner among the different Minigtries and private
sector inditutions. There is no need to establish new indtitutions or adminigrative bodies for the
implementation and the enforcement of the acquis.

Chapter 16: Small and medium-sized enter prises*

Asregards SM E policy and business environment Cyprus continued to make progress with
implementation during last yeer.

The Government has signed contracts with the private sector for the creation of two business
incubators. A new scheme has been put into effect by the Centrd Bank of Cyprus for financing
SMEs at favourable interest rates.

% Developments concerning SME policy should be seen in relation to the overall enterprise policy, including Industrial
policy (see chapter 15 - Industrial policy).
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A decision by the Council of Minigters of 16 June 2001 brought the SME definition in line
with the acquis. In August 2001, the government drew up a catalogue of contact points in the
Minigries for information on Internal Market issues.

Overall assessment

As regards SME policy Cyprus is broadly in line with the principles and objectives of EU
enterprise policy. In the Strategic Development Plan for Cyprus (1999-2003) there is a specific
chapter on SMESs, which adopts the guiddines set out by the EU in the Third multi-annua
programme for SMEs. Its objective is the creation of a smplified legd and indtitutiondl
framework for SMEs, the improvement of the financia environment and the enhancement of
the compstitiveness of SMEs through ther internationdisation and ther access to the
information society. A specid scheme for start-up loans was introduced, but no agreement with
the banks was reached for a government guarantee scheme for loans and interest rate subsidies.
A new scheme was put into effect by Centrd Bank of Cyprus for financing SVIEs at favourable
Interest rates.

Policy to favour entrepreneurship is based on the co-ordination between the objectives of
educationd, economic and employment policies, as wel as on close co-operation with dl the
actors concerned, especidly the busness community. Further improvements in the
adminigrative smplification for enterprises are still needed.

As regards the implementation of SME policy in Cyprus, sufficient infrastructure aready exigts.
The Minigry of Commerce, Industry and Tourism is responsible for SME policy. Its action is
supported by other ministries and private bodies such as Employers and Trade Associations or
Chambers of Commerce. Private sector inditutions participate in both the formulation and the
monitoring of the implementation of the policy. An Inditute of Technology exists as well as a
Centre for SMEs, which was set up within the Cyprus Development Bank.

Chapter 17: Science and research

Cyprus has undertaken further measures to strengthen its capacity to implement the acquis in
thefield of Science and Research since the previous report.

The asocidion with the Fifth Framework Programme continues to function well. Within the
framework of the Indudtrid Policy for the development of high technology industry in Cyprus,
the government has signed contracts with the private sector for the crestion of two business
incubators.

The budget for nationa research programmes increased from €437 500 (CY £ 250 000) in
1998 to €1,75 million (CY £ 1 million) in 2001. The Research Promotion Foundetion is actively
involved in the co-ordination and encouragement of the participation of Cyprus inditutions in
the 5th Framework Programme. Since January 2001 it has had an gppointed liaison officer in
Brussels in order to be kept informed of al new developments and to foster co-operation with
the Commisson and other liaison officers of Member States. One of the priorities of the
Foundation is the improvement of links between academia and research inditutions with the
industry and SMEs.
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The Planning Bureau continues to play a pivotad role in the promotion of scientific and
technological co-operation with foreign research indtitutes.

Since May 2001 Cyprus has participated as an observer in the CREST Committee (Comité
pour la Recherche Scientifique et Technique).

Overall assessment

In Cyprus, co-operdtion in the fidd of science and technology is well established and
participation in the Fifth Framework Programme should enable Cyprus authorities to become
more familiar with Community rules and proceedings. Further reinforcement of research-related
adminigtrative capacity and infragtructure is necessary to enhance successful association. For a
further development of the sector and for an effective integration of Cyprus into the European
Research Areg, it is important to significantly increase the gross domestic expenditure on
research and technologica development. Within the framework of the New Industrid Policy for
the Development of High Technology Industry in Cyprus, the concept of incubators for high
technology companies and centres for applied research and devel opment should be promoted.

With the increase of the human resources available to the Research Promotion Foundation, this
body now seems to be adequatdly staffed. Apart from launching nationd research programmes
the Foundation is actively involved in the co-ordination and encouragement of the participation
of Cypriot ingtitutionsin the Fifth Framework Programme for Science and Research.

Chapter 18: Education and training
Cyprus made significant progressin the last year in the field of education and training.

It has started to participate in the second phase of the Community programmes Socrates,
Leonardo da Vinci and Youth (see section A.b - Relations between the European Union

and Cyprus).

In November 2000, the Parliament adopted the Education Degree, Genera Minimum
Education and Curriculum Act. It addresses — together with the Nationd Education Act - the
requirements of the Directive concerning education of children of migrant workers, by
regulating the conditions for learning the mother tongue as well as the acquaintance with the
culture of origin of children of migrant workers. In this context funds were provided through the
2000 Budget enabling the training of trainers, the training of teachers and the provison of
technical assstance.

Cyprus has made progress in reforming its education and training system. The
amendments of November 2000 to the Vocationa Education and Training Act introduce alega
framework for licenang vocationd training inditutions as well as for the de-centraisation of
adminigration to regiona, municipd and school level. The Nationa Agency for Vocationa
Education and Training is responsible for the monitoring of standards in these areas. However,
there are financia and human resource capacity condraints, which impede the implementation of
this Act and the adequate functioning of the Agency.

The Council of Ministers decided to establish the University of Applied Sciences and Arts (7
February 2001) and the Cyprus Open University (30 June 2001).
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Overall assessment

Participation in the rdlevant Community programmes is stisfactory and the established nationdl
agencies are functioning. The Directive concerning the education of children of migrant workers
now seems to be fully transposed. Its implementation has to be ensured.

Reforms of the education and training sysem have made a big sep forward with the
establishment of two universties. The Open Univeraty will develop elearning on aninitid leve.

Asfar as continuing vocationd training is concerned the training infrastructure is relaively good,
but the necessary legd basis, which provides incentives for employers to ensure continued
training for employees, needs to be further strengthened. In response to the Commission's
memorandum on lifdong learning, Cyprus government has gpproved a reform proposd for
secondary vocationd education and training. It has set up a consultation process but an overdl
coherent continuing training policy is sill missng. It will be important that the key players at
national level are brought together to ensure an increased effort towards the development of a
comprehensve gpproach to lifedong learning, incorporating initid education, continuing and
labour market training.

The Ministry of Labour and Socid Insurance has commissoned a study to review the
gpprenticeship scheme. A committee has Sarted work to define the framework for the creation
of a Technicad Universty. Despite recent progress, there is a need to further strengthen the
adminigrative cgpacity of the Ministry of Education and Science, to further decentrdise the
educational system to the regions and municipdities, as well as to develop a framework for
didogue with socid partners. The co-operation between the Ministry of Labour and Socid
Insurance and the Ministry for Education and Science still needs to be improved.

Chapter 19: Telecommunications and information technologies

Since the last regular report good progress has been made concerning the improvement of the
telecommunications infrastructure, the qudity of services and the introduction of tariffs reforms.
Little progress has however been made regarding liberdisation.

Asregardsthe liberalisation of the telecommunications market, there have been no further
developments. However, in order to prepare for future competition, a new numbering plan has
been elaborated by the network operator CYTA  with effect from November 2001.

As for the regulatory framework, in April 2001 the Parliament adopted the Law on the
cregtion of the office of the Commissoner for Telecommunications and Postad Regulation. The
Commissioner has not yet been appointed, but the budget for his office is under preparation.
The functions related to radio-communications will continue to be exercised by the Directorate
of Tdecommunications of the Ministry of Communications and Works.

A sudy on the daboration of a new numbering plan has been submitted to the Minigtry of
Communications and Works by CYTA. Another study is currently prepared for this
Directorate, which covers issues of pricing for the frequency spectrum as well as criteria and
procedures for licenang of an additiond GSM operator and the Third Generation Mobile
Telephony operators.
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The House of Representatives approved the new tariff-rebalancing package in November
2000. The scheme will be carried out in three steps up to December 2001, gradualy reducing
tariffs on internationa and long-distance cdls over the fixed network, mobile telephony and
ISDN, while prices for locd calswill incresse.

Although preparations have advanced, no legidative development has been recorded in the
postal servicessincethe last regular report. However, the domestic mail system was assessed
commencing November 2000 by externa monitors, with the am of improving its qudity. Upon
a recommendation by a German expert, Cyprus Post has re-organised the sorting centre as
from April 2001. The universal service has been expanded to cover house-to-house ddivery to
15 more communities, extending the service to 148 in totdl. In January 2001, the Government
decided to change the lega dtatus of the Postal Services according to a modd gpplied in EU
Member States.

The administrative capacity of the Directorate of Telecommunications is being enhanced with
two additiond posts. The daff of the Directorate attended several workshops on
telecommunications regulation and spectrum management, and new frequency monitoring
equipment was acquired in November 2000.

On the initiative of the Government, al schools have been connected to the Internet since last
year.

Overall assessment

Wheress infrastructure and services are well advanced in Cyprus, efforts to gradualy open the
telecommunications and postal markets need to be maintained. In particular, Cyprus should
liberdise the mobile telephony market.

In the fidd of tdlecommunications, athough the current moves towards codt-orientation of tariffs
are encouraging, the preparation and the adoption of legidation and secondary regulatory
ingtruments to trangpose essentia parts of the acquis is not progressing according to the plan.
The adminigtrative procedures, and the requirement that even very detailed regulations have to
be passed through Parliament, make it difficult to adgpt the lega framework to the rapidly
changing telecommunications technologies and markets and to promote the development of the
Information Society in Cyprus.

The public network operator (CYTA) is to be transformed into a joint stock company & the
end of 2001. Compared to the telecommunications sector, Internet use has developed only
dowly, with a current penetration rate of about 15 %, far below the EU average (about 36 %),
and amarket ill dominated by CY TANET.

Asfor the posta market, there is neither alicensing regime nor alega provison for a Universd
Service Provider. However, in practice, the Department of Posta Services offers universa
savice to nearly the whole population. The remaining 48 communities with more than 200
inhabitants are to be included in the service soon. Cyprus Pogt, as a member of the European
association of public postal operators (USPs)-PostEurop, participates in regular cross-border
assessment of the postal service and has started to monitor its domestic mail system as well.
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As the appointment of the Commissoner for Teecommunications and Posta Regulations is
delayed since May 2001 the new Regulatory Authority is still not operationd. It is essentid to
ensure that the authority has sufficient aff to carry out the tasks of drafting regulations and
ensuring market surveillance.

Despite the recent reinforcement of administrative capacity it seems that the human resourcesin
the Directorate of Telecommunications still need to be increased in order to cope with the tasks
of the Directorate.

Chapter 20: Culture and audio-visual policy

There have been no sgnificant legidative developments in this area snce the last regular report.
Cyprus has continued to develop its adminidrative capacity to implement the Radio and
Televison Stations Law.

Devdopmentsin thefidd of audio-visual policy have been entirdy adminidrative. The Cyprus
Radio and Tdevison Authority (CRTA), established in 1998, has sgnificantly raised its profile
among the public and broadcasters during the period covered by this report. It began to
monitor and intervene on questions relaing to human rights, the right to privacy, the protection
of minors and it promoted and caled for a public response, which itsdf brought an increase in
complaints againg televison and radio broadcagters. In figures released in February 2001 the
CRTA announced that it had consdered 212 possble violations over the last year. Of the 160
cases examined, 104 resulted in pendties ranging from € 350 (C£ 200) to € 7000 (C£ 4000).
A new Director of the CRTA was appointed on 1 July 2001.

Inthefidd of culture no particular developments are to be reported.

Overall assessment
Ovedl, Cyprus legidaion in thisfidd is largdy digned with the acquis.

As regards audio-visud policy the Cyprus Radio and Televison Stations Law is dready largely
in line with the acquis. The government has announced that the ligt identifying events of mgor
importance, to which viewing access should be ensured shall be approved soon. However,
further darification is gill needed as regards, in particular, certain definitions and the right to
reply. The CRTA seemsto implement the law effectively.

Cyprus has rdified the Council of Europe Convention on Trandrontier Televison and its
Protocol.

The Cultural Services of the Minigtry of Education and Culture are responsible for formulating
and implementing the nationa cultura policy in the fidd of Letters and Arts. The Department of
Antiquities of the Minigry of Communications and Works is in charge of the discovery,
maintenance and protection of the culturd heritage of the Republic of Cyprus. The preservation
and rehabilitation of buildings of culturd importance is assgned to the Town and Country
Panning of the Minigry of Interior.
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Chapter 21: Regional policy and co-ordination of structural instruments

Over the reporting period Cyprus has made further progressin preparing for the implementation
of structurd policies.

Regarding territorial organisation, the Council of Ministers took a decison in December
2000 establishing two programming regions. In August 2001, Cyprus has submitted to
EUROSTAT a proposd for provisond definition of regions corresponding to NUTS Levels 2,
3 and 4; this has not been agreed upon by the Commission.

While the legidative framework has not changed, the ingtitutional structures have been
strengthened. In December 2000, the Council of Ministers decided to set up Regiona Councils
in each programming region. They will have a subgtantid role in the formulation of regiona
development strategy. Elected representatives of loca authorities and elected representatives of
other organizations will participate in the Regiond Councils.

In the fidd of financial management and control, the implementation of the new
computerised financid information and management accounting system (FIMAS) commenced in
September 2000 and is expected to be fully operationd in 24 months. FIMAS will make
possible the continuous monitoring of progress of implementation of al programmes/projects
included in the budget. This andysis will enable congtant follow-up of progress achieved and
will conditute the basis for any gppropriate corrective action in case of materia budget
variances. Furthermore, an Internad Audit Manua is being developed, to provide guiddines and
support for internd auditors in carrying out their work. It has also been decided to concentrate
the management of the pre-accession aid in the hands of the Accountant-General (as Nationa
Authorizing Officer) and the Permanent Secretary of the Planning Bureau (as Nationd Aid
Coordinator).

As regards statistics, no particular developments for the management of Structural Funds are
to be reported since the latest Regular Report. No regional datistics have been provided in
support of the proposed smilar to NUTS classification.

Overall assessment

Cyprus can be consdered well on the way to having the full capacity to implement structura
policies. However, efforts ill need to be speeded up, in particular as regards the establishment
of aterritorid organisation which dlows for the effective implementation of Structurad Funds and
the setting up of the required monitoring and evauation system. Other actions that are required
include: the preparation of a coherent development plan aming a producing a Single
programming Document as required by the Structural Funds regulation, the definition of the
implementation structures of the find plan, and the definition of the paying authorities.

Although less urgent, issues such as the srengthening of adminidrative capacity (especidly in
terms of recruitment and training), the dignment with the specific financid management and
control procedures for future Structura Funds and Cohesion Funds, and the technica
preparation of projects digible for Structurd and Cohesion Funds assistance (project pipeline)
aso need attention.
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Asregardsterritorid organisation, Cyprus adminigration relies on the divison of the idand into
gx didricts and 33 sdf-governing municipdities, as wdl as 576 Community Councils.
Concerning the legidative framework, no further legidative initiatives appear necessary in order
to implement the EC structurd policy acquis.

The indtitutiona structures are envisaged to be in place upon accession. The co-ordination of
government’s policies for regiona development is performed by the Planning Bureau. Once an
agreement is reached on smilar to NUTS classfication the planned Regiond Councils can help
in implementing a coherent regiond policy, but the decison regarding their find compostion
needs 4till to be taken.

On Structurd Funds, the responghilities have been shared out. The Planning Bureau will be the
sngle Managing Authority for the Community Support Framework or the Single Programming
Document and the lead authority for the European Regiona Development Fund (ERDF) and
the Cohesion Fund. The Minigtry of Agriculture, Naturad Resources and Environment will be the
lead authority for the European Agricultural Guidance and Guarantee Fund (EAGGF)-Guidance
Section and the Financid Instrument for Fisheries Guidance (FIFG). Findly, the Ministry of
Labour and Socid Insurance will be the lead authority for the European Socid Fund (ESF).
Payment agencies are to be designated in 2002. As regards preparation of programming, the
partnership principle, monitoring and evaluaion, no particular developments can be reported.
Cyprus has prepared a specid Programme for the Preparation of EU Structural Policy (SPP),
which is about to be launched. Its main am is the enhancement of the adminigtrative capecity to
manage the Structurd Funds and regiond planning. The Planning Bureau (comprising a saff of
57) isthe nationa planning and co-ordination authority, and is dso responsible for medium and
long term macroeconomic planning. A unit has been set-up within the Planning Bureaw, currently
conggting of three officers respongble for the co-ordination of al preparatory activities in
relation to Structural Funds. The adminidrative capacity seems to be sufficient, athough further
efforts are needed in terms of recruitment and training.

In generd, the necessary structures and operationa arrangements to implement the ESF
effectively, are dready in place. However, adjusments and further strengthening is necessary in
order to improve both adminidtrative capacity and the mechanism for co-ordination of ESF
interventions in the context of the European Employment Strategy and the Inclusion Process.

Since 1960, the Government of Cyprus has drawn up five-year nationad Strategic Devel opment
Plans (SDP). The current SDP covers the period 1999-2003. The SDP is implemented
annudly through the budget category of development expenditure. Programming of expenditure
Is established on an annud bass with a Memorandum, which accompanies the budget
document covering multi-annual issues. This procedure corresponds to a large extent to the
pluri-annua  commitment requirement of the Structural Funds. However, a coherent
development plan as required by the Structural Funds regulation has to be prepared and the
implementation structures for the find plan have to be defined. Support provided within the
framework of SPP should help to improve further this Stuation. Further efforts are required at
the level of the technica preparation of projects digible for Structurd and Cohesion Funds
assistance (project pipeline).

Concerning monitoring and evauation, athough Cyprus has dready been implementing an ex-
post assessment of the development projects, the system is not at the level required by the
Structural Funds reguldtions, in particular for ex-ante evauation and for the collection and
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processing of the relevant gatigtica information and indicators, in particular at regiond and locd
levels.

In the field of financiad management and control, the budgetary procedures required for the
implementation of the Structural Funds are generdly in line with the provisons of the rdevant
regulations. The Directorate for the Development Expenditure of the budget, within the Planning
Bureay, is responsble for the formulation and implementation of development expenditure. Find
ex ante control of payment vouchers has been moved from the Internal Audit Directorate to the
Accounting and Financial Services Directorate.

Financia contral is carried out by the independent Internal Audit Directorate of the Treasury,
externd auditing is carried out by the Office of the Auditor-Generd. In an effort to strengthen
the functiona independence of the Interna Audit Directorate the Government will set up an
Internal Audit Board. The indtitutiond, legd and adminidrative framework for the financid
control of structural assstance is dready to alarge extent in place but further efforts are needed.
Cyprus will dill have to make some efforts to meet the specific financia management and
control provisons of the Structural Funds regulations.

Asto regiona gatidtics, further efforts are necessary to bring them up to the level required for
regiona policy planning and programming, in particular ex-ante evauation. Cyprus gill needs to
improve the system for the collection and processng of relevant Satigtical information for the
purposes of ex-ante evaluation.

Chapter 22: Environment

Since the lagt Regular Report, Cyprus has made good progress in digning with the acquis
mainly in the fields of horizontd legidation, water quality and ozone depleting substances.

Cyprus has begun to integr ate the environment into other policies. In agriculture, measures
have concentrated on the gppropriate use of fertilisers and pedticides, the assgnment of a
feadhility study for the ingalation of an incinerator for anima carcasses, the relocation of animal
husbandry units and the setting up of the legd framework for the promotion of organic
cultivation. In energy, Cyprus encourages the development of renewable energy sources
(primarily solar and wind) and promotes energy efficiency messures in al sectors. The erection
of awind turbine by the Electricity Authority of Cyprus demongtrates the practica outcome of
these measures. Furthermore, through a wide range of fiscal measures, industria policy asssts
the predominantly smal polluting units in adopting more environmentaly friendly gpproaches.
Findly, “sustainable development” approaches are being applied to the transport and tourism
sectors.

Regarding horizontal legidation, the Lav on Environmental Impact Assessment (EIA)
entered into force in April 2001. It digns Cypriot law with the EIA Directive. The new law goes
beyond the minimum requirements of the Directive regarding the exception of defence projects,
the thresholds and categories of Annex | projects, trangparency (the Cyprus Federation of
Environmental Organisationsis a member of the EIA assessment committee) and the role of the
environmentd authority (Environment Service).

In the fidd of air quality, the operating conditions for volatile organic compound (VOC)
emissions from the storage of petrol were issued in March 2001 under the Air Pollution Control
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Law. They oblige terminas to ingtal the necessary equipment by January 2003. Furthermore, a
new comprehensve report on ar qudity assessment in Nicoda was completed and
disseminated at the end of 2000.

In the fidd of waste management, no specific waste legidation was adopted in the period
covered by this report. The Lav on Environmental Impact Assessment of April 2001
transposed the provisions of the Decisions on the list of waste and hazardous waste.

With respect to water quality the Parliament enacted the Quality of Water Intended for Human
Consumption Law in May 2001, trangposing the requirements of the Drinking Weter Directive.
A drict monitoring programme for water supply will ensure the proper implementation of the
act. Concerning the discharge of dangerous substances into the water (dedlt with by the water
Directive of 1976 and its Sx "daughter” directives) an Order based on the Water Pollution
Control Law wasissued in January 2001. It adopted the remaining ambient water quaity values
and the measurement methods under the directives.

Congtruction works for the central sewage and waste treatment plantsin Larnaca, Paphos, Ayia
Napa — Pardimni and a number of rurd centres are under way. Work has aso begun on the
design of the Greater Nicosa centra sawage system.

Inthefidd of nature protection, in March 2001 the House of Representatives adopted a law
for the ratification of the UN Convention on Wetlands of Internationa Importance especialy as
Waterfowl Habitats. A bill providing for the ratification of the Convention for the Protection of
Migratory Species of Wild Animas was gpproved in July 2001. As regards the trade in
endangered species, an amendment to the Animals (Scientific Experiments) Law was enacted in
July 2000, taking into account the gtricter protection requirements for species covered by the
Convention on Internationd Trade in Endangered Species.

As regards the EC Birds and Habitat directives, the technica data sheets on the habitats and
species for which adaptation of the technica annexes is proposed have been provided to the
Commission. The government has not yet made its final decison on the protection measures to
be taken to safeguard the Akamas Peninsula.

With regard to industrial pollution control and risk management, an environmental impact
study for the ingtdlation of Flue Gas Desulphurisation (FGD) at the Vasilikos power sation was
completed in February 2001. It will be used by the Cypriot authorities to decide how to
complete the plant in compliance with the Large Combustion Plants (L CP) Directive.

Inthefidd of chemicals and genetically modified organisms, the House of Representatives
passed a law in March 2001 providing for the rétification of the Copenhagen, Vienna and
Montred 11 amendments to the Montreal Protocol. The law assigns the Minister of Agriculture,
Natura Resources and the Environment as the competent authority to issue regulaions on
Ozone Depleting Substances permits and to issue licenses,

Asregards noise from vehicles and machinery, no legidative development can be reported.

As regards radiation protection, a number of traning activities were organised. Safety
equipment was upgraded; the preparation of an inventory of al radiation sources was initiated.
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Cyprus has dso strengthened its administrative capacity. The Environment Service of the
Minigtry of Agriculture, Naturd Resources and Environment was alocated additiond staff in
spring 2001. Furthermore, the public adminigtration frequently takes advantage of the possibility
of purchasing private services. Thus eeven implementation programmes are aready under way
(covering CO, drategy, 0zone substances Strategy, waste management strategy, environmental
information, IPPC and chemicd substances, habitats, EMAS, PCBs, nitrate pollution, and
design of the Paphos landfill) and another five are about to commence (packaging, hazardous
wadte, batteries, landfills assessment, and waste water systems design).

Overall assessment

Cyprus dignment with the acquis as well as strengthening administrative capacity are a an
advanced stage due to the national Programme for the Adoption of the Environmenta Acquis.
With trangpogition now well underway, atention will need to be paid to implementation and
enforcement issuesin the coming period.

Concerning horizontd legidation, efforts are still needed to achieve dignment with the acquis as
regards policies and measures intended to reduce greenhouse gas emissons and related
reporting requirements. In nature protection preparations to implement the birds and habitat
directives should continue dthough in reation to the latter, Cyprus is dready party to the Bern
Convention on the protection of habitats. The government has not yet made its final decision
designating the dtes to be covered by NATURA 2000. This issue will need to be further
monitored. Regarding water quality, Cyprus has made sgnificant progress in trangpogition of the
acquis and has provided the Commisson with detalled implementation programmes. The
necessary adminigtrative and technica infrastructure is being developed. With regard to air
quality, trangposition has continued in line with the commitments given by Cyprus. Concerning
VOC emissions from the storage of petrol the programme for the compliance of existing service
gationsis on track.

Parts of the acquis in the field of industrid pollution control and risk management il need to be
transposed, The efforts to dlarify the application of the acquis on large combugtion plants in
Cyprus should continue following the receipt of the impact study on the Vasllikos plant in mid-
June 2001 and in the light of the forthcoming revison to the LCP Directive. The basic
inditutional and adminidrative sructures for effective control of industrid pollution and risk
management have been established. Within this context most of the indudtriad plants have been
licensed and are regularly ingpected under the Atmospheric Pollution Control Law and the
Water Pollution Control Law.

As regards noise from vehicles and machinery Cyprus ill needs to trangpose the acquis on
household appliances as well as on equipment for use outdoors.

In the field of waste management, Cyprus rates of recycling are limited, partly because relevant
legidation has not been enacted. The recently launched Household Recycling Partnership
programme is a step into the right direction. Further alignment is needed regarding, inter alia,
hazardous waste, supervision and control of shipment of such waste, packing and packaging
waste as well as batteries and accumulators containing dangerous substances. The pending
legidative hills covering these areas should be adopted soon.
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In the field of chemicas and genetically modified organisms, progress has been achieved to
reduce the emission of ozone depleting substances. A Law on the Control of GMO's il hasto
be adopted. Attention should be given to ensure the proper implementation of the sad
legidation by the Veterinary Services of the Minisry of Agriculture, Natural Resources and
Environment.

Cyprus should continue to integrate environmental protection requirements into the definition
and implementation of dl other sectord policies with a view to promoting sustainable
development.

Consderable invesments need to be secured, dso in the medium-term, to ensure
implementation of the environmenta acquis.

As regards administrative capacity, a the naiond levd, the smdl sze of the country poses
particular problems in meeting the demands of the accession process. Competence for the main
requirements of the acquis has been clearly identified but the adminigtrative system is fragmented
a naiond levd where most regulatory activity occurs. These adminidrative structures inhibit
integration of permit, issuing and ingpection functions. Either the restructuring of powers or the
adoption of an adequate formd integration mechanism should be consdered as solutions.
Despite the recent strengthening staff resources remain week, and this issue should be followed
closdy.

Chapter 23: Consumers and health protection
Since the last regular report, Cyprus has made progress in consumer protection.
Inthefidd of safety related measur es, no legidative developments can be reported.

With regard to non-safety related measur es, alaw enacted in March 2001 aigned legidation
with the EC Directives on Consumer Credit. The Indication of the Prices of Products Offered
to Consumers Law came into force as from March 2001. A law aming at transposing the
acquis on timesharing and certain provisons of the Directive on injunctions entered into force in
July 2001. Concerning a functioning market survelllance mechanism, no further measures
have been adopted.

According to a decison of the Miniger of Finance in June 2001, the Competition and
Consumer Protection Divison of the Minigtry of Commerce, Industry and Tourism will be re-
enforced with 10 additiond officers, out of a tota of 32 new officers to be distributed among
the various Divisons of the Minidry.

Eight additiona posts were approved by the House of Representatives in March 2001 for the
Depatment of Veerinary Services of the Ministry of Agriculture, Natura Resources and
Environment.

Overall assessment

Overdl, the Stuation is aready satisfactory as legidative transposition is a an advanced stage
and adminigtrative capacity has been strengthened considerably.
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Concerning injunctions, a framework legidation to trangpose the rdevant EC Directive has il
to be introduced, athough certain provisons have dready been included in amending or new
legidation.

As regards enforcement and market survellance, the capacity of the Competition and
Consumer Protection Divison in the Ministry of Commerce, Industry and Tourism should be
enhanced as planned by the Government. The existing and newly recruited staff will need to be
trained, in paticular with respect to the implementation of the new areas of consumer
protection. An assessment of the future needs of the Divison has led to identify some priority
fields for funding in 2001, such as advertisng, package travel, genera product safety, distance
sling, consumer credit, timesharing, and unfair contract terms.

Efficient activities are led by the Cyprus Consumers Association, which provides a complaint
and advice service and runs a number of educationd activities for adults and children. The
associdion is dso very active in promoting consumer interest in public life, taking active part in
the harmonisation process in Cyprus as regards consumer legidation and co-operating with
governmenta services.

Chapter 24: Co-operation in thefield of justice and home affairs

Since the last Regular Report, Cyprus has made progress especidly in the fields of border
control migration and the fight againgt corruption and fraud.

In the fidd of data protection, dthough governmentd preparations for a bill retifying the
European Convention for the Protection of Individuas with regard to Automatic Processing of
Personal Data of 1981 have been findised, no legidative developments can be reported.

As regards visa policy Cyprus has gradudly abolished the practice of issuing visas a the
borders. In 2001, it has only been operating for nationals with whose countries Cyprus had has
bilatera agreements to this effect (i.e. Bulgaria, Lebanon, Syria and Isragl) or in exceptiond
cases for humanitarian reasons.

Concerning border control, Cyprus has continued its efforts to upgrade border control
equipment and to improve training of personne to prevent illegd immigration. The congtruction
plans of Larnaca and Paphos arports, which will both serve as Schengen airports, have been
modified to include the separation of intra- and extra-Schengen passenger flows. Forgery
detection equipment was ingtadled in summer 2001. The purchase of coastdl radar, computer
equipment for the first phase of the Nationd Schengen Information System (NSIS), two petrol
boats and three helicopters has been decided upon and is scheduled for 2001 and 2002.
Furthermore, in May 2001, Cyprus adopted a“ Schengen Action Plan”.

Legidative harmonisation in thefidd of migration has intengfied. An amendment to the ,, Aliens
and Immigration Law” relaing to marriages of convenience came into force in March 2001.
Furthermore, the Council of Ministers adopted a large number of decisons in view of EU
measures in the field. The decisions of December 2000 concerned unaccompanied minors from
third countries, the exchange of information in the area of asylum and immigration, joint
principles for the exchange of data in the Centre for Information, Discusson and Exchange on
the Crossng of Frontiers and Immigration (CIREF), trangt for the purpose of expulsion,
checks on and expulson of third country nationas resding or working without authorisation,
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means of combating illegd immigration and illegd employment, and dauses to be insarted in
future agreements combining matters of EU and Member-State competence. In January and
February 2001, the Council of Ministers aso took decisons as regards forgery detection
equipment a ports of entry, a pecimen hilateral readmisson agreement and the principles for
the drafting of protocols on the implementation or readmisson agreements. In June 2001, it
Issued a decison to aign with the acquis as regards concerted action and co-operation in
carrying out expulson measures. Furthermore, in July 2001 Parliament enacted a regulation on
the concept of family reunification.

As regards asylum no legidative progress can be reported. Neither the discussed amendment
to the law of asylum subgtituting the Ministry of Interior by a Law Officer as the gppdllate
authority nor the implementation regulations have been adopted so far. However, administrative
capacity has been strengthened; the Refugee Authority was set up in October 2000. The three
desk officers who are officids of the Minidries of Foreign Affars, Interior and Justice and
Public Order were sent to the UNHCR for training.

Regarding police co-operation and the fight against organised crime, Cyprus was among
the signatories of the UN Convention against Transnational Organised Crime, adopted at the
UN Conference in PAermo in December 2000. It aso signed the Convention’'s two Protocols
covering combeting the trafficking in women and children and the smuggling of immigrants.

In January 2001, Cyprus ratified the International Convention againgt Terrorist Bombings of
1997. The Internationad Convention for the Suppression of the Financing of Terrorism was
sgned by Cyprus in March 2001. Nationa legidation for the protection of witnesses was
approved by the House of Representatives in June 2001. The law aligns with the acquis on the
protection of witnesses and of individuas who co-operate in the fight againgt internationd
organised crime.

In November 2000 the Council of Ministers designated the Foca Points and the relevant
Committees for combating organised crime for the implementation of the Pre-Accesson Pect
on Organised Crime. It dso decided, in March 2001, to second a police officer to the Embassy
of the Republic of Cyprus a The Hague, the Netherlands, to act as a liason officer with
Europal.

With a view to the fight againg fraud and corruption, Cyprus has continued its efforts
towards signature of the 1997 OECD Convention on Combeting Bribery of Foreign Public
Officids in Internationd Business Transaction. Due to factors externd to Cyprus, these efforts
have so far been unsuccessful. Furthermore, any attempts towards the improper influencing of
authorities or persons with regard to any appointments, transfers, promotions or exercise of
disciplinary control in the broad public sector have now been crimindized by law.

Concerning drugs, the Drugs and Psychotropic Substances Law 29/1977 was amended in
March 2001 to meet EC requirements on the manufacture and placing on the market of certain
substances (precursors) used in the illicit manufacture of narcotic drugs and psychotropic
substances.

The Anti-Drug Council and Fund provided for in alaw enacted in July 2000 is responsible for
the preparation and implementation of a National Drugs Strategy and for co-ordinating public
and privete initiatives in the field of drug demand reduction and drug supply reduction. The
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fourteen members of the Anti-Drugs Council were gppointed by the Council of Minigers in
February 2001 and the Council started having regular meetings. With a view to Cyprus
participation in Retox (European informatiion network on drugs and drug addiction),
preparations for the necessary legidative and administrative arrangements for the appointment of
a national focd point and representative for the European Monitoring Centre for Drug
Addiction are continuing. To enhance their co-operation in the fight against drugs the Cypriot
police and the Customs and Excise Department have sgned a Memorandum of Understanding
in August 2001.

Regarding money laundering, Cyprus amended its existing law in November 2000, and has
enhanced its adminidirative capacity for more detail see Chapter 4 - Free movement of

capital).

Inthefidd of customs co-operation, the EC and Cyprus have signed a Protocol on Mutua
Adminigrative Assstance in July 2001. Since September 2001 Cypriot police implements the
acquis on the refining of targeting criteria, selection methods and collection of customs and
police information. In as far as the reinforcement of the operationa capacity of the Customs
Department is concerned, reorganisation has teken place, while personnd training was
intengfied since the second half of 2000. New equipment was aso acquired and isin use sSnce
the end of 2000. The computerisation of the Customs and Excise Department has been initiated
in 2001.

As regards judicial co-operation in criminal and civil matters, Cyprus adopted
implementing legidation for the Convention on Mutud Assgtance in Crimind Matters on 22
February 2001. On 1 June 2001 Cyprus deposted the instrument of ratification of the
Additiona Protocol to the Convention on the Transfer of Sentenced persons.

Overall assessment

Overdl, Cyprus has dready achieved a good record of aignment with the acquis However,
further efforts are needed to ensure full transposition of the acquis in the various fieds of justice
and home affairs.

In the field of data protection, Cyprus till needs to establish a comprehensive framework for
the protection of individuas with regard to automatic processing of persond daa It is
encouraged to dign its legidation soon.

As regards visa palicy, Cyprus has over the years achieved subgtantia aignment with the EU
policy. However, eight countries on the EU lig are gill exempted from the visa requirement in
Cyprus. The practice of issuing visas a the border is gradudly being abolished. With regard to
visas issued at the border for seamen in trangt, the legal basis of this practice — the Merchant
Shipping Agreements with six third countries — need to be renegotiated soon. Cyprus is
continuing its efforts to prepare for the issuing of a uniform visa and its preparations to
participate in the Schengen Information System.

Concerning border control, Cyprus has improved the infrastructure and installed the necessary
equipment for the detection of forged documents. Meanwhile the architecturd plans for the
future Schengen-airports have been changed as well. The establishment of the Schengen
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Information System should be further speeded up, and the technical capacities to control the
maritime border by radar systems need to be enhanced.

As far as migration is concerned, due to its geographical Stuation, Cyprus is a target country
and a potentid trangt area for illegd immigration. As the mgority of illegd resdents have
entered legdly, e.g. as vistors or under non-renewable work permits, the implementation of the
legidation on combating illegal migration should be further continued. The decisons of the
Council of Minigters of December 2000 on checks on and expulsion of third country nationals
redding or working without authorisation as well as the new legidation on marriages of
convenience are stepsin the right direction.

The recent readmisson agreement with Lebanon (a Smilar one is pending with Syria) foresees
the repatriation of illegal immigrantsto Lebanon if it is proven that their port of departure wasin
Lebanon. The implementation of this agreement should be scrutinised closdly to ensure that it
conforms to the principle of non-refoulement, bearing in mind that Lebanon (and Syria) has not
ratified the Geneva Convention.

In the field of asylum afair, effective and efficient set of procedures is ill not in place. Cyprus
urgently needs to build up capacities to ded with more than 400 applications in 2001 aone.
Cyprus must take the necessary steps to ensure, in line with the acquis, that at least an appedl
agang the decisons of the Refugee Authority must be examined by an independent law officer.
Lagtly, the scope of gpplications regarded as manifestly ill-founded seems to be rather broad.
To sum up, the dignment of the asylum law with European standards should be continued,
induding the adoption of implementing regulaions.

Regarding police co-operation and the fight againgt organised crime, Cyprus has dreedy ratified
the mgor international conventions. The Cyprus police co-operates with the police authorities
of al Member States concerning exchange of information, for example in the fields of suspected
money-laundering cases, illegd trafficking in human beings or terrorigt activities. Cypriot policy
forces have adso established an information network with Interpol as regards the exchange of
information on suspected money laundering cases, unlawful drug trafficking, trafficking of
nucler and radioactive subgtances, illegd immigration, motor vehicle crime and terrorist
activities.

A legidative framework is dready in place with aview to fighting fraud and corruption (Crimina
Code, Prevention of Corruption Law, Customs and Excise Law). Cyprus needs to dign these
provisons with the acquis on the protection of the financid interests of the EC, and in particular
with the relevant 1995 Convention and its Protocols.

Officers and members of the Cypriot police forces are regularly trained in the Cyprus Police
Academy and in the United Kingdom, the USA and Greece. The Police Academy courses are
congtantly upgraded in co-operation with European Police Academies and Universities. They
include courses on combating organised crime, economic crime and computer crime.

As regards adminidtrative infrastructure, public expenditure and control is within the sphere of
competence of the Auditor-Genera, who is an independent officer of the Republic.
Investigation of corruption cases is assgned to expert police officers who are members of a
gpecid team at the Crimina Investigation Department (DCI) Headquarters. Enforcement and
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co-ordination of antifraud work is carried out, inter alia, by the Unit for Combating Money
Laundering at the Law Office of the Republic which has been recently strengthened.

Concerning drugs Cyprus adopted nationd legidation following its ratification of the UN Vienna
Convention on narcotic drugs and psychotrophic substances in 1990.

The Police and the Customs and Excise Department runs a specia unit that co-operates with
various foreign inditutions and government organisations through drug liaison officers. The
operation of the Anti-Drug Council and Fund will hdp to implement the Nationd Drugs
Strategy. Cyprus preparations for participation in the European information network on drugs
and addiction (Reitox) of the European Monitoring Centre for Drugs and Drug Addiction
(EMCDDA) should continue.

Regarding money laundering, the “Unit for Combeting Money Laundering” (MOKAS)
increasingly uses its investigative powers o that its the record in obtaining freezing orders and
disclosure court orders is improving for more detail see chapter 4,0n free movement of

capital).

In the field of customs co-operation the Department of Customs and Excise works in close co-
operation with the Customs Adminigrations of other countries, including those of the EU
Member States. Cyprus should complete the signing of the Protocol between the EC and
Cyprus on Mutud Adminigtrative Assstance and complete the computerisation of the Customs
Information System.

As regards judicid co-operdtion in crimind and civil matters, Cyprus is dready party to the
most of the rdevant conventions. It has ratified the European Convention on the transfer of
sentenced persons, and the Hague Conventions on Civil Procedure and on International Access
to Justice. Upon accession it will have to make sure that its reservation pursuant to Article 13 of
the European Convention of 1977 on the Suppresson of Terrorism, according to which it
reserves the right to refuse extradition in repect of any terrorist offence which it considers to be
apalitical offence, does not apply to extradition between EU Member States.

The Minigtry of Justice and Public Order is designated under al Conventions as the Centra
Authority or the Transmitting/Recalving Agency and acts as the co-ordinator for the execution
of request. Other authorities involved in internationd judicid co-operation include the Judicia
Sarvice and the police. A Unit for International Lega Co-operation is in charge of improving
and accderating internationa co-operation.

Cyprus is a party to dl human rights insruments under the Justice and Home Affairs acquis,
with the exception of the European Convention for the Protection of Individuas with regard to
Automatic Processing of Persond Data of 1981, which remains to be ratified. These
ingtruments take precedence over nationd legidation (Art. 169 § 3 of the Condtitution).

Chapter 25: Customs union
Cyprus achieved significant progress in the fields of customs vaue, temporary importation, duty

relief, the Common Customs Taiff, precursors and the computerisation of the customs
adminigtration during the period covered by this report.
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With respect to the EC Customs Code and its implementing provisions, the Customs and
Excise (Amendment) Law of 2001 and the Customs and Excise (Rate of Exchange Converson
of Foreign Currency) Regulaions of 2001 entered into force in April 2001. They dign the
exchange rate used for customs matters with the acquis. The law aso contains provisons about
destruction and abandonment of goods. As regards customs procedures with economic impact,
a departmental circular covering operaions permissible in customs warehouses in line with EC
requirements was sent to staff in May 2001. Furthermore, two regulations took effect in April
2001, one incorporating the provisons of the EC Customs Code for goods temporarily
imported for display or use for exhibitions, fairs, meetings or smilar events, and the second
alowing temporary importation of professona equipment.

Asregards the customs acquis, the above mentioned amendment to the Customs Law of April
2001 aso covers duty rdlief. The rdevant implementation order (covering 11 out of 29 relief
cases) was adopted by the Council of Ministers on the same date. Another amendment to the
law and subsidiary legidation in March 2001 concerns the monitoring of precursor chemicals.
The Protocol on Mutud Adminigtrative Assstance in Customs Matters (Mutua Assistance and
Co-operation) between the EU and Cyprus was approved by the Council of Minigters in
December 2000.

Concerning administrative and operational capacity, the Reform and Modernisation
Programme of the Department of Customs and Excise came into force in May 2001, it conssts
of a busness change management plan drawn up through the process of “gap-and-needs-
anadysis’ for the period 2000-2002. A nationd risk assessment document isin place in order to
assg in proper andysis of the risk involved in dl areas where customs control is exercised.
Findly, Cyprus decided to adopt an updated version of the Danish Customs Adminigtration's IT
sysem.

The Department of Customs and Excise dso underwent a number of significant organisationa
changes. The process of recruiting new gaff to fill more than 80 departmenta vacancies (almost
20% of total manpower) continued. 15 new customs officers started working in May 2001.

Overall assessment

Overdl, Cyprus has dready reached a considerable leve in the trangposition of customs union
acquis. However, dignment with the EC customs code and its implementing provisons is il
needed with regard to some areas of temporary importation and customs procedures with
economic impact. Outside the Code, legidation is still needed as regards cultural goods, some
aress of duty relief and counterfeit and pirated goods, dthough legal vetting has been completed
with regard to the latter.

Cyprus aso needs to speed up its preparations as regards administrative capacity in order to be
adle to fully implement the acquis by the time of accesson. A timely implementation of the
modernisation programme is necessary. In this repect, it must be emphasised that flawlesdy
functioning EC-compatible IT systems should be put in place &t least one year before accession
to the EU in order to guarantee interconnectivity with the EC customs computerised systems.
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Chapter 26: External relations

During the period covered by this report, Cyprus has continued harmonising with the acquis in
this chapter.

Upon accession, Cyprus will need to apply the Common Externd Tariff. In the framework of
the Customs Union Agreement with the EC, Cyprus has aready adopted the Common
Cusgtoms Tariff for industrid products and for a number of agricultural products covered under
the Cyprus-EC Protocol. Cyprus externd trade regime is dready substantialy aligned with that
of the EC. In 2000, Cyprus applied tariffs averaged 9.9 % (EC 6.3 %) on al products, 4.1
% (EC 3.6 %) on industrid products, 133/4 % (EC 16.2 %) on agricultural products and 10.2
% (EC 12.4 %) on fishery products.

With regard to the Common Commercial Policy, Cyprus has continued to co-ordinate
positions and policies within the WTO with those of the EU, in particular with regards to the
preparation of the new round. Cyprus submitted in April 2001 a notification to the WTO
relating to the Agreement on Trade in Textiles and Clothing (ATC). Thereby it included those
products to the third stage of integration under the ATC which have been dready integrated by
the EC.

No bi-lateral agreements on trade have been concluded with third countries.

Inthefield of development policy and humanitarian aid the co-operation with international
non-governmental organisations has been continued. In the last year Cyprus granted € 539,000
as bilatera ad mainly to the Russan Federation, severd countries of Centrd and Eastern
Europe, South Africa and the Palegtinian Autonomous Authority.

Overall assessment

Cyprus is advanced in digning with the Common Commercid Policy acquis, yet further
progress needs to be achieved.

As member of the WTO Cyprus has been supportive of EU policies and postions within the
WTO framework. In view of the new round of negotiations, co-operation should continue and
be srengthened to ensure Cyprus support for shared EU objectives. Concerning textiles,
Cyprus has used the third stage of integration under the WTO Agreement on Trade in Textiles
and Clothing to dign with the acquis. Further co-ordination is needed to ensure the alignment of
Cypus GATS commitments with the EC's commitments and most-favoured nation exemptions.
By the time of accesson Cyprus will need to have joined the WTO plurilateral agreements on
Civil Aircraft and Government Procurement.

As regards export credits, the Cypriot system has made progress in digning to the OECD
Arrangement. In the area of medium and long term export credits, further efforts are necessary
to dign with the acquis.

% WTO bound tariffs after full implementation of all concessions including — where possible — estimated ad valorem
equivalents of specific and compound tariffs.”
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Cyprusisin the process of preparing legidation for the control of export and transt of dua—use
goodsin order to comply with the new EC Regulation in thisarea. It isamember of the Nuclear
Suppliers Group and of the Austraian Group.

Cyprus has not concluded any preferentia trade agreement with third countries that would have
to be re-negotiated or renounced prior to accession.

As regards administrative capacity, responghility for commercid policy lies with the Minigry
of Commerce, Industry and Tourism, which co-operates closdy with other Ministries epecialy
the Department of Customs and Excise. The adminigrative infrastiructure which needs to be in
place as regards customs services is addressed under chapter 25 — Customs union. The
exiging Unit degling with import licensng should be strengthened and restructured, in order to
handle efficiently the expected volume of work. Training of personnd should be envisaged.

Concerning development and humanitarian aid, responghility rests with the Minisry of
Foreign Affairs The Planning Bureau is the competent authority for administering technicd
assistance and development policy. Although no difficulties in the participation in the various
policy making and management bodies at different EU levels are expected, preparations should
be made to ensure that administrative infrastructure for development co-operétion in the EU
framework is in place upon accesson. For the purpose of the Cyprus future financia
contribution to the European Development Fund, the Cyprus management of its nationd
budget organisation and management of flow of funds to the EC budget is addressed under
Chapter 29 — Financial and budgetary provisions.

Chapter 27: Common foreign and security policy

Since the last Regular Report, Cyprus has continued to orient its foreign and security policy
towards that of the Union. It participated in the multilatera political dialogue within the
framework of the Common Foreign and Security Policy (CFSP) including regular meetings of
Palitical Directors, European Correspondents and at the Working Group level.

Cyprus continued to show its keen interest in the developments of the European Security and
Defence Policy (ESDP) as part of the CFSP and has actively participated in dl the meetingsin
EU + 15 format (ie non-European NATO members and candidates for EU accession), at both
minigerid and expert levd. At the Capabilities Commitment Conference, held in Brussds in
November 2000, the Minister of Defence of the Republic of Cyprus announced Cyprus's
contribution, which includes services, infrastructure and support means.

Asregards alignment with EU statements and declar ations, Cyprus has regularly digned its
positions with those of the Union and when invited to do o has associated itsdf with the
Union'sjoint actions and common positions. Since October 2000, it has associated itself with 8
EU common paositions, including 3 on the Federa Republic of Yugodavia In addition, Cyprus
has continued its co-operation with the European Union in international fora such as the United
Nations and the OSCE.

Cyprus participated in the meeting of the EU and candidate countries on arms export policies
and control in Warsaw in January 2001 and hogted a follow-up meeting in Nicoda in June
2001.
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Cyprus has strengthened bilatera relations with a number of other candidate countries and with
Russa and China It has maintained good and condructive rdations with al neighbouring
countriesin the Middle East. No significant changes in bilatera Cypriot-Turkish relations can be
reported.

Cyprus continues to comply with mandatory sanctions of the United Nations Security Council

and the autonomous measures of the European Union. Decisions of the Council of Minigters are
implemented by Decrees, Circulars and other administrative measures issued by the competent

Minigries and Departments. Such decisons, implementing EU Common Postions attach, as a
point of reference, the implementing regulationsissued by the European Union.

Overall assessment
The policy pursued by Cyprusis generdly in conformity with the CFSP.

Cyprus gpplies the mandatory sanctions of the United Nations Security Council and the
autonomous measures of the European Union. Cyprus maintains good and condructive reations
with al neighbouring countries in the Middle East. These rdaionships have alowed Cyprus to
contribute to the peace efforts in the area, by facilitating meetings in Cyprus between Isradlis
and Pdeginians and other parties and maintaining avenues of communication. Cyprus is an
active proponent of regiona co-operation in the Eastern Mediterranean and strives to contribute
to regional stability in the framework of the Euro-Mediterranean partnership.

At the Minigry of Foreign Affairs (MFA) there are two divisons, the Multilaterd Politica
Affars Divison and the Bilatera Political Affairs Divison. Overdl responghility in this arearests
with the Director of the Multilaterd Political Affairs Divison, who is dso the Political Director.
The post of the European Correspondent is Situated within this Divison. The MFA is connected
to the Associated Correspondents Network information system through which the EU
communicates within the Common Foreign and Security Policy with the associated partners.

Chapter 28: Financial control

Snce the last Regular Report Cyprus has made further progress with the dsructurd
modernization of its financia control system.

Cyprus has started reviewing its Public Internal Financial Control (PIFC) system. Following
discussions with the Commisson, Cyprus has agreed to re-organise the Office of the
Accountant-Genera to ensure functiona independence of the Internd Audit Directorate (IAD)
as centrd Audit Body on government level. The IAD will be placed directly under the authority
of a newly established Internd Audit Board chared by the Minister of Finance. An Interna
Audit Manud, an Internd Audit Charter and a Strategic Audit Plan are currently being
developed.

The implementation of the new computerised financiad information and management accounting
system commenced in September 2000. In March 2001, a team of fifteen government officids
headed by the Accountant Genera of the Republic wastrained in Brussls.

Inthefidd of external audit, no developments can be noted apart from a working vigt by the
Cyprus Audit Officein April 2001 to the European Court of Auditors.
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Asregards control of sructural action expenditure, in August 2001 the Council of Ministers
decided that the Accountant General and the Permanent Secretary of the Planning Bureau will
be acting as Nationd Authorisng Officer (NAO) and Nationa Aid Co-ordinator (NAC) for
receiving EC funds. Some progress has been made in developing an Operationad Manua for the
National Fund aswell as a preiminary audit- trail tool.

With regard to the protection of EC financial interests, no sgnificant new developments can
be reported. However, OLAF has established regular contacts with the Law Office of the
Republic.

Overall assessment

Cyprus financid control system is aready close to European standards. Efforts are still needed
in the areas of implementation of risk andyss methods, interna control of revenues and the
proper management of pre-accession funding and structurd funds.

With regard to Public Internd Financid Control, Cyprus should continue its ongoing review
process. The revised PIFC system should be able to cope with the criteria and conditions for
the application of the Extended Decentraised Implementation System (EDIS), as laid down in
the pre-accession strategy.

The independent Audit Office, headed by the Auditor Generd, is responsible for the externa
audit. It employs about 100 auditors and 10 adminigtrative staff. Its audit work covers the usua
types of audits (financid, technica, performance) based on Internationd Standards
(INTOSAI/EUROSAL).

In the fidd of structura action expenditure, Cyprus undertook the first steps towards the
esablishment of the necessary dructures  with the designation of the National Authorisng
Officer and the National Aid Co-ordinator and the development of an Operational Manuad for
the National Fund.

Regarding the protection of EC financid interests, Cyprus has put in place legidation and the
necessary adminidrative dructures. Cyprus should officidly desgnate, in consultation with
OLAF, the inditution that will co-ordinate investigations into cases of fraud and irregularities
affecting the Communities’ financia interests and act as a Sngle contact point in relaions with
OLAF.

Preparations for fully decentralised implementation of pre-accesson aid and later the Structural
Funds have reached an advanced stage.

Chapter 29: Financial and budgetary provisions

During the period covered by this report, some progress was made in the area of financial and
budgetary provisons.

In the fidd of the national budget and EC co-financed measures, there are no particular
developments to point out in the period covered by this Regular Report.

Concerning the area of own resour ces and administrative infrastructures, and in particular

the estimate of the weighted average rate for the VAT resource (which is basicaly an estimate
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of the average rate applicable to the various categories of taxable goods), progress was made in
the adoption of the Classfication of Individud Consumption by Purpose (COICOP). The
technical committee chaired by the Statisticd Service and involving representatives from
relevant government departments (VAT Service, Planning Bureau, Ministry of Finance)
continued its sudy on the calculation of VAT own resources taking into consideration the new
developments in this area as wdl as improved data and asssance from EUROSTAT.
However, the provison of GNP data in accordance with EC methodology has not yet been
achieved in the lagt year. Regarding the other classfications used in the European System of
Accounts (ESA 95), significant work has been carried out, including breskdown by indtitutional
Sector.

As regards control measures, the Department of Customs and Excise continued its participation
in the Customs 2000 EU Programme in the fields of the fight againg fraud, customs debt and
the issue of a database system on tariffs. In addition, 15 customs officers were recruited, whilst
48 new VAT officers are to be recruited by the end of the year, mainly in the area of VAT
control.

Overall assessment

Cyprus financid and budgetary provisons are generdly satisfactory. The implementation of
pre-accesson ad should give a clearer picture of the management methods employed and
pinpoint any improvements that need to be made, and the extent to which Cypriot legidation,
Sructures and policies conform with the acquis.

As regards the national budget and EC co-financed measures, as from the year 2000 the three
budgets of the centra government have been merged into a sngle budget. The new
comprehensive budget is divided into three categories of expenditure, i.e. direct charges on the
Consolidated Fund (eg. pensons and gratuities), ordinary (current) expenditure and
development expenditure. The latter category covers al capita expenditure which is of a non-
recurrent development nature and reflects the public investment programme for that year. It
gppears that the current legidation should alow for the establishment of rules and proceduresin
line with the standards usudly practised in the EU. Every possble sep must be taken to
guarantee the sound financid management of Community budget resources, and budgetary
principles and rules must be brought fully into line with the sandards generdly applicable in the
Community. Traditiona own resources fdl under the responsbility of the Customs and Excise
Department of the Ministry of Finance. The Treasury (through its Internal Audit Directorate) is
respongble for conducting al checks and enquiries concerning the establishment and the
provison of Traditional Own Resources.

The VAT Sevice (within the Department of Customs and Excise), a fairly well organised and
computerised sructure, is respongble for the collection of VAT in Cyprus. The system for
administering VAT is based on a centrd adminigtration with loca control. As regards GNP,
Cyprusis continuing its work on the implementation of the European System of Accounts (ESA
95). No difficulties are foreseen in the development of ardliable, accurate and transparent GNP
and VAT cdculation.

The Directorate of Budget and Fiscd Control of the Ministry of Finance will ensure the co-
ordination of the proper collection, monitoring and payment of funds to and from the EC
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budget. The Directorate is continuing its efforts to enhance its cgpacity through the continuous
training of its saff and the upgrading of its technological infrastructure (equipment and software).

With regard to the contral of future EC Own Resources, Cyprus should continue its efforts to
Set up effective instruments to combat VAT and customs duty fraud so that the protection of the
financid interests of the EC can be assured. In addition to the need for central co-ordination for
the proper collection, monitoring and payment and control of funds to and from the EC budget,
adminigtrative cgpacity should be strengthened in the context of the relevant policy arees
described dsawhere in this Report, such as Financid Control, Customs, Taxation, Regiona
policy and Agriculture.

4.2. General evaluation®

During the period covered by this Regular Report, Cyprus has achieved substantive progressin
different areas of the acquis and has continued & steady pace with further legidative aignment
as well as with the setting up and upgrading of the necessary adminidraive indtitutions. The
alignment process has gradudly accelerated. However, there remain gtill a considerable number
of laws to be adopted.

Over the lagt year, there has been progress in important aress of the internd market.
Concerning free movement of goods, the adoption of EN standards has been accelerated and
new legidation was passed as regards sector specific legidation. However, continuing serious
efforts are required to trangpose and implement the acquis, in paticular as regards the
framework law on the new and globa approach principles and subsequent regulations for the
trangpogition of the New Approach Directives. Furthermore, an overal strategy for better co-
ordination of the authorities responsible for market surveillance should be developed. Although
Cyprus has undertaken certain measures to abolish inconsistencies with the acquis in the area of
free movement of persons in particular as regards the co-ordination of socia security systems,
important legidative work remains to be done before accesson. Concerning financial services
good legidative progress can be reported, and the overall standard of supervision appearsto be
satisfactory. Particular importance should be given to the restructuring of the co-operative and
saving societies sector. The liberdisation of capital movements has continued and should be
maintained to ensure a proper functioning of the markets upon accesson. Significant measures
to combat money laundering have been undertaken eg. with the incluson of lawyers and
accountants within the scope of gpplication of the relevant legidation. Cyprus has dso tightened
Its measures relating to the identification of account holders and reporting of transactions in
accordance with the recommendations of various internationa fora. The harmonisation process
should be accelerated with regard to intellectual and industrial property rights. The effective
gpplication and enforcement of state aid rules, including the dignment of exigting aid schemes as
regards in particular the tax regime for the off-shore sector, should be ensured.

Patid progress has been made in the fidd of agriculture but subgantid eements and
mechaniams of the acquis remain to be applied as regards in particular the Common Market
Organisations and the veterinary and phytosanitary sectors.

% See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards
accession by each of the candidate countries’, COM (2001) 700.
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In the fidd of fisheries the reinforcement of the adminidtrative capacity has continued.
Additional progress is needed with regard to the current and planned structure of the fishing
fleet under Cypriot flag. Significant progress has been made in nearly al sectors of transport
policy particularly as regards maritime trangport where safety controls have been improved.
The performance of the classfication societies should be monitored.

While recognising the efforts made and the initiatives taken to further aign the tax legislation
with the acquis by way of e.g. the scheduled tax reform, concerns remain on the harmonisation
of the leve of indirect taxation and the specid regime of direct taxation for off-shore companies.

Concerning telecommunications, there is a congderable delay in the adoption of legidation
and the preparation of secondary regulatory instruments to transpose key parts of the acquis.

On environment, good progress can be reported. Cyprus has continued with harmonisation
measures both as regards legidative aignment as well as strengthening adminigirative capacity.
Particular atention should now be paid to proper implementation and enforcement.

In the area of justice and home affairs progress has been made in particular in the fieds of
border control, migration and in the fight againgt corruption and fraud. On asylum, athough the
adminidrative cagpacity has been strengthened with the setting up of a refugee authority, no
legidative progress can be reported. In the light of increasing numbers of application aignment
should be accelerated as regards in particular the criteria for applications and the setting up of

an independent apped authority.

Cyprus has achieved considerable progress in the fiedd of customs, leaving only some aress
where further dignment is necessary, in particular as regards temporary importetion, customs
procedures with an economic impact and cultural goods.

As regards financial control, Cyprus financid control system is sound and conggtent with
European standards; efforts should be undertaken as to the internal control of revenues and the
proper management of pre-accession funding and structura funds.

Over the last year, Cyprus has continued sustained efforts to further strengthen its
administrative capacity. Training programmes have been organised in different sectors, such
as co-ordination of socid security systems, maritime safety, and justice and home &ffairs.
Furthermore, additiond staff has been recruited in key areas such as financid services, company
law, veterinary and phytosanitary issues, fisheries, trangport, taxation, socid policy and
employment, tedlecommunications, environment and jusice and home affars. This dlowed
Cyprus to reinforce market surveillance systems in the field of free movement of goods, to
improve the due supervison of financid services, to upgrade the ingpection arrangements in the
veterinary and phytosanitary field and to strengthen its |abour inspectorates.

New adminidrative structures have been set up in order to efficiently gpply the acquis. Among
these are an authority to settle disputes as foreseen in the credit border transfer Directive, a
gate aid monitoring authority, a new unit within the Department of Road Transport to ded with
market access, a Statistical Council, a specid group of officids to examine in detail the new
structures of the government with regard to equa trestment of men and women, and findly a
refugees authority. In other cases, the powers of the existing enforcement bodies have been
increased, such as in the case of the Securities and Stock Exchange Commission, the Unit for

Combating Money Laundering (MOKAS) and the Commission for the Protection of
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Compstition. Findly, there are plans to set up a new body on pharmaceuticas (Drugs Price
Control Committee). In the field of customs, Cyprus has recently started to introduce an
updated version of the IT syssem so asto alow for the exchange of computerised data with the
Community.

In future, it is advisable to reinforce the adminidrative infrastructure for standardisation and
certification to enhance the free movement of goods. Further efforts should aso be made to
strengthen enforcement capacity in the field of intelectua property rights, especidly as regards
border controls and fight against piracy and counterfeiting. Although progress has been made
both in the fidds of anti-trust and dae ad, the infrasructure, staff, and the rather wesk
enforcement record of the anti-trust legidation should be improved. As regards taxation, Cyprus
should develop IT systems, 0 as to dlow exchange of eectronic data with the Community and
its Member States. Following the expected nomination of the Independent Regulator in the
telecommunications sector his newly established authority should start working soon. An
upgrading of the border management in the field of jugtice and home affairs is imperdtive.
Further efforts are aso required in establishing the necessary adminigtrative capacity to ensure
the sound, efficient and controllable management of EC funds.

Ovedl, the adminidrative cgpacity of Cyprus is dready largdy in place to implement the
different aspects of the acquis.

Over the lagt year Cyprus has met the short—term priorities of its Accesson Partnership with
regard to free movement of capital, environment and financid control. In most other aress the
priorities were partidly fulfilled. Cyprus has continued to make progress in addressng the
medium-term Accesson Partnership priorities, and has partidly fulfilled a number of them, such
asjudtice and home affairs, regiond policy and co-ordination of structurd instruments and issues
relaing to the internd market.
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C. Conclusionz

Cyprus continues to fulfil the Copenhagen politica criteria. Further efforts have been made to
prepare the administration for operation within the EU, and the authorities record on
democratic and human rights remains generally good.

Cyprus is a functioning market economy. It should be able to cope with competitive pressure
and market forces within the Union.

The macroeconomic Stuation has continued to be robust with high GDP growth, low inflation
and unemployment. The fiscal consolidetion plan introduced in 1999 is successfully addressing
some important structura deficiencies in public finances. Progress has been made in structura
reforms, notably within the financia sector, the environment, and hedthcare. Both the financid
sector and the capital account took major steps towards greater liberalisation.

However, the current account deficit increased sgnificantly. The welcome liberdisation of the
financia sector and the capital account pose new challenges to the economy. Cypriot authorities
should ensure a proper and uniform supervison of the financid sector, including the co-
operative banking sector. In cases where prices are regulated, a more market-based approach
should be adopted. Cyprus must continue to prepare its private sector to operate in the single
market environment that integration in the EU implies, by opening key sectors to foreign
competition.

During the period covered by this Regular Report, Cyprus has achieved substantive progress in
different areas of the acquis and has continued at steady pace with further legidative dignment
as well as with the setting up and upgrading of the necessary adminidrative ingitutions. The
aignment process has gradudly accelerated. However, there remain gill a considerable number
of laws to be adopted.

Over the lagt year, there has been progress in important areas of the internd market.
Concerning free movement of goods, the adoption of EN standards has been accelerated and
new legidation was passed as regards sector specific legidation. However, continuing serious
efforts are required to trangpose and implement the acquis, in paticular as regards the
framework law on the new and globa approach principles and subsequent regulations for the
transposition of the New Approach Directives. Furthermore, an overdl strategy for better co-
ordination of the authorities responsible for market surveillance should be developed. Although
Cyprus has undertaken certain measures to abolish inconsistencies with the acquis in the area of
free movement of persons in particular as regards the co-ordination of socia security systems,
important legidative work remains to be done before accesson. Concerning financial services
good legidative progress can be reported, and the overall standard of supervision appearsto be
satisfactory. Particular importance should be given to the restructuring of the co-operative and
saving societies sector. The liberdisation of capital movements has continued and should be
maintained to ensure a proper functioning of the markets upon accesson. Significant measures
to combat money laundering have been undertaken eg. with the incluson of lawyers and
accountants within the scope of gpplication of the rlevant legidation. Cyprus has dso tightened

%" See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards
accession by each of the candidate countries’, COM (2001) 700.
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its measures relating to the identification of account holders and reporting of transactions in
accordance with the recommendations of various international fora. The harmonisation process
should be accelerated with regard to intellectual and industrial property rights. The effective
application and enforcement of gate aid rules, including the alignment of existing aid schemes as
regards in particular the tax regime for the off-shore sector, should be ensured.

Partid progress has been made in the fidd of agriculture but subgantid elements and
mechaniams of the acquis remain to be applied as regards in particular the Common Market
Organisations and the veterinary and phytosanitary sectors.

In the fidd of fisheries the reinforcement of the adminidtrative capacity has continued.
Additional progress is needed with regard to the current and planned structure of the fishing
fleet under Cypriot flag. Significant progress has been made in nearly al sectors of transport
policy particularly as regards maritime trangport where safety controls have been improved.
The performance of the classfication societies should be monitored.

While recognising the efforts made and the initiatives taken to further aign the tax legislation
with the acquis by way of e.g. the scheduled tax reform, concerns remain on the harmonisation
of the leve of indirect taxation and the specid regime of direct taxation for off-shore companies.

Concerning telecommunications, there is a congderable delay in the adoption of legidation
and the preparation of secondary regulatory instruments to transpose key parts of the acquis.

On environment, good progress can be reported. Cyprus has continued with harmonisation
measures both as regards legidative aignment as well as strengthening adminigirative capacity.
Particular atention should now be paid to proper implementation and enforcement.

In the area of justice and home affairs progress has been made in particular in the fieds of
border control, migration and in the fight againgt corruption and fraud. On asylum, dthough the
adminidrative cagpacity has been strengthened with the setting up of a refugee authority, no
legidative progress can be reported. In the light of increasing numbers of application aignment
should be accelerated as regards in particular the criteria for applications and the setting up of

an independent apped authority.

Cyprus has achieved considerable progress in the fidd of customs, leaving only some aress
where further dignment is necessary, in particular as regards temporary importetion, cusoms
procedures with an economic impact and cultural goods.

As regards financial control, Cyprus financid control system is sound and congstent with
European standards; efforts should be undertaken as to the internal control of revenues and the
proper management of pre-accession funding and structura funds.

Over the last year, Cyprus has continued sustained efforts to further strengthen its
administrative capacity. Training programmes have been organised in different sectors, such
as co-ordination of socid security systems, maritime safety, and justice and home &ffairs.
Furthermore, additiond staff has been recruited in key areas such as financia services, company
law, veterinary and phytosanitary issues, fisheries, trangport, taxation, socid policy and
employment, tedlecommunicetions, environment and jusice and home affars. This dlowed
Cyprus to reinforce market surveillance systems in the field of free movement of goods, to
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improve the due supervison of financid services, to upgrade the ingpection arrangements in the
veterinary and phytosanitary field and to strengthen its |abour inspectorates.

New adminidrative structures have been set up in order to efficiently gpply the acquis. Among
these are an authority to settle disputes as foreseen in the credit border transfer Directive, a
dtate aid monitoring authority, a new unit within the Department of Road Transport to ded with
market access, a Statistical Council, a specid group of officids to examine in detail the new
structures of the government with regard to equa trestment of men and women, and findly a
refugees authority. In other cases, the powers of the existing enforcement bodies have been
increased, such as in the case of the Securities and Stock Exchange Commission, the Unit for
Combating Money Laundering (MOKAS) and the Commission for the Protection of
Compstition. Findly, there are plans to set up a new body on pharmaceuticas (Drugs Price
Control Committee). In the field of customs, Cyprus has recently started to introduce an
updated version of the IT syssem so as to alow for the exchange of computerised data with the
Community.

In future, it is advisable to reinforce the adminidrative infrastructure for standardisation and
certification to enhance the free movement of goods. Further efforts should aso be made to
strengthen enforcement capacity in the field of intelectua property rights, especidly as regards
border controls and fight against piracy and counterfeiting. Although progress has been made
both in the fidds of anti-trust and dae ad, the infrasructure, staff, and the rather wesk
enforcement record of the anti-trust legidation should be improved. As regards taxation, Cyprus
should develop IT systems, s0 as to dlow exchange of eectronic data with the Community and
its Member States. Following the expected nomination of the Independent Regulator in the
telecommunications sector his newly established authority should start working soon. An
upgrading of the border management in the field of jugtice and home affairs is imperdtive.
Further efforts are aso required in establishing the necessary adminigtrative capacity to ensure
the sound, efficient and controllable management of EC funds.

Ovedl, the adminidrative capacity of Cyprus is dready largdy in place to implement the
different aspects of the acquis.

Over the lagt year Cyprus has met the short—term priorities of its Accesson Partnership with
regard to free movement of capital, environment and financia control. In most other aress the
priorities were partidly fulfilled. Cyprus has continued to make progress in addressng the
medium-term Accesson Partnership priorities, and has partidly fulfilled a number of them, such
asjudtice and home affairs, regiond policy and co-ordination of structurd instruments and issues
relaing to the internd market.
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D. Accession Partnership and National Programmes for the
Adoption of the Acquis. Global assessment

The purpose of the Accesson Partnership isto set out in asingle framework:
the priority areas for further work identified in the Commisson’s regular report;
the financid means avallable to hdp candidate countries implement these priorities,
The conditions which will gpply to this assstance.

Each candidate has been invited to adopt a Nationd Programme for the Adoption of the
acquis. This sats out how the country in question envisages to ded with the Accesson
Partnership, the timetable for implementing the Partnership’s priorities, and implications in terms
of human and financid resources. Both the Accesson Partnerships and the Nationa
Programmes for the Adoption of the acquis are revised on a regular bagis, to take account of
progress made, and to alow for new priorities to be set.

1. Accession Partnership

In the following assessments the main sub-headings are indicated in bold type and further key
coneepts taken from the Accesson Partnership highlighted in italics™.

Short-term priorities (2000)

Palitical criteria: The Cypriot government participated in the fifth round of the proximity talks
in November 2000 and therefore continued to maximise its efforts to support a
settlement under the auspices of the UN. In the period under consideration no further rounds
took place following the withdrawa of the Turkish Cypriot Community from the talks.

Economic criteria: Measures were taken to correct the widening of the fiscal and account
deficit s0 tha the fiscd deficit narrowed significantly. With the abolition of the nine-percent
interest celling in January 2001 Cyprus has strengthened the effectiveness of monetary
policy. A third round of capital account liberalisation was completed at the same time. As
regards the co-operative and saving societies, Cyprus presented a convincing reform plan
that will enable it to restructure the sector in accordance with the acquis and international
accounting standards. Ther efore these priorities have been met.

Internal Market

Public procurement: Harmonisation of the law with regard to publication, time limits and
review bodies has not taken place. Laws extending coverage to loca authorities and bodies
governed by public law still need to be enacted.

Industrial and intellectual property rights Cyprus strademark and patent law is nhow in
line with the acquis. However, legidative changes are necessary in the areas of copyright

% For the detailed text on the short and medium priorities established in the Accession Partnership please refer to Council
Decision 2000/258/EC (OJ L 78, 29.03.2000).
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and legal protection of design and databases. Further efforts are required to strengthen
capacity to enforce legidation as regards border controls and combating piracy and
counterfeiting.

Free movement of goods: Cyprus digned its legidation in the fiedld of motor vehicles
dready in February 2000. As regards sector specific legidation most of the foodstuff
legidation has been adopted dthough the parts concerning materials and articles in contact
with foodstuff and labelling gtill need to be transposed; in the pharmaceutical sector, new
harmonised legidation concerning products for human use has been adopted; in the
cosmetics sector, new harmonised legidation has been enacted. The adminigtrative capacity
has been strengthened in dl these sectors by way of gppointing competent authorities for the
implementation of the new legidation, dthough further efforts are required. The government
of Cyprus has adopted most EN standards. The trangpogition of the new approach
Directives viaaframework law has not yet been completed.

Free movement of capitals: Cyprusis steadily liberalising the movement of capital. In
the area of capitd movements, medium and long term borrowing in foreign currencies was
liberalised as from beginning 2001. As regards the introduction of market interest rates, a
law abolishing the interest rate ceiling has come into force on 1% January 2001.

Competition: Although Cyprus has dready achieved good dignment with the EC's anti-
trust legidation through its Protection of Competition Law of 1989, further dignment is
necessary. In particular, the Community’s new policy on horizonta co-operation agreements
needs to be taken account of. The powers of the competition authorities have been
strengthened but the enforcement record remains wesk.

Telecommunications: As regards the regulatory framework, the Law on the cregtion of a
National Regulatory Authority has been adopted in April 2001. Although some steps have
been taken towards cogt-orientation of tariff in the telecommunications, there is a
condgderable delay in the adoption of legidation and the preparation of secondary
regulatory insruments to transpose essentia eements of the acquis.

Taxation: Concerning the alignment of VAT, the VAT Act 2000, which introduces
additional measures to dign with the acquis, will enter into force by the end of 2001. A
specid VAT scheme for farmersis scheduled by mid 2002. The specid regime for offshore
companies needs to be addressed urgently so as to fully comply with the Code of Conduct
for Business Taxation. As regards excise duties, further increase in the duty ratesis required
for most product categories. The current import duty has to be replaced and the protection
of domestically produced goods has to be eiminated.

Customs. Cyprus has adopted a pre-accession Strategy for the harmonisation of its customs
legidation and accelerated its computerisation process.

Overall, theprioritiesrelated to the Internal Market have been partially met.

Agriculture

Although there has been some progress in preparing Cyprus's agriculture for the

Common Agricultural Policy, subgtantial ements remain to be applied, particularly

related to Common Market Organisations (mostly wine, olives and milk). The establishment
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of an integrated adminigtration and control system (IACS) has been accelerated but some
steps need il to be made, being a firgt priority the set up of a Paying Agency to handle the
agriculture expenditure. As regards rura development and forestry, the necessary control
bodies for the environmenta scheme will have to be put in place, and a code of good
agricultural practice needs to be edtablished. Concerning veterinary and phytosanitary
legidation, trangpodtion of the acquis is dill patid. The upgrading of ingpection
arrangements, in particular a future externa borders, has been continued. Therefore this
priority hascontinued to be partially met.

Fisheries

The restructuring of the fishing fleet under the Cypriot flag is ongoing. As regards
inspection and control measures, according to the Fisheries Regulation, a ceiling to the
number of licences that can be issued for fishing within territoria waters exigs. The

edtablishment of a Fishing Vessel Register is being pursued. Therefore this priority has
continued to be met.

Environment

The Law on Environmental Impact Assessment entered into force in April 2001. Cyprus
completed anationa Programme for the Adoption of the environmenta acquis in September
2000. Alignment in thefield of water quality is expected soon, after the introduction of the
necessary amendments to the Water Pollution Control Law. As regards waste
management, the strategy has been adopted with some relevant legidation on recycling
being prepared. Further aignment is required on hazardous and dangerous waste. With
regard to air quality, aignment with the acquis continues on voldtile organic compounds;
however a decison has to be taken on how to upgrade the oil refinery of Larnaca. In the
September 2000 programme, mentioned above, Cyprus indicates its financing
investments based on estimation of costs of alignment. There is however no indication
or planning that indicates how these codts are to be met.

Thereforethis priority has been substantially met.

Employment and social affairs

Socid didogue is a long standing practice and in addition to the various exidting tripartite
bodies, bipartite socia didogue continues to develop in non formaised ways. Capacity-
building efforts of social partners should be further supported. The administrative
capacity in the fields of labour law, equa opportunities and co-ordination of socid security
was reinforced by the definition of powers of the inspectors under the Equal Pay Law in
November 2000 and an amendment to the Socid Insurance Act in April 2001. The
enforcement structure in the fields of health and safety at work, especidly the Labour
Ingpectorate, has been strengthened. Therefore this priority has continued to be
partially met.

Transport

Concerning maritime transport, Cyprus has digned its legidation to a consderable extent.

Cyprus has sgnificantly improved its performance on safety controls and there have been

remarkable decreases in detention rates in foreign ports and in marine accidents. An action
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plan on Merchant Shipping, incuding monitoring of dassfication societies is implemented.
Therefore progress beyond the targeted level has been achieved.

Justice and Home Affairs

As regards asylum, secondary regulations under the Asylum Law of 2000 are till pending.
Further efforts are needed to ensure the regular and complete reporting of the offshore
banking sector. Concerning border control, Cyprus has improved the infrastructure and
ingalled the necessary equipment for the detection of forged documents. Preparations of the
adminigrative structures for joining the Schengen Information System should be pursued and
the technica capacities to control the maritime border need to be enhanced. Cyprus has
continued its efforts to accede to the OECD Convention on Bribery; the Europesn
Convention on Mutual Assistance in Pend Matters entered into force in May 2000. As
regards money laundering, Cyprus amended its exigting law in November 2000, and
enhanced its adminidrative capacity. Therefore this priority has continued to be
partially met.

Reinforcement of administrative and judicial capacity including capacity to manage
and control EU funds

Cyprus has garted reviewing its Public Internal Financial Control sysem. An Interna
Audit Board has been established; and an Internd Audit Manual, an Internal Audit Charter
and a Strategic Audit Plan are being developed. And at present the internal and externd
control systems in Cyprus are largely competible with internationally accepted standards
following the adjusments made during 2001. Nevertheless Cyprus should continue this
review process and take all the necessary steps to ensure that risk analysis methods are
implemented as soon as possble. As regards GNP, Cyprus continues to work on the
implementation of the European System of Accounts (ESA 95) on the bass of the
experience obtained from the participation in EUROSTAT projects for candidate countries.
Thereforethis priority has been met.

Medium-termpriorities

Economic criteria

The government is committed to the liberalisation of utilities, such as air transport sector,
the eectricity sector, telecommunications and postal services where the first steps have been
taken. During the last year Cyprus has made progress in resolving the structural policy
chdlenge, most notably within the financial sector. It aso liberalised further capital
account oper ations, whereasredtrictionsin foreign participation in financial services, oil
refining, tourism and trading remaned. Generdly, conditions for the creation and
development of small and medium sized enterprises have been improved and the
definition of SMIE's has been brought in line with the acquis. The restructuring of textile
sector should continue. An annual fiscal surveillance procedure aimed at bringing the
reporting, monitoring and control of public finances, specially fiscal positions, in line
with EU procedures, still needs to be developed. Therefore these priorities have been
partially met.
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Internal Market

Public procurement: According to the law, the preferentid treatment clause in favour of
local production will be diminated by end of 2002.

Company law: The Second, Third, Sxth, and Eleventh Directives need ill to be
trangposed. Concerning accounting law, Cyprus legidation is dreaedy in line with the
acquis.

Data protection: A draft hill is pending in Parliament as regards the protection of personal
data and the establishment of an independent supervisory authority.

Free movement of goods. Draft legidation on legal metrology is expected to be enacted
by 2002. Different Minidries are carrying out market surveillance for mechinery, lifts
congtruction products, gas appliances, dectrica equipment, medical devices and persond
protective equipment, but Cypriot authorities gtill should develop an overal drategy to
improve co-ordination. The trangpogtion of new approach directives has not yet been
completed.

Free movement of capital: Cyprus has not yet abolished al remaining redtrictions and
authorisation procedures but complied with its timetable to do so until accession.

Free movement of persons. Concerning the mutua recognition of diplomas, a number of
professons are dready regulated in Cyprus, but not al. The trangpostion of the Generd
System Directives has not yet taken place.

Competition Policy: Cyprus has reinforced its Commisson for the Protection of
Competition and has darted to review dl dae aids. The specific tax privileges for the
offshore sector should be addressed in the coming tax package reform that must pave the
way for the enforcement of state aid rules.

Telecommunications. Although some steps have been taken towards cost-orientation of
tariff in the tedecommunications, there is a consderable delay in the adoption of legislation
and the preparation of secondary regulatory instruments to transpose essential elements of
the acquis. Whereas the independent regulatory authority was established by law in 2001
the gppointment of the regulator has not yet taken place.

Taxation: As reported for the short-term priorities Cyprus has to address the alignment of
the VAT system and to increase the excise duty rates to EU minimum levels in the course of
the coming tax reform.

Consumer protection: Cyprus continued aignment with the acquis and strengthened
enforcement authorities. There are only two remaining areas of divergence in the field of
non-safety related measures: the law on unfair contracts raises some problems in particular
concerning the power of consumer associations to take actions before courts; a bill on
timesharing digning with the rdevant acquis till needs to be adopted. Concerning a
functioning mar ket surveillance mechanism no further measures have been adopted.

Customs: Although Cyprus amended its Customs Code in April 2001, provision still needs
to be made for customs procedures with economic impact and for simplified

procedures. However, that administrative and operational capacity was strengthened by
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the implementation of the Reform and Modernisation Programme of May 2001 permitting a
continuing fight against fraud and corruption.

Overall, theprioritiesrelated to the Internal Market have been partially met.

Agriculture
As reported for the short-term criteria this priority has continued to be partialy met.

Environment

Cyprus continues the harmonisation measures in terms of trangpodtion of legidation as
well as srengthening administrative capacity due to the nationd Programme for the Adoption
of the environmental acquis finalised in September 2000. As regards waste management,
the Strategy has been adopted with some relevant legidation on recycling being prepared.
Further aignment is required on hazardous and dangerous waste. Cyprus has begun to
integrate environment into other policies (manly agriculture and energy). Therefore this
priority has been met.

Energy

With regard to the security of supply, the issue of oil stocks (storage capacity needs to be
developed) should be addressed as soon as possible. Cyprus has undertaken to implement
the Electricity Directive by the date of accession. The monopoly of the Electricity Authority
should be dtered to dign with the acquis. Further efforts are required to improve energy
efficiency. Thereforethispriority hasbeen met to alimited extent.

Employment and social affairs

Although Cyprus has achieved good progress, some parts of the acquis have not yet been
fully trangposed. In the areaof labour law, the Directives on working time, part time work
and pogting of workers gill need to be trangposed. Concerning equality of treatment, the
lega framework is largely in place, except EC Directives on parenta leave and equa
trestment in employment and vocationd training. No legidation to prevent discrimination on
the grounds of race or ethnic origin has been prepared until now. Severd regulations are il
outdanding in the fidd of health and safety, and social security. A Nationd Plan for
Employment according to the EC Employment Guiddines has been prepared. A Joint
Assessment of Employment Policy Prioritiesis ready for Sgnature. Therefore this priority
has continued to be partially met.

Economic and social cohesion

As regards the territorid organisation, the provisond NUTS classfication necessary to
determine EU regiona policy targets has been adopted in due time. Concerning the
preparation of programming, the partnership principle, monitoring and evauetion, and
gatigtics, Cyprus is about to prepare a specid Programme for the Preparation of EU
Structurdl Funds policy. Therefore this priority has been met.
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Trangport

Alignment has been achieved in the harmonisation of road-transport related fiscal measures,
admission to occupation, technica requirement for vehicles, collection of daidtics, co-
operation between authorities and road trangport industry, maximum dimensions and weights
and speed limitation devices. However, Cyprus should aso continue its efforts to trangpose
the acquis on trangport of dangerous goods. Maritime transport legidation has been
harmonised to a consderable extent. The preparatory work to adopt a new law on air
transport should continue to overcome the outstanding discrepancies with the acquis in this
sector. Therefore this priority has continued to be partially met.

Justice and Home Affairs

Law enforcement bodies and the judiciary have been upgraded both in personne and
equipment and Cyprus has progressvely aigned with the EU visa legidation by largdy
abolishing the practice of issuing visas a the border. Cyprus dso made efforts to ensure the
effective application of international instruments on judicial co-operation. Therefore
thispriority has been substantially met.

Reinforcement of adminidration and judicid capacity including capacity to manage and
control EU funds. As reported for the short-term criteria this priority has continued to be
met.

2. National Programme for the Adoption of the Acquis

In August 2000, Cyprus submitted its First National Programme for the Adoption of the Acquis
to the Commission. It covers paliticd and economic criteria, while the focus lies clearly on the
chapters of the acquis that are presented in line with the negotiation chapters. In the acquis
area, Cyprus gives a description of the progress and degree of compatibility with European
standards, the implementation structures, budgetary aspects and timing.

The NPAA is a detaled and wdl-structured document. Its scope covers the priorities
mentioned in the Accesson Partnerships with some minor exceptions (as in taxation). In
generd, precise and redigtic timetables enumerate the dates foreseen for adoption of laws,
relevant adminidrative infrastructure, Celex reference and budget. In some cases, the
Commisson fdt that the timetables could have incdluded dso intermediate steps in the legidation
process or shorter deadlines. Concerning links to provision of budgetary resources, the NPAA
generdly gives a clear picture of those dready dlocated and those foreseen in the future.
Sometimes the figures presented could have been more detailed as to the concrete share among
different branches of administration concerned.

Cyprus presented a full second NPPA in August 2001 which is currently being assessed by the
Commisson.
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Human Rights Conventionsratified by the Candidate Countries,
30 September 2001

Adherence to following BG| CYy|CzZz| EE|HU | LV | LT |[MT|PL |[RO]| SK
conventions and protocols

ECHR (European Convention X X X X X X X X X X X
on Human Rights)

Protocol 1 (right of property) X X X X X X X X

Protocol 4 (freedom movement
etal.)

Protocol 6 (death penalty) X X X X X X X X X

Protocol 7 (nebisinidem)

European Convention for the X X X X X X X X X
Prevention of Torture

European Social Charter 0] X X 0] X (0] 0] X X 0] X
Revised European Social X X 0] X 0] (0] X o] (0] X
Charter

Framework Convention for X X X X X (@] X X X X X

National Minorities

ICCPR (International X X X X X X X X X X X
Covenant on Civil and Political

Rights)

Optional Protocol to the X X X X X X X X X X X

ICCPR (right of individual
communication)

Second Optional Protocol to X X O 0] X 0] @) X (0] X X
the ICCPR (death penalty)

ICESCR (International X X X X X X X X X X X
Covenant on Economic, Social
and Cultural Rights)

CAT (Convention against X X X X X X X X X X X
Torture)
CERD (Convention on the X X X X X X X X X X X

Elimination of All Forms of
Racial Discrimination)

CEDAW (Convention on the X X X X X X X X X X X
Elimination of All Forms of
Discrimination against

Women)
Optional Protocol to the o] (0] X 0] X (0] 0] o] (0] (@) X
CEDAW
CRC (Convention on the X X X X X X X X X X X

Rights of the Child)

X = Convention ratified

O = Convention NOT ratified

BG=Bulgaria;, CY=Cyprus, CZ=Czech Republic; EE=Estonia; HU=Hungary; LV=Latvia; LT=Lithuania;, MT=Malta;
PL=Poland; RO=Romania; SK= Slovak Republic; SV=Sovenia, T=Turkey
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Statistical data®

1996 | 1997 | 1998 | 1999 [ 2000
Basic data in 1000
Population (average) 7384  7435] 7488] 7532] 7570
in km2
Total area 9251] 9251 9.251] 9.251] 9.251
National accounts Mio Cyprus Pound
Gross domestic product at current prices 4.161| 4.371| 4.695| 5.009| 5.458
1000 Mio ECU/euro
Gross domestic product at current prices 7,0| 7,5| 8,1| 8,7[ 9,5
ECU/euro
Gross domestic product per capita®at current prices 10.800] 11.500] 12.300] 13.000] 14.200
% change over the previous year
Gross domestic product at constant prices (nat. currency) 1,9| 2,5| 5,0| 4,5| 4.8
in Purchasing Power Standards
Gross domestic product per capita at current prices 14.700] 15.400 16.300{ 17.500 18.500
Structure of production in % of Total Gross Value Added
- Agriculture 4.8 4,3 4.4 4,2 3,8
- Industry (excluding construction) 14,7 14,2 13,8 13,1 12,8
- Construction 8,9 8,4 8,0 7,7 7,1
- Services 71,6 73,1 73,8 75,0 76,3
Structure of expenditure as % of Gross Domestic Product
- Final consumption expenditure 83,0 84,8 86,8 83,6 84,3
- household and NPISH : : : : :
- general government : : : : :
- Gross capital formation 22,3 19,8 20,8 19,4 18,7
- Stock variation : : : : :
- Exports of goods and services 46,9 47,1 43,5 44,6 46,1
- Imports of goods and services 53,1 52,0 51,1 47,8 50,3
Inflation rate % change over the previous year
Consumer price index’* 3,0| 3,3 2,3 1,1 4,9
Balance of payments in Mio ECU
-Current account -370 -299 -538 -204 -495
-Trade balance -1.753 -1.833 -2.163 -2.166 -2.826
Exports of goods 1.118] 1.102 950 938 1.031
Imports of goods 2.871 2.935 3.113 3.105 3.857
-Net services 1.374 1.520 1.625 1.917 2.213
-Net income -18 -10 -26 -36 -18
-Net current transfers 27 23 26 82 136
-of which: government transfers 14 16 23 82 139
- FDI (net) inflows 44 67 61 114 174
Public finance in % of Gross Domestic Product
General government deficit/surplus -3,3 -5,2 -3,7 -4,0 -3,2
General government debt : 61,9 62,7 63,0

29

Data provided refer to the Government controlled area only, with the exception of data on total area, population and

the various demographic indicators which refer to the whole of Cyprus. Indicators expressed in per capita were
calculated on the basis of the mid-year population in the Government controlled area: 1996: 648,1; 1997: 654,5; 1998:

660,4; 1999: 664,8 and 2000: 669,1.
30

demographic statistics.

% Changesin Methodology: PROXY HICP since 1998 (see methodological notes).
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Financial indicators in % of Gross Domestic Product
Gross foreign debt of the whole economy 120,9| 147,2| 136,4| 160,9| 174,3
as % of exports
Gross foreign debt of the whole economy 258,3| 312,9| 312,8| 360,7| 377,9
Monetary aggregates 1000 Mio ECU /euro
-M1 1,1 1,2 1,3 1,8 1,9
- M2 7,1 7,9 8,6 10,0 10,8
-M3 : : :
Total credit 8,4 9,5 10,6 11,9 13,6
Average short-term interest rates % per annum
- Day-to-day money rate 6,9 4.7 4.8 52 6,0
- Lending rate : : :
- Deposit rate : : :
ECU/EUR exchange rates (LECU/euro=..Cyprus Pound)
- Average of period 0,592 0,583 0,577 0,579 0,574
- End of period 0,589 0,580 0,582 0,577 0,574
1995=100
- Effective exchange rate index 102,00 1028] 1083] 106,0] 102,1
Reserve assets Mio ECU/euro
-Reserve assets (including gold) 1.362 1.385 1.299 1.959 2.009
-Reserve assets (excluding gold) 1.233 1.263 1.184 1.829 1.873
External trade Mio ECU/euro
Trade balance -2.089 -2.167 -2.354 -2.443 -3.010
Exports 386 377 383 372 420
Imports 2.475 2.544 2.737 2.815 3.430
previous year=100
Terms of trade | : | : | : |
as % of total
Exports with EU-15 55,7 47,7 50,7 50,7 47,7
Imports with EU-15 57,3 56,3 61,9 57,3 55,9
Demography per 1000 of population
Natural growth rate 7,2 6,3 52 52 35
Net migration rate (including corrections) -0,3 0,7 2 -0,8 0,9
per 1000 live-births
Infant mortality rate 8,3 8| 7.0] 6,0 5,6
Life expectancy: at birth
Males: 75,0 : 75,3
Females: 80,0 : 80,4
Labour market (ILO methodology) % of labour force
Economic activity rate 62,0 61,3 61,2 61,5 62,0P
Unemployment rate, total 31 34 34 3,6 34P
Unemployment rate, males 2,3 2,7 29 29 2,7P
Unemployment rate, females 43 45 4.2 48 47P
Unemployment rate of persons < 25 years 2,7 3,2 3,0 3,5 30P
Unemployment rate of persons >= 25 years 3,1 3,5 34 3,6 35P
as % of all unemployed
Long-term unemployment rate 7,5| 7,9| 8,0| 8,4| 9,7P
Average employment by NACE branches in % of total
- Agriculture and forestry 10,5 9,5 9,6 9,5 92P
- Industry (excluding construction) 15,6 15,1 14,5 13,6 12,8P
- Construction 8,9 8,8 8,4 8,3 82P
- Services 65 66,6 67,5 68,6 69,8 P
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Infrastructure

in km per 1000 km?

Railway network O| 0| 0| 0| 0
km

Length of motorways 194 199| 204] 216| 240
Industry and agriculture previous year=100

Industrial production volume indices 96,6 99,8 102,6 102,1 104,5
Gross agricultural production volume indices 99,6 88,3 109,4 107,4 93
Standard of living per 1000 inhabitants

Number of cars 350 359 377 387 400
Main telephone lines 565,3 589,8 612,8 637,9 657,7
Number of subscriptions to cellular mobile services 109,2 140,5 176,3 228,1 326,3
Number of Internet subscriptions 10,2 24,6 44,4 55,4 89,1

P=provisional figures
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M ethodological Notes

Inflation rate

As part of the preparations for the common currency the EU Member States (MSs) have
designed a new consumer price index in order to comply with the obligations of the EU
Treaty. The am was to produce CPls comparable between Member States. The main task was
to harmonise methodol ogies and coverage. The result was the Harmonized Index of Consumer
Prices (HICP). A smilar exercise has been started with Candidate Countries (CC). In respect
to enlargement, it is equaly important that their economic performance is assessed on the basis
of comparable indices. Some progress has dready been made towards adapting the new rules.
Since January 1999 CCs report monthly to Eurostat so-called proxy HICPs that are based on
nationd CPIs but adapted to the HICP coverage. They are not yet fully compliant with the
HICPs of the MSs. In the table, the proxy HICPs are back-calculated to 1996 (rates from
1997).

Finance

Public finance: The government deficit and debt Satistics of the Candidate Countries are
provisond, in the sense that they do not yet fully comply with EU methodologica requirements.
Broadly spesking, the general government deficit / surplus refers to the national accounts
concept of consolidated general government net borrowing / net lending of ESA95. Generd
government debt is defined as consolidated gross debt at end-year nomind vaue. The seriesfor
Cyprus are presently available from 1998 only; the 1996-97 data are an approximation derived
from the IMF s GFS methodol ogy.

Gross foreign debt is of the whole economy, covering both short- and long-term, but excluding
equity investment and money market ingruments. The source for sock of outstanding debt is
OECD, while the source of GDP is Eurogtat. For the ratio of gross foreign debt to exports, the
nationa accounts definition of exports of goods and services is used (source: Eurodtat). The
datafor 2000 are Eurostat estimates, based on joint OECD/IMF/BIS/'World Bank series.

Monetary aggregates are end-year stock data, as reported to Eurostat. Generaly, M1 means
notes and coin in circulaion plus bank sight deposits. M2 means M1 plus savings deposits plus
other short-term clams on banks. M3 means M2 plus certain placements in a less liquid or
longer-term form. Not al countries produce an M3 series. Total credit means loans by resdent
monetary financid indtitutions (MFIs) to non-MFl residents.

Interest rates: Annud average rates based on monthly series reported to Eurostat. Lending
rates refer to bank lending to enterprises for over 1 year. Depodit rates refer to bank deposits
with an agreed maturity of up to one year. Day-to-day money rates are overnight interbank
rates.

Exchangerates:

ECU exchange rates are those that were officidly notified to DG ECFIN until 1 January 1999,
when the ECU was replaced by the euro. Euro exchange rates are reference rates of the
European Centrd Bank. The effective exchange rate index (nomind), as reported to Eurodtat, is
weighted by mgor trading partners.
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Reserve assets are end-year stock data, as reported to Eurostat. They are defined as the sum
of centra bank holdings of gold, foreign exchange, SDRS, reserve position in the IMF, and
other claims on non-residents. Gold is valued at end-year market price.

External trade

Imports and exports (current prices). The data are based upon the specid trade system,
according to which, externd trade comprises goods crossing the customs border of the country.
Trade data excludes direct re-exports, trade in services and trade with customs free zones as
well as licences, know-how and patents. Vaue of externd trade turnover includes the market
vaue of the goods and the additional cogts (freight, insurance etc.). Trade Classification.
Trade in goods is recorded using the commodity classfication according to the Combined
Nomenclature (CN).

The term FOB meansthat al costs incurred in transport up to the customs frontier are charged
to the sdller. The term CIF means that the purchaser pays the additional cogts. Imports are
recorded on CIF basis, exports on FOB basis.

Imports and exports with EU-15. Data declared by the Republic of Cyprus.

Demography
Net migration rate Crude rate of net migration for year X, is

{population as at 31 December (X) - population as a 1 January (X) + Deaths (X) - Births
(X)} / average population (X). This assumes that any change in population not attributable to
births and degthsiis attributable to migration.

Labour force

Economic activity rate (ILO Methodol ogy). Percentage of Iabour force in the total population
aged 15+. This rate is derived from an Establishments Survey observing the following ILO
definitions and recommendations:

Labour force: employed and unemployed persons according to the ILO definitions stated
below.

The employed: al persons aged 15+, who during the reference period worked at least one hour
for wage or sday or other remuneration as employees, entrepreneurs, members of
cooperatives or contributing family workers. Members of armed forces and women on child-
care leave are included.

The unemployed: dl persons aged 15+ registered as unemployed at the Didtrict Labour Offices,
who concurrently meet al three conditions of the ILO definition for being classfied as the
unemployed:

Have no work,
are actively seeking ajob,

and ready to take up ajob within afortnight.
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Unemployment rate (by ILO methodology). Percentage of the unemployed in labour force.
This rete is derived from the number of registered unemployed observing the ILO definitions
and recommendations (see ILO definitions above)

Average employment by NACE branches. This indicator is derived observing the ILO
definitions and recommendetions.

Infrastructure

Railway network. All railwaysin a given area. This does not include stretches of road or water
even if ralling stock should be conveyed over such routes, e.g. by wagon-carrying trailers or
ferries. Lines solely used for tourist purposes during the season are excluded as are railways
congructed solely to serve mines, forests or other indudtrid or agricultural undertakings and
which are not open to public traffic. The data consders the congtruction length of railways.

Length of motorway. Road, specialy designed and built for motor traffic, which does not
serve properties bordering on it, and which:

(a) is provided, except at specia points or temporarily, with separate carriageways for the two
directions of traffic, sparated from each other, either by a dividing strip not intended for traffic,
or exceptiondly by other means;

(b) does not cross at level with any road, railway or tramway track, or footpath;

(c) isspecidly sign-posted as a motorway and is reserved for specific categories of road motor
vehicles

Entry and exit lanes of motorways are included irrespectively of the location of the sgnposts.
Urban motorways are dso included.

Industry and agriculture

Industrial production volume indices. Indudtria production covers mining and quarrying,
manufacturing and dectricity, gas, seam and water supply (according to the NACE Rev.1
Classfication, Sections C, D and E).

Gross agricultural production volume indices. Gross agriculturd production volume indices
are calculated in constant prices of 1995.

Standard of living

Number of cars. Passenger car: road motor vehicle, other than a motor cycle, intended for the
carriage of passengers and designed to seat no more than nine persons (including the driver).

The term "passenger car” therefore covers dl private saloon cars, taxis and hired passenger
cars, learner’s vehicles and invalid carriages, provided that they have less than ten seats. This
category does not include pick-ups.

Telephone subscribers. The number of telephone subscribers per 1000 inhabitants refers to the
number of direct exchange lines (fixed telephone only) and does not include mobile phone
subscribers.
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Internet connections. The number of internet connections per 1000 inhabitants refers to the
number of internet subscribersto al internet access service providersin Cyprus.

Sour ces

Totd area, externd trade, labour market, infrastructure, demography, industry and agriculture,
gandard of living (including Internet connections): Nationd sources.

Nationa accounts, inflation rate, balance of payment, public finance, finance: Eurostat.
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